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PREFACE

The President's Committee on Urban Housing issued its report "A Decent Home" in the Fall

of this year. This volume of technical studies (Volume II) and the accompanying Volume I contain

several papers prepared for the Committee. Included in this volume are materials on housing costs,

production efficiency, finance, manpower and land; Volume I includes some studies on housing needs

PREFACE

and federal housing programs.

The Committee has chosen to publish here studies of general interest and value as source

material; not all studies commissioned and reviewed by the Committee are included in these volumes.

We do not necessarily endorse the positions taken in the papers printed here, but have concluded

they should be made available to the public.

The Committee is indebted to its Staff, consultants, advisers and associated agencies who have

made these volumes possible.

Edgar F. Kaiser

Chairman

The President's Committee on Urban Housing issued its report "A Decent Home" in the Fall
of this year. This volume of technical studies (Volume II) and the accompanying Volume I contain
several papers prepared for the Committee. Included in this volume are materials on housing costs,
production efficiency, finance, manpower and land; Volume I includes some studies on housing needs
and federal housing programs.
The Committee has chosen to publish here studies of general interest and value as source
material; not all studies commissioned and reviewed by the Committee are included in these volumes.
We do not necessarily endorse the positions taken in the papers printed here, but have concluded
they should be made available to the public.
The Committee is indebted to its Staff, consultants, advisers and associated agencies who have
made these volumes possible.

Edgar F. Kaiser
Chairman
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Introduction

The following study of comparative time and costs for building five selected types of low-cost

housing was prepared for The President's Committee on Urban Housing. The texts and tables

represent the results of several months of effort devoted to the development and analysis of primary

and secondary data. This study was undertaken by the Marketing Research Department of the

McGraw-Hill Information Systems Company, McGraw-Hill, Inc., with the assistance and consultation

of the McGraw-Hill Information Systems Company Economics Department.

Introduction

The following study of comparative time and costs for building five selected types of low-cost
housing was prepared for The President's Committee on Urban Housing. The texts and tables
represent the results of several months of effort devoted to the development and analysis of primary
and secondary data. This study was undertaken by the Marketing Research Department of the
McGraw-Hill Information Systems Company, McGraw-Hill, Inc., with the assistance and consultation
of the McGraw-Hill Information Systems Company Economics Department.
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Study Approach

Objective
Study Approach

Objective

The objective of this report was to study each

of five housing units in the following terms:

1. Identifying major development and con-

struction activities and the participants in-

volved in these activities.

2. Determining, in terms of time, and in rela-

tion to each other, when these activities

occur.

3. Ascertaining the major cost components

relating to these activities.

4. Determining the monthly occupancy costs

to the occupants of these housing units.

5. Describing the historical trends of develop-

ment, construction, and operating costs.

Charts depicting the major development and

construction activities are presented in PERT

form. Other supporting illustrations appear as

pie charts or in tabular form.

Types of Housing Units

Five types of housing units covered in this

study are:

1. The detached single-family unit erected by

The objective of this report was to study each
of five housing units in the following terms:
1. Identifying major development and construction activi ties and the participants involved in these activities.
2. Determining, in terms of time, and in relation to each other, when these activities
occur.
3. Ascertaining the major cost components
relating to these activities.
4. Determining the monthly occupancy costs
to the occupants of these housing units.
5. Describing the historical trends of development, construction, and operating costs.
Charts depicting the major development and
construction activities are presented in PERT
form. Other supporting illustrations appear as
pie charts or in tabular form.

the developer;

2. The detached "manufactured" single-fam-

Types oj Housing Units

ily unit;

3. The unit in a multi-family medium-rise

building;

4. The unit in a rehabilitated multi-family

walk-up structure; and

5. The mobile home.

Every effort was made to study and to depict

"typical" housing units for low-income families

which might be found in the Boston-Washington

corridor. Except for the mobile home, each resi-

dential unit contained three bedrooms. The

"typical" mobile home unit studied in this report

had two bedrooms.

Methodology

The basic approach used to gather information

for this study was one of intensive personal inter-

views with key individuals. Data obtained from

these interviews were then compared to available

secondary data. The data contained in this report

represent a synthesis of primary and secondary

research. All interviews were carried out by the

members of the McGraw-Hill Information Sys-

tems Company Marketing Research Department

and Economics Department staffs.

The initial step of the combined staffs was

one of preparing a tentative detailed outline of

Five types of housing units covered in this
study are:
1. The detached single-family unit erected by
the developer;
2. The detached "manufactured" single-family unit;
3. The unit III a multi-family medium-rise
building;
4. The unit in a rehabilitated multi-family
walk-up structure; and
5. The mobile home.
Every effort was made to study and to depict
"typical" housing units for low-income families
which might be found in the Boston-Washington
corridor. Except for the mobile home, each residential unit contained three bedrooms. The
"typical" mobile home unit studied in this report
had two bedrooms.

the major development and construction activ-

ities inherent in each of the five housing units

Methodology

under study. Concurrent with this step was a

search for supporting secondary data and in-

house interviews with McGraw-Hill editors. Once

the tentative outline was developed, it was neces-

sary to test the outline details against the infor-

mation obtained from secondary research and

personal interviews.

Through the cooperation of McGraw-Hill In-

formation Systems Company news managers, a

list of appropriate key individuals involved in

The basic approach used to gather information
for this study was one of intensive personal interviews with key individuals. Data obtained from
these interviews were then compared to available
secondary data. The data contained in this report
represent a synthesis of primary and secondary
research. All interviews were carried out by the

the development and construction of the five

housing units was developed. This list served as

the basis for interview contacts. Interviews were

conducted during the months of January, Febru-

ary, and March 1968.

Details relating to the definition and assump-

Building Time and Cost /L ow-Cost Housi ng

members of the McGraw-Hill Information Systems Company Marketing Research Department
and Economics Department staffs.
The initial step of the combined staffs was
one of preparing a tentative detailed outline of
the major development and construction activities inherent in each of the five housing units
under study. Concurrent with this step was a
search for supporting secondary data and inhouse interviews with McGraw-Hill editors. Once
the tentative outline was developed, it was necessary to test the outline details against the information obtained from secondary research and
personal interviews.
Through the cooperation of McGraw-Hill Information Systems Company news managers, a
list of appropriate key individuals involved in
the development and construction of the five
housing units was developed. This list served as
the basis for interview contacts. Interviews were
conducted during the months of January, February, and l\Jarch 1968.
Details relating to the definition and assumptions used for each housing unit may be found
in the text preceding each PERT chart.
The time shown in the PERT charts is based
on the following standards: 5 days equal one
work week, 20 days equal one work month, 240
days equal one work year.

Summary
This summary is designed to highlight the
important differences in the elements of cost and
time for the five selected housing types. The cost
and time values shown throughout the body of
this report are based on actual observations of
recent projects, supplemented by secondary source
data. For each type of building the cost and time
values are reasonably accurate measures of the
activities they represent. However, the cost and
time values contained in this study must be interpreted with care. Comparison of the values

shown for different types of housing should not
be made without the acknowledgement of their
different characteristics. Use of the data is complicated by several factors which-though beyond
the scope of the project-nevertheless affect the
problems of cost and time.
First, the units analyzed in this study were
chosen according to specifications set by The
President's Committee on Urban Housing (i.e.,
low-cost, privately-built, three bedroom accommodations for occupancy by low-income families).
Original rom
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As a result, they are not necessarily typical or

representative of new or rehabilitated housing in

general, which is higher priced; nor are they

necessarily representative of low-income housing,

which is typically smaller in size and is usually

publicly-subsidized.

Another important consideration is that each

of the five types of units has a different useful

life. For example, while the mobile home is less

costly to produce and to occupy, it would have

to be replaced long before the apartment units.

The rehabilitated unit raises an additional

problemâthat of obsolescence. Though it costs

less to rehabilitate an existing rental unit than

it does to build a new one, the architectural

limitations of the original design often cause the

rehabilitated unit to be obsolete in certain re-

spects even before occupancy. For example, it

may have narrow halls, poor room arrangement,

bad lighting and ventilation, etc. These limita-

tions must be weighed against the apparent

dollar savings.

Land costs differ widely from place to place,

particularly between central city to suburban

locations. The site costs shown in this study re-

flect actual costs for specific locations. Other sites

may show significantly different costs.

Finally, the fundamental difference between

owner-occupancy and renter-occupancy makes

comparison difficult. Therefore, it is more mean-

ingful to examine the costs of owner-occupied

housing (one-family conventionally built home,

one-family prefabricated home and mobile home)

separately from that of the renter-occupied hous-

ing (new and rehabilitated apartments).

Comparison of Occupancy Costs

Single-Family Units and Mobile Homes

The statistical summary presented below of

the occupancy costs for the single-family unit

built on site, the manufactured unit built off-

site, and the mobile home, reveals little variation

between the two different single-family units.

As a result, they are not necessarily typical or
representative of new or rehabilitated housing in
general, which is higher priced; nor are they
necessarily representative of low-income housing,
which is typically smaller in size and is usually
publicly-subsidized.
Another important consideration is that each
of the five types of units has a different useful
life. For example, while the mobile home is less
costly to produce and to occupy, it would have
to be replaced long before the apartment units.
The rehabilitated unit raises an additional
problem-that of obsolescence. Though it costs
less to rehabilitate an existing rental unit than
it does to build a new one, the architectural
limitations of the original design often cause the
rehabilitated unit to be obsolete in certain respects even before occupancy. For example, it
may have narrow halls, poor room arrangement,
bad lighting and ventilation, etc. These limitations must be weighed against the apparent
dollar savings.
Land costs differ widely from place to place,
particularly between central city to suburban
locations. The site costs shown in this study reflect actual costs for specific locations. Other sites
may show significantly different costs.
Finally, the fundamental difference between
owner-occupancy and renter-occupancy makes
comparison difficult. Therefore, it is more meaningful to examine the costs of owner-occupied
housing (one-family conventionally built home,
one-family prefabricated home and mobile home)
separately from that of the renter-occupied housing (new and rehabilitated apartments).

Those differences that do exist are attributable

to the somewhat lower overall costs for the manu-

Comparillon

01 Occupancy

COIIIII

factured unit. The cost of the manufactured unit

is approximately $15,000, whereas the cost of the

Single-FamiLy Units and Mobile Homes

the factory at a lower cost than the same home
fabricated on-site.
Major differences in patterns of occupancy
costs apparently exist between the mobile home
and the two single-family units. Debt retirement,
as a proportion of total cost, is higher for the
mobile home than for the two single-family units.
The main reason for this difference lies in the
techniques through which these units are
financed. The mobile home is financed very
much like an automobile (5Y2 percent add on
for 7 years). On the other hand, the single-family
units are financed by long-term mortgages (6 percent for 30 years). In addition, the mobile home
occupant pays a "site rent" to the mobile home
park owner which is apportioned among the park
owner's profit, taxes and maintenance. For this
reason, the taxes and maintenance share of the
mobile home owner's occupancy costs are understated.
The monthly occupancy costs of the singlefamily units as shown in the following are higher
than those for the mobile home. However, while
the single-family units are likely to appreciate in
value over a period of time, the same appreciation cannot be expected for the mobile home
unit.

MONTHLY OCCUPANCY COSTS

Single-Family and Mobile Units

Single-Family
Development Single-Family
Built
Pre Fab

Debt Retirement
Taxes
Utilities
Maintenance
and Repairs
Site Rent
TOTAL
OCCUPANCY COSTS

Mobile
Home

$92
45
29

$84
41
29

$86

8

8

3
44

$174

$162

$157

6

18

conventionally developed single-family home is

SI6,000. Some differences in cost may be attrib-

uted to the study's comparing homes of relative

rather than absolute similarity. However, it ap-

pears that a given home can be manufactured in

the factory at a lower cost than the same home

fabricated on-site.

Major differences in patterns of occupancy

costs apparently exist between the mobile home

and the two single-family units. Debt retirement,

as a proportion of total cost, is higher for the

mobile home than for the two single-family units.

The main reason for this difference lies in the

techniques through which these units are

financed. The mobile home is financed very

much like an automobile (5i/2 percent add on

for 7 years). On the other hand, the single-family

units are financed by long-term mortgages (6 per-

cent for 30 years). In addition, the mobile home

The statistical summary presented below of
the occupancy costs for the single-family unit
built on site, the manufactured unit built offsite, and the mobile home, reveals little variation
between the two different single-family units.
Those differences that do exist are attributable
to the somewhat lower overall costs for the manufactured unit. The cost of the manufactured unit
is approximately $15,000, whereas the cost of the
conventionally developed single-family home is
$16,000. Some differences in cost may be attriblHed to the study's comparing homes of relative
rather than absolute similarity. However, it appears that a given home can be manufactured in

occupant pays a "site rent" to the mobile home

park owner which is apportioned among the park

owner's profit, taxes and maintenance. For this

reason, the taxes and maintenance share of the

mobile home owner's occupancy costs are under-

BuiLding Time and Cost/Low-Cost Housing

Rehabilitated and New Apartment Units

As seen in the following, the monthly occupancy cost for the rehabilitated unit considered
in this report is less than the monthly cost for
the new unit. This is primarily due to the lower
total project cost of the rehabilitated unit. The
fact that a somewhat smaller debt must be retired can result in lower monthly costs. The debt
retirement costs shown are $97 per month for
the new unit and $64 per month for the rehabilitated unit.
Other monthly occupancy costs are relatively
s-trnttar; hDweyer 't should be noted that there
nglna j rom
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are qualitative differences between the units. For

example, whereas the new apartment building

has an elevator, the rehabilitated unit is a walkup.

Although the maintenance costs shown are

almost identical for both types of units, the main-

tenance costs of the rehabilitated unit will prob-

ably rise at a faster rate than those of the new

unit.

The monthly occupancy costs of $169 for the

privately financed rehabilitated unit and $228

are qualitative differences between the units. For
example, whereas the new apartment building
has an elevator, the rehabilitated unit is a walkup.
Although the maintenance costs shown are
almost identical for both types of units, the maintenance costs of the rehabilitated unit will probably rise at a faster rate than those of the new
unit.
The monthly occupancy costs of $169 for the
privately financed rehabilitated unit and $228
for the new unit are obviously well in excess of
what low-income families can afford to pay.

cated) represented approximately % of total
project costs. They accounted for ~ of the total
project costs for the apartment and rehabilitated
units. The major elements of construction cost
are on-site wages (roughly 30 percent of total),
building materials (about 50 percent) and overhead/profit (20 percent). These percentage
shares, of course, vary according to such factors
as the type of building, geographical location, etc.
DEVELOPMENT AND CONSTRUCTION COSTS
Single-Family
Development
Built

for the new unit are obviously well in excess of

what low-income families can afford to pay.

MONTHLY OCCUPANCY COSTS

Rehabilitated and New Apartment Unit

MONTHLY OCCUPANCY COSTS
Rehabilitated and New Apartment Unit

Rehabilitated

RehabilitatE::!
Unit

Unit

New Unit

New Unit

Payroll, Management &

Administrative Expenses $17

Utilities 15

Decorating, Maintenance and Repairs 15

Taxes 24

Insurance 4

Debt Retirement 64

Payroll, Management &
Administrative Expenses
$17
Utilities
15
Decorating, Maintenance and Repairs 15
Taxes
24
Insurance
4
Debt Retirement
64
Vacancies and Bad Debts
18
Profit and Reserves
12

Development Costs
Construction Costs
(Materials)
(37%)
(On-site Wages)
(18%)
(Overhead/ Profit) (14%)

Multi-Storied
Apartment

31%

69%

(38%)
(22%)

25%
75%

(15%)

20

Total Development
& Construction Costs

5
97
21
15

In the ensuing report a detailed analysis of
cost and time elements for each of the five types
of units is presented.

$25
14
31

100%

100%

Vacancies and Bad Debts 18

Profit and Reserves 12

TOTAL OCCUPANCY COSTS

$169

$228

TOTAL OCCUPANCY COSTS $169

Analyses of Residential Units

$228

Comparison of Development and

Construction Costs

Development Cost

Development costs (all initial project costs not

directly related to construction costs) accounted

for approximately y3 of the total project costs

for each of the single-family units studied. The

new and rehabilitated apartment units' develop-

ment costs equaled 14 of total project cost.

In a building such as an apartment, where a

relatively high degree of engineering and design

is required, the cost of architectural and engi-

neering services is an important element in de-

velopment costs. These services can represent 5

percent or more of total project costs. The mass

produced single-family unit and the mobile home,

which arc more standardized, require only small

engineering and architectural expenses.

The cost of acquiring land is unique to every

project. The value of land for the residential

units studied amounted to approximately 10 per-

cent of the total project costs and represented

the fastest rising major factor in development

cost.

Construction Costs

Construction costs for the single-family units

(both factory manufactured and on-site fabri-

cated) represented approximately 2/3 of total

project costs. They accounted for y4 of the total

project costs for the apartment and rehabilitated

units. The major elements of construction cost

Comparison oj Development and
Construction Cost,
Development Cost
Development costs (all initial project costs not
directly related to construction costs) accounted
for approximately Y3 of the total project costs
for each of the single-family units studied. The
new and rehabilitated apartment units' development costs equaled ~ of total project cost.
In a building such as an apartment, where a
relatively high degree of engineering and design
is required, the cost of architectural and engineering services is an important element in development costs. These services can represent 5
percent or more of total project costs. The mass
produced single-family unit and the mobile home,
which are more standardized, require only small
engineering and architectural expenses.
The cost of acquiring land is unique to every
project. The value of land for the residential
units studied amounted to approximately 10 percent of the total project costs and represented
the fastest rising major factor in development
cost.

are on-site wages (roughly 30 percent of total),

building materials (about 50 percent) and over-

head/profit (20 percent). These percentage

shares, of course, vary according to such factors

as the type of building, geographical location, etc.

Construction Costs
Construction costs for the single-family units
(both factory manufactured and on-site fabri-

DEVELOPMENT AND CONSTRUCTION COSTS

Single-Family

Development Multi-Storied

Built Apartment

Development Costs

Construction Costs

Building Time and Cost/ L ow-Oost Housing

Development-Built Single-Family Unit
Project Definition
The single-family unit erected by a developer
is a one-story wood frame ranch house built on
a slab with a partial basement. This unit contains approximately 1,000 square feet of floor
area. The floor area is divided into three bedrooms, living room, dining room, kitchen, and
bathroom. The home is situated on Y3 acre, has
city water, gas heat, and a septic system. No
garage is included though a carport is part of
the structure.
The cost for this home, including land, is at
present approximately $16,000. According to the
builders who were interviewed, it is most difficult
to build a quality home for this price and still
make a reasonable profit. The availability of inexpensive land in urban and suburban areas is
the key factor in building low-cost units. Builders have indicated that land costs have risen at
faster rates than labor and material costs. The
$15,000-$16,000 price range can rarely be reached
unless land can be purchased for less than $3,000
an acre. The only land generally available at this
cost is located at a considerable distance from
urban centers. Approximately two homes are
constructed per gross acre. Each home has Y3 of

riginal from
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an acre to itself, while the remaining land is

used for roads, sidewalks, sumps, etc.

In order to make it worthwhile for a developer

to build these relatively low-cost homes, they

must be sold in quantity (150â200 units). One

builder interviewed, who was selling a home for

$16,000, indicated that he was not making a

an acre to itself, while the remaining land is
used for roads, sidewalks, sumps, etc.
In order to make it worthwhile for a developer
to build these relatively low-cost homes, they
must be sold in quantity (150-200 units). One
builder interviewed, who was selling a home for
$16,000, indicated that he was not making a
profit, but was building these homes only to
offset overhead.

profit, but was building these homes only to

offset overhead.

Assumptions

1. No labor disputes that result in a strike or

slowdown will occur during the construc-

tion stage.

2. Material shortages or delay in delivery are

not factors.

3. Adverse weather is not a factor.

4. Work on the job site is organized in a

manner that promotes reasonable work

efficiencies.

5. Financing is conventional, with no use

being made of the programs of the Federal

Housing Administration or a similar

agency.

6. Mortgage funds are available at reasonable

rates to the home buyer.

7. The builder has his own sales group and,

therefore, does not sell through an agent.

Review of PERT Analysis

Land acquisition. A developer can acquire

land through various means. However, his agents

will usually be real estate brokers or members

of his own staff. Assuming the land offered by

a broker is reasonably priced, the builder will

exercise his option to buy as quickly as his cur-

Assumptions
1. No labor disputes that result in a strike or
slowdown will occur during the construction stage.
2. Material shortages or delay in delivery are
not factors.
3. Adverse weather is not a factor.
4. Work on the job site is organized in a
manner that promotes reasonable work
efficiencies.
5. Financing is conventional, with no use
being made of the programs of the Federal
Housing Administration or a similar
agency.
6. Mortgage funds are available at reasonable
rates to the home buyer.
7. The builder has his own sales group and,
therefore, does not sell through an agent.

rent workload allows.

Interim financing. The project depicted is a

Review of PERT Analysis

100 unit development. Total land costs were

$150,000 for approximately 50 acres. The builder

pays a premium of two points (or $300 per home)

Land acquisition. A developer can acquire
land through various means. However, his agents

will usually be real estate brokers or members
of his own staff. Assuming the land offered by
a broker is reasonably priced, the builder will
exercise his option to buy as quickly as his curren t workload allows.
Interim financing. The project depicted is a
100 unit development. Total land costs were
$150,000 for approximately 50 acres. The builder
pays a premium of two points (or $300 per home)
to the lending institution for interim financing.
Pre-construction preparation. Before deciding
on the quality and style of the homes to be built,
the builder must carefully appraise the characteristics of the site, the type of neighborhood,
and the conditions of the market (especially the
activities of competing homebuilders). Once the
contract for the land is signed, the builder increases the amount of time spent on planning
activities. By the time the builder takes title to
the land, pre-mapping has been completed and
he is ready to construct one or two model homes.
Marketing of unit. Some builders delegate the
selling of their homes to a hired agent, while
others have their own sales force. The PERT
chart illustrates a developer with his own sales
team. As part of the marketing effort, model
homes are usually built for inspection by potential buyers.

Buyers' loan commitment. Actual construction
of the homes, except for the models, is not generally carried out until after the buyers have
selected locations and entered into contracts with
the builder for purchase of the home.

to the lending institution for interim financing.

Pre-construction preparation. Before deciding

on the quality and style of the homes to be built,

the builder must carefully appraise the charac-

teristics of the site, the type of neighborhood,

TABLE 1. Development and Construction Costs-Participants Involved Single-Family Unit
Development Stage

and the conditions of the market (especially the

activities of competing homebuilders). Once the

contract for the land is signed, the builder in-

creases the amount of time spent on planning

activities. By the time the builder takes title to

the land, pre-mapping has been completed and

he is ready to construct one or two model homes.

Marketing of unit. Some builders delegate the

selling of their homes to a hired agent, while

others have their own sales force. The PERT

PERT

Chart
Key

o
1
3
3
2

2
2
3

chart illustrates a developer with his own sales

team. As part of the marketing effort, model

homes are usually built for inspection by poten-

tial buyers.

Buyers' loan commitment. Actual construction

of the homes, except for the models, is not gen-

erally carried out until after the buyers have

5
6

21
12
12
12
3
3

selected locations and entered into contracts with

21
the builder for purchase of the home.

Steps or Processes

Major PartiCipants

Broker Offers land
contract on Land
Interim Financing
Developer Takes Title (Cost of Land)
Mapping
Survey and Layout
Preliminary Design
Building Permit
Clear and Grade
Drainage Lines and Sump
Water Hookup
Roads
Curbs
Sidewalks
Marketing
Schedule Materials and labor
sales Tax
utility Hookup
Miscellaneous Fees and Expenses

Broker and Developer
Lawyer, Lending Agency, and Developer
Lending Agency Developer
Lawyer, Developer, and lending Agency
Developer, Surveyor
Developer, Surveyor, and Architect
Architect
Local Building Official
Operating Engineer
Operating Engineer
Plumber, Pipefitter
Asphalt Paver
Concrete Worker
Concrete Worker
Developer, Rental Agency if deemed necessary
Developer, Building Materials Suppliers
Developer, Local Government Agency
Utility Company

Development Stage

TOTAL DEVELOPMENT COSTS

of Total

$ 150

1.0%

Cost

TABLE 1. Development and Construction CostsâParticipants Involved Single-Family Unit

Original from

NIL
300

1,500
50
200
50
75
300
500
500
500

150
200
200

Key Steps or Processes

Major Participants

0 Broker Offers Land

Building Time and Cost/Low-Cost Housing
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NIL

75
175
75
$5,000

PERT

Chart

Percent

Total

INNESOTA

Project Cost

Nil

2.0
9.5
.5
1.0
.5
.5
2.0
3.0
3.0
3.0
1.0
1.0
1.0

NIL

.5
1.0

.5

31.0%

11
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Detached Single-Family Unit Erected by a Developer
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TABLE 2. Development and Construction Costs-Participants Involved Single-Family Unit
Construction Stage
PERT
Chart
Key Steps or Processes

Major Participants 1 (by Trade)

Cost Breakdown 2

Percent
of Total
Project Cost

TABLE 2. Development and Construction CostsâParticipants Involved Single-Family Unit

Overhead Total
Labor Materials & Profit
Cost

Construction Stage

3

PERT

Percent

Chart

of Total

Key

Steps or Processes

Major Participants1 (by Trade)

Cost Breakdown 2

Project Cost

Overhead Tota

3

Labor

Materials

& Profit

Cost

6

Excavate

Operating Engineer

6 Excavate
7 Footing
8 Septic System
8 Rough Plumbing
8 Rough Heating
9 Foundation
9 Concrete Work
10 Framing

11
11

12
13
14
14
14
15
16
17
17
17
17

$165

$365

$130

$660

4.0%

18
18
19
20
21
21

Operating Engineer
Concrete Worker, Operating Engineer
Plumber
Plumber, Pipefitter
Plumber, Pipefitter
Mason
Cement Finisher
Carpenter
Carpenter
Roofer

Rough Hardware
Roofing
Cleanup
Rough Electric
Electrician
Wallboard
Dry Wall Operator
Insulation
Carpenter
Window Frame and Exterior Doors Carpenter
Spackle and Tape
Plasterer
Trim
Carpenter
Install Appliances
Electrician or Plumber
Install Kitchen Cabinets
Carpenter
Install Vanities
Carpenter
Install Ceramic Tile
Tilesetter
Finish Plumbing
Plumber
Finish Electrical
Electrician
Painter
Painting
Flooring (Linoleum Tile)
Soft Floor Layer
Paving (Driveways)
Paver
Landscaping (Trees)
Landscaper

7

Footing

Concrete Worker, Operating Engineer

25

115

35

175

1.0

$165 $365 $130
$660 4.0%
25
115
35
175 l.0
60
130
50
240 l.5
260
575
210
1,045 6.5
350
770
280
1,400 a.5
215
360
145
720 4.5
10
45
15
70
.5
480 1,055
385
1,920 12.0
45
100
35
180 1.0
150
330
120
600 4.0
75
15
90
.5
70
120
50
240 l.5
240
240
120
600 4.0
30
65
25
120
.5
55
125
45
225 1.5
120
70
50
240 l.5
120
265
95
480 3.0
10
50
240 1.5
180
20
270
70
360 2.0
5
35
50
10
.5
50
20
20
90
.5
60
130
50
240 l.5
25
125
20
80
.5
215
100
80
395 2.5
75
165
60
300 2.0
30
30
150 1.0
90
65
105
210 1.0
40
$2,990 $5 935 $2,240 $11,165 69.0%
27% 53% 20% 100%--

TOTAL CONSTRUCTION COSTS
PERCENT OF TOTAL CONSTRUCTION COSTS
1. The participants listed in this column refer to the major construction trade(s) involved in each particular process. The tradesmen employed customarily work for either the general contractor or the subcontractor awarded the bid for that particular process.
2. Based upon ratios derived from secondary sources.
3. The total cost fieures shown represent selective averaees from actual projects deemed "typical" in terms of the criteria
and assumptions set forth at the beginning of this section. The relationship of the cost of any elven process to the total is can·
sidered representative. On absolute basis, however, the cost of a given process can vary considerably from project to project.

8

Septic System

Plumber

60

130

50

240

1.5

8

Rough Plumbing

Plumber, Pipefitter

260

575

210

1,045

6.5

8

Rough Heating

Plumber, Pipefitter

350

770

280

1,400

8.5

9

Foundation

Construction. As shown in the PERT chart, the
total construction time, from clearing and grad·
ing to occupancy, is approximately seven weeks.
Of course this time span is based on the assumption that ideal conditions prevaiL Provided the
necessary men and material are available, it is
possible, though rarely efficient, to build a house
in seven days.
The PERT Chart shows sump excavation and
installation of roads, sidewalks, and curbs as occurring separately for each unit. In fact, a developer would complete the sump when the land
is being cleared and graded, while the roads,
sidewalks and curbs would not be completed
until most of the homes in the development had
been constructed. To increase efficiency, a developer generally has houses in various stages of
completion. This practice permits better utilization of work crews.

Mason

215

360

145

720

Development and Construction Costs
Development costs. Development costs made
up 31 percent of the total project costs. Raw

land is the largest single development cost item,
accounting for 9.5 percent of the total project
costs. An addi tional 14 percent is a ttribu ted to
land development operations, such as clearing
and grading (2 percent) , sump and drainage lines
(3 percent). water and utility hookup (4 percent). and roads, curbs, and sidewalks (5 percent).
Construction costs. Construction costs made up
69 percent of the total project costs. The largest
construction cost item was framing, accounting
for 12 percent of total project costs, and about
1/6 of construction costs. The heating, plumbing, and electrical systems, taken together, account for nearly 20 percent of total project costs.
TABLE 3.

Occupancy Cost-Single-Family Unit
Built by a Developer
Dollars
Per Month

Debt Retirement ...
Taxes
Utilities
Maintenance and Repair

9

Concrete Work

Cement Finisher

10

45

Building Time and Cost/Low-Cost Ho using

8

53%
26
16
5

TOTAL OCCUPANCY COSTS
$174
100%
* Based on a 94112%, 30 year mortgage at 6% interest.

riginal from

4.5

$92
45
29

Percent
of Total
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â¢BASED ON A 94. 5%,

30 YEAR MORTGAGE

AT 6% INTEREST

53% DEBT* RETIREMENT

-28% TAXES

-16% UTILITIES

-5% MAINTENANCE AND REPAIR

FIGURE 4. Occupancy CostâSingle-Family Unit

Building Time and Cost/Low-Cost Housing 14

~ 3%

DEBT· RETIREMENT

·BASED ON A 94. 5%,
30 YEAR MORTGAGE
AT 6% INTEREST

1'-20% TAXES

-1

~5

FIGURE 4.

% MAINTENANCE

Occupancy Cost-Single-Family Unit

Building Time and Cost/Low-Cost Housing
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AND REPAIR

Prefabricated Single-Family Unit
Project Definition
Prefabricated Single-Family Unit

Project Definition

The prefabricated unit studied is a three bed-

room wood frame ranch-house with a floor area

of approximately 1,000 square feet. This house

includes a full basement, kitchen, dining room,

living room, and bath. The home is situated on

a 14 acre plot, has city water, gas heat, and a

septic system. No garage or carport is included.

The cost for this home including land is at pres-

ent approximately $15,000.

Interviews have revealed that many small

manufacturers of homes are facing serious prob-

lems. Many of the interview "leads" provided

could not be followed up due to business failure.

Apparently the principal problem is the present

shortage of mortgage funds.

The single-family unit under consideration is

designed and built at the factory and then

shipped to a prepared site. Preparation of the

site included excavation and construction of the

foundation.

The dealer/contractor who markets these

homes can operate in various ways. The major

alternatives are:

1. To act as a developer, i.e. to purchase land

and then to market the factory-manufac-

tured home to home buyer.

The prefabricated unit studied is a three bedroom wood frame ranch-house wi th a floor area
of approximately 1,000 square feet. This house
includes a full basement, kitchen, dining room,
living room, and bath. The home is situated on
a Ys acre plot, has city water, gas heat, and a
septic system. No garage or carport is included.
The cost for this home including land is at present approximately $15,000.
Interviews have revealed that many small
manufacturers of homes are facing serious problems. Many of the interview "leads" provided
could not be followed up due to business failure.
Apparently the principal problem is the present
shortage of mortgage funds.
The single-family unit under consideration is
designed and built at the factory and then
shipped to a prepared site. Preparation of the
site included excavation and construction of the
foundation.
The dealer/contractor who markets these
homes can operate in various ways. The major
alternatives are:

2. To act solely as an intermediary between

the home manufacturer and the buyer. In

this case:

a. The dealer may sell the land to the

home buyer.

b. The home buyer may have the unit

erected on his site.

c. The dealer may act as a contractor,

preparing the site for the home.

d. The dealer may act as an agent for the

owner, subcontracting the site clearance

and preparation.

The PERT chart depicts a situation in which the

dealer/contractor acts as a developer and does

his own contracting. This alternative permits a

more direct comparison between the single-

family home built off-site and the home built

on-site.

Assumptions

1. Development costs for the factory manu-

factured home are the same as those for a

1. To act as a developer, i.e. to purchase land

and then to market the factory-manufactured home to home buyer.
2. To act solely as an intermediary between
the home manufacturer and the buyer. In
this case:
a. The dealer may sell the land to the
home buyer.
b. The home buyer may have the unit
erected on his site.
c. The dealer may act as a contractor,
preparing the site for the home.
d. The dealer may act as an agent for the
owner, subcontracting the site clearance
and preparation.

single-family unit built on-site.

2. The land cost for both the manufactured

and conventionally built unit are the same.

3. The dealer acts as a sales intermediary be-

tween the customer and the home manufac-

turer, and as a contractor.

4. No labor disputes which result in a strike

or slowdown will occur during the on-site

or off-site construction stage.

The PERT chart depicts a situation in which the
dealer / contractor acts as a developer and does
his own contracting. This alternative permits a
more direct comparison between the singlefamily home built off-site and the home built
on-site.

5. Financing is conventional, with no utiliza-

tion of FHA or similar government pro-

grams.

Assumptions
1. Development costs for the factory manu-

6. Mortgage funds are available at reasonable

rates to the home buyer.

7. Material shortages or delay in delivery are

factured home are the same as those for a
single-family unit built on-site.

2. The land cost for both the manufactured
and conventionally built unit are the same.
3. The dealer acts as a sales intermediary between the customer and the home manufacturer, and as a contractor.
4. No labor disputes which result in a strike
or slowdown will occur during the on-site
or off-site construction stage.
5. Financing is conventional, with no utilization of FHA or similar government programs.
6. ;\longage funds are available at reasonable
rates to the home buyer.
7. Material shortages or delay in delivery are
not factors.
8. Adverse weather is not a factor.
9. Work on and off the job site is organized
in a manner that promotes reasonable work
efficiencies.
Review of PERT Analysis
Land acquisition-pre-construction preparation.

The PERT chart illustrates a situation where
the dealer/contractor purchases land from a
broker. The assumptions and activities shown
for this pre-construction stage are identical to
those indicated for the single family "on-site"
developer.
Constrllction of the unit. At the construction
stage the PERT analysis is divided into two
paths, on-si te construction and off-site construction. It was assumed that both on-site activities
and operations in the manufacturing plant were
carried on simultaneously.
Off-site. Completion of the unit "in factory"
takes from approximately 20 days to one month
after the order is received.
Transportation of the unit. The maximum
transportation distance from factory to site is
approximately 300 miles. According to reports,
shipment beyond the 300 mile limit is rarely
feasible due to cost and physical limitations. The
cost for shipping the unit is approximately 65
cents per mile. The unit illustrated in the PERT
analysis is assumed to have been shipped 100
miles.
On-site. The on-site construction activities shown
on the PERT chart are similar to the development-built single-family unit. Foundation for a
prefabricated home must be totally completed
prior to its delivery.

riginal from

not factors.

8. Adverse weather is not a factor.

9. Work on and off the job site is organized

in a manner that promotes reasonable work

efficiencies.

Revicw of PERT Analysis
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TABLE

4. Development and Construction Costs-Participants Involved Prefabricated Single-Family Unit
Development Stage

PERT
Chart
Key
-Participants Involved Prefabricated Single-Family Unit

Major Participants

Percent

of Total

Total Cost

Project Cost

$ 150

1.0%

NIL

NIL

300

2.0

1,500

Major Participants

Steps or Processes

o

Broker Offers Land
Contract on Land
Interim Financing
Developer Takes Title (Cost of Land)
Mapping
Building Permit
Clear and Grade
Drainage Lines and Sump
Water Hookup
Roads
Curbs
Sidewalks
Marketing
Schedule Materials and Labor
Utility Hookup
Miscellaneous Fees and Expenses
TOTAL DEVELOPMENT COSTS

1

1

1
2
3

o
1

19
17
17
17
3
3

19

10.0

Percent
of Total
Project Cost

Total Cost

$ 150

Broker and Developer
Lawyer, Lending Agency and Developer
Lending Agency, Developer
Lawyer, Developer, Lending Agency
Developer, Surveyor
Local Building Official
Operating Engineer
Operating Engineer
Plumber, Pipefitter
Asphalt Paver
Concrete Worker
Concrete Worker
Developer, Rental Agency if deemed necessary
Developer, Building Materials Supplier
Utility Company

1.0%

NIL

NIL

300
1,500
50
200
75
300
500
500
500
150
200
200
75
175
75
$4,950

50

.5

2.0
10.0
.5

1.5
.5
2.0
3.5
3.5
3.5
1.0
1.5
1.5
.5
1.0
.5
34.0%

200

1.5

TABLE 5.

75

Development and Construction Costs-Participants Involved Prefabricated Single-Family Unit
Construction Stage (On-Site)

.5

300

2.0

PERT
Chart
Key Steps or Process

Major Participants 1 (by Trade)

Cost Breakdown

Percent
of Total
Project Cost

2

500

3.5

500

3.5

500

3.5

150

1.0

1
2
3
3

17
18
18

Excavation
Footing
Foundation
Concrete Work
Install Septic System
Blacktop Driveway
Landscaping

Operating Engineer
Concrete Worker, Operating Engineer
Mason
Cement Finisher
Plumber
Paver
Landscaper

200

$570
26%

TOTAL CONSTRUCTION COSTS
PERCENT OF TOTAL CONSTRUCTION COSTS

1.5

Labor

$165
25
215
10
60
30
65

Overhead Total J
Materials & Profit Cost

$365
115
360
45
130
90
105
$1,210
54%

$130
35
145
15
50
30
40
-$445
20%

$660
175
720
70
240
150
210

$2,225
100%

4.5%
1.0
5.0
.5
1.5
1.0
1.5
15.0%

200

1.5

See footnotes, Table 2, page 00.

75

.5

TABLE

1.0

75

.5

Broker and Developer

6. Development and Construction CostsParticipants Involved
Prefabricated Single-Family Unit
Construction Stage (Off-Site)

175

PERT
Chart
Key !;,eps or Processes

Total Cost

Percent
of Total
Project Cost

Lawyer, Lending Agency and Developer

Lending Agency, Developer

Lawyer, Developer, Lending Agency

Developer, Surveyor

Local Building Official

Operating Engineer

Operating Engineer

Plumber, Pipefitter

Asphalt Paver

Concrete Worker

Concrete Worker

Developer, Rental Agency if deemed necessary

Developer, Building Materials Supplier

Utility Company

$4,950

34.0%

-Participants Involved Prefabricated Single-Family Unit

6
7
7
8
8
8
7
7
10
11

12
11

11
14
13
14
14
14
14
15

PERT

Percent

16

Framing
$1,370
Insulation
120
Cornice
200
Rough Plumbing
900
Rough Electric
340
Heating (Gas Furnace)
430
Roofing
170
Siding
250
Wallboard
685
Interior Priming (Painting)
280
Interior Trim
685
Ceramic Tile
110
Kitchen Cabinets
360
Counter Tops
85
Finish Painting
390
Flooring
350
Finish Hardware
70
Finish Plumbing
210
Finish Electric
120
Clean up and Touch up
60
Contingency Fee
150
Freight Charge
100

Chart

of Total

Key Steps or Process

Major Participants

TOTAL
CONSTRUCTION COSTS
PERCENT OF TOTAL
CONSTRUCTION COSTS

---

11.0%
1.0
1.5
6.0
2.5
3.0
1.0
1.5
4.5
1.5

4.5
.5
2.5
.5
2.5
2.5
.5
1.0
1.0
.5
1.0
.5

$7,435

Overhead Total 3

Project Cost

Labor

Materials

Development costs accounted for 34 percent of
total project cost. The major component of this
cost was land (10 percent) and on-site development (11.5 percent) .
Construction costs accounted for 66 percent of
total project cost. On-site costs were 15 percent
of total, off-site, 51 percent. The major on-site
costs were excavation, foundation, and septic
system. The principal off-site construction costs
were framing and plumbing.

TABLE

7. Occupancy CostPrefabricated Single-Family Unit
Dollars
Percent
Per Month of Total

Debt Retirement*
Taxes
Utilities
Maintenance and Repair
TOTAL OCCUPANCY COSTS

51.0%

1 (by Trade)

Cost Breakdown 2

Development and Construction Costs

Building Time and Cost/ Low-Oost Hotlsing

.. Based on a 6%, 30 year mortgage.

riginal from
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$84

41
29
8

$162

52%
25
18
5

100%

t
I

I
LAND PURCKA!E

I t. 5" ON_ mE DEVELOPMENT
DEVELOPMENT

r:::::::::::::::::::::::::::::::::::::::::::{:= ~'. ~= OPp- lrr!D!VELOPMENT

4 1'\ WATER AND UTlUTY ftOOK UP

5,6\

FINANClNC FEE!, w.uua:TtNG
AND M1!c. EXPENSES

11.''\ FRAMING, ROOPlHG AND
'II ALL- BOARD

11 . 5"

0"" -

ROUGH PLUIIBlHG, HEATING
AND ELECTRICAL

srf[ CONST RUCTION

11\

IIOUO H llfrERJ.)R WORIC AND
IHTERX>lI. FlNlSlUHG

--

~======================!_ FREIClHT CItARGE,

{

2\

12.5'

FOtJND,o\TIOtI UCAVATlOH,

POOTD«l, nLL AND SEPTIC
tY8TEM

ON_ SITE CONSTR UCTION

FIGURE 6.

CONTlHGIIfCY FEE AND

':::=========1-_1.5" 8LACKTOPDRlVEWAY AND
::::.

LANOIICAPtI«l

Development and Construction Cost-Prefabricated Single-Family Unit, General Breakdown

Original from

UNIVERSITY Of MINNESOTA
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18

1

SIDING
WALLBOARD

OFF- SITE

INTERIOR PRIMING

CONSTRUCTION

INTERIOR TRIM

~::::::::::::::::::::::::::::::::::::::::::::~~~l: l~

KITCHEN CABINETS
CERAMIC
TILE
COUNTER TOP
FLOORING
FINISH PAINTING
U" c,. F1"oNlS," H ELECTRIC
PLUMBING
FINISH HARDWARE
CLEAN-UP
CONTINGENCY FEE

FIGURE 7.

Development and Construction Cost-Prefabricated Single-Family Unit, Detaile<l Breakdown

Original from

I
Bllildillg Tim e alld Cost / L ow-Cost HOII Sjllg

UNIVERSITY OF MINNESOTA
19

â¢BASED ON A 6%,

30-YEAR MORTGAGE

52% DEBT RETIREMENTâ¢

25% TAXES

18% UTILITIES

5% MAINTENANCE

FIGURE 8. Occupancy CostâPrefabricated Single-Family Unit

Building Time and Cost/Low-Cost Housing
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1------

52% DEBT RETIREMENT •

• BASED ON A 6%,
30-YEAR MORTGAGE ~----------------------4

t - - - - - - 2 5 % TAXES

t - - - - - - 1 8 % trrIUTIES

t - - - - - - 5 % MAINTENANCE

FIGURE 8.

Occupancy Cost-Prefabricated Single-Family Unit

Original from
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Mobile Home

Project Definition
Mobile Home

Project Definition

The typical new mobile home marketed in the

Boston-Washington corridor is approximately

12 x 55 feet, with 660 square feet of gross living

space. The unit contains two bedrooms, a living

area (perhaps convertible into a sleeping room

by the use of a bed-couch), one bath, and an

eat-in-kitchen. The unit is purchased furnished.

The mobile home is to be located in a mobile

home park, and is a permanent living unit, not

a recreational vehicle.

This mobile home is presently priced at a little

over six thousand dollars. Prices are slightly

higher in the Boston-Washington corridor than

elsewhere. The monthly rental for a space in a

mobile home park averages between $30 and $50.

Shortage of spaces results in not only firmer rents

but also higher costs for units.

Zoning ordinances and other legal restrictions

have greatly inhibited expansion of the number

of sites for mobile homes. For example, two-thirds

of the nearly six hundred municipalities in New

Jersey prohibit mobile home parks by ordinance.

One park operator in that state had turned down

four requests for space the day he was inter-

viewed. Two of the park operators interviewed

were investigating high-rise mobile home parks

in which mobile units would either be placed

permanently, or perhaps parked like cars in

multi-story downtown parking lots,.

Assumptions

It was assumed that the mobile home purchaser

selected a model that had to be ordered from and

delivered by the mobile home manufacturer. A

dealer stated that the time interval between pur-

chase and occupancy could be cut appreciably if

The typical new mobile home marketed in the
Boston-Washington corridor is approximately
12 x 55 feet, with 660 square feet of gross living
space. The unit contains two bedrooms, a living
area (perhaps convertible into a sleeping room
by the use of a bed-couch), one bath, and an
eat-in-kitchen. The unit is purchased furnished.
The mobile home is to be located in a mobile
home park, and is a permanent living unit, not
a recreational vehicle.
This mobile home is presently priced at a little
over six thousand dollars. Prices are slightly
higher in the Boston-\Vashington corridor than
elsewhere. The monthly rental for a space in a
mobile home park averages between $30 and $50.
Shortage of spaces results in not only firmer rents
but also higher costs for units.
Zoning ordinances and other legal restrictions
have greatly inhibited expansion of the number
of sites for mobile homes. For example, two-thirds
of the nearly six hundred municipalities in New
Jersey prohibit mobile home parks by ordinance.
One park operator in that state had turned down
four requests for space the day he was interviewed. Two of the park operators interviewed
were investigating high-rise mobile home parks
ill which mobile units would either be placed
permanently, or perhaps parked like cars in
multi-story downtown parking lot&.

the buyer selected a model on hand. However,

some dealers (although probably only a small

portion) carry no stock.

Assumptions

It was also assumed that the buyer made a 25

percent downpayment and financed the rest of

his mobile home purchase. This is the typical

practice. However, some persons, such as retiring

couples who wait for the sale of their home be-

fore moving into a mobile home, may pay all

cash. In addition, it was assumed that there was

no trade-in on the mobile unit (one dealer

claimed half his buyers had trade-ins).

Some additional assumptions were:

1. Sites for the mobile units were available;

2. No labor disputes occurred;

3. No material shortages occurred; and

4. Financing and zoning approvals for park

development could be obtained without

serious delay.

The Mobile Home Park

The PERT chart on the development of a

mobile home park covers a situation in which

the developer did no work himself other than

overall coordination and handling of subcontrac-

tors. One park developer felt that $50 and $60

per site could be saved if the developer did a

I t was assumed that the mobile home purchaser
selected a model that had to be ordered from and
delivered by the mobile home manufacturer. A
dealer stated that the time interval between purchase and occupancy could be cut appreciably if
the buyer selected a model on hand. However,
some dealers (although probably only a small
portion) carry no stock.
It was also assumed that the buyer made a 25
percent downpayment and financed the rest of
his mobile home purchase. This is the typical
practice. However, some persons, such as retiring
couples who wait for the sale of their home before moving into a mobile home, may pay all
cash. In addition, it was assumed that there was
no trade-in on the mobile unit (one dealer
claimed half his buyers had trade-ins).

Some additional assumptions were:
I. Sites for the mobile units were available;
2. No labor disputes occurred;
3. No material shortages occurred; and
4. Financing and zoning approvals for park
development could be obtained without
serious delay.
The Mobile Home Park
The PERT chart on the development of a
mobile home park covers a situation in which
the developer did no work himself other than
overall coordination and handling of subcontractors. One park developer felt that $50 and $60
per site could be saved if the developer did a
lot of work himself (carpentry, masonry, etc.).
He pointed out, however, that do-it-yourself work
increases the time needed to complete the park.
It was also assumed that the developer owned
the land and had to borrow only $200,000 to
develop a 100 site park on 19 acres. The park is
developed to fairly high standards, with paved
roads, professional landscaping, etc.
Review of PERT Analysis
Investigation of mobile home living. The time
interval needed for a buyer to solidify his decision to purchase a mobile home can, of course,
vary enormously.
Selection of Model and Site. Few units are purchased without the .buyer first having a space in
which to park them. This is especially true where
sites are scarce. Thus, the buyer shops simultaneously for the model and the site.
Financing. Financing is handled through the
dealer, as in an automobile purchase. While no
charges other than interest payments are indicated to the buyer, one dealer stated one percent
as the dealer's fee. These loans seem to be easier
to place than mortgages for conventional housing.
One source indicated that mobile home financing
did not suffer at all when credit evaporated for
conventional homes in 1966. One reason may be
that lenders charge substantially higher interest
rates when financing mobile homes.
When the buyer's credit is found acceptable,
he places a deposit on the unit and is assumed
to have "purchased it."
ParI! Development-Review of the PERT
Analysis
Market Evaluation. The developer will try to
design a park to meet the demands of the market.

lot of work himself (carpentry, masonry, etc.).

Original from

He pointed out, however, that do-it-yourself work

increases the time needed to complete the park.

It was also assumed that the developer owned

the land and had to borrow only $200,000 to

develop a 100 site park on 19 acres. The park is

developed to fairly high standards, with paved
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There are housing parks catering primarily to

working people, service parks for the retired or

semi-retired, resort parks, and recreational ve-

hicle parks. The park with which we are con-

cerned is either a housing park or a service park.

Approval of Government Bodies. Roughly two

months are needed to clear a project with zoning,

health, or other appropriate Government boards.

Since a zoning board may meet only once a month,

and since opposition to parks is common, ap-

provals may be delayed for as long as a year.

Financing. Arrangements for financing also can

delay a project. (FHA-insured financing, which

is available for mobile home parks but not for

mobile homes, takes longer to arrange than con-

ventional financing.) Occasionally financial ar-

rangements may take three or four years. The cost

for financing is figured at three points for a

$200,000 mortgage.

Planning. The planning period typically con-

sumes several months. Construction starts with

the obtaining of construction permits and the

clearance of sites. The cost of a sanitary sewage

system can vary from $210 to $513 per site, de-

There are housing parks catering primarily to
working people, service parks for the retired or
semi-retired, resort parks, and recreational vehicle parks. The park with which we are concerned is either a housing park or a service park.
Approval of Government Bodies. Roughly two
months are needed to clear a project with zoning,
health, or other appropriate Government boards.
Since a zoning board may meet only once a month,
and since opposition to parks is common, approvals may be delayed for as long as a year.
Financing. Arrangements for financing also can
delay a project. (FHA-insured financing, which
is available for mobile home parks but not for
mobile homes, takes longer to arrange than conventional financing.) Occasionally financial arrangements may take three or four years. The cost
for financing is figured at three points for a
$200,000 mortgage.
Planning. The planning period typically consumes several months. Construction starts with
the obtaining of construction permits and the

clearance of sites. The cost of a sanitary sewage
system can vary from $210 to $513 per site, depending on whether the situation requires septic
tanks, disposal systems, or merely tie-ins to sewage lines. The buildings, which may include an
office, a laundry room, and bath houses for parks
with pools, can also vary greatly in cost. The
cost presented for promoter's overhead is based
solely on assumptions.
The park development described has 100 sites.
The larger the number of spaces, the lower are
certain of the development costs for each space.
Development and Construction Costs
Profit. One study indicates that the retail-sales
dealers of mobile homes make, on the whole, only
marginal profits if only the sale of the unit is
considered. In some cases, finance charges and
insurance sales provided the only margin of profit.
The same study showed that there were no significant economies of scale accruing to the very
large dealers. The very largest group had a loss

pending on whether the situation requires septic

tanks, disposal systems, or merely tie-ins to sew-

age lines. The buildings, which may include an

office, a laundry room, and bath houses for parks

TABLE 8.

Development and Construction Costs-Participants Involved Mobile Home Park

with pools, can also vary greatly in cost. The

cost presented for promoter's overhead is based

solely on assumptions.

The park development described has 100 sites.

The larger the number of spaces, the lower are

Development and Construction Stage
PERT
Chart
Key Steps or Processes

Percent
of Total

Major Participants

Total Cost Project Cost

certain of the development costs for each space.

Profit. One study indicates that the retail-sales

dealers of mobile homes make, on the whole, only

marginal profits if only the sale of the unit is

considered. In some cases, finance charges and

insurance sales provided the only margin of profit.

The same study showed that there were no sig-

nificant economies of scale accruing to the very

large dealers. The very largest group had a loss

TABLE 8. Development and Construction CostsâParticipants Involved Mobile Home Park

Development and Construction Stage

PERT

Percent

Chart

of Total

Key Steps or Processes

Major Participants

Total Cost Project Cost

â Land

Real Estate Agent, Lending Agency,

Park Developer

$375

14.5%

Real Estate Agent, Lending Agency,
Park Developer
Park Developer, General Contractor
Decision to develop mobile park
Pre-mapping
Surveyor
Preliminary Design
Architect
Approval of Local Board
Local Board Official
Investigation of Zoning Laws and Bldg. Codes Architect
Lending Agency, Park Developer
Financing
Obtain Permits
Local Government Official
Operating Engineer
Site Clearance
Park Developer, Surveyor, Architect
Final Mapping & Design
Sub-Contractor
Solicit & Receive Bids
Operating Engineer
Rough Grading
Operating Engineer
Install Sewage Disposal System
Plumber, Pipefitter
Install Water System
Utility Company
Utility Hookup
General Contractor
Construct Main Bldg. & Misc. Structures
Asphalt Paver
Finish Roadwork
Concrete Worker
Concrete Work
Landscaper
Landscaping
Laborer
Install Park Accessories
TOTAL DEVELOPMENT AND CONSTRUCTION COSTS
Land

Development and Construction Costs

o
1
2
2
2
3
3
4
4
5
5
6
6
6
7
7
7
8
8

0 Decision to develop mobile park

Park Developer, General Contractor

Nil

Nil

1 Pre-mapping

Surveyor

Nil

Nil

2 Preliminary Design

Architect

20

.5

2 Approval of Local Board
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$375

14.5%

Nil
Nil

Nil
Nil

20
Nil
Nil

45
5
95

65
Nil

.5
Nil
Nil
1.5

Nil

3.5
2.5
Nil

50
430
215

2.0
16.5

180

7.0
13.0

330
440

200
140
10

$2,600

8.0

17.0
8.0

5.5
.5
100.0%
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FIGURE 11.

Development and Construction Cost-Mobi le Home

on sales, but gained an additional income of Ol'er
10 percent from insurance and financin g. This
low profit on sales figure may not apply in the
Boston-Washington corridor for dealers who have
spaces available in a space'short area,
i n$IIf(Ulce. The insurance costs are based on a
seven .year prepaid policy. The financi ng ban~
will pay the insurance company. and the buyer s
obligation is increased by the amount of the
prepaid insurance.
,
Sales Tax . The sales lax \'anes from state to
state and even within the same stales. Two percent was used in the cost estimate,
TrallJ/et· Fee. The only fcc fou nd around the
New York mctropolita n area was a $2.50 fee
charged for the transfer of title, by the bank.
Additiona l Costs, Transporta tion, hookup. and
some utility connections arc included by many
dealers in the retail price. Other typical costs are
difficult to estimate and will vary from place to
placc, dependi ng: on whal the park o\\' I~e rs and
dealcrs provide ,mel what the buyer deslI'cs.
Mobile homes usually are bought furnished .
thus eliminating a ny cost of moving. Extra furnishings may be required in some cascs,

( k

Buildillg Tim e and Cos/ / Low·Cost H bllsmg

O ccu pallCY Cost5

The largest componCnt of tIle monthly housing
costs of a mobile home dweller ;tre his principal,
interest, and prepaid insurance payments to the
lender.
Taxes, one of the smallcr cost items, is a source
of argument. It is con tended that the tax share
of mobile parks is not eqllitable~and is burdensome on the conventional homeowner ; those in
the mobile park industT), cOlllend otherwise. The
method of taxation may vary :IS much as the
amOllnt. It may be a personal property tax or a
1llllnicip:l l t:lX on sites in:l park. (perhaps collected
as pan of the rent charged b}' the park owner).
The tax figure shown is an appl'Oximation of the
tax p"id directly by the mobile home ownel'5 in
the BoslOn·\Vashinglon corridor.
TABLE 9.

Occupancy Cost-Mobile Home
DoII,~

Month

'8618

Debt Retirement
Utilities
Site Rent

Taxes

,

Maintenance and Repair

TOTAL OCCUPANCY COSTS

Ungmal trum

25 UNIVERSITY OF MINNESOTA

44
6

3
$157

Per

Percent
01 Total

55%

11
28
4

2

100"%

*BASED ON $3, 000

PER ACRE &

8 SITES PER ACRE

- 0. 5% PARK ACCESSORIES

-14. 5% LAND*

-10.5% PRELIMINARY DESIGN

-1.5% FINANCING

-

-3. 5% SITE CLEARANCE

-2. 5% FINAL MAPPING & DESIGN

-2% ROUGH GRADING

0.5% PARK ACCESSORIES

-16.5% SEWAGE DISPOSAL SYSTEM

1 4.5% LAND·

-8% WATER SYSTEM

- 7% UTILITY HOOK-UP

..-10 • 5% PRELIMINARY DESIGN
1 .5% FINANCING
3 • 5% SITE CLEARANCE

-13% CONSTRUCTION OF MAIN

BUILDING & MISCELLANEOUS

STRUCTURES

2 • 5% FINAL MAPPING & DESIGN
2% ROUGH GRADING

-17% FINISHED ROADWORK

-8% CONCRETE WORK

-5.5% LANDSCAPE

FIGURE 12. Development and Construction CostâA Site in a Mobile Home Park

16.5% SEW AGE DISPOSAL SYSTEM
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8% WATER SYSTEM

.BASED ON $3, 000
PER ACRE "
8 SITES PER ACRE

7% UTILITY HOOK- UP

13% CONSTRUCTION OF MAIN
BUILDING & MISCELLANEOUS

STRUCTURES

17% FINISHED ROADWORK

8% CONCRETE WORK

5 .5% LANDSCAPE

FIGURE 12.

Development and Construction Cost-A Site in a Mobile Home Park
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â¢BASED ON A 5.5%

ADD-ON 7-YEAR LOAN

- 55% DEBT RETIREMENT

-11% UTILITIES

â 28% RENT

. 4% TAXES

- 2%MAINTENANCE &

REPAIR

FIGURE 13. Occupancy CostâMobile Home

Building Time and Cost/Low-Cost Housing 27

~---55%

DEBT RETIREMENT

*BASED ON A 5.5%
ADD-ON
7-YEAR LOAN

......---11% UI'ILITIES

1-----28'li RENT

r-----------------------------------t-----4%T~S

t::::::::::::::::::::::::::::::::::::::j-------2%M~ENANCE&
REPAIR

FIGURE 13.

Occupancy Cost-Mobile Home

Building Time and Cost/Low-Cost Housing

27

Original from
UNIVERSITY OF MINNESOTA

Medium-Ri.e Apartment Building
PToject Definition
Medium-Rise Apartment Building

Project Definition

The dwelling unit in a multi-family structure

contains three bedrooms and a floor area (includ-

ing the bathroom) of 850 square feet. Additional

rooms included are: living room, dining room,

kitchen, and bath.

The unit is enclosed in a medium-rise structure

15 stories in height. The structure contains be-

tween 125 and 150 dwelling units, 20 percent of

which have three bedrooms. It requires that piles

be driven to support the additional load. It is of

brick-faced curtain wall design, with a reinforced

concrete frame, and contains elevators.

The structure is located in the urban core area

of a city typical of the Boston-Washington corri-

dor. It is built on a lot where row tenement

houses between two and five stories high must

first be demolished.

Assumptions

In addition to the criteria established in the

definition, an analysis of the time and cost fac-

The dwelling unit in a multi-family structure
contains three bedrooms and a floor area (including the bathroom) of 850 square feet. Additional
rooms included are: living room, dining room,
kitchen, and bath.
The unit is enclosed in a medium-rise structure
15 stories in height. The structure contains between 125 and 150 dWelling units, 20 percent of
which have three bedrooms. It requires that piles
be driven to support the additional load. It is of
brick-faced curtain wall design, with a reinforced
concrete frame, and contains elevators.
The structure is located in the urban core area
of a city typical of the Boston-Washington corridor. It is built on a lot where row tenement
houses between two and five stories high must
first be demolished.

tors involved in constructing the "typical" or

"average" unit also requires that the following

Assumptions

are self-explanatory and do not require additional comment.
Since it is impossible to calculate the time
required to construct one apartment unit in isolation, the times shown on the PERT chart refer
to the construction of the multi-family apartment
building.
Decision to Build/Site Location. An ordering
of these two steps on a time scale is not possible.
In some cases a sponsor is approached by a real
estate agent with a prospective parcel of land
suitable for an apartment structure. In other
cases, the sponsor, having already decided to erect
an apartment structure, actively seeks desirable
land.
Time is a highly variable factor; it can range
anywhere from days to years. Assuming, however,
that the sponsor first decides to build, and then
actively seeks desirable land, the search and preliminary negotiation of price will take about one
month on the average.

assumptions be made:

1. No labor disputes that result in a strike or

slowdown will occur during the construc-

tion stage.

2. Unusual material shortages or delays in

delivery are not a factor.

3. The construction stage proceeds without

abnormal delays due to adverse weather

conditions.

4. The work on the job site is organized in a

manner such that no abnormal costs occur

due to excessive downtime. That is to say,

the subcontractors will be on the site when

needed, but will have provisions for shift-

ing their crews to other sites when not need-

ed on the site in question.

5. Providing parking facilities for tenants is

not a factor in the time and cost figures.

6. Financing is conventional, with no use

being made of the facilities of the Federal

Housing Administration or a similar agency.

7. Mortgage funds are available at "reason-

able" rates.

Review of PERT Chart

The following material is keyed to the time

steps outlined in the PERT chart. Most steps

are self-explanatory and do not require addi-

tional comment.

Since it is impossible to calculate the time

required to construct one apartment unit in iso-

lation, the times shown on the PERT chart refer

to the construction of the multi-family apartment

building.

Decision to Build/Site Location. An ordering

of these two steps on a time scale is not possible.

In some cases a sponsor is approached by a real

In addition to the criteria established in the
definition, an analysis of the time and cost factors involved in constructing the "typical" or
"average" unit also requires that the following
assumptions be made:
1. No labor disputes that result in a strike or
slowdown will occur during the construction stage.
2. Unusual material shortages or delays in
delivery are not a factor.
3. The constr.uction stage proceeds without
abnormal delays due to adverse weather
conditions.
4. The work on the job site is organized in a
manner such that no abnormal costs occur
due to excessive downtime. That is to say,
the subcontractors will be on the site when
needed, but will have provisions for shifting their crews to other sites when not needed on the site in question.
5. Providing parking facilities for tenants is
not a factor in the time and cost figures.
6. Financing is conventional, with no use
being made of the facilities of the Federal
Housing Administration or a similar agency.
7. Mortgage funds are available at "reasonable" rates.

estate agent with a prospective parcel of land

suitable for an apartment structure. In other

cases, the sponsor, having already decided to erect

an apartment structure, actively seeks desirable

land.

Review of PERT ChaTt
The following material is keyed to the time
steps outlined in the PERT chart. Most steps

Retain ATchitect / Draw PTeliminaTY Sketches.
Ideally, the general contractor and architect are
retained at roughly the same time. It is desirable
for the sponsor-builder 1 to use the 'general contractor as his agent in his dealings with the architect. It is not unusual for the high-volume sponsor-builder to act as his own general contractor.
The architect is required by contract to develop plans that conform to local building codes.
The drawing of preliminary sketches normally
takes about one month.
Select General ContTactoT. Often, the high-volume sponsor-builder serves as his own general
contractor. In those cases where the sponsorbuilder and general contractor are not the same
organization, however, the general contractor is
selected by competitive bidding; or if the sponsor-builder has been in business a long time, he
selects a general contractor who has worked well
for him in the past. None of these alternatives
appear to be the most prevalent.
If the general contractor has his own work
crew, it is usually composed of concrete workers,
carpenters and masons-people who can get the
job going while sub-contracts are still being negotiated. The complexity of urban structures and
1. In most cases, the sponsor and builder are the same
person or organization since this is the cheapest and most
profitable way to build. Throughout the balance of this
section we will assume that the sponsor and builder are
the same

Q.:' ".,(;:t,i
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Time is a highly variable factor; it can range

anywhere from days to years. Assuming, however,

that the sponsor first decides to build, and then

actively seeks desirable land, the search and pre-

liminary negotiation of price will take about one

Building Time and Cost/Low-Cost Housing
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the availability of specialists in urban areas com-

bine to make the existence of general contractors'

work crews a rarer phenomenon in urban areas

than throughout the nation generally. In some

areas, however, statutes require that the general

contractor perform a certain proportion of the

work with his own crew. It is not uncommon to

have fifteen percent or more of the work per-

formed by the general contractor's own crew.

Obtain a Loan Commitment for a Permanent

Mortgage. The architect's preliminary sketch is

needed to show the prospective mortgage lender

the design of the structure. An estimate of ex-

pected profitability is also required. The prospec-

tive lender investigates the sponsor-builder's

proposal. If he deems the project a good risk, he

consents to a loan commitment. Typically, the

larger the project, the greater the likelihood that

a mortgage broker (an intermediary who aids

the sponsor-builder in finding a lender) will be

used. Life insurance companies handle an in-

creasing share of total multi-family mortgages.

Award Demolition Contract/Demolish Existing

Structure. Whenever a structure is built in an

urban core area, there normally is a need for

demolition of existing buildings.

The time involved in demolition varies greatly,

depending on the type of structure to be demol-

ished, the proximity of other structures, and so

on. The typical structures demolished to make

way for apartment construction in urban core

areas are two to five story row tenement houses.

Demolition normally takes slightly over two

months.

Entertain Bids for Subcontractors. Time is

highly variable, depending on the stage of con-

struction at which the subcontractor is needed;

that is to say, the time when he becomes critical.

The demolition contract, if not handled by the

general contractor, becomes critical at once. This

usually is completed at an earlier stage, however.

If subcontractors are to be used in the initial

construction stages, these contracts obviously

must be let before construction begins.

Schedule and Order Materials. This step is

highly variable, depending on which materials

are needed first. Naturally, those needed in the

preliminary stages must be on the job site before

construction begins.

Excavate-Ready for Piles/Piling. The time re-

quired to complete excavation and to prepare

for the foundation can vary considerably, espe-

cially if piling is needed, or if abnormal condi-

tions (such as hard rock outcroppings requiring

blasting) are encountered.

The use of piles is fairly typical in apartment

construction. It can take from one to two months

to put in place once the excavation is finished.

The excavation itself normally takes about a

month. Footings and foundation follow.

Plumbing, Heating and Ventilating, and Electri-

cal Work. Preliminary plumbing, heating and

ventilating, and electrical work consists of the

placement of conduits throughout the founda-

the availability of specialists in urban areas combine to make the existence of general contractors'
work crews a rarer phenomenon in urban areas
than throughout the nation generally. In some
areas, however, statutes require that the general
contractor perform a certain proportion of the
work with his own crew. It is not uncommon to
have fifteen percent or more of the work performed by the general contractor's own crew.
Obtain a Loan Commitment for a Permanent
Mortgage. The architect's preliminary sketch is
needed to show the prospective mortgage lender
the design of the structure. An estimate of expected profitability is also required. The prospective lender investigates the sponsor-builder's
proposal. If he deems the project a good risk, he
wnsents to a loan commitment. Typically, the
larger the project, the greater the likelihood that
a mortgage broker (an intermediary who aids
the sponsor-builder in finding a lender) will be
used. Life insurance companies handle an increasing share of total multi-family mortgages.
Award Demolition Contract/Demolish Existing
Structure. Whenever a structure is built in an
urban core area, there normally is a need for
demolition of existing buildings.
The time involved in demolition varies greatly,
depending on the type of structure to be demolished, the proximity of other structures, and so
on. The typical structures demolished to make
way for apartment construction in urban core
areas are two to five story row tenement houses.
Demolition normally takes slightly over two
months.
Entertain Bids for Subcontractors. Time is
highly variable, depending on the stage of construction at which the subcontractor is needed;
that is to say, the time when he becomes critical.
The demolition contract, if not handled by the
general contractor, becomes critical at once. This
usually is completed at an earlier stage, however.
If subcontractors arc to be used in the initial
construction stages, these contracts obviously
must be let before construction begins.
Schedule and Order Materials. This step is
highly variable, depending on which materials
are needed first. Naturally, those needed in the
preliminary stages must be on the job site before
construction begins.
Excavate-Ready for Piles/Piling. The time required to complete excavation and to prepare
for the foundation can vary considerably, especially if piling is needed, or if abnormal condi-

tions (such as hard rock outcroppings requiring
blasting) are encountered.
The use of piles is fairly typical in apartment
construction. It can take from one to two months
to put in place once the excavation is finished.
The excavation itself normally takes about a
month. Footings and foundation follow.
Plumbing, Heating and Ventilating, and Electrical Work. Preliminary plumbing, heating and
ventilating, and electrical work consists of the
placement of conduits throughout the foundation. It normally begins a short time after the
footings are in place.
Brickwork, Windows / Rough Interior Work.
Once the frame reaches the height of six to eight
stories, brickwork, window installation, and rough
interior work is begun. These processes follow
the floor-by-floor erection of the superstructure.
Roofing and Sheetmetal Work. A completed
waterproof roof is a highly critical step. The
interior finishing work normally cannot begin
until this point.
Implement Marketing Plan. Active solicitation
of prospective tenants normally does not begin
until a model apartment is complete. In today's
market an apartment structure is often about 50
percent rented by the time the project is complete.
Development and Construction Costs
Given the makeup of development and construction costs in the urban core areas of cities in
the Washington-Boston corridor, a conventionally financed three-bedroom apartment unit designed to rent to low income families could not
be built for less than $20,000. The monthly rental
charge required on an apartment 1.tnit costing
this much would appear to be out of reach to
any family below the upper edge of the low income bracket (see section on occupancy costs
below).
There is no available computation of costs in
the Decision to Build/Site Location stage. The
typical sponsor-builder has a few prospective land
acquistion proceedings going on simultaneously;
thus he does not break the cost of anyone proceeding ou t of his overhead. Costs a t this stage
arc extremely small in relation to total development and construction costs, less than one percent of the total.
The architect's fees will range from five to ten
percent of total construction cost, depending on
the size and complexity of the project. One to
two percent of this is allocatable to the preliminary sketches.

tion. It normally begins a short time after the

footings are in place.

Brickwork, Windows / Rough Interior Work.

Once the frame reaches the height of six to eight

stories, brickwork, window installation, and rough

interior work is begun. These processes follow
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The general contractor's fees, overhead allowances, and bonding (if required) normally run
between five and ten percent of total construction
The general contractor's fees, overhead allow-
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cost. They are payable at various stages, depending on the negotiated agreements of each particular contract.

Development and Construction Costs-Participants Involved Three Bedroom Apartment Unit

ances, and bonding (if required) normally run

between five and ten percent of total construction

cost. They are payable at various stages, depend-

ing on the negotiated agreements of each particu-

lar contract.

Major Participants

Percent

of Total

Development Stage
PERT
Chart
Key Steps or Processes
0 Decision to Build-Preliminary
Negotiation on Site Location
1 Retain ArchitectDraw Preliminary Sketches

Project Cost

Tolal Cost

NIL

NIL

1
2
3

$ 200

1%

1,000

NIL

5

3

3

4
5

NIL

Select General Contractor
Obtain Loan Commitment for a
Permanent Mortgage
Authorize Arch itect to Proceed
with Final Drawings
Finalize Land Purchase
Arrange for a Construction Loan
Award Demolition ContractDemolish Existing Structure
Obtain Local Building Department
Approval and Permit

800

4

1,800

5
5

Entertain Bids by
Sub-Contractors
Schedule and Order Materials

5

Site Layout

6

Formulate Marketing Plan-Prepare
Promotional Material
Miscellaneous Fees and Expenses

NIL

800

9

NIL

4

NIL

TOTAL DEVELOPMENT COSTS

NIL

Major Participants
Sponser-Builder, Real Estate Agent, Lawyer,
a Consultin~ Engineer, if deemed necessary
Sponsor-Builder, General Contractor,
Architec~ Consulting Engineer,
if deeme necessary
Sponsor-Builder, General Contractor
Sponsor-Builder, Lending AcrenCy,
Mortgage Broker, if deeme necessary
Sponsor-Builder, Architect,
General Contractor
Sponsor-Builder, Real Estate Agent, Lawyer
Sponsor-Builder, Lending Agency
Sponsor-Builder, General Contractor,
Demolition Sub-contractor
Sponsor-Builder, Architect, Local Building
Department Official, Lawyer,
if deemed necessary
Sponsor-Builder, General Contractor,
Sub-contractors
Sponsor-Builder, General Contractor,
Building Materials Suppliers
Sponsor-Builder, General Contractor,
Surveyor, if deemed necessary
Sponsor-Builder, Rental Agency
Legal Fees, Rental Agency Fees, Engineering
Fees, Mortgage Broker Fees, etc.

Total Cost
NIL

Percent
of Total
Proiect Cost
NIL

1%

$ 200
1.000

5

NIL

NIL

800

4

1.800

9

800

4

NIL

NIL

NIL

NIL

NIL

NIL

NIL

NIL

NIL

NIL

400

2

NIL

NIL

25%

$5,000

NIL

NIL

TABLE
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Development and Construction Costs-Participants Involved Three Bedroom Apartment Unit

NIL

NIL

NIL

NIL

NIL

Construction Stage
PERT
Chart
Key Steps or Processes

Major Participants 1
(By Trade)

Labor

NIL

400

2

$5,000

25%

6
7
8
9

9

Sponser-Builder, Real Estate Agent, Lawyer,

a Consulting Engineer, if deemed necessary

Sponsor-Builder, General Contractor,

Architect, Consulting Engineer,

if deemed necessary

Sponsor-Builder, General Contractor

Sponsor-Builder, Lending Agency,

9

10
10
11

12
12
12
12

Mortgage Broker, if deemed necessary

Sponsor-Builder, Architect,

13
14

General Contractor

Sponsor-Builder, Real Estate Agent, Lawyer

Sponsor-Builder, Lending Agency

Sponsor-Builder, General Contractor,

Demolition Sub-contractor

Sponsor-Builder, Architect, Local Building

Department Official, Lawyer,

if deemed necessary

Sponsor-Builder, General Contractor,

Sub-contractors

Sponsor-Builder, General Contractor,

14
14
15
15
15
15
15
15
15
15
15
15

Building Materials Suppliers

Sponsor-Builder, General Contractor,

Excavation and Fill
Operating Engineer
Piling
Operating Engineer
Concrete Foundation
Concrete Worker
Plumbing
Plumber, Pipefitter
Heating and Ventilating
Plumber, Pipefitter, Sheetmetal Worker
Electrical Work
Electrician
Structural Frame
Carpenter. Concrete Worker, Iron Worker
Dams and Waterproof Worker
Waterproofing
Metal Windows and Trim
Carpenter, Iron Worker
Incinerator
Pipefitter, Sheetmetal Worker
Brickwork
Bricklayer
Hollow Metal Work
Sheetmetal Worker
Miscellaneous Iron and
Iron Worker
Ornamental Work
Carpentry and Millwork
Carpenter
Roofer. Sheetmetal Worker
Roofing and Sheetmetal
Work
Installation of Elevators
Elevator Mechanic
Metal Furring and Lath
Carpenter. Lather
Insulation
Carpenter
Plastering
Plasterer
Glazin~ and Caulking
Glazier
Ceramic Tile and Terrazzo Tile and Terrazzo Worker
Appliances
Electrician and Plumber
Sitework and Cleanup
Resilient Flooring
Soft Floor Layer
Finish Hardware
Carpenter
Painting
Painter
Landscaping and Paving
Landscaper, Cement Worker
TOTAL CONSTRUCTION COSTS
PERCENT OF TOTAL CONSTRUCTION COSTS

Cost Breakdown 2
Materia Is Overhead Total
and Profit Cost J

$ 125 $ 200 $ 75 $ 400
400
75
200
125
400
75
275
50
1,100
225
550
325
800
150
400
250
1,100
225
600
275
3,100
625
775 1,700
100
20
30
50
400
75
225
100
100
20
50
30
1,200
250
475
475
200
50
100
50
400
75
275
50
700
125
325
250
200
25
100
75

See

footnotes. Table 2, page 12.

Legal Fees, Rental Agency Fees, Engineering

Fees, Mortgage Broker Fees, etc.

PERT

Percent

Chart

Building Time and Cost/Low-Cost Ho using

2 %
2
2
5.5
4
5.5
15.5
.5
2
.5
6

1
2
3.5
1

2
400
75
275
50
800
4
150
375
275
1
200
25
100
75
600
3
125
175
300
2
400
75
200
125
2
400
75
250
75
2
400
75
300
25
1
200
50
150
200
1
25
125
50
.5
100
20
45
35
1.5
300
50
100
150
400
2
75
200
125
$4,440 $7,650 $2.910 $15,000 75 %
100% -19%
51%
30%

Surveyor, if deemed necessary

Sponsor-Builder, Rental Agency

Percent
of Total
Project Cost

Original from
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Development and Construction Cost-Three Bedroom Unit, General Breakdown

The combined figures for legal, engineering
and other consulting fees, the cost of the mortgage broker if one is used, the fees of the rental
agent, and other expenses of this type do not
norm ally account for more than two percent of
total development costs.
The structural frame accounts for the largest
si ngle portion of total costs. This figure can
amOll nt (0 we ll over 20 percent of project cost on
la rger buildings where steel framin g is used.
IHaterials account for roughtly half of total
construction costs, with on-site labor making up
30 percent and profit and oVerhead accounting
for the remaining 20 percent.
Occupancy Costs
The figures presented here refiect, as closely as
possible, cond itions in recently constructed apartment structures. The cost of vacancies tend to go
down in older structu res, but other costs, such as
maintenance, lend to rise.
Debt retirement is ca\cu laled on tenns that reo
flect , a5 closely as possible, current market con·

8 uildi"g Tim e (md COSl / .LoTIJ....·Cq"R.H.o

ing

ditions. An 85 percent 35-year loan at 6 percent
interest is assumed. Civen these tenns, the minimum monthly rental that could be charged £01'
the apartment unit under cOll5 ideration is $228.
Debt retirement accounts for the largest single
portion of occupancy costs. It is also the area
where the potential for lowering these cOSts appears the greatest. For example. if we assume that
an 85 percent loan could be obtained for 40 years
at a rate of 4.5 percent, monthly occupancy costs
wou ld be red uced by $20.
TABLE 12.

Occupancy Cost-Three Bedroom

Apartment Unit
Dollars Per
Month (Rent)

Percen t
of Total

Payroll. Manallement end

Administrative ExpenMls

$2'

Utilities

2<l

DecOrlltin " , Maintenance
and Repairs
Taxes

I.

,

31

Insurance

39

Otl~

•
,.
6

2

15

'2•

$228

100"

Debt Retirement
VltCancil$ and Bad Debts
Profit and Reserves

TOTAL OCCUPANCY COSTS

11 %

97
21

rum
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BASED ON AN 85% 35 YEAR

LOAN AT 6% INTEREST

-9% VACANCIES AND BAD DEBTS

-14% TAXES

-42% DEBT RETIREMENT

-7% PROFIT AND RESERVES

-2% INSURANCE

-6% DECORATING, MAINTENANCE AND REPAIRS

-9% UTILITIES

11% PAYROLL, MANGEMENT AND ADMINISTRATION

9 % VACANCIES AND BAD DEBTS

COSTS

FIGURE 17. Occupancy CostâThree Bedroom Apartment Building
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1 4% TAXES

42 % DEBT RETIREMENT

BASED ON AN 85% 35 YEAR
LOAN AT 6% INTEREST

7% PROnT AND RESERVES

2% INSURANCE

% DECORATING, MAINTENANCE AND REPAIRS
ft

% U1lLlTIES

11% PAYROLL,MANGEMENT AND. ADMINISTRATION
COSTS

FIGURE 17.
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Occupancy Cost-Three Bedroom Apartment Building
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Rehabilitated Multi-Family lJnit

2. Material shortages or delay in delivery are
not factors.
3. Adverse weather is not a factor.
4. Work on the job site is organized in a mann.er that promotes reasonable work efficien-

Project Definition
Rehabilitated Multi-Family Unit

Project Definition

The rehabilitated project that is depicted on

the PERT diagram is a three-unit, two-story

walk-up structure. Each unit is approximately

1,000 square feet and contains three bedrooms,

a living room, kitchen, and bathroom. The origi-

nal structure was built in the early 1900's. The

cost per unit for total rehabilitation was approxi-

mately $13,500. This cost includes all the new

facilities and appliances that are necessary for

immediate occupancy.

Total rehabilitation means that approximately

30 percent of the building is saved, namely, the

"envelope" or exterior structure. The balance of

the building is replaced by new products, i.e.,

plumbing, heating, walls, floors and windows, etc.

Research has revealed that the cost for reha-

bilitating one unit in a three-unit structure is

approximately the same as the cost for rehabili-

tating one unit in an eighteen-unit, six-story

walk-up. The only variable is time.

Assumptions

1. No labor disputes that result in a strike or

The rehabilitated project that is depicted on
the PERT diagram is a three-unit, two-story
walk-up structure. Each unit is approximately
1,000 square feet and contains three bedrooms,
a living room, kitchen, and bathroom. The original structure was built in the early 1900's. The
cost per unit for total rehabilitation was approximately $13,500. This cost includes all the new
facilities and appliances that are necessary for
immediate occupancy.
Total rehabilitation means that approximately
30 percent of the building is saved, namely, the
"envelope" or exterior structure. The balance of
the building is replaced by new products, i.e.,
plumbing, heating, walls, floors and windows, etc.
Research has revealed that the cost for rehabilitating one unit in a three-unit structure is
approximately the same as the cost for rehabilitating one unit in an eighteen-unit, six-story
walk-up. The only variable is time.

slowdown will occur during the construc-

tion stage.

Assumptions

2. Material shortages or delay in delivery are

not factors.

3. Adverse weather is not a factor.

4. Work on the job site is organized in a man-

ner that promotes reasonable work efficien-

1. No labor disputes that result in a strike or
slowdown will occur during the construction stage.

oes.
5. Financing is conventional (i.e. no use is
made of FHA or similar agency fadIi ties) .
6. Mortgage funds are available at "reasonable rates."
Review of PERT Analysis
Purchase of the Building. The structure to be
remodeled can be acquired in two ways:
1. The building can be purchased from a private or public owner by an entrepreneur.
2. The owner of the building can make a decision to rehabilitate the structure.
The PERT chart illustrates alternative 1, when
the building is purchased by an entrepreneur.
This situation was chosen because it is most typical of the way in which buildings are acquired
for rehabilitation.
Examination of Structure. The decision to rehabilitate is made only after a careful examina-

cies.

5. Financing is conventional (i.e. no use is

made of FHA or similar agency facilities).

6. Mortgage funds are available at "reason-

able rates."

Review of PERT Analysis

Purchase of the Building. The structure to be

remodeled can be acquired in two ways:

1. The building can be purchased from a pri-

vate or public owner by an entrepreneur.

2. The owner of the building can make a de-

cision to rehabilitate the structure.

The PERT chart illustrates alternative 1, when

the building is purchased by an entrepreneur.

This situation was chosen because it is most typi-

cal of the way in which buildings are acquired

for rehabilitation.

Examination of Structure. The decision to re-

habilitate is made only after a careful examina-
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TABLE 13. Development and Construction Costs-Participants Involved
Rehabilitated Three Unit Apartment Building
Development Stage
TABLE 13. Development and Construction Costs-

Rehabilitated Three Unit Apartment Building

PERT
Chart
Key Steps or Processes

Major Participants

Total Cost
Percent

Percent of
Project Cost
of Total

NIL

NIL

Development Stage

-Participants Involved

0

Decision to Rehabilitate

1
2
2

3
3

Preliminary Commitment for Finances
Select General Contractor
Obtain Loan Commitment for
Permanent Financing
Finalize Purchase of Buildin~
Prepare Plans and Specifications for
Final Approval
Arrange for Construction Loan
File Building Permit

4

Award Demolition Contract

4

Obtain Local Building Department

4

ove Tenants to Temporary Living
Quarters
Schedule and Order Materials

PERT

Chart

Key Steps or Processes

Major Participants

Total Cost

Percent

Percent of

Project Cost

2

3

of Total

NIL

NIL

NIL

NIL

$1,700

NIL

13.0%

4

~proval

TOTAL DEVELOPMENT COSTS

Sponsor-Builder, Real Estate Agent, Lawyer,
consultin~ Engineer
Sponsor- uilder, Lending Agency
Sponsor-Builder, General Contractor
Sponsor-Builder, Lending Agency
Sponsor-Builder, Real Estate Agent, Lawyer
Sponsor-Builder, Architect,
General Contractor
Sponsor-Builder, Lending Agency
Sponsor-Builder, Architect,
Local Building Official
Sponsor-Builder, General Contractor,
Demolition Contractor
Sponsor-Builder, Architect,
Local Building Official
Sponsor-Builder, Moving Company
Sponsor-Builder, General Contractor,
Building Materials Suppliers

NIL

$1,700

NIL

NIL

13.0%
NIL

1,500
155

11.5
1.0

NIL
NIL

NIL
NIL

NIL

NIL

NIL

NIL

150

1.0

NIL

NIL

$3,505

26.5%

NIL

1,500

155

11.5

1.0

NIL

NIL

NIL

NIL

NIL

NIL

NIL

NIL

150

1.0

NIL

NIL

$3,505

tion of the structural integrity of the building.
It should not be assumed that all buildings can
be rehabilitated. If the evaluation of the struc-

ture proves positive, a design is developed and
preliminary costs are assessed for the financial
intermediary.

Relocation of Tenant. The PERT chart illustrates a situation where the original tenants will
be moved back into the building after rehabilitation. As soon as a decision is made to purchase
the building, the owner begins to negotiate with
each tenant to:

26.5%

0 Decision to Rehabilitate

1 Preliminary Commitment for Finances

2 Select General Contractor

2 Obtain Loan Commitment for

Permanent Financing

2 Finalize Purchase of Building

3 Prepare Plans and Specifications for

Final Approval

3 Arrange for Construction Loan

3 File Building Permit

4 Award Demolition Contract

4 Obtain Local Building Department

l. Vacate the premises at a particular date.

2. Pay the moving expenses of the tenant.
3. Provide temporary quarters.
4. Pay the rent differential from the time of
moving to the time the rehabilitated project is ready for occupancy.
5. Provide an option to the tenant to return
to the building.

Approval

4 Move Tenants to Temporary Living

Quarters

4 Schedule and Order Materials

TOTAL DEVELOPMENT COSTS

Sponsor-Builder, Real Estate Agent, Lawyer,

Consulting Engineer

Sponsor-Builder, Lending Agency

Sponsor-Builder, General Contractor

Sponsor-Builder, Lending Agency

Sponsor-Builder, Real Estate Agent, Lawyer

Sponsor-Builder, Architect,

General Contractor

Sponsor-Builder, Lending Agency

An analysis of the time required to negotiate
and to move tenants indicates a span of four
months. However, this process can take as long
as two years.

Demolition and Site Clearance. The time required and costs incurred for demolition and site
clearance are highly variable and hard to predict.
A basic objective of rehabilitation is to use as
much of the existing structure as is possible. A
full assessment of the utility of an existing struc-

ture can be made only after the interior of the
building is demolished.

Lathing and Plastering. The project illustrated
has interior walls made of wet plaster applied
to lath. The time required for this step is 18
days. If it is possible to use dry wall, this time
could probably be cut in half. Only one of the
six rehabilitation projects studied made use of
dry wall construction. Although building codes
sometimes require use of plaster, other factors,
such as irregular configuration of the walls and
ceilings in the project, may result in its being
selected voluntarily.
Development and Construction Cost
A conventionally financed rehabilitated three
bedroom apartment unit designed to rent to lowincome families could not, in all probability, be
built for less than $13,000. The monthly rental
charge for a conventionally financed rehabilitated
apartment unit would be beyond the means of
the low-income family.

The development cost accounted for 26.5 percent of total project cost. The major element of
this cost was the profit and overhead of the sponsor-builder. The cost of the land and building
was also a significant cost, accounting for 11.5
percent of project cost. The building itself was
given a zero value.
Construction costs accounted for 73.5 percent
of total project cost. The elements accounting
for the largest share were framing, plumbing,
lathing, a. i ' {m~( '~ 1

Sponsor-Builder, Architect,

Local Building Official

Sponsor-Builder, General Contractor,

Demolition Contractor

Sponsor-Builder, Architect,

Building Time and Cost/Low-Cost Housing
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TABLE 14. Development and Construction Costs-Participants Involved
Rehabilitated Three Unit Apartment Building

TABLE 14. Development and Construction CostsâParticipants Involved

Rehabilitated Three Unit Apartment Building

Construction Stage
PERT
Chart
Key
Steps or Processes

Major Participants 1

Cost Breakdown 2

(By Trade)

Labor Materials Overhead Total
and Profit Cost J

Percent
of Total
Project Cost

Construction Stage

PERT

Percent

Chart

of Total

Key

Steps or Processes

Major Participants1

Cost Breakdown 2

Project Cost

(By Trade)

Labor

Materials Overhead Total

and Profit Cost 3

5

Demolition and Debris Removal

Engineer, Laborer

$ 85

$ 150

$ 60

$ 295

2.0%

6-7

Framing

Carpenter

250

85 $ 150 $ 60 $ 295
250
550
200 1,000
55
125
45
225
25
55
20
100
270
180
900
450
200
335
135
670
80
160
160
400
130
225
90
445
85
190
70
345
450
270
180
900
105
135
60
300
200
120
80
400
100
60
40
200
100
200
60
44
200
120
80
400
195
595
200
990
70
90
40
200
115
45
225
65
125
275
95
55
125
155
70
350
250
95
110
45
25
20
55
100
15
195
55
265
120
150
30
$3,270 $4,395 $1,920 $9,585
46%
20% 100%
34%

5
6-7
7
7
7
7
8-9
9
9
10-11
12-13
13
13
13
13
14
14
15
15
16
16
16
16
17

Demolition and Debris Removal
Engineer, Laborer
Framing
Carpenter
Install Windows
Carpenter
Install Stairs
Carpenter
Rough Plumbing
Plumber
Sewer Work
Plumber
Brickwork
Mason Worker
Rough Heating
Plumber, Pipefitter
Rough Wiring
Electrician
Lathing and Plastering
Plasterer, Lather
Carpenter
Rough Trim
Concrete Floors in Cellar
Concrete Worker
Painter
Exterior Painting
Painter
Interior Priming
Plasterer
Dash Cellar Walls
Install Underlayment and Floor Tile Tile Worker
Carpenter
Install Kitchen Cabinets
Painter
Finish Painting
Carpenter
Erect Ceiling
Carpenter
Finish Carpentry
Plumber
Finish Plumbing
Electrician
Finish Electric
Electrician
Install Kitchen Equipment
Plumber
Site Work and Cleanup
TOTAL CONSTRUCTION COSTS
PERCENT OF TOTAL CONSTRUCTION COSTS
See footnotes, Table 2, page 12.

$

2.0%
7.5
2.0
.5
7.0
5.0
3.5
3.5
2.5
7.0
2.5
3.0
1.5
1.5
3.0
7.5
1.5
2.0
2.0
2.5
2.0
.5
2.0
1.5
73.5%

550

200

1,000

Occupancy Costs

7.5

7

Install Windows

Carpenter

55

125

45

225

2.0

7

Install Stairs

Carpenter

25

55

20

100

.5

7

Rough Plumbing

The structure of occupancy costs in a rehabilitated rental unit is similar to that of a mediumrise multi-family apartment building. The rehabilitated unit, of course, can rent for a lower
monthly amount than the apartment unit studied;
roughly 25 percent lower in this case. This lower
monthly rental is primarily due to the lower
monthly debt retirement costs and the lower level
of tax costs. The lower debt retirement costs reflect the fact that the rehabilitated unit costs less
to construct and to develop than the apartment
structure. The lower tax reflects the lower assessed
value of the rehabilitated unit.
It ""as found that more often than not the re-

Plumber

habilitated unit was unoccupied for a considerable time prior to rehabilitation. Occupancy cost
figures were not available for those units studied
that were occupied. It is possible, however, to
give some indication of the occupancy costs prior
to rehabilitation by looking at the experience of
occupied buildings built prior to 1920. Maintenance costs here are much higher before rehabilitation than afterward, but costs of vacancies and
bad debts are considerably lower.
The largest single difference between expenses
before and after rehabilitation is in the treatment
of the owner's return on investment. Before rehabilitation, it is assumed that the original cost
of the building had been fully amortized. Thus,
a substantial part of what appears as "profit"

270

450

180

TABLE 15.
900

7.0

7

Occupancy Cost Three Bedroom Rehabilitated Apartment Unit
Before Rehabilitation
Percent
Dollars Per
Month (Rent)
of Total

After Rehabilitation
Percent
Dollars Per
Month (Rent)
of Total

Sewer Work

Plumber

200

335

135

670

5.0

Payroll, Management and Administrative Expenses
Utilities
Decorating, Maintenance and Repairs
Taxes
Insuranre
Debt Retirement
Vacancies and Bad Debts
Profits and Reserves

$ 18
17
24
15
3

6
24

TOTAL OCCUPANCY COSTS

Mason Worker

160

160

80

Bllildillg Time and Cost/Low-Cost Housing

3

6
22

$17
15
15
24
4
64
18
12

UN9vERS~~~~WN~ESOTA $169

8-9

Brickwork

17%
16
22
14

38

10%
9

9

14
2

38
11
7
100%

really reflects a return on the owner's invested
capital (opportu nity cost) and the balance, if
any, is the true profit on operations. After rehabilitation, a large part of the operating income

goes for interest and amortization of the funds
borrowed to finance the rehabilitation work.
Profit primarily reflects the surplus from operations in this case.
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FIGURE 21. Occupancy CostâRehabilitated Three Unit Apartment Building Before Rehabilitation
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APPENDIX

Historical and Geographical Cost Trends

Historical and Geographical Cost Trends

Development Costs

Development costs are the expenses incurred

on a project prior to the actual start of construc-

Det1elopment Co.t.

tion. Typically, they include land acquisition,

design and engineering, finance, demolition, and

site improvement.

The latter two processes, demolition of exist-

ing structures and site improvement (which can

involve grading, landfill, streets, utilities, sewers,

etc.) are basically construction functions. Al-

though they do not produce or result in part of

the finished building, these processes neverthe-

less use the same general types of labor, materials,

equipment, and methods as does the building

process. For this reason, the historical trends of

these developmental costs are more appropriately

described in the section dealing with construction

costs.

Architectural and engineering costs can make

up a significant part of the total project of an

apartment building (5 percent or more); but

where a basic design is utilized for many units

with little modificationâas in the case of mass-

produced one-family housing or prefabricated

unitsâthe design cost per unit is very small. In

either case, however, these professional fees tend

to be established as a percentage of the total proj-

ect value and therefore follow a trend very similar

to that of construction costs.

Financing is an important part of the develop-

ment stage of a project, but the arrangements

made at this point for interim and permanent

financing do not result in much measurable cost

prior to construction. It is during the actual

period of building that the interest costs of the

construction loan apply, and it is not until com-

pletion and occupancy that the amortization of

permanent financing begins. Only the fees for the

services of the mortgage broker and related ex-

penses are relevant during the development stage.

This leaves the cost of acquiring land as the

one unique developmental expense. For the

apartment and the one-family house presented

here, the value of land amounted to nearly one-

tenth of the entire project and represented the

fastest-rising element of all major costs.

The demand for land in relation to its scarcity

and fixed supply in and around metropolitan

areas has led to a sharply increasing trend in the

cost of raw land. Data on the price of land in

standard metropolitan statistical areas (as com-

piled and reported by the U. S. Department of

Agriculture) show that the average value of land

rose by 130 percent between 1950 and 1965â

twice the rate of gain for construction costs over

the same period (see chart Aâ1). This same 6

percent per year trend is shown by the site cost

of one-family FHA homes built during the years

1957â66.

From city to city, however, there is a very wide

variation in the trend of land prices. Los Angeles

and Cincinnati, for example, approximately par-

Development costs are the expenses incurred
on a project prior to the actual start of construction. Typically, they include land acquisition,
design and engineering, finance, demolition, and
site improvement.
The latter two processes, demolition of existing structures and site improvement (which can
involve grading, landfill, streets, utilities, sewers,
etc.) are basically construction functions. Although they do not produce or result in part of
the finished building, these processes nevertheless use the same general types of labor, materials,
equipment, and methods as does the building
process. For this reason, the historical trends of
these developmental costs are more appropriately
described in the section dealing with construction
costs.
Architectural and engineering costs can make
up a significant part of the total project of an
apartment building (5 percent or more); but
where a basic design is utilized for many units
with little modification-as in the case of massproduced one-family housing or prefabricated
units-the design cost per unit is very small. In
either case, however, these professional fees tend
to be established as a percentage of the total project value and therefore follow a trend very similar
to that of construction costs.
Financing is an important part of the development stage of a project,· but the arrangements
made at this point for interim and permanent
financing do not result in much measurable cost
prior to construction. It is during the actual
period of building that the interest costs of the
construction loan apply, and it is not until completion and occupancy that the amortization of
permanent financing begins. Only the fees for the
services of the mortgage broker and related expenses are relevant during the development stage.
This leaves the cost of acquiring land as the
one unique developmental expense. For the
apartment and the one-family house presented
here, the value of land amounted to nearly onetenth of the entire project and represented th~
fastest-rising element of all major costs.

alleled the national trend with a doubling in the

value of raw land over the past 15 years. In

Chicago and Detroit, land prices have tripled

since 1950. In the New York area, Kings County

land has gone up fourfold while in nearby Rich-

mond land prices are seven times their 1950 level.

BuiLding Time and Cost/ L o'w-Cost Housing

The demand for land in relation to its scarcity
and fixed supply in and around metropolitan
areas has led to a sharply increasing trend in the
cost of raw land. Data on the price of land in
standard metropolitan statistical areas (as compiled and reported by the U. S. Department of
Agriculture) show that the average value of land
rose by 130 percent between 1950 and 1965twice the rate of gain for construction costs over
the same period (see chart A-I). This same 6
percent per year trend is shown by the site cost
of one-family FHA homes built during the years
1957-66.
From city to city, however, there is a very wide
variation in the trend of land prices. Los Angeles
and Cincinnati, for example, approximately paralleled the national trend with a doubling in the
value of raw land over the past 15 years. In
Chicago and Detroit, land prices have tripled
since 1950. In the New York area, Kings County
land has gone up fourfold while in nearby Richmond land prices are seven times their 1950 level.
San Francisco and Montgomery County (Md.)
saw land costs rise five times between 1950 and
1965.
The factors of land scarcity and relative demand, the prime determinants of land costs, are
typically affected by local conditions. As likely
as not, local zoning ordinances and local political
divisions have more effect on the cost of land
than any discernable economic factors. In this
respect, the average value of local land costs for
residential uses in the cities of a particular region will not provide any meaningful expression
of regional trends in an economic sense. On the
whole, over the last several years, the West has
received a large influx of migrants at the expense
of the other regions, especially the southern and
midwestern regions. This trend obviously has a
bearing on the ultimate demand for land and
the ultimate cost of land in the long run. Intraregional city-suburban population shifts represent the primary component of ultimate land
demand by a ratio of about 75 to 1 (this expresses the ratio of those who move intra-regionally in any given year to those who ·move interregionally), however, and these shifts have been
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going on in every region of the country with

about equal intensity.

The fact that land costs have been rising

roughly twice as fast (or more) as construction

costs over the past fifteen years means that the

share of project costs related to development has

been rising relative to actual construction work.

The rate at which this trend has been moving

depends largely on the building location chosen,

sinceâas pointed out earlierâthere has been a

wide variation in land costs from one area to

another. Using the national average for raw land

prices, the impact of sharply-rising land costs on

total project costs can be shown for a hypotheti-

cal apartment and one-family unit using as cur-

rent costs the ones developed in this study:

gOIng on In every regIon of the country with
about equal intensity.
The fact that land costs have been rising
roughly twice as fast (or more) as construction
costs over the past fifteen years means that the
share of project costs related to development has
been rising relative to actual construction work.
The rate at which this trend has been moving
depends largely on the building location chosen,
since-as pointed out earlier-there has been a
wide variation in land costs from one area to
another. Using the national average for raw land
prices, the impact of sharply-rising land costs on
total project costs can be shown for a hypothetical apartment and one-family unit using as current costs the ones developed in this study:

DEVELOPMENT AND CONSTRUCTION COSTS AS

SHARES OF TOTAL PROJECT COST, 1967 vs 1950

1967

1950 Est.

DEVELOPMENT AND CONSTRUCTION COSTS AS
SHARES OF TOTAL PROJECT COST, 1967 vs 1950

Apartment Unit

Land

Other Development

Total Development

Construction

Total Project Cost

One-Family House

Land

Other Development

Apartment Unit

1967
Percent
Cost
of Total

Land
$ 1,800
9%
Other Development
3,200 16
Total Development $ 5,000 25%
Construction
15,000 75
Total Project Cost $20,000 100%

1950 Est.
Percent
Cost
of Total

775
1,950
$ 2,725
9,075
$11,800

$

6%
17
23%
77
100%

Total Development

Construction

Total Project Cost

Percent

One-Family House

1967
Percent
Cost
of Total

1950 Est.
Percent
of Total

Cost

of Total

9%

16

$ 5,000 25%

15,000 75

Cost

$ 1,800

Land
9%
$ 1,500
Other Development
3,500 22
Total Development $ 5,000 31%
Construction
11,100 69
Total Project Cost $16,100 100%

$ 650
2,125
$2,775
6,725
$9,500

7%
22
29%
71
100%

3,200

Cost

$ 775

1,950

$ 2,725

9,075

Percent

of Total

6%

17

23%

77

$20,000 100% $11,800 100%

1967

1950 Est.

Cost

$ 1,500

3,500

Percent

of Total

9%

22

$ 5,000 31%

11,100 69

These comparisons show that although the
sharply rising cost of land has increased the share
of development expense relative to construction
cost, it is nevertheless true that since land constitutes less than ten percent of total project cost,
the impact of rising land values on overall costs
has been modest on the average. This is not the
case in individual areas where land costs have
risen many times the national average, but in
such cases acquisition costs are frequently kept
lower than the market rate by the practice of
land write-downs (where the Federal or local
government acquires land and offers it to a developer at a small portion of the actual cost) and
other subsidies.
Construction costs, which account for about
three-quarters of total project cost, have declined
slightly as a proportion of the total as land costs

have risen. A discussion of the trend of construction costs follows.

Construction Co.t.
The major elements of construction costs are
on-site wages, building materials, and overhead/
profit. For three different types of buildings
analyzed in this study, these costs make up the
following shares of total construction expense:
Type of Low-Cost
Housing Unit 1

Percent of Total Construction Cost
Building Overhead
On-Site
Wages
Materials and Profit Total

One-Family House
Multi-Family Unit
Rehabilitated Unit

27
30
34

$2,775

6,725

Percent

100
100
100

Since 1950, general building costs, as measured
by the U. S. Department of Commerce Composite
Building Cost Index, have risen at a compound
annual rate of 3 percent for a total increase of
65 percent. Other cost indexes show similar trends
(see table A-I, chart A-I).
By far the greatest upward force on construction costs since 1950 has been wages. The index
of hourly union wage rates (U. S. Department of
Labor, Bureau of Labor Statistics) for a composite sample of building trades shows a gain of
113 percent-a compound rate of 4Y2 percent peryear. This is three times the annual gain of building materials prices (U. S. Department of Commerce, BDSA), which have been rising by only
1Y2 percent per year for a total advance of 27
percent since 1950 (see table A-2, chart A-2).
Tables A-3 and A-4 and charts A-3 and A-4
show the trends of building materials prices and
union hourly wage rates for selected basic construction materials and for major building trades.
TABLE A-I. Comparison of General Building Cost
Indexes 1950-1967
(1950 = 100)
Year

Dept. of Commerce
Composite Cost

E-NR
Building
Index

Dow
Cost
Index

1950
1952
1954
1956
1958
1960
1962
1964
1966
1967*

100
112
114
123
130
134
139
145
157
165

100
111
120
131
141
149
155
163
174
179

100
105
109
119
125
134
141
146
152
158

Source: U. S. Dept. of Commerce
Engineering News-Record
McGraw-Hili Information Systems Company
• Estimate

$ 650

Building Time and Cost/Low-Cost Housing

20
19
20

1 The pre-fabricated house and the mobile home have
been omitted from this comparison, since on-site construction costs are a small part of their total project
costs.

Cost

2,125

53
51
46
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TABLE A-2. Comparison of Labor and Material Costs

1950-1967 (1950 = 100)

Department of

Index of

Commerce

Index of Union

Wholesale

Composite

Hourly Wage

Prices Used

Year

Building Cost

TABLE A-2. Comparison of Labor and Material Costs
(1950 = 100)
1950-1967
Index of
Department of
Index of Union Wholesale
Commerce
Prices Used
Hourly
Wage
Composite
In Construction
Building Cost Rates 1
Year
100
100
100
1950
108
113
112
1952
110
124
114
1954
119
134
123
1956
119
147
130
1958
122
154
134
1960
118
174
139
1962
120
185
145
1964
125
201
1966
157
127
213
1967*
165
Source: U. S. Department of Labor, Bureau of Labor Statistics
1. All Building Trades as of July 1
* Estimate

240

Rates'

In Construction

1950

220

100

100

100

200

•._-.-_.
-. .......
-

240

BRICKLAYERS
CARPENTERS
ELECTRICIANS
PAINTERS
PLASTERERS
PLUMBERS
LABORERS

220

200

1952

200

200

112

113

108

1954

180

180

180

114

124

110

1956

180

123

134

~~~/

/

/

/

/

160

160

160

140

140

140

120

120

120

100

100

~r;j>;;

119

cet//

1958

140
130

/

147

/

/

//

119

lA"'ti.~~~~'···"··········"·····
///~....................................
:~:::........

1960

134

/

/

/

//////

120

154

122

1962

"

139

100

100

174

1950

118

1967

1950

1967

1964

145

185

FIGURE A-2. Comparison of Labor and Material Cost
Indexes 1950-1967

FIGURE A-3. Indexes of Selected Construction Union
Wage Rates 1950-1960

120

1966

157

201

TABLE A-3.

Indexes of Selected Construction Union Wage Rates 1 1950-1967

(1950 = 100)

125

1967*

165

213

127

Source.

U

S. Department of Labor, Bureau

of Labor Statistics

1. All

Bu

Year
1950
1952
1954
1956
1958
1960
1962
1964
1966
1967*

All
Trades
100
113
124
134
147
160
174
185
201
213

Bricklayers
100
113
121
129
139
149
160
168
179
189

Carpenters
100
113
124
134
147
160
172
185
203
213

Electricians Painters
-100
100
114
113
122
123
132
133
145
145
157
158
170
174
186
183
199
197
210
207

Plasterers
100
111
116
124
133
144
151
161
172
180

Iding Trades as

of July 1

*Estimate

19 50

Source: U. S. Department of Labor, Bureau of Labor Statistics
Data as of July 1

1.

* Estimates as of July 3

1967

195(1

FIGURE A-2. Comparison of Labor and Material Cost

Indexes 1950-1967

FIGURE A-3. Indexes of Selected Construction Union

Wage Rates 1950-1960
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Plumbers
100
112
123
132
145
157
170
183
197
209

Building
Laborers
100
114
129
141
157
176
190
206
225
240

TABLE A-4.
1950-1967
TABLE A-4.

Indexes of Wholesale Prices of Selected Materials Used in Construction
(1950 = 100)

Year

Douglas
Fir

Selected
Hardwoods

1950
1952
1954
1956
1958
1960
1962
1964
1966
1967

100
103
101
111
98
102
101
106
110
114

100
102
102
111
105
111
101
114
138
126

Plywood

Paint

Plumbing
Fixtures

100
100
97
96
92
91
86
85

100
112
113
121
129
129
133
135
137
140

100
108
109
124
114
121
118
120
127
129

Heating
Equipment

Concrete
Products

Structural
Clay
Products

Gypsum
Products

100
107
108
113
115
113
107
106
107
107

100
107
112
117
122
124
126
123
126
128

100
124
133
131
139
143
146
147
150
153

100
113
116
121
126
128
131
135
128
128

Indexes of Wholesale Prices of Selected Materi

als Used in

Construction

1950-1967

(1950 =

100)

Structural

Douglas

Selected

Plumbing

Heating

86

82

Concrete

Clay

Source: U. S. Department of Labor, Bureau of Labor Statistics

Gypsum

Year

Fir

100

Hardwoods

Plywood

100

Paint

100

Fixtures

160

• _ . DOUGLAS FIR
............ SELECTED HARDWOODS
PLYWOOD
11.'.' PREPARED PAINT
.-.-.-.- PLUMBING F1XTURES
- - - - HEATING EQUIPMENT
. - - ' CONCRETE PRODUCTS
_
STRUCTURAL CLAY PRODUCTS
------ GYPSUM PRODUCTS

160

Equipment

100

Products

140

Products

Products

1950

100

100

100

120

120

100

100

80

80

100

100

1952

103

102

100

112

108

107

107

124

113

1950

1967

1954

101

102

FIGURE A-4. Wholesale Price Indexes of Selected
Materials Used in Construction 1950-1967

97

113

109

108

112

133

116

1956

111

111

96

121

124

General measures of construction costs are not
available on a regional basis. However, a look at
the construction cost trends of major metropolitan areas within these regions will give some
indication of the overall regional cost picture.
While there is considerable variation from city
to city, these figures show that the trend of construction costs in the West is consistently higher

than in the rest of the nation. On balance, there
appears to be no significan t difference among the
other three regions. (see Table A-5)
Since each city's construction cost index is expressed in terms of a base figure which differs
from city to city, any comparison of the absolute
level of costs must be done through the cost differential factors supplied in the table. On this
basis, costs appear to be highest in the Northeast
and Midwest and lowest in the South.
The primary factor behind the large construction cost variations between cities is the local
wage level for construction labor. Construction
wage levels are a function of labor scarcity, the
degree of unionization present, and the bargaining strength of union locals. The combined impact of these forces differs considerably from city
to city. (see Table A-6)
There are no significant intercity differences
in material costs. Any variation other than normal transportation costs would constitute illegal
price discrimination under the anti-trust laws.
The cost differential factors show that it is
more expensive to construct a given "mix" or
"package" of structures in the Northeast and
Midwest than in the rest of the nation, generally.
They take no account of the fact that the actual
composition of construction activity may differ
markedly from region to region. In effect, while
a housing unit of given specifications may cost
more to build in a given region, the type of
housing unit actually constructed there may be
either cheaper or more expensive per square foot
than the type actually constructed in other re-

113

117

131
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121

1958

98

105

92

129
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TABLE A-5. lndexes of Building Costs: Regions and Metropolitan Areas 1967

Region

Northeast

Midwest

South

West

Metropolitan Area

Baltimore

Boston

New York

Philadelphia

TABLE A-5.

Indexes of Building Costs: Regions and Metropolitan Areas 1967

Chicago

Dow Building
Cost Index

Cincinnati

Cleveland

Region

Metropolitan Area

Northeast

Baltimore
Boston
New York
Philadelphia

292.3
265.3
310.7
289.7

Midwest

Chicago
Cincinnati
Cleveland
Detroit
Kansas City
Minneapolis
Pittsburgh
St. Louis

South

Atlanta
Birmingham
Dallas
Miami
New Orleans

West

Denver
Los Angeles
San Francisco
Seattle

Detroit

(1941

=

100)

Cost·
Differential

(1957-59

=

100)

Kansas City

Minneapolis

Pittsburgh

St. Louis

Atlanta

323.5
282.7
304.9
302.5
261.7
295.3
274.3
291.5
337.0
273.0
268.8
285.9
264.1

114.5
116.2
124.6
112.1
118.4
113.8
117.8
124.9
111.4
119.7
115.6
120.8
121.7
117.8
115.8
118.6
112.3

7.9
8.5
10.0
8.6
8.9
8.7
9.4
9.1
8.1
8.7
8.9
9.1
7.2
7.3
7.6
8.3
7.7

300.5
306.0
391.5
279.3
289.8

119.2
120.0
126.0
123.3
115.0

8.2
8.3
8.6
8.4
8.3

Birmingham

Dallas

Miami

New Orleans

Denver

Los Angeles

San Francisco

Seattle

Dow Building

Cost 1ndex

(1941 = 100)

(1957-59 = 100)

292.3

114.5

265.3

116.2

310.7

124.6

289.7

112.1

323.5

118.4

282.7

113.8

304.9

U. S. Average

* Differences in costs between two cities may be compared by dividing the cost differential figure of one city by that of a second;
if the cost differential of one city (10.0) divided by that of a second (8.0) equals 125 percent, then costs in the first city are
25 percent higher than costs in the second. Also, costs in the second city are 80 percent of those in the first (8.0 -7- 10.00 = 80
percent) or they are 20 percent lower in the second city.

117.8

302.5

124.9

261.7

111.4

295.3

119.7

274.3

115.6

291.5

120.8

337.0

121.7

273.0

117.8

268.8

115.8

285.9

118.6
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264.1

112.3

300.5

119.2

306.0

120.0
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gions. The differences in actual costs per square

foot between the South and the Northeast and

Midwest, for instance, are greater than the differ-

ences implied by the cost differential factors, (see

table Aâ7) The dictates of taste and climate play

a significant role in regional construction patterns.

However, the ability to buy or to rent what is

put on the market provides a very real constraint

on tastes or preferences in housing. A large por-

tion of the cheaper per-square-foot cost of a

dwelling unit in the South, for instance, where

the standard of living is generally lower than in

the rest of the nation, is attributable to tailoring

the unit to what the market will bear. This is

particularly true of the southern single family

unit, where per-square-foot construction costs are

10 percent less than the national average. While

quality considerations are hard to document, the

following comparisons serve to illustrate the

point: Only 20 percent of the single family houses

sold in the South during 1966 had cellars, against

a national average of 45 percent; only 44 percent

had garages, against 64 percent for the U. S.; and

only 14 percent had 2y2 or more bathrooms,

against 19 percent for the nation as a whole.

Differences in climate can affect construction

costs per-square-foot in two ways:

1. "Weatherproofing" a given building to

withstand the effects of cold climate re-

quires somewhat more materials and labor

time than is the case in warm climates. No

direct measures of this factor are available,

however.

2. The time available for actual construction

work is less in cold climates than is true in

warm climates. This means a bunching up

of activity in peak periods.

The following provides a measure of the effects

of climatic conditions on regional construction

gions. The differences in actual costs per square
foot between the South and the Northeast and
Midwest, for instance, are greater than the differences implied by the cost differential factors. (see
table A-7) The dictates of taste and climate play
a significant role in regional construction patterns.
However, the ability to buy or to rent what is
put on the market provides a very real constraint
on tastes or preferences in housing. A large portion of the cheaper per-square-foot cost of a
dwelling unit in the South, for instance, where
the standard of living is generally lower than in
the rest of the nation, is attributable to tailoring
the unit to what the market will bear. This is
particularly true of the southern single family
unit, where per-square-foot construction costs are
10 percent less than the national average. While
quality considerations are hard to document, the
following comparisons serve to illustrate the
point: Only 20 percent of the single family houses
sold in the South during 1966 had cellars, against
a natjonal average of 45 percent; only 44 percent
had garages, against 64 percent for the U. S.; and
only 14 percent had 2Y2 or more bathrooms,
against 19 percent for the nation as a whole.
Differences in climate can affect construction
costs per-square-foot in two ways:
1. "Weatherproofing" a given building to
withstand the effects of cold climate requires somewhat more materials and labor
time than is the case in warm climates. No
direct measures of this factor are available,
however.

2. The time available for actual construction
work is less in cold climates than is true in
warm climates. This means a bunching up
of activity in peak periods.
The following provides a measure of the effects
of climatic conditions on regional construction
pa tterns. Considera bl y more residen tial acti vi ty
occurs during the peak quarters in the Northeast
and Midwest than is true of the peak quarters in
the South and West.
PERCENT BY WHICH THE VALUE OF CONTRACTS IN
THE HIGH QUARTER EXCEEDS THE VALUE OF
CONTRACTS IN THE LOW QUARTER-RESIDENTIAL
BUILDING
High
Low
Region
Percent
Quarter
Quarter
Northeast
Midwest
South
West
Total U. S.

""
"""

50
75
26
30
36

I
I
IV
IV
I

TABLE A-7. Residential Contract Value Per Square Foot
One-Family and Apartments* 1967
Apartments ..
One-Family
Region
Total·
Northeast
$13.25
$13.09
$13.69
12.83
Midwest
13.46
13.71
South
11.32
11.36
11.15
West
13.01
13.54
11.54
U. S. Total
12.55
12.65
12.27
Source: McGraw-Hili Information Systems Construction
Statistics
* Excludes Two-Family Houses

In effect, higher per-square-foot construction
costs generally prevail in cold climates because

patterns. Considerably more residential activity

occurs during the peak quarters in the Northeast

TABLE A-6.

Union Hourly Wage Scales: Regions and Metropolitan Areas 1967 1

and Midwest than is true of the peak quarters in

the South and West.

PERCENT BY WHICH THE VALUE OF CONTRACTS IN

Region
Northeast

THE HIGH QUARTER EXCEEDS THE VALUE OF

CONTRACTS IN THE LOW QUARTER-RESIDENTIAL

BUILDING

High Low

Midwest

Region

Percent

Quarter

Quarter

Northeast

50

II

South

1

Midwest

75

II

West
1

South

26

II

Metropolitan Area
Baltimore
Boston
New York
Philadelphia
Chicago
Cincinnati
Cleveland
Detroit
Kansas City
Minneapolis
Pittsburgh
St. Louis
Atlanta
Birmingham
Dallas
Miami
New Orleans
Denver
Los Angeles
San Francisco
Seattle

U. S. Average

Bricklayers
$5.00
5.55
5.95
5.40
5.55
5.18
5.66
5.44
5.08
4.85
5.60
5.25
4.75
4.75
4.78
4.42
4.58
4.70
5.10
5.75
5.53
5.31

Carpenters
$4.44
4.05
6.15
4.70
5.45
4.90
5.54
5.06
4.55
4.48
5.33
5.58
4.40
4.00
4.40
4.45
4.15
4.82
5.09
5.21
4.68
5.00

Electricians
$5.05
4.35
5.47
5.35
5.20
5.25
5.71
5.40
5.00
4.95
5.40
5.45
4.80
4.65
4.83
5.00
4.60
5.07
5.70
6.17
5.47
5.26

Painters
$4.40
2

4.90
4.47
4.95
4.58
5.06
4.70
4.28
4.55
4.95
4.82
4.60
4.15
4.28
4.05
3.63
4.13
5.35
5.22
4.62
4.72

IV

West

1.

2.

As of July 3, 1967
No union scale in effect on survey date

30

II

IV

Total U. S.

36
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Plumbers
$4.94
5.60
5.35
5.70
5.50
5.20
5.69
5.25
4.80
4.69
5.61
5.55
5.05
4.65
4.80
4.53
4.83
4.86
5.64
6.86
5.11
5.35

there is typically "more" building to construct

and less time in which to construct it.

While quantitative measures are incomplete,

the effects of "taste" and climate appear to widen

the existing gap between construction costs in

the South and those in the Northeast and Mid-

west. Not enough information is available on the

effects of these factors on the relative position of

the West to warrant a conclusion here. As point-

ed out above, however, costs are rising faster in

the West than in any other region.

Substitution Effect: Over the post-war years,

innovation in the construction industry has tend-

ed to be "labor saving," in that machinery and

off-site labor have been substituted for on-site

construction workers. The prime factor behind

this trend in innovation has been the very steep

rise in hourly wage rates of construction labor.

The expanded use of mechanized processes in

construction has taken many forms. Inefficient

hand methods of handling materials have been

replaced by cranes, conveyors, pneumatic systems,

fork-lift trucks, etc. Earth moving is done almost

exclusively by bulldozers, backhoes, etc., even on

the smallest job. Power tools are in widespread

use for nailing, troweling, plastering, cutting,

and other basic operations. More efficient equip-

ment has partially offset the impact of wage costs

on total project cost by making some labor crews

more productive and by reducing the size of

others. The use of the tower crane, for example,

is claimed to generate reductions of up to 75

percent in concrete workers' crews on certain

types of structures.

Equally important in offsetting rising wage

rates has been the substitution of off-site for on-

site labor through the use of partially pre-fabri-

cated, labor-saving materials. Obvious examples

are ready-mix concrete, plywood, gypsum dry-

wall. Higher orders of prefabrication involve

pre-assembled wall and ceiling systems, etc. In

addition, the standardization of dimensions of

construction materials and design (modular co-

ordination) has brought about savings in field

labor of from 10 to 15 percent on some projects.

No direct measures of the labor cost dispace-

ment due to these trends are available for indi-

vidual types of buildings. However, it is possible

to see what has been happening to the cost of

on-site construction labor as a share of total con-

struction value by looking at the industry as a

whole.1

Estimated

On-Site Wages

Average Value Percent

of Total of Total

Construction Construction

On-Site

Wages

$ 8,000

12,000

15,000

there is typically "more" building to construct
and less time in which to construct it.
While quantitative measures are incomplete,
the effects of "taste" and climate appear to widen
the existing gap between construction costs in
the South and those in the Northeast and Midwest. Not enough information is available on the
effects of these factors on the relative position of
the West to warrant a conclusion here. As pointed out above, however, costs are rising faster in
the West than in any other region.
Substitution Effect: Over the post-war years,
innovation in the construction industry has tended to be "labor saving," in that machinery and
off-site labor have been substituted for on-site
construction workers. The prime factor behind
this trend in innovation has been the very steep
rise in hourly wage rates of construction labor.
The expanded use of mechanized processes in
construction has taken many forms. Inefficient
hand methods of handling materials have been
replaced by cranes, conveyors, pneumatic systems,
fork-lift trucks, etc. Earth moving is done almost
exclusively by bulldozers, backhoes, etc., even on
the smallest job. Power tools are in widespread
use for nailing, troweling, plastering, cutting,
and other basic operations. More efficient equipment has partially offset the impact of wage costs
on total project cost by making some labor crews
more productive and by reducing the size of
others. The use of the tower crane, for example,
is claimed to generate reductions of up to 75
percent in concrete workers' crews on certain
types of structures.
Equally important in offsetting rising wage
rates has been the substitution of off-site for onsite labor through the use of partially pre-fabricated, labor-saving materials. Obvious examples
are ready-mix concrete, plywood, gypsum drywall. Higher orders of prefabrication involve
pre-assembled wall and ceiling systems, etc. In
addition, the standardization of dimensions of
construction materials and design (modular coordination) has brought about savings in field
labor of from 10 to 15 percent on some projects.
No direct measures of the labor cost dis pacement due to these trends are available for individual. types of buildings. However, it is possible
to see what has been happening to the cost of
on-site construction labor as a share of total construction value by looking at the industry as a
whole. 1

20,000

$31,700

44,800

I. The changing "mix" of construction activity over time
has worked counter to the trend in ! ising produEtivity

The following shows that despite the introduction of labor-saving tools, materials, and methods,
the estimated aggregate wage bill in construction
has increased from 25 percent of the average value
of work put in place during the 1948-1952 period
to nearly 30 percent at the present. Clearly, wage
rates have advanced much more rapidly than
productivity gains. Without these labor-saving
innovations the rise in the ratio of labor cost to
total project value would have been much greater
over the period measured.
ESTIMATED ON-SITE WAGE COST AS A SHARE OF
TOTAL CONSTRUCTION VALUE 1948-1967

(In Millions of Dollars)

Period

1948-52
1953-57
1958-62
1963-67

Estimated
On-Site
Wages

$ 8,000
12,000
15,000
20,000

On-Site Wages
Average Value Percent
of Total
of Total
Construction Construction

$31,700
44,800
54,900
70,100

Occupancy Costs
By far the largest single cost of operation for
any residential building type, whether rental or
owner-occupied, is the amortization of the original costs of development (land) and construction. This cost of debt service normally extends
over a period between twenty and forty years
during which it makes up 40-50 percent of total
monthly occupancy cost. It is a direct expense for
the homeowner and constitutes the greatest element of the rental for the apartment occupant.
Since amortization expenses are the monthly
"installment" payments on the initial land, construction, and financing costs, their trend is necessarily related to the trend of project cost itself.
Of course, as far as any individual building is
concerned, amortization expense is "locked-in" at
the time of financing and normally remains constant throughout the repayment period. For all
newly-built dwellings in general, however, the
cost of debt service can be expected to rise over
time about in line with the long-term trend of
development and construction costs-historically
between 3 and 4 percent per year, depending on the cyclical fluctuations of interest rates.
Regional differences in financing costs are not
very great, although interest costs in the West
through labor-saving innovations_ The proportion of housing to total construction, for example, has declined relative
to non-residential building and non-building construction
over the past twenty years. On-site labor requirements of
single-family home building tend to be less than for most
other buil 1 ~gtn P~Nro m

54,900

70,100

25%

27

27
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25%
27
27
29
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are traditionally higher than in the other three

areas. This is primarily due to a greater general

demand for investment funds in the faster-grow-

ing Western region, but the gap is kept fairly

small by the mobility of funds. For the most part,

geographical differences in amortization costs

reflect regional variations in the principal (de-

velopment and construction cost) more than

differences in interest. New York's higher con-

struction costs, for example, would more than

offset a one-half of one percent interest differen-

tial to build and finance an equivalent building

in Los Angeles.

Real estate taxes, utilities, and maintenance

are the other significant components of occupancy

costs common to all the five types of housing

considered here. (For rental properties there are

unique costs of administration and vacancies;

for mobile homes the additional cost of site

rental must be considered.)

Since roughly 90 percent of all property taxes

is levied by local governments (municipalities,

counties, school districts), there is a very wide

range in both the amount and trend of these tax

costs to property owners. Depending on local

community needs for tax revenues, the rate of

assessed real property (market value basis) varies

from as little as 0.4 percent in parts of the coun-

try to as much as 2.7 percent in others with a

national average of about 1.5 percent. The north-

eastern region is above the national average at

about 2 percent of market valuation.

The trend of property tax revenues collected

by local governments has been strongly upward

through the post-war period. The historical 8

percent annual growth reflects the strong educa-

tional demands of most communities during

those years.

A good indication of the impact of these sharp-

ly rising local tax revenues on individual prop-

erties is the experience on one-family FHA hous-

ing over the past ten years. Since 1957, average

monthly real-estate taxes on new FHA homes

have increased by a steady 4 percent per year.

(The characteristics of the new FHA home built

in 1966 were close in size and cost to the one-

family house shown in this studyâi.e., a three-

bedroom house selling for $17,600.)

Utilities costs (including heating fuel, electric-

ity, water, and gas) represent between 10 and 15

percent of total monthly occupancy costs. One

guide to the trend of these costs is actual expen-

ditures for heat and utilities by urban families

as reported in the BLS survey of consumer ex-

penditures. These studies show that such costs

have been growing by about 4 percent a year

over the past decade. Since fuel costs for heating

represent the single biggest element of this cate-

gory of occupancy costs, a fairly pronounced

regional differential governed by climatic condi-

tions can be expected. On the average, utilities

costs in the Northeast and Midwest are between

15 and 20 percent greater than those in the South

and West.

Maintenance costs are significantly affected by

are traditionally higher than in the other three
areas. This is primarily due to a greater general
demand for investment funds in the faster-growing Western region, but ihe gap is kept fairly
small by the mobility of funds. For the most part,
geographical differences in amortization costs
reflect regional variations in the principal (development and construction cost) more than
differences in interest. New York's higher construction costs, for example, would more than
offset a one-half of one percent interest differential to build and finance an equivalent building
in Los Angeles.
Real estate taxes, utilities, and maintenance
are the other significant components of occupancy
costs common to all the five types of housing
considered here. (For rental properties there are
unique costs of administration and vacancies;
for mobile homes the additional cost of site
rental must be considered.)
Since roughly 90 percent of all property taxes
is levied by local governments (municipalities,
counties, school districts), there is a very wide
range in both the amount and trend of these tax
costs to property owners. Depending on local
community needs for tax revenues, the rate of
assessed real property (market value basis) varies
from as little as 0.4 percent in parts of the country to as much as 2.7 percent in others with a
national average of about 1.5 percent. The northeastern region is above the n~tional average at
about 2 percent of market valuation.
The trend of property tax revenues collected
by local governments has been strongly upward
through the post-war period. The historical 8
percent annual growth reflects the strong educational demands of most communities during
those years.
A good indication of the impact of these sharply rising local tax revenues on individual properties is the experience on one-family FHA housing over the past ten years. Since 1957, average
monthly real-estate taxes on new FHA homes
have increased by a steady 4 percent per year.
(The characteristics of the new FHA home built
in 1966 were close in size and cost to the onefamily house shown in this study-i.e., a threebedroom house selling for $17,600.)
Utilities costs (including heating fuel, electricity, water, and gas) represent between 10 and 15
percent of total monthly occupancy costs. One
guide to the trend of these costs is actual expenditures for heat and utilities by urban families
as reported in the BLS survey of consumer ex-

penditures. These studies show that such costs
have been growing by about 4 percent a year
over the past decade. Since fuel costs for heating
represent the single biggest element of this category of occupancy costs, a fairly pronounced
regional differential governed by climatic conditions can be expected. On the average, utilities
costs in the Northeast and Midwest are between
15 and 20 percent greater than those in the South
and West.
Maintenance costs are significantly affected by
the age of the building. For the new structures
considered in this study maintenance expense
initially runs close to five percent of total occupancy cost. As the building ages, this cost is subject to two forces: (1) the generally rising cost
of maintenance labor and materials, and (2) the
increasing amount of maintenance required by
the building. Studies of apartment building operations indicate that over a 25-year period, maintenance requirements increase at an average rate
of 2 to 2Y2 percent per year. Adding to this a
general price trend of 2 to 2Y2 percent per year
(labor and materials) yields a 4 to 5 percent maintenance cost trend. The cost of maintaining a
newly constructed residential unit will tend, on
the average, to follow the trend in construction
costs. Thus maintenance costs will be higher in
the Northeast and Midwest than elsewhere.
A weighted average of historical cost trends of
the four major classes of occupancy expenseamortization, taxes, utilities, and maintenanceindicates that overall occupancy costs have been
advancing at a rate of 3Y2 to 4 percent per year.
Since all of the major components of occupancy costs tend to be higher in the Northeast
and Midwest, it follows that total occupancy
costs for a newly constructed residential unit of
given proportions also will be higher in these
two regions. The actual occupancy cost figures
for a region, however, are a function of the age
and mix of its housing stock. Apartments have
somewhat different occupancy costs than single
family hOl,lses, for instance. Older dwelling units
may cost more to maintain, but many already
are paid for; thus amortization costs would be
nil. For example, the 1961 Bureau of Labor Statistics consumer expenditures survey showed that
total expenditures on housing in the Midwest
were slightly lower, on the average, than the
national figure. In effect, regional comparisons
of "standard" units will not necessarily conform
to existing conditions in the regional housing
stock beca~w~~ prfa1~eoi-n d mix differences.

the age of the building. For the new structures

considered in this study maintenance expense

initially runs close to five percent of total occu-

pancy cost. As the building ages, this cost is sub-

ject to two forces: (1) the generally rising cost
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Overall Costs

Overall Costs

To place technological innovation cost saving

opportunities in perspective, a breakdown of the

major costs of a housing unit should be exam-

ined. For example, major costs involved in

$20,000 single-family home might be:

Lot 22.5%

Sales cost 5.0

Financing, closing and legal costs 8.0

(without a substantial number of points)

Overhead, indirect costs and profit 12.0

To place technological innovation cost saving
opportunities in perspective, a breakdown of the
major costs of a housing unit should be examined. For example, major costs involved in
$20,000 single-family home might be:
Lot
22.5%
5.0
Sales cost
8.0
Financing, closing and legal costs
(without a substantial number of points)
Overhead, indirect costs and profit
12.0
Direct construction costs
52.5

Direct construction costs 52.5

100.0%

Materials 70% X 52.5% = 36.7%

Labor 30% X 52.5% = 15.8%

Although the above breakdown can be con-

sidered reasonable, it should be recognized that

there are many variations in the above percent-

age numbers. The variations depend primarily

on the price of land and the cost of financing,

including points, legal and closing costs, type of

dwelling, specific design and materials used, wage

rates and type of building organization. The

purpose of the breakdown is to accent the im-

portance, in a cost reduction program, of attack-

ing the per-dwelling-unit lot cost, and to high-

light the direct construction cost percentage.

The breakdown is based on single-family

dwelling units. The percentage distribution

would be somewhat different for townhouses or

rowhouses since their lot costs probably would

be proportionately lower. For garden apartments,

I would expect the distribution to be about the

same as for relatively high density townhouses,

but with materials/labor distribution modified

somewhatâthat is, labor slightly higher because

there is probably more materials handling time.

I do not have the data for high-rise construction.

It is my opinion that in large urban areas, it

may be possible to achieve on the order of a 10

to 15 percent reduction in direct construction

costs for single-family units, townhouses, and

garden apartments if the constraints of codes and

restrictive labor practices are removed and if the

industry is allowed to produce as efficiently as it

knows how. I think this is particularly so in older

and larger population centers that do not have

updated and relatively non-restrictive codes and

where labor practices may be more restrictive.

However, this is 10â15 percent reduction of 50â

55 percent of the total price, not 10-15 percent

of the total price. On the other hand, this re-

duction would be smaller in suburban communi-

ties that have the model codes and do not have

such restrictive practices.

One important issue is whether the labor-

learning curve (rate of reduction in labor time

due to repetition) that exists in manufacturing

also exists in home building. I have data show-

ing that the learning curve is applicable to home

building. Within limits, in some factory situa-

tions, it has been shown that the labor-learning

curve yields about a 10 to 20 percent reduction

in labor content each time the number of repe-

100.0%
Materials
70% X 52.5ro = 36.7%
Labor
30ro X 52.5ro = 15.8%
Although the above breakdown can be considered reasonable, it should be recognized that
there are many variations in the above percentage numbers. The variations depend primarily
on the price of land and the cost of financing,
including points, legal and closing costs, type of
dwelling, specific design and materials used, wage
rates and type of building organization. The
purpose of the breakdown is to accent the importance, in a cost reduction program, of attacking the per-dwelling-unit lot cost, and to highlight the direct construction cost percentage.
The breakdown is based on single-family
dwelling units. The percentage distribution
would be somewhat different for townhouses or
rowhouses since their lot costs probably would
be proportionately lower. For garden apartments,
I would expect the distribution to be about the
same as for relatively high density townhouses,
but with materials/labor distribution modified
somewhat-that is, labor slightly higher because
there is probably more materials handling time.
I 'do not have the data for high-rise construction.
It is my opinion that in large urban areas, it
may be possible to achieve on the order of a 10
to 15 percent reduction in direct construction
costs for single-family units, townhouses, and
garden apartments if the constraints of codes and
restrictive labor practices are removed and if the
industry is allowed to produce as efficiently as it
knows how. I think this is particularly so in older
and larger population centers that do not have
updated and relatively non-restrictive codes and
where labor practices may be more restrictive.
However, this is 10-15 percent reduction of 5055 percent of the total price, not 10-15 percent
of the total price. On the other hand, this re-

titions is doubledâfor the first few times. Our

data indicate that for the first few times this

reduction in home building is also somewhere

between 10 and 20 percent. Accordingly, repeti-

tion is beneficial in reducing labor costs and may

be beneficial in reducing materials costs, if an
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duction would be smaller in suburban communities that have the model codes and do not have
such restrictive practices.
One important issue is whether the laborlearning curve (rate of reduction in labor time
due to repetition) that exists in manufacturing
also exists in home building. I have data showing that the learning curve is applicable to home
building. Within limits, in some factory situations, it has been shown that the labor-learning
curve yields about a 10 to 20 percent reduction
in labor content each time the number of repetitions is doubled-for the first few times. Our
data indicate that for the first few times this
reduction in home building is also somewhere
between 10 and 20 percent. Accordingly, repetition is beneficial in reducing labor costs and may
be beneficial in reducing materials costs, if an
improved materials utilization program is in
effect. Also, repetition can provide other related
benefits in purchasing, inventory control, etc.
This does not mean that each house must be
identical or have identical appearance. Design
elements, such as entrance, living and sleeping
areas may be standardized and, with two or three
such standards and variations in placement of
the elements in relation to each other, 25 to 40
different designs can be achieved. This is more
applicable to medium and large dwellings than
to minimum size dwellings. In addition, exterior
variations in materials and color can vastly increase the number of different houses that contain standard elements. Achievement of this
degree of variation is more difficult with minimum size units, because in very small dwellings
there is little opportunity to arrange these design
elements. However, some variation in appearance can be obtained for small dwellings while
maintaining standard design elements.
Another factor affecting reduction of direct
costs in relation to volume is the variation in
price of materials related to volume purchase.
However, the breakpoints for volume purchase
of materials are essentially truckload and carload quantities. For most building materials, this
represents from 10 to 50 houses with the exception of some items like hardware. An exception
to this is probably appliances, although truckload and carload quantities of appliances will
receive a good proportion of the price break if
purchased at one time. On the other hand, the
indirect cost increases required to be able to
purchase materials in volume may largely offset
the reduced price benefit of volume purchase.
riglnal from
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This is far too complicated a question with too

many variables to draw simple conclusions.

Furthermore, I know some small volume build-

ers (18-20 units per year) who purchase many

materials in "full units of delivery" and achieve

with some storage and shop facilities near maxi-

mum economies for those materials.

Precise determination of the optimum number

of units per builder is impossible because of so

many variables. Without more specific data, I can

only say that, in my judgment, near maximum

efficiencies of scale can probably be achieved with

production of one to several hundred dwelling

units per year.

On the other hand, NAHB builder member-

ship survey data show that the percentage of

builders building 1 to 25 dwelling units per year

increased and that they increased their propor-

tion of all units built from 1959 to 1964. It also

showed that there was a small decline from 1959

to 1964 in the percentage of builders building

26 to 100 dwelling units per year, but they ac-

counted for a somewhat larger percentage of the

total dwelling units built in 1964 compared to

1959. There was a decline in the percentage of

builders building over 101 dwelling units per

year and a decline in the percent of the total

market accounted for by these builders from

1959 to 1964. The reasons for these changes are

not clear. The implicationâsince buyers and

renters had many choicesâis that the smaller

volume builders were, on the whole, at least com-

petitive with the large volume builders. The

small volume builder does have smaller overhead

and indirect costs than the large volume builder.

Perhaps this largely offsets whatever economies

there may be in large volume.

If entirely new systems, materials, and prod-

ucts were used, the number of dwelling units

required to achieve near maximum efficiencies

might be three to five times that required for

existing systems, materials, and products. How-

ever, this depends in large measure on the amount

of capital investment required for production

and erection and its depreciation schedule. It is

possible that the number of dwellings might well

be 5,000-10,000 or more units per year, if a very

large capital investment were required for prod-

uct production.

Market

In my opinion, dwellings built for low-income

families should not use products, systems, and

designs which will result in a distinctive appear-

ance that might create a class stigma. This opin-

ion is based on both economic and sociological

considerations. Thus, either existing products

and materialsâmodified only a little bitâcan

be used, or any entirely new product, material,

design or construction system must necessarily

This is far too complicated a question with too
many variables to draw simple conclusions.
Furthermore, I know some small volume builders (18-20 units per year) who purchase many
materials in "full units of delivery" and achieve
with some storage and shop facilities near maximum economies for those materials.
Precise determination of the optimum number
of units per builder is impossible because of so
many variables. Without more specific data, I can
only say that, in my judgment, near maximum
efficiencies of scale can probably be achieved with
production of one to several hundred dwelling
units per year.
On the other hand, NAHB builder membership survey data show that the percentage of
builders building 1 to 25 dwelling units per year
increased and that they increased their proportion of all units built from 1959 to 1964. It also
showed that there was a small decline from 1959
to 1964 in the percentage of builders building
26 to 100 dwelling units per year, but they accounted for a somewhat larger percentage of the
total dwelling units built in 1964 compared to
1959. There was a decline in the percentage of
builders building over 101 dwelling units per
year and a decline in the percent of the total
market accounted for by these builders from
1959 to 1964. The reasons for these changes are
not clear. The implication-since buyers and
renters had many choices-is that the smaller
volume builders were, on the whole, at least competitive with the large volume builders. The
small volume builder does have smaller overhead
and indirect costs than the large volume builder.
Perhaps this largely offsets whatever economies
there may be in large volume.
If entirely new systems, materials, and products were used, the number of dwelling units
required to achieve near maximum efficiencies
might be three to five times that required for
existing systems, ma terials, and products. However, this depends in large measure on the amount
of capital investment required for production
and erection and its depreciation schedule. It is
possible that the number of dwellings might well
be 5,000-10,000 or more units per year, if a very
large capital investment were required for product production.

produce a dwelling that has a reasonably famil-

iar appearance. Although new materials, prod-

ucts, and systems can be developed to look like

familiar products and dwellings, it adds another

constraint to technological improvement. This

same constraint has existedâand still does exist

Market
In my opinion, dwellings built for low-income
families should not use products, systems, and

âin the regular home building market, and it is

a very important practical factor in technological

change and improvement. It makes the task

much more challenging.

Standards
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designs which will result in a distinctive appearance that might create a class stigma. This opinion is based on both economic and sociological
considerations. Thus, either existing products
and materials-modified only a little bit-can
be used, or any entirely new product, material,
design or construction system must necessarily
produce a dwelling that has a reasonably familiar appearance. Although new materials, products, and systems can be developed to look like
familiar products and dwellings, it adds another
constraint to technological improvement. This
same constraint has existed-and still does exist
-in the regular home building market, and it is
a very important practical factor in technological
change and improvement. It makes the task
much more challenging.
Standards
There are hundreds of thousands, perhaps
millions, of single-family units, rowhouses and
apartments in existence with less than 800 square
feet (to pick a number) of space. The American
Public Health Association's Committee on the
Hygiene of Housing has established some minimum space standards from a health standpoint.
For a family of four, the minimum number is
450 square feet. This is in the same general range
as the space in trailers or mobile homes.
There are many opportunities to reduce cost
by building a modest-size dwelling unit to minimum, but adequate, standards of health and
safety. If "extras" are omitted that many people
have come to consider as essentials, even in relatively small dwellings, low-income families can
still be provided with new dwellings that represent a far better value (in terms of worth as a
place to live per unit of cost) than the substandard and slum dwellings in which they are now
living. Realistically, it appears essential to consider relating standards to the ability of the
people to pay (as is true in almost all categories
of products and services in the United States)
provided that the minimum level is adequate.
The level of adequacy refers both to the dwelling and to the environment.
Labor
Even though labor is a smaller cost item than
materials, it is extremely critical. Materials and
products must be put in place by labor, even if
homes are factory-assembled. Even at the recent
relatively ow. Ie els of production, the industry
nglna lrom
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is experiencing great difficulties in obtaining an

adequate supply of labor and at relatively high

wages. Within the context of the required skills

and the usual constraints, I am not at all opti-

mistic about obtaining a solution to this prob-

lem without improvements in productivity and

other technological advances to reduce the

amount of on-site labor and to reduce the amount

of required skill.

Many things need to be done to attract more

men to the home building construction industry.

Some of these are more and better education at

the high school and college levels; more appren-

tice training; lower required on-site and in-fac-

tory skills; a reduction of weather's effect on

building to minimize the cyclical aspect of con-

struction; the development of methods to improve

productivity; a reduction of the amount of physi-

cal labor involved; and research to develop ma-

terials, products, systems, tools, and equipment

to lower required skills and to improve produc-

tivity. In addition, a need exists for educational

programs in universities aimed at attracting and

educating men in all the professional fields that

will be required in increasing numbers in the

home building industryâcivil, mechanical, in-

dustrial, architectural and electrical engineering,

architecture, economics, money and banking, real

estate, law, the physical and social sciences, man-

agement and general business.

Lastly, special research emphasis should be

placed on developing products, materials, and

building systems that could be put in place by

almost totally unskilled workmen (with compe-

tent supervision) to aid both in improving em-

ployment of the non-skilled person and to assist

in solving their housing problem.

Suburban versus Urban Dwellings

Apparently, a large proportion of slum and

substandard dwellings do exist in suburban areas,

and, as such, they merit attention. Today, I be-

lieve it is possible to build dwellings in suburban

areas at a lower cost than in urban areas because

land costs are lower, costs related to "fire proof"

construction are not as great and the code and

labor problems are generally not as severe as in

the centers of large urban areas. This, of course,

does not solve the housing problem in the ghetto

areas. If unreasonable code and restrictive labor

practice constraints were removed, the opportu-

nity for reduction in the direct cost of materials

and labor would probably be greater in the urban

areas than in the suburban areas.

One other item worth mentioning is the high

overhead cost of doing business in large, urban

centers. The administrative/legal, yes, and even

political problems of doing business in central

cities are substantially higher than in most sub-

urban areas. From the standpoint of efficiencies

of scale, I think it is fair to say that at least two

or three times the number of dwelling units

would be required in a particular development

in the urban areas of the older, larger cities than

in suburban areas to achieve the same efficiencies

is experiencing great difficulties in obtaining an
adequate supply of labor and at relatively high
wages. Within the context of the required skills
and the usual constraints, I am not at all optimistic about obtaining a solution to this problem without improvements in productivity and
other technological advances to reduce the
amount of on-site labor and to reduce the amount
of required skill.
Many things need to be done to attract more
men to the home building construction industry.
Some of these are more and better education at
the high school and college levels; more apprentice training; lower required on-site and in-factory skills; a reduction of weather's effect on
building to minimize the cyclical aspect of cons[ruction; the development of methods to improve
productivity; a reduction of the amount of physical labor involved; and research to develop materials, products, systems, tools, and equipment
to lower required skills and to improve productivity. In addition, a need exists for educational
programs in universities aimed at attracting and
educating men in all the professional fields that
will be required in increasing numbers in the
home building industry-civil, mechanical, industrial, architectural and electrical engineering,
architecture, economics, money and banking, real
estate, law, the physical and social sciences, management and general business.
Lastly, special research emphasis should be
placed on developing products, materials, and
building systems that could be put in place by
almost totally unskilled workmen (with competent supervision) to aid both in improving employment of the non-skilled person and to assist
in solving their housing problem.

Suburban versus Urban Dwellings
Apparently, a large proportion of slum and
substandard dwellings do exist in suburban areas,
and, as such, they merit attention. Today, I believe it is possible to build dwellings in suburban
areas at a lower cost than in urban areas because
land costs are lower, costs related to "fire proof"
construction are not as great and the code and
labor problems are generally not as severe as in
the centers of large urban areas. This, of course,
does not solve the housing problem in the ghetto
areas. If unreasonable code and restrictive labor
practice constraints were removed, the opportunity for reduction in the direct cost of materials
and labor would probably be greater in the urban
areas than in the suburban areas.

One other item worth mentioning is the high
overhead cost of doing business in large, urban
centers. The administrative/legal, yes, and even
political problems of doing business in central
cities are substantially higher than in most suburban areas. From the standpoint of efficiencies
of scale, I think it is fair to say that at least two
or three times the number of dwelling units
would be required in a particular development
in the urban areas of the older, larger cities than
in suburban areas to achieve the same efficiencies
of scale. There is probably a geometric relationship between the overhead, administrative, legal,
etc., costs of doing business in the centers of
large urban areas and the age, population and
number of departments in the city. It has been
the industry'S experience that building in redevelopment areas adds at least two more complications and, in turn, adds to the overhead and
indirect costs of building in those areas.

Systems Analysis
Systems analysis means different things to different people, but it is my opinion that systems
analysis using today's materials, products, labor,
tools, equipment, transportation limitations and
other normal market restraints can yield small,
not large, cost savings. Systems development,
using entirely new materials and construction
systems and new tools, equipment, and labor
skills, presuming that a market can be created
for the new systems, might yield substantial
(35-50 percent of direct costs) cost savings, but,
frankly, I doubt it. I say this even though I expect to remain in the home building research
field and am optimistic about the opportunities
to find improved materials, methods, products,
and systems. Realistically though, dwellings are
becoming better engineered from a materials
utilization standpoint, and the materials that are
generally used have a relatively low-cost-perpound along with relatively high performance.
The likelihood of finding an all-new material
and an all-new system that would substantially
cut costs is, in my opinion, not very good, but
that should not preclude some research to try to
find it. One can always hope to "catch lightning
in a bottle," but research to do so should proceed with an adequate knowledge of the cost
facts of life.
The home building industry represents a huge
market. It is extremely competitive, with many
choices for builders, buyers and renters. Systems

riginal from

of scale. There is probably a geometric relation-

ship between the overhead, administrative, legal,

etc., costs of doing business in the centers of

large urban areas and the age, population and

number of departments in the city. It has been

the industry's experience that building in re-
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and materials that have evolved are much more

efficient than most people realize or believe. The

in-place costs are relatively low, which is why so

many widely heralded new products, materials,

and systems fail in the marketplace. Of course,

there are other reasons for failures, but higher

cost is a significant reason.

The Housing Industry

I believe that the housing industry is not one

of the most technologically backward in the

United States. Attached as Appendix A is a list

of some of the technological improvements and

changes since the end of World War II. Some of

these contribute to cost reductions, and others

contribute to greater convenience, more comfort,

luxury, enjoyment of living, etc. Appendix B

contains an analysis of the cost-reduction benefit

of some of these items. However, rising prices

for land, materials, and wages, as well as the

increasing size of the dwelling and the increase

in the number of luxury features have obscured

these improvements in cost reduction and pro-

ductivity.

I do not believe that, if unreasonable code and

union barriers to innovation were substantially

eliminated, the conventional building systems of

today would be largely replaced within the next

decade by radically different systems. Certainly,

there would be a number of changes. For exam-

ple, more plastic pipe would be used; footings

would be designed for the bearing capacity of

the soil and the live and dead loads of the build-

ing; walls would be engineered to a required

thickness not a specified one, etc.

I know of no reason to believe that radically

different materials and systems would replace

existing systems and materials, except blind faith

in the ability of technological research to pro-

duce startling results. Such faith is more justified

when the product does not have to be "sold,"

such as in space and weaponry research.

Concrete, gypsum, wood, steel, aluminum, and

even plastics (in the way in which they are used)

are low-cost-per-pound per unit of performance

materials. My own experience in researching new

systems and trying to innovate has been that

even a few cents per-square-foot improvement is

difficult to achieve when compared to advanced

practice. This is particularly so when one bears

in mind the normal market limitations and the

obvious unwillingness of that market to accept

radically different designs, appearances, mate-

rials, and performance.

APPENDIX A

Some Technological

Innovations in Home

Building in Past Two

Decades

Products

Split ring trusses

Glue-nailed trusses versus rafters and ceiling joists

Metal plate trusses

Component wall panels

Gypsumboard versus plaster

Annular ring and spiral shank nails versus

and materials that have evolved are much more
efficient than most people realize or believe. The
in-place costs are relatively low, which is why so
many widely heralded new products, materials,
and systems fail in the marketplace. Of course,
there are other reasons for failures, but higher
cost is a significant reason.

The Housing Industry
I believe that the housing industry is not one
of the most technologically backward in the
United States. Attached as Appendix A is a list
of some of the technological improvements and
changes since the end of World War II. Some of
these contribute to cost reductions, and others
contribute to greater convenience, more comfort,
luxury, enjoyment of living, etc. Appendix B
contains an analysis of the cost-reduction benefit
of some of these items. However, rising prices
for land, materials, and wages, as well as the
increasing size of the dwelling and the increase
in the number of luxury features have obscured
these improvements in cost reduction and productivity.
I do not believe that, if unreasonable code and
union barriers to innovation were substantially
eliminated, the conventional building systems of
today would be largely replaced within the next
decade by radically different systems. Certainly,
there would be a number of changes. For example, more plastic pipe would be used; footings
would be designed for the bearing capacity of
the soil and the live and dead loads of the building; walls would be engineered to a required
thickness not a specified one, etc.
I know of no reason to believe that radically
different materials and systems would replace
existing systems and materials, except blind faith
in the ability of technological research to produce startling results. Such faith is more justified
when the product does not have to be "sold,"
such as in space and weaponry research.
Concrete, gypsum, wood, steel, aluminum, and
even plastics (in the way in which they are used)
are low-cost-per-pound per unit of performance
materials. My own experience in researching new
systems and trying to innovate has been that
even a few cents per-square-foot improvement is
difficult to achieve when compared to advanced
practice. This is particularly so when one bears
in mind the normal market limitations and the
obvious unwillingness of that market to accept
radically different designs, appearances, materials, and performance.

APPENDIX A
Some Technological
Innovations in Home
Building in Past Two
Decades
Products
Split ring trusses
Glue-nailed trusses versus rafters and ceiling joists
Metal plate trusses
Component wall panels
Gypsumboard versus plaster
Annular ring and spiral shank nails versus
common nails
Single layer siding-sheathing
Textured and deformed hardboard
Grooved and textured plywood
Vapor barriers in walls and ceilings
More effective insulation
Improved paints and coatings
Prefinished siding-wood, aluminum, plywood
and steel
Prefinished floor coverings
Prefinished wall coverings
Plastic surfacing-prefinished interior and exterior
High pressure melamine laminate counter
surfacing materials
Wall-hung water closets
Raised bottom bathtub for above-floor trap
Washerless faucets
Single lever faucets
Fiber-glass reinforced polyester gel-coated single
piece showers and bathtubs with integral wall
surround
One-piece molded vanitory bowl and countertop
in FRP and cast plastics
One-piece and three-piece molded plastic
bathrooms
Plastic piping
Fiber-glass laundry trays
Economically feasible residential air conditioning, both single room and central units
Substantially improved gas and oil furnaces
Electric heating
Electrostatic precipitators for air particulate
matter removal
Humidifying systems for dwellings
Improved hydronic heating systems
Electric h~a,~ :;); 'm:1f err cooling and heating

common nails

Single layer sidingâsheathing

Textured and deformed hardboard

Grooved and textured plywood

Vapor barriers in walls and ceilings
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EMSR (electromechanical stress rated) lumber

Improved cements

Ready mix concrete site delivered

Light gage steel, adjustable, economic columns

Improved shingles

Self-sealing

Interlocking

Improved stains for exterior wood treatment

Improved windows

Wood, steel, aluminum, wood plastic-coated

sash

Insulating glass

Improved wood preservatives and processes

Resilient channels and hangers for better

acoustical performance

Modular and SCR bricks

Improved mortars

Improved caulks, sealants and adhesives

Automatic dishwashers

Garbage grinders

Improved ranges and ovens

Self-cleaning, electronic, thermostatically and

time controlled

Improved thermostats, including indoor-outdoor

lead time thermostats

Fiber-glass ductwork for better acoustical and

thermal performance

Improved durability plywood

Vertically laminated wood beams

Lightweight aggregate and improved concrete

blocks in many new shapes and sizes

Epoxy coatings for plywood with decorative

aggregate

Improved overlaid plywood

Particleboard

Improved floor covering sheet goods and asphalt,

vinyl asbestos and vinyl tiles

Threaded case-hardened masonry nails

Prehung doors

Prefabricated stairs

Acoustical ceiling tile and systems including

suspended residential ceiling systems

Indoor-outdoor carpeting

Underground wiring

Outdoor electrical ice-melting systems

Built-in lawn sprinkling systems

Outdoor lighting

Self-storing storm windows and screens

Fiber-glass and aluminum screens

Improved weatherstripping on doors and

windows

New water-resistant wainscoting materials

including ceramic tile set in adhesive versus

wet system

Luminous ceiling system

Prefabricated vanitory cabinets

Improved insulation on electrical wiring

Widespread use of shop-fabricated kitchen

cabinetry

Improved value builders' hardware

Built-in vacuum cleaning systems

Prefabricated fireplace systems

Prefabricated metal chimney units

Improved mirrors

Improved lighting and lighting fixtures

EMSR (electromechanical stress rated) lumber
Improved cements
Ready mix concrete site delivered
Light gage steel, adjustable, economic columns
Improved shingles
Self-sealing
Interlocking
Improved stains for exterior wood treatment
Improved windows
Wood, steel, aluminum, wood plastic-coated
sash
Insulating glass
Improved wood preservatives and processes
Resilien t channels and hangers for better
acoustical performance
Modular and SCR bricks
Improved mortars
Improved caulks, sealants and adhesives
Automatic dishwashers
Garbage grinders
Improved ranges and ovens
Self-cleaning. electronic. thermostatically and
time controlled
Improved thermostats. including indoor-outdoor
lead time thermostats
Fiber-glass ductwork for better acoustical and
thermal performance
Improved durability plywood
Vertically laminated wood beams
Lightweight aggregate and improved concrete
blocks in many new shapes and sizes
Epoxy coatings for plywood with decorative
aggregate
Improved overlaid plywood
Particleboard
Improved floor covering sheet goods and asphalt.
vinyl asbestos and vinyl tiles
Threaded case-hardened masonry nails
Prehung doors
Prefabricated stairs
Acoustical ceiling tile and systems including
suspended residential ceiling systems
Indoor-outdoor carpeting
Underground wiring
Outdoor electrical ice-melting systems
Built-in lawn sprinkling systems
Outdoor lighting
Self-storing storm windows and screens
Fiber-glass and aluminum screens
Improved weatherstripping on doors and
windows
New water-resistant wainscoting materials
including ceramic tile set in adhesive versus
wet system

Improved modular forming systems for

cast-in-place concrete

Stressed skin panels

Polyethylene vapor barriers under slabs and

crawl spaces
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Luminous ceiling system
Prefabricated vanitory cabinets
Improved insulation on electrical wiring
Widespread use of shop-fabricated kitchen
cabinetry
Improved value builders' hardware
Built-in vacuum cleaning systems
Prefabricated fireplace systems
Prefabricated metal chimney units
Improved mirrors
Improved lighting and lighting fixtures
Improved modular forming systems for
cast-in-place concrete
Stressed skin panels
Polyethylene vapor barriers under slabs and
crawl spaces
Small "package" sewage treatment plants
Improved value carpeting
Many devices for reducing effort required for
housecleaning and maintenance
Almost all building materials and products are
produced with advanced production processes
and equipment

Methods
Improved efficiencies in productivity at the site
Modular dimensioning and considerably better
utilization of materials
Engineering design of the structure-better
utilization of materials
Better scheduling, purchasing, work planning,
supervision, estimating, cost control and
inventory control
Application of production management
techniques
Component utilization
Utilization of subassemblies such as cornices,
gable and overhangs, etc.
Substantially increased use of power hand tools,
machinery and related devices and products
Builder's saw
Power planers
Drills
Tile cutting equipment
Portable table saw Paint rollers
Power staplers
Spray painting
Power routers
Pre-cut lumber
Power nailing
Increased heavy equipment utilization
Bulldozers
End loaders
Back hoe
Light and heavy ditching equipment
Light earth-compacting, tamping and
vibra~it}g equipment
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Forklift

Small conveyors

Chutes

"Plywood ladders," etc., for improved

materials handling

Many improvements in land development

Street paving

Sewer construction

Trenching and backfilling

Earth grading

Lightweight concreteâprecast concrete

components for housing

General reduction of total weight of materials

and improved materials handling

Strength-to-weight ratio of many materials have

been improved

Better thermal and comfort conditioning

Better sound conditioning

While there have been these numerous im-

provements in products, materials, engineering

and methods, primary materials still used in

houses are those with low-cost-per-pound such as

concrete, asphalt, gypsum, wood and steel. For

specialized applications, aluminum and plastic

have gained substantial markets and even though

their cost-per-pound is higher they are used in

cost-effective applications.

Despite the many innovations dwellings have

a familiar appearance because, for the most part,

Forklift
Small conveyors
Chutes
"Plywood ladders," etc., for improved
materials handling
~Iany improvements in land development
Street paving
Sewer construction
Trenching and backfilling
Earth grading
Lightweight concrete-precast concrete
components for housing
General reduction of total weight of materials
and improved materials handling
Strength-to-weight ratio of many materials have
been improved
Better thermal and comfort conditioning
Better sound conditioning
While there have been these numerous improvements in products, materials, engineering
and methods, primary materials still used in
houses are those with low-cost-per-pound such as
concrete, asphalt, gypsum, wood and steel. For
specialized applications, aluminum and plastic
have gained substantial markets and even though

their cost-per-pound is higher they are used in
cost-effective applications.
Despite the many innovations dwellings have
a familiar appearance because, for the most part,
new products have been created with the same
basic materials and because of marketing limit.ations. In addition, there is rarely any appearance change due to methods improvement.
Accordingly, those unfamiliar with the industry
can, with only cursory examination, gain the
impression that there has been little change.
The improvement in value of products and
materials and the improvement in productivity
have been obscured by the sharply rising costs
of land and land development, the rise in the
price of materials, the substantial rise in the
price of labor and the fact that today's dwellings
are larger and include many luxury items not
formerly incorporated. These include such items
as better heating systems; more insulation; more
paneling and improved surfaces; much more
mechanical-electrical equipment; more electric
capacity; more insulating glass; more bathrooms
and fixtures; more cabinetry and improved kitchens; more closets, etc. All of these add to cost
but contribute to an improved standard of living.

new products have been created with the same
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ance change due to methods improvement.
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paneling and improved surfaces; much more

mechanical-electrical equipment; more electric
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but contribute to an improved standard of living.
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APPENDIX B
APPENDIX B

Some Examples of Estimated Cost Reductions Achieved

by the Home Building Industry in Past Two Decades

Some Examples of Estimated Cost Reductions Achieved
by the Home Building Industry in Past Two Decades

Description: Typical 24' x 40', 3-bedroom, single bath, single family residence on basementâTotal

Living Space 1,120 Square Feet 1968 Washington, D. C, area prices used as base.

Estimated

Cost Savings/House

Description: Typical 24' x 40', 3-bedroom, single bath, single family residence on basement-Total
Living Space 1,120 Square Feet 1968 Washington, D. C., area prices used as base.

1. Roof System

Trusses $271.00

vs.

Cost

Rafter & joist 393.00

$122.00

1.

2. Walls & Ceiling

Drywallâ1/2" Gypsum Board @ 14.5^/SF 551.00

vs.

Plasterâ2 coats on Gypsum Lath @ 23.5(f/SF 893.00

Roof System
Trusses
vs.
Rafter & joist

Estimated
Savings/House

$271.00
393.00
$122.00

3. Siding

Single layer siding-sheathing-reverse board 8c battenâys"

rough cut 23^/SF with stain 243.00

2.

vs.

Composite sidingâi/2" insulation board 1x10 bevel siding,

2 coats paint 427.00

4. Exterior Paint, Siding, Soffit, Trim Sc Windows

Walls & Ceiling
Drywall-Y2" Gypsum Board @ 14.5¢/SF
vs.
Plaster-2 coats on Gypsum Lath@23.5¢/SF

551.00
893.00

2 coats improved material 252.00

$342.00

vs.

3 coats oil base 374.00

5. Concrete

3.

Readymix (transit) concrete average S14.50/CY

vs.

Site batchedâaverage $16.25/CY

6. Door Units

Pre-hung door unit 2'-6" x 6'-8" with all hardware

vs.

Siding
Single layer siding-sheathing-reverse board & batten-o/s"
rough cut 23¢/SF with stain
vs.
Composite siding-Y2" insulation board lxlO bevel siding.
2 coats paint

243.00
427.00
$184.00

Site assembled units

7. Stair Assemblies

Pre-fabâOak Tread, Pine Wood Stairâ8'-8" rise (closed

4.

risers) 104.00

vs.

Site built stair as above 199.00

S342.00

Exterior Paint, Siding, Soffit, Trim & Windows
2 coats improved material
vs.
3 coats oil base

252.00
374.00

$122.00

$184.00

SI 22.00

S 37.00

5.

S 20.00

$95.00
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Concrete
Readymix (transit) concrete average $14.50/CY
vs.
Site batched-average $16.25/CY
$ 37.00

6.

Door Units
Pre-hung door unit 2'-6" x 6'-8" with all hardware
vs.
Site assembled units
$ 20.00

7.

Stair Assemblies
Pre-fab-Oak Tread, Pine Wood Stair-8'-8" rise (closed
risers)
vs.
Site built stair as above

104.00
199.00

$95.00
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8.

8. Ceramic Tile

Ceramic Tile
Adhesive applied
vs.
Set in wet cement plaster

125.00
150.00

$ 25.00

Adhesive applied

vs.

Set in wet cement plaster

9.

9. Chimney

Pre-fab metal chimney unit 15' highâ"B" vent

vs.

Masonry chimney 20' to foundation

Chimney
Pre-fab metal chimney unit 15' high-HB" vent
vs.
Masonry chimney 20' to foundation

72.00
170.00

$ 98.00

10. Vapor Barrier

4 mil polyethylene

vs.

10.

Hot mopped single layer 40# felt

11. Application of Modular Dimensioning

Conservative Estimate (material & labor)

Total Cost Reduction $1,119.00

Vapor Barrier
4 mil polyethylene
vs.
Hot mopped single layer 40# felt

34.00
58.00

The above does not take into account improved efficiencies in management, materials handling, sched-

$ 24.00

uling, purchasing, engineered least-cost design, value engineering, benefits of many more power tools

and equipment and related productivity improvements. These are extremely difficult to quantify, but

it is my opinion that in combination they have accounted for an additional S500 or more per dwell-

ing of cost reduction. We consider the above numbers to be conservative, i.e., actual cost reductions

I I.

Application of Modular Dimensioning
Conservative Estimate (material & labor)

$ 50.00

are probably larger.

125.00

Total Cost Reduction

$1,119.00

150.00

$ 25.00

72.00

170.00

$ 98.00

34.00

58.00

$ 24.00

$ 50.00
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The above does not take into account improved efficiencies in management, materials handling, scheduling, purchasing, engineered least-cost design, value engineering, benefits of many more power tools
and equipment and related productivity improvements. These are extremely difficult to quantify, but
it is my opinion that in combination they have accounted for an additional $500 or more per dwelling of cost reduction. We consider the above numbers to be conservative, i.e., actual cost reductions
are probably larger.

Original from
UNIVERSITY OF MINNESOTA
Housing Technology and Costs

64

Levitt's

Comments

Prepared for

Levitt's

the President's Committee on Urban Housing

by Levitt & Sons, Inc.

Comments

Prepared for
the President's Committee on Urban Housing

BY LEVITT

Di

I ~z

b

& SONS, INC.

Original from

UNIVERSITY OF INNESOTA

Original from

UNIVERSITY OF

INNESOTA

Table of Contents
Table of Contents

SUMMARY 69

I. A STATEMENT CONCERNING PROSPECTS FOR REDUCTIONS IN HOUSING

COSTS 69

SUMI\IARY . . . . . . . . . . . . . . . . . . . . . . . . . . .
1. A STATEMENT CONCERNING PROSPECTS FOR REDUCTIONS IN HOUSING
COSTS . . . . . . . . . . . . . . . . . . . . . . . . . . .

69
69

II. AN ASSESSMENT OF THE SERIOUSNESS OF ZONING ORDINANCES AND

BUILDING CODES 70

II.

III. A DETAILED BREAKDOWN OF MAJOR VARIABLES IN IMPROVED LOT

AN ASSESSMENT OF THE SERIOUSNESS OF ZONING ORDINANCES AND
BUILDING CODES . . . . . . . . . . . . . . . . . . . . . .

70

A DETAILED BREAKDOWN OF MAJOR VARIABLES IN Il\JPROVED LOT
DEVELOPMENT COSTS EXPERIENCED IN THE LEVITT ORGANIZATION

72

DEVELOPMENT COSTS EXPERIENCED IN THE LEVITT ORGANIZATION . . 72

A. Land Costs 72

B. Engineering Expenses 72

C. Fees 72

D. Water and Sewer Connection Charges 72

E. Bond Costs 72

F. Demolition of Existing Structures 72

G. Clearing 72

H. New Roads 72

I. Old Roads 73

J. Structures 73

K. Grading 73

L. Rock 73

M. Curbs and Gutters 73

N. Sidewalks 73

O. Sanitary and Water Systems 73

P. School Costs 74

Q. Recreation Areas ' 74

R. Storm Drainage Costs 74

S. Off-site Utilities 74

T. Street Lighting 74

U. Underground Electric or Telephone Lines 74

(17

III.

A. Land Costs . . . .
B. Engineering Expenses
C. Fees. . . . . . .
D. Water and Sewer Connection Charges.
E. Bond Costs . . . . . . . .
F. Demolition of Existing Structures
G. Clearing .
H. New Roads
1.
Old Roads
J. Structures.
K. Grading .
L. Rock
M. Curbs and Gutters
N. Sidewalks
O. Sanitary and Water Systems
P. School Costs
Q. Recreation Areas . .
R. Storm Drainage Costs
S. Off-site Utilities
T. Street Lighting
U. Underground Electric or Telephone Lines

Dig ize by

72
72
72
72
72
72
72
72
78
78
73
73
78
78
73
74
74
74
74
74
74

Original from
UNIVERSITY OF MINNESOTA

67

tS

Di

iz

Original from

UNIVERSITY OF

INNESOTA

Reprinted below are three separate documents

prepared for the Committee by Levitt & Sons,

Inc., the largest builder of houses in the United

States. The three are:

1. A statement on prospects for reductions in

housing costs by Richard M. Wasserman,

President of Levitt & Sons, before the Re-

search and Technology Subcommittee of the

President's Committee on Urban Housing.

2. An assessment of the seriousness of zoning

ordinances and building codes as constraints

to efficient operation of the houing indus-

try; and

3. A detailed breakdown of the variables in

improved lot development costs.

Reprinted below are three separate documents
prepared for the Committee by Levitt & Sons,
Inc., the largest builder of houses in the United
States. The three are:
I. A statement on prospects for reductions in
housing costs by Richard M. Wassennan,
President of Levitt & Sons, before the Research and Technology Subcommittee of the
President's Committee on Urban Housing.
2. An assessment of the seriousness of zoning
ordinances and building codes as constraints
to efficient operation of the houing industry; and
3. A detailed breakdown of the variables In
improved lot development costs.

I. A Statement on Prospects for Reductions

in Housing Costs

I'm delighted to have an opportunity to talk

I. A Statement on Prospects for Reductions
in Housing Costs

with this distinguished group and to share our

opinions of how present housing problems may

be influenced so that more people can buy better

homes at lower cost.

We at Levitt feel that the most economical

method of building homes is the on-site fabri-

cation and assembly of pre-cut lumber in the

house structure, and the efficient cycling of men

and materials so that a field labor force is kept

busy at its trades and not occupied in traveling,

handling materials, or waiting for another craft.

We believe that the house of greatest ultimate

value is one that is built over and over and over

again, tens and hundreds and thousands of times,

so that the benefits of sophisticated industrial

engineering can be gained, so that the plumbing

savings in back-to-back bathrooms and kitchens

can multiply to really significant amounts, so

that a $5 detail here and a $10 item there can be

assessed as $50 or $60 thousand and not tossed

away lightly. We believe that the production

techniques we employed in building the post-war

Levittowiis result in the greatest possible con-

struction economies, and we reluctantly modified

our operation only because a changing market-

place dictated a change as a requisite for eco-

nomic survival.

Instead of building 5000 identical houses at a

single site in one year, we now build 5000 houses

in 150 varieties at 18 sites during the same time,

houses whose designs are dictated primarily by

marketing, not production disciplines. Obvious-

ly, we have not been able to keep the same pro-

duction efficiency in our present circumstances

as we enjoyed many years ago. We have, never-

theless, retained many of our previous advan-

tages, and have supplemented them with more

recent techniques such as pre-fabricated roof

trusses and pre-hung doors, and an expanding

computer information system which permits us

ever finer control of our growing operations.

Given an adequate supply of skilled labor, we

know of no better or more economical method

of satisfying our present production require-

ments than field assembly.

If it seems that we have not progressed from

I'm delighted to have an opportunity to talk
with this distinguished group and to share our
opinions of how present housing problems may
be influenced so that more people can buy better
homes at lower cost.
We at Levitt feel that the most economical
method of building homes is the on-site fabrication and assembly of pre-cut lumber in the
house structure, and the efficient cycling of men
and materials so that a field labor force is kept
busy at its trades and not occupied in traveling,
handling materials, or waiting for another craft.
We believe that the house of greatest ultimate
value is one that is built over and over and over
again, tens and hundreds and thousands of times,
so that the benefits of sophisticated industrial
engineering can be gained, so that the plumbing
savings in back-to-back bathrooms and kitchens
can multiply to really significant amounts, so
that a $5 detail here and a $10 item there can be
assessed as $50 or $60 thousand and not tossed
away lightly. We believe that the production
techniques we employed in building the post-war
Levittowns result in the greatest possible construction economies, and we reluctantly modified
our operation only because a changing marketplace dictated a change as a requisite for economic survival.
Instead of building 5000 identical houses at a
single site in one year, we now build 5000 houses
in 150 varieties at 18 sites during the same time,
houses whose designs are dictated primarily by
marketing, not production disciplines. Obviously, we have not been able to keep the same production efficiency in our present circumstances

the time Grandfather built his house, let me

assure you that our own research, prototype, and

design and engineering experimental programs

on which we spend almost $1 million a year,

have yielded nothing better.

We are faced with ready buyers who have been
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as we enjoyed many years ago. We have, nevertheless, retained many of our previous advantages, and have supplemented them with more
recent techniques such as pre-fabricated roof
trusses and pre-hung doors, and an expanding
computer information system which permits us
ever finer control of our growing operations.
Given an adequate supply of skilled labor, we
know of no better or more economical method
of satisfying our present production requirements than field assembly.
If it seems that we have not progressed from
the time Grandfather built his house, let me
assure you that our own research, prototype, and
design and engineering experimental programs
on which we spend almost $1 million a year,
have yielded nothing better.
We are faced with ready buyers who have been
taught to admire and desire attractive, well-designed and unique homes; and a broader based
segment of our population who badly needs and
certainly deserves comfortable, dignified housing,
to whom we cannot respond because they do not
measure up to the economic dimensions of present building costs.
How then can we influence our costs? How
can we build low-cost housing-whatever we
may mean by it-so that it stands on its own
feet?
I propose that we look not only to the house
structure where changes in codes, use of mass
production and possibly factory assembly will
bring welcome economies, but more significantly
beyond the structure to other changes which may
be easier to influence and which may have an
even larger impact on selling price.
We build a typical 4-bedroom, 2-bath, 1700
sq. ft. house, at a density of 2V2 to the acre to
sell for $25,000. The cost of the house structure
is just $11,000 or 44 percent of the sales price.
The $11 ,000 covers all direct labor and material
costs, a complete appliance package, central air
conditioning, full landscaping and many amenities. While changes in codes, mass production
and new technologies may reduce this figure by
5 or 10 percent for a savings of up to $1100,
savings of many times this amount can be obtained through better utilization of land, economies in site work (roads, utilities, etc.), and
elimination of mortgage discounts.
If we increase our density from 2V2 houses per
acre to 3 or 5 houses or 10 per acre, we can cut
our developed lot cost from $6300 to $4000 to
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$2000 or less, a savings of thousands of dollars.

Our own town houses at Rittenhouse Park in

Willingboro are being built at a density of ap

proximately 8 units per acre with tremendous

savings in development costsâand substantial

reductions to home purchasers. We know that we

can build these houses at 10 units per acre and

maintain an attractive and orderly plan, and we

are now trying to develop a design for 12 units

per acre for lower cost housing, and still avoid

a crowded and cluttered appearance. Obviously,

we can effect major savings with higher density

building and improved zoning concepts and yet,

unfortunately, we have met frequent and ex-

cessive local resistance to such proposals.

A mortgage discount of $1200, which seems

typical today for a $25,000 house, constitutes an

unproductive cost that we must reflect in our

selling price. Some program which would assure

a ready supply of mortgage money at par or only

nominal cost would result in significant reduc-

tions in sales price. The largest single item,

$11,000 of direct building cost, is probably the

most difficult to influence. With materials and

labor costing more and more, we have searched

for lower cost substitute materials, but to date

we have found none. We have investigated auto-

mated and pre-fabricated production techniques

to reduce field labor, and believe they have con-

siderable merit where skilled labor is scarce.

They do not otherwise reduce cost. Unfortu-

nately, we do not foresee any breakthrough in

$2000 or less, a savings of thousands of dollars.
Our own town houses at Rittenhouse Park in
Willingboro are being built at a density of ap
proximately 8 units per acre with tremendous
savings in development costs-and substantial
reductions to home purchasers. We know that we
can build these houses at 10 units per acre and
maintain an attractive and orderly plan, and we
are now trying to develop a design for 12 units
per acre for lower cost housing, and still avoid
a crowded and cluttered appearance. Obviously,
we can effect major savings with higher density
building and improved zoning concepts and yet,
unfortunately, we have met frequent and excessive local resistance to such proposals.
A mortgage discount of $1200, which seems
typical today for a $25,000 house, constitutes an
unproductive cost that we must reflect in our
selling price. Some program which would assure
a ready supply of mortgage money at par or only
nominal cost would result in significant reductions in sales price. The largest single item,
$11,000 of direct building cost, is probably the
most difficult to influence. With materials and
labor costing more and more, we have searched
for lower cost substitute materials, but to date
we have found none. We have investigated auto-

II. An Assessment of the Seriousness of
Zoning Ordinances and Building Codes
as Constraints

mated and pre-fabricated production techniques

Code.

to reduce field labor, and believe they have considerable merit where skilled labor is scarce.
They do not otherwise reduce cost. Un~ortu
nately, we do not foresee any breakthrough in
materials or technology which will help to an
appreciable degree. We do see a critical labor
shortage unless immediate remedial steps are
taken.
The unreasonable and restrictive constraints
of local building codes and featherbedding by
unions, when and where they exist, constitute
unjustifiable extra expense to our industry and
the public. Both conditions have been discussed
ad nauseum. Unfortunately, these conditions
have the further negative effect of inhibiting
experimentation by material producers on new
product development.
I regret my inability to paint a brighter picture today or to provide a panacea. We will keep
searching for improvement in all our activities,
alone and in concert with government and others,
with the hope that through this continuing effort
we will find better, less costly ways to produce
the housing which we recognize is so badly
needed.

While many of the major codes now in use
(FHA, BOCA, etc.) are more restrictive than
necessary, and require updating, they are not
major stumbling blocks. Costs, of course, would
be lowered if these codes were intelligently modified. A firm such as ours, building in many locations, could be far more efficient if the same
code were used throughou t.
A more serious problem lies in the code practices of individual communities who often maintain totally unrealistic and high restrictive codes
which add significantly to the costs without improving quality or safety. Prohibition against use
of slabs and plastic pipe; requirements of ~"
plywood sheathing, and wiring encased in metal
conduit, are examples of such restrictions. In
some cases, these requirements are due to the
misguided zealousness of local building agencies
which heap caution upon caution. In other instances, the requirements are outgrowths of political pressures by vested interests. In many
instances, restrictive codes are established to deter
building within the' community. This approach
is usually coupled with restrictive zoning regulations a · ~ig VI· I ~ s~nne processing procedures.
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with the hope that through this continuing effort
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the housing which we recognize is so badly

needed.

II. An Assessment of the Seriousness of

Zoning Ordinances and Building Codes

as Constraints

Zoning

It is in the area of zoning that the greatest

dollar savings in house construction can be ob-

tained. Most municipalities are not willing to

accept sophisticated zoning techniques. In many

instances, municipalities use their zoning powers

to restrict building in their community both as

to quantity and price. In so doing, they follow

the wishes of their constituents who hope to

maintain the status quo.

Where school districts are small in size, or en-

compass only a given municipality, there is great

concern by the residents that new housing con-

struction will mean acceleration of school needs

Dig ize
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Zoning
It is in the area of zoning that the greatest
dollar savings in house construction can be obtained. Most municipalities are not willing to
accept sophisticated zoning techniques. In many
instances, municipalities use their zoning powers
to restrict building in their community both as
to quantity and price. In so doing, they follow
the wishes of their constituents who hope to
maintain the status quo.
Where school districts are small in size, or encompass only a given municipality, there is great
concern by the residents that new housing construction will mean acceleration of school needs
and skyrocketing taxes. As a result, various forms
of prohibitive codes and zoning are established
which exclude any sizable or any moderate cost
housing production.
In: our judgment, a breakthrough in housing
costs in the near future will be accomplished
not by new technologies and methods, but by
the adoption of uniform building codes and a
breakthrough in land utilization practices.
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The following areas of residential design or

construction could be changed if building codes

were not a controlling factor.

The codes involved in this study were: FHA

MPS 300, BOCA, New York State, New Jersey

State, Suburban Building Officials Conference,

National Electric Code, National Fire Preven-

tion Association, and National Plumbing Code.

The following areas of residential design or
construction could be changed if building codes
were not a controlling factor.
The codes involved in this study were: FHA
MPS 300, BOCA, New York State, New Jersey
State, Suburban Building Officials Conference,
National Electric Code, National Fire Prevention Association, and National Plumbing Code.
Local area codes were not used, for they are
generally overly restrictive.

Local area codes were not used, for they are

generally overly restrictive.

1. Fire-proofing between the garage and the

house could be completely eliminated. This

deletion has been incorporated in the FHA

requirements, but the remaining codes all

require some form of fire-proofing. To sup-

port the FHA approach, a government study

on causes of domestic fires indicates garage

fires as one of the lowest (less than 3 percent).

2. Construction framing.

I. Fire-proofing between the garage and the
house could be completely eliminated. This
deletion has been incorporated in the FHA
requirements, but the remaining codes all
require some form of fire-proofing. To support the FHA approach, a government study
on causes of domestic fires indicates garage
fires as one of the lowest (less than 3 percent).

a. 2" x 3" partition walls could be used for all

non-bearing partition walls.

b. Some national codes have eliminatedâwith

no ill effectsâthe requirement of cross-

bridging of floor systems. This requirement

could be eliminated from those codes which

still include it.

c. Single jamb and header framing for interior

openings could be used in non-bearing walls.

Not all national codes permit this.

d. Floor and roof structural members could be

spaced as required by structural design in-

stead of based on code limits.

e. Wall framing could be changed from old

standards to systems designed for structural

stability.

f. Sheathing for roof, floor, and walls could be

changed to materials and thicknesses that

would correspond to the overall system in-

stead of using the old code standards.

g. Bearing walls could use 2" x 3" material,

or with structural designing, could use even

thinner material.

3. Glass area requirements and ventilation re-

quirements could be reduced.

4. Foundation pad footings or spread footings

could be eliminated. Foundation walls could

be 6" thick or possibly even less if all struc-

tural requirements were fully checked. (Note:

Many codes now permit 6" foundations for

single story homes.) A l"x4" screed plate

spiked to the foundation could be used in

place of the standard 2" x 4" screed which is

2. Construction framing.
a. 2" x 3" partition walls could be used for all
non-bearing partition walls.
b. Some national codes have eliminated-with
no ill effects-the requirement of crossbridging of floor systems. This requirement
could be eliminated from those codes which
still include it.
c. Single jamb and header framing for interior
openings could be used in non-bearing walls.
Not all national codes permit this.
d. Floor and roof structural members could be
spaced as required by structural design instead of based on code limits.
e. Wall framing could be changed from old
standards to systems designed for structural
stability.
£. Sheathing for roof, floor, and walls could be
changed to materials and thicknesses that
would correspond to the overall system instead of using the old code standards.
g. Bearing walls could use 2" x 3" material,
or with structural designing, could use even
thinner material.

realistic, especially in regard to the sizes of

5. Wood nailing schedules could be made more
realistic, especially in regard to the sizes of
lumber involved. A great deal of split material can result if FHA requirements are
followed to the letter.
6. The 8" floor above grade requirement could
be modified to 6" without greatly increasing
the danger of flooding problems.
7. Pre-fabricated chimneys could be used for
any and all chimney requirements.
8. Roofs do not require the weight of asphalt
shingle presently being used. Also, roofing
felt could probably be eliminated on all roof
slopes, except perhaps on extremely low
sloped roofs.
9. Concrete house slabs could be thinner.

3. Glass area requirements and ventilation requirements could be reduced.

10. Plumbing.
a. The absence of a code would permit the use
of under slab service weight cast iron and
L hard copper tubing as drainage materials
for all residential construction. The use of
no-hub joints or rubber ring mechanical
joints, and copper-lead shop "prefab" plumbing "trees" would be acceptable. L soft copper tubing for water service is now accepted
by FHA, and should be permitted under all
codes.
b. PVC plastic pipe could be used for drain
waste and venting, and in fact is now permitted by several national codes. If desired,
no-hub cast iron could be used for drainage
and PVC plastic for venting. The necessity
of domestic water drain pits and drain-down
requirements in slab houses could be eliminated.
c. Soft copper distribution (domestic water)
material above slab in residential construction could be used.
d. Venting requirements could be lessened
since many codes over-design.

4. Foundation pad footings or spread footings
could be eliminated. Foundation walls could
be 6" thick or possibly even less if all structural requirements were fully checked. (Note:
Many codes now permit 6" foundations for
single story homes.) AI" x 4" screed plate

11. Electrici ty.
a. Duplex receptacles are now required to be
spaced at no greater than 12' intervals. This
is excessive in some cases.
b. Present residential electrical distribution
system uses 115 volts as a base. Savings could

bolted to the foundation.

5. Wood nailing schedules could be made more

spiked to the foundation could be used in
place of the standard 2" x 4" screed which is
bolted to the foundation.

lumber involved. A great deal of split mate-

rial can result if FHA requirements are

followed to the letter.

6. The 8" floor above grade requirement could

be modified to 6" without greatly increasing

the danger of flooding problems.

7. Prefabricated chimneys could be used for

any and all chimney requirements.

8. Roofs do not require the weight of asphalt

shingle presently being used. Also, roofing

felt could probably be eliminated on all roof

slopes, except perhaps on extremely low

sloped roofs.

9. Concrete house slabs could be thinner.

10. Plumbing.
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be realized if a 220 volt residential system

were adopted.

c. 100 amp electric service without local control

could be reduced to a 60 amp service where

justified.

d. Code requirements for 20 amp utility recep-

be realized if a 220 volt residential system
were adopted.
c. 100 amp electric service without local control
could be reduced to a 60 amp service where
justified.
d. Code requirements for 20 amp utility receptables in rooms other than kitchens and
laundries are excessive.

tables in rooms other than kitchens and

laundries are excessive.

12. Differentiation between residential and com-

mercial-industrial construction requirements

would lessen the code requirements of single

and low-rise multiple construction. Some

codes are beginning to make this distinction.

12.

Differentiation between residential and commercial-industrial construction requirements
would lessen the code requirements of single
and low-rise multiple construction. Some
codes are beginning to make this distinction.

Fee,
Land developers face a multitude of filing,
recording and inspection fees which, depending
upon the bureaucratic approach taken by the
agencies, can vary from $25 to $250 per unit.
Water and Sewer Connection Charges
These costs can vary enormously and will be
discussed further under the water and sewer costs
within the tract development. Basically, the present trend in many areas is to charge a water
and sewer connection charge equal to or greater
than the plant facility cost. The range of these
charges can be from $250 to $750 per unit.

III. A Detailed Breakdown of Major Variables

in Improved Lot Development Costs

Experienced in the Levitt Organization

In building suburban communities, Levitt &

Sons has dealt basically with raw land. Con-

sequently, costs have been determined primarily

by topography, geology, and subdivision require-

ments. A wide range of variables affect costs.

Land Costs

Suburban acreage, which is predominantly

present or former farm land, currently varies in

price from under $1,000 per acre to over $10,000

per acre. Yield for detached single-family units

can run as low as .8 homes per acre to as high as

3.5. Thus the cost of raw land can range from

a few hundred dollars to over $10,000 per lot.

Engineering Expenses

Since engineering costs are basically a function

of the total cost of land improvement and gen-

erally vary from 7 to 11 percent, and since im-

provement costs vary from $2,500 to nearly $7,000

per lot, a wide range of costs can be anticipated.

It should be recognized that certain areas of the

country are locked into antiquated methods of

survey requirements consisting of ground field

topo rather than aerial photography, and limit-

ations on the use of Geodimeters and other

equipment. These restrictions can increase the

costs of field surveys for land acquisition and

topography information from a low of $10 to

$15 per lot up to $70 or $80 per lot.

In addition, if sites have extensive low wet

lands or rock formations within them, these

conditions can increase the cost of a project

anywhere from $25 to $800 per unit. In many

of our older projects, we were able to avoid

these conditions, but they are becoming routine

in our new site investigations.

Fees

Land developers face a multitude of filing,

recording and inspection fees which, depending

upon the bureaucratic approach taken by the

agencies, can vary from $25 to $250 per unit.

Water and Sewer Connection Charges

These costs can vary enormously and will be

discussed further under the water and sewer costs

within the tract development. Basically, the pres-

ent trend in many areas is to charge a water

and sewer connection charge equal to or greater

than the plant facility cost. The range of these

charges can be from $250 to $750 per unit.

Bond Costs

III. A Detailed Breakdown of Major Variables
in Improved Lot Development Costs
Experienced in the Levitt Organization
In building suburban communities, Levitt &
Sons has dealt basically with raw land. Consequently, costs have been determined primarily
by topography, geology, and subdivision requirements. A wide range of variables affect costs.

Land Costs
Suburban acreage, which is predominantly
present or former farm land, currently varies in
price from under $1,000 per acre to over $10,000
per acre. Yield for detached single-family units
can run as low as .8 homes per acre to as high as
3.5. Thus the cost of raw land can range from
a few hundred dollars to over $10,000 per lot.
Engineering Expenses
Since engineering costs are basically a function
of the total cost of land improvement and generally vary from 7 to 11 percent, and since improvement costs vary from $2,500 to nearly $7,000
per lot, a wide range of costs can be anticipated.
It should be recognized that certain areas of the
country are locked into antiquated methods of
survey requirements consisting of ground field
topo rather than aerial photography, and limitations on the use of Geodimeters and other
equipment. These restrictions can increase the
costs of field surveys for land acquisition and
topography information from a low of $10 to
$15 per lot up to S70 or $80 per lot.
In addition, if sites have extensive low wet
lands or rock formations within them, these
conditions can increase the cost of a project
anywhere from $25 to $800 per unit. In many
of our older projects, we were able to avoid
these conditions, but they are becoming routine
in our new site investigations.

For subdivision work, most areas require a

bond not only to insure completion of the land

improvements, but to insure that these facilities

are maintained for a period of one to two years

after the acceptance of the completed work.
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Bond Co,t,
For subdivision work, most areas require a
bond not only to insure completion of the land
improvements, but to insure that these facilities
are maintained for a period of one to two years
after the acceptance of the completed work.
These bond costs run from $25 to $100 per unit.
Demolition 0/ Existing Structures
Since most land purchased has existing buildings on it, these have to be demolished. Average
costs for demolition projects we are currently
involved in run from $10 to $30 per unit. We
have paid as much as $1,000 to $2,000 to demolish an existing structure, but these costs are
spread out over a large number of units constructed on the site.
Clearing
In most projects we clear the entire road
right-of-way and portions, if not all, of the lot
areas. The cost of clearing is thus dependent
upon the total road frontage required for the
lot, road right-of-way widths and the amount
of lot area to be cleared. Clearing prices depend
upon the density of the woods, topography, and
whether the site is dry or wet. Our current
range of costs varies from $200 to $1200 per acre,
and the clearing costs per lot from $50 to $450.
Lands that are already clear to a large extent
are obviously the ones that have the minimum
cost. Large lots with heavy wooded growth and
unusual problem of tree saving are the ones
that may require clearing costs of up to $450
per unit.
New Roads
The pavement construction used in our current projects has a unit cost per square yard
varying from as 10 as $1.50/s.y. where the native
nglnal rom
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material is sand and gravel, which is an excellent

subbase, and we are only putting a pavement

surface on it, to $5.00/s.y. where we have to

construct concrete roads or a heavy flexible pave-

ment. Most muncipalities or other agencies hav-

ing jurisdiction over pavements are somewhat

inflexible in their requirements and, as a result,

much of our current pavement construction is

overdesigned.

The cost per unit is dependent upon the road

frontage required, which varies from 60' to 125'

for interior lots in our current subdivisions, and

pavement width which varies from 22' to 52'.

Therefore, a broad range of costs exists. In the

higher density projects per-unit costs of $400 to

$500 are quite common. In many of our higher

priced projects, costs running from $1,000 to

$1,200 per unit are being accepted.

material is sand and gravel, which is an excellent
subbase, and we are only putting a pavement
surface on it, to $5.00/s.y. where we have to
construct concrete roads or a heavy flexible pavement. Most muncipalities or other agencies having jurisdiction over pavements are somewhat
inflexible in their requirements and, as a result,
much of our current pavement construction is
overdesigned.
The cost per unit is dependent upon the road
frontage required, which varies from 60' to 125'
for interior lots in our current subdivisions, and
pavement width which varies from 22' to 52'.
Therefore, a broad range of costs exists. In the
higher density projects per-unit costs of $400 to
$500 are quite common. In many of our higher
priced projects, costs running from $1,000 to
$1,200 per unit are being accepted.

Old Roads

If a large project fronts on an existing road,

or has a county road running through it, one

large item is the cost of reconstruction, widening,

providing curbs, sidewalks and such other im-

provements to these existing roads. This expense

is in addition to the cost of dedicating new

rights-of-way. In some areas these costs run from

$100 to $300 to $400 per unit.

Structures

In many projects we have had to build bridges

over streams, widen existing bridges, and build

box culverts and foot bridges. These structural

Old Roads
If a large project fronts on an existing road,
or has a county road running through it, one
large item is the cost of reconstruction, widening,
providing curbs, sidewalks and such other improvements to these existing roads. This expense
is in addition to the cost of dedicating new
rights-of-way. In some areas these costs run from
$100 to $300 to $400 per unit.

ground utility. The cost item varies from nothing
in many of our projects to as high as $850 per
unit in current projects. Unit cost of rock will
vary from $3 to $4 for mass rock excavation, to
$12 to $20/c.y. for trench excavation.

Curbs and Gutters
All of our current projects require curbs and
gutters. These can be built either as integral
curb and gutter; or, in some cases, curbs alone
are sufficient since the pavement will function
as the gutter. The unit cost for curbs alone
varies from $1.25 to $2.25/1.£., depending upon
the depth of curb requirement, thickness, shape,
and material requirements. The combination
curb and gutter varies from $2.00 to $3.50/1.£.,
again depending upon shape, thickness, and
material requirements. Therefore, curbs and gutters will cost from as low as $90 per unit to as
high as $600 to $700.
Sidewalks
Sidewalks, if required, are generally 4" thick,
concrete, and either 4' or 5' in width. Sidewalks
are not recognized as desirable in all jurisdictions. Therefore, the cost of sidewalks varies
from nothing where they are omitted to a low
of $100 and a high of $250 per unit.

costs can vary from $50,000 to over $300,000 per

item, and on a unit house basis would vary from

$50 to $500 in our current projects.

Grading

Grading, in its broad sense, includes roadway

excavation, grading of lots, top soil stripping and

placing, wet excavation, backfill and disposal,

and stream relocation or deepening. Our costs

for these individual items will vary from $.35 to

$.45 per c.y. for mass excavation, $.35 to $1.25

Structures
In many projects we have had to build bridges
over streams, widen existing bridges, and build
box culverts and foot bridges. These structural
costs can vary from $50,000 to over $300,000 per
item, and on a unit house basis would vary from
$50 to $500 in our current projects.

for wet excavation, $.75 to $2.00 for stream

relocation and channel deepening. Costs for in-

dividual projects vary from $300 a unit to as

high as $800 to $900 per unit.

Rock

Additional costs must be faced if rock is en-

countered in roadway excavation, foundation

excavation for houses, or in trenches for sanitary,

water and storm drainage or any other under-

ground utility. The cost item varies from nothing

in many of our projects to as high as $850 per

unit in current projects. Unit cost of rock will

vary from $3 to $4 for mass rock excavation, to

$12 to $20/c.y. for trench excavation.

Curbs and Gutters

Grading
Grading, in its broad sense, includes roadway
excavation, grading of lots, top soil stripping and
placing, wet excavation, backfill and disposal,
and stream relocation or deepening. Our costs
for these individual items will vary from $.35 to
$.45 per c.y. for mass excavation, $.35 to $1.25
for wet excavation, $.75 to $2.00 for stream
relocation and channel deepening. Costs for individual projects vary from $300 a unit to as
high as $800 to $900 per unit.

All of our current projects require curbs and

gutters. These can be built either as integral

curb and gutter; or, in some cases, curbs alone

are sufficient since the pavement will function

as the gutter. The unit cost for curbs alone

varies from $1.25 to $2.25/1.f., depending upon

the depth of curb requirement, thickness, shape,

and material requirements. The combination

Rock
Additional costs must be faced if rock is encountered in roadway excavation, foundation
excavation for houses, or in trenches for sanitary,
water and storm drainage or any other under-

curb and gutter varies from $2.00 to $3.50/l.f.,

again depending upon shape, thickness, and

material requirements. Therefore, curbs and gut-

ters will cost from as low as $90 per unit to as

high as $600 to $700.

Sidewalks
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Sanitary and Water Systems
At present, sanitary and water costs are one
of the biggest variables in land improvement.
If we are fortunate to be in an area which recognizes the wisdom of having major plants and
facilities which Levitt can build, own, operate
and subsequently permit the municipality to buy
as a self-operating facility, our costs can be
basically eliminated for these facilities. In addition, owning these facilities permits greater control of approval processing and construction requirements so that facilities are ready when
needed. We have demonstrated that when we
own and operate these facilities, our charges to
the home owner are less than the charges of local
public agencies which receive heavy Federal Government grants to construct their facilities. This
fact indicates the disparity of approaches to
providing these facilities. Our costs for sanitary
systems and water systems are largely dependent
upon the requirements of the reviewing agencies
and their recognition of the actual capacities
required for the residential communities, as
compared with many published text book requirements.
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Therefore, our water and sanitary facilities can

run as low as no cost per unit to as high as

$2,000 to $2,500 per unit. In those areas where

we have to build sanitary lines, our 8" ACP

sanitary pipe costs, for example, vary from ap-

proximately $4.00/l.f. to $6.50/1.1, depending

upon local labor costs and depth of excavation.

Similarly, 8" cast iron water mains are running

from $5.00/l.f. to $7.00/l.f. The above cost in-

cludes engineering and contract administration.

School Costs

In certain areas of the country, school costs

are negligible because the school board pays for

both the land required for schools and the im-

provement costs for the school site. Other juris-

dictions require contributions for school sites.

In extreme cases, we have been forced to con-

tribute school property, build a school, and con-

tribute the school building as well. Therefore, in

our experience, costs have varied from nothing

to as high as $900 per unit.

Recreation Areas

The community recreation facilities provided

in our projects today include grading, paving,

landscaping, walks, foot bridges, and fencing.

Costs vary from $25 per unit to over $800 per

unit, depending upon whether the recreation

facility is a minimal park area or a complete

tennis, swim and other multi-use facility where

the home buyer automatically becomes a mem-

ber of the association which operates this facility.

Storm Drainage Costs

Storm drainage costs within our projects vary

depending upon the size of the lots, position of

the site within the drainage area of the region,

and variations in codes and agency requirements.

Storm drainage facilities include inlets, pipe lines,

Therefore, our water and sanitary facilities can
run as low as no cost per unit to as high as
$2,000 to $2,500 per unit. In those areas where
we have to build sanitary lines, our 8" ACP
sanitary pipe costs, for example, vary from approximately $4.00/1.£. to $6.50/1.£., depending
upon local labor costs and depth of excavation.
Similarly, 8" cast iron water mains are running
from $5.00/1.£. to $7.00/1.£. The above cost includes engineering and contract administration.

Storm Drainage Co,t,

School Costs
In certain areas of the country, school costs
are negligible because the school board pays for
both the land required for schools and the improvement costs for the school site. Other jurisdictions require contributions for school sites.
In extreme cases, we have been forced to contribute school property, build a school, and contribute the school building as well. Therefore, in
our experience, costs have varied from nothing
to as high as $900 per uni t.

oO-site Utilities

Recreation A.reas
The community recreation facilities provided
in our projects today include grading, paving,
landscaping, walks, foot bridges, and fencing.
Costs vary from $25 per unit to over $800 per
unit. depending upon whether the recreation
facility is a minimal park area or a complete
tennis, swim and other multi-use facility where
the home buyer automatically becomes a member of the association which operates this facility.

Storm drainage costs within our projects vary
depending upon the size of the lots, position of
the site within the drainage area of the region,
and variations in codes and agency requirements.
Storm drainage facilities include inlets, pipe lines,
manholes, ditches. culverts, recharge basins, retention basins, fencing and landscaping. Costs in
current projects vary from $350 per unit to as
high as $1000 per unit.

This item includes either upstream or downstream drainage; bringing in of gas lines; water
lines; providing off-site sanitary lines; pump stations for both gas and sanitary systems; and
easements. The costs of these facilities are difficult to estimate unless a specific project is being
studied. The range of costs per unit on specific
projects has run as high as $350 for off·site sanitary, $100 for off-site water, $150 for off-site
drainage, and $50 for off-site easements.
Street Lighting
The cost of street lighting in many areas of
the country is borne by the developer. This cost
can vary from $20 to $40 per unit where required.
Underground Electric or Telephone Lines
On those projects where we are required to
place underground electric or telephone lines,
these cost an additional $100 to $200 per unit.

manholes, ditches, culverts, recharge basins, re-

tention basins, fencing and landscaping. Costs in

current projects vary from $350 per unit to as

high as $1000 per unit.

Off-site Utilities

This item includes either upstream or down-

stream drainage; bringing in of gas lines; water

lines; providing off-site sanitary lines; pump sta-

tions for both gas and sanitary systems; and

easements. The costs of these facilities are diffi-

cult to estimate unless a specific project is being

studied. The range of costs per unit on specific

projects has run as high as $350 for off-site sani-

tary, $100 for off-site water, $150 for off-site

drainage, and $50 for off-site easements.

Street Lighting

The cost of street lighting in many areas of

the country is borne by the developer. This cost

can vary from $20 to $40 per unit where required.

Underground Electric or Telephone Lines

On those projects where we are required to

place underground electric or telephone lines,

these cost an additional $100 to $200 per unit.
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I. Introduction
Probably more attention has been focused on
the cost of housing than on the cost of any
other durable or non-durable good. Two related
reasons-the magnitude of housing expenditures
in consumer budgets and the universal complaint that housing costs too much-at least
partially account for this concern. Ignoring the
deeper issue of how-much-is-too-much, the alleged expensiveness of housing has inhibited
solutions to the world's shelter problems. Even
in affluent societies, the relatively high cost of
house construction may be responsible for urban
blight, slums, and the syndrome of evils attributed to overcrowding and dilapidation.
Not only has housing always been expensive,
but historically, the cost of the product has
risen more rapidly than the prices of most other
consumer goods. The popular literature is filled
with charges that the construction industry is
inefficient and that it consciously inhibits costsaving innovations. In fact, housing price increases are often alleged to have outstripped
those of nearly all other major items of the
family budget. (102, 183)· Of further concern
is the assertion which also finds general support
in the literature, that output per worker in the
construction industry has lagged behind price
increases. The causes of the price increases are
not fully understood. The assumed inefficiency
of the industry may well be exaggerated; for,
given the constraints within which the industry
operates, construction may be as efficient as possible. If it is true of the residential construction
industry as well, then today's homebuyer is getting less for his housing dollar than yesterday's
homebuyer. As Charles Abrams notes, "Of all
the commodities that have been touched by the
industrial revolutions, the house has remained
the most impervious to change." (125)
The construction and operating costs of housing have varied not only over time, but over
area as well. Cost and price indexes indicate that
equivalent shelter sells at different prices in different cities. The same generalization holds for
operating costs, as revealed in the intermittent
Surveys of Consumer Expenditures.
But what can be done to reduce the cost of
housing? Since part of the temporal cost increases
and regional cost differentials may result from
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forces external to the housing industry, steps to

reduce costs or equalize them among areas may

have to be initiated outside the industry. Some

of these efforts are within the realm of public

policy. For example, the terms of mortgage credit,

which burden household budgets, respond to

monetary policy. However, those external forces

which are primarily public may be susceptible to

policy only at certain levels of government. For

example, promulgation and administration of

uniform building codes require local initiative,

since such codes (like zoning) are powers gen-

erally exercised by municipal government.

The purpose of this paper is to assess the pro-

ductive and distributive efficiency of the housing

industry; the effects of certain factors which

may adversely affect efficiency and the pace of

innovation; and finally, the effect of such factors

on the cost of housing. To accomplish this pur-

pose, we have attempted to analyze and synthe-

size recent contributions to this area of knowl-

edge. Fortunately, there are several studies of the

housing industry which, though somewhat dated,

serve as a solid base from which to proceed. (41,

23, 52, 74, 24, 61) Thus, the primary purpose is

summarization and evaluation of the present

"state of the arts," rather than original research.

Because of this constricted definition of purpose,

it has been far easier to pose questions than to

furnish answers.

Moreover, many of the answers are uncertain

and, possibly in a few cases, of questionable value.

By revealing gaps, this effort should be instruc-

tive in guiding further research. But where the

evidence is clear, new policy can be articulated

and existing policy modified or clarified. We

have, however, consciously avoided the tempta-

tion to make value judgments or to suggest

policy.

The paper is ordered in four principal sec-

tions. This introduction sets the stage; first, by

considering historically the operating performance

of the housebuilding industry and the con-

struction industry of which it is a part; and sec-

ondly, by defining terms and considering housing

as an operating sub-system within other systems.

The following section identifies factors which af-

fect the price of housing and, possibly, its value

as well. Of central concern are those factors

either lodged in the public domain or otherwise

endogenous to public policy. The third section

deals with cost factors by function. The con-

cluding section considers the magnitude of costs

("how much?") and the incidence of costs ("who

pays?") and summarizes the whole.

A. Productivity in Housebuilding

Many of the arguments shaping public opinion

state unequivocally that the housebuilding indus-

try is backward and inefficient. Evidence to the

contrary is often buried in technical reports

which do not receive the same attention.

A short review of industrial performance pref-

aces this exploration of efficiency in the house-

building industry. In the process, some priorities

and interdependencies are suggested. To illus-

forces external to the housing industry, steps to
reduce costs or equalize them among areas may
have to be initiated outside the industry. Some
of these efforts are within the realm of public
policy. For example, the terms of mortgage credit,
which burden household budgets, respond to
monetary policy. However, those external forces
which are primarily public may be susceptible to
policy only at certain levels of government. For
example, promulgation and administration of
uniform building codes require local initiative,
since such codes (like zoning) are powers generally exercised by municipal government.
The purpose of this paper is to assess the productive and distributive efficiency of the housing
industry; the effects of certain factors which
may adversely affect efficiency and the pace of
innovation; and finally, the effect of such factors
on the cost of housing. To accomplish this purpose, we have attempted to analyze and synthesize recent contributions to this area of knowledge. Fortunately, there are several studies of the
housing industry which, though somewhat dated,
serve as a solid base from which to proceed. (41,
23, 52, 74, 24, 61) Thus, the primary purpose is
summarization and evaluation of the present
"state of the arts," rather than original research.
Because of this constricted definition of purpose,
it has been far easier to pose questions than to
furnish answers.
Moreover, many of the answers are uncertain
and, possibly in a few cases, of questionable value.
By revealing gaps, this effort should be instructive in guiding further research. But where the
evidence is clear, new policy can be articulated
and existing policy modified or clarified. We
have, however, consciously avoided the temptation to make value judgments or to suggest
policy.
The paper is ordered in four principal sections. This introduction sets the stage; first, by
considering historically the operating performance
of the housebuilding industry and the construction industry of which it is a part; and secondly, by defining terms and considering housing
as an operating sub-system within other systems.
The following section identifies factors which affect the price of housing and, possibly, its value
as well. Of central concern are those factors
either lodged in the public domain or otherwise
endogenous to public policy. The third section
deals with cost factors by function. The concluding section considers the magnitude of costs

("how much?") and the incidence of costs ("who
pays?") and summarizes the whole.

A. Productivity in Housebuilding
Many of the arguments shaping public opinion
state unequivocally that the housebuilding industry is backward and inefficient. Evidence to the
contrary is often buried in technical reports
which do not receive the same attention.
A short review of industrial performance prefaces this exploration of efficiency in the housebuilding industry. In the process, some priorities
and interdependencies are suggested. To illustrate, local programs directed at removing obstacles aimed at cost-reduction through increased
industrial efficiency may fail to achieve their
ends if simultaneously, through federal programs
of massive financial assistance to builders and
consumers, the demand for land, labor, and materials is raised. Thus, constraints on homebuilding at the sub-national level must be considered
within a multi-level context.
The notion that little is being done to improve
the efficiency of construction, particularly of
homebuilding, is so generally accepted that we
must address the subject briefly. Those who allege inefficiency support their argument by referring to two major empirical contentions: (I)
the disproportionate increase in the costs of
house building as compared to other costs, and
(2) the small productivity increases in housebuilding as compared to other industries.
A brief examination of productivity in the
construction industry, of which housebuiIding
constitutes a major part, will establish perspective. In his study of sectoral causes of inflation
during the 1947-57 decade, Schultze concludes
that construction was the single most inflationary
sector of the economy. Prices rose over five percent annually, on the average. (102, p. 41) A study
supported by the National Bureau of Economic
Research, covering approximately the same period, estimates an average annual change in real
product of 5.6 percent, of which 2.5 percent resulted from increases in real product per mart
hour. (5, p. 284) One commentator on this research notes further that "construction productivity lagged considerably behind the average for
the economy and even behind total services."
(142, p. 406) A study confined to a shorter period of the years 1948-52 reports annual changes
in real output per man-hour at about four perrf'
1. estimate the average ancent. (63) ~.
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nual change in productivity at about two percent.

(145, p. 36) The most recent study, which criti-

cizes some earlier efforts, is more optimistic. In

his investigation of productivity and price trends,

Dacy challenges the validity of commonly used

construction price indexes, which, in his estima-

tion, have "grossly overstated the construction

price rise, with the attendant effect that almost

every economist who has dealt with construction

as a sector has understated productivity." (142,

p. 411) According to his calculation, average pro-

ductivity over the 1947-63 period increased

roughly three percent annually, and the real out-

put increased nearly five percent. (142, p. 408)

Residential construction, however, represents

only about 40 percent of total construction. Con-

sequently, the inefficiencies noted for total con-

struction may not apply to residential construc-

tion. However, it has been alleged that the

inefficiencies may indeed result from the residen-

tial component in total construction. (185, p. 19)

Synthesizing data from a number of sources,

Foote et al. claim that rising costs must "be

placed at the very center of any explanation of

why consumer demand for housing has been less

than proportionate to the rise in real income,

and why housing appears to be a continuing

problem for America and indeed for every in-

dustrial country." (35, p. 14) Over the long run,

wages in the building trades and costs of building

materials have risen much more rapidly than

wholesale and consumer prices. Since movements

in building costs and home prices are closely

correlated, the rising costs have been trans-

formed into higher prices for the consumer.

Foote et al. speculate that "apparently gains in

productivity, which are responsible for keeping

the increase in consumer prices well below the

increase in factory wage rates, have been nearly

totally lacking in housebuilding." (35, p. 16) This

is considered to be the result of forces "deeply

imbedded in the technology of building," rather

than of featherbedding or other restrictive prac-

tices. (35, p. 16)

The position is supported by Myereson et al.,

who estimate increases in productivity of the

housebuilding industry at about 1.5 percent,

which is below the annual rate of increase for the

economy as a whole. (84, pp. 131-132) These con-

clusions are corroborated by the findings of

other observers. According to Kaplan's estimates,

output per man-hour in contract construction in-

creased 2.2 percent annually between 1947 and

1956, as compared to 3.6 percent in manufac-

turing. (60, p. 39) Since Kaplan asserts that pro-

ductivity in selected non-residential components

of contract construction, such as roadbuilding

and engineering construction, have risen at rates

well above the rate for the industry, he strongly

implies that the increase in productivity in home-

building is less than it should be. Although lack

of complete data prevents pin-pointing the pre-

cise amount, indirect evidence provided by the

nual change in productivity at about two percent.
(145, p. 36) The most recent study, which criticizes some earlier efforts, is more optimistic. In
his investigation of productivity and price trends,
Dacy challenges the validity of commonly used
construction price indexes, which, in his estimation, have "grossly overstated the construction
price rise, with the attendant effect that almost
every economist who has dealt with construction
as a sector has understated productivity." (142,p. 411) According to his calculation, average productivity over the 1947-63 period increased
roughly three percent annually, and the real output increased nearly five percent. (142, p. 408)
Residential construction, however, represents
only about 40 percent of total construction. Consequently, the inefficiencies noted for total construction may not apply to residential construction. However, it has been alleged that the
inefficiencies may indeed result from the residential component in total construction. (185, p. 19)
Synthesizing data from a number of sources,
Foote et ai. claim that rising costs must "be
placed at the very center of any explanation of
why consumer demand for housing has been less
than proportionate to the rise in real income,
and why housing appears to be a continuing
problem for America and indeed for every industrial country." (35, p. 14) Over the long run,
wages in the building trades and costs of building
materials have risen much more rapidly than
wholesale and consumer prices. Since movements
in building costs and home prices are closely
correlated, the rising costs have been transformed into higher prices for the consumer.
Foote et ai. speculate that "apparently gains in
productivity, which are responsible for keeping
the increase in consumer prices well below the
increase in factory wage rates, have been nearly
totally lacking in housebuilding." (35, p. 16) This
is considered to be the result of forces "deeply
imbedded in the technology of building," rather
than of featherbedding or other restrictive practices. (35, p. 16)
The position is supported by Myereson et ai.,
who estimate increases in productivity of the
housebuilding industry at about 1.5 percent,
which is below the annual rate of increase for the
economy as a whole. (84, pp. 131-132) These conclusions are corroborated by the findings of
other observers. According to Kaplan's estimates,
output per man-hour in contract construction increased 2.2 percent annually between 1947 and

1956, as compared to 3.6 percent in manufacturing. (60, p. 39) Since Kaplan asserts that productivity in selected non-residential components
of contract construction, such as roadbuilding
and engineering construction, have risen at rates
well above the rate for the industry, he strongly
implies that the increase in productivity in homebuilding is less than it should be. Although lack
of complete data prevents pin-pointing the precise amount, indirect evidence provided by the
close correlation between building cost and
changes in house price suggests a low increase
in productivity in housebuilding. These pessimistic findings have been challenged in recent
years.
In its survey covering the years 1960-1964, the
National Assocaition of Home Builders (NAHB)
concludes that rising prices for new homes are
associated with rising land costs rather than with
construction costs. Drawing on information for
23 cities and adjusting for variations in type and
size of house, materials used, and different specifications, it was shown that in 1964 it cost "20
cents less per square foot to build the same house
(our italics) than was the case five years ago."
(182) How can one reconcile this estimate with
others which have pointed to rapidly rising building costs and home prices? The clue lies in the
italicized words. Today's product has changed
drastically and is probably superior to that of
yesterday: the house is larger and is equipped
with many features unknown only a few years
ago. The important differences in the size and
composition of the product may be ignored in aggregate analyses. If one holds the product constant and considers only modest homes, as is
the case in the NAHB survey, the cost changes
are far less dramatic and, in fact, may disappear
altogether.
On the other hand, several detailed indexes,
including those prepared by Boeckh, the Engineering News Record, and the U. S. Department
of Commerce, have revealed rising costs of material, building, and construction. This brings the
cost of house production into sharper focus.
If we examine the mass produced modest sized
homes whose basic structural characteristics have
remained essentially unchanged, we find that
productivity increases of substantial but indeterminate magnitude have characterized the recent history of housebuilding. But this finding
fails to consider the changing character of both
the market and the product. The cost of pro-
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during today's larger and otherwise superior

housing probably has risen disproportionately to

costs in other sectors of the economy. The use of

price indexes for houses placed on the market

may seem to be unrealistic, but it must be recog-

nized that products of other industries also have

been improved over the years. This fact compli-

cates the problem. The issue is far more than a

matter of whether building operations are efficient

or not; it involves the difficulty in recent years of

marketing new houses at prices which match

buyers' incomes. This includes the whole range

of participants in the housing marketâpro-

ducers, distributors, consumers, and public agen-

ciesâwhose decisions affect the operation of the

"system."

ducing today's larger and otherwise superior
housing probably has risen disproportionately to
costs in other sectors of the economy. The use of
price indexes for houses placed on the market
may seem to be unrealistic, but it must be recognized that products of other industries also have
been improved over the years. This fact complicates the problem. The issue is far more than a
matter of whether building operations are efficient
or not; it involves the difficulty in recent years of
marketing new houses at prices which match
buyers' incomes. This includes the whole range
of participants in the housing market-producers, distributors, consumers, and public agencies-whose decisions affect the operation of the
"system."

B. The Housing Industry as a System

The standing stock of housing may be classi-

fied according to a variety of qualifications: type

of dwelling unit, tenure status of occupants, value

or rent class, quality or condition, location within

or among areas, and so on. (47) Since it is a flow

as well as a stock, the industry which produces

housing for consumption may be viewed as a

process subject to its own structure. The process

which includes the production of building sites

and the consumption of real property, as well as

the production of the stock itself, extends from

B. The Hou.ing Indu.try lU a Sy.tem
The standing stock of housing may be classified according to a variety of qualifications: type
of dwelling unit, tenure status of occupants, value
or rent class, quality or condition, location within
or among areas, and so on. (47) Since it is a flow
as well as a stock, the industry which produces
housing for consumption may be viewed as a

process subject to its own structure. The process
which includes the production of building sites
and the consumption of real property, as well as
the production of the stock itself, extends from
the time when land ripens for eventual development to the time when the unit finally is removed
from the inventory. Throughout this extended
period, costs are incurred which, at some point
in the process, affect the cost and the price of
housing.
The process is diagrammed in some detail in
Table 1. Three broad time intervals are relevant.
The first major interval, the production phase,
extends from the time that potentially developable land is identified, through preparation of
the site for construction, and through the construction period, until the housing unit is completed and ready for marketing. The building
industry is operative during the preparation and
construction stages. The distribution, second
phase, repeats throughout the useful lifetime of
the structure. The third phase, consumption of
the property during occupancy, concludes with
the termination of the good's economic or physical life.
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160 years

During this lengthy period, which may em-

brace a century or more, a complex of activities

is performed by a variety of entrepreneurs. Those

involved at some stage in the process include

land speculators, subdividers, engineers of many

types, architects and designers, mortgage lenders,

contractors and subcontractors, real estate agents,

lawyers, public servants in broad variety, plus

the host of general craftsmen and specialists who

will eventually alter or repair the structure.

Equally as important are the many factors af-

fecting price or cost which are often without

visible effect on the final product. We label these

"institutional factors" and divide them between

those lodged primarily in the public domain and

those pertaining to the private sector. It is well

to note in passing that the distinction is some-

what arbitrary. A public utility, privately owned

but regulated in the public interest, is the classic

example of quasi-public enterprise. Each of the

following factors may also be regarded as a pos-

sible inhibitor of innovation.

1. Production Phase

During this lengthy period, which may embrace a century or more, a complex of activities
is performed by a variety of entrepreneurs. Those
involved at some stage in the process include
land speculators, subdividers, engineers of many
types, architects and designers, mortgage lenders,
contractors and subcontractors, real estate agents,
lawyers, public servants in broad variety, plus
the host of general craftsmen and specialists who
will eventually alter or repair the structure.
Equally as important are the many factors affecting price or cost which are often without
visible effect on the final product. We label these
"institutional factors" and divide them between
those lodged primarily in the public domain and
those pertaining to the private sector. It is well
to note in passing that the distinction is somewhat arbitrary. A public utility, privately owned
but regulated in the public interest, is the classic
example of quasi-public enterprise. Each of the
following factors may also be regarded as a possible inhibitor of innovation.

The production function in the housing sys-

tem embraces three general activities: identifica-

J. Production Phase

tion of the site, preparation of the site for build-

ing, and construction of the dwelling unit.

a. Site identification. This phase covers an in-

definite time interval extending to the point in

time when raw land is ripe for development. Dur-

ing this period, land is turned over by speculators

ambitious to develop "someday" or to resell to

potential developers at a profit. If each tempo-

rary landholder's ambitions are realized, the

price rises with successive transfers.

In addition to increasing speculative profits,

each transfer involves a host of institutional fac-

tors which raise the cost. Local taxing authorities

levy transfer taxes and charge recording fees.

More subtle are the effects of zoning regulations.

If the amount of land zoned for a given use is

short of demand, for example, the price will in-

crease. A fee is commanded for title search and

another for title guaranty.

The list of cost items is recursive rather than

one-shot. Moreover, they are additive if sellers

succeed in passing them along to buyers. If so,

they are reflected in the transaction price. In the

extreme caseâwhere the sellers' power dominate

throughout the chain of transfersâall costs in-

curred during the site identification phase are

included in the price paid by the developer.

b. Site preparation. Site development involves

a large number of individuals such as lenders,

subdividers, and engineers, as well as the private

and public officials charged with the responsi-

bility for establishing and enforcing zoning laws,

standards governing the capacity and installation

of utility and transport systems, and standards

for insurance underwriting. The subdivider's

ability to shift these costs depends on the charac-

ter of the market in which he operates and on his

bargaining power in that market, as we shall see.

c. Construction. The housebuilding industry

The production function in the housing system embraces three general activities: identification of the site, preparation of the site for building, and construction of the dwelling unit.
a. Site identification. This phase covers an indefinite time interval extending to the point in
time when raw land is ripe for development. During this period, land is turned over by speculators
ambitious to develop "someday" or to resell to
potential developers at a profit. If each temporary landholder's ambitions are realized, the
price rises with successive transfers.
In addition to increasing speculative profits,
each transfer involves a host of institutional factors which raise the cost. Local taxing authorities
levy transfer taxes and charge recording fees.
More subtle are the effects of zoning regulations.
If the amount of land zoned for a given use is
short of demand, for example, the price will increase. A fee is commanded for title search and
another for title guaranty.
The list of cost items is recursive rather than
one-shot. Moreover, they are additive if sellers
succeed in passing them along to buyers. 1£ so,
they are reflected in the transaction price. In the
extreme case-where the sellers' power dominate
throughout the chain of transfers-all costs incurred during the site identification phase are
included in the price paid by the developer.

embraces those firms whose operations are pri-

marily concerned with the construction of shelter

space. Defined in this way, the group of firms

comprises a sub-industry within the housing in-

dustry. However, it is well to recognize, as others

have, (24), that members of this sizable industry,
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b. Site preparation. Site development involves
a large number of individuals such as lenders,
subdividers, and engineers, as well as the private
and public officials charged with the responsibility for establishing and enforcing zoning laws,
standards governing the capacity and installation
of utility and transport systems, and standards
for insurance underwriting. The subdivider's
ability to shift these costs depends on the character of the market in which he operates and on his
bargaining power in that market, as we shall see.
c. Construction. The housebuilding industry
embraces those firms whose operations are primarily concerned with the construction of shelter
space. Defined in this way, the group of firms
comprises a sub-industry within the housing industry. However, it is well to recognize, as others
have, (24) , that members of this sizable industry,
or more precisely sub-industry, are highly diverse
and may defy any general description. Consequently, the incidence of costs (and frequently
their size) varies with the character of the economic units embraced by the industry and its
many components.
A more detailed description of the complex
construction industry will be given later in this
report. (Sec. IlI.B.) Broadly enumerated, however, the functions performed, in addition to
actual erection of dwelling units, are designing,
financing, contracting, and sub-contracting. As in
the preceding stage, standards established by utility and insurance companies are still relevant. In
addition, the builder must involve himself with
building permits and licenses in nearly every
community in which he does business.
His costs may be influenced by those from
whom he purchases services or materials: architects, construction workers, mortgage lenders,
building materials dealers or producers. The bargaining position of each of these entrepreneurs
will determine the extent to which he is able to
influence the price of his services or products.
The relative bargaining position of each supplier of inputs to the housjng package will be
given more detailed consideration later in this
section. Suffice it to say here that restrictive or
collusive practices engaged in by these venders,
if indeed they exist, jack up housing prices. As
mere examples, collusion in the setting of fees
might exist among those providing business services to the industry; organized labor may set
wages at higher levels than the competitive rate,
as has been alleged, or restrict output and resist

Original from
83 UNIVERSITY OF MINNESOTA

cost-reducing innovations; mortgage lenders may

either turn down loan applications or restrict the

terms of credit; acting singly or in concert, mate-

rials suppliers operating in monopolistic markets

may demand higher than competitive prices. At

every stage of the production process, members

of the construction industry and those supplying

materials and services are subject to public pol-

icies and regulations which influence supply costs

and prices. Materials must meet established

standards of performance or specification. Build-

ing permits must be obtained, and so on. These

rules and regulations tend to have a cumulative

effect on the final price of the product unless

absorbed in lower returns by some of the par-

ticipants.

Because of linkages in the production of in-

puts to residential construction, tracing through

the relationships and estimating any one sup-

plier's degree of price control is exceedingly com-

plex. We have already referred to the possibility

that, under certain circumstances, sellers of raw

land may consistently pass on costs with succes-

sive sales.

The process is similar for the suppliers of each

of the other inputs, but with additional compli-

cations. Consider the complex of links in the

distribution chain between petroleum and the

completed dwelling unit. Tracing through the

U. S. input-output table of 1958 (151), we find

that 13^ of every residential construction dollar

is spent for lumber and wood products. In turn,

every dollar of lumber produced requires expen-

ditures of 5.1^ for transportation and warehous-

ing, among other inputs to the lumber industry.

Similarly, a dollar's output of transportation and

warehousing requires purchases of refined petro-

leum amounting to 4.4^ and so on.

Each of these suppliers may engage in restric-

tive practices which inflate the price of the final

product when it reaches the consumer. A truly

comprehensive study of cost influences on resi-

dential construction would require examining

the market structure and pricing policies not

only of those industries supplying direct inputs

to construction (such as lumber), but also of

those intermediaries linked somewhere in the

production process by their indirect supplies

(such as petroleum). Given the scope of this ef-

fort, our focus will be on those factors affecting

prices of direct inputs: construction labor, major

building materials and equipment suppliers, and

mortgage financers.

2. Distribution Phase

The second of the three major stages involves

marketing the completed unit. Specific steps nor-

mally taken include listing the property with

real estate agents; promotion of the property;

negotiation with prospective buyers; and (when

a ready and able purchaser consents) the actual

transfer of title. Two public requirementsâtrans-

fer taxes and recordingâare repeated at this

stage. A title search, probably involving title in-

surance, will usually be undertaken again. Still

cost-reducing innovations; mortgage lenders may
either turn down loan applications or restrict the
terms of credit; acting singly or in concert, materials suppliers operating in monopolistic markets
may demand higher than competitive prices. At
every stage of the production process, rrembers
of the construction industry and those supplying
materials and services are subject to public policies and regulations which influence supply costs
and prices. Materials must meet established
standards of performance or specification. Building permits must be obtained, and so on. These
rules and regulations tend to have a cumulative
effect on the final price of the product unless
absorbed in lower returns by some of the participants.
Because of linkages in the production of inputs to residential construction, tracing through
the relationships and estimating anyone supplier's degree of price control is exceedingly complex. We have already referred to the possibility
that, under certain circumstances, sellers of raw
land may consistently pass on costs with successive sales.
The process is similar for the suppliers of each
of the other inputs, but with additional complications. Consider the complex of links in the
distribution chain between petroleum and the
completed dwelling unit. Tracing through the
U. S. input-output table of 1958 (151), we find
that 13¢ of every residential construction dollar
is spent for lumber and wood products. In turn,
every dollar of lumber produced requires expenditures of 5.1¢ for transportation and warehousing, among other inputs to the lumber industry.
Similarly, a dollar's output of transportation and
warehousing requires purchases of refined petroleum amounting to 4.4¢ and so on.
Each of these suppliers may engage in restrictive practices which inflate the price of the final
product when it reaches the consumer. A truly
comprehensive study of cost influences on residential construction would require examining
the market structure and pricing policies not
only of those industries supplying direct inputs
to construction (such as lumber), but also of
those intermediaries linked somewhere in the
production process by their indirect supplies
(such as petroleum). Given the scope of this effort, our focus will be on those factors affecting
prices of direct inputs: construction labor, major
building materials and equipment suppliers, and
mortgage financers.

another cost-inducing requirement may be iden-

tified. Market area restrictions imposed on regu-

lated mortgage lendersâto the extent that they

limit operations to a geographical market which

is less than optimal in scopeâwill increase oper-

ating costs. If the costs are shifted, they will be
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2. Distribution Phase
The second of the three major stages involves
marketing the completed unit. Specific steps normally taken include listing the property with
real estate agents; promotion of the property;
negotiation with prospective buyers; and (when
a ready and able purchaser consents) the actual
transfer of title. Two public requirements--transfer taxes and recording-are repeated at this
stage. A title search, probably involving title insurance, will usually be undertaken again. Still
another cost-inducing requirement may be identified. Market area restrictions imposed on regulated mortgage lenders--to the extent that they
limit operations to a geographical market which
is less than optimal in scope-will increase operating costs. If the costs are shifted, they will be
reflected ultimately in the terms of credit. In addition, closing fees may be charged by lenders as
a device for raising the effective return on borrowed capital, particularly during tight money
periods.
Possible collusive practices by agents who assist
buyers and sellers in closing arrangements cause
potential price interests. In addition, the fees
charged for services rendered by realty agents,
lawyers, and mortgage lenders--even when collusion is not involved-may inflate the cost of
the property through higher transaction costs.

3. Consumption and Redistribution Phase
For most consumer goods, both durable and
non-durable, the final demand is by the ultimate
consumer. This is not entirely true of housing,
for very rarely will the initial purchaser of a
house outlive the product. The first occupant
will resell after perhaps five years to another
demander who will "consume" another five years
of the product's lifetime and then move on. Over
a lifetime of 60 years, a house might shelter a
dozen different consumers and their families.
The durability of the product has important implications, for the element of production cost represents only a portion of the total costs relevant
to any consideration of housing costs. The recurrent costs--operating and transfer charges--are
no less pertinent.
With the inclusion of property taxes, the same
potentially cost-increasing institutional factors
apply. Also, with each transfer, the same specific
activities are repeated. Unless the house is replaced earlier, it is removed from the inventory
at the end of its useful life.
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c. Market Structure and Power
C. Market Structure and Power

As we have emphasized, the residential con-

struction industry is made up of a potpurri of

economic unitsâindividuals, firms, and indus-

tries. This heterogeneity suggests that the hous-

ing market is really a collection of sub-markets,

each one of which may be unique in comparison

to any other. A prerequisite to understanding the

magnitude and incidence of institutionally-

induced costs is to identify and classify the types

of markets, and to assess the degrees of market

power.

The types of sub-markets within the housing

market are revealed most clearly in terms of ex-

tremes. One extreme is represented by the com-

petitive firm, industry, or market. The other

extreme is the monopolistic firm, industry, or

market. No economic unit embraced by the hous-

ing market is a pure case of one or the other,

but the extremes are useful reference points for

analysis. Some units will be more competitive in

character than others, and, tautologically, some

will operate more monopolistically than others.

Their rank in the intermediate range between

extremes very largely determines the degree to

which they can influence prices and shift costs.

In classifying economic units supplying goods

and services to house production, one can ex-

amine either the characteristics of the firms them-

selves or their historical performance in the

market. If, for example, many firms sell undif-

ferentiated products, it is presumed that the

industry satisfies the conditions of the pure com-

petition model; for, no matter how much is

offered to the market by any one firm, the large

number of firms insure that the price will remain

unaffected. The real world examples of perfectly

competitive economic units are rare. In the ab-

sence of government price support programs the

best examples would be drawn from the agricul-

tural industry, wheat being the classic example.

No supplier of inputs to constructionâeven the

timber industryâfully satisfies these strict cri-

teria.

Monopoly, the opposite extreme, is character-

ized by a single producer-seller who exercises

considerable control over price. It is customary

to note that there are no good substitutes for

monopolistically-supplied goods and services. The

relevant examples in the housing industry are

utilities which, if free of government control,

would establish rates and prices monopolistically.

There are other factor inputs which approximate

the monopolistic model in certain respects. For

example, each parcel of land is uniquely sited

and immovable. Yet, because there are almost

always equally attractive alternatives, few (if any)

sites can be regarded as perfect monopolies.

Monopoliesâor more correctly, monopsonies

âexist when all production of a single type is

sold to a single purchaser. As would be expected,

there are few cases approaching monopsony in

the housing industry. If the construction industry

represents a single buyer market, prices will be

As we have emphasized, the residential construction industry is made up of a potpurri of
economic units-individuals, firms, and industries. This heterogeneity suggests that the housing market is really a collection of sub-markets,
each one of which may be unique in comparison
to any other. A prerequisite to understanding the
magnitude and incidence of institutionallyinduced costs is to identify and classify the types
of markets, and to assess the degrees of market
power.
The types of sub-markets within the housing
market are revealed most clearly in terms of extremes. One extreme is represented by the competitive finn, industry, or market. The other
extreme is the monopolistic firm, industry, or
market. No economic unit embraced by the housing market is a pure case of one or the other,
but the extremes are useful reference points for
analysis. Some units will be more competitive in
character than others, and, tautologically, some
will operate more monopolistically than others.
Their rank in the intermediate range between
extremes very largely determines the degree to
which they can influence prices and shift costs.
In classifying economic units supplying goods
and services to house production, one can examine either the characteristics of the firms themselves or their historical performance in the
market. If, for example, many firms sell undifferentiated products, it is presumed that the
industry satisfies the conditions of the pure competition model; for, no matter how much is
offered to the market by anyone firm, the large
number of firms insure that the price will remain
unaffected. The real world examples of perfectly
competitive economic units are rare. In the absence of government price support programs the
best examples would be drawn from the agricultural industry, wheat being the classic example.
No supplier of inputs to construction-even the
timber industry-fully satisfies these strict criteria.
Monopoly, the opposite extreme, is characterized by a single producer-seller who exercises
considerable control over price. It is customary
to note that there are no good substitutes for
monopolistically-supplied goods and services. The
relevant examples in the housing industry are
utilities which, if free of government control,
would establish rates and prices monopolistically.
There are other factor inputs which approximate

heavily influenced by the purchaser. Given, how-

ever, the large number of firms in the construc-

tion industry and their diverse compositions, it

is highly unlikely that they classify as a monop-

sony in the true meaning of the term.

Although the strict sense is also violated when
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the monopolistic model in certain respects. For
example, each parcel of land is uniquely sited
and immovable. Yet, because there are almost
always equally attractive alternatives, few (if any)
sites can be regarded as perfect monopolies.
Monopolies--or more correctly, monopsonies
-exist when all production of a single type is
sold to a single purchaser. As would be expected,
there are few cases approaching monopsony in
the housing industry. If the construction industry
represents a single buyer market, prices will be
heavily influenced by the purchaser. Given, however, the large number of firms in the construction industry and their diverse compositions, it
is highly unlikely that they classify as a monopsony in the true meaning of the tenn.
Although the strict sense is also violated when
the term "monopoly" is applied to institutional
restrictions in the public domain, there are com·
parable pricing effects. The services of zoning
and subdivision controls, for example, are not
sold. Yet, since the price of the product they
affect may be raised, the results are the same as
if the services had been "purchased" from a monopolist. Moreover, the "purchaser" has little
control over these costs. Thus, in the crudest
sense, by enacting and enforcing policies affecting
private sector costs, the government operates as
a form of monopoly.
Since the housing industry is characterized by
tight interdependencies among producers, any
monopolistic producer of an intennediate product in the processing chain may influence prices
for the final demander. This holds true even if
all processers, save the one monopolist, are perfectly competitive.
Midway between extremes lies the "never·
never land" of imperfect, or monopolistic, com·
petition. Difficult to define precisely, the class
embraces nearly all firms and industries. Unlike
the pure cases of perfect competition or monopoly, these firms exercise some control over prices
and produce goods and service inputs for residential construction, which are differentiated to
some extent. If licensing requirements, for example, increase the contractor's cost of doing
business, all, or a portion of, the higher costs may
be passed on to his customer. The degree to
which costs can be shifted to buyers depends on
the seller's degree of market control. Technically,
the more inelastic the demand for his goods or
services, the more likely that he will shift the
higher costs, and the less reluctant the customer
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will be to accept the higher prices. Thus, a meas-

ure of ability to shift costs is the elasticity of

demand for the producer's output, or the posi-

tion he occupies in the spectrum of market types

ranging from pure competition to monopoly.

Closely related to cost magnitude and incid-

ence is the issue of factor proportions. The degree

of market control is of less consequence for a

minor input than for a major one. The distinc-

tion between relative magnitude of factor pro-

portions and bargaining power is clarified by the

following matrix, in which each element would

contain those firms in the housing industry clas-

sified on the two dimensions:

TABLE 2. Housing Cost Matrix

will be to accept the higher prices. Thus, a measure of ability to shift costs is the elasticity of
demand for the producer's output, or the position he occupies in the spectrum of market types
ranging from pure competition to monopoly.
Closely related to cost magnitude and incidence is the issue of factor proportions. The degree
of market control is of less consequence for a
minor input than for a major one. The distinction between relative magnitude of factor proportions and bargaining power is clarified by the
following matrix, in which each element would
contain those firms in the housing industry classified on the two dimensions:
TABLE 2.

Housing Cost Matrix

Bargaining Power

lmportant Unimportant

Bargaining Power
Important
Unimportant

e

o

Qi Q.

So

Producers who exercise considerable bargain-

II

IU

UI

UU

ing power and who supply major inputs (II in

the matrix) are those whose pricing policies have

the greatest effect on housing costs. Their coun-

terparts in the matrix (UU) enjoy little bargain-

ing power and supply relatively small shares of

total inputs. The two remaining groups of firms

occupy positions of intermediate importance.

Consider a case involving two suppliers: A pro-

duces negligible inputs amounting to, say, $200

of the cost of the typical housing unit, but exer-

cises a monopoly position; B's inputs, sold com-

petitively, are of major importance, say, $2,000

in total cost. In our classification scheme, A

would be found listed in the lower left corner

(UI) and B would appear in the upper right

section (IU). While higher costs of operation may

be passed on more easily by A than by B, A

would have to increase the supply price by ten

percent before it could equal a one percent in-

crease in B's price. In our earlier example illus-

trating linkages, a minor supplier in the chain

of intermediate producers may enjoy superior

bargaining position, but his output, like A's,

represents a negligible proportion of the bill of

ll

lU

Ul

UU

goods. Moreover, his control of the market will

be diluted to the extent that he supplies goods

to a variety of different buyers. In light of exist-

ing evidence, we will attempt some very rough

approximations of the importance of bargaining

power and cost magnitude for the economic units

involved in the housing market.

Just as the distribution of costs shifts with

differential price increases and with factor sub-

stitution, so the bargaining strength of economic

units shifts over time as market conditions

change. Following tradition, the construction

market can be classified at any moment in time

either as a buyer's or as a seller's market. (123,

Producers who exercise considerable bargaining power and who supply major inputs (II in
the matrix) are those whose pricing policies have
the greatest effect on housing costs. Their counterparts in the matrix (VV) enjoy little bargaining power and supply relatively small shares of
total inputs. The two remaining groups of firms
occupy positions of intermediate importance.
Consider a case involving two suppliers: A produces negligible inputs amounting to, say, $200
of the cost of the typical housing unit, but exercises a monopoly position; B's inputs, sold competitively, are of major importance, say, $2,000
in total cost. In our classification scheme, A
would be found listed in the lower left corner
(VI) and B would appear in the upper right
section (IV). While higher costs of operation may
be passed on more easily by A than by B, A
would have to increase the supply price by ten
percent before it could equal a one percent increase in B's price. In our earlier example illustrating linkages, a minor supplier in the chain
of intermediate producers may enjoy superior
bargaining position, but his output, like A's,
represents a negligible proportion of the bill of

p. 256)

A buyers' market has a large number of prop-

erties available to the existing number of pur-

chasers. The buyers dominate the market, and,

with no shortage of housing units for sale, prices

decline, or at least do not increase. The anxious
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goods. Moreover, his control of the market will
be diluted to the extent that he supplies goods
to a variety of different buyers. In light of existing evidence, we will attempt some very rough
approximations of the importance of bargaining
power and cost magnitude for the economic units
involved in the housing market.
Just as the distribution of costs shifts with
differential price increases and with factor substitution, so the bargaining strength of economic
units shifts over time as market conditions
change. Following tradition, the construction
market can be classified at any moment in time
either as a buyer's or as a seller's market. (12!J,
p.256)
A buyers' market has a large number of properties available to the existing number of purchasers. The buyers dominate the market, and,
with no shortage of housing units for sale, prices
decline, or at least do not increase. The anxious
seller is somewhat at the mercy of a handful of
prospective bidders for his property and, in order
to complete the sale, will agree to assume the
burden of transfer costs (and perhaps additional
costs representing losses on the capital he has
invested in his home).
A sellers' market, on the other hand, is characterized by a shortage of dwellings relative to the
number of buyers ready and able to purchase.
Bargaining position favors the seller who, given
the sluggishness of housebuilding in response to
a demand increase, can expect a higher price for
his property. Faced with relatively few dwellings
from which to choose, the prospective buyer
either pays the larger sum or postpones his decision to purchase. Presumably built into the
seller's higher price are the costs of transfer, plus
other costs incurred during his occupancy, such
as property taxes, and possibly a capital gain.
The purchaser, who bears these costs, is in fact
dealing in a market which approximates monopoly; for he exercises little control over the market
pnce.
Thus, since a large scale speculative contractor
with little competition may exercise considerable
power in a community, he may be described most
correctly as monopolistic in his pricing behavior.
But with a market glut, the same builder bewmes competitive and, given a substantial investment in unsold inventory, assumes costs himself
or even accepts offers at prices which fail to fully
cover costs. Thus, the static classification is tempered by prevailing market conditions.
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D. The Structure oj Costs

D. The Structure of Coats

We have already demonstrated that the mag-

nitude and incidence of costs, as reflected in

price, depend on market structure (do firms and

industries tend toward competition or monop-

oly?) and on market power (does a buyer's or

seller's market govern?). The types of costs in-

volved in the housing industry require further

explanation.

Contrary to popular notion, many of the costs

commonly regarded as wasteful merely result in

shifts of resources over time, among either the

sectors of the economy or the items of the budget.

Certain costs will not be reflected in price, as we

have seen. Some costs reflect change in the level

of output, while others are fairly insensitive to

scale of operation. Certain costs are necessary

adjuncts to investment. Others appear as incre-

ments in value to the homeowner or as deferred

cost savings. Still other private costs generate

social benefits to the community.

To establish order, consider a broad classifica-

tion of costs by cause and effect. Costs structured

by cause include those which change with shifts

in scale of operation and those which represent a

reward for risk-taking. Costs classified by effect

include those with externalities or benefits ac-

cruing to society, rather than directly to the in-

vestor; those which create added value to the

consumer; and those which are wasteful.

1. Costs by Cause

Two types of cost shifts must be identified:

first, those which cause an upward or downward

shift in the operating costs of a firm or industry

We have already demonstrated that the magnitude and incidence of costs, as reflected in
price, depend on market structure (do firms and
industries tend toward competition or monopoly?) and on market power (does a buyer's or
seller's market govern?). The types of costs involved in the housing industry require further
explanation.
Contrary to popular notion, many of the costs
commonly regarded as was-teful merely result in
shifts of resources over time, among either the
sectors of the economy or the items of the budget.
Certain costs will not be reflected in price, as we
have seen. Some costs reflect change in the level
of output, while others are fairly insensitive to
scale of operation. Certain costs are necessary
adjuncts to investment. Others appear as increments in value to the homeowner or as deferred
cost savings. Still other private costs generate
social benefits to the community.
To establish order, consider a broad classification of costs by cause and effect. Costs structured
by cause include those which change with shifts
in scale of operation and those which represent a
reward for risk-taking. Costs classified by effect
include those with externalities or benefits accruing to society, rather than directly to the investor; those which create added value to the
consumer; and those which are wasteful.

without changing the distribution of costs at

various levels of output; and secondly, those

1. Costs by Cause

which do not disturb the level of costs, but whose

behavior changes at different levels of output.

Technically, the first type refers to a change in

the level of costs, as described by the firm's or

industry's average or marginal cost curves, with-

out altering the slopes of those curves. Thus, op-

erating costs increase or decrease despite the level

of output. The same amount must be paid for

each unit of output, as there are no quantity

discounts. Examples are transfer taxes and pro-

ducer's costs, such as building permit and deed

recording fees. Regardless of whether a contrac-

tor builds one or a thousand units, the same unit

cost applies. Since such costs vary with scale of

output, their effect on the shape of the average

cost curve is neutral; they merely shift it upward.

For sectors where most costs per unit of output

are the same despite size of output, no cost-

savings will result from changing scale of opera-

tion. The savings and loan business furnishes an

example, as we shall see.

The shape of cost curves is influenced by "quan-

tity discounts" which differ over scale and conse-

quently generate economies or diseconomies. In

housebuilding, costs influencing scale may be di-

chotomized as "on-site" or "off-site." The former

involve production diseconomies or economies;

the latter involve management and financing

Two types of cost shifts must be identified:
first, those which cause an upward or downward
shift in the operating costs of a firm or industry
without changing the distribution of costs at
various levels of output; and secondly, those
which do not disturb the level of costs, but whose
behavior changes at different levels of output.
Technically, the first type refers to a change in
the level of costs, as described by the firm's or
industry's average or marginal cost curves, without altering the slopes of those curves. Thus, operating costs increase or decrease despite the level
of output. The same amount must be paid for
each unit of output, as there are no quantity
discounts. Examples are transfer taxes and producer's costs, such as building permit and deed
recording fees. Regardless of whether a contractor builds one or a thousand units, the same unit
cost applies. Since such costs vary with scale of
output, their effect on the shape of the average
cost curve is neutral; they merely shift it upward.

economies and diseconomies. Since the costs of

installing utilities and other physical infrastruc-

ture are highly responsive to scale differences,

economies are obtained with increasing scale of

development. Although the fees paid for licenses

are only a small component of total costs, they
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For sectors where most costs per unit of output
are the same despite size of output, no costsavings will result from changing scale of operation. The savings and loan business furnishes an
example, as we shall see.
The shape of cost curves is inHuenced by "quantity discounts" which differ over scale and consequently generate economies or diseconomies. In
housebuilding, costs influencing scale may be dichotomized as "on-site" or "off-site." The former
involve production diseconomies or economies;
the latter involve management and financing
economies and diseconomies. Since the costs of
installing utilities and other physical infrastructure are highly responsive to scale differences,
economies are obtained with increasing scale of
development. Although the fees paid for licenses
are only a small component of total costs, they
encourage contractors to distribute these fixed
costs over as many units of output as possible.
Hence, such fees encourage increased scale of operation. Most of the costs of building respond to
differences in scale. Consequently, builders' costs
will decline over a certain range of production
levels. Beyond that range, as diseconomies are
realized, costs will increase.
Off-site costs generating scale economies include management and financing operations. As
a general rule, the larger the builder, the smaller
the administrative staff required per unit of output. Actual-not nominal-fees paid to realty
agents, lawyers, and designers normally are based
on sliding scales. An architect may charge for
only a half dozen floor plans which, with minor
variations, become the designs for a tract of several hundred homes. Lawyers, particularly if on
retainer, are not likely to base their charges on
the firm's level of output; hence their fixed fee
declines per unit of output as output increases.
Realty agents will usually settle for lower commissions if they have the exclusive rights to market all the homes in a large tract.
Other costs, such as those involving conformance with building codes, are hybrids with both
fixed and variable elements. For example, a materials-based code may increase costs at all levels
of production by an across-the-board specification of materials for which quantity discounts are
not given. In other cases (probably the majority),
the code may require materials which shift average costs upward, but which steepen the slope of
the curve if discounts are offered for quantity
purchases. Lack of knowledge about different sets
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of codes in regions with multiple political juris-

dictions tends to inhibit builders from expand-

ing their markets into new territory. In this fash-

ion, fractionalized codes are likely to cause scale

diseconomies which restrict the firm's level of

production to less than optimal size. Codes of

this type lead to a form of resource waste.

A second class of resource wasting costs are the

"profits" demanded by entrepeneurs in risky ven-

tures. Studies of the business cycle generally

agree that the periodicity is tighter and the ampli-

tude is greater for the residential construction

cycle than for most other cycles. (44, 155) Much

of the instability results from the definition of

housing as a tool, rather than as a target, of sta-

bilization policy. (154) As a result, swings in the

level of new housebuilding have been frequent

and pronounced. Given attendant uncertainty,

investors are reluctant to enter the market unless

a reward is given for assuming higher than aver-

age risks. Other things equal, the larger the scale,

the higher the rate of return on investment de-

manded. This is consistent with the findings of

a recent statistical study demonstrating that the

amplitude of cycles and profit rates are closely

correlated in West European nations and the

U.S. (56) . It follows that a substantial element in

profits is payment for risks and uncertainty. The

same would be true of the highly cyclical resi-

dential construction industry. According to one

industry study, large housebuilding firms earn

over twice the overhead and profits of small

firms. If all the difference can be attributed to

difference in willingness to bear risk, rather than

economies of scale, and if the risk element for

which higher returns were demanded could be

eliminated, then an amazing sum of nearly $900

could be saved in the cost of an $8,750 home!

(74, p. 190)

A more careful consideration of the sources of

different classes of costs follows in the description

of major organizational components of the hous-

ing industry.

2. Costs by Effect

Costs, described in terms of potentially positive

effects, are no less elusive of classification. We re-

fer specifically to a pair of broad classes: (a) costs

incurred to prevent or reduce external disecono-

mies or to generate external economies, and (b)

costs which lead to internal economies or accre-

tions to the value of the housing product. The

of codes in regions with multiple political jurisdictions tends to inhibit builders from expanding their markets into new territory. In this fashion, fractionalized codes are likely to cause scale
diseconomies which restrict the firm's level of
production to less than optimal size. Codes of
this type lead to a form of resource waste.
A second class of resource wasting costs are the
"profi ts" demanded by entrepeneurs in risky ventures. Studies of the business cycle generally
agree that the periodicity is tighter and the amplitude is greater for the residential construction
cycle than for most other cycles. (44, 155) Much
of the instability results from the definition of
housing as a tool, rather than as a target, of stabilization policy. (154) As a result, swings in the
level of new housebuilding have been frequent
and pronounced. Given attendant uncertainty,
investors are reluctant to enter the market unless
a reward is given for assuming higher than average risks. Other things equal, the larger the scale,
the higher the rate of return on investment demanded. This is consistent with the findings of
a recent statistical study demonstrating that the
amplitude of cycles and profit rates are closely
correlated in West European nations and the
u.S. (56) . It follows that a substantial element in
profits is payment for risks and uncertainty. The
same would be true of the highly cyclical residential construction industry. According to one
industry study, large housebuilding firms earn
over twice the overhead and profits of small
firms. If all the difference can be attributed to
difference in willingness to bear risk, rather than
economies of scale, and if the risk element for
which higher returns were demanded could be
eliminated, then an amazing sum of nearly $900
could be saved in the cost of an $8,750 home!
(74, p. 190)
A more careful consideration of the sources of
different classes of costs follows in the description
of major organizational components of the housing industry.

dimension of time, while relevant to each broad

type of costs considered so far, is most important

here. Both types of effect-classified costs primarily

involve resource redistribution (or transfers) ra-

ther than resource waste. This is important, for

rarely have studies of construction costs recog-

nized the additional betterment resulting from

additional costs of certain types. As we shall see,

complaints about the "high cost of housing" are

frequently misdirected, since many costs are di-

rectly or indirectly resource creating or resource

redistributing. Rather than resource waste, the

result is redistribution among sectors, consumer

budget items, and over time (costs incurred to-

2. Costs by Effect
Costs, described in terms of potentially positive
effects, are no less elusive of classification. We refer specifically to a pair of broad classes: (a) costs
incurred to prevent or reduce external diseconomies or to generate external economies, and (b)
costs which lead to internal economies or accretions to the value of the housing product. The
dimension of time, while relevant to each broad
type of costs considered so far, is most important

here. Both types of effect-classified costs primarily
involve resource redistribution (or transfers) rather than resource waste. This is important, for
rarely have studies of construction costs recognized the additional betterment resulting from
additional costs of certain types. As we shall see,
complaints about the "high cost of housing" are
frequently misdirected, since many costs are directly or indirectly resource creating or resource
redistributing. Rather than resource waste, the
result is redistribution among sectors, consumer
budget items, and over time (costs incurred today may be saved tomorrow).
The earliest efforts to rid cities of slums by
"refonning" housing have recognized that good
or bad housing affects the larger society for better
or worse. But the return to the investor is lik.ely
to be minor compared to the more illusive social
benefits. Samuelson was one of the first economists to articulate this phenomenon in economic
terms:
urban land use and city planning is just shot
with external economies and diseconomies. It
is there that you need programs and precisely
there that the oldest theories of government
have always said that free play of market forces
will not work too well. (100)
The high ratio of externalities to direct returns,
somewhat unique to housing, discourages investment in all but those items which generate returns directly to the investor. As an example,
the profit-motivated land developer or builder
will not include facilities offering amenities to
the community-at-large unless, by so doing, his
returns on investment increase. In the absence
of restrictions, he will be tempted to build the
structure which maximizes his profit and only
indirectly concern himself with the effect on
occupants or their neighbors. A principal obstacle
to private urban renewal is that the lion's share
of benefits usually accrues to the surrounding
neighborhood and its inhabitants, rather than to
the investor. Exercises of the public power such
as codes and zoning are justified in protecting
both the community-at-Iarge and the supposedly
naive home purchaser or occupant from investors
unconcerned about the general welfare. The
higher costs resulting from these exercises of
police power often result in increased utility or
higher value and are not necessarily wasteful.
Internalities, the counterpart of externalities,
refers to rates of return as reflected in investor's
profits or c(msum~r's utility. The cheapest house
nglnallrom

day may be saved tomorrow).

The earliest efforts to rid cities of slums by

"reforming" housing have recognized that good

or bad housing affects the larger society for better

or worse. But the return to the investor is likely
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of all is no house at all. But no house has neither

utility nor value. Additional costs, except those

identified as wasteful, add to the value of the

dwelling and to consumer satisfaction. Building

codes again furnish an example. Adherence to a

stricter code may be costly; yet, to the extent that

the additional costs are reflected in value, they

are not wasted. However, codes specified too

strictly and providing no additional utility may

add nothing either to the useful life of the struc-

ture or to reduced maintenance over its life.

This begs the question of the relationship be-

tween capital initially invested in the dwelling,

as revealed in structural quality, and operating

charges required to maintain the structure over

its life. Since tighter codes may affect capital costs

but save later maintenance costs, a superior house

today means lower maintenance expenses tomor-

row. The relevant, yet unstudied, question is

whether the greater initial costs of building a

more rigidly specified home are less than the

present value of the costs saved from lower main-

tenance over the unit's life. To the extent that

recurring costs are saved, higher costs induced by

tighter codes cannot be regarded as necessarily

wasteful. If, indeed, there is an inverse relation-

ship between capital in place and the discounted

value of operating charges, building codes can

favorably alter the time structure of costs.

Other shifts, or "trade-offs," are also relevant.

If costs of housing increase and non-housing

costs decrease equally as consumers shift budget

shares among expenditure categories, no change

in welfare may occur. The hypothesis that house-

holds substitute space utility for accessibility is

well documented. (4) Given the fact that unit

land costs rise with increased access to markets

and other activity centers, households may choose

to pay higher prices for closer locations in order

to save transport costs. The result is a substitu-

tion of a stock expenditure (land costs) for a

flow expenditure (transport costs). Since land is

a cost ingredient of residential property, housing

costs increase and transport costs decrease. If the

present value of the flow equals the capital value

of the stock, there has been no change in the

household's aggregate budget position or in its

cost of living, but merely a shift among expendi-

ture categories within the budget. Consequently,

it is inappropriate to assume categorically that

housing cost increases lead to lower living levels.

The assumption can be substantiated only if evi-

dence confirms that the housing cost increases

did not result in decreased costs elsewhere. Other

shifts may take the form of altering the distribu-

tion of housing by class. As we illustrate subse-

quently, codes may act to increase the average

quality of the housing stock only by increasing

the supply of more expensive housing.

3. Summary

If our considerations concerned the cost of

only one class of housingâsuch as low-cost hous-

ing for low-income families without reference

of all is no house at all. But no house has neither
utility nor value. Additional costs, except those
identified as wasteful, add to the value of the
dwelling and to consumer satisfaction. Building
codes again furnish an example. Adherence to a
stricter code may be costly; yet, to the extent that
the additional costs are reflected in value, they
are not wasted. However, codes specified too
strictly and providing no additional utility may
add nothing either to the useful life of the structure or to reduced maintenance over its life.
This begs the question of the relationship between capital initially invested in the dwelling,
as revealed in structural quality, and operating
charges required to maintain the structure over
its life. Since tighter codes may affect capital costs
but save later maintenance costs, a superior house
today means lower maintenance expenses tomorrow. The relevant, yet unstudied, question is
whether the greater initial costs of building a
more rigidly specified home are less than the
present value of the costs saved from lower maintenance over the unit's life. To the extent that
recurring costs are saved, higher costs induced by
tighter codes cannot be regarded as necessarily
wasteful. If, indeed, there is an inverse relationship between capital in place and the discounted
value of operating charges, building codes can
favorably alter the time structure of costs.
Other shifts, or "trade-offs," are also relevant.
If costs of housing increase and non-housing
costs decrease equally as consumers shift budget
shares among expenditure categories, no change
in welfare may occur. The hypothesis that households substitute space utility for accessibility is
well documented. (4) Given the fact that unit
land costs rise with increased access to markets
and other activity centers, households may choose
to pay higher prices for closer locations in order
to save transport costs. The result is a substitution of a stock expenditure (land costs) for a
flow expenditure (transport costs). Since land is
a cost ingredient of residential property, housing
costs increase and transport costs decrease. If the
present value of the flow equals the capital value
of the stock, there has been no change in the
household's aggregate budget position or in its
cost of living, but merely a shift among expenditure categories within the budget. Consequently,
it is inappropriate to assume categorically that
housing cost increases lead to lower living levels.
The assumption can be substantiated only if evidence confirms that the housing cost increases

did not result in decreased costs elsewhere. Other
shifts may take the form of altering the distribution of housing by class. As we illustrate subsequently, codes may act to increase the average
quality of the housing stock only by increasing
the supply of more expensive housing.
3. Summary
If our considerations concerned the cost of
only one class of housing-such as low-cost housing for low-income families without reference
to the quality of the product-we would be concerned with minimizing nearly all costs regardless of type, since stretching construction dollars
over the maximum number of dwelling units
would be the major criterion. Since this paper
considers the quality of housing, it is useful to
distinguish those costs resulting either in increased value of the unit and greater utility to
the occupant, in lower recurring costs over the
lifetime of the property, or in shifts by consumers between housing and non-housing budget
items. Unless one views housing myopically as
an ultimate end in itself, the focus of public
policy should not be on these costs, which are
likely to benefit consumer welfare, particularly
in the long run. Rather, policy should concern
itself with reducing or eliminating wasteful costs.
In outline we have distinguished two broad
classes: (I) costs by cause, and (2) costs by effect.
Costs by cause either shift cost curves of producers of housing inputs or change the slopes of
their cost curves. Some examples of costs do both,
i.e., raise cost curves and alter their slope.
Cutting across these classes are resource
wasting costs which increase price without improving the quality of the product or consumer
utility. Resource waste, to the extent that it can
be identified, should receive the major attention
of policy-makers seeking ways of producing more
housing at lower cost without sacrifice of quality.
Costs by effect are divided into two broad categories: those which generate external economies
to the benefit of the larger society, and those
which create internal economies for the benefit
of the housing consumer. Costs of the two subgroups tend to be resource redistributing rather
than resource wasting. Redistribution takes place,
in the first case, between the community-at-Iarge
and the occupant and, in the second case, among
budget items when trade-offs are made by consumers. As one example of a shift over time within the hOllsing budget item, consumers may invest initially in a better quality dwelling to

to the quality of the productâwe would be con-

cerned with minimizing nearly all costs regard-

less of type, since stretching construction dollars

over the maximum number of dwelling units

would be the major criterion. Since this paper

considers the quality of housing, it is useful to

distinguish those costs resulting either in in-
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economize on recurring maintenance costs. Trade-

offs also occur between housing and non-housing

budget items, as when consumers choose to pay

more for location to save commuting; housing

costs are higher but transportation costs are saved.

Any effort to reduce costs which result in resource

transfer or waste must take full account of deriva-

tive effects on welfare. For example, a policy en-

couraging dispersal in order to take advantage of

cheaper land at the urban periphery must recog-

nize that the savings in housing costs may be more

than offset by higher transportation costs, and the

net effect of the two events may be a reduction in

the level of welfare.

economize on recurring maintenance costs. Tradeoffs also occur between housing and non-housing
budget items, as when consumers choose to pay
more for location to save commuting; housing
costs are higher but transportation costs are saved.
Any effort to reduce costs which result in resource
transfer or waste must take full account of derivative effects on welfare. For example, a policy encouraging dispersal in order to take advantage of
cheaper land at the urban periphery must recognize that the savings in housing costs may be more
than offset by higher transportation costs, and the
net effect of the two events may be a reduction in
the level of welfare.

II. Nature and Evolution of Institutional

Factors Affecting Efficiency

The institutional factors most commonly sus-

pected as cost-inducing and innovation-inhibit-

ing are zoning, subdivision regulations, building

II. Nature and Evolution of In8titutional
Factor8 Affecting Efficiency

and related codes, and property taxes. Conse-

quently, major emphasis in the discussion is

placed on these elements. (The factor of com-

mission paid to realty agents is considered in the

next section [III.C.].) Since "hard" evidence is

scanty or non-existent for most other factors,

and since their effect on costs and innovation is

probably less pronounced, our treatment of these

is sketchy. They include standards set by insur-

ance and utility companies, transfer fees includ-

ing title insurance premiums, limits on lending

areas, and usury laws.

A. Definition and Evolution of Factors

1. Zoning

Urban historians generally date the origin of

zoning, and of building regulations in general,

to 1800-2000 B.C. with the codification of Ham-

murabi's rules of justice. The true antecedents

of zoning regulations are numerous building

regulations at the time communities began their

The institutional factors most commonly suspected as cost-inducing and innovation-inhibiting are zoning, subdivision regulations, building
and related codes, and property taxes. Consequently, major emphasis in the discussion is
placed on these elements. (The factor of commission paid to realty agents is considered in the
next section [III.C.].) Since "hard" evidence is
scanty or non-existent for most other factors,
and since their effect on costs and innovation is
probably less pronounced, our treatment of these
is sketchy. They include standards set by insurance and utility companies, transfer fees including title insurance premiums, limits on lending
areas, and usury laws.

experimentation with limiting of land uses.

Disposition of its vast land resources has been

the concern of considerable legislation of the

A. Definition and Evolution oj Factors

United States dating from the earliest days of

independence. A multitude of enactments start-

ing with the Congress of the Confederationâthe

first of which provided that specified areas be

used as a revenue source for educationâex-

tended through the nineteenth century and con-

cerned the use of rural rather than urban space.

In fact, one quarter of all Congressional legisla-

tion at the outbreak of the Civil War dealt with

the question of disposing of government-owned

rural land. With the dwindling supply of these

holdings, attention shifted from disposition to

conservation, a movement which peaked in in-

tensity and color during the Theodore Roosevelt

administration. But it was not until later that

public attention focused on the urban land ques-

tion.

Because of its uncertain legality, most early

urban zoning efforts were spasmodic. Around the

turn of the century, Boston and Los Angeles

passed laws limiting the height of new structures.

With the blessing of the courts, Los Angeles de-

clared in 1909 that all the land outside its cen-

1. Zoning

Urban historians generally date the origin of
zoning, and of building regulations in general,
to 1800-2000 B.C. with the codification of Hammurabi's rules of justice. The true antecedents
of zoning regulations are numerous building
regulations at the time communities began their
experimentation with limiting of land uses.
Disposition of its vast land resources has been
the concern of considerable legislation of the
United States dating from the earliest days of
independence. A multitude of enactments starting with the Congress of the Confederation-the
first of which provided that specified areas be
used as a revenue source for education--extended through the nineteenth century and con-

cerned the use of rural rather than urban space.
In fact, one quarter of all Congressional legislation at the outbreak of the Civil War dealt with
the question of disposing of government-owned
rural land. With the dwindling supply of these
holdings, attention shifted from disposition to
conservation, a movement which peaked in intensity and color during the Theodore Roosevelt
administration. But it was not until later that
public attention focused on the urban land question.
Because of its uncertain legality, most early
urban zoning efforts were spasmodic. Around the
turn of the century, Boston and Los Angeles
passed laws limiting the height of new structures.
With the blessing of the courts, Los Angeles declared in 1909 that all the land outside its central business district was limited to residential
uses, excluding laundries and brickyards. (38,
p. 87) New York City followed several years later
with the first comprehensive zoning ordinance.
The famous case, Village of Euclid, Ohio v. Ambler Realty Company (272 U.S. 363, November 22,
1926) was a significant milestone in the evolution of "the regulation by districts under the
police power of the height, bulk, and use of
buildings, the use of land, and the density of
population," as zoning regulations were defined
by the author of the New York ordinance. (9)
This affirmed the rights of local governing
bodies, in Justice Sutherland's words, to "restrict
the use and occupation of private lands in communities." Shortly thereafter, the definition of
local governing bodies, previously restricted to
municipal governments, was broadened to include counties in legislation passed in Wisconsin.
Zoning, as it is construed today, controls the
use and development of the land, the bulk,
height, and area covered by buildings, and the
density of population. Although zoning was enacted originally to prevent nuisances, its purpose broadened over the years to include: (a)
conserving the value of property, (b) assuring
orderly community growth, and (c) safeguarding
the general public welfare. (122, p. 363) One of
the fundamentals of zoning is that certain classes
of land uses in close proximity are incompatible.
By dividing the community into reasonably uniform districts or zones, incompatible uses can be
reduced or eliminated. A major distinction between zoning and building codes is that uniformity in the former applies only to the particular
zones est~ .Ii . e.d;f lw reas, in the latter case the
I" I
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tral business district was limited to residential

uses, excluding laundries and brickyards. (38,

p. 87) New York City followed several years later

with the first comprehensive zoning ordinance.

The famous case, Village of Euclid, Ohio v. Am-

Efficiency in Housing Industry

90 UNIVERSITY OF MINNESOTA

regulations are uniform throughout the commu-

nity. (122) As will be shown, this distinction is

important in assessing economic impact.

2. Building and Related Codes

Major enactments affecting the construction

of residential housing were introduced in the

nineteenth century, concurrent with the advent

of the industrial revolution in America and the

attendant evils of company housing. The regula-

tions, aimed principally at residential structures

rather than commercial or industrial structures,

prescribed minima for light, air, and lot coverage.

The slum reform movement in the United States,

particularly in New York City (chronicled in

detail by Lubove [69]), resulted in enactment

of Model Tenement Laws and a series of later

laws dealing with the physical structure of hous-

ing. For various reasons, such legislation general-

ly went unenforced, though rarely unnoticed.

Building regulations have proliferated in de-

tail and coverage in the years since. Until fairly

recently, codes were as varigated as the com-

munities for which they were written. The dif-

ferences are breaking down slowly as many com-

munities have adopted "model" codes. These

codes protect:

the public against faulty design or construction

of buildings. The building codes must insure

that occupants, adjoining property and neigh-

borhoods, and passers-by are protected from

the erection of structures that are likely to

collapse or lead to unhealthy or unsanitary

conditions. Building codes must also prohibit

conditions conductive to both individual and

collective fire hazards. (2, p. 11)

Since it would be economically impossible to

protect the public against any and all contin-

gencies, building codes must be reasonable and,

as a minimum criterion, the benefits they gener-

ate should exceed their costs. To insist that

structures withstand major earthquakes in areas

where they are unlikely to occur would be un-

reasonable. It is the definition of reasonableness

that causes much of the controversy over build-

ing codes.

While building codes apply prospectively to

new construction, housing codes deal with the

conservation and rehabilitation of the existing

inventory of housing.

Housing codes prescribe regulatory measures

for the maintenance, occupancy and supplied

facilities of structures and are concerned pri-

marily with health, safety, and sanitation re-

quirements of buildings after they have been

constructed. But certain housing code require-

ments may indirectly influence the design and

construction of new buildings as well. (156)

Housing codes, to the extent that they compel

standards of occupancy, maintenance, repair

and replacement of integral parts of structures,

will incorporate, by reference or otherwise, pro-

visions of other codes and ordinances. In fact,

these other codes may very well comprise the

backbone of the housing codes. (55)

regulations are uniform throughout the community. (122) As will be shown, this distinction IS
important in assessing economic impact.
2. Building and Related Codes
Major enactments affecting the construction
of residential housing were introduced in the
nineteenth century, concurrent with the advent
of the industrial revolution in America and the
attendant evils of company housing. The regulations, aimed principally at residential structures
rather than commercial or industrial structures,
prescribed minima for light, air, and lot coverage.
The slum reform movement in the United States,
particularly in New York City (chronicled in
detail by Lubove [69]), resulted in enactment
of Model Tenement Laws and a series of later
laws dealing with the physical structure of housing. For various reasons, such legislation generally went unenforced, though rarely unnoticed.
Building regulations have proliferated in detail and coverage in the years since. Until fairly
recently, codes were as varigated as the communities for which they were written. The differences are breaking down slowly as many communities have adopted "model" codes. These
codes protect:
the public against faulty design or construction
of buildings. The building codes must insure
that occupants, adjoining property and neighborhoods, and passers-by are protected from
the erection of structures that are likely to
collapse or lead to unhealthy or unsanitary
conditions. Building codes must also prohibit
conditions conductive to both individual and
collective fire hazards. (2, p. 11)
Since it would be economically impossible to
protect the public against any and all contingencies, building codes must be reasonable and,
as a minimum criterion, the benefits they generate should exceed their costs. To insist that
structures withstand major earthquakes in areas
where they are unlikely to occur would be unreasonable. It is the definition of reasonableness
that causes much of the controversy over building codes.
While building codes apply prospectively to
new construction, housing codes deal with the
conservation and rehabilitation of the existing
inventory of housing.
Housing codes prescribe regulatory measures
for the maintenance, occupancy and supplied
facilities of structures and are concerned primarily with health, safety, and sanitation re-

quirements of buildings after they have been
constructed. But certain housing code requirements may indirectly influence the design and
construction of new buildings as well. (156)
Housing codes, to the extent that they compel
standards of occupancy, maintenance, repair
and replacement of integral parts of structures,
will incorporate, by reference or otherwise, provisions of other codes and ordinances. In fact,
these other codes may very well comprise the
backbone of the housing codes. (55)
In addition to building and housing codes,
states and municipalities have promulgated special provisions which can be broadly classified
as mechanical codes. These relate to specific features and well-defined equipment in structures,
including plumbing, electrical and elevator systems.
3. Subdivision Regulations
Subdivision regulations establish the standards
and conditions under which land can be broken
up into parcels prior to development or improvement. They specify the kinds of facilities or
services required by the prospective users of the
land as well as the general public.
The original requirements in subdivision regulations, concerned primarily with streets, have
been expanded over the years to include a large
number of other community facilities, such as
street lighting, sewage disposal and water systems,
street signs, and sidewalks. Also, many areas require dedication of land for schools and parks
in subdivisions.
In some respects, subdivision regulations resemble building codes. For example, they are
written for tLe entire community rather than for
individual parcels. In other respects, they represent an addendum to zoning for individual
neighborhoods. As has been stated:
the primary objective of subdivision control is
to assure that the land subdivided will constitute a permanent asset to the community,
and will provide the maximum degree of
health, comfort, convenience, and beauty consistent with true economy. (122, p. 437)
4. Property Taxation
The antecedents of the contemporary property
tax are deeply imbedded in history. Rooted in
feudalism, the tax on land and other property
forms constituted a major source of government
revenue until other types of wealth were recognized. Although British and European customs
broadly influenced the American system of gen-

Original from

In addition to building and housing codes,

states and municipalities have promulgated spe-

cial provisions which can be broadly classified

as mechanical codes. These relate to specific fea-

tures and well-defined equipment in structures,

including plumbing, electrical and elevator sys-
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eral property taxes, the system was largely in-

digenous to this country. (57, p. 19) In the con-

text of general taxes the device found its ration-

ale in ability to pay. Ability to pay supposedly

was measured by real and personal property

holdings. (86, p. 75)

Throughout the last century, property taxes

generated the bulk of state and local revenues.

Despite this dependence, however, studies of tax

administration undertaken in the late nineteenth

century uncovered substantial evidence of abuse

and evasion, particularly with respect to non-

real estate tax items. Ely was particularly op-

posed to property taxes, claiming they had never

worked well "in the entire civilized world." (34,

p. 143) He nevertheless admitted that property

was a necessary revenue source for local finance.

Still, "it ought not in any American city to ex-

ceed one percent of the true selling value of the

property." (34, p. 145) Clearly, the dictum has

not been observed.

Since the turn of the century, income and

other non-property taxes have replaced the realty

tax as the principal revenue source of most states.

However, real property still remains the source

of most municipal revenue, notwithstanding the

fact that the tax is generally considered discrim-

inatory. Eckstein contends that:

In our present tax systems, the property tax

based on arbitrary, local assessments of value

is probably the most uncertain tax, and for

this reason leads to a great deal of friction,

substantial inequity among property-owners, a

reduction of investment in buildings, and no

doubt, to some corruption. (32, p. 54)

B. Effect of Major Factors on Efficiency

Although they are not the only tools available

to local government for influencing patterns on

the land, zoning, subdivision ordinances, build-

ing and related codes, and property taxes are the

chief instruments for constraining or enhancing

eral property taxes, the system was largely indigenous to this country. (57, p. 19) In the context of general taxes the device found its rationale in ability to pay. Ability to pay supposedly
was measured by real and personal property
holdings. (86, p. 75)
Throughout the last century, property taxes
generated the bulk of state and local revenues.
Despite this dependence, however, studies of tax
administration undertaken in the late nineteenth
century uncovered substantial evidence of abuse
and evasion, particularly with respect to nonreal estate tax items. Ely was particularly opposed to property taxes, claiming they had never
worked well "in the entire civilized world." (34,
p. 143) He nevertheless admitted that property
was a necessary revenue source for local finance.
Still, "it ought not in any American city to exceed one percent of the true selling value of the
property." (34, p. 145) Clearly, the dictum has
not been observed.
Since the turn of the century, income and
other non-property taxes have replaced the real ty
tax as the principal revenue source of most states.
However, real property still remains the source
of most municipal revenue, notwithstanding the
fact that the tax is generally considered discriminatory. Eckstein contends that:
In our present tax systems, the property tax
based on arbitrary, local assessments of value
is probably the most uncertain tax, and for
this reason leads to a great deal of friction,
substantial inequity among property-owners, a
reduction of investment in buildings, and no
doubt, to some corruption. (32, p. 54)

private market developments. In principle, these

exercises of police power attempt to improve or

protect the welfare of the community-at-large.

B. Effect 01 Major Factor8 on Efficiency

They also affect the costs of housing and the

efficiency of the market.

In a sense, these regulations may be viewed as

a means to protect the users, owners, and occu-

pants of the properties affected and to economize

on long run costs. A subdivision regulation re-

quiring the installation of paved streets and

sewer lines prior to the development and con-

struction of improvements imposes costs on con-

sumers who might wish either to defer them or

even to avoid them altogether. However, it may be

more costly to defer the installation of these facil-

ities until after the tract has been built up. By

incurring costs in earlier stages and by taking

advantage of larger-scale production economies,

the ordinance may reduce consumers' costs over

the long run.

Moreover, the regulations may reduce or elim-

inate external diseconomies. While a building

code protects owners or occupants from a poorly

constructed building, it is also intended to pro-

Although they are not the only tools available
to local government for influencing patterns on
the land, zoning, subdivision ordinances, building and related codes, and property taxes are the
chief instruments for constraining or enhancing
private market developments. In principle, these
exercises of police power attempt to improve or
protect the welfare of the community-at-large.
They also affect the costs of housing and the
efficiency of the market.
In a sense, these regulations may be viewed as
a means to protect the users, owners, and occupants of the properties affected and to economize
on long run costs. A subdivision regulation requiring the installation of paved streets and

sewer lines prior to the development and construction of improvements imposes costs on consumers who might wish either to defer them or
even to avoid them altogether. However, it may be
more costly to defer the installation of these facilities until after the tract has been built up. By
incurring costs in earlier stages and by taking
advantage of larger-scale production economies,
the ordinance may reduce consumers' costs over
the long run.
Moreover, the regulations may reduce or eliminate external diseconomies. While a building
code protects owners or occupants from a poorly
constructed building, it is also intended to protect neighboring properties and the public
against hazards to health and safety. Theoretically, the regulation internalizes these diseconomies;
that is, it makes the individual responsible for
their creation. Building codes, for example, will
raise the costs of construction and usually the
prices paid in the market. But apart from protecting present or fu ture consumers from their
own ignorance, they should do no more than to
shift the cost burden of diseconomies to the
responsible individual. In practice, the theory is
frequently violated. As one observer testifies:
The main thing that planners don't know
about zoning is this: Planners do not know, or
at least they act as if they do not know, that
their kind of zoning is virtually a myth, that
least a great rarity. By the planner's kind of
zoning, I mean zoning for everybody's welfare,
zoning which implements a plan for the sound
development of the entire community--as opposed to zoning for the mere protection of each
private piece of property . ... (140, p. 197)
Technically, the goal of such restrictions is to
raise the level of community welfare and to approximate what in economic terms is called
"Pareto Optimality;" that is, the regulations and
policies should benefit everyone in the community (or if only some gain, then none should
lose). Furthermore, with exter~alities resulting
from certain market actions, it may be possible
for the gainers to compensate the losers and
still be better off than before. If compensation is
not a practical alternative, the reduction of external diseconomies will still be a preferred position in many cases. \Ve shall return to this subject shortly.
Suffice it to say that, so long as social controls
impose costs on housing which in the long run
reduce eX ler,nal di economies, the claim that they
nglnal -rom

tect neighboring properties and the public

against hazards to health and safety. Theoretical-

ly, the regulation internalizes these diseconomies;

that is, it makes the individual responsible for

their creation. Building codes, for example, will
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burden market participants excessively is some-

what weakened. This is in sharp contrast to

regulations which raise housing costs for a large

number of persons, but benefit only a privileged

few. A building code which prohibits the intro-

duction of cost-saving innovations benefits only

a few individuals with vested interests and

clearly conflicts with the outlined principles.

Given the extraordinary complexities of regu-

lations on land utilization and buildings, it is

often a matter of judgment to separate those

rules which appear to raise costs and waste re-

sources from others which reduce or eliminate

externalities or protect consumers by merely

shifting resources. Moreover, those who are only

indirectly affected may not be fully aware of the

implications of the regulations or may be reluc-

tant to submit their views to public debate.

These problems are clarified by examining the

regulations separately.

/. Zoning

In recent years the conception of zoning has

been the subject of criticism. There is a growing

concern that the notion of the public welfare has

been interpreted too narrowly in one sense and

too broadly in another. Moreover, it has become

quite clear that the intended effect of zoning and

the market realities diverge sharply. Since re-

search on the economic impact of zoning is

limited to analyses of a few cases, it is impossible

to apply the conclusions to the entire nation.

a. Effect on externalities. Challenging tradi-

tional welfare economics, Coase gives a new per-

spective on the efficacy of zoning and similar

types of controls. Using the example of a factory

which, through smoke emission, has deleterious

effects on neighboring properties, he asserts:

The conclusions to which this kind of analysis

seems to have led most economists is that it

would be desirable to make the owner of the

factory liable for the damage caused to those

injured by the smoke, or alternatively liable

for the damage caused to those injured by

the smoke, or alternatively, to place a tax on

the factory owner . . . , or finally to exclude the

factory from residential districts (and pre-

sumably from other areas in which the emis-

sion would have harmful effects on others). It

is my contention that the suggested courses

of action are inappropriate, in that they lead

to results which are not necessarily, or even

usually, desirable. (138, p. 1, emphasis added)

Coase's argument rests on the notion that since

property owners' rights are also factors of pro-

duction, the segregation of land uses may reduce

social product, unless the damage done to those

ostensibly creating the external diseconomies is

also reckoned. But he does not deny the appro-

priateness of government interference in cases

where barriers exist to market transactions. If

no barriers exist, government's role is to define

property rights and to let the market determine

the use of property. Zoning restrictions fail to

recognize the reciprocal character of externali-

burden market participants excessively is somewhat weakened. This is in sharp contrast to
regulations which raise housing costs for a large
number of persons, but benefit only a privileged
few. A building code which prohibits the introduction of cost-saving innovations benefits only
a few individuals with vested interests and
clearly conflicts with the outlined principles.
Given the extraordinary complexities of regulations on land utilization and buildings, it is
often a matter of judgment to separate those
rules which appear to raise costs and waste resources from others which reduce or eliminate
externalities or protect consumers by merely
shifting resources. Moreover, those who are only
indirectly affected may not be fully aware of the
implications of the regulations or may be reluctant to submit their views to public debate.
These problems are clarified by examining the
regulations separately.
1. Zoning
In recent years the conception of zoning has
been the subject of criticism. There is a growing
concern that the notion of the public welfare has
been interpreted too narrowly in one sense and
too broadly in another. Moreover, it has become
quite clear that the intended effect of zoning and
the market realities diverge sharply. Since research on the economic impact of zoning is
limited to analyses of a few cases, it is impossible
to apply the conclusions to the entire nation.
a. Effect on externalities. Challenging traditional welfare economics, Coase gives a new perspective on the efficacy of zoning and similar
types of controls. Using the example of a factory
which, through smoke emission, has deleterious
effects on neighboring properties, he asserts:
The conclusions to which this kind of analysis
seems to have led most economists is that it
would be desirable to make the owner of the
factory liable for the damage caused to those
injured by the smoke, or alternatively liable
for the damage caused to those injured by
the smoke, or alternatively, to place a tax on
the factory owner . . . , or finally to exclude the
factory from residential districts (and presumably from other areas in which the emission would have harmful effects on others). It
is my contention that the suggested courses
of action are inappropriate in that they lead
to results which are not necessarily, or even
usually, desirable. (138 J p. 1, emphasis added)
Coase's argument rests on the notion that since
J

ties. To illustrate, apartment houses would not

be obnoxious to residents of single family homes

if it were not for the presence of the latter. Rele-

gating apartment houses to less favorable loca-

tions will disadvantage landlords and tenants. In

consequence, the relevant question is which of
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property owners' rights are also factors of production, the segregation of land uses may reduce
social product, unless the damage done to those
ostensibly creating the external diseconomies is
also reckoned. But he does not deny the appropriateness of government interference in cases
where barriers exist to market transactions. If
no barriers exist, government's role is to define
property rights and to let the market determine
the use of property. Zoning restrictions fail to
recognize the reciprocal character of externalities. To illustrate, apartment houses would not
be obnoxious to residents of single family homes
if it were not for the presence of the latter. Relegating apartment houses to less favorable locations will disadvantage landlords and tenants. In
consequence, the relevant question is which of
the two uses should be allowed to harm the
other. How can we avoid the serious harm? With
respect to zoning, Coase says:
I need not devote much space to discussing the
similar error involved in the suggestion that
smoke producing factories should, by means of
zoning regulations, be removed from the districts in which the smoke causes harmful effects. When the change in the location of the
factory results in a reduction in production,
this obviously needs to be taken into account
and weighed against the harm which would
result from the factory remaining in that location. The aim of such regulation should not
be to eliminate smoke pollution, but rather to
secure the optimum amount of smoke pollution, this being the amount which will maximize production. (138, p. 42)
Therefore, if maximum social product is a goal
of public policy apart from ethical and moral
considerations, zoning ordinances may defeat the
very purposes. they are trying to accomplish. To
argue that relegating particular land uses to
separate districts is unlikely to affect output, is
to say that location is irrelevant to the success
or failure of enterprises.
One of the few empirical economic analyses of
a zoning change illustrates the argument. In an
attempt to reduce traffic congestion resulting
from parking on the street, the city of Oakland
revised a zoning ordinance to require a parking
space for every apartment unit built after 1961.
(105, pp. 103-25) Superficially, the revision may
appear to involve shifting a public cost (traffic
congestion) to the investor in multi-family
dwellings. The contention probably reflects the
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reasoning of many planners and the residents in

the adjacent area. The empirical analysis of the

after-effects reveals the complex chain reaction

that resulted from a seemingly minor zoning

revision: density of apartment units per acre

declined, larger lots were used, median land

costs rose ten cents per square foot, apartment

unit costs increased by $583, and profit margins

of both builders and landlords dropped. Al-

though construction costs per square foot de-

clined because of the construction of less costly

space for garages, the building costs per apart-

ment unit rose from $6,613 to $7,805 because of

the construction of larger units. On the plus side,

competition became keener and market efficiency

improved. On the minus side, with the lower

density developments, the market rent structure

shifted upward as investors sought to recapture

higher costs. Thus, resources shifted away from

the low-cost, low-rent sector, which had the great-

est need for expansion. (105)

These findings, although localized, raise a host

of issues relevant to cost inducement arising

from institutional factors. First, should zoning

ordinances reduce the profitability of developers?

It would seem reasonable to contend that, with

lower profitability, producers are stimulated to

greater efficiency. But, if industry is efficient,

marginal producers are usually eliminated and

output is reduced. This is a cost which in some

form will also be shared by society. Which does

society prefer: more traffic congestion and more

housing, or less of both? Unfortunately, this kind

of choice is often not clear to decision-makers

immersed in legal and technical detail and too

concerned with reconciling the interests of the

community power structure.

Secondly, should zoning ordinances stimulate

construction of larger, more expensive dwellings

to the detriment of poorer population groups?

Many communities, especially if suburban,

would answer "yes." While their reasons are

clear, they find little economic support. What

are the reasons? As two astute observers note,

some reasons are debated publicly, and others

are only whispered. (127) First, suburban home-

owners argue that multi-family dwellings place

a heavy burden on the public sector, leading to

a propery tax increase. Secondly, dense develop-

ment cuts off air and light. Thirdly, rental units

are "the slums of tomorrow." Fourthly, multi-

family neighborhoods reduce property values.

And finally, they will destroy the character of the

community. Actually, there is but little evidence

that apartments increase school costs or place

any exceptional strain on community facilities,

except perhaps in older established areas.

If anything, the contrary seems to be true.

Families with children typically demand single

family homes. With higher density installation,

the maintenance of community facilities is likely

to be lower than for single family homes. Proper

zoning and design can minimize the nuisance

effect of further intensive land utilization. The

reasoning of many planners and the residents in
the adjacent area. The empirical analysis of the
after-effects reveals the complex chain reaction
that resulted from a seemingly minor zoning
revision: density of apartment units per acre
declined, larger lots were used, median land
costs rose ten cents per square foot, apartment
unit costs increased by $583, and profit margins
of both builders and landlords dropped. Although construction costs per square foot declined because of the construction of less costly
space for garages, the building costs per apartment unit rose from $6,613 to $7,805 because of
the construction of larger units. On the plus side,
competition became keener and market efficiency
improved. On the minus side, with the lower
density developments, the market rent structure
shifted upward as investors sought to recapture
higher costs. Thus, resources shifted away from
the low-cost, low-rent sector, which had the greatest need for expansion. (105)
These findings, although localized, raise a host
of issues relevant to cost inducement arising
from institutional factors. First, should zoning
ordinances reduce the profitability of developers?
It would seem reasonable to contend that, with
lower profitability, producers are stimulated to
greater efficiency. But, if industry is efficient,
marginal producers are usually eliminated and
output is reduced. This is a cost which in some
form will also be shared by society. Which does
society prefer: more traffic congestion and more
housing, or less of both? Unfortunately, this kind
of choice is often not clear to decision-makers
immersed in legal and technical detail and too
concerned with reconciling the interests of the
community power structure.
Secondly, should zoning ordinances stimulate
construction of larger, more expensive dwellings
to the detriment of poorer population groups?
Many communities, especially if suburban,
would answer "yes." While their reasons are
clear, they find little economic support. What
are the reasons? As two astute observers note,
some reasons are debated publicly, and others
are only whispered. (127) First, suburban homeowners argue that multi-family dwellings place
a heavy burden on the public sector, leading to
a propery tax increase. Secondly, dense development cuts off air and light. Thirdly, rental units
are "the slums of tomorrow." Fourthly, multifamily neighborhoods reduce property values.
And finally, they will destroy the character of the

belief that multi-family units are quick to blight

is difficult to reconcile with landlord entrepre-

neurship. With normal vacancies, unless land-

lords maintain their property, the rentability of

their units is reduced. Property values around

apartments tend to be high because of expecta-
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community. Actually, there is but little eVIdence
that apartments increase school costs or place
any exceptional strain on community facilities,
except perhaps in older established areas.
If anything, the contrary seems to be true.
Families with children typically demand single
family homes. With higher density installation,
the maintenance of community facilities is likely
to be lower than for single family homes. Proper
zoning and design can minimize the nuisance
effect of further intensive land utilization. The
belief that multi-family units are quick to blight
is difficult to reconcile with landlord entrepreneurship. With normal vacancies, unless landlords maintain their property, the rentability of
their units is reduced. Property values around
apartments tend to be high because of expectations for additional intensive land utilization.
Finally, the fear that the character of the community will be jeopardized is purely a matter of
esthetics on which it is difficult to find agreement.
Some of the real reasons for zoning out higher
intensity land uses are not stated publicly. There
is often the concern that such housing will attract
lower class tenants, although it can be shown
that there is not necessarily a relationship between social class and propensity for apartment
living. Similarly, the fear exists that the population in these units will be unstable or that
minority groups will be attracted.
What are the economic consequences of this
type of reasoning? First, much of it is based on
some assumed external diseconomy connected
with a particular land use for which a market
exists in the community. Many of the supposed
diseconomies are pure fantasies which have no
basis in fact. Even if one grants that some external diseconomies result from the introduction
of new land uses into suburban communities,
this neglects the problem of the harm to the
larger society which is eliminated. As shown, the
maintenance of "high standards" in zoning and
exclusionary tactics tends to reduce the supply
of new housing and to raise prices or rents,
especially for those least able to pay. Moreover,
locating new housing in less advantageous locations tends to increase transportation costs to
places of work and elsewhere.
The issue of apartment housing in suburban
communities is neatly summarized by this statement:
If the segregation of dwelling types can no
longer be justified under the rubrics of (health,
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safety and morals', then what is the nature of

the 'general welfare' by which the enshrine-

ment of the detached dwelling is validated?

It may be appropriate to join this latter ques-

tion with the reminder that the police power

was not designed as a cardinal principle, but

as a limitation on the primary right of the

owner of property to use his property as he

sees fit. Unless the developer's use will have a

demonstrable and adverse impact upon the

safety and morals', then what is the nature of
the 'general welfare' by which the enshrinement of the detached dwelling is validated?
It may be appropriate to join this latter question with the reminder that the police power
was not designed as a cardinal principle, but
as a limitation on the primary right of the
owner of property to use his property as he
sees fit. Unless the developer'S use will have a
demonstrable and adverse impact upon the
general welfare, the police power should not
come into play . ... (127, pp. 1040-1091)

general welfare, the police power should not

come into play. . . . (127, pp. 1040-1091)

At least part of the inefficiencies resulting from

zoning are traceable to an excessively narrow defi-

nition of the general welfare. Cities and towns

organized as separate political entities are prone

to view the scope of general welfare as coincident

with their political boundaries. That the larger

urban region is a highly interdependent mecha-

nism tends to.be ignored. In the process, little

recognition is given to the possibility that the

behavior of the communities, and especially those

in the suburbs, acting without reference to sur-

rounding territories, can undermine private mar-

ket operations and even the general welfare of

the region.

Zoning, of course, represents only one of a

variety of means utilized by communities to fend

off imaginary and real problems, and its impor-

At least part of the inefficiencies resulting from
zoning are traceable to an excessively narrow definition of the general welfare. Cities and towns
organized as separate political entities are prone
to view the scope of general welfare as coincident
with their political boundaries. That the larger
urban region is a highly interdependent mechanism tends to. be ignored. In the process, little
recognition is given to the possibility that the
behavior of the communities, and especially those
in the suburbs, acting without reference to surrounding territories, can undermine private market operations and even the general welfare of
the region.

tance should not be overestimated. However, it

should be emphasized that the very problems

which zoning and other regulatory devices intend

to avoid often appear under a different guise.

Tactics employed by suburban governments for

maintaining an exclusive character aggravate

the housing problems of the central cities. (8)

The ensuing conflicts in the central cities gen-

erate costs to society of substantial magnitude.

In another sense, the general welfare in regard

to zoning is interpreted too broadly. At one time

zoning and other land use controls were seen as

applications of the police power for arbitrating

disputes between competitors in markets where

propery rights were ill-defined. This view is

slowly giving way to the position which holds

Zoning, of course, represents only one of a
variety of means utilized by communities to fend
off imaginary and real problems, and its importance should not be overestimated. However, it
should be emphasized that the very problems
which zoning and other regulatory devices intend
to avoid often appear under a different guise.
Tactics employed by suburban governments for
maintaining an exclusive character aggravate
the housing problems of the central cities. (8)
The ensuing conflicts in the central cities generate costs to society of substantial magnitude.

that the land market is subservient to the public

interest. One observer remarks that "Today the

attitude of the courts appears to have shifted.

The general welfare of the community is now

considered to stand independent of the safety

and health of individuals." (114, pp. 23-24) The

shift has permitted the introduction of zoning

ordinances with provisions of social controls

where benefits are ill-defined or illusory. Regula-

tions tend to be increasingly protective of low

density single-family residential developments at

the expense of higher density developments and

non-residential land uses. (114)

In view of these remarks one might assume

that the urban public is unaware of the economic

implications of zoning. Such an assumption, how-

ever, is not necessary for understanding why

zoning ordinances usually are adopted. As Davis

has shown, given certain assumptions about the

In another sense, the general welfare in regard
to zoning is interpreted too broadly. At one time
zoning and other land use controls were seen as
applications of the police power for arbitrating
disputes between competitors in markets where
propery rights were ill-defined. This view is
slowly giving way to the position which holds
that the land market is subservient to the public
interest. One observer remarks that "Today the
attitude of the courts appears to have shifted.
The general welfare of the community is now
considered to stand independent of the safety
and health of individuals." (114, pp. 23-24) The
shift has permitted the introduction of zoning
ordinances with provisions of social controls

body politic,

. . . it seems reasonable to suppose that those

who favor zoning will almost always outnum-

ber those who oppose it in any metropolitan

area. However, the existence of those who

would oppose zoning or the assured lack of
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where benefits are ill-defined or illusory. Regulations tend to be increasingly protective of low
density single-family residential developments at
the expense of higher density developments and
non-residential land uses. (114)
In view of these remarks one might assume
that the urban public is unaware of the economic
implications of zoning. Such an assumption, however, is not necessary for understanding why
zoning ordinances usually are adopted. As Davis
has shown, given certain assumptions about the
body politic,
... it seems reasonable to suppose that those
who favor zoning will almost always outnumber those who oppose it in any metropolitan
area. However, the existence of those who
would oppose zoning or the assured lack of
unanimity among the populace suggests that
zoning cannot be said to move a municipality
toward the Pareto optimality frontier in urban
property. (143, pp. 374-386)
The reasoning is complex. It involves, first,
the perception of external diseconomies imposed
on groups in the community, and secondly, the
possibility of enjoying indirect pecuniary external economies by imposing external diseconomies
on others. Since losses (external diseconomies)
are direct and gains (pecuniary external economies) indirect and prospective, more weight will
be placed on the former than the latter. If true,
renters and property owners who consider their
parcel fully developed and who are concerned
over possible losses will tend to approve of zoning and outvote those groups whose property is
undeveloped or others who desire to develop property in its most profitable manner. The results
of this process are, of course, at the very heart of
the problem we are addressing, i.e., the restrictive standards and the limited opportunity for
land use development or change.
The arguments up to this point have assumed
that zoning ordinances are binding. In practice
this is not always the case. Zoning administrators are aware of market pressures in making
their decisions. The need for interaction between
physically incompatible activities will usually
dictate change. The exclusive single-family residential suburb with its "clean" research and development industries also demands maids, janitors, and low paid clerks. Unless such workers
can find housing within reasonable proximity to
places of employment, the costs of acquiring their
services will be high. Therefore, efforts are made
to accommodate these groups.
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b. Cost implications. If zoning tends to be rea-

sonably flexible and in accord with long-run

market demand, it may still be regarded as a

means for reducing the uncertainty of property

owners, and the costs associated with it. Owners

of land and buildings are protected against

abrupt and unexpected neighborhood change, as

zoning provides a smoother transition. If the

goal be reasonable stability, then it must be

determined whether it necessitates the develop-

ment and administration of comprehensive zon-

ing ordinances to spell out the provisions of land

utilization. Land uses tend to cluster together

through the market mechanism. Moreover, de-

vices such as deed restrictions, which are avail-

able in the private market, do prevent abrupt

and undesired change. With deed restrictions

sanctioned by the general public, but without

zoning, Houston, Texas, does not appear to differ

markedly in its physical appearance, efficiency,

and amenities from other American cities. One

observer of zoning in the United States reached

the conclusion that,

. . . while municipal zoning appears to have

enormous potential for regulating urban

change, in actuality it has only marginal effects

b. Cost implications. If zoning tends to be reasonably flexible and in accord with long-run
market demand, it may still be regarded as a
means for reducing the uncertainty of property
owners, and the costs associated with it. Owners
of land and buildings are protected against
abrupt and unexpected neighborhood change, as
zoning provides a smoother transition. If the
goal be reasonable stability~ then it must be
determined whether it necessitates the development and administration of comprehensive zoning ordinances to spell out the provisions of land
utilization. Land uses tend to cluster together
through the market mechanism. Moreover, devices such as deed restrictions, which are available in the private market, do prevent abrupt
and undesired change. With deed restrictions
sanctioned by the general public, but without
zoning, Houston, Texas, does not appear to differ
markedly in its physical appearance, efficiency,
and amenities from other American cities. One
observer of zoning in the United States reached
the conclusion that,

on land values and amenity, and almost neg-

ligible effects on the distribution of space users

in the city. (114, p. 61)

If this evaluation is correct, then the minimum

direct cost of zoning in the United States is

equivalent to the total cost of developing and

administering zoning ordinances in areas where

they exist.

... while municipal zoning appears to have
enormous potential fOT regulating urban
change, in actuality it has only marginal effects
on land values and amenity, and almost negligible effects on the distribution of space users
in the city. (114, p. 61)

c. An example: minimum lot size zoning. It

needs to be recognized that zoning includes a

multitude of regulatory devices varying greatly

in detail among communities. If the previous

remarks are not to be considered a glib indict-

ment of regulations whose economic impact has

not been studied comprehensively, it may be well

If this evaluation is correct, then the minimum

direct cost of zoning in the United States is
equivalent to the total cost of developing and
administering zoning ordinances in areas where
they exist.

to look at minimum lot zoning as one facet of

the larger problem.

Planners, attorneys, and others have become in-

creasingly concerned that suburban communities

specify minimum lot sizes far larger than reason-

able norms. One-, two-, or three-acre lot mini-

ma are not uncommon and have been upheld by

the courts. (160) What are the economic con-

sequences of this type of restriction?

A Massachusetts study shows that the increases

in housing costs resulting from large lot zoning

are not as substantial as might be assumed. (81)

Frontage requirements and the number and

character of improvements are more important

determinants of costs than lot size. Assuming

uniform raw land cost, a one-acre lot was found

to cost 30 percent moreânot four times moreâ

than a one-quarter acre lot, raising costs on a

$20,000 home by four percent. A four acre lot

is but 50 percent more costly than a one-acre

lot and increases costs by nine percent for the

total package. The less than proportional cost

increases are due to the fact that certain on-site

costs in lot development are fixed, regardless of

c. An example: minimum lot size zoning. It
needs to be recognized that zoning includes a
multitude of regulatory devices varying greatly
in detail among communities. If the previous
remarks are not to be considered a glib indictment of regulations whose economic impact has
not been studied comprehensively, it may be well
to look at minimum lot zoning as one facet of
the larger problem.
Planners, attorneys, and others have become increasingly concerned that suburban communities
specify minimum lot sizes far larger than reasonable norms. One-, two-, or three-acre lot minima are not uncommon and have been upheld by
the courts. (160) What are the economic consequences of this type of restriction?
A Massachusetts study shows that the increases
in housing costs res lting from large lot zon ing

are not as substantial as might be assumed. (81)
Frontage requirements and the number and
character of improvements are more importaIll
determinants of costs than lot size. Assuming
uniform raw land cost, a one-acre lot was found
to cost 30 percent more-not four times morethan a one-quarter acre lot, raising costs on a
$20,000 home by four percent. A four acre lot
is but 50 percent more costly than a one-acre
lot and increases costs by nine percent for the
total package. The less than proportional cost
increases are due to the fact that certain on-site
costs in lot development are fixed, regardless of
lot size. Usually, large lots tend to be relatively
deep and the average width/depth ratio which
might range from say 0.60 to 0.85 for smaller lots
would range between 0.48 and 0.70 in larger
lots. Thus, with scale economies, off-site improvements do not rise sharply with lot size. However,
it is asserted that lot costs would become prohibitive where high standards for lot improvements accompany wide frontage requirements.
The research suggests that substantial economies
might be obtained if, with large lots, standards
are adjusted and improvements waived. For instance, streets might be narrower, so that storm
sewers and sidewalks could be eliminated.
Whether or not these adjustments are made is
another matter. But the study does suggest that
alternatives are open; that is, an apparently strict
standard governing one aspect of development
may well accompany a somewhat lower standard
for other aspects.
While the Massachusetts analysis indicates
that lot costs do not rise linearly with lot size,
the range of lot sizes considered may well have
little relevance to families purchasing modest
homes. There are reasons to believe that as lot
size increases from 6,000 to 10,000 square feet,
costs rise more rapidly per 1,000 square feet than
in the range above 10,000 square feet.
According to a study in Minneapolis and St.
Paul in 1962, development costs for a lot measuring 7,200 (60xI20) square feet averaged $2,873
compared to $3,335 for a 10,800 (80xI35) square
foot lot and $4,059 for a 15,000 (100xI50) square
foot lot. (113) Increasing the smallest lot size by
3,600 square feet raises total costs only $462 or
$128 per additional 1,000 square feet. The difference of $724 between the middle-sized and the
large lot represents only $172 per 1,000 additional
square feet. The cost increments with size are
modest compared to the homeowner's total investment in I [ tt : €ilirltpmvements. Requiring fami-

lot size. Usually, large lots tend to be relatively
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deep and the average width/depth ratio which

might range from say 0.60 to 0.85 for smaller lots

would range between 0.48 and 0.70 in larger

lots. Thus, with scale economies, off-site improve-
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lies to purchase 1,000 square feet more than they

desire would represent only about one percent

of the total costs of a typical house priced at

$15,000.

Zoning ordinances specifying large lot size

minima tend to force buyers out of the market,

but the aggregate demand for land depends on

the elasticities of supply and demand schedules.

Lot size minima also favor development of more

peripheral, less expensive land. As development

disperses, the costs of commuting rise. Therefore,

with a traditionally strong appetite for land, it is

likely that minima contribute to rising costs of

land and transportation. Although lack of em-

pirical data prevents precise conclusions on any

of these issues, it seems reasonable to conclude

that a considerable gap exists between the intent

of the ordinances and the realities of the market.

The large variety of lot sizes preferred by the

public is revealed in research published recently

by the Survey Research Center at the University

of Michigan. (65) The study indicates that lot

sizes in single-family homes have been rising

gradually. Sizes for houses built prior to 1940

were generally less than one-fifth of an acre

whereas since 1940, lots, on the average, approxi-

mated one-fifth of an acre or more. Since space

demands tend to increase with family income,

it cannot be inferred that increasing lot sizes are

associated with stricter standards alone. On the

contrary, these increases probably reflect demand

for more land by those with higher incomes. Gen-

erally, more people feel that their lots are too

small rather than too large. This is not unex-

pected since budgetary constraints prevent people

from purchasing the preferred amount of land.

It is worthy of note, however, that the ideal lot

size is not very large and ranges somewhere be-

tween 3/10 and 5/10 of an acre. The chief objec-

tion from those who feel their lot is too large is

the amount of maintenance required; whereas

those who feel they are too small express more

diverse reasoning related to space and privacy.

Given an upper limit to desired lot size, zoning

ordinances must continually be studied to de-

termine how closely they match the public's

preference.

d. Summary. In light of the variations in zoning

regulations of different communities it is impos-

sible to apply the conclusions to the whole nation.

Moreover, these ordinances are continually in

revision and, on the whole, appear to have be-

come more strict over time. These changes par-

tially reflect the preferences of community

leaders who are convinced that the ordinances

will accomplish certain desired objectives. In

many cases, since the standards set are those

which would be met in the market anyhow, the

ordinance involves no constraint of the private

decision. In other cases, the ordinances reflect

either mistaken notions of general welfare or

conflicts between adjacent metropolitan commu-

nities. Considerations of municipal costs and reve-

lies to purchase 1,000 square feet more than they
desire would represent only about one percent
of the total costs of a typical house priced at
$15,000.
Zoning ordinances specifying large lot size
minima tend to force buyers out of the market,
but the aggregate demand for land depends on
the elasticities of supply and demand schedules.
Lot size minima also favor development of more
peripheral, less expensive land. As development
disperses, the costs of commuting rise. Therefore,
with a traditionally strong appetite for land, it is
likely that minima contribute to rising costs of
land and transportation. Although lack of em·
pirical data prevents precise conclusions on any
of these issues, it seems reasonable to conclude
that a considerable gap exists between the intent
of the ordinances and the realities of the market.
The large variety of lot sizes preferred by the
public is revealed in research published recently
by the Survey Research Center at the University
of Michigan. (65) The study indicates that lot
sizes in single-family homes have been rising
gradually. Sizes for houses built prior to 1940
were generally less than one-fifth of an acre
whereas since 1940, lots, on the average, approximated one-fifth of an acre or more. Since space
demands tend to increase with family income,
it cannot be inferred that increasing lot sizes are
associated with stricter standards alone. On the
contrary, these increases probably reflect demand
for more land by those with higher incomes. Generally, more people feel that their lots are too
small rather than too large. This is not unexpected since budgetary constraints prevent people
from purchasing the preferred amount of land.
It is worthy of note, however, that the ideal lot
size is not very large and ranges somewhere between 3/10 and 5/10 of an acre. The chief objection from those who feel their lot is too large is
the amount of maintenance required; whereas
those who feel they are too small express more
diverse reasoning related to space and privacy.
Given an upper limit to desired lot size, zoning
ordinances must continually be studied to determine how closely they match the public'S
preference.
d. Summary. In light of the variations in zoning
regulations of different communities it is impossible to apply the conclusions to the whole nation.
Moreover, these ordinances are continually in
revision and, on the whole, appear to have become more strict over time. These changes par-

nues are of paramount importance in establishing

the provisions although, as has been shown re-

peatedly, optimization in the public sectorâtoo

often interpreted narrowly as minimization of

public costsâis only one of a number of goals

to be attained. (71) The criterion that zoning

must enhance the development of land uses with
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tially reflect the preferences of community
leaders who are convinced that the ordinances
will accomplish certain desired objectives. In
many cases, since the standards set are those
which would be met in the market anyhow, the
ordinance involves no constraint of the private
decision. In other cases, the ordinances reflect
either mistaken notions of general welfare or
conflicts between adjacent metropolitan communities. Considerations of municipal costs and revenues are of paramount importance in establishing
the provisions although, as has been shown repeatedly, optimization in the public sector-too
often interpreted narrowly as minimization of
public costs-is only one of a number of goals
to be attained. (71) The criterion that zoning
must enhance the development of land uses with
a high tax revenue potential (placing limited
demand for services on the community) is subject
to criticism, particularly when combined with
preconceived notions as to which land uses are
desirable and which are not. In the process, the
goals of the metropolitan area, the region, and
the nation arc sacrificed to home rule.
Finally, one of the fundamental assumptions
of zoning and other land use controls is that
homes are protected against external diseconomies generated by other land uses. This assumption is based on the premise that nonresidential
land uses should bear responsibility for, and costs
of, actual or perceived deleterious effects to singlefamily homes. The premise ignores the fact that
homeowners are also workers in offices and factories or employers of others who might live in
apartment housing. By reducing or eliminating
the deleterious effects on single-family homes,
inefficiencies in production or location may be
created which eventually affect homeowners.
Thus, the costs of loning should not be calculated in terms of direct housing costs alone, as it
may take the form of higher costs for other goods
and services.
2. BlIilding and Related Codes
a. Contrasts to other factors. A major difference between zoning and building codes is that
uniformity applies in the former only to specific
districts; whereas in the latter the ordinances
apply to the community as a whole. The producer or consumer who finds that a zoning ordinance requires him to develop or purchase more
land than he wishes has the opportunity of moving either to a less restricted zone or, within a
particular zone, to areas where land costs are
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lower. But building codes involving costly features

cannot as easily be avoided. The only escape is

either to move to another area where the produc-

tion of new housing is less constrained, to econo-

mize on other features of the home, or to not

build at all.

In principle, codes share the objectives of zon-

ing ordinances. Both seek to improve the general

welfare of the community. In contrast to zoning,

however, greater emphasis is placed on protection

of occupants against potential hazards of the

property. Zoning emphasizes the externalities

associated with the property or its occupants and

their effect on the community. But by specifying

that materials must meet certain standards, codes

attempt to protect the occupant, the passer-by,

and the neighboring property and its occupants

from the possibility that the building will col-

lapse or catch fire. Certainly, such considerations

are also present in zoning, but the variation in

standards by districts is evidence that protection

of neighbors is the crucial difference. Thus, it

would be difficult to convince a property owner

that, for his own good, the home he intends to

build should be set back from the sidewalks,

when he knows that in high density apartment

areas this provision does not apply.

Moreover, the public interest which prompts

the controls on building involves more tangible

issues than does zoning. The damage to people

and property when a building collapses or burns

can be assessed with some precision. The experi-

ences of the past provide guidelines for a con-

tinual re-evaluation and revision of building

codes. This tends to make the building codes

sound more reasonable than the zoning ordi-

nances. To illustrate, the public more readily

accepts regulations constraining the use of certain

materials in buildings in areas with high fire

hazards than regulations which limit densities.

Moreover, a degree of reciprocity is present in

building codes which appears to be lacking in

zoning ordinances. Because a strong building code

applies to all buildings, a property owner feels

protected from the hazards of neighboring prop-

erties, just as his neighbors are protected from

him. This, of course, assumes that building codes

do not discriminate between types of properties.

1n many cases this assumption is invalid. A code

which is archaic in its provisions for multi-family

units but not for single-family homes will encour-

age low density investment, since it will be rela-

tively cheaper to build homes than apartments.

The building codes assume that the general

public, when it purchases or rents housing, is not

technically trained to evaluate potential dangers

to health and safety. Thus, codes protect the

public from its own ignorance. The assumption

has merit, but even with building codes and

building inspection during the course of con-

struction faults appear which impose costs on

owners and occupants. It is equally correct to say

that building codes as a form of risk transfer

preclude the opportunity for self-insurance by

owners and occupants. In other words, leaving

lower. But building codes involving costly features
cannot as easily be avoided. The only escape is
either to move to another area where the production of new housing is less constrained, to economize on other features of the home, or to not
build at all.
In principle, codes share the objectives of zoning ordinances. Both seek to improve the general
welfare of the community. In contrast to zoning,
however, greater emphasis is placed on protection
of occupants against potential hazards of the
properly. Zoning emphasizes the externalities
associated with the property or its occupants and
their effect on the community. But by specifying
that materials must meet certain standards, codes
attempt to protect the occupant, the passer-by,
and the neighboring property and its occupants
from the possibility that the building will collapse or catch fire. Certainly, such considerations
are also present in zoning, but the variation in
standards by districts is evidence that protection
of neighbors is the crucial difference. Thus, it
would be difficult to convince a property owner
that, for his own good, the home he intends to
build should be set back from the sidewalks,
when he knows that in high density apartment
areas this provision does not apply.
Moreover, the public interest which prompts
lhe controls on building involves more tangible
issues than does zoning. The damage to people
and property when a building collapses or burns
can be assessed with some precision. The experiences of the past provide guidelines for a continual re-evaluation and revision of building
codes. This tends to make the building codes
sound more reasonable than the zoning ordinances. To illustrate, the public more readily
accepts regulations constraining the use of certain
materials in buildings in areas with high fire
hazards than regulations which limit densities.
Moreover, a degree of reciprocity is present in
building codes which appears to be lacking in
zoning ordinances. Because a strong building code
applies to all buildings, a property owner feels
protected from the hazards of neighboring properties, just as his neighbors are protected from
him. This, of course, assumes that building codes
do not discriminate between types of properties.
In many cases this assumption is invalid. A code
which is archaic in its provisions for multi-family
units but not for single-family homes will encourage low density investment, since it will be relatively cheaper to build homes than apartments.

aside questions of externalities, building codes

often incorporate standards to obviate those

events which have a low probability of occur-

rence. But owners might prefer either to assume

such risks themselves or to insure against them.

Efficiency in Housing Industry

The building codes assume that the general
public, when it purchases or rents housing, is not
technically trained to evaluate potential dangers
to health and safety. Thus, codes protect the
public from its own ignorance. The assumption
has merit, but even with building codes and
building inspection during the course of construction faults appear which impose costs on
owners and occupants. It is equally correct to say
that building codes as a form of risk transfer
preclude the opportunity for self-insurance by
owners and occupants. In other words, leaving
aside questions of externalities, building codes
often incorporate standards to obviate those
events which have a low probability of occurrence. But owners might prefer either to assume
such risks themselves or to insure against them.
A sharp divergence could exist between the
higher costs of constructing buildings according
to the codes to meet a specific risk and the lower
costs of insuring. 1£ costs of compliance with a
building code exceed costs of insurance, the
building code may be considered unduly restrictive. Thus, codes share the weaknesses of other
regulations in that their uniform application prohibits certain transactions in the market which
would bring consumers closer to optimality, as
they perceive it. As such, they inhibit resource
redistribution and restrict consumer sovereignty.
In another sense, building codes may substitute
for insurance. Higher insurance rates are likely
to be charged in areas where building codes are
less restrictive. Thus, the higher construction
costs of conforming to tighter codes may be compensated by lower insurance costs over the long
run. In reality, little faith can be placed in this
argument. The National Board of Fire Underwriters grades cities and towns by assigning deficiency points up to a limit of 5,000. A maximum
of 200 points, or only four percent of the total,
are assignable to "building laws." With ten risk
classes, holding other things constant, a city with
poor building codes at worst could be rated one
class lower. (72) The rating scheme indicates
that fire insurers are much more concerned with
the quality of the water supply and the fire
department. Consequently, the relative weights
in the fire rating scheme suggest that code quality
is a poor risk substitute for fire insurance, but
that the quality of those public services affecting
fire riskiness are rather good substitutes for codes.
At the margin, then, the costs associated with
strengthenin . corl€S to reduce fire risks must be
n irian ronl
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considered in light of the alternative cost of

strengthening other community services which

have similar goals.

Building codes applied to new construction

may be regarded analogously as a form of pre-

ventive medicine; whereas fire protection has

both curative as well as preventive characteristics.

Society continually must choose between meas-

ures which reduce the risk of occurrence of a

disastrous event and measures for dealing with

the event should it occur. At the extremes, the

choice might be between constructing fire proof

structures and placing a fire engine in front of

every house. Both extremes are patently absurd.

However, in allocating resources between pre-

vention and cure, considerations of whether costs

appear in private or public accounts are largely

irrelevant. The relevant consideration is the rela-

tion between imputed gains and imputed losses

from each possible course of action. The question

of whether gains or losses are public or private

is not so much a matter of efficiency, but one of

resource redistribution.

Clearly, building codes involve sacrifices of

consumer sovereignty. They frequently provide

little opportunity for deferring costs to the post-

construction period. By improving construction

quality, building codes require capital costs today

which otherwise would be paid tomorrow for

repairs, replacement, insurance, fire protection,

and so on. This is not to suggest that consumers

would always prefer to defer costs to the future,

but to indicate that building codes limit choice

and in the process may impose costs which are

not directly or immediately measurable.

Externalities apply to building codes as well

as to zoning but with less force. In theory, codes

are designed to protect passers-by, neighbors, and

occupants other than owners from the hazards of

unsafe and unsound construction. The imperfec-

tion of building codes as instruments for attain-

ing this goal is illustrated by the fact that prop-

erty owners usually carry insurance against

liability. Little heed is paid to the real possibility

that high standards of construction inhibit in-

vestment in new buildings. If codes raise costs,

then some producers and investors leave the mar-

ket. Which is the more serious problem, reducing

hazards to others, or increasing the volume of

new housing? To argue that these are not alter-

natives and that housing production can be ex-

panded as buildings standards are raised violates

the principle of limited resources. In the long

run, progress can be made on both fronts; but,

over shorter periods, priorities are necessary.

Moreover, the higher costs of tighter codes

burden not only producers and consumers, but

also those forced out of the market. Costs in the

form of reduced housing consumption and re-

lated side-effects could well exceed the costs of a

slight increase in risk to neighbors, passers-by,

and occupants, if the provision of codes were

relaxed.

Much of the discussion of building codes cir-

considered in light of the alternative cost of
strengthening other community services which
have similar goals.
Building codes applied to new construction
may be regarded analogously as a form of preventive medicine; whereas fire protection has
both curative as well as preventive characteristics.
Society continually must choose between measures which reduce the risk of occurrence of a
disastrous event and measures for dealing with
the event should it occur. At the extremes, the
choice might be between constructing fire proof
structures and placing a fire engine in front of
every house. Both extremes are patently absurd.
However, in allocating resources between prevention and cure, considerations of whether costs
appear in private or public accounts are largely
irrelevant. The relevant consideration is the relation between imputed gains and imputed losses
from each possible course of action. The question
of whether gains or losses are public or private
is not so much a matter of efficiency, but one of
resource redistribution.
Clearly, building codes involve sacrifices of
consumer sovereignty. They frequently provide
little opportunity for deferring costs to the postconstruction period. By improving construction
quality, building codes require capital costs today
which otherwise would be paid tomorrow for
repairs, replacement, insurance, fire protection,
and so on. This is not to suggest that consumers
would always prefer to defer costs to the future,
but to indicate that building codes limit choice
and in the process may impose costs which are
not directly or immediately measurable.
Externalities apply to building codes as well
as to zoning but with less force. In theory, codes
are designed to protect passers-by, neighbors, and
occupants other than owners from the hazards of
unsafe and unsound construction. The imperfection of building codes as instruments for attaining this goal is illustrated by the fact that property owners usually carry insurance against
liability. Little heed is paid to the real possibility
that high standards of construction inhibit investment in new buildin~s. 1£ codes raise costs,
then some producers and investors leave the market. Which is the more serious problem, reducing
hazards to others, or increasing the volume of
new housing? To argue that these are not alternatives and that housing production can be expanded as buildings standards are raised violates
the principle of limited resources. In the long

cumvents the issue of resource allocation and

ignores budget constraints. It is generally assumed

that, should codes raise supply costs, consumers

must pay more for housing. However, unless the

cost impact is so small that, when spread over

the life of the investment, it becomes infinitesimal,
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run, progress can be made on both fronts; but,
over shorter periods, priorities are necessary.
Moreover, the higher costs of tighter codes
burden not only producers and consumers, but
also those forced out of the market. Costs in the
form of reduced housing consumption and related side-effects could well exceed the costs of a
slight increase in risk to neighbors, passers-by,
and occupants, if the provision of codes were
relaxed.
Much of the discussion of building codes circumvents the issue of resource allocation and
ignores budget constraints. It is generally assumed
that, should codes raise supply costs, consumers
must pay more for housing. However, unless the
cost impact is so small that, when spread over
the life of the investment, it becomes infinitesimal,
aggregate housing investment will be reduced.
Furthermore, those remaining in the housing
market will seek means to cut costs within the
limits of the code, for example, by reducing their
space consumption. Moreover, housing costs increase relatively to other types of goods and services. With limited incomes, consumers will shift
preferences. In raising standards for new construction, the relative attractiveness of older
homes increases, thus slowing up the rate of
removal of old structures from the inventory and
reducing the average quality of the stock. These
propositions relate to the full spectrum of institutional or other impediments, as well as building
codes, which tend to raise costs of new housing.
It is with building codes, however, that the cost
effects are most prominent, if indeed it is true that
they are restrictive and raise costs substantially.
b. Cost implications. The arguments of those
who have examined building codes and found
them to be restrictive take several forms. It is
contended that, by not permitting the utilization
of the most advanced technical knowledge in
construction, codes unnecessarily raise input costs
which are passed on to consumers. Building inspection requirements limit the opportunities for
prefabrication, a process which applies mass production methods. Lack of uniformity among
localities inhibits scale economies and reduces
competition, since some enterpreneurs hesitate
entering local markets with unfamiliar codes.
The theme of these arguments is that the provisions and administration of the codes are wasteful of resources. The premise underlying this
statement is that code provisions are in fact enforced. However, this is not always true. Refer-
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ence to the code alone is not prima facie evidence

that the marketplace is burdened. A study of

Portland, Maine, emphasizes the point:

The elements which distinguish Portland from

the surrounding communities and 'competing'

cities, and which may, in some cases, increase

costs, are the enforcement and administration

of the code. Portland enforces its code; many

other communities do not. (68)

One possible inference to be drawn is that

opposition and criticism of codes arises primarily

when code officials go by the book. Also, lack of

knowledge about enforcement places obstacles

in the way of accurately assessing cost impacts.

However, this reservation has not inhibited

studies seeking estimates of cost effects.

From his in-depth study of housebuilding in

the San Francisco Bay Area, Maisel concludes:

In summary, in houses built in the localities

where the uniform codes applied without

changesâsome 33 percent of the total number

built in the areaâno inefficiency could be

charged to the restriction of codes. Fifty per-

cent had their costs raised by less than one

percent for the typical house through code

alterations. Even in the case of the final 15 to

20 percent, where greater code restrictions were

in force, the increased costs did not run more

than three percent above the uniform code

ence to the code alone is not prima facie evidence
that the marketplace is burdened. A study of
Portland, Maine, emphasizes the point:
The elements which distinguish Portland from
the surrounding communities and 'competing'
cities, and which may, in some cases, increase
costs, are the enforcement and administration
of the code. Portland enforces its code; many
other communities do not. (68)
One possible inference to be drawn is that
opposition and criticism of codes arises primarily
when code officials go by the book. Also, lack of
knowledge about enforcement places obstacles
in the way of accurately assessing cost impacts.
However, this reservation has not inhibited
studies seeking estimates of cost effects.
From his in-depth study of housebuilding in
the San Francisco Bay Area, Maisel concludes:
In summary, in houses built in the localities
where the uniform codes applied without
changes-some 33 percent of the total number
built in the area-no inefficiency could be
charged to the restriction of codes. Fifty percent had their costs raised by less than one
percent for the typical house through code

alterations. Even in the case of the final 15 to
20 percent, where greater code restrictions wet"e
in force, the increased costs did not run more
than three percent above the uniform code
areas. (74, p. 249)
The final estimate was that "less than one percent of the money spent for housebuilding was
attributable to known code inefficiences." (74,
p. 250) Maisel acknowledged that improvements
in national uniform codes might have been made
where efficiency could not be assessed.
A round table conference of experts convened
by House and Home in 1958, claimed that if ten
wasteful practices could be eliminated, at least
$1,000 would be saved in the cost of the average
house. The savings would amount to $1 billion
annually for the nation. (161) The estimate,
which ranged between 5 and 7Y2 percent of total
house cost, substantially exceeds that of Maisel.
The House and Home estimate may be criticized
for assuming that the inefficiencies attributable
to codes are present in every community. In other
words, no consideration appeared to be given to
the fact that one or more restrictive provisions
might be present, but not necessarily all ten.

areas. (74, p. 249)

The final estimate was that "less than one per-

cent of the money spent for housebuilding was

attributable to known code inefficiences." (74,
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Material and Construction Techniques Prohibited by Local Codes

p. 250) Maisel acknowledged that improvements

in national uniform codes might have been made

where efficiency could not be assessed.

A round table conference of experts convened

by House and Home in 1958, claimed that if ten

wasteful practices could be eliminated, at least

$1,000 would be saved in the cost of the average

house. The savings would amount to $1 billion

annually for the nation. (161) The estimate,

which ranged between 5 and 714 percent of total

house cost, substantially exceeds that of Maisel.

Percent
of Localities
Prohibiting

62
60
48
36
27

The House and Home estimate may be criticized

for assuming that the inefficiencies attributable

to codes are present in every community. In other

words, no consideration appeared to be given to

the fact that one or more restrictive provisions

might be present, but not necessarily all ten.

26
22
20
15

Material and Construction Method

2 X 4 studs on 24" centers for non bearing partitions
Gypsum drywall interior finish on 24" stud spacing
Concrete posts and grade beams as foundation walls
%" gypsum drywall interior finish on 16" stud spacing
Elimination of corner bracing when using plywood or fiber
board sheathing on 16" stud spacing
Wood roofing material (such as red cedar shingles or shakes)
Concrete floor slab-on-grade construction
Factory-built chimney and flue lining
Roof trusses on 24" centers

TABLE 3. Material and Construction Techniques Prohibited by Local Codes

Percent

of Localities

SOURCE:

National Association of Home Builders. Buildinl Code Requirement Survey, 2nd Edition (Washington: 1963).

Material and Construction Method

Prohibiting

62

2x4 studs on 24" centers for nonbearing partitions

60

Gypsum drywall interior finish on 24" stud spacing

48

Concrete posts and grade beams as foundation walls

36

%" gypsum drywall interior finish on 16" stud spacing

27

Elimination of corner bracing when using plywood or fiber

board sheathing on 16" stud spacing

26

Wood roofing material (such as red cedar shingles or shakes)

22

Concrete floor slab-on-grade construction

Efficiency in Housing Industry

Original from
UNIVERSITY OF MINNESOTA

100

II

A more recent House and Home survey of

home building technology is less critical of insti-

tutional factors. "Contrary to the opinion of

many in the home building industry, these tradi-

tional whipping boys (building codes and labor

practices) are not the most serious barriers to

technological progress. The record shows that

any innovation that really saves money without

impairing quality will be accepted by codes and

laborâeventually." (162, pp. 92-93) It is argued

that the reasons for the slow change in codes are

related to the following items: a) Innovations are

costly to incorporate and must produce major

benefits before they are accepted by the industry;

b) There exists a general resistance to change,

as the whole industry is geared to traditional

methods of production; c) The old building sys-

tem of wood frame faced with skins on a masonry

foundation still is relatively cheap, easy, and

flexible.

A survey of builders in the Detroit metropoli-

tan area revealed that variations in building

codes affected costs ranging between an average

minimum of about four percent to an average

maximum of about eleven percent. Some esti-

mates were as high as twenty percent. However,

the high estimates apparently included non-code

constraints such as zoning, building permit fees,

and special assessments. It was asserted that "a

builder may lump together all these costs, along

with those actually arising out of building codes

and their enforcement, and may think of the

total as the measure of building cost differential

produced by local building regulation standards."

(95, pp. 10-11) These elements presumably also

affected the high estimates of code influence on

selling price which ranged between 3.5 and 9

percent.

A recent NAHB study covering 1,200 U.S. com-

munities identifies areas which prohibit certain

material and construction techniques (Table 2).

Not surprisingly, the study shows that prohibi-

tions are not uniformly distributed. Making some

gross assumptions, it is possible to estimate

roughly the cost impact of the provisions assumed

to be unnecessarily restrictive. First, suppose that

the prohibitions are randomly distributed among

communities and are not necessarily concentrated

in areas with a higher or lower than average pro-

portion of total home building activity. Secondly,

assume that labor and material costs are uniform

per unit of input and remain unaffected by codes.

The added cost of any individual prohibition

on a house in which labor and materials amount

to $10,000, multiplied by the proportion of com-

munities that have the prohibition, yields an esti-

mate of the average cost added. The existence of

all prohibitions would add $600â700 to the cost

of labor and materials. However, taking into

account variations in the relative role of the pro-

visions in the communities, costs on the average

would be raised $200â300. Since labor and mate-

rials represent from 40â50 percent of the final

price, such a house might sell for $20,000â25,000.

A more recent House and Home survey of
home building technology is less critical of institutional factors. "Contrary to the opinion of
many in the home building industry, these traditional whipping boys (building codes and labor
practices) are not the most serious barriers to
technological progress. The record shows that
any innovation that really saves money without
impairing quality will be accepted by codes and
labor-eventually." (162, pp. 92-93) It is argued
that the reasons for the slow change in codes are
related to the following items: a) Innovations are
costly to incorporate and must produce major
benefits before they are accepted by the industry;
b) There exists a general resistance to change,
as the whole industry is geared to traditional
methods of production; c) The old building system of wood frame faced with skins on a masonry
foundation still is relatively cheap, easy, and
flexible.
A survey of builders in the Detroit metropolitan area revealed that variations in building
codes affected costs ranging between an average
minimum of about four percent to an average
maximum of about eleven percent. Some estimates were as high as twenty percent. However,
the high estimates apparently included non-code
constraints such as zoning, building permit fees,
and special assessments. It was asserted that "a
builder may lump together all these costs, along
with those actually arising out of building codes
and their enforcement, and may think of the
total as the measure of building cost differential
produced by local building regulation standards."
(95, pp. 10-11) These elements presumably also
affected the high estimates of code influence on
selling price which ranged between 3.5 and 9
percent.
A recent NAHB study covering 1,200 U.S. communities identifies areas which prohibit certain
material and construction techniques (Table 2).
Not surprisingly, the study shows that prohibitions are not uniformly distributed. Making some
gross assumptions, it is possible to estimate
roughly the cost impact of the provisions assumed
to be unnecessarily restrictive. First, suppose that
the prohibitions are randomly distributed among
communities and are not necessarily concentrated
in areas with a higher or lower than average proportion of total home building activity. Secondly,
assume that labor and material costs are uniform
per unit of input and remain unaffected by codes.
The added cost of any individual prohibition

The results are fairly obvious. On the average,

between one and two percent of the housing

price is attributable to restrictive building codes

âan average very close to Maisel's estimate.

While admittedly crude, the calculations are

illustrative. Mechanical codes are other restric-
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on a house in which labor and materials amount
to $10,000, multiplied by the proportion of communities that have the prohibition, yields an estimate of the average cost added. The existence of
all prohibitions would add $600-700 to the cost
of labor and materials. However, taking into
account variations in the relative role of the provisions in the communities, costs on the average
would be raised $200-300. Since labor and materials represent from 40-50 percent of the final
price, such a house might sell for $20,000-25,000.
The results are fairly obvious. On the average,
between one and two percent of the housing
price is attributable to restrictive building codes
-an average very close to Maisel's estimate.
While admittedly crude, the calculations are
illustrative. Mechanical codes are other restrictive provisions which should be added to the list.
In addition to building codes many states and
localities have promulgated mechanical codes
covering items such as plumbing, electrical systems, boilers, and elevators. Also, proprietary
mechanical codes have been developed as models
which have been adopted widely. The two most
prominent examples are the National Plumbing
Code, jointly sponsored by the American Public
Health Association and the American Society of
Mechanical Engineers, and the National Electrical Code of the American Insurance Association.
The NAHB survey of 1965 showed that some
versions of the National Plumbing Code and the
National Electrical Code ("as is" or with local
modifications) applies to 49 and 88 percent, respectively, of the 868 communities studied (89).
Relatively few of the communities, however, have
adopted thes specialized codes without change. In
other words, national standards have not entirely
resolved the problem of obtaining uniformity.
As with building codes, restrictive provisions
for plumbing and electrical systems do not apply
to all communities. The cost impact of these provisions, therefore, must be considered by reference to their importance in home building across
the nation and the opportunities they provide
for achieving savings in residential construction.
This can be understood by examining provisions
applying to specific types of materials.
NAHB notes, for example, that nearly all communities (86 percent) prohibit the use of plastic
pipes. But whether plastic plumbing offers substantial savings in costs appears to be a matter
of debate. A brief discussion of the subject in
House and Home, December 1965, had the fol-
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lowing heading: "Plastic plumbing is beginning

to gain acceptance, but its price is still too high."

(162, p. 102) One of the reasons cited for the

high cost was that fittings appeared to be quite

expensive; but it was expected that with wider

acceptance and higher rates of production costs

would be reduced considerably. Also, questions

have arisen as to whether chemicals used in sol-

vents for welding such pipes are safe enough to

come into contact with water used for human

consumption. Eventually, such problems may be

resolved, but a blanket indictment of codes which

do not permit plastic plumbing at this time

would be incorrect in light of some uncertainties

relating to health, safety, and cost. The lack of

acceptance of plastic plumbing may be partially

attributed to fears of new competition by pro-

ducers of conventional plumbing. Code officials

will be under considerable pressure from differ-

ent directions to revise or not to revise the codes.

Their conservatism in this matter must be under-

stood in light of the variety of considerations

which influence their behavior and should not

be attributed to lack of understanding of the

problem.

Among other code provisions which might

yield savings, the NAHB suggests the following:

a) 3" building drain and ventâkitchen, bath

back to back (57%); b) omission of drum trap

on tub drain (46%); c) bituminized-fiber pipe

for house sewer (68%) ; d) off-site plumbing tree

fabrication (44%); e) single stack vent where all

traps less than 3'6" (39%); f) non-metallic cable

(14%); and g) rigid conduit in basement and

crawl space (79%). The percentages in brackets

indicate the proportion of the communities which

do not allow these provisions.

By assuming that the provisions are randomly

distributed and by taking account of their vary-

ing role in communities, costs could be trimmed

by $150 to $250, if houses were built in accord-

ance with the recommended changes. Adding

these to the estimates of savings for reducing the

rigidities in building codes amounts to $350â550.

Depending on the final selling price, which will

be influenced substantially by costs other than

building, the estimates represent from 1.5 to 3

percent of the price of an average house.

Eliminating restrictions could imply a decrease

in calculated overhead, profit, and financing

costs, as well as in costs of production. Even if

our estimates were entirely wrong and the cost

impact of the restrictive provisions cited were

higher than calculated, the conclusion is inescap-

able. Since certain restrictive building and me-

chanical code provisions do not apply with equal

force to every community, it cannot be said with

certainty that substantial savings would accrue

by removing unreasonable restrictions. This con-

clusion leaves aside broader questions relating to

the efficiency of codes discussed earlier. Still,

much can be gained in efficiency by updating

and revising codes. Many communities could be

identified where codes limit the construction of

lowing heading: "Plastic plumbing is beginning
to gain acceptance, but its price is still too high."
(162, p. 102) One of the reasons cited for the
high cost was that fittings appeared to be quite
expensive; but it was expected that with wider
acceptance and higher rates of production costs
would be reduced considerably. Also, questions
have arisen as to whether chemicals used in solvents for welding such pipes are safe enough to
come into contact with water used for human
consumption. Eventually, such problems may be
resolved, but a blanket indictment of codes which
do not permit plastic plumbing at this time
would be incorrect in light of some uncertainties
relating to health, safety, and cost. The lack of
acceptance of plastic plumbing may be partially
attributed to fears of new competition by producers of conventional plumbing. Code officials
will be under considerable pressure from different directions to revise or not to revise the codes.
Their conservatism in this matter must be understood in light of the variety of considerations
which influence their behavior and should not
be attributed to lack of understanding of the
problem.
Among other code· provisions which might
yield savings, the NAHB suggests the following:
a) 3" building drain and vent-kitchen, bath
back to back (57%); b) omission of drum trap
on tub drain (46%); c) bituminized-fiber pipe
for house sewer (68%) ; d) off-site plumbing tree
fabrication (44%); e) single stack vent where all
traps less than 3'6" (39%); f) non-metallic cable
(14%); and g) rigid conduit in basement and
crawl space (79%) . The percentages in brackets
indicate the proportion of the communities which
do not allow these provisions.
By assuming that the provisions are randomly
distributed and by taking account of their varying role in communities, costs could be trimmed
by SI50 to $250, if houses were built in accordance with the recommended changes. Adding
these to the estimates of savings for reducing the
rigidities in building codes amounts to $350-550.
Depending on the final selling price, which will
be influenced substantially by costs other than
building, the estimates represent from 1.5 to 3
percent of the price of an average house.
Eliminating restrictions could imply a decrease
in calculated overhead, profit, and financing
costs, as well as in costs of production. Even if
our estimates were entirely wrong and the cost
impact of the restrictive provisions cited were

low cost housing. (8) This does not change the

more general conclusion, however, that removing

restrictive provisions per se is unlikely to have

a substantial bearing on the production of less

costly housing for the nation as a whole.

c. Code standardization. It is comparatively easy
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higher than calculated, the conclusion is inescapable. Since certain restrictive building and mechanical code provisions do not apply with equal
force to every community, it cannot be said with
certainty that substantial savings would accrue
by removing unreasonable restrictions. This conclusion leaves aside broader questions relating to
the efficiency of codes discussed earlier. Still,
much can be gained in efficiency by updating
and revising codes. Many communities could be
identified where codes limit the construction of
low cost housing. (8) This does not change the
more general conclusion, however, that removing
restrictive provisions per se is unlikely to have
a substantial bearing on the production of less
costly housing for the nation as a whole.
c. Code standardization. It is comparatively easy
to identify specific provisions in codes, which, if
removed, would conserve construction dollars.
However, in examining variations in codes across
communities and the implications of lack of uniformity for efficiency, precise magnitudes are difficult to obtain. Competition within industry
would be improved by a uniform building code
applied to the whole nation with variations reflecting only differences in local conditions, such
as climate, fire hazards, earthquake, and public
health. Prefabrication and preassembly of component parts also would be facilitated. To the
extent that economies of scale are attainable in
the industry, firms would grow in size and efficiency. Also, uniformity would avoid the market
distortions resulting from the gravitation of the
industry to communities with less restrictive ordinances. These are among the potential advantages
of a national code.
Several surveys have been made showing the
diversity in building codes throughout the United
States. Four model codes are used in approximately 58 percent of the communities with a
population of 10,000 or more. One estimate suggests that these four codes serve communities with
populations totaling one hundred million people
and account for 70 percent of all construction in
the nation. The Uniform Building Code is used
in over 400 communities, primarily in California,
but covers more than half the states in the nation.
The National Building Code has been adopted
by 337 communities located in 34 states but concentrated in the Midwest, the East, and the
South. The Southern Building Code has been
adopted by 196 cities in 13 states with greatest
frequency in southern states. The Basic Building
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Code applies in 182 communities in 20 states

principally in the East and Midwest. Another 14

percent of the communities have adopted the

eight state codes, and li/j percent have given

support to four other uniform codes. Finally,

23 percent of the communities have promulgated

independent local codes. (130)

Clearly, particular model codes are favored in

certain regions, but judging from the number

of states in which the model codes are found,

exact boundaries are ambiguous. The four major

model codes have much in common, but vary in

detail. More important is the fact that when,

after proper testing and analysis, a revision in

the model code is approved, these changes are

not necessarily adopted by the local communities.

Also, many communities amend the model codes

themselves. Consequently, it would be an error

to assume that the adoption of a model code by

a community necessarily applies to all of its pro-

visions. This is apart from any variations in inter-

pretation of the code by local building officials

or in their enforcement.

Over the years, much thought has been directed

to standardizing building codes. Approaches to

attain uniformity vary. It has been suggested that

one uniform code for the nation be developed

by an independent body. Others prefer uniformity

to grow out of the coordination of the various

model code groups. These efforts have not been

universally well received. Some suppliers are con-

cerned that, if one code were to be adopted

nationwide, the demand for their goods and

services might be curtailed. Municipal bodies

fear that local sovereignty, particularly the power

to establish building rules, would be sacrificed.

Yet, despite the difficulties and conflicts, it seems

reasonable to assume that standardization will be

realized eventually.

Among the claimed benefits of a widely adopted

uniform building code are the following:

1. Elimination of arbitrary restrictions which

add unnecessarily to the cost of construction

and the price to the buyer.

2. Stimulation of initiative and innovation on

the part of material suppliers and builders

by reducing the cost and delay involved in

securing wide approval.

3. Improvement of the legal climate for codes

by relieving inspection officers of conflicting

responsibility for the promulgation as well

as the enforcement of codes.

4. Assistance to code-promulgation bodies hav-

ing limited access to technical guidance in

resisting the prejudicial influence of self-

service voluntary advisors and in securing

the benefits of technically sound conclusions

embodied in a uniform code.

5. Reduction of the difficulty in combining

and harmonizing most advantageous stand-

ards originating in different industry groups;

these would be brought into proper rela-

tionship in a uniform code.

6. Reduction of the cost and the local tech-

Code applies in 182 commUnItIes in 20 states
principally in the East and Midwest. Another 14
percent of the communities have adopted the
eight state codes, and I Y2 percent have given
support to four other uniform codes. Finally,
23 percent of the communities have promulgated
independent local codes. (130)
Clearly, particular model codes are favored in
certain regions, but judging from the number
of states in which the model codes are found,
exact boundaries are ambiguous. The four major
model codes have much in common, but vary in
detail. More important is the fact that when,
after proper testing and analysis, a revision in
the model code is approved, these changes are
not necessarily adopted by the local communities.
Also, many communities amend the model codes
themselves. Consequently, it would be an error
to assume that the adoption of a model code by
a community necessarily applies to all of its provisions. This is apart from any variations in interpretation of the code by local building officials
or in their enforcement.
Over the years, much thought has been directed
to standardizing building codes. Approaches to
attain uniformity vary. It has been suggested that
one uniform code for the nation be developed
by an independent body. Others prefer uniformity
to grow out of the coordination of the various
model code groups. These efforts have not been
universally well received. Some suppliers are concerned that, if one code were to be adopted
nationwide, the demand for their goods and
services might be curtailed. Municipal bodies
fear that local sovereignty, particularly the power
to establish building rules, would be sacrificed.
Yet, despite the difficulties and conflicts, it seems
reasonable to assume that standardization will be
realized eventually.
Among the claimed benefits of a widely adopted
uniform building code are the following:
1. Elimination of arbitrary restrictions which
add unnecessarily to the cost of construction
and the price to the buyer.
2. Stimulation of initiative and innovation on
the part of material suppliers and builders
by reducing the cost and delay involved in
securing wide approval.
3. Improvement of the legal climate for codes
by relieving inspection officers of conflicting
responsibility for the promulgation as well
as the enforcement of codes.

nical requirements for maintaining and

servicing a code that would be kept abreast

of the demands of a modern building

industry.

7. Facilitation of the regional training and

qualification of local inspectors needed for
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4. Assistance to code-promulgation bodies having limited access to technical guidance in
resisting the prejudicial influence of selfservice voluntary advisors and in securing
the benefits of technically sound conclusions
embodied in a uniform code.
5. Reduction of the difficulty in combining
and harmonizing most advantageous standards originating in different industry groups;
these would be brought into proper relationship in a uniform code.
6. Reduction of the cost and the local technical requirements for maintaining and
servicing a code that would be kept abreast
of the demands of a modern building
industry.
7. Facilitation of the regional training and
qualification of local inspectors needed for
rational (as distinct from arbitrary) interpretation of a code. (66)
A nationally accepted code would probably
encourage innovation. A particular innovation
would find a wider market in the future than
under present conditions, which stipulate that
acceptance be received from the several model
code groups, states and local authorities. If economies are present in large scale production of
materials, variation in codes would no longer
restrict the breadth of markets. However, the
claims may be exaggerated. The responsibilities
falling upon a national code promulgation body
would be of such substantial magnitude that
inertia is certain to result. Costs would never be
entirely uniform, as regional differences would
have to be taken into consideration. But costs
could be reduced, since analysis, interpretation,
and diffusion of technical information would
tend to be more organized.
Uniform codes would remove many existing
constraints on the production and prefabrication
of off-site component parts, processes in which
mass production techniques necessitate uniformity in standards. Even if long distance transportation costs of component and prefabricated
units reduced the competitive advantage from
mass production, uniformity of codes at local or
regional levels would still be beneficial. The
question is whether a uniform national code is
necessary to achieve uniformity in codes at these
levels.
Bulky components and prefabricated units produced on a massive scale at central points may
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be less costly, but they are still subject to high

transportation costs over long distances. Thus,

a national code would not necessarily be accom-

panied by mass production of components and

prefabricated units in a few places. Yet, it could

reduce the need for local inspection. With

national standards, inspection and certification

might be undertaken at the production points

rather than at construction sites, thus avoiding

situations where components or prefabricated

units must be disassembled for inspection after

they have been shipped from central production

be less costly, but they are still subject to high
transportation costs over long distances. Thus,
a national code would not necessarily be accompanied by mass production of components and
prefabricated units in a few places. Yet, it could
reduce the need for local inspection. With
national standards, inspection and certification
might be undertaken at the production points
rather than at construction sites, thus avoiding
situations where components or prefabricated
units must be disassembled for inspection after
they have been shipped from central production
points.

points.

Apart from transportation costs, the variability

of the construction cycle militates against mass

off-site production of parts and units. With enor-

mous fluctuations in demand, manufacturers are

reluctant to invest heavily in fixed plants and in

equipment by which true scale economies are

obtained. Unless greater stability in homebuild-

ing is realized, it is difficult to see how a nation-

ally uniform code could alone encourage mass

production methods which are common in indus-

tries where demand is less volatile. This element

is frequently forgotten by those who point to

other nations where greater progress appears to

have been made in prefabrication techniques.

(177) The costs of gearing up for high volume

production and the attendant risk that this vol-

ume cannot be stabilized probably is as serious

a barrier to mass production as the heterogeneity

of codes. This is not to suggest that uniformity

is undesirable or unnecessary, but rather to indi-

cate that uniformity in codes alone is not the

magic wand to suddenly transform homebuilding

into a highly efficient industry.

3. Housing Codes

a. Scope. Housing codes provide for prevention

as well as cure. They establish standards in hous-

ing which must be met in order to conserve hous-

ing quality. More often, however, they are used

as a means of rejuvenating housing and neigh-

Apart from transportation costs, the variability
of the construction cycle militates against mass
off-site production of parts and units. With enormous fluctuations in demand, manufacturers are
reluctant to invest heavily in fixed plants and in
equipment by which true scale economies are
obtained. Unless greater stability in homebuilding is realized, it is difficult to see how a nationally uniform code could alone encourage mass
production methods which are common in industries where demand is less volatile. This element
is frequently forgotten by those who point to
other nations where greater progress appears to
have been made in prefabrication techniques.
(177) The costs of gearing up for high volume
production and the attendant risk that this volume cannot be stabilized probably is as serious
a barrier to mass production as the heterogeneity
of codes. This is not to suggest that uniformity
is undesirable or unnecessary, but rather to indicate that uniformity in codes alone is not the
magic wand to suddenly transform homebuilding
into a highly efficient industry.

borhoods and of inducing rehabilitation or the

removal of blighted units from the inventory.

As a consequence, they may be viewed as one of

3. HOllsing Codes

several tools for renewing our cities. Through

code enforcement programs, an effort is made to

improve the quality of the housing inventory as

well as of ancillary facilities. Usually, programs

of code enforcement are combined with related

activities, as for example, financial and other

assistance to owners for upgrading properties and

improvement of public facilities.

The very fact that special programs of code

enforcement are implemented indicates that con-

servation and rehabilitation of existing housing

is not always undertaken on a sustained basis,

and that regulations tend to be spotty. Guandalo,

looking at the problem some years ago, expressed

this idea in the following manner:

The effectiveness of a housing code depends

upon its contents and its enforcement. A hous-

ing code with adequate standards must be im-

plemented with firm and vigorous enforcement

a. Scope. Housing codes provide for prevention
as well as cure. They establish standards in housing which must be met in order to conserve housing quality. More often, however, they are used
as a means of rejuvenating housing and neighborhoods and of inducing rehabilitation or the
removal of blighted units from the inventory.
As a consequence, they may be viewed as one of
several tools for renewing our cities. Through
code enforcement programs, an effort is made to
improve the quality of the housing inventory as
well as of ancillary facilities. Usually, programs
of code enforcement are combined with related
activities, as for example, financial and other

to insure proper results. In many cities, the

enforcement of housing codes has been inade-

quate and fraught with difficulties. Typical of

the enforcement problems are the lack of suf-

ficient staff and funds. (156)

Comprehensive housing codes bringing to-
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assistance to owners for upgrading properties and
improvement of public facilities.
The very fact that special programs of code
enforcement are implemented indicates that conservation and rehabilitation of existing housing
is not always undertaken on a sustained basis,
and that regulations tend to be spotty. Guandalo,
looking at the problem some years ago, expressed
this idea in the following manner:
The effectiveness of a housing code depends
upon its contents and its enforcement. A housing code with adequate standards must be implemented with firm and vigorous enforcement
to insure proper results. In many cities, the
enforcement of housing codes has been inadequate and fraught with difficulties. Typical of
the enforcement problems are the lack of sufficient staff and funds. (156)
Comprehensive housing codes bringing together under one ordinance the variety of measures regulating the standing stock of housing
have been promulgated in larger cities. Model
housing codes have also found wide acceptance.
However, the large number of communities without comprehensive housing codes either regulate
housing by reference to other codes or do not
regulate at all, except in response to complaints.
Roughly estimated. perhaps up to one-third of
the population in communities with building
codes also is covered by housing codes.
b. Cost implications. Since housing codes most
likely affect properties which are actually substandard or which are in the process of becoming
substandard, the provisions usually apply to low
rent or low priced housing. Housing codes are
thus selective. Some have suggested that they be
rev'lsed and, as is the case with loning. be geared
to standards in particular neighborhoods. Since
they mainly affect the lower income groups which
have few or no housing alternatives available,
codes may raise housing quality at the expense
of imposing burdens on the populations least
able to bear them. If a code enforcement program
seeks to upgrade a whole neighborhood, it is
likely to cause old housing units to be demolished and replaced by new units with higher
rents. While the goal is rehabilitation, the actual
effect is rebuilding and reduction of the stock of
low rent or low priced housing. With a reduced
supply, rents and prices tend to rise disproportionately for the lower income groups.
If redevelopment is not a practical alternative
for property 9wners who see little opportunity
Onglnal from
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for raising rents by refurbishing their structures,

housing code enforcement may still be an effec-

tive tool for raising housing quality. The alterna-

tives to abiding by the codes are closing the

building, or demolishing it and earning no rents

at all. A reduced income will be preferred by

property owners to no income. If, as has been

contended at various times, large profits are

earned from dilapidated slum properties, the

effect of code enforcement may be borne largely

by landlords. Grigsby has stated forcefully, "Con-

tinuous compliance with local codes would in

most cases probably reduce values by forcing up

expenditures without altering expected or cur-

rent revenues." (47, p. 310) Grigsby grants, how-

ever, that the duration of the income stream of

landlords might be lengthened, but believes that

in most cases this is improbable. In situations

where landlords cannot shift costs to tenants, the

cost impact on renters is of course minimal.

Where owners are also occupants, the costs can-

not be shifted except at the time of sale when

they may be capitalized into value.

Housing codes, like other types of codes and

ordinances, raise the complex problem of separat-

ing those cost inducing provisions which increase

value and quality from other provisions which

are wasteful and add nothing to utility. Many of

the restrictive practices are not embodied in the

housing codes themselves but must be sought in

other codes which apply when components of

existing structures are repaired, altered, or re-

placed. Enforcement procedures will determine

the size of investment required to refurbish the

dwelling and considerable debate will center on

the level of housing quality to be achievedâthe

minimum standard expressed in the housing code,

a standard established by a renewal plan or some

other standard. (83) Given the possibility that

costs resulting from code enforcement, whether

restrictive or not, may or may not be passed on

to tenants, the impact on housing costs is not at

all clear. We incline to the position, however,

that housing code enforcement tends to be rela-

tively flexible in its standards. It seems reason-

able to assume, therefore, the restrictive character

of the codes is less an issue than the more general

problem of whether owners or occupants can

carry the cost of repair and replacement.

If the housing codes and inspectors tend to

emphasize replacement rather than repair, the

costs of rehabilitation will increase considerably.

Specificity on these points is often lacking in the

codes and their enforcement procedures. As a

result, the costs incurred by property owners will

be determined by individual inspectors, and not

necessarily by widely accepted standards. (83)

Because many courts and enforcement officers

are concerned with the impact of their actions

on the supply of housing for low income groups,

they are often reluctant to press for the elimina-

tion of code violations. Penalties for violations

are often light. Because of these factors, housing

codes rarely influence housing costs substantially,

for raising rents by refurbishing their structures,
housing code enforcement may still be an effective tool for raising housing quality. The alternatives to abiding by the codes are closing the
building, or demolishing it and earning no rents
at all. A reduced income will be preferred by
property owners to no income. If, as has been
contended at various times, large profits are
earned from dilapidated slum properties, the
effect of code enforcement may be borne largely
by landlords. Grigsby has stated forcefully, "Continuous compliance with local codes would in
most cases probably reduce values by forcing up
expenditures without altering expected or current revenues." (47, p. 310) Grigsby grants, however, that the duration of the income stream of
landlords might be lengthened, but believes that
in most cases this is improbable. In situations
where landlords cannot shift costs to tenants, the
cost impact on renters is of course minimal.
Where owners are also occupants, the costs cannot be shifted except at the time of sale when
they may be capitalized into value.
Housing codes, like other types of codes and
ordinances, raise the complex problem of separating those cost inducing provisions which increase
value and quality from other provisions which
are wasteful and add nothing to utility. Many of
the restrictive practices are not embodied in the
housing codes themselves but must be sought in
other codes which apply when components of
existing structures are repaired, altered, or replaced. Enforcement procedures will determine
the size of investment required to refurbish the
dwelling and considerable debate will center on
the level of housing quality to be achieved-the
minimum standard expressed in the housing code,
a standard established by a renewal plan or some
other standard. (83) Given the possibility that
costs resulting from code enforcement, whether
restrictive or not, mayor may not be passed on
to tenants, the impact on housing costs is not at
all clear. We incline to the position, however,
that housing code enforcement tends to be relatively flexible in its standards. It seems reasonable to assume, therefore, the restrictive character
of the codes is less an issue than the more general
problem of whether owners or occupants can
carry the cost of repair and replacement.
1£ the housing codes and inspectors tend to
emphasize replacement rather than repair, the
costs of rehabilitation will increase considerably.
Specificity on these points is often lacking in the

codes and their enforcement procedures. As a
result, the costs incurred by property owners will
be determined by individual inspectors, and not
necessarily by widely accepted standards. (83)
Because many courts and enforcement officers
are concerned with the impact of their actions
on the supply of housing for low income groups,
they are often reluctant to press for the elimination of code violations. Penalties for violations
are often light. Because of these factors, housing
codes rarely influence housing costs substantially,
except perhaps for groups at the bottom of the
housing market.

4. Subdivision Regulations
Subdivision regulations are closely linked to
zoning ordinances and building codes, although
their historical antecedents differ somewhat. (27,
48) Their origins are traceable to the power of
communities and states to develop public rightsof-way. The power to regulate private developments with streets and roads which eventually
would be dedicated to the community and become public highways or roads, represented a
logical extension of the communities' power to
purchase land for the same purpose. In contrast
to comprehensive zoning based on a general plan
with use districts designated well in advance of
development, subdivision regulations concern
"the growth of particular sites by prohibiting the
subdivision of land until the plan of such subdivision was approved and, ordinarily, recorded."
(27, p. 189) Zoning ordinances have been adapted
in many communities to make provision for
planned residential unit developments, which
often imply mixing land uses. In the process,
zoning and subdivision regulations have come
much closer together. Dissatisfaction with uniform district zoning has led to "flexible zoning"
and the control of development of land use and
activities at particular sites similar to subdivision
regulations.
a. Contrasts to other factors. Compared to zoning, subdivision regulations appear to be more
sensitive to external economies and diseconomies,
and who will bear them. (48, pp. 190-192) This
may result in part from the fact that subdivision
regulations, unless reasonable, can and have been
interpreted as a form of compulsory taking of the
land without proper compensation. In zoning,
where the costs and benefits are much more uncertain, the tendency has been to bow in the
direction of the "community interest" even when

except perhaps for groups at the bottom of the

housing market.
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this interest has proven to be exceedingly narrow.

As Haar has stated, "With respect to subdivision

controls, this appears to mean that the conditions

imposed should be justifiable by some approxi-

mation to a calculus of social costing." (48, p. 191)

He is quick to point out, however, that broader

questions may also enter into the interpretations.

From the economic point of view, concern with

allocation and imputation of costs and benefits

in subdivisions probably has prevented some

excesses in the power to regulate, although the

criteria of efficiency which guide the decision-

making process are not necessarily appropriate.

As one might expect, conflicts between new resi-

dential subdivisions and the rest of the commu-

nity center on questions of cost allocation. For

instance, which costs are attributable to the sub-

division and which are chargeable to the munici-

pality? This conflict has touched off a tug-of-war

between the interested parties. For example, the

requirement to reserve land for a park in a sub-

division poses questions as to whether benefits

accrue only to the occupants of the project, to the

larger society, or to both, as well as to who should

pay for it. The answers reflect the ease with which

the costs and benefits can be measured, in con-

trast to zoning where effects are elusive and dif-

ficult to measure. A requirement to reserve land

might involve partial compensation to the de-

veloper by the community. Charging either the

subdivider or the occupants with the full cost

of a public park would probably represent an

external economy to the larger community; yet,

if it were totally charged to the larger community,

it would be an external diseconomy. As has been

shown earlier, the criterion should not be to

eliminate externalities but to optimize social

product.

In some respects, the economic effects of sub-

division regulations approximate those of zoning

regulations. In other respects, they are closer to

building codes. The requirement for wider streets,

for example, in turn requires more land to

achieve a given level of lot production. If the

regulations are burdensome and raise costs, sub-

dividers will shift to less accessible areas where

land costs are lower and, in the process, increase

occupants' transportation costs. However, sensi-

tivity to transport cost increases may be less than

to higher costs of land and housing. This effect

or "trade-off" approximates that of zoning. Alter-

natively, requirements specifying the quality and

type of street surfacing would apply regardless of

where the subdivision is located in the commu-

nity. In this case costs could not be reduced by

shifting to cheaper land. These provisions are

more akin to building codes. An ordinance in-

creasing street widths has a dual impact on costs.

The amount of land available for housing on a

given site decreases and, since the streets presum-

ably must be surfaced, the input costs to attain

the specified width rise. However, right-of-way

requirements may vary in relation to area of

streets, sidewalks, and guttersâwhich also must

this interest has proven to be exceedingly narrow.
As Haar has stated, "With respect to subdivision
controls, this appears to mean that the conditions
imposed should be justifiable by some approximation to a calculus of social costing." (48, p. 191)
He is quick to point out, however, that broader
questions may also enter into the interpretations.
From the economic point of view, concern with
allocation and imputation of costs and benefits
in subdivisions probably has prevented some
excesses in the power to regulate, although the
criteria of efficiency which guide the decisionmaking process are not necessarily appropriate.
As one might expect, conflicts between new residential subdivisions and the rest of the community center on questions of cost allocation. For
instance, which costs are attributable to the subdivision and which are chargeable to the municipality? This conflict has touched off a tug-of-war
between the interested parties. For example, the
requirement to reserve land for a park in a subdivision poses questions as to whether benefits
accrue only to the occupants of the project, to the
larger society, or to both, as well as to who should
pay for it. The answers reflect the ease with which
the costs and benefits can be measured, in contrast to zoning where effects are elusive and difficult to measure. A requirement to reserve land
might involve partial compensation to the developer by the community. Charging either the
subdivider or the occupants with the full cost
of a public park would probably represent an
external economy to the larger community; yet,
if it were totally charged to the larger community,
it would be an external diseconomy. As has been
shown earlier, the criterion should not be to
eliminate externalities but to optimize social
product.
In some respects, the economic effects of subdivision regulations approximate those of zoning
regulations. In other respects, they are closer to
building codes. The requirement for wider streets,
for example, in turn requires more land to
achieve a given level of lot production. If the
regulations are burdensome and raise costs, subdividers will shift to less accessible areas where
land costs are lower and, in the process, increase
occupants' transportation costs. However, sensitivity to transport cost increases may be less than
to higher costs of land and housing. This effect
or "trade-off" approximates that of zoning. Alternatively, requirements specifying the quality and
type of street surfacing would apply regardless of

be surfaced.

b. Standardization. There is little agreement on

the appropriate width for streets in subdivisions.

The problem is far from trivial, since streets

absorb anywhere from 25 to 35 percent of the

area of a subdivision. Excessive street require-
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where the subdivision is located in the community. In this case costs could not be reduced by
shifting to cheaper land. These provisions are
more akin to building codes. An ordinance increasing street widths has a dual impact on costs.
The amount of land available for housing on a
given site decreases and, since the streets presumably must be surfaced, the input costs to attain
the specified width rise. However, right-of-way
requirements may vary in relation to area of
streets, sidewalks, and gutters-which also must
be surfaced.
b. Standardization. There is little agreement on
the appropriate width for streets in subdivisions.
The problem is far from trivial, since streets
absorb anywhere from 25 to 35 percent of the
area of a subdivision. Excessive street requirements are wasteful of land and other resources.
The variability in specifying street widths suggests resource waste. In reviewing the subject
some years ago, the Housing and Home Finance
Agency had this to say:
There are no uniform right-of-way widths and
street cross sections equally applicable to all
urban, suburban, and Tural communities. Each
community should consider this problem of
street width standards from the point of view
of its own experience and local conditions.
However, 80 to 120 feet may be considered
reasonable for arterial streets, and 60 feet for
collector streets, 60 feet fOT minor streets for
row houses and apartments, 50 feet for minor
streets for other residences, and 40 feet for
marginal access streets. (54)
A recent survey of subdivision ordinances in
33 cities and four counties in the Puget Sound
region disclosed extraordinary variations in local
street regulations. (28) For major arterials and
highways, the minimum right-of-way ranged from
60 to 100 feet. Forty-eight percent of the areas
imposed a standard of 80 feet and another S2
percent had a minimum of 100 feet. For collector
streets, right-of-way minima varied between 50
and 80 feet with a mode of 60 feet applying in
roughly one-half of the communities. For access
streets, the most frequently used standard was
60 feet, but the minimum varied from 40 to 60
feet. Some of the communities established standards for streets by reference to a general plan;
some stated a minimum for any street to be built
which might be increased subject to study by the
various authorities; and some used other methods.
Without more information on unique local con-
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ditions one cannot argue that the most stringent

provisions are unduly restrictive. However, the

pronounced lack of uniformity in classification

and definition of streets which apparently existed

appeared to create some hardships.

In view of the diversity in regulatory provi-

sions prevailing in one region alone, it seems safe

to assume that lack of uniformity, with resultant

waste of resources, characterizes subdivision ordi-

nances throughout the nation. Moreover, there is

surprisingly little agreement on what the appro-

priate standards should be. For example, many

planners and traffic engineers would grant that

a right-of-way of about 50 feet is adequate for

access streets in single-family residential neigh-

borhoods, but would probably prefer 60 feet as

the mode. Homebuilders have taken the position

that a 50 foot width is appropriate in these areas.

(87) But, it has also been argued that a 26-foot

width of the street pavement is adequate in

single-family areas. A survey by the League of

Wisconsin Municipalities showed that "only 21

percent of the cities studied required roadways

of less than 30 feet; 41 percent required 30 feet;

and 38 percent required widths above this fig-

ure." (87) According to the Puget Sound survey,

space requirements for paving access streets

ranged from 24 to 36 feet (excluding parking

lanes) with a mode of 28 feet.

The National Association of Home Builders

suggests that excessive standards in roadways

result from:

1. A lack of understanding of, or sympathy

with, modern subdivision design wherein

street location, alignment and widths are

designed with relation to the use to which

they are put, and the character and extent

of the abutting land uses which they serve.

2. Adherence to the obsolete theory that every

street should be designed to become a traf-

fic street eventuallyâ"just in case."

3. Insistence on the continuous alignment and

continuity of minor streets as well as major

thoroughfares.

4. Lack of recognition of the effect which the

provision for off-street parking (in the form

of individual drives and similar facilities)

has on the width needed for local access. (87)

The NAHB also calls attention to another cost

of excessive widths, namely the continuing cost

of repairs, maintenance, and resurfacing, which

ranges from 38 to 54 percent higher than needed.

Thus the consequences of street width provisions,

which are excessive, bear directly on total land

requirements for housing, the costs of building

streets, and finally, on future maintenance and

repair. Clearly, the amount of land allocated

for streets is also a function of the frontage re-

quirements usually spelled out in zoning ordi-

nances and the permissible lengths of blocks.

High minimum requirements for frontages and

prohibitions against reasonably long blocks will

add considerably to the costs of streets and

ditions one cannot argue that the most stringent
provisions are unduly restrictive. However, the
pronounced lack of uniformity in classification
and definition of streets which apparently existed
appeared to create some hardships.
In view of the diversity in regulatory provisions prevailing in one region alone, it seems safe
to assume that lack of uniformity, with resultant
waste of resources, characterizes subdivision ordinances throughout the nation. Moreover, there is
surprisingly little agreement on what the appropriate standards should be. For example, many
planners and traffic engineers would grant that
a right-of-way of about 50 feet is adequate for
access streets in single-family residential neighborhoods, but would probably prefer 60 feet as
the mode. Homebuilders have taken the position
that a 50 foot width is appropriate in these areas.
(87) But, it has also been argued that a 26-foot
width of the street pavement is adequate in
single-family areas. A survey by the League of
Wisconsin Municipalities showed that "only 21
percent of the cities studied required roadways
of less than 30 feet; 41 percent required 30 feet;
and 38 percent required widths above this figure." (87) According to the Puget Sound survey,
space requirements for paving access streets
ranged from 24 to 36 feet (excluding parking
lanes) with a mode of 28 feet.
The National Association of Home Builders
suggests that excessive standards In roadways
result from:
1. A lack of understanding of, or sympathy
with, modern subdivision design wherein
street location, alignment and widths are
designed with relation to the use to which
they are put, and the character and extent
of the abutting land uses which they serve.
2. Adherence to the obsolete theory that every
street should be designed to become a traffic street eventually-"just in case."
3. Insistence on the continuous alignment and
continuity of minor streets as well as major
thoroughfares.
4. Lack of recognition of the effect which the
provision for off-street parking (in the form
of individual drives and similar facilities)
has on the width needed for local access. (87)
The NAHB also calls attention to another cost
of excessive widths, namely the continuing cost
of repairs, maintenance, and resurfacing, which
ranges from 38 to 54 percent higher than needed.

Thus the consequences of street width provisions,
which are excessive, bear directly on total land
requirements for housing, the costs of building
streets, and finally, on future maintenance and
repair. Clearly, the amount of land allocated
for streets is also a function of the frontage requirements usually spelled out in zoning ordinances and the permissible lengths of blocks.
High minimum requirements for frontages and
prohibitions against reasonably long blocks will
add considerably to the costs of streets and
utilities.
c. Cost implications. Given the diversity and
interdependence of the regulatory devices applying to subdivisions, the cost effects of excessively
strict provisions are difficult to identify. However, Kelly notes that in subdivisions "typical
extra cost per lot of $1,500 might include $600
for concrete streets, $400 for lots an extra 10 feet
in width, and $500 for curbs, sidewalks and storm
sewers." (61, p. 326) These estimates were prepared in 1958 and might easily have doubled in
size over the intervening years.
An incisive analysis supported by the Urban
Land Institute (ULI) offers some important insights into the cost effects of varying subdivision
regulations and zoning. (92) These regulations
influence both the theoretical maximum number
of lots per acre as well as the costs of improving
the lots.
Lot size emerges as the single important determinant of lot yield per acre. With 60' x 125'
(7500 sq. ft.) lots, block lengths of 1,200 feet,
and interior and collector streets with rights-ofway of 50 and 60 feet respectively, the maximum
lot yield per acre is 4.61. Reducing lot size to 50'
x 120' (6,000 sq. ft.), increases the lot yield per
acre to 5.72. If lot size remained 7,500 sq. ft., but
frontage requirements were increased from 60'
to 70', lot yield per acre would decrease from
4.61 to 4.46, a decline of slightly over three percent. Larger frontage, therefore, does not increase
land consumption substantially in order to pro-

duce the same number of lots. However, the
implications for lot improvement costs are more
substantial since the area in streets serving the
lots is now greater.
Based on certain assumptions about unit cost
lot improvement and standards, the ULI estimates total cost of a 60' x 125' lot at $1,065. Raising frontages to 70' and maintaining lot size adds
about $155 or 15 percent to the cost of improvement. If we consider also the cost of raw land

utilities.

c. Cost implications. Given the diversity and

interdependence of the regulatory devices apply-

ing to subdivisions, the cost effects of excessively

strict provisions are difficult to identify. How-

ever, Kelly notes that in subdivisions "typical

extra cost per lot of $1,500 might include $600
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and assume that an acre could be purchased for

$5,000, the imputed final lot costs rise from

$2,150 to $2,340, an increase of approximately

nine percent attributable solely to increased

frontage.

If the length of blocks is reduced from 1,200

to 600 feet and other elements are held constant,

the final lot costs rise from $2,150 to $2,453 or

about 14 percent. Similarly, if standards for the

quality of street pavements are increased from

a 2" rock and oil, 4" base (assumed in the illus-

tration) to 6", cement concrete increases lot costs

by $237 or 16 percent.

The study reveals a number of other features

which, if standards were made more rigorous,

would reduce lot yield per acre and/or increase

improvement costs. Increasing pavement width

on interior streets from 50 to 60 feet would de-

crease maximum lot yield 3 percent Depend-

ing on the type and quality of street pavement

in front of a 60' x 125' lot, an increase of one foot

in street pavement width would add anywhere

from $6 to $15 to the costs per lot. Similar kinds

of calculations can be made for standards for

curbs and gutters, alleys, sidewalks, manholes,

utilities, and other such items. Clearly, standards

profoundly affect land and lot costs. While this

analysis does not determine which of the stand-

ards are excessive or simply wasteful of resources,

it indicates that standards must continually be

examined in terms of their cost impact. Generali-

zations, however, are difficult, since topography

and the shape of the land parcels to be sub-

divided, among other things, also affect both the

attainment of high lot yields per acre and the

costs of improving the lots.

That subdivision costs have indeed risen

sharply is illustrated in a study of the San Fran-

cisco Bay Area. (73) FHA lot costs nearly tripled

between 1950 and 1962, rising from $1,300 to

$3,850. Approximately $720 of the increase could

be attributed to the cost and quality of develop-

ment. In other words, holding constant lot size

and raw land costs, lot costs would still have risen

by about 55 percent in this period due to the

increased costs of preparing land for develop-

ment. Construction costs increased more mod-

estly during these years, and there is more than

a strong assumption that rising community

standards contributed to higher subdivision costs

âunless one assumes the changes were deter-

mined primarily by consumers' desires for better

quality land developments.

Knowledge that subdivision costs have risen

disproportionately in relation to other prices, as

is also the case for building and raw land costs,

does not solve the problem of identifying the

influence of restrictive and unnecessary provi-

sions. A case study by the NAHB is illustrative.

In a particular subdivision, the costs of improv-

ing the land (including labor and materials,

taxes, overhead, and interest, but excluding raw

land acquisition costs), was estimated at approxi-

and assume that an acre could be purchased for
$5,000, the imputed final lot costs rise from
$2,150 to $2,340, an increase of approximately
nine percent attributable solely to increased
frontage.
If the length of blocks is reduced from 1,200
to 600 feet and other elements are held constant,
the final lot costs rise from $2,150 to $2,453 or
about 14 percent. Similarly, if standards for the
quality of street pavements are increased from
a 2" rock and oil, 4" base (assumed in the illustration) to 6", cement concrete increases lot costs
by $237 or 16 percent.
The study reveals a number of other features
which, if standards were made more rigorous,
would reduce lot yield per acre and/or increase
improvement costs. Increasing pavement width
on interior streets from 50 to 60 feet would decrease maximum lot yield 3 percent Depending on the type and quality of street pavement
in front of a 60' x 125' lot, an increase of one foot
in street pavement width would add anywhere
from $6 to $15 to the costs per lot. Similar kinds
of calculations can be made for standards for
curbs and gutters, alleys, sidewalks, manholes,
utilities, and other such items. Clearly, standards
profoundly affect land and lot costs. While this
analysis does not determine which of the standards are excessive or simply wasteful of resources,
it indicates that standards must continually be
examined in terms of their cost impact. Generalizations, however, are difficult, since topography
and the shape of the land parcels to be subdivided, among other things, also affect both the
attainment of high lot yields per acre and the
costs of improving the lots.
That subdivision costs have indeed risen
sharply is illustrated in a study of the San Francisco Bay Area. (73) FHA lot costs nearly tripled
between 1950 and 1962, rising from $1,300 to
$3,850. Approximately $720 of the increase could
be attributed to the cost and quality of development. In other words, holding constant lot size
and raw land costs, lot costs would still have risen
by about 55 percent in this period due to the
increased costs of preparing land for development. Construction costs increased more modestly during these years, and there is more than
a strong assumption that rising community
standards contributed to higher subdivision costs
-unless one assumes the changes were determined primarily by consumers' desires for better
quality land developments.

mately $185,000. The local jurisdiction proposed

adding three specifications:

1. fire hydrants placed every 300 feet, whereas

previously specification called for spacing

from 900 to 1,200 feet;

2. enameled street signs on steel posts embed-
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Knowledge that subdivision costs have risen
disproportionately in relation to other prices, as
is also the case for building and raw land costs,
does not solve the problem of identifying the
influence of restrictive and unnecessary provisions. A case study by the NAHB is illustrative.
In a particular subdivision, the costs of improving the land (including labor and materials,
taxes, overhead, and interest, but excluding raw
land acquisition costs), was estimated at approximately $185,000. The local jurisdiction proposed
adding three specifications:
1. fire hydrants placed every 300 feet, whereas
previously specification called for spacing
from 900 to 1,200 feet;
2. enameled street signs on steel posts embedded in concrete; and
3. a resurvey of the lots after completion of the
houses, with steel pins placed on all lot
corners.
These items would sum to additional costs of
$8,000, or 3.5 percent, for each of the 121 lots.
Expressed as a percentage of the proposed selling
price of the houses, the cost increment would
represent slightly over Y2 of I percent.
Of course, imposition of the additional specifications may be regarded as appropriate and modest with only a minor impact on final house
prices. However, if one reflects that these provisions represent only a few of a multitude of
standards which have increased steadily in number over the last few years, then the scope of the
problem is placed in perspective. In the example
cited, if street signs had not been included at the
time of subdividing, occupants of the homes
might have requested them from the jurisdiction
later, causing the costs to be diffused throughout
the community. However, many of the standards
in subdivisions shape the patterns on the land
for years to come, and adjustments cannot be
made without incurring extraordinary expense.
What may appear to be an excessive requirement
for the width of rights-of-way if families own one
auto might be inadequate for families with two
or more cars. The standards, therefore, must be
examined not only in light of present conditions,
but also in relation to future prospects. Again,
today's capital costs may be lower than the present values of tomorrow's.
d. Effects on innovation. One means by which
developers have sought to deal with rising costs
and standards is to get away from conventional
subdivisions with free standing houses on their
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own lots fronting on streets. The grouping or

clustering of houses, townhouse schemes, and

other advanced types of design programs, achieve

considerable savings in land and subdivision costs

and in the final prices for homes. Generally, these

schemes tend to increase the density of popula-

tion and dwellings per acre. At perhaps some

slight sacrifice in livability immediately around

the home itself, planned unit developments, as

they are frequently called, offer many amenities

by increasing land in common space over that

available in the conventional subdivision. Since

technical discussions on subdivision costs usually

compare a conventional, low-density subdivision

with higher-density cluster or group housing, no

accurate estimates of the cost impact can be made.

(120, 88) Perhaps savings in development costs

can be obtained by clustering and increasing

common space, as contrasted to traditional lot-

ting without changing density. But the evidence

is not entirely clear. Should greater efficiency be

possible, then it will be pertinent to ask if local

subdivision or zoning ordinances allow for mod-

ern design. Certainly, ordinances which do not

permit some of the new design techniques should

be re-examined.

In this consideration of more common space in

housing projects, the incidence of benefits and

costs comes to the forefront again. If common

areas paid for by residents are open to the public,

external diseconomies are created for residents

and external economies created for the rest of

the community. Permission for clustering or

group housing, therefore, might not necessarily

present any advantages to the project residents.

This is not to deny that cluster or group housing

may generate amenities not present in the con-

ventional subdivision. However, this is a different

matter which, if pursued, would lead to the slip-

pery topic of consumer preferences.

Few American communities point with pride

at the shotgun subdivisions of yesterday which

blight many of our cities. Large numbers of 20

foot frontage lots developed during a time when

subdivision and zoning regulations were weak or

lacking, and when the automobile was less impor-

tant, remain to impede land use succession. Most

agree that greater foresight on the part of devel-

opers and the community might have prevented

the problems these subdivisions present today.

What may be regarded as restrictive standards in

the present market on the one hand can also be

viewed as investment in the future. It is equally

true that investments which primarily benefit

future generations must be undertaken at the

expense of the present generation. If subdivision

and other standards in land development are ex-

cessively high in order to provide for the future,

then housing consumption today will be cur-

tailed. The trade-off between current and future

consumption is clearly relevant and provides a re-

search subject pregnant with policy implications.

Weighing the benefits to the public in both

the short- and long-run against the capital costs

own lots fronting on streets. The grouping or
clustering of houses, townhouse schemes, and
other advanced types of design programs, achieve
considerable savings in land and subdivision costs
and in the final prices for homes. Generally, these
schemes tend to increase the density of population and dwellings per acre. At perhaps some
slight sacrifice in livability immediately around
the home itself, planned unit developments, as
they are frequently called, offer many amenities
by increasing land in common space over that
available in the conventional subdivision. Since
technical discussions on subdivision costs usually
compare a conventional, low-density subdivision
with higher-density cluster or group housing, no
accurate estimates of the cost impact can be made.
(120, 88) Perhaps savings in development costs
can be obtained by clustering and increasing
common space, as contrasted to traditional lotting without changing density. But the evidence
is not entirely clear. Should greater efficiency be
possible, then it will be pertinent to ask if local
subdivision or zoning ordinances allow for modern design. Certainly, ordinances which do not
permit some of the new design techniques should
be re-examined.
In this consideration of more common space in
housing projects, the incidence of benefits and
costs comes to the forefront again. If common
areas paid for by residents are open to the public,
external diseconomies are created for residents
and external economies created for the rest of
the community. Permission for clustering or
group housing, therefore, might not necessarily
present any advantages to the project residents.
This is not to deny that cluster or group housing
may generate amenities not present in the conventional subdivision. However, this is a different
matter which, if pursued, would lead to the slippery topic of consumer preferences.
Few American communities point with pride
at the shotgun subdivisions of yesterday which
blight many of our cities. Large numbers of 20
foot frontage lots developed during a time when
subdivision and zoning regulations were weak or
lacking, and when the automobile was less important, remain to impede land use succession. Most
agree that greater foresight on the part of developers and the community might have prevented
the problems these subdivisions present today.
What may be regarded as restrictive standards in
the present market on the one hand can also be
viewed as investment in the future. It is equally

true that investments which primarily benefit
future generations must be undertaken at the
expense of the present generation. If subdivision
and other standards in land development are excessively high in order to provide for the future,
then housing consumption today will be curtailed. The trade-off between current and future
consumption is clearly relevant and provides a research subject pregnant with policy implications.
Weighing the benefits to the public in both
the short- and long-run against the capital costs
to land developers and consumers is a key problem in setting minimum standards. One authority
states categorically that "It has been found that
compliance with minimum standards with respect
to street grading and the installation of water
mains and sanitary sewers often may increase the
total home cost as much as 20 percent." (II) If
correct, the social goal of building low cost housing may not be realized. Which is the greater
loss: low cost construction today, or high quality
subdivisions which will stand the test of time?
Recent experiences suggest that these goals conflict and that to believe both can be attained
simultaneously is patently naive.
5. Property Taxes
a. Magnitude. Few governments today expend
tax revenues solely for the carrying out of regulatory or housekeeping functions. A multitude
of other purposes are served by taxes in general
and by property taxes in particular. Among them
are wealth redistribution and the public provision of services at costs lower than they can be
provided privately. The property tax, as the
single most important source of revenue for
lccal governments, finances educational services,
police and fire protection, public housing, sewage
and sanitation services, welfare services and poverty programs, and a host of other municipal
programs. Yet the taxpayer most likely sees taxes
as a burden devoid of benefit. As Morton notes,
the burden of the tax is offset by many benefits
to the community necessary and desirable to

enhance the well-being of its citizens. To consider a tax merely as a cost without regard to
the good that it provides is so partial and
prejudicial that it might bring harmful results)
stich as the oft-recurring demand for tax reduction heedless of its consequences to municipal
finance. (86) p. 74)
Consequently, to argue, as others have, that taxes
lower consumption levels and reduce the value
of property by reducing its earnings is not wholly

to land developers and consumers is a key prob-

lem in setting minimum standards. One authority

states categorically that "It has been found that

compliance with minimum standards with respect

to street grading and the installation of water

mains and sanitary sewers often may increase the
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correct. For example, with particular reference

to the low-income population:

First, taxes raise the cost of housing to the

occupants and simply put a significant part of

the existing housing stock beyond the reach

of many in the low-income population. For

example, take a large urban family with an

income of $4,000. The maximum tolerable rent

for such a family . . . might be said to be 30

percent of income, or $100 a month. Assume

that the prevailing level of property taxes is

25 percent of rents in that city. Were properly

taxes on housing eliminated, this family could

afford to rent an apartment now renting for

$133 a month, without exceeding the 30 per-

cent rent/income ratio, an apartment which

is now out of reach. Second, high property

taxes discourage consumption of and invest-

ment in housing in general, by the entire popu-

lation. There is ample evidence that consumers

will buy more and better housing if its price

is lower, just as they do with regard to most

other objects of consumption. (173, p. 122)

Critics of the tax are wont to assume that non-

property tax sources can be substituted to pay for

the services presently provided by property tax

revenues. So long as there is a parity between

the cost of public services rendered to property

and the cost of those services paid through the

property tax, the effect on property values is likely

to be neutral. If a given quality of services is pro-

vided by the public sector at lower cost because

of economies of large scale, the property owner

gets more for his tax dollar than if he procured

the same services privately. Given balanced mu-

nicipal budgets, plus the fact that services must

be supplied in a given quantity or quality, other

tax sourcesâfor example, taxes on incomeâmust

be found as substitutes. True, the burden then

falls on income in general rather than on hous-

ing, but the householder's welfare remains the

same as before. Implicit in this reasoning is the

efficient provision of services. To the extent that

inefficiency existsâthe whole tax dollar is not

returned to the taxpayer in the form of servicesâ

the tax represents resource waste. Determining

the magnitude of this waste would clearly involve

estimates of governmental efficiencyâa coura-

geous undertaking, but one outside our scope.

Property tax revenues to local governments

amount to $25 billion annually. (173, p. 123) In

come cities, the property tax is not only the

major source of revenue but the near-exclusive

source; as it is, for example, in Milwaukee, Bos-

ton, Minneapolis, St. Paul, Indianapolis, New-

ark, and cities in Texas. (173, p. 128) Increases

in property taxes provided nearly half of the

increase in general revenues of state and local

government, and nearly all of the increase in

local government revenues, between 1953 and

1963. In absolutes, property tax revenues more

than doubled in amount during this recent dec-

ade. Per capita collections grew from $8.92 in

1902 to more than $100 in 1962, an average

correct. For example, with particular reference
to the low-income population:
First, taxes raise the cost of housing to the
occupants and simply put a significant part of
the existing housing stock beyond the reach
of many in the low-income population. For
example, take a large urban family with an
income of $4,000. The maximum tolerable rent
for such a family ... might be said to be 30
percent of income, or $100 a month. Assume
that the prevailing level of property taxes is
25 percent of rents in that city. Were property
taxes on housing eliminated, this family could
afford to rent an apartment now renting for
$133 a month, without exceeding the 30 percent rent/income ratio, an apartment which
is now out of reach. Second, high property
taxes discourage consumption of and investment in housing in general, by the entire population. There is ample evidence that consumers
will buy more and better housing if its price
is lower, just as they do with regard to most
other objects of consumption. (173, p. 122)
Critics of the tax are wont to assume that nonproperty tax sources can be substituted to pay for
the services presently provided by property tax
revenues. So long as there is a parity between
the cost of public services rendered to property
and the cost of those services paid through the
property tax, the effect on property values is likely
to be neutral. If a given quality of services is provided by the public sector at lower cost because
of economies of large scale, the property owner
gets more for his tax dollar than if he procured
the same services privately. Given balanced municipal budgets, plus the fact that services must
be supplied in a given quantity or quality, other
tax sources-for example, taxes on income-must
be found as substitutes. True, the burden then
falls on income in general rather than on housing, but the householder's welfare remains the
same as before. Implicit in this reasoning is the
efficient provision of services. To the extent that
inefficiency exists-the whole tax dollar is not
returned to the taxpayer in the form of servicesthe tax represents resource waste. Determining
the magnitude of this waste would clearly involve
estimates of governmental efficiency-a courageous undertaking, but one outside our scope.
Property tax revenues to local governments
amount to $25 billion annually. (173, p. 123) In
come cities, the property tax is not only the
major source of revenue but the near-exclusive

annual growth rate of about 4 percent over

the 60-year period However, relative to Gross

National Product, collections are the same today

as they were a half century ago, though less than

they were during the 1920's and 1930's. In 1913,

state and local property taxes were 3.3 percent
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source; as it is, for example, in Milwaukee, Boston, Minneapolis, St. Paul, Indianapolis, Newark, and cities in Texas. (173, p. 128) Increases
in property taxes provided nearly half of the
increase in general revenues of state and local
government, and nearly all of the increase in
local government revenues, between 1953 and
1963. In absolutes, property tax revenues more
than doubled in amount during this recent decade. Per capita collections grew from $8.92 in
1902 to more than $100 in 1962, an average
annual growth rate of about 4 percent over
the 60-year period However, relative to Gross
National Product, collections are the same today
as they were a half century ago, though less than
they were during the 1920's and 1930's. In 1913,
state and local property taxes were 3.3 percent
of GNP; in 1962, 3.4 percent. In 1922 and 1932.
the fractions were 4.5 and 7.7 percent respectively. (184, Table I).
Property taxes account for a substantial share
of housing expenditures. Taxes amounted to 17
percent of actual before-tax cash outlays for housing in 1960. However, the variation among regions was substantial. The fractions ranged from
a low of 10 percent in the South to 24 percent
in the Northeast. (173, pp. 118-19) The magnitude of these variations is even more surprising
when one recalls that housing, like food, is generally regarded as one of the basics of life. In this
respect, Netzer observes:
It is simply inconceivable that, if we weTe
starting to develop a tax system from seTatch l
we would single out housing for extTaordinarily
high levels of consumption taxation. MOTe
likely, we would exempt housing entiTely fTOm
taxation, just as many states exempt food from
the sales tax. (173 p. 121)
How can property taxes be lowered? The
answer is easy if one accepts total substitution
of non-property bases for taxation, thus shifting
the tax burden from housing in whole or in part.
Workable alternatives include full Federal financing of local public services (particularly of poverty-linked services, as Netzer suggests, 173, p.
129), Federal general purpose grants (as advocated by Heller, 51, Ch. III), greater reliance on
user charges for services which are suited to this
type of pricing, or, obviously, increased reliance
on non-property revenue sources such as municipal income and sales taxes. Netzer alleges that
these devices, if made operational, could reduce
1

riginal from
II NIVERSITY OF MINNESOTA

property taxes in large central cities by over one-

half. (173, p. 129).

Each alternative to the property tax still repre-

sents a burden on family incomes. Conceivably,

the decrease in property tax burden would be

offset by an incerase in non-property taxes. The

relevant question is a modification of that posed

originally: how can property taxes be reduced

wtihout also reducing welfare levels or levels of

local public services?

Accepting the conventional wisdom, we may

assume that non-property sources could be tapped

to relieve the burden on property, keeping in

mind that no effect on welfare is calculated. An

property taxes in large central cities by over onehalf. (173, p. 129).
Each alternative to the property tax still represents a burden on family incomes. Conceivably,
the decrease in property tax burden would be
offset by an incerase in non-property taxes. The
relevant question is a modification of that posed
originally: how can property taxes be reduced
wtihout also reducing welfare levels or levels of
local public services?
Accepting the conventional wisdom, we may
assume that non-property sources could be tapped
to relieve the burden on property, keeping in
mind that no effect on welfare is calculated. An
example developed by Netzer serves as a base:

example developed by Netzer serves as a base:

In 1964-65, the 42 largest city governments

other than New York obtained 33 percent of

their tax revenues from non-property taxes.

For the city of Los Angeles, the figure was 44

percent; if all 42 cities matched the Los Angeles

proportion, their property taxes could have

been reduced by nearly one-eighth. (173, p. 128)

Under Netzer's proposal, taxes would drop from

their current level of 17 percent of actual hous-

In 1964-65, the 42 largest city governments
other than New York obtained 33 percent of
their tax revenues from non-property taxes.
For the city of Los Angeles, the figure was 44
percent; if all 42 cities matched the Los Angeles
proportion, their property taxes could have
been reduced by nearly one-eighth. (173, p.128)

ing expenditures to approximately 15 percent.

The reduction is minimal, for the Los Angeles

ratio between property and non-property revenue

sources is not the lowest. If the balance could be

tipped even further in the direction of non-prop-

erty sources, savings to property would be even

more impressive. The estimate is thus conserva-

tive. Moreover, if we can be content with the

assumption that the reduction would not be off-

set by a compensatory increase in non-property

taxes, the homeowner could utilize the cost sav-

ing for improving his housing status, for purchas-

ing other consumer items, or for saving. Finally,

we might note that the variations in property

versus non-property tax mix suggests that cities

are not quite as constrained in their revenue

sources as is commonly assumed.

b. Incidence. Tracing the incidence of the prop-

erty taxes is a tricky exercise. Scholars on the

subject fail to agree on what parties bear the real

burden. As Simon notes in his early but impor-

tant review of thought on the tax:

It is a curious fact that, although there has

been common agreement among two genera-

tions of economists as to the fundamentals of

tax incidence theory, no consensus has been

reached with respect to the incidence of a tax

on urban real property. (180, p. 416)

Yet, after completing his own survey of published

theorizing, which included a detailed analysis of

each explanation, he concludes that "seven dif-

ferent cases can be distinguished which give dif-

ferent results for the incidence of the tax" and

each case is equipped with its own set of assump-

tions. (180, p. 428) Consequently, in each case,

choice of assumptions governs the result.

Norton is more definite in his treatment of

the subject. (86) Incidence depends, he argues,

on market conditions. Given a buyers' market,

incidence is on current property owners. In a

Under Netzer's proposal, taxes would drop from
their current level of 17 percent of actual housing expenditures to approximately 15 percent.
The reduction is minimal, for the Los Angeles
ratio between property and non-property revenue
sources is not the lowest. If the balance could be
tipped even further in the direction of non-property sources, savings to property would be even
more impressive. The estimate is thus conservative. Moreover, if we can be content with the
assumption that the reduction would not be offset by a compensatory increase in non-property
taxes, the homeowner could utilize the cost saving for improving his housing status, for purchasing other consumer items, or for saving. Finally,
we might note that the variations in property
versus non-property tax mix suggests that cities
are not quite as constrained in their revenue
sources as is commonly assumed~
b. Incidence. Tracing the incidence of the property taxes is a tricky exercise. Scholars on the
subject fail to agree on what parties bear the real
burden. As Simon notes in his early but important review of thought on the tax:
It is a curious fact that, although there has
been common agreement among two generations of economists as to the fundamentals of
tax incidence theory, no consensus has been
reached with respect to the incidence of a tax
on urban real property. (180, p. 416)

sellers' market, taxes may be passed along to

Yet, after completing his own survey of published
theorizing, which included a detailed analysis of
each explanation, he concludes that "seven different cases can be distinguished which give different results for the incidence of the tax" and
each case is equipped with its own set of assumptions. (180, p. 428) Consequently, in each case,
choice of assumptions governs the result.
Norton is more definite in his treatment of
the subject. (86) Incidence depends, he argues,
on market conditions. Given a buyers' market,
incidence is on current property owners. In a
sellers' market, taxes may be passed along to
buyers. Stated somewhat differently, "During a
period of rising incomes and heavy demand for
rental space, a tax on housing can be readily
passed on to the renter; during depression, it
may be absorbed by the landlord in reduced
profits." (86, p. 114)
In contrast to these disputes, substantial agreement appears to exist on the incidence of taxes
on occupants vis-a-vis owners of the property
prior to construction. As Netzer has argued, the
burden rests in substantial part upon housing
consumers, regardless of their type of tenancy.
The chief exception, he reasons, "is that owners
of rental property cannot shift the burden of
that portion of the tax which falls on the land
underlying their buildings." (173, p. llS) But
there are other forms of tax shift as well.
Another dimension of incidence is that of its
burden according to income class. On this point
there is substantial agreement. The property tax
is regressive; that is, it bears more heavily on low
income groups than on high. The empirical evidence is startling. Survey Research Center data
shows that U.S. families with incomes below
$1,000 in 1959 paid nearly 6 percent of income
as residential property taxes. In comparison,
families earning $10,000 and over in the same
year paid less than 2 percent for taxes. (85,
Tables 19-1 and 19-6) Calculations developed
by Netzer and reported in his comprehensive
study of the property tax support the generalization. (91, Ch. III)
Two reasons for regressivity are standard. First,
assessors tend to value higher priced dwellings
at lower fractions of market value because of
their heterogeneity. Secondly, housing expenditures have a relatively low income elasticity.
Families in the $10,000-15,000 bracket spent less
than twice as much for rent in 1960 as did families with incomes below $2,000. (91, p. 40)
Original rom
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rental space, a tax on housing can be readily

passed on to the renter; during depression, it

may be absorbed by the landlord in reduced
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While the cost incidence of property taxes is

regressive, the benefits financed by taxes are selec-

tive. As Netzer points out, "the property tax as

While the cost incidence of property taxes is
regressive, the benefits financed by taxes are selective. As Netzer points out, "the property tax as
an institution is no mean contributor to income
redistribution from the richer to the poorer income groups." (91, p. 42)

an institution is no mean contributor to income

redistribution from the richer to the poorer in-

come groups." (91, p. 42)

6. Financing

Financing cuts through all stages of the con-

struction process. The function is relevant during

the production of sites and residential structures,

at the time of sale and resale, and, for most prop-

erties, throughout consumption. As we have

stated before, housing serves as a tool of economic

stabilization. And the mechanism through which

stabilization operates is the terms of mortgage

credit. Because public policy affects housing

through mortgage credit, terms become powerful

inducements for the construction industry and

consumers to supply and demand more or less

housing today or to postpone these decisions until

tomorrow, depending on the health of the econ-

omy. Playing roles of particular importance are

FHA and VA loan guarantee and insurance pro-

grams which may affect the level of construction

or price of the product or both. Saulnier et al

have argued that the programs induce price in-

creases. (101) Break claims that they have in-

creased industry product. (18) Thus, because of

its own instability and off-phase cycling with the

rest of the economy, housing acts as a general

stabilizer. (154)

Variations in mortgage credit terms occur over

space as well as over time. Interest rates tend to

be higher in rapidly growing areas, such as the

Far West, where the demand for investment funds

outstrips the supply. Correspondingly, the cost of

mortgage credit varies among areas. Historically,

area differentials have narrowed. Grebler and

associates report that in 1890 the geographical

spread amounted to four percentage points,

whereas it amounted to less than one percentage

point in the 1930's. (44) Klaman observes that the

one point differential has persisted throughout

the post-World War II period. (64) Increased

mobility of funds, hence improved competition,

may possibly explain the earlier convergence.

In attempting to account for regional differ-

ences in the costs of mortgage financing, Schaaf

finds that higher credit cost was positively cor-

related to distance from northeastern capital

markets, risk of mortgage default as measured by

the ratio of average loan to lending value and

the intensity of local demands for local savings.

The last factor was related more significantly to

the market for existing housing, while the risk

factor was associated more closely with the new

housing market. Neither the level of competition

nor the size of local savings explained much of

the variation over regions. (178)

Important as they are, the role of housing in

national economic growth and the effects of pub-

lic policy on the stability and cost of housing lie

beyond the scope of this paper. However, recog-

nition of the fashion in which market activity

6. Financing
Financing cuts through all stages of the construction process. The function is relevant during
the production of sites and residential structures,
at the time of sale and resale, and, for most properties, throughout comumption. As we have
stated before, housing serves as a tool of economic
stabilization. And the mechanism through which
stabilization operates is the terms of mortgage
credit. Because public policy affects housing
through mortgage credit, terms become powerful
inducements for the construction industry and
consumers to supply and demand more or less
housing today or to postpone these decisions until
tomorrow, depending on the health of the economy. Playing roles of particular importance are
FHA and VA loan guarantee and insurance programs which may affect the level of construction
or price of the product or both. Saulnier et al
have argued that the programs induce price increases. (101) Break claims that they have increased industry product. (18) Thus, because of
its own instability and off-phase cycling with the
rest of the economy, housing acts as a general
stabilizer. (154)
Variations in mortgage credit terms occur over
space as well as over time. Interest rates tend to
be higher in rapidly growing areas, such as the
Far West, where the demand for investment funds
outstrips the supply. Correspondingly, the cost of
mortgage credit varies among areas. Historically,
area differentials have narrowed. Grebler and
associates report that in 1890 the geographical
spread amounted to four percentage points,
whereas it amounted to less than one percentage
point in the 1930's. (44) Klaman observes that the
one point differential has persisted throughout
the post-\Vorld War II period. (64) Increased
mobility of funds, hence improved competition,
may possibly explain the earlier convergence.
In attempting to account for regional differences in the costs of mortgage financing, Schaaf
finds that higher credit cost was positively correlated to distance from northeastern capital
markets, risk of mortgage default as measured by
the ratio of average loan to lending value and

and cost varies over time and area serves as an

introduction to two matters which are relevant

and within our scope. These are the effect on

housing costs of legal limitations on lending area

and of usury laws.

a. Limits on lending areas. Gillies and Curtis
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the intensity of local demands for local savings.
The last factor was related more significantly to
the market for existing housing, while the risk
factor was associated more closely with the new
housing market. Neither the level of competition
nor the size of local savings explained much of
the variation over regions. (178)
Important as they are, the role of housing in
national economic growth and the effects of public policy on the stability and cost of housing lie
beyond the scope of this paper. However, recognition of the fashion in which market activity
and cost varies over time and area serves as an
introduction to two matters which are relevant
and within our scope. These are the effect on
housing costs of legal limitations on lending area
and of usury laws.
a. Limits on lending areas. Gillies and Curtis
have concluded that one unique descriptor of
mortgage lending markets is their highly local
nature. (40) This fact has at least two important
implications for costs.
First, because the interregional flow of mortgage funds is sticky and demands are localized,
the price of funds as well as the demand and, to
a lesser extent, the supply, responds to local economic conditions. Thus, to recapitulate Schaaf's
findings, in areas of more rapid growth credit is
more costly. (178) Similarly, local demands for
savings in generad bid up costs to mortgage borrowers to the extent that they are passed on by
institutional lenders. The evidence of Schaaf and
others suggests that this is indeed so. Institutional
factors may play an indirect role in explaining
variation among localities, but legislated limits
on breadth of lending area has a direct effect.
Life insurance companies, which loan on a national scale, are unaffected by the restrictions.
But legislated limits are relevant for savings and
loan associations and banks which may not operate beyond a given radius from their offices. We
will consider only savings and loan associations
because they constitute the single most important
type of lender, accounting for SO percent of the
changes in mortgage loans outstanding on housing in 1966. (119, p. 28)
The second implication is their effect on operating costs. Limits on lending area primarily
affect scale of operation and, to an extent, limit
competition. Although there is some disagreement (lOS), others have shown that the savings
and loan industry is highly competitive (45); consequently, the effect of area restrictions on market
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type would appear negligible. However, with

economies of scale, regulations limiting breadth

of market may force the industry and its firms to

operate at less than optimal scale, thus increasing

costs which may be passed on to borrowers in the

form of higher interest rates, shorter repayment

periods, lower loan-value ratios, various charges

over and above interest, or any combination

thereof. If internal economies do not exist, then

lending area constraints do not affect costs except

as they might inhibit geographical mobility of

funds. Lack of geographical mobility represents

a classical market imperfection which, if removed,

would tend to reduce rate differentials and per-

haps aggregate rate levels as well.

The most important question is whether econ-

omies of scale exist. Studies of banking by Gram-

ley (42) and of the insurance industry by Hensley

(158) lead to the expectation that scale economies

exist in the savings and loan industry as well. A

hotly disputed report by Shaw (103) and another

by Stanford Research Institute (109), suggest that

there are "important cost differences according

to the size of the association." (103)

But the case is by no means closed. Kendall

disputes the contention that firm size or location

affect operating expenses. Except for the very

smallest associations, variations in operating

ratios "cannot be attributed to the size of the

institution." (62) Using 1961 data for the U.S.

and 1961 and 1962 data for California associa-

tions, Brigham finds empirical support for Ken-

dall's claim. His data reveal that when very

small, hence atypical, associations are removed,

operating costs maintain a constant proportion

of either average saving capital or end of year

assets. (133) Brigham concludes that the most

powerful determinant of operating cost differen-

tial is growth. Consequently, lending area re-

strictions are not cost inducing.

b. Usury laws. Usury laws are attempts by the

state to impose maximum interest charges for the

protection of small borrowers and for the regu-

lation of credit monopolies. All but three states

have enacted maximum rates on cash loans, with

the limit ranging from 6 to 12 percent. In addi-

tion, federal law prevents national banks, in

the absence of state legislation, from charging

more than 7 percent yearly. (131) During

periods of tight money, some free market mort-

gage rates may exceed the usury limit. Then

loans will be discounted until the effective rate

is equal to the market rate, while the stated

interest rate equals or is less than the usury limit.

Because of the availability of this option, usury

laws are generally ineffective in controlling the

market interest rate. Conway's listing of eight

factors influencing the supply of mortgage funds,

for example, makes no mention of usury laws.

(26, p. 25)

However, usury regulation can, at least theo-

retically, affect the credit market even if dis-

counting of mortgages is permitted, if necessary

limitations are also imposed on the loan/value

type would appear negligible. However, with
economies of scale, regulations limiting breadth
of market may force the industry and its firms to
operate at less than optimal scale, thus increasing
costs which may be passed on to borrowers in the
form of higher interest rates, shorter repayment
periods, lower loan-value ratios, various charges
over and above interest, or any combination
thereof. If internal economies do not exist, then
lending area constraints do not affect costs except
as they might inhibit geographical mobility of
funds. Lack of geographical mobility represents
a classical market imperfection which, if removed,
would tend to reduce rate differentials and perhaps aggregate rate levels as well.
The most important question is whether economies of scale exist. Studies of banking by Gramley (42) and of the insurance industry by Hensley
(158) lead to the expectation that scale economies
exist in the savings and loan industry as well. A
hotly disputed report by Shaw (103) and another
by Stanford Research Institute (109), suggest that
there are "important cost differences according
to the size of the association." (103)
But the case is by no means closed. Kendall
disputes the contention that firm size or location
affect operating expenses. Except for the very
smallest associations, variations in operating
ratios "cannot be attributed to the size of the
institution." (62) Using 1961 data for the U.S.
and 1961 and 1962 data for California associations, Brigham finds empirical support for Kendall's claim. His data reveal that when very
small, hence atypical, associations are removed,
operating costs maintain a constant proportion
of either average saving capital or end of year
assets. (133) Brigham concludes that the most
powerful determinant of operating cost differential is growth. Consequently, lending area restrictions are not cost inducing.
b. Usury laws. Usury laws are attempts by the
state to impose maximum interest charges for the
protection of small borrowers and for the regulation of credit monopolies. All but three states
have enacted maximum rates on cash loans, with
the limit ranging from 6 to 12 percent. In addition, federal law prevents national banks, in
the absence of state legislation, from charging
more than 7 percent yearly. (131) During
periods of tight money, some free market mortgage rates may exceed the usury limit. Then
loans will be discounted until the effective rate
is equal to the market rate, while the stated

market rate exceeds the usury limit, the initial

borrower will receive less than the face value of

his loan, forcing him to increase his down pay-

ment in the form of loan fees. Usury regulation

c. Other Factors A.ffecting Efficiency
Many other factors, in addition to those considered in detail above, may also bear on the
efficiency of the house building industry, either
by affecting cost or innovation of the product.
These factors include standards set by insurance
and utility companies, building fees, construction
licensing, transportation restrictions, and transfer
fees. We find no systematic evidence for any of
these factors except the last.
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ratio. Such limits are in fact used by most finan-

cial intermediaries in the mortgage market. If the

interest rate equals or is less than the usury limit.
Because of the availability of this option, usury
laws are generally ineffective in controlling the
market interest rate. Conway's listing of eight
factors influencing the supply of mortgage funds,
for example, makes no mention of usury laws.
(26, p. 25)
However, usury regulation can, at least theoretically, affect the credit market even if discounting of mortgages is pennitted, if necessary
limitations are also imposed on the loan/value
ratio. Such limits are in fact used by most financial intermediaries in the mortgage market. If the
market rate exceeds the usury limit, the initial
borrower will receive less than the face value of
his loan, forcing him to increase his down payment in the form of loan fees. Usury regulation
excludes those borrowers who present the greatest risk, since the market interest rate for each
lender will equal the prime rate plus some risk
premium. In a competitive credit market, the
prime rate is lowered as the "riskiest" borrowers
are rationed out of the market and the effective
demand for loans falls. Profits of lenders are
lower as is the total effective demand for housing.
In effect, there would be a redistribution of funds
from high-risk borrowers (typically those most in
need of low cost housing) to low-risk borrowers.
Effective usury legislation would superficially
lower housing costs by lowering market interest
rates, but the gain is illusory because the lower
interest rates can be maintained only by credit
rationing and the elimination of high-risk borrowers from the market. Effective usury legislation tends to increase the sales price of owner
financed housing in cases where an artificially
high sales price conceals a usurious effective interest rate on a second mortgage. This may explain
Grebler and Gillies' finding that the observed
sales prices of property bearing a second mortgage have been somewhat higher than they would
have been in the absence of the mortgage. (46)
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1. Miscellaneous Transfer Fees

1. Miscellaneous Transfer Fees

A broad measure of the impact of closing or

incidental costs in home purchases is obtained

from FHA data for Section 203 new single-family

homes. (118) Incidental costs include FHA exam-

ination fee, mortgagee's initial service charge, cost

of title search, charges for the preparation of

deed and mortgage documents, mortgage tax,

recording fees, and similar items. These costs are

customarily chargeable to the mortgagor.

On the average, incidental costs in 1952

amounted to $217 or 1.9 percent on a typical

house with a total acquisition cost of $11,294. By

1965 these costs had risen to $376, representing

2.2 percent of the typical total acquisition cost of

$17,201. Whereas total acquisition cost increased

about 52 percent, incidental costs rose by 73 per-

cent during the period.

Incidental costs show considerable variations

for properties in the same value class. To illus-

trate, in 1965, median incidental costs were $328

for homes valued between $10,000â10,999. Inci-

dental costs for only 5 percent were less than

$200, but costs ranged between $400 and $599 for

22 percent. In the value class $20,000â21,999,

median incidental costs amounted to $427, but

17 percent had acquisition costs of less than $300

and 13 percent $600 or more.

Most important is the fact that incidental costs

generally affect purchases of lower valued prop-

erties more strongly than those of higher valued

properties. In 1965, for example, median inci-

dental costs in the homes between the $10,000â

10,999 range represented 3.1 percent of value,

and for houses in the $20,000-21,999 category the

median was 2.0 percent of the value. This differ-

ence is explained in part by substantial fixed

costs in the provision of services to home buyers

which are not functionally related to the value

of the house. This generalization will become

clearer upon an examination of title insurance.

2. Title Search and Insurance Fees

Title search and insurance represents a minor

item in housing costs. On the average, costs for

these services amounted to about y2 of 1 per-

cent of the final price of the house. (164) How-

ever, considerable variation exists in premiums

between regions and even among insurers. Gen-

erally, the insurance costs are determined by the

value of the property rather than vice versa.

A broad measure of the impact of closing or
incidental costs in home purchases is obtained
from FHA data for Section 203 new single-family
homes. (118) Incidental costs include FHA examination fee, mortgagee's initial service charge, cost
of title search, charges for the preparation of
deed and mortgage documents, mortgage tax,
recording fees, and similar items. These costs are
customarily chargeable to the mortgagor.
On the average, incidental costs in 1952
amounted to $217 or 1.9 percent on a typical
house with a total acquisition cost of $11,294. By
1965 these costs had risen to $376, representing
2.2 percent of the typical total acquisition cost of
$17,201. Whereas total acquisition cost increased
about 52 percent, incidental costs rose by 73 percent during the period.
Incidental costs show considerable variations
for properties in the same value class. To illustrate, in 1965, median incidental costs were $328
for homes valued between $10,000-10,999. Incidental costs for only 5 percent were less than
$200, but costs ranged between $400 and $599 for
22 percent. In the value class $20,000-21,999,
median incidental costs amounted to $427, but
17 percent had acquisition costs of less than $300
and 13 percent $600 or more.
Most important is the fact that incidental costs
generally affect purchases of lower valued properties more strongly than those of higher valued
properties. In 1965, for example, median incidental costs in the homes between the $10,00010,999 range represented 3.1 percent of value,
and for houses in the $20,000-21,999 category the
median was 2.0 percent of the value. This difference is explained in part by substantial fixed
costs in the provision of services to home buyers
which are not functionally related to the value
of the house. This generalization will become
clearer upon an examination of title insurance.

Further, the insurance normally has no specific

termination date but remains in effect until the

2. Title Search and Insurance Fees

property is again sold. The premium is treated

as a personal contract and paid only once and,

with few exceptions, the insurance provides cov-

erage no matter how long the property is held by

an owner or his heirs. Risks covered include

fraud, defective titles, inability to market the

property, and similar perils. Some have viewed

title insurance as riskless since companies often

refuse to insure when, during their title search,

they discover defects in titles. However, as John-

son has stated "Title insurers will often disregard

or assume many of the technical objections that

Title search and insurance represents a minor
item in housing costs. On the average, costs for
these services amounted to about Y2 of I percent of the final price of the house. (164) However, considerable variation exists in premiums
between regions and even among insurers. Generally, the insurance costs are detennined by the
value of the property rather than vice versa.
Further, the insurance normally has no specific

would be raised by an attorney examining an

abstract." (164)

Although the industry insures billions of dol-

lars worth of property annually, the number of

firms concerned is relatively small. Partially as

the result of the considerable capital investment
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termination date but remains in effect until the
property is again sold. The premium is treated
as a personal contract and paid only once and,
with few exceptions, the insurance provides coverage no matter how long the property is held by
an owner or his heirs. Risks covered include
fraud, defective titles, inability to market the
property, and similar perils. Some have viewed
title insurance as riskless since companies often
refuse to insure when, during their title search,
they discover defects in titles. However, as Johnson has stated "Title insurers will often disregard
or assume many of the technical objections that
would be raised by an attorney examining an
a bs tract." (164)
Although the industry insures billions of dollars worth of property annually, the number of
firms concerned is relatively small. Partially as
the result of the considerable capital investment
in the plant and in the equipment necessary for
efficient searching and abstracting, there are only
about 150 firms in the nation. During the course
of operation, insurers accumulate a vast amount
of data on property in their market areas which
is stored for future reference. A finn in operation
for a number of years accumulates a reservoir of
expertise and information which prospective competitors would find difficult to match. Consequently, the industry has oligopolistic characteristics. Competition is imperfect and prices tend
to be administered. Premiums are largely determined by the price of the property and its location. As Johnson observes:
The common practice is to express the premium rate as a single rate; i.e. $8.50 per $1,000
for an owner's policy. Some carriers express the
title insurance premiums in two sections: (1)
a risk premium rate to cover the title insurance
risk element only and (2) an underwriting expense for the examination of title, e.g. a risk
premium of $4 per $1,000 plus an underwriting or policy fee of $70. (164)
Since title search, abstracting, and preparation
of title opinion absorbs the major portion of the
total premium charged, it is argued that a separation of the insurance and underwriting costs is
reasonable and desirable. The costs of searching
will not necessarily be geared to the value of the
home and may be the same for a $10,000 and a
S20,000 property. In distinguishing between insurance and underwriting, however, premiums
are relatively more expensive for low-priced as
compared t<;> .high-priced properties. Premiums
nglnal from
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would be $110 or 1.1 percent of the price for the

$10,000 dwelling and $150 or 0.75 percent for the

$20,000 home. In other words, insurance costs

bear more heavily on lower-priced properties and,

also presumably, on lower-income families. The

alternative of charging a single rate based on the

amount to be insured could be considered dis-

criminatory against higher income groups in

light of the costs of production which do not

correspond to the value of the property.

A number of alternatives to title insurance

and search are available, but only one, the Tor-

rens system, is less expensive. Costs are lower

since the system obviates the necessity for a com-

plete search of title with every property transfer.

Another cost-economizing alternative involves

enactment of a statute of limitation on claims

against titles. Michigan, for example, has a stat-

ute of limitations of 40 years. This might possibly

be reduced to 25 years or cut in half. With 40 to

50 percent of the premiums absorbed in searching

title, a reduction of this cost seems the most logi-

cal way to obtain long-run economies.

Some have argued that the apparent high cost

of title insurance is due to the oligopolistic nature

of the industry. For example, "title insurance is

far more expensive than it need be, but with the

constantly expanding volume of real estate trans-

actions in the United States, most title companies

are so busy that they feel no need to lower prices

in order to bring in more business." (30, p. 63)

If this statement is true, monopoly profits are

being earned, particularly in states where rates

are not regulated and where competition within

the industry, as well as from alternative institu-

tions, is weak or absent. In most cases, purchasers

of title insurance are not fully aware of alterna-

tive devices and, when rates are quoted, feel there

is no opportunity for bargaining. Given the high

cost of an obligatory title search and of payments

on losses representing anywhere from 3 to 5

percent of premiums plus other administrative

costs, it is difficult to see how premiums might

be reduced considerably.

III. Efficiency by Housing Market Function

This section considers efficiencyâfactors which

increase costs or inhibit innovationâin terms of

each of the general activities (see Table 1) in-

volved in the housing market. We will examine

individually factors affecting the cost of land,

construction, and distribution. The construction

industry, because it acts as an assembler of the

would be $110 or 1.1 percent of the price for the
$10,000 dwelling and $150 or 0.75 percent for the
$20,000 home. In other words, insurance costs
bear more heavily on lower-priced properties and,
also presumably, on lower-income families. The
alternative of charging a single rate based on the
amount to be insured could be considered discriminatory against higher income groups in
light of the costs of production which do not
correspond to the value of the property.
A number of alternatives to title insurance
and search are available, but only one, the Torrens system, is less expensive. Costs are lower
since the system obviates the necessity for a complete search of title with every property transfer.
Another cost-economizing alternative involves
enactment of a statute of limitation on claims
against titles. Michigan, for example, has a statute of limitations of 40 years. This might possibly
be reduced to 25 years or cut in half. With 40 to
50 percent of the premiums absorbed in searching
title, a reduction of this cost seems the most logical way to obtain long-run economies.
Some have argued that the apparent high cost
of title insurance is due to the oligopolistic nature
of the industry. For example, "title insurance is
far more expensive than it need be, but with the
constantly expanding volume of real estate transactions in the United States, most title companies
are so busy that they feel no need to lower prices
in order to bring in more business." (30, p. 63)
If this statement is true, monopoly profits are
being earned, particularly in states where rates
are not regulated and where competition within
the industry, as well as from alternative institutions, is weak or absent. In most cases, purchasers
of title insurance are not fully aware of alternative devices and, when rates are quoted, feel there
is no opportunity for bargaining. Given the high
cost of an obligatory title search and of payments
on losses representing anywhere from 3 to 5
percent of premiums plus other administrative
costs, it is difficult to see how premiums might
be reduced considerably.

most important and costly ingredients in the

process, receives special attention.

A. Costs of Land

Land costs for new housing have increased dis-

proportionately compared to the costs of house

construction. (118) In 1950, the estimated average

value of an FHA Section 203 new home amounted

to $8,594. The market price of the site was $1,035

or 12.0 percent of FHA value. By 1965, the esti-

mated value of the average house had risen to

$17,176 with a market price of $3,442 for the

site, or 20 percent of the total. Thus, the esti-

m.

Efficiency by Housing Market Function

This section considers efficiency-factors which
increase costs or inhibit innovation-in terms of
each of the general activities (see Table 1) involved in the housing market. We will examine
individually factors affecting the cost of land,
construction, and distribution. The construction

industry, because it acts as an assembler of the
most important and costly ingredients in the
process, receives special attention.

A. CO", 0/ Land
Land costs for new housing have increased disproportionately compared to the costs of house
construction. (118) In 1950, the estimated average
value of an FHA Section 203 new home amounted
to $8,594. The market price of the site was $1,035
or 12.0 percent of FHA value. By 1965, the estimated value of the average house had risen to
$17,176 with a market price of $3,442 for the
site, or 20 percent of the total. Thus, the estimated value of homes doubled but the price of
the site was 3.3 times higher in 1965 as compared
to 1950. If land had maintained its share of the
total value of the house at the 12 percent applicable in 1950, the market price of the site in 1965
would have approximated $1,880, and the total
value of the house would have been $15,614. The
difference of $1,562 between the actual market
price of $3,442 and the assumed $1,880 is one
measure of the disproportionate increase in residential property values imputable to land costs.
The increases in the market price of lots can
be attributed to three converging factors: changes
in lot size, increases in the cost and quality of
developing subdivided lots, and changes in raw
land costs. Data for the San Francisco and Los
Angeles areas demonstrate how rapidly lot sizes
for new single-family homes have increased. In
San Francisco, average lot size rose from 5,500
square feet in 1950 to 6,500 in 1960, and in Los
Angeles the change was from 6,000 square feet to
7,560 square feet during the same period. Similar
types of increases in lot sizes have occurred in
other urban areas throughout the United States.
For the San Francisco Bay Area, Maisel imputes
lot value changes to the same three items. (73)
For original lot sizes, $720 or 28 percent of the
total increase of $2,550 between 1950 and 1962
was imputable to the cost and quality of developing the lots, and $1,325 or 52 percent was associated with raw land value increases. The remaining 20 percent was associated with changes in
lot size.
Relatively rapid increases in lot sizes and costs
of preparing the land for building reflect considerations of both demand and supply. With
rising real incomes, consumers are prepared to
buy bigger and better lots. (73) However, the
purchase of larger and more expensive lots with
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mated value of homes doubled but the price of

the site was 3.3 times higher in 1965 as compared

to 1950. If land had maintained its share of the

total value of the house at the 12 percent appli-

cable in 1950, the market price of the site in 1965

would have approximated $1,880, and the total
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more substantial and presumably higher quality

infrastructure is also related to the constraints

on the supply side. Community standards govern-

ing lot size, dimensions, and improvements in

subdivisions represent an important component

of supply costs. If these standards are restrictive,

some consumers will leave the market, but those

who remain buy more land in higher quality

subdivisions. The previous section has dealt at

some length with the subject of subdivision stand-

ards as these pertain to the land. The purpose

here is to suggest some of the forces which con-

tribute to the rising raw land costs and which

apparently account for most of the lot value

increases; further, we hope to determine if these

have been influenced by public policy and if they

are tractable.

The role of raw land costs in the final price of

new homes is determined to a large extent by the

intra-urban location of the housing. Generally,

land for new housing in distant suburbs tends

to be relatively inexpensive, particularly if its

proximity to employment, recreational and shop-

ping opportunities, is more remote. Land in and

around large and rapidly growing, wealthy, urban

centers is somewhat more expensive than in

urban agglomerations with lower incomes, a

smaller concentration of people, and less growth.

Given the variety of conditions under which new

housing is constructed, raw land might represent

anywhere from 3-15 percent of the final price.

Rising costs of raw land for new housing in the

U.S. can be explained by reference to a variety

of interacting determinants. They partially result

from increases in the demand for land associated

with the growth of cities and higher incomes.

(176, 153, 168) In particular, the appetite for

more land and low-density housing by increas-

ingly wealthy consumers will be satisfied at the

urban fringe. (4) Also, as the increasingly affluent

American public has expressed its desire for more

land and housing in the suburbs, the transporta-

tion systems serving these areas have been im-

proved. The consequent relative improvement in

accessibility has added further impetus to the dis-

proportionate increase in land prices in suburban

locations. Similarly, the provision of more and

a wider variety of public services at the urban

fringe enhances land values. However, as one

study points out, substantial portions of increases

in land values are still determined in the market

and lie outside the control of local decision

makers. (141, 10)

At the rural-urban margin of transfer, the price

of land in the alternative use of agriculture con-

tributes to an explanation of the increase and

variations in urban land values. If prices for

agricultural land are high, prices for land avail-

able for urban use will also tend to be high.

Other forces also act on supply prices. If expec-

tations appear favorable in the minds of land-

holders, anticipations are discounted back to the

present and are included in current prices. The

influence of speculative activity on prices for

homebuilding does not appear to be quite as

more substantial and presumably higher quality
infrastructure is also related to the constraints
on the supply side. Community standards governing lot size, dimensions, and improvements in
subdivisions represent an important component
of supply costs. If these standards are restrictive,
some consumers will leave the market, but those
who remain buy more land in higher quality
subdivisions. The previous section has dealt at
some length with the subject of subdivision standards as these pertain to the land. The purpose
here is to suggest some of the forces which contribute to the rising raw land costs and which
apparently account for most of the lot value
increases; further, we hope to determine if these
have been influenced by public policy and if they
are tractable.
The role of raw land costs in the final price of
new homes is determined to a large extent by the
intra-urban location of the housing. Generally,
land for new housing in distant suburbs tends
to be relatively inexpensive, particularly if its
proximity to employment, recreational and shopping opportunities, is more remote. Land in and
around large and rapidly growing, wealthy, urban
centers is somewhat more expensive than in
urban agglomerations with lower incomes, a
smaller concentration of people. and less growth.
Given the variety of conditions under which new
housing is constructed, raw land might represent
anywhere from 3-15 percent of the final price.
Rising costs of raw land for new housing in the
u.s. can be explained by reference to a variety
of interacting determinants. They partially result
from increases in the demand for land associated
with the growth of cities and higher incomes.
(176, 153, 168) In particular, the appetite for
more land and low-density housing by increasingly wealthy consumers will be satisfied at the
urban fringe. (4) Also, as the increasingly affluent
American public has expressed its desire for more
land and housing in the suburbs, the transportation systems serving these areas have been improved. The consequent relative improvement in
accessibility has added further impetus to the disproportionate increase in land prices in suburban
locations. Similarly, the provision of more and
a wider variety of public services at the urban
fringe enhances land values. However, as one
study points out, substantial portions of increases
in land values are still determined in the market
and lie outside the control of local decision
makers. (141, 10)

At the rural-urban margin of transfer, the price
of land in the alternative use of agriculture contributes to an explanation of the increase and
variations in urban land values. If prices for
agricultural land are high, prices for land available for urban use will also tend to be high.
Other forces also act on supply prices. If expectations appear favorable in the minds of landholders, anticipations are discounted back to the
present and are included in current prices. The
influence of speculative activity on prices for
homebuilding does not appear to be quite as
powerful as often assumed, but it is not totally
without importance. (73) Maisel mentions one of
the consequences of this pattern of landholding.

Land around a city may gain a scarcity value
if the rate at which it is brought into urban
use lags behind its demand. Builders and developers will be forced to pay scarcity prices
to move suitable building sites out of the hands
of those who can afford to hold them for future
increments in value. (168, p. 58)
The taxation of peripheral land is the subject
of hot debate. Some have contended that development and building will be accelerated by raising
assessments and property taxes on agricultural
land located at the urban fringe to accord with
potential rather than present use. Increased
assessment on agricultural land tends to reduce
its value in that use. Thus, farmers are more
willing to sell, especially since such land is usually transferred at considerably higher prices for
urban development than for growing crops. To
assure a supply of land for development and
building, assessment at potential rather than
present use is preferred. If, on the other hand,
assessment and taxation of agricultural land were
based on present rather than potential use, the
quantity of such land offered for urban development would be curtailed and prices would rise
even further. Practice suggests that farm land at
the rural-urban fringe is assessed somewhere between actual and potential use.
If the development of urban housing enjoys
a priority over the maintenance of an agricultural base, preferential treatment of agricultural
or vacant land in assessment or taxation, whatever form it takes, should be resisted. This would
apply to legislative schemes pennitting the assessment of fann or vacant land at present rather
than potential use, or infonnal mechanisms
whereby r'\ s~s<?~ t~ke account of present use.

powerful as often assumed, but it is not totally

without importance. (73) Maisel mentions one of

the consequences of this pattern of landholding.

Land around a city may gain a scarcity value

if the rate at which it is brought into urban
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Such practices, however, run counter to the prin-

ciples of ad valorem taxation requiring assess-

ment at market value. On the other hand, lack of

preferential treatment aggravates urban sprawl,

the unchecked growth of cities at fringe and leap-

Such practices, however, run counter to the principles of ad valorem taxation requiring assessment at market value. On the other hand, lack of
preferential treatment aggravates urban sprawl,
the unchecked growth of cities at fringe and leapfrogging of land uses, as well as premature transfer of valuable agricultural land.

frogging of land uses, as well as premature trans-

fer of valuable agricultural land.

In this light, one is hard-pressed to suggest

ways in which public policy might be altered to

reduce raw land costs in suburbs. With respect

to assessment practices, for example, it has been

noted that the rise in site values has appeared to

be more the cause than the effect of a change in

assessment bias. (153, p. 12) Thus, underassess-

ment of fringe area land with concomitant land

price increases does not appear to be of any great

import. A change in local tax policy, therefore,

does not seem to be a particularly fruitful alterna-

tive for reducing raw land costs, although it

might dampen land speculation by raising hold-

ing costs. As a direct approach to dealing with

speculative profits, such gains might be treated

as ordinary income rather than as capital gains.

Alternatively, as had been suggested by Gaffney,

urban sprawl would be checked by putting taxes

strictly on the land and untaxing improvements.

Moreover, urban renewal would be encouraged,

since housing investments in more central loca-

tions would become more profitable. (38) Pre-

sumably, the costs of holding vacant land would

rise with a land value tax, and thus speculative

activity also might be kept in check.

Any statements made on the precise impact of

alternative approaches intended to reduce land

costs would be based on pure conjecture. Cer-

tainly, public policy and public investment,

including taxation and investment in public

facilities, can and do have an effect on raw land

prices. However, many of the forces inducing

price enhancements are outside the purview of

the public sector.

To the extent that public investments raise

the value of land, there is some justification for

attempting to internalize these gains. It is prob-

ably best for public policy to be neutral with

respect to the use to which the land is presently

put. Public policy should not discriminate in

favor of urban or agricultural uses, but neither

should it contribute to disproportionately rising

land prices for the various uses.

B. Cost of Construction

1. Market Type

In this light, one is hard-pressed to suggest
ways in which public policy might be altered to
reduce raw land costs in suburbs. With respect
to assessment practices, for example, it has been
noted that the rise in site values has appeared to
be more the cause than the effect of a change in
assessment bias. (153, p. 12) Thus, underassessment of fringe area land with concomitant land
price increases does not appear to be of any great
import. A change in local tax policy, therefore,
does not seem to be a particularly fruitful alternative for reducing raw land costs, although it
might dampen land speculation by raising holding costs. As a direct approach to dealing with
speculative profits, such gains might be treated
as ordinary income rather than as capital gains.
Alternatively, as had been suggested by Gaffney,
urban sprawl would be checked by putting taxes
strictly on the land and untaxing improvements.
Moreover, urban renewal would be encouraged,
since housing investments in more central locations would become more profitable. (38) Presumably, the costs of holding vacant land would
rise with a land value tax, and thus speculative
activity also might be kept in check.
Any statements made on the precise impact of
alternative approaches intended to reduce land
costs would be based on pure conjecture. Certainly, public policy and public investment,
including taxation and investment in public
facilities, can and do have an effect on raw land
prices. However, many of the forces inducing
price enhancements are outside the purview of
the public sector.

Housebuilding operations in the United States

are characterized by intense competition. (41, 74)

Still there are monopolistic elements, such as

product differentiation, which fit the industry

into the model of imperfect competition. But

where does the housebuilding industry stand on

the scale between perfect competition and mo-

nopoly? As we shall see, the ranking depends on

scale of operation (or level of output). Let us con-

sider housebuilders in general.

An excellent measure of competitiveness is the

ease with which firms enter and leave the indus-

try. Except for highly capitalized large-scale firms,

To the extent that public investments raise
the value of land, there is some justification for
attempting to internalize these gains. It is probably best for public policy to be neutral with
respect to the use to which the land is presently
put. Public policy should not discriminate in
favor of urban or agricultural uses, but neither
should it contribute to disproportionately rising
land prices for the various uses.

B. Cost 0/ Construction
1. Market Type
Housebuilding operations in the United States
are characterized by intense competition. (41, 74)
Still there are monopolistic elements, such as
product differentiation, which fit the industry
into the model of imperfect competition. But
where does the housebuilding industry stand on
the scale between perfect competition and monopoly? As we shall see, the ranking depends on
scale of operation (or level of output). Let us consider housebuilders in general.
An excellent measure of competitiveness is the
ease with which firms enter and leave the industry. Except for highly capitalized large-scale firms,
experience indicates a high degree of mobility.
Despite restrictions imposed by licensing, permits, and the like, empirical evidence suggests
that the entry rate for all types of builders over
the 1950-60 decade exceeded the average for all
industries. (41, p. 19)
The relatively modest capital requirements
for entry into a business where funds are rather
easily borrowed for a spatially fixed security have
assured that no single producer dominates the
market. Although a limited amount of additional
concentration has been observed among largescale operators, "this cannot be attributed to
restricted entry." (52, p. 28) Moreover, "the tendency of the industry to move toward a more
oligopolistic structure remains no more than a
tendency." (52, p. 27)
Again excepting large firms, the same generalizations apply with equal force to exit from the
industry. Fluctuations in output have imposed
serious strains on the firms which have invested
substantially in capital or which have incurred
other relatively large fixed commitments to gain
scale economies. The trade journals identify a
number of failures of these companies which only
a short time ago were emulated as examples of
successful, large-scale operations.
Entry and exit patterns of smaller firms are
evidence of active competition. The generalization holds for large firms but with somewhat less
force. Firms of this scale have more ready access
to capital--even when mortgage money is shortthan do their smaller counterparts. Still their
major suppliers of credit are local and subject to
the usual restrictions on lending area as well as
credit ease or tightness. (52, p. 33) By relying
almost e
~~al !flo arnings retention as the
1·

experience indicates a high degree of mobility.

Despite restrictions imposed by licensing, per-

mits, and the like, empirical evidence suggests

that the entry rate for all types of builders over

the 1950-60 decade exceeded the average for all
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source of long-term funds for investment, the

largest builders enjoy a measure of immunity

from the uncertainties of local credit conditions.

(52, p. 70) Despite this, however, the number of

large firms has fluctuated with changes in hous-

ing market activity. "That there has been con-

siderable shifting into and out of the large-scale

(construction) sector is evident." (52, p. 28) Her-

zog's reasoning, while applied to large firms oper-

ating in Northern California, applies equally

source of long-term funds for investment, the
largest builders en joy a measure of immunity
from the uncertainties of local credit conditions.
(52, p. 70) Despite this, however, the number of
large firms has fluctuated with changes in housing market activity. "That there has been considerable shifting into and out of the large-scale
(construction) sector is evident." (52, p. 28) Herzog's reasoning, while applied to large firms operating in Northern California, applies equally
well to other construction firms:

well to other construction firms:

That more concentration did not take place

can probably be attributed to (1) a lack of

economies of very large scale, and (2) a rela-

tively high degree of mobility among large-scale

builders . . . (these facts) prevented existing

firms from gaining sufficient competitive ad-

vantage over potential entrants to keep them

out of the high volume market. The builders'

mobility has prevented older firms from mo-

nopolizing local markets and, at the same time,

has opened up broader markets to the big

firms. The net result of all these forces has

apparently been a movement toward a more

workable competitive structure in housebuild-

ing. (52, p. 32)

That some monopoly profits are earned is sug-

gested by a fairly recent development, namely

the entry of large enterprises specialized in fields

other than residential construction. There ap-

That more concentration did not take place
can probably be attributed to (1) a lack of
economies of very large scale) and (2) a relatively high degree of mobility among large-scale
builders . .. (these facts) prevented existing
firms from gaining sufficient competitive advantage over potential entrants to keep them
out of the high volume market. The builders'
mobility has prevented older firms from monopolizing local markets and, at the same time,
has opened up broader markets to the big
firms. The net result of all these forces has
apparently been a movement toward a more
workable competitive structure in housebuilding. (52, p. 32)

pears to be little pattern in the type of new-

2. Scale
Construction firms are characterized by a wide
variety of sizes. The existence of many small
firms indicates that economies of scale are not
universal as is true in many manufacturing industries. Information on cost behavior at varying
output levels is scanty. Our analysis of costs is
based exclusively on in-depth studies of the industry by Maisel (74) and Herzog, (52) supplemented
by evidence published by Gillies and Mittelbach.
(41)
Maisel has uncovered fairly substantial increasing returns to scale; that is, constantly decreasing
costs with increasing size of firm (at least over
the range of sizes studied) . Including land costs,
which were invariant to size, a "standard house"
built by a small builder (producing I to 24 units
annually) was priced at $9,500 as compared to
$8,750 if built by a large operator (100 or more
units). The same unit built by a medium-size
firm (25-99 units yearly) cost $9,250. Thus, compared to the small entrepreneur, the large builder
was able to achieve economies of $750 by holding down the costs of direct labor, direct materials, subcontracts and "incidentals." In contrast,
his overhead and profit were more than double
that of the small builder. In a perfectly competi-

That some monopoly profits are earned is sug-

tive market, this item would be fairly constant

gested by a fairly recent development, namely
the entry of large enterprises specialized in fields
other than residential construction. There appears to be little pattern in the type of newcomer involved. Included are firms basically
involved in manufacturing, transportation, extraction of raw materials, and other types of
activity. All of the firms bring with them substantial capital, thus obviating the need for primary reliance on borrowed funds for initiating
building operations. These firms should be able
to survive temporary tightening in credit more
readily than the traditional builder. Any evaluation of the success of such ventures, or of their
impact on housing costs, would be premature at
this time. However, it is clear that one of the
major difficulties facing the traditional contractor
is obviated. Other potential advantages may also
accrue. Because production by these firms has
concentrated chiefly on large scale developments
for middle and higher income groups, considerable progress has been made in land planning
and design. Still, such ventures have produced
no visible evidence of a breakthrough in cutting
housing costs.

regardless of output level. That profits of large
builders are significantly higher than those of
small builders suggests an element of market
control of some consequence. Although the large
contractor may pass on cost savings to the customer, Maisel's data suggests that a substantial
share is retained as profit. Although the large
builder's house was comparable to the small
builder's unit, his profits and overhead amounted
to about $1,600 as compared to the small builder's
more modest $740 per unit. (74, Table 49)
Obviously, costs do not decrease indefinitely
with increasing output. Maisel and Herzog agree
that the minimum unit cost, hence optimal scale,
"lies somewhere between 500 and 800 units per
year." (52, p. 27; 74, p. 221) Beyond this point,
costs begin to increase again.
What factors are responsible for cost behavior?
To what extent does the local nature of construction markets prevent firms from achieving scale
economies? And to what extent do institutional
factors inhibit scale economies, thus preventing
firms from reaching low cost positions? We address the first two questions here and reserve the
third for -the
lusion
of this section.
in gtcon
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comer involved. Included are firms basically

involved in manufacturing, transportation, ex-

traction of raw materials, and other types of

activity. All of the firms bring with them sub-

stantial capital, thus obviating the need for pri-

mary reliance on borrowed funds for initiating

building operations. These firms should be able

to survive temporary tightening in credit more

readily than the traditional builder. Any evalu-

ation of the success of such ventures, or of their

impact on housing costs, would be premature at

this time. However, it is clear that one of the

major difficulties facing the traditional contractor

is obviated. Other potential advantages may also

accrue. Because production by these firms has

concentrated chiefly on large scale developments

for middle and higher income groups, consider-

able progress has been made in land planning

and design. Still, such ventures have produced

no visible evidence of a breakthrough in cutting

housing costs.

2. Scale

Construction firms are characterized by a wide

variety of sizes. The existence of many small

firms indicates that economies of scale are not

universal as is true in many manufacturing in-

dustries. Information on cost behavior at varying

output levels is scanty. Our analysis of costs is

based exclusively on in-depth studies of the indus-

try by Maisel (74) and Herzog, (52) supplemented

by evidence published by Gillies and Mittelbach.

(41)

Maisel has uncovered fairly substantial increas-

ing returns to scale; that is, constantly decreasing

costs with increasing size of firm (at least over

the range of sizes studied). Including land costs,

which were invariant to size, a "standard house"

built by a small builder (producing 1 to 24 units

annually) was priced at $9,500 as compared to
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As we noted earlier, not only could larger

builders construct equivalent houses more inex-

pensively than could small builders, but nearly

every item of cost shows scale economies. The

materials component reveals the manner in which

savings are achieved through scale. From inter-

views with builders, Herzog claims that nearly

all large operators purchase via competitive bids

submitted by materials suppliers. Lumber costs

are trimmed through quantity purchasing and

storage at the site. Appliances are bought in car-

load lots directly from producers. Electrical fix-

tures and hardware, however, are obtained

through normal channels due to the risk of

breakage and pilferage with on-site storage. (52,

p. 68) By building at large scale, more special-

ized, efficient labor is employed in order to garner

additional cost savings.

The most important impediment to greater

economies, Herzog argues, is reluctance to share

managerial control by selling equities openly,

thus broadening the base of ownership. (52, p. 79)

Although building codes, plus the usual list of

institutional factors share a measure of responsi-

bility, they are far less important constraints

on size.

This suggests an additional dimension of scale;

that achieved by broadening markets geographi-

cally. That housing markets are highly local has

been well documented. (40) The sluggish flow of

mortgage funds among regions and the rules gov-

erning breadth of lending area, the high cost of

moving materials or prefabricated parts to build-

ing sites, the localized nature of demand, and the

high costs of developing and building in con-

formity with non-standard codes and zoning

regulations, all combine as factors increasing the

imperfection of the housing market. These fac-

tors, particularly the last, frustrate attempts to

capitalize on potential scale economies by tap-

ping new markets. As Gillies and Curtis conclude

from their study of the mortgage-lending policies

and practices of financial intermediaries, housing

markets can be described as intensely local in

terms of both demand and supply. It is little

wonder then that builders rarely venture outside

their own backyards. Differences among political

jurisdictions in the type of public policies affect-

ing construction, plus differences in degree of

enforcement, only serve to weaken resource mo-

bility and contain the industry at small, ineffi-

cient scale. As support, Herzog found that

builders "were more reluctant to cross county

lines than they were to move around within

a given county." (52, p. 30) The reasoning is

obvious and the fact is supported by empirical

evidence. Between 1950 and 1960, 45 percent of

152 firms operated in only a single market

(county), 23 percent operated in two markets,

and the remaining one-third operated in more

than two markets.

The idiosyncrasies of housing markets also

play havoc in other ways among builders at-

tempting to broaden scale. Large-scale operators

As we noted earlier, not only could larger
builders construct equivalent houses more inexpensively than could small builders, but nearly
every item of cost shows scale economies. The
materials component reveals the manner in which
savings are achieved through scale. From interviews with builders, Herzog claims that nearly
all large operators purchase via competitive bids
submitted by materials suppliers. Lumber costs
are trimmed through quantity purchasing and
storage at the site. Appliances are bought in carload lots directly from producers. Electrical fixtures and hardware, however, are obtained
through normal channels due to the risk of
breakage and pilferage with on-site storage. (52,
p. 68) By building at large scale, more specialized, efficient labor is employed in order to garner
additional cost savings.
The most important impediment to greater
economies, Herzog argues, is reluctance to share
managerial control by selling equities openly,
thus broadening the base of ownership. (52, p. 79)
Although building codes, plus the usual list of
institutional factors share a measure of responsibility, they are far less important constraints
on SIze.
This suggests an additional dimension of scale;
that achieved by broadening markets geographically. That housing markets are highly local has
been well documented. (40) The sluggish flow of
mortgage funds among regions and the rules governing breadth of lending area, the high cost of
moving materials or prefabricated parts to building sites, the localized nature of demand, and the
high costs of developing and building in conformity with non-standard codes and zoning
regulations, all combine as factors increasing the
imperfection of the housing market. These factors, particularly the last, frustrate attempts to
capitalize on potential scale economies by tapping new markets. As Gillies and Curtis conclude
from their study of the mortgage-lending policies
and practices of financial intermediaries, housing
markets can be described as intensely local in
terms of both demand and supply. It is little
wonder then that builders rarely venture outside
their own backyards. Differences among political
jurisdictions in the type of public policies affecting construction, plus differences in degree of
enforcement, only serve to weaken resource mobility and contain the industry at small, inefficient scale. As support, Herzog found that
builders "were more reluctant to cross county

riginal from

purchase fringe land in quantity, holding until

it has ripened for development. Because markets

are not only local but, as corollaries, thin and

oftentimes erratic, holding costs mount as pro-

spective consumers postpone purchase decisions.

Given postponability as a fact of construction

lines than they were to move around within
a given county." (52, p. 30) The reasoning is
obvious and the fact is supported by empirical
evidence. Between 1950 and 1960, 45 percent of
152 firms operated in only a single market
(county), 23 percent operated in two markets,
and the remaining one-third operated in more
than two markets.
The idiosyncrasies of housing markets also
play havoc in other ways among builders attempting to broaden scale. Large-scale operators
purchase fringe land in quantity, holding until
it has ripened for development. Because markets
are not only local but, as corollaries, thin and
oftentimes erratic, holding costs mount as prospective consumers postpone purchase decisions.
Given postponability as a fact of construction
life, economies achieved through large-scale production often are dissipated in holding costs.
Integrating the development function into
their building operations, thereby capturing additional profits and economizing on cost, yields
disappointing results, as Herzog's respondents
suggested. Most who got involved in development later gave it up claiming that costs of
moving equipment from one tract to its distant
neighbor were "intolerable." (52, p. 67)
Although prices of the final product and most
costs of its ingredients decline over size of firm,
profits increase, indicating that economies arising
from scale are not wholly passed on to consumers. Again, drawing on Maisel's data, the
$9,500 house produced by the small builder was
priced at only $8,750 by the large builder. Excluding overhead and profits, costs summed to
about $8,760 for the small but $7,140 for the
large builder. The large builder passed on only
$750 of the total difference of $1,620 in the form
of a lower price and retained the balance of
$870 for overhead and profit. All else held constant, the consumer profited from the scale
economies of volume production. The obvious
question is why the large builder cannot pass
on to the buyer a more substantial share of his
cost savings or, for that matter, whether profits
for the less efficient smaller builder cannot be
shared with or passed on to the homebuyer as
well. In short, are unit profits (including payments to overhead) of 7.8 percent for the small
operator and 18.4 percent for the large operator too high, hence unnecessarily increasing
housing costs? Profits, viewed in part as payment
for risk, provide a partial answer.
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3. Risk

3. Risk

To argue that the large builder's higher profit

represents solely monopolistic returns would be

inaccurate. Surely a share of this amount is due

for increased risk-bearing from experimentation

and, hopefully, innovation. If it is true that new

technologies, fashions, and other market break-

throughs are pioneered by the massive firm and

percolate downward to the small contractor, then

the cost item would seem warranted and would

be more properly considered as long-range in-

vestment.

An increase in risk resulting from instability

may also command higher profits. The local

character of the market and the immobility of

the product imply that fluctuations in produc-

tion frequently have greater amplitude at the

regional than at the national level. Seasonal and

cyclical fluctuations may also be of substantial

magnitude in other industries, but these are

industries which tend to be more highly capital-

ized with production concentrated at one or a

few sites hence less vulnerable to the problems

of variation. In construction, the price of in-

stability is greater profit-taking as a form of in-

surance against riskiness or as a reward for

accepting risk.

But how unstable is the residential building

industry and, in addition to demanding higher

than average profits, how do builders insulate

themselves from this form of risk?

Colean argues that builders, like chameleons,

frequently change their color and, like movie

stars, their complexions. (23) If true, the argu-

ment is crucial, for the industry attempts to

achieve stability by shifting the type and mix

of service in response to changing market cir-

cumstances. For instance, with a decline in the

demand for new housing, the repair and re-

habilitation market grows to fill the gap and

housebuilders become renovators. Thus, because

of his operating flexibility, the builder may not

feel the change in the level of construction. At

least this change is not evident in his total level

of resource utilization or output. To the extent

that the argument holds, decreases in the de-

mand for new construction do not necessarily

impair builders' output levels and profit posi-

tions. However, the argument is both deceptively

simple and overdrawn.

Herzog's more recent study of large-scale

builders challenges Colean's theorizing and illus-

trates how different types of builders respond

differently to market demand shifts. Compared

to the industry at large, "large-scale builders

demonstrated greater stability." (52, p. 10) In

fact, Herzog finds that firms building over 100

homes annually are notably insensitive to cyclical

changes in demand. Their success in riding a

cycle is due not to a capability for shifting from

housebuilding to other forms of construction,

for housebuilders are just thatâhousebuilders.

During the 1950-1960 decade, "the percentage

of firms devoting their entire effort to house-

building never dropped below 70 nor did it

To argue that the large builder's higher profit
represents solely monopolistic returns would be
inaccurate. Surely a share of this amount is due
for increased risk-bearing from experimentation
and, hopefully, innovation. If it is true that new
technologies, fashions, and other market breakthroughs are pioneered by the massive firm and
percolate downward to the small contractor, then
the cost item would seem warranted and would
be more properly considered as long-range investment.
An increase in risk resulting from instability
may also command higher profits. The local
character of ~he market and the immobility of
t?e product Imply that fluctuations in productIO~ frequently have greater amplitude at the
regIOnal than at the national level. Seasonal and
cyclical fluctuations may also be of substantial
magnitude in other industries, but these are
industries which tend to be more highly capitalized with production concentrated at one or a
few sit.es .hence less vulnerable to the problems
of vanatIon. In construction, the price of instability is greater profit-taking as a form of insurance against riskiness or as a reward for
accepting risk.
. But how unstable is the residential building
Industry and, in addition to demanding higher
than average profits, how do builders insulate
themselves from this form of risk?
Colean argues that builders, like chameleons,
frequently change their color and, like movie
stars, t~eir co~plexions. (23) If true, the argument IS cruCial, for the industry attempts to
achieve stability by shifting the type and mix
of service in response to changing market circumstances. For instance, with a decline in the
demand for new housing, the repair and rehabilitation market grows to fill the gap and
housebuilders become renovators. Thus, because
of his operating flexibility, the builder may not
feel the change in the level of construction. At
least this change is not evident in his total level
of resource utilization or output. To the extent
that the argument holds, decreases in the de~an~ for .new ,construction do not necessarily
I~pair bUIlders output levels and profit posit~ons. However, the argument is both deceptively
simple and overdrawn.
~erzog's more recent study of large-scale
bUIlders challenges Colean's theorizing and illustrates how different types of builders respond

differently to market demand shifts. Compared
to the industry at large, "large-scale builders
demonstrated greater stability." (52, p. 10) In
fact, Herzog finds that firms building over 100
homes annually are notably insensitive to cyclical
chang~s in demand. Their success in riding a
cycle IS due not to a capability for shifting from
housebuilding to other forms of construction,
for housebuilders are just that-housebuilders.
During the 1950-1960 decade, "the percentage
of firms devoting their entire effort to housebuilding never dropped below 70 nor did it
exceed 78 percent." (52, p. 12) Not only are the
energies of large-scale builders singularly channeled into house construction, but, Herzog notes,
"there is no discernible trend away from this
practice." (52, p. 14) It is rather the small builder
who reinforces Colean's substitution theory for,
Herzog finds, "the brunt of the cyclical declines
has been born by builders outside the large-scale
sector." (52, p. 22)
That the large builder succeeds in shifting the
burden of instability to smaller firms reflects his
superior bargaining position with respect to
those from whom he purchases goods and services. The size of his purchases vests him with
power in dealing with subcontractors, suppliers
of materials and labor, and, Herzog claims, even
mortgage lenders. (52, p. 22) With greater certainty and a larger capital reservoir, the large
builder is willing to assume risks smaller builders
avoid and allocate a larger share of his resources
to experimentation and research in order to
capitalize on long-term growth prospects. By
making more efficien t use of production factors
-be.tter organization and higher specialization
of hIS own labor force, better utilization of new
materials and leftovers-and by buying in substantially greater volumes, he is able to produce
at lower cos.t. As we have seen, cost savings represent both Increased profits and decreased prices
to consumers. The smaller, less efficient builder
bears the burden of cyclical change by cutting
back production as purchase prices rise and
demand declines, or by shifting the scope of his
operation into related types of construction and
reconstruction.
Legal form of organization furnishes another
device for risk avoidance and shift. With production at a series of sites, large builders can and
do separately incorporate each project. With
multi-corporations the builder avoids jeopardizing his en ·-fgilj,~rft tIl}f nt by shifting part of his

exceed 78 percent." (52, p. 12) Not only are the

energies of large-scale builders singularly chan-

neled into house construction, but, Herzog notes,

"there is no discernible trend away from this

practice." (52, p. 14) It is rather the small builder
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risk to those firms with which he does business.

(52, p. 64)

risk to those firms with which he does business.

(52, p. 64)

The causes of instability partially reflect vari-

ability of local economic conditions. They also

reflect the fact that even when basic demand, as

measured by rate of household formation and

removals from the housing inventory, remains

fairly stable, production fluctuates as supply ad-

justs to changes in demand. Residential construc-

tion fluctuations are due perhaps in greater part

to changes in national economic conditions and

the fashion in which they are accommodated by

public policy. We refer to the use of housing as

a tool for economic stabilization. The expansion

and contraction of mortgage credit in response

to changing national conditions has been an im-

portant mechanism through which ups and

downs in output have been effected. (126, 157)

The causes of instability partially reflect variability of local economic conditions. They also
reflect the fact that even when basic demand, as
measured by rate of household formation and
removals from the housing inventory, remains
fairly stable, production fluctuates as supply adjusts to changes in demand. Residential construction fluctuations are due perhaps in greater part
to changes in national economic conditions and
the fashion in which they are accommodated by
public policy. We refer to the use of housing as
a tool for economic stabilization. The expansion
and contraction of mortgage credit in response
to changing national conditions has been an important mechanism through which ups and
downs in output have been effected. (126, 157)

4. Institutional Factors Affecting Efficiency

Given keen competition in homebuilding with

little opportunity for producers to control sup-

ply, there is little reason to suspect that dispro-

portionately rising costs are attributable to

monopolistic elements. Quite the contrary is

true. The small size of producers and the short-

age of capital have acted as barriers to innova-

tion. This is not to deny that today's new

homes are superior to yesterday's. However, as

we have illustrated, product improvements have

been accompanied by increased costs. Innova-

tions have come as often from sources external

to building, such as suppliers of materials and

services, as from the builders themselves. In-

variably, the small builder is faced with the risk

of absorbing losses if production or design in-

novations prove unsuccessful. If they are success-

ful, his competitive advantage is short-lived since

competitors will incorporate the innovations in

their own operations. Also, consumer taste

changes slowly. Consumers are wary of purchas-

ing an innovative good because of real or imag-

ined difficulties of resale. As a consequence of

these conditions, technological improvements in

the home and its production process are prone

to be slow.

If the market and the product characteristics

bear strongly on the structure of building firms

and their operations, the same holds true for

public policy at local, state, and federal levels.

Attention must also be given to the impact of

federal policy and programs on homebuilding.

To argue that national housing policy and pro-

grams must bear the blame for rising costs would

be erroneous, for costs increased well before the

Federal Government exerted any substantial in-

fluence on home production. Neither can it be

said, however, that federal policies relating to

housing have alleviated any pressures which

already existed.

Few, if any, sectors in the national economy

have been as exposed to the plethora of federal

programs and policies as has housing. Loan in-

surance and guarantees, direct lending, sec-

ondary mortgage market operations, and grants

4. Institutional Factors Affecting Efficiency

Given keen competition in homebuilding with
little opportunity for producers to control supply, there is little reason to suspect that disproportionately rising costs are attributable to
monopolistic elements. Quite the contrary is
true. The small size of producers and the shortage of capital have acted as barriers to innovation. This is not to deny that today's new
homes are superior to yesterday's. However, as
we have illustrated, product improvements have
been accompanied by increased costs. Innovations have come as often from sources external
to building, such as suppliers of materials and
services, as from the builders themselves. Invariably, the small builder is faced with the risk
of absorbing losses if production or design innovations prove unsuccessful. If they are successful, his competitive advantage is short-lived since
competitors will incorporate the innovations in
their own operations. Also, consumer taste
changes slowly. Consumers are wary of purchasing an innovative good because of real or imagined difficulties of resale. As a consequence of
these conditions, technological improvements in
the home and its production process are prone
to be slow.
If the market and the product, characteristics
bear strongly on the structure of building firms
and their operations, the same holds true for
public policy at local, state, and federal levels.
Attention must also be given to the impact of
federal policy and programs on homebuilding.
To argue that national housing policy and pro-

grams must bear the blame for rising costs would
be erroneous, for costs increased well before the
Federal Government exerted any substantial influence on home production. Neither can it be
said, however, that federal policies relating to
housing have alleviated any pressures which
already existed.
Few, if any, sectors in the national economy
have been as exposed to the plethora of federal
programs and policies as has housing. Loan insurance and guarantees, direct lending, secondary mortgage market operations, and grants
are the major channels of financial assistance. To
question the efficacy of these programs has become almost heretical.
It is often believed that, if a problem in housing is perceived, programmatic or policy solutions will be sufficient to stimulate the market.
It is seldom considered that in periods of high
aggregate demand, such programs divert resources from non-housing sectors and/or add to
the cost or demand pressures already existing in
the housing industry. In the past, there has been
lively discussion concerned with whether the
various programs really contributed to the quantity or quality of house production or whether
programs merely added to the cost of new housing. The answers are by no means clear. Probably quantity and quality have improved as costs
have risen, but we can do no more than speculate
on the cause-effect relationship implicit in this
parallel. It is certain, however, that any federal
efforts to remove impediments to efficient and
low-cost house production should not be defeated
by massive stimulation of the housing market
which in turn exerts side pressures on the costs of
house production. This is a premise which
underlies much of our analysis.
5. Labor Input

Approximately 18 cents of each dollar of final
demand for single-family dwelling units are paid
to construction workers, most of them skilled
tradesmen. (l71) Because of its visi bil i ty in the
production process and the prevalence of a number of distinctive institutional features connected
with it, construction labor has become popularly
associated with the whole of the inefficiency problem. Haber and Levinson (49, p. 2) comment that,
Practically every element of the industry, in
fact, has been made to bear some part of the
blame for its apparent failure to produce lowcost housing quickly and efficiently. None,

are the major channels of financial assistance. To

question the efficacy of these programs has be-

come almost heretical.

It is often believed that, if a problem in hous-

ing is perceived, programmatic or policy solu-

tions will be sufficient to stimulate the market.
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however, has so often been the subject of

criticism as has building labor.

The three major complaints are that (1) unions

raise wages by monopolizing the labor supply,

(2) restrictive work rules reduce the level of

productivity within the existing technology, and

(3) union power has been used to inhibit tech-

nological changes. (175)

a. Union power and monopoly wages. It is

widely agreed that certainly no more than half

of all new housing is built by organized labor.

Eighteen national unions, with a total member-

ship of 3.4 million, are affiliated with the Build-

ing and Construction Trades Department of the

AFL. About 2.5 million work in construction

proper. The unions which organize housebuild-

ing generally cover a given craft in all types of

contract construction, and there is considerable

movement of workers between housebuilding

and other construction. The four largest con-

struction unions (excluding the Teamsters) are

the Electrical Workers (IBEW), Carpenters, Hod

Carriers and Laborers, and the Operating Engi-

neers. Within housebuilding proper, the im-

portance of the crafts is somewhat different.

Maisel (74, p. 373) estimates that in the construc-

tion of a "standard house" in the San Francisco

area, carpenters account for 48 percent of total

labor cost, painters 15 percent, laborers 8 per-

cent, and plumbers 7 percent.

In establishing and exercising control over the

labor supply, building trade unions enjoy a num-

however, has so often been the subject of
criticism as has building labor.
The three major complaints are that (1) unions
raise wages by monopolizing the labor supply,
(2) restrictive work rules reduce the level of
productivity within the existing technology, and
(3) union power has been used to inhibit technological changes. (175)
a. Union power and monopoly wages. It is
widely agreed that certainly no more than half
of all new housing is built by organized labor.
Eighteen national unions, with a total membership of 3.4 million, are affiliated with the Building and Construction Trades Department of the
AFL. About 2.5 million work in construction
proper. The unions which organize housebuilding generally cover a given craft in all types of
contract construction, and there is considerable
movement of workers between housebuilding
and other construction. The four largest construction unions (excluding the Teamsters) are
the Electrical Workers (IBEW), Carpenters, Hod
Carriers and Laborers, and the Operating Engineers. Within housebuilding proper, the importance of the crafts is somewhat different.
Maisel (74, p. 373) estimates that in the construction of a "standard house" in the San Francisco
area, carpenters account for 48 percent of total

ber of advantages resulting from both the firm

structure of the building industry and the nature

of the building process. Workers are typically

hired only for the duration of a particular

project. Place of employment and employer are

in continual flux. The constant assembling and

reassembling of work crews and the small size

of most residential construction firms have made

the building trade unions the industry's princi-

pal source of labor supply. By providing workers

of specified quality at short notice, the hiring

hall reduces information costs in the labor mar-

ket and helps move labor from areas of surplus

to areas of high demand. Thus, the building

tradesman's principal allegiance is to his craft

and to his union rather than to his employer.

Unions have been accused of using control of

the hiring hall to enforce a "closed shop" in

violation of Section 14(b) of the Taft-Hartley Act

of 1947. Haber and Levinson (49, p. 71) report

that "in all the strongly unionized areas studied

during the summer of 1952, employment ar-

rangements equivalent to those under a closed

shop were in effect." In 1967, Petro (175, p. 333)

claimed that the situation had not improved,

stating that "it is a matter of common gossip in

the trades that, the Taft-Hartley Act to the con-

trary notwithstanding, closed shop conditions

largely prevail in the construction industry."

Petro blames the persistence of the practice on

the inability of employers to obtain injunctive

relief in either state or federal courts. Employers

faced with union demands for an effective closed

labor cost, painters 15 percent, laborers 8 percent, and plumbers 7 percent.
In establishing and exercising control over the
labor supply, building trade unions enjoy a number of advantages resulting from both the firm
structure of the building industry and the nature
of the building process. Workers are typically
hired only for the duration of a particular
project. Place of employment and employer are
in continual flux. The constant assembling and
reassembling of work crews and the small size
of most residential construction firms have made
the building trade unions the industry's principal source of labor supply. By providing workers
of specified quality at short notice, the hiring
hall reduces information costs in the labor market and helps move labor from areas of surplus
to areas of high demand. Thus, the building
tradesman's principal allegiance is to his craft
and to his union rather than to his employer.
Unions have been accused of using control of
the hiring hall to enforce a "closed shop" in
violation of Section 14(b) of the Taft-Hartley Act
of 1947. Haber and Levinson (49, p. 71) report
that "in all the strongly unionized areas studied

during the summer of 1952, employment arrangements equivalent to those under a closed
shop were in effect." In 1967, Petro (175, p. 333)
claimed that the situation had not improved,
stating that "it is a matter of common gossip in
the trades that, the Taft-Hartley Act to the contrary notwithstanding, closed shop conditions
largely prevail in the construction industry."
Petro blames the persistence of the practice on
the inability of employers to obtain injunctive
relief in either state or federal courts. Employers
faced with union demands for an effective closed
shop must either yield or rely upon the "long,
drawn-out process of the Labor Board."
The closed shop has been used to prevent
contractors from employing both union and nonunion workers-an employer must operate under
completely union or completely non-union conditions. It has been defended as a legitimate
form of union security in an industry with rapid
e~ployee turnover, although the Taft-Hartley
thIrty-day rule has been specifically reduced to
seven days for the building trades. The closed
shop permits, although its existence does not
necessitate, the "closed union." Its replacement
with a standard union shop provision would
remove a potent union instrument for restricting
the. labor supply with(:>ut necessarily impairing
UnIon power In collectIve bargaining.
Limitation of the number of apprenticeships
is a long-run method of restricting the labor supply, although the existence of alternative sources
of training (through work in non-union areas)
reduces its effectiveness. Empirical evidence on
apprenticeship limitation is mixed. Although a
shortage of apprentices is frequently lamented,
many available positions go unfilled. This is
consistent with an entry limitation policy which
allegedly sets apprentice wages at levels lower
than opportunity costs and imposes training
periods longer than are actually required to
learn the trade.
We emphasize the closed union and apprenticeship issues here because they are basic to
claims that unions have exercised monopoly
power over wage rates. Rees (98, p. 124) sees the
closed shop as a device for rationing jobs when
the bargained wage exceeds the free market rate.
In cases where the demand for labor fluctuates
rapidly, unions can combine bargaining and
restriction of entry in a dual strategy. Bargaining sets t e. wage fwhen demand is weak while
nglnl:il rom

shop must either yield or rely upon the "long,

drawn-out process of the Labor Board."

The closed shop has been used to prevent

contractors from employing both union and non-

union workersâan employer must operate under
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imitation of numbers raises the wage when de-

mand is strong. Thus, building tradesmen are

observed to be paid more than the union rate

during periods of strong construction activity.

The closed shop enables unions to prevent non-

unionists from entering during these prosperous

periods. Apprenticeship limitation is a long-run

strategy to the same effect.

Aside from its use in preserving monopoly

power, the closed union may lead directly to a

less efficient labor force. Union membership will

be a scarce commodityâdemand will exceed

supply at a zero price. Some form of rationing

must therefore be contrived. Price rationing of

entry into the building trades usually takes the

form of high initiation fees rather than high

monthly dues. A market-clearing initiation fee

would be equal to the capitalized value of the

wage differential enjoyed by a union member

over that of a non-union member with the same

skills. Bloom and Northrup (17) find that the

most excessive initiation fees are charged in the

building and amusement industries which, be-

cause of their control of jobs, have "an unusual

opportunity to inflict heavy charges on such

applicants as they permit to join." While "ex-

cessive or discriminatory" fees are prohibited by

Section 8(b) of the Taft-Hartley Act, few cases

have arisen over this section. Although excessive-

ly high fees are an indication of monopoly

power, their present level, paradoxically, is prob-

ably too low for efficient labor allocation. Few

unions, even in the building trades, charge initia-

tion fees exceeding $100. If the union, however,

can obtain a wage 5 percent higher than the

competitive level, the present value of the pro-

spective gain to a worker with an alternative

wage of $5,000 yearly and a 40-year working life

is over $3,000, given an assumed discount rate of

6 percent. If the initiation fee for such a union

is set at less than this level, non-price rationing

must be employed. Two forms of this rationing

prevalent in the building trades are discrimina-

tion against non-whites and preferential mem-

bership for1 relatives of members. Both types of

non-price rationing lower the quality of the

construction labor force by limiting the pool of

potential entrants from which union workers

are selected.

Monopoly power, whether in the labor or the

product market, is never unlimited. Union

power to raise wages depends on the elasticity of

demand for housing, on the availability of non-

union labor, and on the possibility of substitut-

ing capital for labor. It is a rule of thumb in

price theory that demand is most inelastic for

those factors of production which make up the

smallest proportion of a product's total cost and

for which substitution is difficult. (80) Although

the total labor input is relatively large, the con-

tribution to the total cost of a house made by

any single trade (with the exception of the car-

penters) is quite small. While some substitu-

tion of off-site for on-site labor is possible, it is

imitation of numbers raises the wage when demand is strong. Thus, building tradesmen are
observed to be paid more than the union rate
during periods of strong construction activity.
The closed shop enables unions to prevent nonunionists from entering during these prosperous
periods. Apprenticeship limitation is a long-run
strategy to the same effect.
Aside from its use in preserving monopoly
power, the closed union may lead directly to a
less efficient labor force. Union membership will
be a scarce commodi ty-demand will exceed
supply at a zero price. Some form of rationing
must therefore be contrived. Price rationing of
entry into the building trades usually takes the
form of high initiation fees rather than high
monthly dues. A market-dearing initiation fee
would be equal to the capitalized value of the
wage differential enjoyed by a union member
over that of a non-union member with the same
skills. Bloom and Northrup (17) find that the
most excessive initiation fees are charged in the
building and amusement industries which, because of their control of jobs, have "an unusual
opportunity to inflict heavy charges on such
applicants as they permit to join." While "excessive or discriminatory" fees are prohibited by
Section 8(b) of the Taft-Hartley Act, few cases
have arisen over this section. Although excessively high fees are an indication of monopoly
power, their present level, paradoxically, is probably too low for efficient labor allocation. Few
unions, even in the building trades, charge initiation fees exceeding $100. If the union, however,
can obtain a wage 5 percent higher than the
competitive level, the present value of the prospective gain to a worker with an alternative
wage of $5,000 yearly and a 40-year working life
is over $3,000, given an assumed discount rate of
6 percent. If the initiation fee for such a union
is set at less than this level, non-price rationing
must be employed. Two forms of this rationing
prevalent in the building trades are discrimination against non-whites and preferential membership for relatives of members. Both types of
non-price rationing lower the quality of the
construction labor force by limiting the pool of
potential entrants from which union workers
are selected.
Monopoly power, whether in the labor or the
product market, is never unlimited. Union
power to raise wages depends on the elasticity of
demand for housing, on the availability of non-

rarely possible to completely eliminate the need

for a given trade through substitution in pro-

duction. Substitution in design, such as the

replacement of plaster walls by drywall (in-

stalled by carpenters), is a much more important

limitation. Practically all the building trades
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union labor, and on the possibility of substituting capital for labor. It is a rule of thumb in
price theory that demand is most inelastic for
those factors of production which make up the
smallest proportion of a product's total cost and
for which substitution is difficult. (80) Although
the total labor input is relatively large, the contribution to the total cost of a house made by
any single trade (with the exception of the carpenters) is quite small. While some substitution of off-site for on-site labor is possible, it is
rarely possible to completely eliminate the need
for a given trade through substitution in production. Substitution in design, such as the
replacement of plaster walls by drywall (installed by carpenters), is a much more important
limitation. Practically all the building trades
have in the past assumed that the demand for
their services is quite inelastic, although there is
some reason to doubt whether this position is, in
fact, true. (49, pp. 15-16)
Given the existence of substantial union
power, we will now examine empirically the extent to which it has been applied. Two questions
to be considered are: (I) whether unions have
raised wages above "free market" levels, and (2)
whether the level and rate of increase of wages
in construction is excessive relative to labor
producti vi ty.
Direct evidence bearing on the first question
is rather sparse. Sobotka (106) correlated earnings with degree of unionization for 32 cities
for the major building trades, using 1939 data.
The wages of five skilled trades showed a composite coefficient of correlation of .46 with
unionization. Painters (.50) and plumbers (.51)
showed the highest correlation. Earnings of common building laborers exhibited a very low (.06)
correlation with unionization. Reviewing an unpublished dissertation by Sobotka, Lewis (67,
p. 70) notes that in 1939 for large cities "unionization of building construction workers made
the relative wages of unskilled building workers
about 5 percent higher than they would have
been in the absence of their unionization."
Lewis' definitive (1963) survey of union impact
on wages does not mention any more recent
studies of the building trades.
The level of wages in construction has historically exceeded that in manufacturing. In
1965 the average hourly wage in contract construction was $3.68, as compared with $2.61 for
manufacturing. The differential reflects more
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than differences in skill level, since construction
workers, both journeymen and laborers, enjoy
an hourly wage differential over their counterparts in manu facturing industries, including
those in such highly unionized industries as steel
and petroleum refin ing. The seasonality of employment in the industry as well as the relative
paucity of fringe benefi ts a ppear to justify at
least part of this d ifferential.
The rate of cha nge in construction wages during the past 15 years has exceeded that in manufacturi ng by a su bstantial margin. Between 1950
and 1965 real hourly earnings in contract con·
stru ction rose 50.8 percent while those in manufa ctu ring rose only 38. 1 percent . 1£ we accept
the assenion of a below average record of producti vi ty chan ge in the industry, construction
wage increases appear to be excessive. It should
be noted. however, that assuming only a 10
percent increase in producti vity, the rising labor
cost would have added less than Y2 of I percent
yearly to the real total cost of a home. Alarmist
statements in the popular press that 5 percent
or greater home price increases are caused by
exorbitant wage increases must be read in the
light of recent inflation and the weight of the
labor inp u t in tOlal WH o ( 175, pp. 320-23)
b. I Vo r k f'lIles and f'estrictiolls 011 manageme nt
control. In addition to their influence on wages,
unions possess substantial power over work practices. The extent to which they have exercised
this power is anoth er matter. The Supreme
Coun and the Labor Board have allowed unions
to engage in techniques of control which the
Congress has speci fi cally prohibited. Despite the
Taft-Hartley (Section 8[b] [4] ) prohibition of
"hot cargo" contracts, building trade unions
have been allowed to engage in work stoppages
for the pUl"pose of preserving work traditionally
performed by a given trade. Thus, unions may
be a ble to prevent ':llanagement from " industrializing" operations traditionally performed on
the job si te. A recent Supreme Court case-Na·
t ional Woodwork I\Hrs. Assn. v. NLRB, 386
U. S. 6 12, 634-44 (1967) sum marized in (20) and
discussed in (175)-lIpheld a Labor Board decision that it was not illegal for the carpenters to
refuse to install prefitted doors in a Philadelph ia
housing project when the contractor had agreed
to a na tional contract embodying that provision.
In response to the Woodwork Manufacturers'
contention tha t such boycotts should be proh ibited for economic and technt~ical reasons,
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Justice Brennan commented that :

Th ese arguments an: addressed to the lI.Irolig
brallch of gout:rnmenl. It may be thai lilt lime
has come for re-evaluation of the btulc content
of collective bargain;'lg as co11templated b.,
tlte Fed eral legislation. But lliat is lor CO'Igress.
Unions may also bargain over crew sizes, pay·
ment systems, performance standards, use of tools
by the employer, and trade jurisdiction, 1n ex·
amining union gains in this field, we will closely
follow the analysis of Maisel. (74) The distinction between union power and union practices
must constantly be made. At times when union
members are fully employed, tradesmen may
drop restrictions on output in an effort to raise
their marginal product and obtain a market rate
higher than union scale. \\Then the scale exceeds
the market rate, however, and union memben
are unemployed, work rates will be much more
stringently enforced. Unenforced restrictions
which are retained in contracts by plumbers, for
example, are aclntiltedly protective deviccs which
the union may u tilize if there should be a sharp
drop in employment. (49, p . 128) The degree to
which management control has been abdicated
is much greater in construction than has been
the case in manuracturing

industries.

LlIr~

manufacturing concerns will often take a strike
over contract issues which have small immediate
impact on cOSts, but which represent long-range
threats to management's comrol over the production process. Small housebuilders, however, fearful of being "whipsawed" (pla}ed off against one
another) do not find it worthwhile to resist union
demands which do not add much to short-run
costs.
U nion policies with regard to the lise of the
tools . of the trade by an ow ner-operator vary
from acceptance to prohibition. In the San Francisco area, for example, electricians, plumbers.
and lathers prohibit such work; pa.inters and
plasterers allow it prodded a journeyman is also
hired, and carpenters and, bricklayers merely require that the owner be a union member. The
rationale behind the practice is union fear of
"Iumping"-the subcontracting by individual
workers for labor only. Lumping endangers the
union objective of "taking labor out of competition," since the subcontractor is paid by the
job rather than by the hour. R eSlriclions on
owner use of tools impose an artificially large
scale of ~~mttfdzn subcontracting since the
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owner is then limited to supervision and off-site

functions.

Upgrading and jurisdictional problems have

caused a clamor out of proportion to their actual

importance. The required performance of simple

tasks by highly skilled workers or by members

of a particular craft is not worthwhile enforcing

on small, scattered, and quickly completed resi-

dential projects. Jurisdictional issues are usually

more frequent and more difficult on commercial

and industrial projects where trades have more

to lose in conceding a jurisdictional right.

Deliberate limitation of output is difficult to

prove. Nearly all union contracts in the San

Francisco area specifically prohibited it, but the

difficulty in separating deliberate restriction from

simple inefficiency makes an empirical resolution

of doubtful promise. The drop in average daily

physical output of bricklayers and lathers since

World War II, for example, has been attributed

to the increasing age of the labor force and the

employment of marginal men as well as to delib-

erate restriction. A 1952 interview survey of

union and non-union contractors found that 75

percent did not believe unions engaged in official

or unofficial output limitation. (49, p. 159)

A final restriction on management decisions

within the current level of technology is union

opposition to piece rates or other incentive sys-

tems. Unlike the practice in other countries, the

straight hourly or daily rate is standard in the

United States. Although there are obvious diffi-

culties in setting equitable rates for non-repeti-

tive tasks, piecework systems have been used

satisfactorily in Scandinavia and elsewhere in

Europe. They enable management to reward

efficiency in crews composed of men of varying

skill, experience, and motivation.

In short, work practices do not seem to lead

to significant inefficiencies within the existing

housing technology. Before assessing the magni-

tude of this influence on housing costs, however,

we must examine those practices which prevent

the introduction of new, labor-saving technology.

c. Technological change and union policy. Labor

resistance to technological change can come

when the change lowers total demand for labor

or modifies the skill mix demanded. Union

power to resist change depends on whether the

change eliminates a craft or merely lowers the

demand for its services. If the skill is eliminated,

the union will be unable to enforce its demand

over wages or employment. Slichter comments

that:

The building trades unions have probably

had the greatest success in opposing labor

saving changes. One reason is that most of the

changes opposed by the union affect only a

small part of the work done by the skilled

craftsman. The employer needs these men for

other parts of the work. (104, p. 214)

Unions faced with technological change may

adopt one of three strategies: (1) the policy of

obstruction, (2) the policy of competition, (3)

owner is then limited to supervision and off-site
functions.
Upgrading and jurisdictional problems have
caused a clamor out of proportion to their actual
importance. The required performance of simple
tasks by highly skilled workers or by members
of a particular craft is not worthwhile enforcing
on small, scattered; and quickly completed residential projects. Jurisdictional issues are usually
more frequent and more difficult on commercial
and industrial projects where trades have more
to lose in conceding a jurisdictional right.
Deliberate limitation of output is difficult to
prove. Nearly all union contracts in the San
Francisco area specifically prohibited it, but the
difficulty in separating deliberate restriction from
simple inefficiency makes an empirical resolution
of doubtful promise. The drop in average daily
physical output of bricklayers and lathers since
World War II, for example, has been attributed
to the increasing age of the labor force and the
employment of marginal men as well as to deliberate restriction. A 1952 interview survey of
union and non-union contractors found that 75
percent did not believe unions engaged in official
or unofficial output limitation. (49, p. 159)
A final restriction on management decisions
within the current level of technology is union
opposition to piece rates or other incentive systems. Unlike the practice in other countries, the
straight hourly or daily rate is standard in the
United States. Although there 'are obvious difficulties in setting equitable rates for non-repetitive tasks, piecework systems have been used
satisfactorily in Scandinavia and elsewhere in
Europe. They enable management to reward
efficiency in crews composed of men of varying
skill, experience, and motivation.
In short, work practices do not seem to lead
to significant inefficiencies within the existing
housing technology. Before assessing the magnitude of this influence on housing costs, however,
we must examine those practices which prevent
the introduction of new, labor-saving technology.
c. Technological change and union policy. Labor
resistance to technological change can come
when the change lowers total demand for labor
or modifies the skill mix demanded. Union
power to resist change depends on whether the
change eliminates a craft or merely lowers the
demand for its services. If the skill is eliminated,
the union will be unable to enforce its demand
over wages or employment. Slichter comments
that:

the policy of control. (104) The strategy adopted

will not necessarily be a national one. A local

with many unemployed members may attempt

a policy of competition or obstruction, while a

local which enjoys a tight labor market may

actually welcome changes which raise the mar-
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The building trades unions have probably
had the greatest success in opposing labor
saving changes. One reason is that most of the
changes opposed by the union affect only a
small part of the work done by the skilled
craftsman. The employer needs these men for
other parts of the work. (104~ p. 214)
Unions faced with technological change may
adopt one of three strategies: (1) the policy of
obstruction, (2) the policy of competition, (3)
the policy of control. (104) The strategy adopted
will not necessarily be a national one. A local
with many unemployed members may attempt
a policy of competition or obstruction, while a
local which enjoys a tight labor market may
actually welcome changes which raise the marginal product of its members. Haber and Levinson (49) found evidence of all three strategies:
bricklayers, for example, concerned with the
rise in the use of brick substitutes, approved the
use of a new, larger sized brick (policy of competition). Lathers and plasterers use both direct
and indirect methods of competition in their
effort to prevent the use of drywall, which completely substitutes for the services of their crafts.
While working to reduce the desirability of drywall through building codes and publicity campaigns, the unions have accepted and encouraged
the use of the plaster gun. Carpenters have generally followed a policy of control and have not
objected to the use of small power tools provided
they are operated by union members. A case of
obstruction may be found in the painters' restrictions on the use of the spray gun, although
they have only rarely resorted to outright prohibition. With regard to the relative magnitude
of these policies, Haber and Levinson concluded
that:
... It is nevertheless reasonably clear that the

building trades unions have been more receptive to new techniques than has been widely
believed. In the summer of 1952, the overwhelming majority of new techniques were
found to be in wide use in all or nearly all of
the cities surveyed. (49, p. 153)
Many highly publicized restrictions have little
real effect on actual practices, either because
-contract provisions are not enforced or because
the technique prohibited is not economically
feasible even in the absence of restriction. Mandelstamm, for example, found only three minor
instances of union opposition to new techniques
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in Ann Arbor, Michigan. These included the

ram-set gun (a tool which fires metallic cartridges

into hard materials), the paint spray gun and

prefabricated parts. The ram-set gun was judged

by contractors to be dangerous, and restriction

of its use to after-hours work by specialists was

considered a reasonable safety precaution. Con-

tractors affirmed that the paint spray gun would

not be widely used in the absence of restriction.

Union rules regarding prefabricated parts mere-

ly required that they be manufactured in union

shops, a condition which most manufacturers

met. Mandelstamm found, however, "no evi-

dence that there had been direct union encour-

agement of new techniques." (87)

Although union restrictions do not seem to

have significantly affected the diffusion of new

technology, their effects on invention and inno-

vation (the initial introduction of a technique)

are less certain. The potential inventor or in-

novator cannot predict union response to a new

technique. As long as unions have the power of

adopting the strategy of obstruction, uncer-

tainty will attend the introduction of labor

saving technology. The existence of unenforced

contract provisions, moreover, gives unions a

degree of power over work rules which they may

easily exercise if threatened by new technology.

Kaplan (60) suggests that "since the working

rules established by the unions are neither as

widespread nor as restrictive as has been alleged"

unions "should seek to eliminate restrictive rules

and thus remove from themselves the onus for

reduced productivity." He neglects, however, the

possibility that these rules can be potent bar-

gaining instruments for unions facing more

drastic changes in technology than have occurred

in the past.

d. Labor inefficiency and housing costs. The

reductions in housing cost which could be at-

tained by elimination of all current inefficiency

in the labor input are small relative to the mag-

nitude of the change in the institutional struc-

ture needed to produce them. If we accept

Sobotka's rather high estimate of union monop-

oly wage power, a complete restoration of com-

petition would reduce the price of a house by

about 4 percent. Haber and Levinson, (49,

p. 196) estimate that under average conditions,

union work rules raise labor cost by 10 to 12

percent. Another 3 to 6 percent is added by

restrictions on new methods. Elimination of

these activities would thus save 2 to 3 percent

of the final price of a home. Maisel estimates

that, as an outside limit, restrictive union prac-

tices raise housing costs by 5 percent, with the

true figure probably closer to 3 percent.

Mandelstamm (169) approaches the problem

empirically, comparing costs of constructing a

model house in Ann Arbor and Bay City, Michi-

gan. The first was heavily unionized, while the

second was not. The average wage rate in Ann

Arbor exceeded that in Bay City by 23 percent.

The wage bill, however, was almost identical in

in Ann Arbor, Michigan. These included the
ram-set gun (a tool which fires metallic cartridges
into hard materials), the paint spray gun and
prefabricated parts. The ram-set gun was judged
by contractors to be dangerous, and restriction
of its use to after-hours work by specialists was
considered a reasonable safety precaution. Contractors affirmed that the paint spray gun would
not be widely used in the absence of restriction.
Union rules regarding prefabricated parts merely required that they be manufactured in union
shops, a condition which most manufacturers
met. Mandelstamm found, however, "no evidence that there had been direct union encouragement of new techniques." (87)
Although union restrictions do not seem to
have significantly affected the diffusion of new
technology, their effects on invention and inno·
vation (the initial introduction of a technique)
are less certain. The potential inventor or innovator cannot predict union response to a new
technique. As long as unions have the power of
adopting the strategy of obstruction, uncertainty will attend the introduction of labor
saving technology. The ex.istence of unenforced
contract provisions, moreover, gives unions a
degree of power over work rules which they may
easily exercise if threatened by new technology.
Kaplan (60) suggests that "since the working
rules established by the unions are neither as
widespread nor as restrictive as has been alleged"
unions "should seek to eliminate restrictive rules
and thus remove from themselves the onus for
reduced productivity." He neglects, however, the
possibility that these rules can be potent bargaining instruments for unions facing more
drastic changes in technology than have occurred
in the past.
d. LaboT inefficiency and housing costs. The
reductions in housing cost which could be attained by elimination of all current inefficiency
in the labor input are small relative to the magnitude of the change in the institutional structure needed to produce them. If we accept
Sobotka's rather high estimate of union monopoly wage power, a complete restoration of competition would reduce the price of a house by
about 4 percent. Haber and Levinson, (19,
p. 196) estimate that under average conditions,
union work rules raise labor cost by 10 to 12
percent. Another 3 to 6 percent is added by
restrictions on new methods. Elimination of
these activities would thus save 2 to 3 percent

the two cities, standing at $3,938 in Ann Arbor

and $3,894 in Bay City. The difference was at-

tributed to the greater efficiency of Ann Arbor

workers, who required only 1,126 hours to com-

plete the house, against 1,367 for Bay City

workers. Mandelstamm found that entrepre-
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of the final pnce of a home. Maisel estimates
that, as an outside limit, restrictive union practices raise housing costs by 5 percent, with the
true figure probably closer to 3 percent.
Mandelstamm (169) approaches the problem
empirically, comparing costs of constructing a
model house in Ann Arbor and Bay City, Michigan. The first was heavily unionized, while the
second was not. The average wage rate in. Ann
Arbor exceeded that in Bay City by 23 percent.
The wage bill, however, was almost identical in
the two cities, standing at $3,938 in Ann Arbor
and $3,894 in Bay City. The difference was attributed to the greater efficiency of Ann Arbor
workers, who required only 1,126 hours to complete the house, against 1,367 for Bay City
workers. Mandelstamm found that entrepreneurial efficiency was higher in Ann Arbor,
speculating that the higher wages exacted by
unions may have led Ann Arbor contractors to
use labor more efficiently. He indicated, moreover, that formal union training programs may
have been responsible for higher quality workmanship.
e. Additional issues. Dunlop's stimulating analysis of the construction labor problem (31) minimizes the importance of visible rules as compared with some serious problems which have
"no grotesque exterior symptoms." The performance of labor, he claims, has been compared to
an ideal norm, whereas the performances of
other factors have been weighed against "more
realistic tests of man and organization."
One problem is the failure of homebuilders
to become actively involved in collective bargaining. Trade associations of commercial and industrial contractors negotiate work rules which
are most favorable to their own interests. These
do not necessarily coincide with the interests of
homebuilders. Standards of supervision and
crew size provisions acceptable to the former
may present difficulties for the latter. Since the
union which services both groups seeks uniformity, homebuilders must accept these regulations
by default. Homebuilders, moreover, do not participate in negotiations between specialty contractors and the electrical, plumbing, painting,
and roofing crafts. If sub-contractors feel able to
pass costs on to the general contractor, they may
submit to contract terms to which the housebuilder himself would not agree.
The effects of contract provisions on the optimal firm size have not been clearly delineated.

riginal from
12WNIVERSITY OF MINNESOTA

Requirements that a foreman supervise each crew

will, if enforced, impose artificial scale econo-

mies on housebuilders, encouraging them to ex-

pend beyond their desired (perhaps optimal)

scale. If, on the other hand, there are real econ-

omies in large scale production as our earlier

analysis suggests, the "shock effect" of these pro-

visions may produce a more efficient scale of

operation.

Union involvement in labor training deserves

rigorous study using the "human capital" tech-

niques of Becker (10), Mincer (170), and others.

Although unions have been criticized for using

apprenticeship programs as a means of restrict-

ing the labor supply, they nonetheless provide

a quality of training not obtainable through

work experience alone. Construction skills are

the result of "general training" (to use Becker's

terminology); they are not specific to individual

firms. The firm has no incentive to bear the costs

of training since the benefits cannot be inter-

nalized. Union apprenticeship programs force

the industry to bear some of the training costs

which individual firms will not bear. Empirical

study of the costs and returns to training con-

struction workers would go far toward explain-

ing the often cited shortage of high quality con-

struction workers.

To summarize, many of the popular com-

plaints about the inefficiency of the construction

labor force have been shown to be of minor

importance. A number of potentially more seri-

ous problems connected with the labor input

have not been recognized, much less studied

empirically.

6. Non-Labor Inputs

There are a number of ways by which to

identify inefficiencies in the production and dis-

tribution of the materials which make up the

physical structure of a house. (It has been esti-

Requirements that a foreman supervise each crew
will, if enforced, impose artificial scale economies on housebuilders, encouraging them to expend beyond their desired (perhaps optimal)
scale. If, on the other hand, there are real economies in large scale production as our earlier
analysis suggests, the "shock effect" of these provisions may produce a more efficient scale of
operation.
Union involvement in labor training deserves
rigorous study using. the "human capital" techniques of Becker (10), Mincer (170), and others.
Although unions have been criticized for using
apprenticeship programs as a means of restricting the labor supply, they nonetheless provide
a quality of training not obtainable through
work experience alone. Construction skills are
the result of "general training" (to use Becker's
terminology); they are not specific to individual
firms. The firm has no incentive to bear the costs
of training since the benefits cannot be internalized. Union apprenticeship programs force
the industry to bear some of the training costs
which individual firms will not bear. Empirical
study of the costs and returns to training construction workers would go far toward explaining the often cited shortage of high quality construction workers.
To summarize, many of the popular complaints about the inefficiency of the construction
labor force have been shown to be of minor
importance. A number of potentially more serious problems connected with the labor input
have not been recognized, much less studied
empirically.

mated that the number of "parts" going into a

detached house of average size exceeds 30,000).

(43, p. 13) We may, as Maisel did, identify a
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building materials industry, examining its mar-

ket structure, its channels of distribution, and its

price history. (74) Maisel found, in brief, that

industries producing materials which made up 12

percent of the materials cost of his "standard

house" were produced by industries operating in

nationwide oligopolistic markets. An additional

14 percent were sold in local oligopoly markets

or had an unspecified market structure. The

degree of concentration for the remainder was

quite low. Thus, the major portion of building

materials was produced in industries with low

concentration ratios and in which competition

was "relatively intense." He also noted that there

were at least 625 materials wholesalers available

to the San Francisco builder, although some of

the industries producing under oligopoly dis-

tributed materials through a limited number of

outlets.

It appears advisable to update Maisel's cal-

There are a number of ways by which to
identify inefficiencies in the production and distribution of the materials which make up the
physical structure of a house. (It has been estimated that the number of "parts" going into a
detached house of average size exceeds 30,000).
(43, p. 13) We may, as Maisel did, identify a
building materials industry, examining its market structure, its channels of distribution, and its
price history. (74) Maisel found, in brief, that
industries producing materials which made up 12
percent of the materials cost of his "standard
house" were produced by industries operating in
nationwide oligopolistic markets. An additional
14 percent were sold in local oligopoly markets

or had an unspecified market structure. The
degree of concentration for the remainder was
quite low. Thus, the major portion of building
materials was produced in industries with low
concentration ratios and in which competition
was "relatively intense." He also noted that there
were at least 625 materials wholesalers available
to the San Francisco builder, although some of
the industries producing under oligopoly distributed materials through a limited number of
outlets.
It appears advisable to update Maisel's calculations of manufacturing concentration ratios,
which were based on 1947 data, in order to account for revisions in the Standard Industrial
Classification and for the merger movement of
the 1950's. A compendium of 1963 concentration
ratios has recently become available. (116)
We may alternatively follow Cox and Goodman (139) in charting the flows of building
materials through various stages of manufacture,
computing such parameters as the number of
ton miles of transportation and the number of
dollar days of investment involved. They found
that transportation costs were not excessive, particularly since nine-tenths of the weight of their
"example house" in Philadelphia originated
within 100 miles of the building site. They
raise the possibility of reducing interest costs incurred in distribution by minimizing the storage
of materials in their finished or nearly finished
stages (when unit value is highest). The study
reveals that the building materials industry producers and suppliers have shown a great deal
of flexibility in marketing methods, which
"strengthens a belief that seriously excessive
costs in these various flows cannot long persist."
The authors conclude that elements of monopoly in building materials are "rather limited,"
crediting competition with increasing flexibility
in manufacturing and marketing.
We would like to propose an alternative
framework for studying inputs into the physical
structure of housing, using input-output analysis.
This technique enables the researcher to develop
a wider view of the materials used in housebuilding, including not merely "building materials" but such items as built-in appliances and
fuel for machinery. It enables him, moreover,
to trace those industries which stand one step
removed from housebuilding proper. Thus, although each dollar of single-family residential
construction requires directly only 1.9 cents

culations of manufacturing concentration ratios,

which were based on 1947 data, in order to ac-

count for revisions in the Standard Industrial

Classification and for the merger movement of

the 1950's. A compendium of 1963 concentration

ratios has recently become available. (116)

We may alternatively follow Cox and Good-
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TABLE 4.

TABLE 4. Inputs into the Housebuilding Industry

Industry

2. Other agricultural products

3. Forestry and fishing services

8. Crude petroleum and natural gas

9. Stone and clay mining and quarrying

12. Maintenance and repair construction

14. Food and kindred products

20. Lumber and wood products, except containers

22. Household furniture

24. Paper and allied products, except containers

26. Printing and publishing

27. Chemicals and selected chemical products

30. Paints and allied products

31. Petroleum refining and related industries

32. Rubber and misc. plastic products

36. Stone and clay products

37. Primary iron and steel manufacturing

38. Primary non-ferrous metal mfg.

40. Heating, plumbing, and structural steel

42. Other fabricated metal products

53. Electric industry, equipment, and apparatus

54. Household appliances

65. Transportation and warehousing

68. Electric, gas, water, and sanitary services

69. Wholesale and retail trade

Inputs

into the Housebuilding Industry

Industry
2. Other agricultural products
3. Forestry and fishing services
8. Crude petroleum and natural gas
9. Stone and clay mining and quarrying
12. Maintenance and repair construction
14. Food and kindred products
20. Lumber and wood products, except containers
22. Household furniture
24. Paper and allied products, except containers
26. Printing and publishing
27. Chemicals and selected chemical products
30. Paints and allied products
31. Petroleum refining and related industries
32. Rubber and misc. plastic products
36. Stone and clay products
37. Primary iron and steel manufacturing
38. Primary non-ferrous metal mfg.
40. Heating, plumbing, and structural steel
42. Other fabricated metal products
53. Electric industry, equipment, and apparatus
54. Household appliances
65. Transportation and warehousing
68. Electric, gas, water, and sanitary services
69. Wholesale and retail trade
70. Finance and insurance
71. Real estate and rental
73. Business services
75. Automobile repair and services
80. Gross imports
81. Business travel, entertainment and gifts
Value added

Direct
Req ui rement*
(Dollars)

.129
.016
.006
.007
.017
.006
.092
.019
.010
.081
.018
.009
.010
.035
.110
.009
.029

.005

.343

Total (Direct
and Indirect)
Requirement
(Dollars)*'"
.016
.018
.019
.011
.012

.010

.188
.017
.025
.019
.022

.010

.033
.014
.111
.073
.036
.085
.031
.014
.011
.081
.024
.152
.028
.032
.055
.012
.035
.016

Total
Requirement
(Percent)
0.93
1.05
1.11

0.64

0.70
0.58
10.95
0.99
1.46
1.11
1.28
0.58
1.92
0.82
6.47
4.25
2.10
4.95
1.81
0.82

0.64

4.72
1.40

8.86

1.63

1.86

3.20
0.70
2.04
0.93

70. Finance and insurance

71. Real estate and rental

73. Business services

*Value of material required per dollar spent on 1-4 family non-farm residential buildings. Source (151) Sectors contributing less
than .005 dollar are omitted.
**Per dollar of residential construction. Sectors contributing less than .01 dollar are omitted.

75. Automobile repair and services

80. Gross imports

81. Business travel, entertainment and gifts

Value added

Direct

Requirement*

(Dollars)

.129

.016

.006

.007

.017

.006

.092

.019

.010

.081

.018

.009

.010

.035

worth of the products of the primary iron and
steel industry, the inclusion of the indirect steel
input (through, say, its use in plumbing and
heating equipment) raises the total requirement
for steel to 4.25 percent of housing cost. We are
then able to account for any ability the steel
industry might have to pass on cost increases to
industries which more directly supply housebuilding. Within this framework the Cox and
Goodman method could be utilized, although
the sectors are too highly aggregated for the calculation of concentration ratios such as Maisel's.
Table 4 summarizes the major direct and indirect
inputs on which investigation could focus.

.110

.009

.029

.005

.343

Total (Direct

and Indirect)

Total

Requirement

Requirement

(Dollars)**

(Percent)

.016

0.93

.018

C. Co,t 0/ Di,tribution: The Real E,tate
Brokerage Indwtry
1. Market Type
Industry studies agree that real estate is a
highly competitive business characterized by
many small firms marketing a reasonably homogeneous service to large numbers of buyers and
sellers. Despite licensing and examination requirements common in most states, both entry
and exit are extremely easy. Capital and skill

requirements are modest and turnover of businesses and personnel run high.
First, many individuals are licensed to sell
real estate. For the nation, the number of persons
whose primary occupation is real estate salesman
or broker is currently estimated at nearly one
million. (134, p. 14) So numerous are they, that
"it is likely that just about everyone has a relative in the business-albeit a great aunt or a
shirttail cousin." (134, p. 14) Secondly, while the
product they represent is differentiated, the services rendered to the buying and selling public
are fairly standard. Though quality service
would seem to be warranted given the magnitude of housing investment in family budgets,
authorities writing on the subject are generally
critical of the agent's ~bility to provide sufficient information to his clients in order that
they might make a fully rational decision. (70)
Thirdly, the public itself, described as uniformed
and "controlled by non-economic motives," (75,
p. 22) is large. Given an average turnover rate
of five years for the housing stock, one-fifth of all
American families change their residence each
year. Then, roughly ten million separate sales
or leases ell :l i . If- fl l number of separate pur-

1.05

.019

1.11

.011

0.64
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chases or rentals are negotiated annually. Most

sales transactions are facilitated with a real estate

agent. If the results from a small sample of

buyers and sellers can be extrapolated, "in better

than 70 percent of the transactions, an agent had

participated." (70, p. 90)

Despite the complaints heard from real estate

agents when "things are tough"âthat is, when

the supply of mortgage money is short and the

demand for homes is sluggishâthe real estate

industry has been amazingly impervious to real

estate cycles during most of the post-World War

II period. A study of the operations of California

real estate firms between 1953 and 1958, a period

embracing roughly one complete real estate

cycle, shows that both gross income and profits

remained relatively stable. Not only was there

little variation over time, but few differences in

stability among firms of different size were noted.

Moreover, the real estate people and the firms

for which they worked were specialized to a very

high degree in brokerage, athough the commit-

ment to this single activity varied slightly by size

of firm. An analysis of this data shows that the

entire effort of small offices (five or fewer em-

ployees) was devoted almost exclusively to

brokerage activity as compared to 90 percent

among large (over 25 employees) firms. While the

offices surveyed, particularly the larger ones,

integrated horizontally by embracing related

types of non-brokerage activity such as insurance

sales and appraising, the industry focused its

energies intensively on real estate brokerage.

(136) This is somewhat amazing given the ap-

parent capacity of the realty business for grace-

fully riding out short cutbacks in activity. The

phenomenon may be explained by size flexibility

(but not altogether convincingly).

If the industry can accommodate change by

withdrawing or expanding its human resources

as conditions dictate, one would expect stability

to be gained in the net operating position of

firms at the expense of volatility among their

personnel. Salesmen would drop out with the

gloomy prospects of tight mortgage credit and

return as conditions brightened. Although turn-

over of sales people is extremely high in this

businessâan average of about once a year (97,

Table 7-1)âthe number of personnel per office

seems to remain relatively constant (medians:

chases or rentals are negotiated annually. Most
sales transactions are facilitated with a real estate
agen t. If the results from a small sam pIe of
buyers and sellers can be extrapolated, "in better
than 70 percent of the transactions, an agent had
participated." (70, p. 90)
Despite the complaints heard from real estate
agents when "things are tough"-that is, when
the supply of mortgage money is short and the
demand for homes is sluggish-the real estate
industry has been amazingly impervious to real
estate cycles during most of the post-World War
II period. A study of the operations of California
real estate firms between 1953 and 1958, a period
embracing roughly one complete real estate
cycle, shows that both gross income and profits
remained relatively stable. Not only was there
little variation over time, but few differences in
stability among firms of different size were noted.
Moreover, the real estate people and the firms
for which they worked were specialized to a very
high degree in brokerage, athough the commitment to this single activity varied slightly by size
of firm. An analysis of this data shows that the
entire effort of small offices (five or fewer employees) was devoted almost exclusively to
brokerage activity as compared to 90 percent
among large (over 25 employees) firms. While the
offices surveyed, particularly the larger ones,
integrated horizontally by embracing related
types of non-brokerage activity such as insurance
sales and appraising, the industry focused its
energies intensively on real estate brokerage.
(136) This is somewhat amazing given the apparent capacity of the realty business for gracefully riding out short cutbacks in activity. The
phenomenon may be explained by size flexibility
(but not altogether convincingly).
If the industry can accommodate change by
withdrawing or expanding its human resources
as conditions dictate, one would expect stability
to be gained in the net operating position of

5, 1953 and 1954; 4, 1955; 5, 1956; 6, 1957). We

suspect however that these figures really disguise

high mobility. While the number of sales persons

per firm may remain fairly stable, it is likely that

a downturn in business precipitates an exodus

of many salesmen, and perhaps brokers, who

are quickly replaced by other but not necessarily

more successful entrants wanting to give the real

estate business the "old college try." The busi-

ness also seems to attract many business failures

who try selling real estate only after an unsuc-

cessful string of other business ventures, not to

mention the many part-timers including house-

wives, retired persons, and others. In sum, the

firms at the expense of volatility among their
personnel. Salesmen would drop out with the
gloomy prospects of tight mortgage credit and
return as conditions brightened. Although turnover of sales people is extremely high in this
business-an average of about once a year (97,
Table 7-1 )-the number of personnel per office
seems to remain relatively constant (medians:
5, 1953 and 1954; 4, 1955; 5, 1956; 6, 1957). We
suspect however that these figures really disguise
high mobility. While the number of sales persons

organized industry which specializes in distribut-

per firm may remain fairly stable, it is likely that
a downturn in business precipitates an exodus
of many salesmen, and perhaps brokers, who
are quickly replaced by other but not necessarily
more successful entrants wanting to give the real
estate business the "old college try." The business also seems to attract many business failures
who try selling real estate only after an unsuccessful string of other business ventures, not to
mention the many part-timers including housewives, retired persons, and others. In sum, the
organized industry which specializes in distributing and redistributing residential real estate is
highly competitive and probably represents the
most competitive element in the housing market.

2. Pricing
In theory, commISSIOns paid to real estate
agents negotiating the transfer of a residential
unit are nominally fixed. The state rate of 5
percent of the selling price is fairly universal.
The actual rate, however, is generally negotiated
at somewhat less. According to one survey of
approximately 90 real estate offices covering five
years of operation, the actual rate averaged 3
percent of the sales price. (99) A report considering the wisdom of a commission fee hike discouraged increases on grounds that such action
"might cause the number of people to enter the
field to be even greater than it now is, lead to
an increase in the number of people who sell
their own homes, and perhaps even lead to a
decline in the demand for homes." (4Ia, p. 4)
Two detailed surveys of California real estate
agents strongly suggest that the industry is overpopulated in sheer numbers and has more than
its share of marginal operators. (21, 75) According to Maisel and Schaaf, less than one in three
licensees (brokers and salesmen) were engaged
full time in real estate activity. The remainder
were either part-timers or holders of inactive
licenses. (75, p. 3) The median income in 1954
of the full-timer who devoted his energies primarily to house sales stood at only $4,100, a
salary lower than a bricklayer's. The figure is
even more amazing when coupled with the facts
that he was 49 years old, roughly the peak earnings age in most occupations, and had eight years
experience in the business. (15, p. 6)
Not only is there a likely disparity between
nominal and actual prices, but between prices
and costs. Cost movements appear to bear little
relation to pri,ces. One study of earnings, proxied
nglnal from

ing and redistributing residential real estate is

highly competitive and probably represents the

most competitive element in the housing market.

2. Pricing
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by price indexes of homes in two major metro-

politan areas, and costs of office operation,

demonstrates the divergence. During a seven-

year period, house prices rose about 19 percent

but operating costs climbed 24 percent. The re-

port's authors note, "By and large when prices

rise the realtor simply has to absorb the increased

costs as part of the expenses of staying in busi-

ness." (41a, p. 12) Or, with the profit squeeze, he

closes up shop.

For most goods, the incidence of costs would

depend on market conditions at the time of the

transaction. In a sellers' market, purchasers bear

the cost; in a buyers' market, the opposite is

true. In the housing market, the distinction

washes out. Barring a few unique types of trans-

actionsâfor example, undoubling, new house-

hold formation, or deathâeach purchase also

involves the sale of another property. Conse-

quently, in the usual case, sales commissions are

born nearly equally by buyers and sellers.

But what do purchasers of the realty agent's

services receive for the price paid? The cost of

brokerage services are not without their benefit.

The real estate sales and brokerage industry

seeks, as its primary mission, to facilitate the

operation of the residential distribution process.

In short, it claims to improve the efficiency of

the real estate market. This market, as we have

demonstrated, is highly imperfect, for its par-

ticipantsâbuyers and sellersâdeal irregularly

and tend to be governed by non-economic mo-

tives. By collecting and disseminating informa-

tion on prices, market conditions, costs relevant

to the transfer, and other data not available to

the lay public, the agent presumably improves

knowledge of the housing product and the mar-

ket environment in which it is situated. More-

over, by serving as a somewhat centralized clear-

ing house for listings of available properties, he

makes purchasers aware of the spectrum of al-

ternative available accommodations. In this

fashion, the agent makes competition more per-

fect on both the buying and selling side and

hopefully improves market rationality. Insofar

as agents reduce information costs, the price of

the product is lowered. In theory at least, buyers

and sellers operating on their own, rather than

through an intermediary agent, are not as in-

formed of the available stock of properties, have

less knowledge about these properties, and con-

sequently pay higher prices.

Another output ingredient of the agent's serv-

ice consists of the tasks he assumes for his clients

which otherwise they themselves would perform.

If they buy and sell without aid of an inter-

mediary, buyers and sellers must expend their

own energies and time for showing or seeking

properties and handling the onerous details of

the transfer. Moreover, if, by bringing to bear

the accumulated expertise of years in the busi-

ness, the agent is able to accelerate the consum-

mation of a deal, he may save holding charges.

The real estate agent's mere existence argues

that a major share of buyers and sellers are will-

by price indexes of homes in two major metropolitan areas, and costs of office operation,
demonstrates the divergence. During a sevenyear period, house prices rose about 19 percent
but operating costs climbed 24 percent. The report's authors note, "By and large when prices
rise the realtor simply has to absorb the increased .
costs as part of the expenses of staying in business." (4Ia, p. 12) Or, with the profit squeeze, he
closes up shop.
For most goods, the incidence of costs would
depend on market conditions at the time of the
transaction. In a sellers' market, purchasers bear
the cost; in a buyers' market, the opposite is
true. In the housing market, the distinction
washes out. Harring a few unique types of transactions-for example, undoubling, new household formation, or death--each purchase also
involves the sale of another property. Consequently, in the usual case, sales commissions are
born nearly equally by buyers and sellers.
But what do purchasers of the realty agent's
services receive for the price paid? The cost of
brokerage services are not without their benefit.
The real estate sales and brokerage industry
seeks, as its primary mission, to facilitate the
operation of the residential distribution process.
In short, it claims to improve the efficiency of
the real estate market. This market, as we have
demonstrated, is highly imperfect, for its participants-buyers and sellers-deal irregularly
and tend to be governed by non-economic motives. By collecting and disseminating information on prices, market conditions, costs relevant
to the transfer, and other data not available to
the lay public, the agent presumably improves
knowledge of the housing product and the market environment in which it is situated. Moreover, by serving as a somewhat centralized clearing house for listings of available properties, he
makes purchasers aware of the spectrum of alternative available accommodations. In this
fashion, the agent makes competition more perfect on both the buying and selling side and
hopefully improves market rationality. Insofar
as agents reduce information costs, the price of
the product is lowered. In theory at least, buyers
and sellers operating on their own, rather than
through an intermediary agent, are not as informed of the available stock of properties, have
less knowledge about these properties, and consequently pay higher prices.
Another output ingredient of the agent's serv-

ice consists of the tasks he assumes for his clients
which otherwise they themselves would perform.
If they buy and sell without aid of an intermediary, buyers and sellers must expend their
own energies and time for showing or seeking
properties and handling the onerous details of
the transfer. Moreover, if, by bringing to bear
the accumulated expertise of years in the business, the agent is able to accelerate the consummation of a deal, he may save holding charges.
The real estate agent's mere existence argues
that a major share of buyers and sellers are willing to shift marketing costs and efforts in lieu
of bearing them themselves.
The alleged value of the service, however, may
be easily overstated. One study generally supports this contention. A small, matched sample
of house-buyers and -sellers in California were
asked to rate multi-dimensionally the salesman
or broker who assisted in negotiating their deal.
The sumary statement springing from an analysis of responses suggests that the use of a real
estate agent borders on "luxury;" that is, most
felt they could operate on their own but perhaps
not as effectively. In fact, one-third of both
buyers and sellers agreed that they would not
use an agent in their next residential transaction.
However, the respondents to the survey generally
agreed that agents, by providing certain services
attendant to the transfer, were a "convenience"
and provided at least a measure of "expertise"
worth the cost. (70, pp. 130-32) If generalization
is permi tted from a survey based on a rather
small random sample, the higher cost of marketing a home through a real estate agent is generally conceived to be worthwhile.
The value of dealing through an intermediary
appears to be the convenience and possible element of expertise provided, plus possible removal of market imperfections. The survey
mentioned above found that the use of an agent
did not quicken the sale. Among those who used
an agent, the period of time elapsing between
placing the house on the market and completing
the deal averaged about two months. Those who
bargained directly disposed of their property on
average in less than one month. In interpreting
these differences, the authors of the study attribute the time difference to inflated initial asking
prices. Among those who used an agent, the final
price was 3.5 percent below asking price on average but there was no difference between asking
and final _oric~s among those who dealt directly.
nglnal ronl
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ing to shift marketing costs and efforts in lieu

of bearing them themselves.

The alleged value of the service, however, may

be easily overstated. One study generally sup-

ports this contention. A small, matched sample
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(70, Tables V.2 and V.3) The finding suggests

that a listed property is generally put on the

market at a higher initial price to cover the full

cost of the broker's 5 percent commission. As

negotiations proceed, price is haggled down to

an equilibrium which may call for a sacrifice by

the seller but more likely represents a compro-

mised commission. That is, the agent is willing

to accept a lower fee in order to complete the

deal. If the agent enjoyed a monopoly position

âand of course he does not for the owner is

free to market the property on his ownâhe

could demand and receive his full fee. That he

cannot is evidence of the highly competitive

nature of this particular sub-market in the dis-

(70, Tables V.2 and V.3) The finding suggests
that a listed property is generally put on the
market at a higher initial price to cover the full
cost of the broker's 5 percent commission. As
negotiations proceed, price is haggled down to
an equilibrium which may call for a sacrifice by
the seller but more likely represents a compromised commission. That is, the agent is willing
to accept a lower fee in order to complete the
deal. If the agent enjoyed a monopoly position
-and of course he does not for the owner is
free to market the property on his own-he
could demand and receive his full fee. That he
cannot is evidence of the highly competitive
nature of this particular sub-market in the distribution process.

tribution process.

3. Profits

It is unlikely that "more-than-normal" profits

are earned in the real estate brokerage business

although profit rate may be related to size of

firm. If true, economies and possibly disecono-

mies of scale may exist. Sketchy evidence from

a modest study covering the operating experience

of 89 brokerage offices during the 1953â58 in-

terval is illuminating.

Calculations from raw data drawn from re-

spondents' records suggests that net profits run

around 25 percent for the median broker sur-

veyed. The rate, however, varies negatively with

size. (97, Table C-4) Profits as a percent of gross

income are nearly twice as high for the small

(and young) firm employing five or fewer (median

of three) salesmen as compared to the more

mature, large firm with a sales force exceeding

25 persons (median of 16). In absolute amounts,

profit per residential sale after deducting com-

mission splits was 2.7 times higher among small

firms as compared to large. (97, Table C-4, C-27)

Among small firms, the average sales person had

an inventory of seven active listings at the time

of the survey; for large firms, the ratio stood at

five per salesman. Also, the ratio of sales-to-shows

was significantly higher for small operations. Any

interpretations must be tempered by the limita-

tions of the study. First, the sample was non-

random and likely biased in favor of more suc-

cessful firms. Secondly, lack of detailed data

makes generalizaiion about the quality of service

supplied hazardous.

However, in the absence of more reliable in-

formation, some cautious interpretations are ap-

propriate. Evidence indicates that brokerage is

an increasing cost industry. The small operation

is the most profitable and efficient. At first blush,

then, rational entrepreneurial judgment would

call for restraining size in order to maintain high

profits. The fact that the larger firms were hardly

fledglings argues that brokers may be satisfied

with lower profit rates so long as sales are large

and growing.

This goal is implicit in the distribution of

answers to the questions, "is present size of firm

satisfactory?" and "do you contemplate any

change in size of firm?" Three-quarters of the

3. Profits
It is unlikely that "more-than-normal" profits

are earned in the real estate brokerage business
although profit rate may be related to size of
firm. If true, economies and possibly diseconomies of scale may exist. Sketchy evidence from
a modest study covering the operating experience
of 89 brokerage offices during the 1953-58 Interval is illuminating.
Calculations from raw data drawn from respondents' records suggests that net profits run
around 25 percent for the median broker surveyed. The rate, however, varies negatively with
size. (97, Table C-4) Profits as a percent of gross
income are nearly twice as high for the small
(and young) firm employing five or fewer (median
of three) salesmen as compared to the more
mature, large firm with a sales force exceeding
25 persons (median of 16). In absolute amounts,
profit per residential sale after deducting commission splits was 2.7 times higher among small
firms as compared to large. (97, Table C-4, C-27)
Among small firms, the average sales person had
an inventory of seven active listings at the time
of the survey; for large firms, the ratio stood at
five per salesman. Also, the ratio of sales-to-shows
was significantly higher for small operations. Any
interpretations must be tempered by the limitations of the study. First, the sample was nonrandom and likely biased in favor of more successful firms. Secondly, lack of detailed data
makes generaliza~ion about the quality of service
supplied hazardous.
However, in the absence of more reliable information, some cautious interpretations are appropriate. Evidence indicates that brokerage is

small firms, as compared to only 56 percent of

large firms, were satisfied with their present size.

Moreover, about one-third of small firms, as

compared to half of the large businesses, con-

sidered a change (presumably larger) in scale of

operations. (97, Table 3â9) Reading into these
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an increasing cost industry. The small operation
is the most profitable and efficient. At first blush,
then, rational entrepreneurial judgment would
call for restraining size in order to maintain high
profits. The fact that the larger firms were hardly
fledglings argues that brokers may be satisfied
with lower profit rates so long as sales are large
and growing.
This goal is implicit in the distribution of
answers to the questions, "is present size of firm
satisfactory?" and "do you contemplate any
change in size of firm?" Three-quarters of the
small firms, as compared to only 56 percent of
large firms, were satisfied with their present size.
Moreover, about one-third of small firms, as
compared to half of the large businesses, considered a change (presumably larger) in scale of
operations. (97, Table 3-9) Reading into these
figures, one may reason that profits are secondary
to sales position in the large-scale entrepreneur's
ordering of goals. His smaller counterpart was
content to leave things pretty much as they were
and trade-off size in favor of earnings.
To the buying pubic, the large firm represents
the low mark-up establishment. If the lower
commission earnings are indicative, the larger
operator cuts his commission more readily than
does the small broker. In the short run, if his
fixed costs plus a-little-bit for overhead may be
entirely rational, particularly if the broker seeks
the fame of large sales volume rather than
fortune.
There is little reason to expect the larger firm
to require higher profits as a reward for risktaking, as is true of large construction firms. Innovation in this type of marketing is, and has
been, the exception rather than the rule. If innovations are made, they are likely to come from
outside the industry. To speculate immodestly,
the dramatic changes will probably be made by
specialists, who handle automated record-keeping
devices which replace the broker's or salesman's
task of preparing dosing papers and allied documents; by communications devices which show
prospective buyers the inventory of available
properties and describe to them the neighborhood and the nature of the market, thus replacing another of the salesman's traditional functions. At any rate, it seems likely that innovation
will occur slowly.
IV. Summary and Estimates

The size of the housing stock and its distribu-
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tion largely reflect the composite decisions of

many households. While the decisions are private

and represent personal choices on the allocation

of income between housing and alternative bud-

get items, they are affected to a great extent by

government policies, or "public institutional fac-

tors." Certain of these factors, such as allowable

deductions from taxable income for property

taxes and mortgage interest with homeowner-

ship, favor the housing decision; other do not.

Costs of conforming to codes and ordinances, the

host of fees paid in property transfers and other

factors documented and described earlier in this

report tend to reduce the effective demand for

housing. Partly as the result of these burdens

on producers and consumers of housing, the cost

of the product put on the market has risen at a

faster rate than those of other consumer items.

In assessing the importance of the public in-

stitutional factors, a distinction was made be-

tween those factors which directly affect final

housing price, and indirect costs with much

broader ramifications. Included among the in-

direct costs are the consequences of the policies

and regulations on the supply of housing fol-

low income groups, distortions in the location of

activities, the impact on transporation costs, and

others. It was stressed that these indirect costs

might be as critical, if not more so, than the

direct costs which are born by consumers and

producers.

A further distinction was introduced with re-

spect to direct costs. Certain cost inducing factors

were identified which increased either capital, or

maintenance costs, or both while adding little or

nothing to the utility of housing. Yet, throughout

this report, we have been careful to underscore

that not all policies and regulations which raise

costs are wasteful. Some generate additions to

the value or utility of the property. Others rep-

resent transfers among producing and consuming

sectors, among consumers themselves, or over

time. The last type, as an example, involves a

capital cost which obviates or minimizes a stream

of recurring operating costs. That is, developing

better quality structures or subdivisions, re-

quired by more stringent codes and ordinances,

may reduce operating costs over the property's

useful life. Stringent codes and ordinances should

be considered wasteful only to the extent that

incremental capital costs resulting from them

exceed the discounted value of any resulting

reduction in operating costs.

In other cases, public institutional factors

have a direct but less certain influence on hous-

ing costs in inhibiting mass production or the

attainment of economies of scale. Under some

circumstances, for example, standards and lack

of uniformity in codes and ordinances reduce the

opportunity for achieving scale economies from

larger volume output or prefabricated or com-

ponent parts production at the site. This prob-

lem has received less attention since the cost im-

pact is more elusive (although not necessarily

tion largely reflect the composite decisions of
many households. While the decisions are private
and represent personal choices on the allocation
of income between housing and alternative budget items, they are affected to a great extent by
government policies, or "public institutional factors." Certain of these factors, such as allowable
deductions from taxable income for property
taxes and mortgage interest with homeownership, favor the housing decision; other do not.
Costs of conforming to codes and ordinances, the
host of fees paid in property transfers and other
factors documented and described earlier in this
report tend to reduce the effective demand for
housing. Partly as the result of these burdens
on producers and consumers of housing, the cost
of the product put on the market has risen at a
faster rate than those of other consumer items.
In assessing the importance of the public institutional factors, a distinction was made between those factors which directly affect final
housing price, and indirect costs with much
broader ramifications. Included among the indirect costs are the consequences of the policies
and regulations on the supply of housing for
low income groups, distortions in the location of
activities, the impact on transporation costs, and
others. It was stressed that these indirect costs
might be as critical, if not more so, than the
direct costs which are born by consumers and
producers.
A further distinction was introduced with respect to direct costs. Certain cost inducing factors
were identified which increased either capital, or
maintenance costs, or both while adding little or
nothing to the utility of housing. Yet, throughout
this report, we have been careful to underscore
that not all policies and regulations which raise
costs are wasteful. Some generate additions to
the value or utility of the property. Others represent transfers among producing and consuming
sectors, among consumers themselves, or over
time. The last type, as an example, involves a
capital cost which obviates or minimizes a stream
of recurring operating costs. That is, developing
better quality structures or subdivisions, required by more stringent codes and ordinances,
may reduce operating costs over the property's
useful life. Stringent codes and ordinances should
be considered wasteful only to the extent that
incremental capital costs resulting from them
exceed the discounted value of any resulting
reduction in operating costs.

less substantial) than the policies and regula-

tions requiring the inclusion of costly land, ma-

terial, or labor inputs.

In this concluding section we face the chal-

lenge of describing who bears the costs and how

much the costs are. Care must be exercised in
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In other cases, public institutional factors
have a direct but less certain influence on housing costs in inhibiting mass production or the
attainment of economies of scale. Under some
circumstances, for example, standards and lack
of uniformity in codes and ordinances reduce the
opportunity for achieving scale economies from
larger volume output or prefabricated or component parts production at the site. This problem has received less attention since the cost impact is more elusive (although not necessarily
less substantial) than the policies and regulations requiring the inclusion of costly land, material, or labor inputs.
In this concluding section we face the challenge of describing who bears the costs and how
much the costs are. Care must be exercised in
parceling out those costs defined as wasteful, as
opposed to those which increase the usefulness of
the property. Also, we have not confined ourselves to a particular rent/value segment of the
market such as low-rent low-income housing, but
are concerned with a "typical" housing unit. The
cost estimates are rough and the measures of
incidence are bound by the assumptions enumerated earlier.
We consider individually the various elements
in the production and consumption process, and
indicate within each where cost savings may be
obtained. We hasten to point out, however, that
these are not necessarily exclusive events. Public
policies relating to codes and ordinances, for
example, are not without influence on market
structure and vice-versa.

A.. Codes and Ordinances
Great variability exists in building and related
codes as well as among zoning and subdivision
ordinances throughout the nation. With the
possible exception of codes, there is little agreement on which of the regulations are wasteful
of resources and which are not. In making such
a distinction, one is faced with the additional
question of deciding from whose point of view
particular practices might be wasteful-the local
jurisdiction, the region, or the nation? Generally,
we have stressed the i~terests of the larger society. In this connection we have examined the
economic consequences of local policies and
regulations which are promulgated with the
objective of reducing or eliminating external
diseconomies, as for example, the prohibition
of apartment housing in suburban enclaves to
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avoid assumed deleterious effects to neighboring

single-family homes. It was concluded that the

protection and enhancement of the general wel-

fare in small communities located within metro-

politan areas frequently violates the welfare of

the larger entity and generates substantial costs.

Many of the ordinances enacted to alleviate

problems instead produced unanticipated prob-

lems of another magnitude or order. Zoning may

shift homebuilding operations to areas less acces-

sible to central places and in the process raise

transportation costs. Increasing the stringency

of codes and ordinances reduces the quantity of

new construction for lower income groups. In-

novations in land utilization and construction

are stifled. The costs to society of these unantici-

pated side-effects, while undoubtedly large, have

not been accurately measured.

For building and mechanical codes, the rela-

tive importance of selected restrictive provisions

throughout the U. S. could be examined on a

comprehensive basis. Taking note of the fact

that not all restrictions applied to all com-

munities, an average impact on housing costs

was imputed. On the average, between li/2 and

3 percent of final housing costs might be saved

by removing these restrictions. The estimates do

not include all of the extraordinarily large num-

ber of code provisions which have been cited as

restrictive. However, the estimates appear more

reasonabcl if account is taken of the fact that

in many communities code provisions are not

strictly enforced. Also, the restrictions most likely

apply to the production of moderate cost housing

and less so to housing built above minimum code

standards.

Zoning and subdivision ordinances present

more difficult problems of cost imputation. Not

the least of these is lack of comprehensive, up-

to-date surveys on the provisions or ordinances

throughout the nation. Apart from information

problems, other considerations frustrate the task

of cost imputation. Mention has been made of

the possibility of shifting house building opera-

tions to zones where ordinances are less restric-

tive or to areas where land is cheaper. If shifts

occur, the cost impact will not be so much on

production and final sales price, but on the re-

curring costs of transportation to central places.

The same reasoning applies to provisions of sub-

division ordinances which attempt to increase

land consumption.

The details of subdivision and zoning ordi-

nances will have important consequences that re-

quire in-depth study before firm conclusions can

be reached. Since these two types of regulatory

devices are highly interdependent they can be

discussed together. If alternatives are not readily

available, minimum lot size ordinances may in-

duce consumption of more land than the public

prefers, given its budgetary position. Survey data

indicate that lot sizes are continually increasing,

but in general the number of homeowners who

consume less land than they prefer exceeds by a

avoid assumed deleterious effects to neighboring
single-family homes. It was concluded that the
protection and enhancement of the general welfare in small communities located within metropolitan areas frequently violates the welfare of
the larger entity and generates substantial costs.
Many of the ordinances enacted to alleviate
problems instead produced unanticipated problems of another magnitude or order. Zoning may
shift homebuilding operations to areas less accessible to central places and in the process raise
transportation costs. Increasing the stringency
of codes and ordinances reduces the quantity of
new construction for lower income groups. Innovations in land utilization and construction
are stifled. The costs to society of these unanticipated side-effects, while undoubtedly large, have
not been accurately measured.
For building and mechanical codes, the relative importance of selected restrictive provisions
throughout the U. S. could be examined on a
comprehensive basis. Taking note of the fact
that not all restrictions applied to all communities, an average impact on housing costs
was imputed. On the average, between I Y2 and
3 percent of final housing costs might be saved
by removing these restrictions. The estimates do
not include all of the extraordinarily large number of code provisions which have been cited as
restrictive. However, the estimates appear more
reasonabel if account is taken of the fact that
in many communities code provisions are not
strictly enforced. Also, the restrictions most likely
apply to the production of moderate cost housing
and less so to housing built above minimum code
standards.
Zoning and subdivision ordinances present
more difficult problems of cost imputation. Not
the least of these is lack of comprehensive, upto-date surveys on the provisions or ordinances
throughout the nation. Apart from information
problems, other considerations frustrate the task
of cost imputation. J\Iention has been made of
the possibility of shifting house building operations to zones where ordinances are less restrictive or to areas where land is cheaper. If shifts
occur, the cost impact will not be so much on
production and final sales price, but on the recurring costs of transportation to central places.
The same reasoning applies to provisions of subdivision ordinances which attempt to increase
land consumption.
The details of subdivision and zoning ordi-

fore, may reflect public attitudes. Apart from

budget constraints, the upper limit to the pre-

ferred lot size, however, lies somewhere between

three-tenths and five-tenths of one acre.

B. Lllnd Costs

Both in the absolute and in relation to other
costs, the costs of urban land for new housing
have steadily risen. The increases are partially
connected with increasing lot sizes and costs of
preparing the land for housing production. Substantial pressures on final land costs are attribu-
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considerable margin those who regard their lots

as too large. Rising standards in zoning, there-

nances will have important consequences that require in-depth study before firm conclusions can
be reached. Since these two types of regulatory
devices are highly interdependent they can be
discussed together. If alternatives are not readily
available, minimum lot size ordinances may induce consumption of more land than the public
prefers, given its budgetary position. Survey data
indicate that lot sizes are continually increasing,
but in general the number of homeowners who
consume less land than they prefer exceeds by a
considerable margin those who regard their lots
as too large. Rising standards in zoning, therefore, may reflect public attitudes. Apart from
budget constraints, the upper limit to the preferred lot size, however, lies somewhere between
three-tenths and five-tenths of one acre.
Minimum lot size ordinances are one example,
but their effect on costs will be magnified if they
impose also excessive frontage requirements. The
effect is complex, increasing slightly the area in
streets in subdivisions and increasing considerably the cost of improvements of streets. Over
the long run, maintenance costs of streets will
also be raised. Similar arguments can be advanced with respect to street width, block length,
and ancillary regulations.
The question in zoning and subdivision ordinances which cannot be resolved readily is how
much more land is consumed than the public
desires, and what types of land development costs
are incurred for streets, utilities, and related improvements which go beyond the reasonable long
run needs of the community. Some have asserted
that because ordinances merely reflect the market
mechanism, their real impact on housing costs is
zero. The position is oversimplified. Excessive
requirements in zoning and subdivision regulations do influence cost and cannot be avoided
entirely. We estimate the cost impact of these
related ordinances in the range of from 2 to 4
percent of the final cost of the house. In some
communities it may be higher, but in other areas
with "'eak ordinances the effect is negligible.
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table to raw land. Many factors were identified

which individually and collectively explained

these costs increases. Factors in the private sector

of the economy included rising income and

population, and high expectations by holders or

purchasers of land for urban development. Cost

inducing elements found in the public sector

included tax and public investment policies.

Benefits from investments in highways, for ex-

ample, which enhance the relative accessibility

of suburban or fringe land to urban centers are

reflected in higher suburban land values. The

same is true for the provisions of more and a

wider variety of public services in areas ripe for

urban development.

Land costs, on the average, represent approxi-

mately 10 percent of the final cost of houses, but

the range is broad. No precise estimates are avail-

able which would suggest how much raw land

cost might be reduced by altering public policy.

The impact is likely to be insubstantial and

probably would not exceed 2 percent of final

home cost.

C. Labor Costs

Two areas of the labor market where inefficien-

table to raw land. Many factors were identified
which individually and collectively explained
these costs increases. Factors in the private sector
of the economy included rising income and
population, and high expectations by holders or
purchasers of land for urban development. Cost
inducing elements found in the public sector
included tax and public investment policies.
Benefits from investments in highways, for example, which enhance the relative accessibility
of suburban or fringe land to urban centers are
reflected in higher suburban land values. The
same is true for the provisions of more and a
wider variety of public services in areas ripe for
urban development.
Land costs, on the average, represent approximately 10 percent of the final cost of houses, but
the range is broad. No precise estimates are available which would suggest how much raw land
cost might be reduced by altering public policy.
The impact is likely to be insubstantial and
probably would not exceed 2 percent of final
home cost.

cies result from restrictive institutional practices

were identified. These are wage differentials

associated with unionization and work rules or

C. Labor Costs

restrictions on new methods of production. The

limited fund of research concerning these sub-

jects indicates that the higher union wage is

almost exactly offset by the higher quality of

union labor. Unions play an important role in

supervising the formal training of workers in

an industry where lengthy on-the-job training

programs would not be profitable for individual

contractors. Nevertheless, it appears that limita-

tion of entry to apprenticeship programs and

tight control over the labor supply have invested

building trade unions with some monopoly wage

power.

Restrictive work rules are rarely so universal or

unreasonable as is commonly believed. Such

restrictions as exist are best eliminated in situa-

tions where unions feel competition from new

technologies which substitute for the services of

their members. The weakness of builders in sur-

rendering management prerogatives in the past

suggests that bargaining alone will probably not

be sufficient to eliminate those restrictions which

presently create inefficiency.

Weakening of union control over the labor

supply, itself a measure involving a perhaps un-

acceptable amount of social and economic dis-

ruption, would simultaneously restrict the source

of highly trained workers. Documented estimates

of inefficiencies in the labor input range from

2 to 9 percent of final housing costsâ0 to 4 per-

cent due to the union wage differential and 2 to

5 percent attributed to work rules and restric-

tions on new methods. Our overall estimate ap-

proximates 5 percent. However, only a small

fraction, perhaps y2 of 1 percent, is tractable

without generating serious instabilities and dis-

organization in the labor market which in them-

Two areas of the labor market where inefficiencies result from restrictive institutional practices
were identified. These are w~ge differentials
associated with unionization and work rules or
restrictions on new methods of production. The
limited fund of research concerning these subjects indicates that the higher union wage is
almost exactly offset by the higher quality of
union labor. Unions play an important role in
supervising the formal training of workers in
an industry where lengthy on-the-job training
programs would not be profitable for individual
contractors. Nevertheless, it appears that limitation of entry to apprenticeship programs and
tight control over the labor supply have invested
building trade unions with some monopoly wage
power.
Restrictive work rules are rarely so universal or
unreasonable as is commonly believed. Such
restrictions as exist are best eliminated in situations where unions feel competition from new
technologies which substitute for the services of
their members. The weakness of builders in surrendering management prerogatives in the past
suggests that bargaining alone will probably not
be sufficient to eliminate those restrictions which
presently create inefficiency.
Weakening of union control over the labor

supply, itself a measure involving a perhaps unacceptable amount of social and economic disruption, would simultaneously restrict the source
of highly trained workers. Documented estimates
of inefficiencies in the labor input range from
2 to 9 percent of final housing costs--O to 4 percent due to the union wage differential and 2 to
5 percent attributed to work rules and restrictions on new methods. Our overall estimate approximates 5 percent. However, only a small
fraction, perhaps Y2 of 1 percent, is tractable
without generating serious instabilities and disorganization in the labor market which in themselves would create costs.

D. Conatruction IndUlltry
Costs of construction can be cut by expanding
firm scale and curtailing certain practices of
labor and materials suppliers. The chief savings
in house production can be obtained by increasing the scale of construction firms. One study
showed that large builders produced the same
house as small builders at a direct cost saving of
as much as 17 percent, of which they passed on
less than one-half in the form of a lower price
to the consumer and retained the balance for
overhead and profit. It is all too easy to argue
that external factors prevent small firms from
growing into operations of more efficient size,
thereby lowering costs by this amount. Most
likely, shortages of quality entrepreneurship, as
argued by some, plus reluctance to share ownership and control, as suggested by others, are
more compelling reasons. Hence, it is likely that
public policy could playa minor role, at best, in
stimulating growth to more efficient scale. Much
of the savings retained in the form of overhead
and profit, as has been observed, is a reward for
risk taking. Specifically for the large builder,
additional payment was required as a return on
capital investment in equipment and, to a lesser
extent, on trained, hopefully permanent supervisory and administrative personnel. Moreover,
it has been reasoned that the payment is a reward
for accepting the risk of operating in a volatile
market. Others have demonstrated that volatility
results in large part from federal credit policies
aimed at stabilizing the national economy by
destabilizing house construction. Given the resolution of this conflict between housing and the
rest of the economy-that is, stabilizing housing
-it is likely that the risk costs could be reduced
for large b,uUderli resulting in a lower priced
nglnal from

selves would create costs.

D. Construction Industry

Costs of construction can be cut by expanding

firm scale and curtailing certain practices of

labor and materials suppliers. The chief savings
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unit. The saving is not likely to amount to more

than 3 percent of the total cost of the unit

in place, and is perhaps closer to 2 percent.

unit. The saving is not likely to amount to more
than 3 percent of the total cost of the unit
in place, and is perhaps closer to 2 percent.
The price of gaining this saving would be the
costs of general economic instability resulting
from the loss of housing as a workable stabilizer.

The price of gaining this saving would be the

costs of general economic instability resulting

E. Tram/er Costs

from the loss of housing as a workable stabilizer.

E. Transfer Costs

Usually the largest component of transfer costs

is the fee paid to real estate agents for handling

details of the transaction. Yet the fee, sizable as it

is, is not associated with measurable inefficien-

cies. First, we find no evidence of enforced price

agreements or collusion to support fixed com-

mission rates. Secondly, as we have seen, the pay-

ment of a commission represents a cost transfer

paid to leisure by the buyer and seller rather

than a direct cost associated with the property

itself. Third, services rendered by increasing

market information, hence improving competi-

tiveness, would seem to warrant the cost in most

cases despite the fact that the service borders on

"the luxury."

At most, miscellaneous transfer fees amount

to a little over 2 percent of the cost of a house.

Even if it were found that such costs were totally

wasteful and added nothing to property value,

their removal would be of no consequence to

total costs.

F. Recurring Costs:

Maintenance

Operating and

Cogent arguments can be advanced that some

provisions of codes and ordinances which raise

Usually the largest component of transfer costs
is the fee paid to real estate agents for handling
details of the transaction. Yet the fee, sizable as it
is, is not associated wi th measurable inefficiencies. First, we find no evidence of enforced price
agreements or collusion to support fixed commission rates. Secondly, as we have seen, the payment of a commission represen ts a cost transfer
paid to leisure by the buyer and seller rather
than a direct cost associated with the property
itself. Third, services rendered by increasing
market information, hence improving competitiveness, would seem to warrant the cost in most
cases despite the fact that the service borders on
"the luxury."
At most, miscellaneous transfer fees amount
to a little over 2 percent of the cost of a house.
Even if it were found that such costs were totally
wasteful and added nothing to property value,
their removal would be of no consequence to
total costs.

the capital costs of housing reduce operating and

maintenance costs over the life of the dwellings

or the neighborhoods. Most probably a reduc-

F. Recurring Costs: Operating and
Maintenance

tion in operating and maintenance costs is im-

plied in many specifications and performance

standards of building codes. Such ordinances

would only be wasteful to the extent to which

the capital costs exceed the discounted value of

home operations and maintenance. Other provi-

sions of building codes may increase both the

cost of construction as well as those of operation

and maintenance, but we have been unable to

identify such provisions with broad applicability

throughout the nation.

The same reasoning fails to apply to zoning

and subdivision costs. Excessive frontage require-

ments necessitate that more land be allocated to

streets and sidewalks. More elaborate streets and

sidewalks are more expensive to construct and

maintain. The same applies to streets wider than

necessary to accommodate potential traffic flows.

With larger lots, some resources must be chan-

neled into maintenance (if only to compensate

property owners for their labor). Many of the

consequences of excessively high zoning and sub-

division standards take the form of higher taxes

rather than higher private costs. By conserving

resources at the time of development, some

savings in operating and maintenance costs can

also be achieved. On an annual basis, operating

costs and property taxes represent approximately

Cogent arguments can be advanced that some
provisions of codes and ordinances which raise
the capital costs of housing reduce operating and
maintenance costs over the life of the dwellings
or the neighborhoods. Most probably a reduction in operating and maintenance costs is implied in many specifications and performance
standards of building codes. Such ordinances
would only be wasteful to the extent to which
the capital costs exceed the discounted value of
home operations and maintenance. Other provisions of building codes may increase both the
cost of construction as well as those of operation
and maintenance, but we have been unable to
identify such provisions with broad applicability
throughout the nation.
The same reasoning fails to apply to zoning
and subdivision costs. Excessive frontage requirements necessitate that more land be allocated to
streets and sidewalks. More elaborate streets and
sidewalks are more expensive to construct and

4 percent of the value of houses. A fraction of

I percent might be saved by reducing the strin-

gency of codes and ordinances.

G. Recurring Costs: Taxes and Mortgage

Credit

Property taxes represent payments to local,
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maintain. The same applies to streets wider than
necessary to accommodate potential traffic flows.
With larger lots, some resources must be channeled into maintenance (if only to compensate
property owners for their labor). Many of the
consequences of excessively high zoning and subdivision standards take the form of higher taxes
rather than higher private costs. By conserving
resources at the time of development, some
savings in operating and maintenance costs can
also be achieved. On an annual basis, operating
costs and property taxes represent approximately
4 percent of the value of houses. A fraction of
I percent might be saved by reducing the stringency of codes and ordinances.

G. Recurring Costs: Ta:ces and Mortgage
Credit
Property taxes represent payments to local,
and sometimes state, governments for public
services received. But many of the services are
not provided directly to property. However,
given the need for financing public services from
some source, unburdening property would require burdening alternative assets or income,
consequently leaving the taxpayer's welfare unaffected. No doubt, savings could be effected by
improving the efficiency of the taxing jurisdiction, thus lowering property taxes and involving
no compensatory shifts to other forms of revenues. However, determining the extent to which
this is possible represents an ambitious research
effort in itself. Disregarding effects on general
welfare, shifting the burden from property to
other sources would make possible impressive
property tax relief. Studies have noted that an
II percent reduction in the existing rate may be
obtained from reducing the national reliance on
the property tax to the level in those metropolitan areas which depend largely on nonproperty
revenue sources.
We find no evidence of overt efforts to collude
among mortgage lenders. The most suspect public regulation affecting operating performance
and costs, hence the cost of mortgage credit, is
the limit imposed on scope of lending area. The
factor would be cost inducing only if it inhibited
scale economies. Since the most sophisticated
evidence indicates that economies of scale are
not found, at least in the operations of savings
and loan associations, we doubt whether the restriction affects costs in any fashion.
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H. Final E.timate.

//. Final Estimates

In the aggregate, somewhere between 7 and 22

percent of the final cost of a new house is attrib-

utable to restrictive practices or public institu-

tional factors. In view of the obstacles involved

in changing institutional structures to achieve

cost savings, which in themselves might create

costs, the lower estimate seems more reasonable.

Apart from reductions in the cost of new

housing, further savings of perhaps 12 percent

can be obtained in the recurring costs of main-

tenance, taxes, and other operating costs of

housing. The lower cost of the new house by

itself will lower taxes and operating costs some-

what.

The estimates can be transformed into month-

ly costs. Assume a $20,000 new house with an 80

percent conventional type first mortgage for a

period of 25 years and an interest rate of 6

percent. Monthly payments on the mortgage

approximate $103, and operating costs and taxes

amount to slightly less than $67 on a monthly

basis. Total monthly payments, therefore, are

estimated at $170. If the lower estimate of 7

percent in cost savings were possible, this house

could be marketed for $18,600. With mortgage

terms remaining the same, a loan of $14,880

could be obtained with monthly payments of

about $96. With savings in operating costs and

taxes of 12 percent, these could be reduced to

about $59 a month from the previous $67. In

addition, the lower market value of the home

might bring about additional reductions in costs

which are functions of this valueâtaxes, for

example. If operating costs and taxes are in fact

functionally related to home value, a further

lowering to about $55 a month would be pos-

sible. Total monthly costs would now approxi-

mate $151 to $155, compared to the former level

of $170, a reduction of 9 percent to 11 percent.

Also, the downpayment has been lowered by

$280 and certain of the fees which are based

on value will also be reduced.

It might be well to point out, however, that

an interest rate increase of, say, 1 percent in

a period of credit stringency, as at the present

time, would increase monthly mortgage pay-

ments by $9, eliminating the considerable sav-

ings in costs of production.
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In the aggregate, somewhere between 7 and 22
percent of the final cost of a new house is attributable to restrictive practices or public institutional factors. In view of the obstacles involved
in changing institutional structures to achieve
cost savings, which in themselves might create
costs, the lower estimate seems more reasonable.
Apart from reductions in the cost of new
housing, further savings of perhaps 12 percent
can be obtained in the recurring costs of maintenance, taxes, and other operating costs of
housing. The lower cost of the new house by
itself will lower taxes and operating costs somewhat.
The estimates can be transformed into monthly costs. Assume a $20,000 new house with an 80
percent conventional type first mortgage for a
period of 25 years and an interest rate of 6
percent. Monthly payments on the mortgage
approximate $103, and operating costs and taxes
amount to slightly less than $67 on a monthly
basis. Total monthly payments, therefore, are
estimated at $170. If the lower estimate of 7
percent in cost savings were possible, this house
could be marketed for $18,600. With mortgage
terms remaining the same, a loan of $14,880
could be obtained with monthly payments of
about $96. With savings in operating costs and
taxes of 12 percent, these could be reduced to
about $59 a month from the previous $67. In
addition, the lower market value of the home
might bring about additional reductions in costs
which are functions of this value-taxes, for
example. If operating costs and taxes are in fact
functionally related to home value, a further
lowering to about $55 a month would be possible. Total monthly costs would now approximate $151 to $155, compared to the former level
of $170, a reduction of 9 percent to II percent.
Also, the downpayment has been lowered by
$280 and certain of the fees which are based
on value will also be reduced.
It might be well to point out, however, that
an interest rate increase of, say, 1 percent in
a period of credit stringency, as at the present
time, would increase monthly mortgage payments by $9, eliminating the considerable sav1I1gs 111 costs of production.
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I. Preliminaries and Preview

The efficiency of a producer or an industry

can be defined in two ways: as an ability to

economize on inputs, or as an ability to obtain

high output with given inputs. From the first

point of view, the rate of advance in efficiency

is the rate of decline in real costs. From the

latter point of view, the rate of advance in effi-

ciency is the rate of growth of input productivity.

In order to improve its efficiency, a producer

or an industry must be capable of continual

changes in production technique. As we will be

using the term, a production technique is a com-

bination of inputs in certain quantities used to

produce a certain quantity of output. An efficient

producer will be changing techniques over time

I. Preliminaries and Preview

for two reasons: in order to substitute inputs

with slowly rising prices for those with more

rapidly rising prices, and in order to take advan-

tage of new techniques which become available

as knowledge advances. Only the latter type of

change in technique is properly called techno-

logical change,1 but both lower costs and hence,

raise efficiency. Efficiency growth is related to

1. See the first two chapters of Edwin Mansfield's book

(10) for a good discussion of the distinction between

change in technology and change in technique.

2. The formal definition of a techniqueâa certain

combination of inputs used to produce a given outputâ

has been given above. What economists mean by the

technology of a good's production is the array of all

techniques which would give lowest unit costs for some

combination of input prices. A change in technology

occurs when one of the techniques in this array is re-

placed by a previously unknown technique with lower

input requirements. It is not always possible to determine

whether a newly adopted technique is a previously un-

known technique (a technological Ndvance) or a known

but previously unused technique which has only now

become profitable.

technological change, but it is not the same

thing. The analysis and conclusions of this paper

will be concerned with efficiency in construction,

and will not be directly translatable into con-

clusions about technological advance in construc-

tion. We will aim at detecting historical changes

The efficiency of a producer or an industry
can be defined in two ways: as an ability to
economize on inputs, or as an ability to obtain
high output with given inputs. From the first
point of view, the rate of advance in efficiency
is the rate of decline in real costs. From the
latter point of view, the rate of advance in efficiency is the rate of growth of input productivity.
In order to improve its efficiency, a producer
or an industry must be capable of continual
changes in production technique. As we will be
using the term, a production technique is a combination of inputs in certain quantities used to
produce a certain quantity of output. An efficient
producer will be changing techniques over time
for two reasons: in order to substitute inputs
with slowly rising prices for those with more
rapidly rising prices, and in order to take advantage of new techniques which become available
as knowledge advances. Only the latter type of
change in technique is properly called technological change,1 but both lower costs and hence,
raise efficiency. Efficiency growth is related to

in construction technique, not (directly) changes

in construction technology.2

A number of studies in the 1950's concluded

that technique in the construction industry had

shown little change since the turn of the century.

Prices of construction industry output seemed to

have risen relative to other commodity prices,

and labor productivity (output per man or per

man-hour) in the industry seemed to have shown

little change. This picture of the construction

industry as technically stagnant has even recently

had wide currency.

On the other hand, some people familiar with

the industry have pointed to apparent changes in

construction technique during the post-war pe-

riodâshift of work off-site by the use of prefab-

ricated components and increased application of

machinery such as cranes, for example.

1. See the first two chapters of Edwin Mansfield's book
( 10) for a good discussion of the distinction between
change in technology and change in technique.
2. The formal definition of a technique-a certain
combination of inputs used to produce a given outputhas been given above. What economists mean by the
technology of a good's production is the array of all
techniques which would give lowest unit costs for some
combination of input prices. A change in technology
occurs when one of the techniques in this array is replaced by a previously unknown technique with lower
input requirements. I t is not always possible to determine
whether a newly adopted technique is a previously unknown technique (a technological advance) or a known
but previously unused technique which has only now
become profitable.

This paper examines the basis for the conclu-

sion that construction has been technically stag-

nant, and finds that the conclusion is justified,

but only for the period up to around 1947. There

is some basis for believing that since 1947 the

price of construction industry output has risen

Efficiency in Construction

technological change, bu t it is not the same
t~ing. The analysis and conclusions of this paper
wIll be concerned with efficiency in construction,
and will not be directly translatable into conclusions about technological advance in construction. We will aim at detecting historical changes
in construction technique, not (directly) changes
in construction technology.2
A number of studies in the 1950's concluded
that technique in the construction industry had
shown little change since the turn of the century.
Prices of construction industry output seemed to
have risen relative to other commodity prices,
and labor productivity (output per man or per
man-hour) in the industry seemed to have shown
little change. This picture of the construction
industry as technically stagnant has even recently
had wide currency.
On the other hand, some people familiar with
the industry have pointed to apparent changes in
construction technique during the post-war period-shift of work off-site by the use of prefabricated components and increased application of
machinery such as cranes, for example.
This paper examines the basis for the conclusion that construction has been technically stagnant, and finds that the conclusion is justified,
but only for the period up to around 1947. There
is some basis for believing that since 1947 the
price of construction industry output has risen
no faster than other prices in the economy. Since
1947 labor productivity in construction has clearly begun to rise. There is also statistical evidence
in industry balance sheets that the proportion of
fixed assets in total construction industry assets
has increased substantially since 1947, another
indication that industry technique has changed.
It is clear that the picture of construction tech-
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nique as stagnant is not justified for the post-war

period.

The techniques of analysis applied in this

paper are limited in some ways. They do not

allow us to determine precisely the physical na-

ture of the changes in technique which have been

taking place or the reasons for the change in

behavior beginning around 1947. The evidence is

consistent with the possibility that use of pre-

fabricated components may have shifted many

construction operations off-site, that there may

have been increased use of heavy machinery, and

that there may have been a reduction in working

capital costs through more rapid construction

and improved scheduling. The reasons for these

changes could have included the accelerated rise

in the costs of financial capital over the post-war

period, the reduction in the variability in demand

for construction industry output with the end of

the war, and a possible advance in construction

technology. What this paper proves is that con-

struction technique has begun to change since

1947. To determine exactly how or why it has

changed would require more detailed research.

Two other limitations on the results are dis-

cussed in more detail below: the difficulty of

applying results for the whole of construction to

its residential component, and the shadow cast

over all the results by the sparseness and lack of

coordination in Federal Government statistics on

construction.

The fact that construction is not rigidly tied

to nineteenth century techniques, but instead

seems to shift technique in response to economic

pressures, has some modest implications for pol-

icy. It means, for example, that a government-

sponsored or government-run research program to

advance construction technology could be under-

taken without fear that it would be fruitless be-

cause the industry might have an institutional

structure which bars change in technique. It

means also that well conceived tax or subsidy

programs might be effective in influencing indus-

try behavior, or again, that seasonal and cyclical

variability in construction activity is important

because it may affect technique and costs, as well

as employment.

II. Measuring Efficiency Change

in Construction

The most direct way to measure efficiency

growth in the production of a commodity is to

look at the rate of rise of the commodity's price.

If we are comparing efficiency growth across com-

modities, production of commodities with lower

rates of price growth might be said to show

greater rates of growth of efficiency.3 One prob-

lem with using this measure is that shifts in de-

nique as stagnant is not justified for the post-war
period.
..
.
.
The techniques of analysIs applIed In this
paper are limited in some. ways. They .do not
allow us to detennine preCisely the physical nature of the changes in technique which have been
taking place or the reasons for the c~ange i~
behavior beginning around 1947. The eVidence IS
consistent with the possibility that use of prefabricated components may have shifted many
construction operations off-site, that there may
have been increased use of heavy machinery, and
that there may have been a reduction in working
capital costs through more rapid construction
and improved scheduling. The reasons for th~se
changes could have included the accelerated nse
in the costs of financial capital over the post-war
period, the reduction in the variability in demand
for construction industry output with the end of
the war, and a possible advance in construction
technology. What this paper proves is that ~on
struction technique has begun to change SInce
1947. To determine exactly how or why it has
changed would require more detailed researc~.
Two other limitations on the results are diScussed in more detail below: the difficulty of
applying results for the whole of construction to
its residential component, and the shadow cast
over all the results by the sparseness and lack of
coordination in Federal Government statistics on
construction.
The fact that construction is not rigidly tied
to nineteenth century techniques, but instead
seems to shift technique in response to economic
pressures, has some modest implications for policy. It means, for example, that a governmentsponsored or government-run research program to
advance construction technology could be undertaken without fear that it would be fruitless because the industry might have an institutional
structure which bars change in technique. It
means also that well conceived tax or subsidy
programs might be effective in influencing in~us
try behavior, or again, that seasonal and cychcal
variability in construction activity is important
because it may affect technique and costs, as well
as employment.

look at the rate of rise of the commodity's price.
If we are comparing efficiency growth across commodities, production of commodities with lower
rates of price growth might be said to show
greater rates of growth of efficiency.3 One problem with using this measure is that shifts in demand may produce apparent relative changes in
efficiency even if all production techniques remain fixed. If demand shifts toward labor-intensive commodities, for example, the relative price
of labor will rise; and, if no changes in production
technique takes place, prices of labor-intensive
commodities will rise relative to prices of other
commodities. But shifts in demand would make
comparisons of efficiency across commodities ambiguous in any case. In practice. this objection
is not of great importance.
A more serious problem is that direct use of
prices in measuring efficiency is possible only
where we are measuring the efficiency of the entire economy in producing a particular commodity. But policy in most cases will deal with a
production unit. a firm, or an industry. Therefore, for policy purposes, it makes a great deal of
difference whether the source of efficiency growth
is in the construction industry itself or in the
materials supplying industries.
In fact, not only is the efficiency of the economy in producing a commodity different in princi pIe from the efficiency of the industry most
strongly associated with that commodity, but
also changes in efficiency may occur which are
not uniquely allocable to any industry. Reductions in labor requirements in the construction
industry might be made possible by innovations
which, from a technological point of view, appear
to have originated in the construction materials
producing industries. In such a situation there is
no unique "theoretically correct" way to allocate
the cost reduction. One could unambiguously say
that the economy's efficiency in producing new
construction had increased and that labor productivity in the construction industry had increased, but the question of what industry should
be credited with the cost reduction would be un-

II. Measuring Efficiency Change
in Construction

productivity which is a ratio

mand may produce apparent relative changes in

efficiency even if all production techniques re-

main fixed. If demand shifts toward labor-inten-

sive commodities, for example, the relative price

of labor will rise; and, if no changes in production

technique takes place, prices of labor-intensive

commodities will rise relative to prices of other

commodities. But shifts in demand would make

The most direct way to measure efficiency
growth in the production of a commodity is to

3.

Denison. in (3), uses an index of "total input"
o~
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comparisons of efficiency across commodities am-

biguous in any case. In practice, this objection

is not of great importance.

A more serious problem is that direct use of

prices in measuring efficiency is possible only
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a price

ind~x

for all

inputs to a price index for a particular commodlt~. When
compared across commodities, Denison's index glVes the
same results as the direct price comparisons suggested
here.
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answerable in principle.

The practice of identifying industry efficiency

with efficiency in the production of a particular

commodity remains widespread, however, and

the practice has some empirical justification. The

strongest appears in a study by W. E. G. Salter

(15) of productivity change in U.S. and British

manufacturing industries. He showed that over a

period of 28 years, industries with above average

growth in labor productivity were quite likely to

show above average decline in costs of all sorts,

not just labor costs. The clear implication of this

result is that inter-industry differences in labor

productivity growth are likely to reflect dif-

ferential rates of technological change and cost

reduction. The logical possibilities that commod-

ity-based efficiency measures could differ from

industry-based measures and that labor produc-

tivity measures could differ from other efficiency

measures are not realized.

However, Salter's results are statistical, describ-

ing an "average" relationship across 28 indus-

tries. In looking at a particular industry like

construction we can have no assurance that the

usual joint movement of all costs will hold.

Furthermore, there is an important structural

difference between the construction industry and

the manufacturing industries which made up

Salter's sample. The industry classification Salter

used included few examples of industries which

are separate vertical components in a single com-

modity's production. That is, there are few exam-

ples in his sample of industries which can be

accurately characterized as simply producing ma-

terials for some other industry. Some of Salter's

industries do produce intermediate goods, but

for the most part, these goods are used in a va-

riety of other industries. Hence, in his sample,

innovations occurring in an industry producing

intermediate goods, though they may affect costs

in other industries, are likely to diffuse their

cost-saving effects over many other industries.

Industries showing unusually slow or rapid

growth in costs are unlikely to be put in that

position by technological developments originat-

ing in intermediate goods producing industries,

because such technological developments will

have been diffused to the other industries using

similar intermediate goods.

Construction, on the other hand, has some

answerable in principle.
The practice of identifying industry efficiency
with efficiency in the production of a particular
commodity remains widespread, however, and
the practice has some empirical justification. The
strongest appears in a study by W. E. G. Salter
(15) of productivity change in U.S. and British
manufacturing industries. He showed that over a
period of 28 years, industries with above average
growth in labor productivity were quite likely to
show above average decline in costs of all sorts,
not just labor costs. The clear implication of this
result is that inter-industry differences in labor
productivity growth are likely to reflect differential rates of technological change and cost
reduction. The logical possibilities that commodity-based efficiency measures could differ from
industry-based measures and that labor productivity measures could differ from other efficiency
measures are not realized.
However, Salter's results are statistical, describing an "average" relationship across 28 industries. In looking at a particular industry like
construction we can have no assurance that the
usual joint movement of all costs will hold.
Furthermore, there is an important structural
difference between the construction industry and
the manufacturing industries which made up
Salter's sample. The industry classification Salter
used included few examples of industries which
are separate vertical components in a single commodity's production. That is, there are few examples in his sample of industries which can be
accurately characterized as simply producing materials for some other industry. Some of Salter's
industries do produce intermediate goods, but
for the most part, these goods are used in a variety of other industries. Hence, in his sample,
innovations occurring in an industry producing
intermediate goods, though they may affect costs
in other industries, are likely to diffuse their
cost-saving effects over many other industries.
Industries showing unusually slow or rapid

growth in costs are unlikely to be put in that
position by technological developments originating in intermediate goods producing industries,
because such technological developments will
have been diffused to the other industries using
similar intermediate goods.
Construction, on the other hand, has some
fairly specialized materials-supplying industries,
and materials-supplying industries account for a
high proportion of the gross value of contract
construction output. Table A shows that income
originating in contract construction was 35 percent of the industry'S gross output in 1965.
This ratio is considerably lower than the 49
percent ratio for total manufacturing and closer
to the 32 percent ratio characterizing non-durable
goods manufacturing than to the 76 percent ratio
characterizing durable goods manufacturing.
Further evidence on the lack of vertical integration in construction can be obtained by scanning
input-output tables. A rough measure of vertical
integration is the value of direct purchases generated within an industry for each dollar of gross
output in the industry. Of the 33 sectors in the
input-output table presented by Michael D. McCarthy in (11), construction shows the lowest
value of intra-industry direct requirements per
dollar of gross output; that is, the lowest diagonal
element in the direct requirements input-output
table. Furthermore, in a version of McCarthy's
table aggregated to eight sectors, construction is
seen to generate 33 cents worth of direct input
requirements in durable goods manufacturing
for each dollar of output. None of the other eight
sectors shows such a high level of direct requirements in a single outside sector.
A last objection to price as a measure of efficiency in construction is perhaps the most important. The notion of a "unit of output," and
hence of price and unit cost, is difficult to apply
to construction. Most existing price indexes for
construction are based on some indirect measure
of output, rather than on market prices of stand-

fairly specialized materials-supplying industries,

and materials-supplying industries account for a

high proportion of the gross value of contract

TABLE A.

Gross Output ($ bill.) and Income Originating as a Percentage of Gross Output, 1965
Contact
Construction

construction output. Table A shows that income

originating in contract construction was 35 per-

cent of the industry's gross output in 1965.

This ratio is considerably lower than the 49

percent ratio for total manufacturing and closer

to the 32 percent ratio characterizing non-durable

goods manufacturing than to the 76 percent ratio

characterizing durable goods manufacturing.

Further evidence on the lack of vertical integra-

tion in construction can be obtained by scanning

input-output tables. A rough measure of vertical

Durable
Goods

Non-Durable
Goods

Gross Value of Output
Income Originating

72.4

138.5

206.3

344.8

of Output

35.0

76.0

32.0

49.0

as % of Gross Value

Sources: Income originating taken from the National Income and Product Accounts of the United States, -1929-65 (20), p. 21.
Gross output in Contract Construction is the value estimated by R. J. Gordon (6), Table A-7. He obtains these estimates by
breaking total construction into sectors and allocating a fixed proportion of construction in each sector to contract construction.
each of 13 sectors, but since maintenance and repair and new construction were available separately only in the aggregate, all
Maintenance and repair construction and new construction are allocated to contract construction in different proportions within
sectors are treated as having the same proportion of maintenance and repair construction. Gross output in the last three columns
is Durable Goods output, and total Goods Output, respectively, from p. 7 of (20).
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integration is the value of direct purchases gen-

erated within an industry for each dollar of gross

output in the industry. Of the 33 sectors in the

input-output table presented by Michael D. Mc-

Carthy in (11), construction shows the lowest

value of intra-industry direct requirements per

All
Manufacturing

Efficiency in Const-ruction

15 NIVERSITY OF MINNESOTA

ardized products. The price deflator for struc-

tures in the U.S. GNP accounts is based on an

assumption that output growth is a weighted

average of the growth in inputs. Hence it assumes

that there is no technological change to allow

increased output with given inputs. An alterna-

tive price index which will be mentioned below,

Gordon's Income-Dacy index, assumes that out-

put is proportional to constant dollar materials

input; thus the Income-Dacy index is biased if

there is any change in real unit materials require-

ments. These two price indexes behave quite

differently, yet it is difficult to say which is to be

preferred. Therefore, considerable uncertainty

inevitably surrounds any measure of efficiency in

construction based on price.

Another approach to efficiency measurement is

based on productivity ratios. A productivity ratio

is a ratio of an amount of output to the amount

of a certain input required to produce it. The

most commonly computed productivity ratio is

output per man or per man-hour labor produc-

tivity. The productivity of an input measured in

this way is clearly a property of the production

process, not of the input itself. Labor productiv-

ity and labor quality are not the same thing.4

Input productivities have one advantage over

prices as an efficiency measure: they can be com-

puted on an industry basis. Statistics on labor

input in the construction industry are available.

If the construction industry's technique were

stagnant, we would expect that the ratio of con-

struction output to man-hours in the construction

industry would remain unchanged, even though

output price might be influenced by advances in

efficiency in materials-supplying industries.

However, computing productivity ratios in-

volves the measurement of "real" output so that

measurement of efficiency growth by productivity

growth is as dependent on accurate price indexes

as measurement techniques based directly on

prices. To get away from dependence on accu-

rate price measurement, one can look at the

ratios between inputs of various types. An indus-

try with stagnant technique should show a fixed

ratio of labor to materials inputs, for example,

so that if this ratio changes, we can be sure that

technique is not rigid. Furthermore, if it can be

4. For example, the use of higher quality machines

might reduce labor requirements (and hence raise labor

productivity) without any associated change in labor

quality.

shown that the changing ratios reflect a substitu-

tion of inputs with slowly growing prices for

those with more rapidly growing prices, this

would indicate that efficient response of produc-

tion technique to changing input prices is taking

place. This kind of analysis can provide no abso-

ardized products. The price deflator for structures in the U.S. GNP accounts is based on an
assumption that output growth is a weighted
average of the growth in inputs. Hence it assumes
that there is no technological change to allow
increased output with given inputs. An alternative price index which will be mentioned below,
Gordon's Income-Dacy index, assumes that output is proportional to constant dollar materials
input; thus the Income-Dacy index is biased if
there is any change in real unit materials requirements. These two price indexes behave quite
differently, yet it is difficult to say which is to be
preferred. Therefore, considerable uncertainty
inevitably surrounds any measure of efficiency in
construction based on price.
Another approach to efficiency measurement is
based on productivity ratios. A productivity ratio
is a ratio of an amount of output to the amount
of a certain input required to produce it. The
most commonly computed productivity ratio is
output per man or per man-hour labor productivity. The productivity of an input measured in
this way is clearly a property of the production
process, not of the input itself. Labor productivity and labor quality are not the same thing. 4
Input productivities have one advantage over
prices as an efficiency measure: they can be computed on an industry basis. Statistics on labor
input in the construction industry are available.
If the construction industry's technique were
stagnant, we would expect that the ratio of construction output to man-hours in the construction
industry would remain unchanged, even though
output price might be influenced by advances in
efficiency in materials-supplying industries.
However, computing productivity ratios involves the measurement of "real" output so that
measurement of efficiency growth by productivity
growth is as dependent on accurate price indexes
as measurement techniques based directly on
prices. To get away from dependence on accurate price measurement, one can look at the
ratios between inputs of various types. An industry with stagnant technique should show a fixed
ratio of labor to materials inputs, for example,
so that if this ratio changes, we can be sure that
technique is not rigid. Furthermore, if it can be

lute measure of the rate of advance in efficiency,

and it is difficult to use it to make comparisons

across industries which start out with different

input ratios. On the other hand, the limited con-

clusions it can provide are more solidly grounded

than those based on output price movements or

productivity ratios.

4. For example, the use of higher quality machines
might reduce labor requirements (and hence raise labor
productivity) without any associated change in labor
quality.

shown that the changing ratios reflect a substitution of inputs with slowly growing prices for
those with more rapidly growing prices, this
would indicate that efficient response of production technique to changing input prices is taking
place. This kind of analysis can provide no absolute measure of the rate of advance in efficiency,
and it is difficult to use it to make comparisons
across industries which start out with different
input ratios. On the other hand, the limited conclusions it can provide are more solidly grounded
than those based on output price movements or
productivity ratios.
III. Construction as a Backward Industry:
The Consen8u8 of the 1950'8
Two important postwar studies of construction, Grebler, Blank and Winnick's Capital
Formation in Residential Real Estate, 1956 (7)
and Colean and Newcomb's Stabilizing Construction, 1952 (1), suggested that efficiency in construction had grown considerably slower than in
the rest of the economy over most of the twentieth
century. Colean and Newcomb compared the behavior of building costs over 1913-50 with the
behavior of the wholesale price index, showing
that building costs had risen considerably more
than wholesale prices over the period. They recognized that the cost index on which they placed
most reliance (the Engineering News-Record
index) simply weighs together materials and
labor price indices, and hence assumes that there
is no technological change within the construction industry. They concluded that that assumption is reasonable, however, because comparison
of the ENR index with other indices which they
took to represent market prices showed no substantial divergence. They suggested that labor
productivity within the construction industry
had probably declined over 1913-50 because of
increased application of restrictive union work
rules and increased average age of the labor
force. 6
Grebler et. al. were primarily interested in the
residential component of construction. They
cited Colean and Newcomb's result in support
of their conclusion that productivity in residential construction remained almost unchanged
over the first half of the twentieth century, and
added some supporting evidence of their own.
They constructed a price index for single-family
5.
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owner-occupied houses over 1890-1934 and com-

pared its movement with that of E. H. Boeckh

& Associates' cost index for residential construc-

tion. The latter index is like the ENR index

in assuming no technical change, but it moved

in very much the same pattern as the house price

index over 1890â1934.

A recent review of this earlier literature by

R. J. Gordon (6) shows that Colean and New-

comb were wrong to treat their comparison price

indexes as reflecting "actual estimates for build-

ing comparable structures." Â° The comparison in-

dexes were not simple input cost indexes, but

the corrections they made for technological

change were limited. Gordon discusses some addi-

tional sources of support for the 1950's view that

construction prices paralleled the movement of

input cost indexes, and shows that most of them

are weaker support than has been formerly real-

ized. The only solid evidence that output prices

paralleled input costs indexes in these early

studies is Grebler et. al.'s comparison of a hous-

ing input cost index with a housing output price

index. This comparison ended in 1934, and ap-

plied to only one component of construction.

6. (1), P. 71.

In his 1962 study of the sources of U.S. eco-

owner-occupied houses over 1890-1934 and compared its movement with that of E. H. Boeckh
& Associates' cost index for residential construction. The latter index is like theENR index
in assuming no technical change, but it moved
in very much the same pattern as the house price
index over 1890-1934.
A recent review of this earlier literature by
R. J. Gordon (6) shows that Cole an and Newcomb were wrong to treat their comparison price
indexes as reflecting "actual estimates for building comparable structures." a The comparison indexes were not simple input cost indexes, but
the corrections they made for technological
change were limited. Gordon discusses some additional sources of support for the 1950's view that
construction prices paralleled the movement of
input cost indexes, and shows that most of them
are weaker support than has been formerly realized. The only solid evidence that output prices
paralleled input costs indexes in these early
studies is Grebler et. al.'s comparison of a housing input cost index with a housing output price
index. This comparison ended in 1934, and applied to only one component of construction.

nomic growth (3), Denison, using his measure of

total input productivity, found a substantial de-

cline in total input productivity in new construc-

6.

(I), p. 71.

In his 1962 study of the sources of U.S. economic growth (3), Denison, using his measure of
total input productivity, found a substantial decline in total input productivity in new construction (i.e., a rapid rise in new construction prices)
over the period 1929-57. He attributed this result in large part to the fact that the price index
he used, the price deflator for structures from
the United States GNP accounts, is primarily an
input-cost index, with no allowance for technological change. However, if the parallelism between input cost indexes and market price indexes found by Grebler et. al. applied to all
construction and if it persisted very long after
1934, Denison's result might not be far from
wrong.
A less familiar statistical support for the notion
that productivity growth in construction had
been slow also appeared in the mid-1950's. Milton Gilbert and Associates, in (5), made a study
comparing national products and price levels
among a number of European countries and the
United States. They estimated construction costs
by pricing a number of separate construction
operations and combining them into an index
with the U.S. as a base. The results were checked
in a number of instances against those obtained

tion (i.e., a rapid rise in new construction prices)

over the period 1929-57. He attributed this re-

sult in large part to the fact that the price index
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relationship appears much weaker in Figure 2,

using European price and quantity weights, and

would vanish if the point representing the United

States were omitted. Both figures show, however,

that the United States advantage over the Euro-

pean countries in economywide efficiency was not

matched by an equally large advantage in effi-

ciency in residential construction.7

7. We note here in passing that the relationship of

construction cost to per capita GNP is quite different for

non-residential construction. This point will be taken up

shortly.
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The implication of all these previous studies
is that construction is indeed (or at least was
into the 1950's) tec}lnologically stagnant, at least
in that real costs of building construction rose
relative to costs of other components of GNP.
A recent study by R. J. Gordon (6) has confirmed this conclusion as it applies to the period
prior to 1950. Gordon estimates a new price
Index (Gordon'S Final Price of Construction,
GFPC) for construction output, taking special
care to avoid estimation techniques which assume no technological change and which would
thus bias the index upward. His new index (see
Table 7) shows a proportional growth in construction price over 1929-47 which differs from
the growth in the Department of Commerce
Composite index (the price index for structures
in the GNP accounts) by only I percent. Since
mmerce Composite places
the Depar{;~ maP
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49
47
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heavy weight on a number of indexes which take

no account of technological change, Gordon's

result is fresh confirmation that, compared to the

rest of the economy, construction efficiency grew

slowly prior to the 50's.

Costs within the construction industry were

rising faster than materials costs over this period,

so that it is correct to attribute the rising cost

of construction output to rising costs in the con-

struction industry. Gordon calculates a new ma-

terials price index in (6), and it shows 55 per-

cent growth over 1929-47, compared to approxi-

mately 80 percent growth in his output price

index.

A similar conclusion follows from Table 2 of

this paper. (All tables are located at the end of

the text.) Table 2 presents data involving the

accounting notions "value added" and "income

originating." Value added is the value of output

less the value of purchases from other industries.

Income originating is the total income of all in-

puts within the industryâthe stock of capital

and labor. The difference between income origi-

nating and value added is depreciation.8 Value

added as a proportion of the total value of prod-

uct (both in current dollars) represents the share

in total costs of costs originating within the in-

dustry, with capital consumption treated as ori-

ginating within the industry. Income originating

as a proportion of the value of output represents

the same thing, with capital consumption allow-

ances treated as costs originating outside the in-

dustry. The ratios in Table 2 all involve constant

dollar value added and income originating, i.e.

the current dollar totals divided by the GNP de-

flator. These figures are a real input concept, not

a real output concept. Constant dollar value

added and income originating represent the real

value of inputs in the industry as measured by

the constant dollar output they could produce

spread over the rest of the economy.9 Constant

dollar (real) value added or income originating

per unit of physical output is thus the inverse of

a productivity ratio, a unit input requirements

ratio.10

8. In the national accounts, value added corresponds

to GNP and income originating to national income. The

definition here ignores the treatment of indirect business

taxes, and in fact the figures used in this study exclude

indirect business taxes from both income originating and

value added.

9. For this to be true, returns to inputs must match

their marginal products, which assumes competitive input

heavy weight on a number of indexes which take
no account of technological change, Gordon's
result is fresh confirmation that, compared to the
rest of the economy, construction efficiency grew
slowly prior to the 50's.
Costs within the construction industry were
rising faster than materials costs over this period,
so that it is correct to attribute the rising cost
of construction ou tpu t to rising costs in the construction industry. Gordon calculates a new materials price index in (6), and it shows 55 percent growth over 1929-47, compared to approximately 80 percent growth in his output price
index.
A similar conclusion follows from Table 2 of
this paper. (All tables are located at the end of
the text.) Table 2 presents data involving the
accounting notions "value added" and "income
originating." Value added is the value of output
less the value of purchases from other industries.
Income originating is the total income of all inputs within the industry-the stock of capital
and labor. The difference between income originating and value added is depreciation. s Value
added as a proportion of the total value of product (both in current dollars) represents the share
in total costs of costs originating within the industry, with capital consumption treated as originating within the industry. Income originating
as a proportion of the value of output represents
the same thing, with capital consumption allowances treated as costs originating outside the industry. The ratios in Table 2 all involve constant
dollar value added and income originating, i.e.
the current dollar totals divided by the GNP deflator. These figures are a real input concept, not
a real output concept. Constant dollar value
added and income originating represent the real
value of inputs in the industry as measured by
the constant dollar output they could produce
spread over the rest of the economy.!) Constant
dollar (real) value added or income originating
per unit of physical output is thus the inverse of
a productivity ratio, a unit input requirements
ratio. 10

markets.

If all outputs are deflated accurately, the ratio

for real value added or real income originating,

as we have defined them to physical output, may

be as useful a productivity ratio (actually, in-

verse productivity ratio) as labor productivity.

Like labor productivity, it may sometimes be

misleading. Improved efficiency in an industry

might raise the ratio of real value added to physi-

cal output by inducing the substitution of value

added for materials inputs. In an industry rigidly

8. In the national accounts, value added corresponds
to GNP and income originating to national income. The
definition here ignores the treatment of indirect business
taxes, and in fact the figures used in this study exclude
indirect business taxes from both income originating and
value added.
9. For this to be true, returns to inputs must match
their marginal products, which assumes competitive input
markets.

tied to a traditional production process, however,

one would expect the ratio of real value added

to physical output to rise unless materials prices

rose faster than capital and labor prices. A de-

cline in this ratio will therefore usually indicate

the presence of input substitution or techno-
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If all outputs are deflated accurately, the ratio
for real value added or real income originating,
as we have defined them to physical output, may
be as useful a productivity ratio (actually, inverse productivity ratio) as labor productivity.
Like labor productivity, it may sometimes be
misleading. Improved efficiency in an industry
might raise the ratio of real value added to physical output by inducing the substitution of value
added for materials inputs. In an industry rigidly
tied to a traditional production process, however,
one would expect the ratio of real value added
to physical output to rise unless materials prices
rose faster than capital and labor prices. A decline in this ratio will therefore usually indicate
the presence of input substitutioll or technological change.
Column 3 of Table 6 shows the growth of the
ratio of compensation per employee in construction to the GNP deflator. Over 1929-47 that
ratio grew very slightly less than the ratio of the
GFPC construction price index (Table 7, col. 1)
to the GNP deflator (Table 7, col. 8). Since
materials prices grew less than the GFPC (according to Gordon's materials price index) and
interest rates fell sharply over] 929-47, all input
prices apparently grew more slowly than the
GFPC. The only possible source of the rapid
growth of the GFPC is increased input requirements. The rise over 1929-47 in the ratio of real
value added and real income originating to physical output in construction, as shown in Table 2,
suggests that a good part of these increased input
requirements probably originated within the
construction industry.
In every comparison between contract construction and manufacturing, displayed in Tables
2-4 of this paper, productivity ratios move more
sluggishly in construction than in manufacturing
over 1929-47. Table 2 shows that enough substitution occurred in manufacturing so that, despite the substantial increase in labor costs per
employee relative to the interest rate, the share
10. The "real" value added notion llsed here has the
disadvantage that, in the short term, returns to capital
(and labor too, to a lesser extent) may move differently
in different industries. A short term profit squeeze in
construction experienced while the rest of the economy
boomed would appear as a decline in real value added.
Unless returns to inputs have different long run trends
across industries, however, movements in real value added
as defined here should reflect underlying input movements over the long run. Another definition of "real"
\'alue added attempts to make it an output measure. See
the Appendix for a discussion of this point.
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of compensation of employees in income origi-

nating in manufacturing showed little rise. This

contrasts with the situation in construction,

where the share of compensation of employees

shifted substantially in the same direction as the

change in relative input prices.11

Table 4 illustrates the same phenomenon. The

productivity ratios in the latter four columns of

Table 4 have, in the numerator, real value added

or real income originating. Their movement re-

flects changes in labor input relative to other

real inputs in construction, rather than changes

in labor input per unit of physical output. They

provide a useful counterbalance to the physical

productivity measures in columns one and two,

in that they are unaffected by bias in price de-

flation of their respective sector outputs. Both

of the column 2â4 measures show more rapid

growth for manufacturing than for construction,

confirming that substitution was more rapid in

manufacturing.

The only way the latter columns of Table 4

could have yielded conclusions about relative

rates of substitution different from the conclu-

sions of Table 3 would have been for input

prices to have moved differently in the two in-

dustries. As can be seen from Table 6 or the

latter columns of Table 3, compensation per em-

ployee rose slightly less rapidly in construction

than in manufacturing. Unless capital costs fell

more in manufacturing than in construction, the

more rapid rise in labor share in construction

reflects slower substitution; it cannot be attrib-

uted to especially heavy pressure on the price of

labor in construction.12

There is one series in the tables at the end of

this paper which does not conform to the general

picture of pre-1947 stagnation in construction.

The Consumers' Price Index for rent, shown in

column 4 of Table 7, declines over 1929-47. The

CPI rent index applies to all rental housing, new

and old, so it is quite possible that this decline

in the rent index reflects a divergence between

prices of new and old residential buildings. In

a period of general excess supply, such new con-

struction as did occur would not normally com-

pete with the existing stock of residential build-

ings. New construction would be in those atypical

areas where demand exceeded supply or would

consist of those types of buildings not available

in the existing stock. Under these circumstances,

a wide gap between the average price of new

construction and the average price of the existing

stock is likely. One could argue that the effects

of the Depression and then the War made much

or all of 1929â47 a time of general excess supply

in residential construction, and that this explains

the divergence between the behavior of the rent

index and the new construction price index. The

post-war period was clearly not one of excess

supply of housing; and one might expect, there-

fore, that new and old buildings would have been

competing more directly since 1947, making the

CPI rent index move more in line with new

of compensation of employees in income onglnating in manufacturing showed little r,ise. This
contrasts with the situation in construction,
where the share of compensation of employees
shifted substantially in the same direction as the
change in relative input prices. l l
Table 4 illustrates the same phenomenon. The
productivity ratios in the latter four columns of
Table 4 have, in the numerator, real value added
or real income originating. Their movement reflects changes in labor input relative to other
real inputs in construction, rather than changes
in labor input per unit of physical output. They
provide a useful counterbalance to the physical
productivity measures in columns one and two,
in that they are unaffected by bias in price deflation of their respective sector outputs. Both
of the column 2-4 measures show more rapid
growth for manufacturing than for construction,
confirming that substitution was more rapid in
manufacturing.
The only way the latter columns of Table 4
could have yielded conclusions about relative
rates of substitution different from the conclusions of Table 3 would have been for input
prices to have moved differently in the two industries. As can be seen from Table 6 or the
latter columns of Table 3, compensation per employee rose !tlightly less rapidly in construction
than in manufacturing. Unless capital costs fell
more in manufacturing than in construction, the
more rapid rise in labor share in construction
reflects slower substitution; it cannot be attributed to especially heavy pressure on the price of
labor in construction,12
There is one series in the tables at the end of
this paper which does not conform to the general
picture of pre-1947 stagnation in construction.
The Consumers' Price Index for rent, shown in
column 4 of Table 7, declines over 1929-47. The
CPI rent index applies to all rental housing, new
and old, so it is quite possible that this decline
in the rent index reflects a divergence between
prices of new and old residential buildings. In
a period of general excess supply, such new construction as did occur would not normally compete with the existing stock of residential buildings. New construction would be in those atypical
areas where demand exceeded supply or would
consist of those types of buildings not available
in the existing stock. Under these circumstances,
a wide gap between the average price of new
construction and the average price of the existing

stock is likely. One could argue that the effects
of the Depression and then the War made much
or all of 1929-47 a time of general excess supply
in residential construction, and that this explains
the divergence between the b~havior of the rent
index and the new construction price index. The
post-war period was clearly not one of excess
supply of housing; and one might expect, therefore, that new and old buildings would have been
competing more directly since 1947, making the
CPI rent index move more in line with new
construction prices.
Of course there are other reasons for possible
divergence between the rent index and construction costs; for example, the behavior of interest
rates and land costs; war; rent control; and possible errors in the B.L.S. estimation procedure.
(The possibility that residential construction
price fell over 1929-47 while prices of other sorts
of construction grew appears unlikely, as we shall
see below.) In any case, the fall in the CPI rent
index over 1929-47 was almost certainly not due
to increased efficiency in new construction.
On balance, the available statistical evidence
agrees with the hypothesis that the production
process was stagnant over 1929-47, showing little
or no efficiency growth. However, statistics on the
construction industry are somewhat questionable
even since 1947. Prior to that time they may be
extremely unreliable. 13 It may be that some of
11. This result needs to be treated with some caution,
because financial capital (whose price is the interest rate)
and employees are not the only inputs whose earnings
are counted in income originating. A part of "profits" is
proprietor's income, and, especially in construction, much
of this income would properly be treated as return to
labor input rather than to capital.
12. As can be seen from Table 4, "compensation per
employee" does not move exactly as does "average weekly
wages." The latter applies to construction worken and
production workers only, whereas compensation per employee applies to all workers in an industry. Production
or construction workers are undoubtedly a more homogeneous input than all employees, so that their average
wage is closer to a market price than is compensation
per employee. On the other hand, compensation per employee includes a component called "Supplements to
Wages and Salaries," i.e. fringe' benefits, which is an
important part of labor costs and which probably move
differently in construction and manufacturing.
13. In 1964, the series for the value of residential construction (one-third to one-half of all construction) in
the national accounts was revised upward by amounts as
large as 30 percent over a number of post·war years. The
revisions were not extended back beyond 1946, leaving a
frankly admitted "break" in the accuracy of the series in
that year. See Section 9 of this paper for more discussion
of statistical acc~rac 'n construction.
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construction prices.

Of course there are other reasons for possible

divergence between the rent index and construc-

tion costs; for example, the behavior of interest

rates and land costs; war; rent control; and pos-

sible errors in the B.L.S. estimation procedure.
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the apparent change in the behavior of construction technology since 1947 simply reflects an improvement in official statistics beginning in that
year.
the apparent change in the behavior of construc-

tion technology since 1947 simply reflects an im-

provement in official statistics beginning in that

year.

IV. Residential vs. Non-Residential
Construction

IV. Residential vs. Non-Residential

Construction

The evident differences in technology between

highway construction and house-building are

enormous, yet up to this point we have made no

attempt to examine the behavior of residential

construction separately from that of other sorts

of construction. United States Government sta-

tistics on the Contract Construction industry do

not provide separate price or employment data

for residential and non-residential components,

so that distinguishing productivity movements

for these two sub-sectors is impossible. What

little evidence there is, however, suggests that the

stagnation of construction technology over 1929-

47 holds if anything more strongly for residential

than for other construction.

Reliable price indexes are available for certain

types of heavy construction with relatively easily

measured output. R. J. Gordon ([6], Table A-4)

presents several such indexes applying to high-

way construction, excavation and similar non-

structural heavy construction; all rise much less

over 1929-47 than does Gordon's index of over-

all construction price. The top line in Charts 1

and 2, ignored in our earlier discussion, tells a

similar story. No great difference was apparent

in the Gilbert & Associates study between Europe

and the United States in the ratio of the price

of non-residential construction to GNP price;

this contrasts sharply with the result cited earlier

for residential construction price. Finally, the

prices used by Colean and Newcomb (1) and

Grebler et. al. (7) to test their assumption that

there was no long-term trend in construction

productivity did not include any non-building

prices. Colean and Newcomb tested a building

cost index against modified indexes of building

costs, and Grebler et. al. tested a residential con-

struction cost index against single-family house

prices. In fact, Grebler et. al. made explicit note

of earlier research which suggested that non-resi-

dential construction might be showing long-term

productivity growth.14

Some evidence on the nature of technological

differences between heavy construction and build-

ing construction is available from a series of

Bulletins published by the U.S. Bureau of Labor

Statistics (21, 22, 23). Comparison of the Bulle-

tin for Corps of Engineer civil works construc-

tion with those for public housing and one-fam-

ily house construction suggests that the most

important structural differences are proportion-

ately higher materials costs in housing and pro-

portionately higher depreciation cost in heavy

construction. Materials costs are over 45 percent

of the total for both types of residential con-

struction, as compared to 35 percent for Corps

of Engineers "land" projects (earth dams, dikes,

etc.) and 17 percent for Corps of Engineers

The evident differences in technology between
highway construction and house-building are
enormous, yet up to this point we have made no
attempt to examine the behavior of residential
construction separately from that of other sorts
of construction. United States Government statistics on the Contract Construction industry do
not provide separate price or employment data
for residential and non-residential components,
so that distinguishing productivity movements
for these two sub-sectors is impossible. What
little evidence there is, however, suggests that the
stagnation of construction technology over 192947 holds if anything more strongly for residential
than for other construction.
Reliable price indexes are available for certain
types of heavy construction with relatively easily
measured output. R. J. Gordon ([6], Table A-4)
presents several such indexes applying to highway construction, excavation and similar nonstructural heavy construction; all rise much less
over 1929-47 than does Gordon's index of overall construction price. The top line in Charts 1
and 2, ignored in our earlier discussion, tells a
similar story. No great difference was apparent
in the Gilbert & Associates study between Europe
and the United States in the ratio of the price
of non-residential construction to GNP price;
this contrasts sharply with the result cited earlier
for residential construction price. Finally, the
prices used by Colean and Newcomb (1) and
Grebler et. al. (7) to test their assumption that
there was no long-term trend in construction
productivity did not include any non-building
prices. Colean and Newcomb tested a building
cost index against modified indexes of building
costs, and Grebler et. al. tested a residential construction cost index against single-family house
prices. In fact, Grebler et. al. made explicit note
of earlier research which suggested that non-residential construction might be showing long-term
productivity growth. 14
Some evidence on the nature of technological
differences between heavy construction and building construction is available from a series of

dredging projects. The Bulletin estimates depre-

ciation charges for Corps of Engineers land proj-

ects at about 19 percent of total costs, and for

dredging projects at about 25 percent of total

costs. This compares with depreciation charges

and equipment rental of 2.5 percent of total
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Bulletins published by the U.S. Bureau of Labor
Statistics (21, 22, 23) . Comparison of the Bulletin for Corps of Engineer civil works construction with those for public housing and one-family house construction suggests that the most
important structural differences are proportionately higher materials costs in housing and proportionately higher depreciation cost in heavy
construction. Materials costs are over 45 percent
of the total for both types of residential construction, as compared to 35 percent for Corps
of Engineers "land" projects (earth dams, dikes,
etc.) and 17 percent for Corps of Engineers
dredging projects. The Bulletin estimates depreciation charges for Corps of Engineers land projects at about 19 percent of total costs, and for
dredging projects at about 25 percent of total
costs. This compares with depreciation charges
and equipment rental of 2.5 percent of total
costs in public housing and less than 1 percent
of total costs in single-family house construction.
These differences, especially on depreciation, are
large. Generalizations about productivity changes
in construction as a whole should clearly be applied with caution to the residential construction
subsector.
V. Construction Productivity Since 1947:
A Technological Explosion?

Characterizations of construction as technologically stagnant did not cease with the 1950's.
Salter, in his book (15) first published in 1960,
remarks that the housing industry is "perhaps
the best example" of an industry which, "despite
a poor technological performance . . . grows in
the train of progressive industries" because of
steady growth in demand for housing with income growth. I :; Salter gives no direct statistical
support for this statement. A more recent published version of this view appears in a study of
technological change and public policy by Nelson, Peck and Kalachek (14). They cite estimates
of the slow growth of labor productivity in construction as evidence that the industry has shown
relatively little advance in technology.
But people in more direct contact with the
industry have not all shared this view of its technological dynamics. The Building, Civil Engineering, and Public Works Committee of the
International Labor Organization suggested in a
14.
15.

(7), p. 356.
(I5), p. 148.
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1964 publication that the construction industry

had in recent years undergone a "technological

explosion." 10 They give this assertion no statis-

tical support, but the data for U.S. construction

show that there has indeed been a change over

the post-war period in the behavior of construc-

tion productivity ratios. Gordon's price index,

which paralleled the Department of Commerce

Composite over 1929-47, diverges from it sub-

stantially over 1947-65. The Department of

Commerce Composite continues to grow more

rapidly than the GNP deflator (see Table 7),

but the Gordon FPC index grows slightly slower

than the GNP deflator over 1947-65. The Gor-

don index implies that total input productivity

has, since 1947, grown slightly more rapidly in

construction than in the economy at large. A

version of the Gordon index (Gordon's Final

Price of Structures, or GFPS), which he prepared

by removing the non-structures component and

deflating it separately, also grows more slowly

than the GNP deflator, so the result cannot be

attributed to developments in earthmoving and

road-building alone.

As can be seen from Table 4, physical output

per employee grew slightly less rapidly over

1947-65 in construction than in manufacturing,

but it did show substantial growth. Deflation by

the Department of Commerce Composite would

reduce the apparent growth of physical output

per worker in construction from 50 percent to

23 percent. Note that even the Department of

Commerce Composite implies some labor pro-

ductivity growth since 1947.

The movements of labor share in value added

and in income originating shown in Table 3

seem to continue the pre-1947 pattern, with labor

share in construction showing a slow but steady

rise. It should be noted, however, that in the

light of the movement of relative input prices

shown in columns 5 and 6 of Table 3, it is not

clear that this rise in labor share reflects a lack

of response to input price movements. We will

give more attention to this point in Section 7.

The rapid rise of physical productivity in con-

struction since 1947 does not reflect rapid sub-

stitution of capital for labor within the construc-

tion industry. Real value added per employee

and real income originating per employee both

increased more slowly in construction than in

manufacturing over 1947-65, again continuing

the pre-1947 pattern.

On the other hand, costs for capital and labor

within the construction industry have, since

1947, fallen along with other construction costs.

The rise in current dollar income originating as

a proportion of value of output over 1929-47 is

not repeated over 1947-65. The proportion rose

by 11 percent over the earlier period, but re-

mained practically unchanged over 1947-65.17

Constant dollar income originating, the real value

of capital and labor employed in construction,

fell as a proportion of physical output in con-

struction (Table 2). This contrasts not only with

1964 publication that the construction industry
had in recent years undergone a "technological
explosion." 16 They give this assertion no statistical support, but the data for U.S. construction
show that there has indeed been a change over
the post-war period in the behavior of construction productivity ratios. Gordon's price index,
which paralleled the Department of Commerce
Composite over 1929-47, diverges from it substantially over 1947-65. The Department of
Commerce Composite continues to grow more
rapidly than the GNP deflator (see Table 7),
but the Gordon FPC index grows slightly slower
than the GNP deflator over 1947-65. The Gordon index implies that total input productivity
has, since 1947, grown slightly more rapidly in
construction than in the economy at large. A
version of the Gordon index (Gordon's Final
Price of Structures, or GFPS) , which he prepared
by removing the non-structures component and
deflating it separately, also grows more slowly
than the GNP deflator, so the result cannot be
attributed to developments in earthmoving and
road-building alone.
As can be seen from Table 4, physical output
per employee grew slightly less rapidly over
1947-65 in construction than in manufacturing,
but it did show substantial growth. Deflation by
the Department of Commerce Composite would
reduce the apparent growth of physical output
per worker in construction from 50 percent to
23 percent. Note that even the Department of
Commerce Composite implies some labor productivity growth since 1947.
The movements of labor share in value added
and in income originating shown in Table 3
seem to continue the pre-1947 pattern, with labor
share in construction showing a slow but steady
rise. It should be noted, however, that in the
light of the movement of relative input prices
shown in columns 5 and 6 of Table 3, it is not
clear that this rise in labor share reflects a lack
of response to input price movements. We will
give more attention to this point in Section 7.
The rapid rise of physical productivity in construction since 1947 does not reflect rapid substitution of capital for labor within the construction industry. Real value added per employee
and real income originating per employee both
increased more slowly in construction than in
manufacturing over 1947-65, again continuing
the pre-1947 pattern.

On the other hand, costs for capital and labor
within the construction industry have, since
1947, fallen along with other construction costs.
The rise in current dollar income originating as
a proportion of value of output over 1929-47 is
not repeated over 1947-65. The proportion rose
by II percent over the earlier period, but remained practically unchanged over 1947-65.n
Constant dollar income originating, the real value
of capital and labor employed in construction,
fell as a proportion of physical output in construction (Table 2) . This contrasts not only with
the rapid rise in that ratio over 1929-47 but also
with the continued rise in the corresponding
ratio for manufacturing.
VI. The Importance of the Output Measure

Most of the changes, since 1947, in the movement of construction productivity ratios cited in
the preceding section would appear less pronounced if the value of construction were deflated by the Department of Commerce Composite
rather than GFPC. There are certain exceptions.
The arrested rise in the share of income originating in the value of output is a result independent of the price deflator, and we shall observe in the next section that two other ratios,
depreciation as a proportion of gross margins
and the corporate share in income originating,
behave differently in construction before and
after 1947. The very fact that an index such as
Gordon's, carefully avoiding the upward biases
inherent in an input-price index, begins to diverge from input-price indexes for the first time
in the post-war period shows that some change
has taken place.
As has been noted above, the Department of
Commerce Composite depends on the assumption that there has been no technological change
in construction. This assumption, while possibly
justified prior to 1947, appears at least doubtful
in the face of the changes in construction technique since then. Is Gordon's GFPC index is free
of this assumption.
16. (8), p. 13.
17. Based on figures from (20) not shown separately
in the Tables at the end of this paper.
18. I t is not true, as Gordon claims, that any change
in labor productivity violates the assumptions of an input
cost index of price. Changes in labor productivity brought
about by substitution are compatible with the use of an
input cost ipdex of pice.
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with the continued rise in the corresponding

ratio for manufacturing.

VI. The Importance of the Output Measure

Most of the changes, since 1947, in the move-

ment of construction productivity ratios cited in
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Gordon's index does rest on some assumptions,

however, and the assumptions are not unassail-

able. One of the two indexes which make up the

GFPC index, the Component Price Hybrid, is

based on an assumption that prices of all struc-

tures, residential and non-residential, have moved

in line with the prices of certain structural com-

ponents as measured by the Bureau of Public

Roads, the Interstate Commerce Commission,

and the Bureau of Reclamation. None of the

structural components whose prices enter the

component price hybrid are remotely "residen-

tial." They are heavily weighted toward items

like bridges and pumping stations, and apply

only to "structural concrete" and "structural

steel." The 1962 B.L.S. Bulletin on one-family

house construction (23) shows the lumber and

wood products industry to supply the largest

single component of materials in such houses,

accounting for 19 percent of total costs. If, as

seems quite possible, materials handling tech-

niques for large concrete and steel components

have changed more rapidly than materials-han-

dling techniques for wood, Gordon's Component

Price Hybrid may underestimate price rises in

residential construction, perhaps even in all

building construction.

The other index which enters the GFPC index

is grounded on the assumption that the physical

volume of construction output can be measured

accurately by the constant dollar value of ma-

terials inputs in construction. An earlier appli-

cation of this assumption to construction price

measurement was made by Douglas Dacy,19 and

Gordon calls the index resulting from his more

sophisticated application of the assumption the

"Income-Dacy" index. Dacy assumed that gross

margins (non-labor share of value added) were

a negligible part of total construction costs, and

Gordon's improvement on Dacy's work lies in the

fact that he abandons this assumption and takes

fluctuations in gross margin cost into account.

Gordon's Incomc-Dacy index remains tied to the

identification of physical output in construction

with the constant dollar value of materials inputs.

One of the widely recognized post-war changes

in construction technology, though, is the move-

ment of construction operations off-site through

the use of prefabricated components. The I.L.O.

study (8) previously cited lists the movement of

Gordon's index does rest on some assumptions,
however, and the assumptions are not unassailable. One of the two indexes which make up the
GFPC index, the Component Price Hybrid, is
based on an assumption that prices of all structures, residential and non-residential, have moved
in line with the prices of certain structural components as measured by the Bureau of Public
Roads, the Interstate Commerce Commission,
and the Bureau of Reclamation. None of the
structural components whose prices enter the
component price hybrid are remotely "residential." They are heavily weighted toward items
like bridges and pumping stations, and apply
only to "structural concrete" and "structural
steel." The 1962 B.L.S. Bulletin on one-family
house construction (23) shows the lumber and
wood products industry to supply the largest
single component of materials in such houses,
accounting for 19 percent of total costs. If, as
seems quite possible, materials handling techniques for large concrete and steel components
have changed more rapidly than materials-handling techniques for wood, Gordon's Component
Price Hybrid may underestimate price rises in
residential construction, perhaps even in all
building construction.
The other index which enters the GFPC index
is grounded on the assumption that the physical
volume of construction output can be measured
accurately by the constant dollar value of materials inputs in construction. An earlier application of this assumption to construction price
measurement was made by Douglas Dacy,lll and
Gordon calls the index resulting from his more
sophisticated application of the assumption the
"Income-Dacy" index. Dacy assumed that gross
margins (non-labor share of value added) were
a negligible part of total construction costs, and
Gordon's improvement on Dacy's work lies in the
fact that he abandons this assumption and takes
fluctuations in gross margin cost into account.
Gordon's Income-Dacy index remains tied to the

the homeownership index, has been published

identification of physical output in construction
with the constant dollar value of materials inputs.
One of the widely recognized post-war changes
in construction technology, though, is the movement of construction operations off-site through
the use of prefabricated components. The LL.D.
study (8) previously cited lists the movement of
costs off-site as one part of the recent "technological explosion" in construction. The post-war
retardation in the growth of value added as a

since 1953. It may prove to be more reliably related to construction costs than the rent index,
smce it places a 47 percent wcight on a "home

costs off-site as one part of the recent "techno-

logical explosion" in construction. The post-war

retardation in the growth of value added as a

share of the value of construction output is in

line with the hypothesis that costs might be

moving off-site; and if one accepts the GFPC

deflector, the post-war decline in constant dollar

value added and income originating as a pro-

portion of real product (Table 2) provides even

stronger support for the hypothesis. To the ex-

tent that substitution of off-site for on-site capital

and labor has been going on, one would expect

that the constant-dollar value of materials per

unit of construction output might have been

share of the value of construction output is in
line with the hypothesis that costs might be
moving off-site; and if one accepts the GFPC
deflector, the post-war decline in constant dollar
value added and income originating as a proportion of real product (Table 2) provides even
stronger support for the hypothesis. To the extent that substitution of off-site for on-site capital
and labor has been going on, one would expect
that the constant-dollar value of materials per
unit of construction output might have been
rising. It is possible that total input productivity
has been rising rapidly enough in construction
so that a shift of costs off-site has occurred without any substantial increase in constant-dollar
unit materials costs. However, without an independent measure of output price we have no
way of determining what changes in constantdollar uni t materials costs have been. If, as seems
quite possible, constant dollar materials costs
per unit of construction output have risen since
1947, Gordon's Income-Dacy index may also
underestimate price rises in residential or building construction.
Since both of the indexes which are averaged
to form the GFPC index are subject to possible
downward bias, growth in physical output per
worker and in total input productivity in construction may be overestimated if deflation is by
GFPC, and this possible bias applies with special
force to residential construction. There is presently, however, no reliable price index for residential construction against which to test the
GFPC index. The CPI rent index does rise faster
than GNP price over 1947-65, and this might
be taken as evidence that GFPC underestimates
the price rise for residential construction. But as
was pointed out above, a good part of the movcment in the CPI rent index may be accounted
for by interest rates, land costs, and rent decontrols. 20
A new component of the CPI shelter index,

19. In (2), among other places.
20. In this connection, it is interesting to note that
the entire postwar rise in the CPI rent index relative to
the GNP deflator occurred between 1947 and 1953. Between 1953 and 1965 both the rent index and the CPI
homeownership index rose slightly less rapidly than the
GNP deflator.

rising. It is possible that total input productivity

has been rising rapidly enough in construction

so that a shift of costs off-site has occurred with-

out any substantial increase in constant-dollar

unit materials costs. However, without an inde-

pendent measure of output price we have no
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purchase" component which appears to be based

directly on market prices for homes of various

standard types. The homeownership index is not

available over a long enough period to provide

much of a check on the movement of the GFPC.

Over the 1953-65 period it moves in line with

GNP price and the rent index, increasing less

than the Department of Commerce Composite or

(by a small margin) the Boeckh Input Cost In-

dex for Residential Construction, but more than

the GFPC (see Table 7). The Bureau of the

Census has recently (in a press release, May 27,

1968) published a market price index for new

one-family houses for the years 1963-67. This

index does not go back far enough to allow its

use as a check on the results in this paper, and

in the presently published form, it includes site

value. It does, however, rise only 10 points over

1963-67. This is very close to the 9 point rise in

the GNP deflator over that period and consid-

erably less than the 17 point rise in the GNP

accounts deflator for residential structures.

The procedure adopted in this study, in the

absence of any reliable alternative, is to apply

the GFPC to all construction, recognizing that

the picture of post-war technological "explosion"

in construction which this approach produces

may give a somewhat over-optimistic picture of

cost changes if it is applied to residential con-

struction.

VII. Some Explanations and Hypotheses

Examination of statistics will by itself allow

us to draw no substantive conclusions. The sta-

tistics can be useful only in providing a check on

purchase" component which appears to be based
directly on market prices for homes of various
standard types. The homeownershi p index is not
available over a long enough period to provide
much of a check on the movement of the GFPC.
Over the 1953-65 period it moves in line with
GNP price and the rent index, increasing less
than the Department of Commerce Composite or
(by a small margin) the Boeckh Input Cost Index for Residential Construction, but more than
the GFPC (see Table 7). The Bureau of the
Census has recently (in a press release, May 27,
1968) published a market price index for new
one-family houses for the years 1963-67. This
index does not go back far enough to allow its
use as a check on the results in this paper, and
in the presently published form, it includes site
value. It does, however, rise only 10 points over
1963-67. This is very close to the 9 point rise in
the GNP deflator over that period and considerably less than the 17 point rise in the GNP
accounts deflator for residential structures.
The procedure adopted in this study, in the
absence of any reliable alternative, is to apply
the GFPC to all construction, recognizing that
the picture of post-war technol.ogical "explosion"
in construction which this approach produces
may give a somewhat over-optimistic picture of
cost changes if it is applied to residential construction.

substantive hypotheses about what has been hap-

pening to construction technology. We have

already confronted the statistics with two hy-

VII. Some Explanations and Hypotheses

potheses: the first, that construction is still a

up 17.1 percen t of total assets for corporations
in construction, as opposed to 30.5 percent for
manufacturing. Therefore, it is especially important in analyzing construction technology to distinguish financial capital inputs from depreciable
assets. As can be seen from the last two columns
of Table 3, the rise in interest rates over 1947-65
has been more rapid than the rise in compensation per employee, so that there has been no
input price pressure to substitute financial capital for labor. The Department of Commerce
price index for construction machinery, on the
other hand, has risen slightly less rapidly over
1947-65 than has compensation per employee in
construction ([20] p. 165 and p. 107-9). Furthermore, compared to the great swings in construction demand caused by World War II and
the depression, post-war variability in construction demand has been mild indeed. 21 Financial
capital is mobile. It can be rather quickly shifted
into new uses with shifts in demand. Most sorts
of depreciable assets are less mobile than either
financial capital or labor, so that increased stability in demand favors the introduction of more
fixed capital in place of labor and financial
capital. 22
In sum, interest rates have risen relative to
both wages and the price of capital goods, with
wages rising slightly faster than capital goods
prices. Efficient substitution responses should
tend to replace financial capital with labor and
fixed capital. The construction industry responded by more than doubling the ratio of deprecia-

stagnant industry, conflicts with the statistical

evidence; the other, that construction operations

have tended to move off-site, finds support in the

statistics. In this section we will set forth some

additional, less familiar hypotheses to explain

some of the changes in construction technology.

Several lines of evidence suggest that the

changes in construction technology since 1947

may reflect substitution responses to input price

changes. A relatively large part of the capital in

construction has always consisted of non-depre-

ciable assets. Figures from 1964 tax returns (28)

show the net value of depreciable assets to make

up 17.1 percent of total assets for corporations

in construction, as opposed to 30.5 percent for

manufacturing. Therefore, it is especially impor-

tant in analyzing construction technology to dis-

tinguish financial capital inputs from depreciable

assets. As can be seen from the last two columns

of Table 3, the rise in interest rates over 1947-65

has been more rapid than the rise in compensa-

tion per employee, so that there has been no

input price pressure to substitute financial capi-

tal for labor. The Department of Commerce

price index for construction machinery, on the

other hand, has risen slightly less rapidly over

1947-65 than has compensation per employee in

Examination of statistics will by itself allow
us to draw no substantive conclusions. The statistics can be useful only in providing a check on
substantive hypotheses about what has been happening to construction technology. We have
already confronted the statistics with two hypotheses: the first, that construction is still a
stagnant industry, conflicts with the statistical
evidence; the other, that construction operations
have tended to move off-site, finds support in the
statistics. In this section we will set forth some
additional, less familiar hypotheses to explain
some of the changes in construction technology.
Several lines of evidence suggest that the
changes in construction technology since 1947
may reflect substitution responses to input price
changes. A relatively large part of the capital in
construction has always consisted of non-depreciable assets. Figures from 1964 tax returns (28)
show the net value of depreciable assets to make

21. A logarithmic trend fit by least squares to constant
dollar residential construction output (deflated by the
official deflators, since there is nothing else available and
the deflator makes little difference here) over all of
1929-65 shows a trend growth rate of 6.2 percent and a
standard deviation about the trend (approximately. the
standard deviation of proportional deviation from trend)
of .49. For the post-war period alone. the trend growth
rate is 1.9 percent, with a standard deviation of .088. See
Tables 8 and 9.
22. It may be that technical and managerial labor is
not so mobile as other labor. If returns to managerial
labor include returns to "expertise" or "experience," highly unstable demand could attach a risk premium to the
price of such labor by discouraging talented individuals
from "investing" themselves in construction. Since many
of the managerial and technical workers in construction
are attached to separate architectural and consulting firms
not included as part of the construction industry in the
statistics, it would be difficult to test the hypothesis that
the relative stability of demand in post-war construction
has increased the us pf this type of labor.
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construction ([20] p. 165 and p. 107-9). Fur-

thermore, compared to the great swings in con-

struction demand caused by World War II and

the depression, post-war variability in construc-

tion demand has been mild indeed.21 Financial
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tion to gross margins over 1947â65, as can be

seen from Table 5.23 That ratio rose in manu-

facturing as well, but less sharply. Balance sheets

for corporations shown in Statistics of Income

(27) show that the ratio of Gross Capital Assets

(fixed capital)24 to Total Assets averaged .285

over 1947-48 in Construction, as compared to .586

in Manufacturing. The corresponding figures for

1964 were .367 in Construction, .671 in Manu-

facturing. The ratio increased by 29 percent in

Construction, by 17 percent in Manufacturing.

The movement of construction value added off-

site can also be regarded in part as a response

to relative input cost movements. Pre-fabricated

components produced in factories are, in effect,

a vehicle for the application of more fixed capi-

tal in construction.

In light of the high proportion of financial

capital in total construction assets, the continued

rise in the labor share in income originating

since 1947 might represent an appropriate sub-

stitution response, rather than continued stagna-

tion of input proportions.

It has been suggested25 that one reason for

the inadequacy of labor productivity as an index

of efficiency in construction is that the cost ad-

vantages of speed in construction might result in

apparent decline or retardation in labor produc-

tivity growth. Increased speed of construction is

probably the most direct way to substitute other

inputs for financial capital. Returns to inven-

tories and notes and accounts receivable, together

accounting for over 45 percent of total assets in

construction corporations in 1964, (28) would

both be directly reduced as a proportion of total

current costs by speedier construction. A trend

toward more rapid construction would fit w,ell

into the general pattern of input substitution we

have suggested here, and in principle it should

be possible to obtain more direct evidence on

this point. A similar effect on financial capital

costs might be obtained by increased managerial

emphasis on scheduling deliveries of materials

to coincide with their use.

Indirect, and probably rather flimsy, evidence

on the substitution of fixed for variable inputs

appears in Table 5, showing the proportion of

corporations in total income originating. For

construction, this ratio has shown a slight tend-

ency to move counter-cyclically in the short run.

The reason could be that corporate organization

tends to be associated with higher investment in

fixed managerial and/or capital inputs, in which

case the secular increase in corporate share since

1947 is another evidence of substitution of fixed

for variable inputs in construction since that year.

However, the trend movement in corporate share

is more interesting in itself than as a weak sup-

port to this paper's input-substitution analysis.

VIII. Conclusions: A. Policy Implications

and Suggestions for Further Research

The evidence examined up to this point shows

clearly that production techniques in construc-

tion can no longer be characterized as stagnant.

tion to gross margins over 1947-65, as can be
seen from Table 5. 23 That ratio rose in manufacturing as well, but less sharply. Balance sheets
for corporations shown in Statistics of Income
(27) show that the ratio of Gross Capital Assets
(fixed capital)24 to Total Assets averaged .285
over 1947-48 in Construction, as compared to .586
in Manufacturing. The corresponding figures for
1964 were .367 in Construction, .671 in Manufacturing. The ratio increased by 29 percent in
Construction, by 17 percent in Manufacturing.
The movement of construction value added offsite can also be regarded in part as a response
to relative input cost movements. Pre-fabricated
components produced in factories are, in effec~,
a vehicle for the application of more fixed capItal in construction.
In light of the high proportion of financial
capital in total construction assets, the continued
rise in the labor share in income originating
since 1947 might represent an appropriate substitution response, rather than continued stagnation of input proportions.
It has been suggested 2;) that one reason for
the inadequacy of labor productivity as an index
of efficiency in construction is that the cost advantages of speed in construction might result in
apparent decline or retardation in labor productivity growth. Increased speed of construction is
probably the most direct way to substitute other
inputs for financial capital. Returns to inventories and notes and accounts receivable, together
accounting for over 45 percent of total assets in
construction corporations in 1964, (28) would
both be directly reduced as a proportion of total
current costs by speedier construction. A trend
toward more rapid construction would fit w.ell
into the general pattern of input substitution we
have suggested here, and in principle it should
be possible to obtain more direct evidence on
this point. A similar effect on financial capital
costs might be obtained by increased managerial
emphasis on scheduling deliveries of materials
to coincide with their use.
Indirect, and probably rather flimsy, evidence
on the substitution of fixed for variable inputs
appears in Table 5, showing the proportion of
corporations in total income originating. For
construction, this ratio has shown a slight tendency to move counter-cyclically in the sho~t r~n.
The reason could be that corporate orgamzatlon
tends to be associated with higher investment in .
fixed managerial and/or capital inputs, in which

According to even the most conservative esti-

mates, output per worker has risen since 1947.

Furthermore, the pattern of cost movements sug-

gests that the post-war changes in the construction

production process may in part be substitution

responses to changing input prices.

o
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case the secular increase in corporate share since
1947 is another evidence of substitution of fixed
for variable inputs in construction since that year.
However, the trend movement in corporate share
is more interesting in itself than as a weak support to this paper's input-substitution analysis.

VIII. Conclusions: A. Policy Implications
and Suggestions for Further Research
The evidence examined up to this point shows
clearly that production techniques in construction can no longer be characterized as stagnant.
According to even the most conservative estimates, output per worker has risen since 1947.
Furthermore, the pattern of cost movements suggests that the post-war changes in the construction
production process may in part be substitution
responses to changing input prices.
As long as the picture of construction as technologically rigid was accepted, there was some
justification for assuming that policy to reduce
construction costs should be aimed at eliminating
"institutional rigidities" and "barriers to innovation." The discussion of labor productivity in
Colean and Newcomb's book ([1], loco cit.) is
one example of an approach emphasizing union
work rules and building codes as limiting productivity growth. The LL.O. study from which
we have lifted the phrase "technological explosion" (8) also takes an institutional approach to
policy, emphasizing small scale and lack of "coordination" as barriers to the dissemination of
information in the industry.
But the evidence that construction technology
has not been rigid since 1947, makes continued

23. Statistics 01 Income (28), shows that "Rental of
Business Property" was about 36 percent as large as depreciation in Construction in 1964, as compared to a
corresponding figure of 26 percent in Manufacturing.
Hence it is important to verify that the rise in depreciation as a proportion of total construction costs does not
reflect a shift from equipment rental to equipment purchase. The 1947-48 average for the ratio of rental costs
to depreciation was 29 percent in Construction, 28 percent in Manufacturing. Rentals in Construction increased
relative to rentals in Manufacturing, in other words,
meaning that the figures in Table 5 probably understate
the difference between Construction and Manufacturing
over 1947-65.
24. Depreciable, Depletable, and Intangible assets.
25. The importance of this point was first suggested
to the author by John T. Dunlop.

riginal from
16 NIVERSITY OF MINNESOTA

exclusive emphasis on el imi nating "rigidities"
and "barrie rs" inappropriate. However important such f:.ctors may be (and they may indeed
be importan t) , they did not prevent construction
technology [rom re~po ndi ng to market pressu re
ove r 19-17-65. There is no reason to fear, therelore, that (lor eX<l mrle) a go vernmelH subsidized
or operated program of rese:l rd l related to housing technology wo uld be fr uilless because the
inflexi ble structure of the industry would prevent
adopt ion of new tech niques resu lt ing from the
resea rch.
Relatively lillie atten tion has been given to
price d istortions in construction industry inpu t
mark ets a nd to how such price distortions migh t
red uce efficiency in the in dusIl"y.2u If construction
techni q ue docs not respond to input pri ces, as
the pre-I 9·17 stagna tion im plied, then !.here was
little policy relevance in such issucs. since input
price distort ions could be ('xpected lO leave technique un changed. But the evidence presented in
th is paper suggests that input price distortions
could indeed affect construct ion techn ique, and
converse I)'. lhat policy measures which eliminate
such distortions could have im porta nt effects on
co nstr uction costs.
It may be usefu l to list hcre somc unresolved
questions concerning t he str uctu re of construction
input ma rkets, together with brief indications of
their importance to policy. It seems possible that
a pecu liar co njun ction of market ch aracteristics
and institutional fa ctors may hold hourly labor
costs in constr uction too high as see l l by th t:
prod ucer. T he seasonalit y and short-term nature
of demand for la bor in const ru ction impose un ·
usual costS on construction workers, and th e con·
st ruct ion labor market seems to h ave balanced
these special costs by arrivi ng at an hourly wage
in construction wh ich remains persiste ntly higher
tha n hourly wages fo r workers in simil ar occupa tiona l categories in other industries. 21 D. Q.
Mills, in ( 13). p. 20ff, has shown tha t seasonali ty
in construction employment has shown no decl ine
over the postwar period, despite geograph ical
sh ifts and tech nological developments which
m ight have been expected to redu ce seasonality.
T hese two sets of facts may be related . T he tra·
d itional form of the wage bargain. with its concent ra ti on on hourly rates of pay and standard
work weeks, provides no p ressure on ind ividu al
employe rs 10 take in to accou nt the impor tant
pan of ··l .. bor costs'· whidl arises from the need
for employees to search for a nt w.. job. Ber use
Efficit:ll C'J in COllSl ru ction

these costs are important. they are paid for in
the total construction wage bill. but there is 110
incentive for indi vidu al employers to tak.e !.hem
into account. 1£ this picture of th e construction
labor market is accurale (and it is panly conjecture at this point) the structure of the wage
bargai n may be responsible, by chargmg employers only indirectly for the consequences of seasonality, for the fai lure of seasonal f1 uctuat iom
in emp loyment to moderate. Such a situation,
where a real cost rai ls to be p riced directly in
the market, is k.nown technically as an externalit y. Where external itifl are presen t, market forces
do not necessarily lead to effi cient pl"Oduction
decisions and in tervent ion in the market by
p ubl ic a uthorities may therefore be just ified.
A variety of methods to reduce employment
seasonali ty in construction h ave been proposed
and applied in Canada and various E.uropean
countries. An extensive discussion of the subject
appears in a recen t OE.eD publication by Jan
W iurock (29). If !.he analysis presented here
proves on furth er study to be cor rect, good results might be obtained by altering the wagese u ing process so th at employers pay labor costs
due to seasonali ty directly rather than indirectly.
Onc approach migh t be to in.nitu tc or encourage
state or union·r un unemployment be nefit programs in which a.n emplo)cr·s annu al contri butions are keyed partly to the differe nce between
the number of his employees averaged o ..·er the
three months in !.he year of h ighest and of lowest
employme nt. A detailed proposal along !.hese
li nes would of course requ ire a more elabonllc
analysis of the construction labor market than
has appeared in this paper.28 T he point of dis-26. Th~r~ is. of m une, on~ ma jor I'Xc~plion (0 Ihis
generalization. A grea t deal of attention ha... been focused
on wage d istort ions introduced by possible monopoly elements in unionized labor markets. Even hero; howev~r.
th e pauern Ita... been to emphasize th e direct effect Qf
possible wage distortioDi on money COIU, rather than un
the d istortions in the choice of input techniques wllich
artifi ciall y hi gh wages CQutd create. How often has it betrt
poi nted out thai, if un ions really do maintain conltructiCIII
wage. at an anifi ciall y hiS h level, the ~ffect m\1~t be to
put artificial pressu re on producers to raise labor produc·
ti vity by increasing capital or materials input ?
27. Evi dence on both these poi nts appea rs in D . Q.
Mills' thesis ( 13), p . 170ff.
28. It might be diffi~ult, for example. to devise a
IICheme which charged more directly for sea.sonality in etnploymcnt without pena!;-.:;ng employers for luring workers
who genuinely desire short·term employment or who in a
l"e<:euion a~hWp.tl'f~"i~ any cmpluyment.
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cussing this proposal here is to show how analysis

of input market structure may provide insights

into the nature of policy problems and suggest

policy solutions.

Equally important distortions might be pres-

ent in the construction capital market. Cyclical

and seasonal variability in demand, as has already

been noted above, imposes special costs on own-

ers of fixed assets. Construction, especially resi-

dential construction, has a highly variable pattern

of aggregate demand. In fact, residential con-

struction is the most variable of the six major

components of private domestic demandâdura-

ble goods consumption; non-durable goods con-

sumption; services consumption; non-residential

structures; plant and equipment; and residential

construction. Of these six components, residential

construction in constant dollars (from [20], p.

4-5) shows the highest proportional standard

deviation about a logarithmic trend both over

1929â65 and over the post-war 1947â65 period

(though for the latter period the proportional

variance of plant and equipment was nearly as

highâthe standard deviation was about 8.7 per-

cent for both these components). Sec Tables 8

and 9.

It has been suggested that the structure of

financial markets makes residential construction

demand especially variable; that in fact the sensi-

tivity of construction to monetary policy is a

major reason for the effectiveness of monetary

policy. If this is so (and let it be emphasized

that we present this notion here as an exemplary

hypothesis, not a conclusion), changes in the

pattern of regulation of financial markets might

improve construction efficiency by reducing the

risk premium on the cost of fixed assets. Other

possible sources of artificially high fixed capital

costs in construction are the high regional varia-

bility in construction demand29 and the substan-

tial risk involved in construction projects relative

to the size of the assets of most firms in construc-

tion.30 Both of these distortions (againâif they

indeed exist) might be corrected or alleviated

by appropriate measures of policy. Regional de-

mand variation might be reduced by more care-

ful co-ordination among public agencies in the

timing of public construction projects. Risk

premiums on capital costs due to small firms

undertaking large, risky projects might be re-

duced through a government-run or govern-

ment-sponsored insurance program.31

The possible market distortions and hypo-

thetical policy response to them discussed in

this section are not carefully worked out pro-

posals. They are meant to illustrate a kind of

question which has taken on fresh importance

for policy now that it is clear that construction

technique may be influenced by relative prices.

Little is currently known about these questions

of market structure. Increased knowledge in this

area is of first importance to intelligent forma-

tion of public policy related to construction costs.

IX. Conclusions: B. Caps in

cussing this proposal here is to show how analysis
of input market structure may provide insights
into the nature of policy problems and suggest
policy solutions.
Equally important distortions might be present in the construction capital market. Cyclical
and seasonal variability in demand, as has already
been noted above, imposes special costs on owners of fixed assets. Construction, especially residential construction, has a highly variable pattern
of aggregate demand. In fact, residential construction is the most variable of the six major
components of private domestic demand-durable goods consumption; non-durable goods consumption; services consumption; non-residential
structures; plant and equipment; and residential
construction. Of these six components, residential
construction in constant dollars (from [20], p.
4-5) shows the highest proportional standard
deviation about a logarithmic trend both over
1929-65 and over the post-war 1947-65 period
(though for the latter period the proportional
variance of plant and equipment was nearly as
high-the standard deviation was about 8.7 percent for both these components). See Tables 8
and 9.
It has been suggested that the structure of
financial markets makes residential construction
demand especially variable; that in fact the sensitivity of construction to monetary policy is a
major reason for the effectiveness of monetary
policy. If this is so (and let it be emphasized
that we present this notion here as an exemplary
hypothesis, not a conclusion), changes in the
pattern of regulation of financial markets might
improve construction efficiency by reducing the
risk premium on the cost of fixed assets. Other
possible sources of artificially high fixed capital
costs in construction are the high regional variability in construction demand 20 and the substantial risk involved in construction projects relative
to the size of the assets of most firms in construction.30 Both of these distortions (again-if they
indeed exist) might be corrected or alleviated
by appropriate measures of policy. Regional demand variation might be reduced by more careful co-ordination among public agencies in the
timing of public construction projects. Risk
premiums on capital costs due to small firms
undertaking large, risky projects might be reduced through a government-run or government-sponsored insurance program. 31
The possible market distortions and hypo-

Construction Statistics

Statistical coverage of the construction indus-

try is probably less adequate than for any other

major industry in the United States. The prob-

lem has two dimensions: measurement of activity

and employment levels, and measurement of
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thetical policy response to them discussed in
this section are not carefully worked out proposals. They are meant to illustrate a kind of
question which has taken on fresh importance
for policy now that it is clear that construction
technique may be influenced by relative prices.
Little is currently known about these questions
of market structure. Increased knowledge in this
area is of first importance to intelligent formation of public policy related to construction costs.
IX. Conclusions: B. Gaps in
Construction Statistics

Statistical coverage of the construction industry is probably less adequate than for any other
major industry in the United States. The problem has two dimensions: measurement of activity
and employment levels, and measurement of
price changes. The unusual inadequacy of construction statistics reflects unusual problems of
measurement related to construction. Concerning
the activity and employment level dimension of
the problem, an authoritative statement of the
nature of the difficulties appeared in National
Income, 1954 Edition, (19), p. 123:
Modern techniques of systematic reporting
and sampling are difficult to apply to the direct
statistical measurement of construction activity.
Many of the producers that should be covered
are hard to identify. Much constmction work
is done by firms only intermittently attached
to the industry; many construction firms have
no fixed and readily recognizable place of business; and any firm in any industry may undertake force account 32 projects. (The several past
censuses of construction, it may be noted, omit29. Some evidence on regional variability appears in
D. Q. Mills' thesis (13).
30. An article in the survey of Current Business (17)
showed that the average annual ratio of new firms and
discontinued firms to total firms over 1959-62 was higher
in construction than in manufacturing, retail trade, or
services (the average ratio for construction was .27).
31. This latter proposal is more speculative than the
others presented in this section. One could argue that if
risk premiums were in fact very large and if an insurance
program were practically feasible, a private firm or trade
association would already have set one up. Government
action might be justified, however, if the economical scalI'
for such a program is extremely large.
32. "Force account" construction is construction for
the builder's own account, rather than for sale to or
under contract to some purchaser. (Footnote added.)
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ted by intent the substantial volume of force

account construction). The alternative of cov-

ering the purchasers of construction work is

generally subject to the same sort of difficulties.

This problem of identifying the units to be

covered affects both the enumerative and the

sampling approaches to data collection. In

particular, it makes enumeration expensive.

Sampling, the theoretical validity of which

rests on the homogeneity and continuity of the

universe sampled, must deal here with large,

unstandardized, non-repeating projects, many

arising out of a special local need. Under these

circumstances, estimation relies heavily on in-

direct evidence of construction activity, and is

subject to considerable uncertainty as to cover-

age, valuation and timing.

This passage offers an explanation for the fact

that until this year there had been no nationwide

census or sample survey of construction in the

United States since 1939.33 An explanation is

necessary because most other major forms of eco-

nomic activity are covered by regular Census

Bureau enumerations or surveys. Construction

has not been so covered apparently because get-

ting accurate rsults for construction is expensive.

The GNP accounts activity estimates reached

by the "indirect methods" referred to in the

quoted passage have some serious deficiencies.

For one thing, the estimates are subject to error

and are difficult to check, especially when one

considers estimates for certain subcategories of

construction rather than the aggregate figures.

An indication of the size of the potential errors

and of how long they may persist is the recent

revision in figures for the value of non-farm resi-

dential construction (made in 1964). Figures for

the early 1950's were given large upward revi-

sions, over $2 billion dollars for each of many

post-war years, with the largest revision being a

$4.5 billion upward changes in the old $14.1

billion figure for 1950. The figures for years be-

fore 1946 were not changed, so that there is an

admitted "break" in the series at that year. A

description of these revisions appears in (16).

With errors of this magnitude in figures for the

value of output, analysis of productivity ratios

in residential construction would be a dubious

undertaking even if good estimates of prices and

employment were available.34

Another drawback to the activity measures in

the GNP accounts is their artificial short-run

timing patterns. Estimates of residential con-

struction are based on building permits data,

with activity distributed over the months follow-

ing issuance of the permit in a fixed pattern. Not

only does this technique fail to reflect special

influences like weather conditions and fluctua-

tions in the geographic distribution of construc-

tion, but it makes nearly impossible the study of

short-run cyclical and seasonal aspects of the in-

dustry. P. J. Lund, in a study (9) of residential

and non-residential construction projects in Great

Britain, was able to show that times to comple-

ted by intent the substantial volume of force
account construction). The alternative of covering the purchasers of construction work is
generally subject to the same sort of difficulties.
This problem of identifying the units to be
covered affects both the enumerative and the
sampling approaches to data collection. In
particular, it makes enumemtion expensive.
Sampling, the theoretical validity of which
rests on the homogeneity and continuity of the
universe sampled, must deal here with large,
unstandardized, non-repeating projects, many
arising out of a special local need. Under these
circumstances, estimation relies heavily on indirect evidence of construction activity, and is
subject to considerable uncertainty as to coverage, valuation and timing.
This passage offers an explanation for the fact
that until this year there had been no nationwide
census or sample survey of construction in the
U ni ted States since 1939. 33 An explanation is
necessary because most other major forms of economic activity are covered by regular Census
Bureau enumerations or surveys. Construction
has not been so covered apparently because getting accurate rsults for construction is expensive.
The GNP accounts activity estimates reached
by the "indirect methods" referred to in the
quoted passage have some serious deficiencies.
For one thing, the estimates are subject to error
and are difficult to check, especially when one
considers estimates for certain subcategories of
construction rather than the aggregate figures.
An indication of the size of the potential errors
and of how long they may persist is the recent
revision in figures for the value of non-farm residential construction (made in 1964). Figures for
the early 1950's were given large upward revisions, over $2 billion dollars for each of many
post-war years, with the largest revision being a
$4.5 billion upward changes in the old $14.1
billion figure for 1950. The figures for years before 1946 were not changed, so that there is an
admitted "break" in the series at that year. A
description of these revisions appears in (16).
With errors of this magnitude in figures for the
value of output, analysis of productivity ratios
in residential construction would be a dubious
undertaking even if good estimates of prices and
employment were available. 34
Another drawback to the activity measures in
the GNP accounts is their artificial short-run
timing patterns. Estimates of residential con-

tion varied substantially with cyclical conditions,

struction are based on building permits data,
with activity distributed over the months following issuance of the permit in a fixed pattern. Not
only does this technique fail to reflect special
influences like weather conditions and fluctuations in the geographic distribution of construction, but it makes nearly impossible the study of
short-run cyclical and seasonal aspects of the industry. P. J. Lund, in a study (9) of residential
and non-residential construction projects in Great
Britain, was able to show that times to completion varied substantially with cyclical conditions,
tending to make the rate of construction activity
less variable than the project starts series. In the
United States, study of such things as the relationship of seasonality and cyclicity in demand
to the use of fixed assets in construction can
hardly begin until activity measures which accurately reflect short-run timing are produced.
The available value-put-in-place data are incompatible with available data for income originating, value added, employment, and industry
balance sheets. Except for the value-put-in-place
data, figures are on a "Contract Construction"
industry basis, whereas the value-put-in-place
estimates apply to all construction, including
force-account construction. The figures for construction industry output used in this study are
based on an artificial series for construction industry value-put-in-place developed by R. J.
Gordon in (6). He had to assume, in developing
it, that the various components of value-put-inplace reported in the GNP accounts were built
in certain fixed proportions by the contract construction industry. The share of contract construction in the value-put-in-place components
probably does vary, however, cyclically and very
likely secularly as well. Gordon's value of construction industry output series is probably the
best currently available, but any very elaborate
research on the industry'S structure would require
a better measure.
The incompatibility between income or employment or balance-sheet data and value-putin-place data becomes even more pronounced if
we look at components of construction. The income, employment and balance sheet figures
Contract Construction are available for a finer
33. Preparations for a new census are currently under
way, however.
34. And for residential construction they are not available. as we shall point alit.
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industry classification, but the first level of dis-

aggregation gives figures for "Heavy Construc-

tion," "Special Trades," and "General" Contrac-

tors. This breakdown does not correspond to the

Residential / Non-Residential / Public classifica-

tion scheme at the first level of disaggregation in

the GNP accounts. Hence there is simply no

figure available for employment or value added

in the "Residential Construction" industry.35

Price statistics on construction are currently

poor, but collecting construction price data is

unusually difficult. In order to define a price for

an industry's output, one must first arrive at a

practical definition of what one "unit" of that

industry's output is. The difficulty is deep enough

in manufacturing industries, where the nature

of industries' products change smoothly over

time and between firms. In construction, trends

in the nature of the product are superimposed

on large variations in the product produced by

even an individual firm from one month to the

next.

The problem of product heterogeneity could,

however, be largely overcome if it were once ac-

cepted that good price statistics in construction

are likely to require more elaborate (and expen-

sive) estimating techniques than are commonly

employed for other products. Doing so would

require defining a detailed list of construction

35. The criticisms of the construction activity statistics

stated here cover only the deficiencies most serious from

the point of view of applications to research problems

industry classification, but the first level of disaggregation gives figures for "Heavy Construction," "Special Trades," and "General" Contractors. This breakdown does not correspond to the
Residential/Non-Residential/ Public classification scheme at the first level of disaggregation in
the GNP accounts. Hence there is simply no
figure available for employment or value added
in the "Residential Construction" industry.a;;
Price statistics on construction are currently
poor, but collecting construction price data is
unusually difficult. In order to define a price for
an industry's output, one must first arrive at a
practical definition of what one "unit" of that
industry's output is. The difficulty is deep enough
in manufacturing industries, where the nature
of industries' products change smoothly over
time and between firms. In construction, trends
in the nature of the product are superimposed
on large variations in the product produced by
even an individual firm from one month to the
next.
The problem of product heterogeneity could,
however, be largely overcome if it were once accepted that good price statistics in construction
are likely to require more elaborate (and expensive) estimating techniques than are commonly
employed for other products. Doing so would
require defining a detailed list of construction

studied and proposed in this paper. A more detailed set

of criticisms, with special emphasis on manpower prob-

lems, appears in an unpublished paper by D. Q. Mills

(12).

industry products, with the definitions formed

as much as possible from a performance rather

than a production point of view, then collecting

price statistics in these categories for a large,

geographically diverse sample.

35. The criticisms of the construction activity statistics
stated here cover only the deficiencies most serious from
the point of view of applications to research problems
studied and proposed in this paper. A more detailed set
of criticisms, with special emphasis on manpower problems, appears in an unpublished paper by D. Q. Mills
( 12).

industry products, with the definitions formed
as much as possible from a performance rather
than a production point of view, then collecting
price statistics in these categories for a large,
geographically diverse sample.
An elaborate program of price measurement
of this sort would run into conceptual difficulties. Some aspects of the construction product
may be hard to recognize and quantify. The
aspects which immediately come to mind are all
the "intangible" dimensions of house quality.
Possibly of more analytical importance, however,
is the problem of taking accurate account of the
time dimension of construction output. Especially in apartment and commercial buildings, where
land values are high, large variations in construction time can produce large variations in the
value of the investment the building represents.
"Physical output" definitions which rested on
physical characteristics of buildings would not
accurately take account of this source of real
value in buildings. The results presented earlier
in this paper show that existing statistics are
consistent with a trend toward speed-up in the
construction process. Research on this point
should be part of any program of construction
price measurement.
In sum, statistics of all sorts on the U.S. construction industry are poor. Section 8 of this
paper made the point that increased understanding of the structure of construction industry input and output markets is essential to intelligent
policy formation in the area. Better understanding of market structures in the industry will, in
turn, have to be based on improved statistical
coverage of the industry.

An elaborate program of price measurement

of this sort would run into conceptual difficul-

ties. Some aspects of the construction product

may be hard to recognize and quantify. The

aspects which immediately come to mind are all

the "intangible" dimensions of house quality.

Possibly of more analytical importance, however,

is the problem of taking accurate account of the

time dimension of construction output. Especial-

ly in apartment and commercial buildings, where

land values are high, large variations in con-

struction time can produce large variations in the

value of the investment the building represents.

"Physical output" definitions which rested on

physical characteristics of buildings would not

accurately take account of this source of real

value in buildings. The results presented earlier

in this paper show that existing statistics are

consistent with a trend toward speed-up in the

construction process. Research on this point

should be part of any program of construction

price measurement.

In sum, statistics of all sorts on the U.S. con-

struction industry are poor. Section 8 of this

paper made the point that increased understand-

ing of the structure of construction industry in-

put and output markets is essential to intelligent

policy formation in the area. Better understand-

ing of market structures in the industry will, in

o
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TABLE 1.

Measures of Output for Construction and Manufacturing

TABLE 1.

1.
Measures of Output for Construction

and Manufacturing

l.

2

3.

4.

5

6.

1929

7.58

7.87

25.18

43.4

47.2

103.9

1930

8.49

6.79

21.47

37.1

41.2

90.5

1931

4.95

5.27

18.72

27.9

32.2

83.2

1932

2.69

3.01

13.00

18.2

22.7

68.7

1933

2.01

2.25

10.49

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

7.58
8.49
4.95
2.69
2.01
2.65
3.15
4.78
4.73
4.57
5.42
5.90
8.94
12.25
9.64
7.12
7.19
9.74
11.29
13.33
13.32
14.84
16.47
17.38
17.65
17.38
18.31
19.71
19.77
18.99
20.15
20.15
20.53
21.58
22.57
24.26
25.54

2.
7.87
6.79
5.27
3.01
2.25
2.86
3.35
4.99
4.94
4.75
5.62
6.09
9.13
12.43
9.79
7.28
7.37
9.99
11.65
13.79
13.89
15.50
17.19
18.16
18.48
18.28
19.36
20.84
20.94
20.19
21.45
21.42
21.77
22.87
23.95
25.66
26.94

3.

4.

25.18
21.47
18.72
13.00
10.49
11.66
13.44
18.40
19.01
20.61
24.11
24.99
29.84
29.24
16.05
9.53
11.54
25.59
28.05
32.24
34.07
43.01
38.42
39.55
41.95
45.90
51.80
47.83
48.18
51.39
57.73
56.31
58.51
60.95
61.99
63.69
66.72

43.4
37.1
27.9
18.2
19.6
26.3
31.4
38.2
43.7
34.5
41.9
51.2
70.4
85.7
102.6
103.7
87.4
73.7
79.8
84.9
81.9
95.0
105.4
105.7
113.7
105.6
118.7
120.3
119.2
107.7
122.1
121.8
119.6
129.5
134.2
142.4
156.4

5.
47.2
41.2
32.2
22.7
24.0
29.8
34.8
41.6
47.2
38.1
45.7
55.1
74.5
90.5
107.8
109.6
93.3
77.3
83.7
89.3
86.9
100.4
111.2
112.2
121.2
114.1
128.3
130.3
129.8
118.6
133.2
133.2
131.4
143.0
148.1
157.1
172.0

6.

103.9
90.5
83.2
68.7
68.8
77.9
88.6
102.2
110.2
100.5
110.7
124.0
143.4
158.1
187.4
204.8
198.0
172.1
172.2
178.4
174.2
192.6
208.4
214.0
225.4
215.1
236.1
239.0
239.8
230.8
247.7
256.0
257.3
277.3
289.7
308.6
330.0

19.6

24.0

68.8

1934

2.65

2.86

11.66

26.3

29.8

77.9

1935

3.15

3.35

13.44

31.4

34.8

88.6

1936

4.78

All figures in billions of 1958 dollars.
Column 1: Source: (20), Table 1.12. Deflated by GNP deflator from same source, Table 8.1.
Column 2: Source: (20) Tables 1.12, 6.18, and 6.9. 2 = 1 + Corporate Capital Consumption Allowances + Non-Corporate Capital
Consumption Allowances.
All deflated by GNP deflator from (20), Table 8.1.
1. Income Originating, Construction.
2. Value Added, Construction.
3. Physical Output, Construction.
4. Income Originating, Manufacturing.
5. Value Added, Manufacturing.
6. Physical Output, Manufacturing.
Column 3: Source: Gordon (6), Table A-8. Derived by deflatina: Gordon's estimate of value-put-in-place in Contract Construction
by GFPC price index for construction output. Both these latter estimates are described in the text.
Column 4: Same as 1 in sources and derivation.
Column 5: Same as 2 in sources and derivation.
Column 6: Source: (20), Table 1.5. 6 = Goods Output in 1958 dollars.
General Note to Table 1: Goods Output will differ somewhat from ~In ideal measure of manufacturing output. Goods Output
probably contains little non-manufactured output, but it fails to include manufactured output which is sold as intermediate
goods to non-manufacturing industries, construction for example. If there has been a significant trend in the proportion of
manufacturing output sold to final demand, the output measure for manufacturing given here will be biased.

4.99

18.40

38.2

41.6

102.2

1937

4.73

4.94

19.01

43.7
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TABLE 2.

Relative Movements of Different Output Measures, Construction and Manufacturing
(Indexes, 1947 = 1.00)

TABLE 2. Relative Movements of Different Output Measures, Construction and Manufacturing

(lndexes, 1947 = 1.00)

1.

2

3

4.

5

6.

1929

.748

.901

.753

.935

.994

.964

1930

.751

.885

.762

.938

.985

.944

1931

.658

.723

.678

.796

.969

.909

1932

.514

.573

.557

.679

.923

.845

1933

.475

.615

.517

.716

.919

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

1.

2.

3.

4.

.748
.751
.658
.514
.475
.565
.582
.646
.618
.551
.559
.586
.744
1.041
1.493
1.856
1.548
.946
1.000
1.027
.971
.857
1.065
1.091
1.045
.941
.878
1.024
1.019
.918
.867
.889
.872
.880
.905
.946
.951

.901
.885
.723
.573
.615
.729
.766
.806
.856
.742
.817
.892
1.059
1.171
1.182
1.093
.953
.924
1.000
1.027
1.015
1.000
1.092
1.067
1.089
1.060
1.085
1.087
1.074
1.008
1.064
1.027
1.003
1.008
1.000
.996
1.023

.753
.762
.678
.557
.517
.590
.600
.653
.626
.556
.562
.587
.737
1.024
1.469
1.839
1.540
.940
1.000
1.030
.982
.868
1.078
1.106
1.061
.959
.900
1.049
1.047
.946
.895
.916
.896
.904
.930
.970
.972

.935
.938
.796
.679
.716
.787
.809
.838
.881
.781
.848
.915
1.069
1.178
1.183
1.101
.970
.924
1.000
1.030
1.026
1.072
1.097
1.078
1.106
1.091
1.ll8
1.121
1.ll3
1.057
1.106
1.070
1.050
1.061
1.052
1.047
1.072

5.
.994
.985
.969
.923
.919
.957
.970
.988
.987
.991
.995
.999
1.009
1.017
1.016
1.009
1.006
1.006
1.000
.998
.989
.988
.988
.987
.985
.981
.976
.975
.974
.970
.969
.970
.973
.973
.972
.975
.978

.859

1934

.565

.729

.590

.787

.957

.927

All figures in this table derived as indicated in their titles from figures in Table 1.
1. (Income Originating)/(Physical Output), Construction.
2. (Income Originating)/(Physical Output), Manufacturing.
3. (Value Added)/(Physical Output), Construction.
4. (Value Added)/(Physical Output), Manufacturing.
5. (Income Originating)/(Value Added), Construction.
6. (Income Originating)/(Value Added), Manufacturing.

1935

.582

.766

.600

.809

.970

.948

1936

.646

.806

.653

.838

.988

.962

1937

.618

.856

.626

.881

.987
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6.

.964
.944
.909
.845
.859
.927
.948
.962
.972
.950
.963
.975
.991
.994
.999
.992
.983
1.000
1.000
.998
.989
.994
.995
.989
.984
.971
.971
.969
.964
.953
.962
.960
.955
.950
.951
.951
.954

TABLE 3. Relative Shares and Relative Prices of Labor and Capital, Construction and Manufacturing
(Indexes, 1947
1.00)

=

TABLE 3. Relative Shares and Relative Prices of Labor and Capital, Construction and Manufacturing

(lndexes, 1947 = 1.00)

1929

.908

.953

.914

.989

.462

.433

1930

.910

.965

.924

1.022

.452

.446

1931

.921

1.063

.950

1.170

.402

.449

1932

1.016

1.197

1.101

1.418

.305

.385

1933

1.028

1.180

1.119

1.373

.333

.415

1934

.930

1.087

.972

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

1.

2.

3.

4.

5.

6.

.908
.910
.921
1.016
1.028
.930
.917
.901
.947
.919
.966
.969
1.015
1.064
1.054
1.020
1.004
.987
1.000
.965
.943
.957
1.004
1.011
1.033
1.049
1.051
1.051
1.039
1.051
1.060
1.080
1.073
1.075
1.079
1.079
1.094

.953
.965
1.063
1.197
1.180
1.087
1.036
1.000
1.014
1.046
1.018
.950
.908
.943
.977
.988
1.011
1.038
1.000
.974
.959
.933
.937
.982
.999
.998
.961
.989
.998
1.019
.992
1.013
1.018
1.003
.997
.987
.956

.914
.924
.950
1.101
1.119
.972
.946
.912
.959
.927
.972
.970
1.005
1.047
1.038
1.010
.999
.981
1.000
.967
.953
.969
1.016
1.024
1.048
1.070
1.078
1.077
1.067
1.083
1.094
1.113
1.103
1.104
1.110
1.106
1.118

.989
1.022
1.170
1.418
1.373
1.173
1.094
1.039
1.043
1.102
1.057
.974
.916
.948
.978
.996
1.029
1.038
1.000
.976
.969
.938
.941
.993
1.015
1.027
.989
1.020
1.035
1.069
1.032
1.056
1.065
1.055
1.048
1.038
1.002

.462
.452
.402
.305
.333
.374
.447
.571
.602
.589
.672
.734
.856
.995
1.096
1.116
1.130
1.017
1.000
.940
1.030
1.076
1.026
1.040
1.010
1.126
1.075
1.003
.882
.910
.812
.832
.864
.894
.931
.930
.931

.433
.446
.449
.385
.415
.459
.534
.632
.657
.650
.735
.804
.882
.936
1.052
1.108
1.125
1.038
1.000
.942
1.029
1.112
1.050
1.054
1.021
1.136
1.126
1,050
.917
.952
.860

.866
.894
.931
.968
.968
.961

1.173

.374

.459

1935

.917

1.036

.946

1.094

.447

.534

1936

.901

1.000

.912

1.039

.571

.632

Column 1: Source: (20), Table 6.1 for Compensation of Employees. These figures include
Value Added is Table 1, Column 2 times GNP deflator.
Column 2: Same as Col. 1 in sources and derivation.
1. (Compensation of Employees)/(Value Added), Construction.
2. (Compensation of Employees)/(Value Added. Manufacturing.
3. (Compensation of Employees)/(Income Originating), Construction.
4. (Compensation of Employees)/(Income Originating), Manufacturing.
5. (Compensation per Fee*)/(Interest Rate), Construction.
6. (Compensation p'er Fee*)/(lnterest Rate), Manufacturing.
*Full-time equivalent employee.
Column 3: Same as Col. 1 in sources and derivation except for replacement of Value
Originating (Table 1, Col. 3).
Column 4: Same as. Col. 3 in sources and derivation.
Column 5: Sources: Numerator = Compensation of Employees ([20], Table 6.1) divided
Corporate
Number of Full-Time Equivalent Employees ([20], Table 6.4). Denominator
(26), Table 8-54.
Column 6: Same as Col. 5 in sources and derivation.

=

Supplements to Wages and Salaries.

Added (Table 1, Col. 2) by Income
by GNP deflator, further divided by
Aaa bond interest rate as given in

1937

.947

1.014

.959

1.043

.602

.657

1938

.919

1.046

.927

1.102
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TABLE 4. Labor Productivity Ratios, Construction and Manufacturing

(Indexes, 1947 = 1.00)

1.

2

3

4.

TABLE 4. Labor Productivity Ratios, Construction and Manufacturing
(Indexes, 1947 = 1.00)
1.

5

6

1929

1.225

.880

.922

.823

.916

.793

1930

1.135

.859

.865

.805

.852

.761

1931

1.129

.931

.765

.741

.742

.673

1932

1.035

.909

.576

.617

.532

.521

1933

1.077

.844

.557

.605

.512

.519

1934

1.044

.823

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

1.225
1.135
1.129
1.035
1.077
1.044
1.121
1.204
1.269
1.411
1.428
1.404
1.215
.991
.740
.620
.734
1.063
1.000
1.022
1.134
1.301
1.039
1.055
1.130
1.244
1.333
1.171
1.209
1.328
1.437
1.421
1.498
1.528
1.513
1.498
1.505

2.

.880
.859
.931
.909
.844
.823
.879
.936
.919
.973
.981
1.007
.965
.914
.952
1.061
1.152
1.049
1.000
1.015
1.066
1.117
1.119
1.129
1.133
1.160
1.230
1.220
1.229
1.282
1.315
1.350
1.394
1.453
1.506
1.578
1.612

3.
.922
.865
.765
.576
.557
.616
.673
.786
.794
.784
.802
.824
.895
1.014
1.087
1.141
1.130
.999
1.000
1.053
1.114
1.129
1.120
1.167
1.198
1.193
1.199
1.228
1.265
1.257
1.285
1.301
1.343
1.380
1.408
1.453
1.464

4.

.823
.805
.741
.617
.605
.647
.711
.785
.810
.759
.833
.921
1.031
1.076
1.126
1.169
1.117
.969
1.000
1.045
1.094
1.197
1.228
1.217
1.253
1.265
1.375
1.367
1.369
1.356
1.455
1.444
1.464
1.541
1.585
1.653
1.729

5.
.916
.852
.742
.532
.512
.590
.653
.777
.784
.777
.798
.823
.904
1.031
1.105
1.151
1.136
1.005
1.000
1.050
1.102
1.115
1.107
1.152
1.181
1.170
1.170
1.198
1.232
1.219
1.246
1.262
1.306
1.344
1.369
1.417
1.432

6.
.793
.761
.673
.521
.519
.600
.674
.755
.787
.721
.802
.898
1.022
1.070
1.124
1.160
1.098
.970
1.000
1.043
1.082
1.190
1.222
1.204
1.234
1.229
1.335
1.325
1.320
1.292
1.400
1.386
1.398
1.464
1.506
1.572
1.649

.616

.647

.590

.600

1935

1.121

.879

.673

.711

.653

Sources: Numerators all from Table 1. Denominators are in each case Number of Full-Time Equivalent Employees from (20),
Table 6.4.
1. Physical Output Per Fee*, Construction.
2. Physical Output Per Fee*, Manufacturing.
3. Value Added Per Fee*, Construction.
4. Value Added Per Fee*, Manufacturing.
5. Income Originating Per Fee*, Construction.
6. Income Originating Per Fee*, Manufacturing.
*Full-time equivalent employee.

.674

1936

1.204

.936

.786

.785

.777

.755

1937

1.269

.919

.794

.810

.784
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TABLE 5. Share of Corporations in Income Originating and Share of Depreciation in Gross Margins,

Construction and Manufacturing

1. 2. 3. 4.

.974 .103 .279

.984 .127 .342

.990 .173 .591

TABLE 5. Share of Corporations in Income Originating and Share of Depreciation in Gross Margins,
Construction and Manufacturing

.996 .374 1.485

1.

2.

3.

.703
.727
.722
.771
.739
.710
.708
.693
.719
.693
.721
.731
.771
.808
.796
.761
.745
.735
.748
.750
.748
.741
.779
.785
.794
.812
.810
.822
.820
.827
.827
.839
.834
.843
.847
.852
.857

.974
.984
.990
.996
.973
.977
.977
.975
.981
.982
.977
.977
.970
.968
.968
.964
.955
.953
.972
.973
.976
.973
.976
.978
.979
.980
.981
.982
.983
.983
.985
.985
.986
.986
.987
.988
.989

.103
.127
.173
.374
.401
.212
.172
.117
.132
.114
.115
.103
.082
.067
.067
.083
.091
.084
.111
.111
.132
.142
.156
.162
.177
.203
.222
.225
.225
.248
.254
.264
.249
.249
.256
.243
.241

.973 .401 1.388

.977 .212 .591

.977 .172 .427

.975 .117 .339

.981 .132 .308

.982 .114 .420

.977 .115 .351

.977 .103 .285

.970 .082 .279

.968 .067 .309

.968 .067 .308

.964 .083 .322

.955 .091 .377

.953 .084 .289

.972 .111 .262

.973 .111 .242

.976 .132 .248

.973 .142 .269

.976 .156 .290

.978 .162 .320

.979 .177 .366

.980 .203 .391

.981 .222 .371

.982 .225 .398

.983 .225 .419

.983 .248 .474

.985 .254 .422

.985 .264 .444

.986 .249 .473

.986 .249 .465

.987 .256 .467

.988 .243 .446

.989 .241 .400

Column 1: Source: (20), Tables 1.12 and 6.8. 1 = (Income Originating â Income of Unincorporated Enterprises) Income

Originating.

Column 2: Sources and derivation same as Col. 1.

Column 3: Sources: Numerator is sum of figures from Tables 6.18 and 6.9 of (20). Denominator is Value Added â Compensation

of Employees â Profits Tax.

1. Corporate Share in Income Originating, Construction.

2. Corporate Share in Income Originating, Manufacturing.

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

=

3. (Depreciation)/(Gross Margins After Taxes), Construction.

4. (Depreciation)/(Gross Margins After Taxes), Manufacturing.

This latter figure is available only for the incorporated part of the industry ([20], Table 6.14) "Profits" taxes for the unincorporated

segment were estimated by assuming that they made up the same share of total income originating in that segment as in the

corporate segment of the industry. This assumption is not realistic, but the movement of the ratios in Columns 3 and 4 is much

the same if Befora Tax Gross Margins is used in the denominator.

Column 4 S3me as Col. 3 in sources and derivation.

1929

.703

1930

.727

1931

.722

1932

Column 1: Source: (20), Tables 1.12 and 6.8. 1
(Income Originating - Income of Unincorporated Enterprises) Income
Originating.
Column 2: Sources and derivation same as Col. 1.
Column 3: Sources; Numerator is sum of figures from Tables 6.18 and 6.9 of (20). Denominator is Value Added -- Compensation
of Employees - Profits Tax.
1. Corporate Share in Income Originating. Construction.
2. Corporate Share in Income Originating. Manufacturing.
3. (Depreciation)/(Gross Margins After Taxes), Construction.
4. (Depreciation)/(Gross Margins After Taxes), Manufacturing.
This latter figure is available only for the incorporated part of the industry ([20). Table 6.14) "Profits" taxes for the unincorporated
segment were esti'Tlated by assuming that they made up the same share of total income originating in that segment as in the
corporate segment of the industry. This assumption is not realistic, but the movement of the ratios in Columns 3 and 4 is much
the same if Before Tax Gross Margins is used in the denominator.
Column 4 S~me as Col. 3 in sources and derivation.

.771

1933

.739

1934

.710

1935

.708

1936

.693

4.
.279
.342
.591
1.485
1.388
.591
.427
.339
.308
.420
.351
.285
.279
.309
.308
.322
.377
.289
.262
.242
.248
.269
.290
.320
.366
.391
.371
.398
.419
.474
.422
.444
.473
.465
.467
.446
.400
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TABLE 6. Measures of Labor Price, Construction and Manufacturing

(Indexes, 1947 = 1.000)

1.

2.

3.

4.

TABLE 6. Measures of Labor Price, Construction and Manufacturing
(Indexes, 1947 = 1.000)
1.

1929

2.

3.

4.

â

.946

.837

.785

1930

â

.911

.787

.777

1931

â

.887

.705

.788

1932

â

.863

.586

.739

1933

â

.902

.572

.713

1934

â

.930

.573

.704

1935

â

.963

.617

.737

1936

â

.977

.709

.784

1937

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

1.000
1.024
1.031
1.019
1.0l3
1.017
1.002
1.005
1.005
1.007
.992
.996
.992
.987
1.002
.989
.990
.980
.986

.946
.9ll
.887
.863
.902
.930
.963
.977
.989
.960
.980
.986
1.012
1.035
1.046
1.032
.994
.979
1.000
.995
.986
.989
.976
.975
.967
.945
.957
.941
.929
.908
.913
.900
.899
.897
.893
.879
.890

.837
.787
.705
.586
.572
.573
.617
.709
.752
.720
.775
.799
.908
1.079
1.146
1.163
1.135
.986
1.000
1.015
1.050
1.080
1.125
1.180
1.238
1.251
1.261
1.291
1.314
1.321
1.362
1.405
1.441
1.484
1.519
1.568
1.601

.785
.777
.788
.739
.713
.704
.737
.784
.821
.794
.848
.875
.936
1.015
1.100
1.155
1.130
1.007
1.000
1.018
1.049
1.ll6
1.150
1.195
1.252
1.262
1.321
1.352
1.366
1.382
1.444
1.464
1.490
1.545
1.579
1.632
1.653

â

.989

.752

.821

1938

â

.960

.720

.794

1939

Column 1: Numerator = Average Weekly Wage of construction workers from (26), Table 8-30. Denominator
of Employees/Number of Full-Time-Equivalent Employees from (20), Tables 6.1 and 6.4.
Column 2: Same as Column 1 in sources and derivation.
Column 3: Same as. denominator of Columns 1 and 2 in sources and derivation, but divided by GNP deflator.
Column 4: Same as Col. 3 in sources and derivation.
1. (Production Worker Wage)/(Compensation Per Fee*), Construction.
2. (Production Worker Wage)/(Compensation Per Fee*), Manufacturing.
3. Compensation Per Fee*, Construction.
4. Compensation Per Fee*, Manufacturing.
*Full-time-equivalent employee.

â

.980

.775

.848

1940

â

.986

.799

.875

1941

â

1.012

.908

Efficiency in Const ru ction

Original from
171UNIVERSITY OF MINNESOTA

Compensation

TABLE 7. Construction Price and Cost

(Indexes, 1947 = 1.00)

TABLE 7. Construction Price and Cost
(Indexes, 1947 = 1.00)

1.

2.

3.

4.

5.

6.

7.

8.

1929

.560

.552

.538

1.243

.724

.537

â

.678

1930

.525

.537

.505

1.210

.733

.522

â

.661

1931

.455

.493

.435

1.146

.706

.482

â

.601

1932

.380

.433

.367

1.028

.684

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

1.
.560
.525
.455
.380
.398
.452
.449
.482
.501
.464
.462
.478
.552
.684
.809
.905
.841
.804
1.000
1.110
1.068
1.052
1.238
1.259
1.250
1.210
1.210
1.336
1.367
1.304
1.289
1.291
1.281
1.320
1.355
1.379
1.415

2.
.552
.537
.493
.433
.463
.522
.508
.522
.552
.552
.522
.537
.582
.657
.702
.687
.716
.836
1.000
1.120
1.105
1.149
1.254
1.284
1.314
1.314
1.343
1.418
1.478
1.493
1.523
1.538
1.552
1.597
1.627
1.672
1.732

3.
.538
.505
.435
.367
.367
.421
.422
.458
.486
.450
.449
.469
.544
.662
.789
.917
.847
.790
1.000
1.109
1.069
1.057
1.234
1.253
1.251
1.216
1.223
1.344
1.370
1.302
1.295
1.302
1.288
1.326
1.361
1.387
1.421

4.
1.243
1.210
1.146
1.028
.885
.830
.828
.849
.888
.916
.917
.920
.936
.956
.956
.959
.962
.968
1.000
1.066
1.112
1.151
1.198
1.240
1.314
1.361
1.380
1.405
1.431
1.457
1.479
1.501
1.520
1.539
1.555
1.569
1.585

5.
. 724
.733
.706
.684
.616
.701
.708
.606
.686
.656
.686
.661
.608
.510
.585
.716
.889
.889
1.000
1.121
1.191
1.218
1.322
1.465
1.517
1.475
1.517
1.598
1.620
1.661
1.681
1.744
1.777
1.842
1.945
1.980
2.007

6.
.537
.522
.482
.407
.407
.443
.433
.447
.501
.515
.528
.542
.586
.619
.646
.702
.753
.826
1.000
1.125
1.097
1.156
1.246
1.278
1.301
1.291
1.330
1.389
1.415
1.428
1.475
1.500
1.504
1.530
1.561
1.606
1.658

7.

1.313
1.336
1.349
1.371
1.437
1.463
1.477
1.511
1.521
1.538
1.559
1.589
1.623

.407

â

.539

1933

.398

.463

.367

.885

.616

.407

â

.527

1934

.452

.522

.421

1. Gordon's final Price of Construction.
2. Department of Commerce Composite.
3. Gordon's Final Price of Structures.
4. Consumers' Price Index for Rent.
5. Dodge Value Per Square foot, Residential.
6. Boeckh Input Cost Index. Residential.
7. Consumers' Price Index for Homeownership.
B. GNP Deflator.
Column 1: Source: Gordon (6), Table A-B. Derivation described roughly in the text of this paper, more precisely in (6).
Column 2: Gordon (6), Table A-2. Derivation described in Gordon (6) and in (16), Appendix C.
Column 3: Source: Gordon (6), Table A-9. Derivation described roughly in the text of this paper, more precisely in (6).
Column 4: Source: (IB). An index of rental prices paid by consumers of rental housing.
Column 5: Source: Gordon (6). Table A-9.
Column 6: Source: Gordon (6). Table A-2.
Column 7: Source: (IB).
Column B: Source: (20), Table B.l. The GNP deflator indicates the movement of the general level of all prices.

.830

.701

.443

â

.565

Original from

1935

.449

.508

.422

.828

.708

o
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8.
.678
.661
.601
.539
.527
.565
.571
.572
.597
.589
.579
.589
.632
.711
.761
.780
.800
.894
1.000
1.067
1.060
1.075
1.148
1.173
1.184
1.201
1.219
1.260
1.307
1.341
1.362
1.385
1.402
1.418
1.437
1.460
1.487

TABLE 8.

TABLE 8. Proportional Deviations from Trend of GNP Components, 1929-1965

1. 2. 3. 4. 5. 6.

1929

1930

1931

1932

1933

1934

1935

1936

1937

1938

1939

1940

1941

1942

1943

1944

1945

1946

1947

1948

1949

1950

1951

1952

1953

1954

1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

Proportional Deviations from Trend of GNP Components, 1929-1965
1.
64.7
36.0
16.4
-17.8
- 24.3
-17.3
- .8
15.3
14.0
-12.7
- .8
7.9
16.0
- 38.4
-57.5
-71.1
-64.4
-3.9
9.4
10.3
12.6
27.2
12.2
4.6
12.8
7.7
22.2
11.6
7.5
- 7.0
1.9
- .8
-8.4
-2.4
1.0
5.2
11.4

2.
13.9
5.9
2.4
-8.8
-14.8
-11.4
-9.1
-1.3
- .8
-2.3
- .2
1.0
4.0
2.6
2.2
3.0
7.3
10.0
4.7
2.1
.7
.9
.1
.7
.6
-1.5
.4
.7
- .4
-2.4
- .8
-1.9
-2.6
-2.2
-2.7
- .7
.7

3.
28.0
19.8
12.2
1.5
-1.7
-4.9
-4.5
-2.7
-3.2
-8.7
-9.0
-8.9
-8.9
-8.5
-6.4
-5.3
-4.1
-1.3
-2.9
-3.1
-4.2
-2.3
-2.1
-2.1
-1.8
-1.3
-0.0
1.2
1.5
1.7
2.5
3.1
2.9
3.8
5.1
6.5
8.1

4.
111.8
91.2
41.6
-15.9
-48.9
-44.4
-38.1
-12.3
10.8
-17.2
-16.2
-6.2
7.1
-53.7
-104.1
-81.3
-45.0
29.3
17.6
19.3
11.7
14.0
20.2
13.1
17.3
15.1
17.2
26.3
20.4
6.9
.3
3.2
-1.0
-2.4
-6.6
-5.4
4.2

5.
73.5
44.0
-1.9
-62.6
-55.7
-34.7
-10.9
15.3
23.5
-19.5
-10.1
9.7
20.3
-43 .8
-58.5
-35.2
-2.2
15.1
42.6
41.5
23.3
27.1
24.5
15.4
14.8
4.2
11.0
9.4
5.0
-15.6
-10.0
-9.5
-20.2
-13.6
-12.0
-5.0
1.1

6.
111.1
54.8
27.4
-42.4
-73.7
-47 .7
-21.7
-3.6
- .5
-4.9
25.3
30.6
30.7
-44.9
-103.5
-124.6
-119.4
20.7
38.6
47.5
38.5
62.3
37.4
28.1
25.5
29.5
37.8
19.3
3.7
.4
11.4
-6.8
-14.4
-10.9
-13.0
-20.0
-28.3

1955

1956

1957

1958

1959

1960

1961

1962

1963

GNP components in 1958 dollars from (20), Table 1.2. Figures in each column are 100 times the deviations of the logarithm
of the variable from a linear trend fit to the logarithms of the variable by least squares. For small values, they are very close
to percentage deviation from trend . Large positive values are smaller than actual percentage deviation from the trend. laro:e
negative values ar~ larger in absolute size than the actual percentage deviation from trend. The use of Tables 8 and 9 is in
providing insight into the smoothness or jerkiness of movements in these components of demand .
l. Non-Durable Goods Production .
2. Durable Goods Production.
3. Services Output.
4. Non-Residential Structures .
5. Plant and Equipment Production .
6. Residential Structure.

1964

1965

64.7

13.9

TABLE 9.

Proportional Deviations from Trend of GNP Components, 1947-1965

28.0

111.8

73.5

111.1

36.0

5.9

19.8

91.2

44.0

54.8

16.4

2.4

12.2

41.6

â1.9

27.4

17.8

-8.8

1.5

-15.9

â62.6

â42.4

-24.3

1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

1.
- 5.6
-3.8
- .7
14.8
.6
-6.1
3.0
-1.3
14.1
4.3
1.0
-12.6
-2.9
-4.7
-11.5
-4.6
-.4
4.6
11.7

2.
2.8
.4
- .7
- .3
- .9
- .0
.1
-1.7
.3
.9
- .0
-1.7
.1
- .7
-1.2
- .7
- .9
1.3
3.0

â1.7

â55.7

â73.7

-17.3

-

-

4.
-4.4
-1.4
-7.6
-4.0
3.5
-2.2
3.3
2.3
5.8
16.2
11.6
- .5
-5.8
-1.6
-4.5
-4.5
-7.4
-4.9
6.0

5.
9.0
10.9
-4.4
2.4
2.7
-3.4
-1.1
-8.8
1.0
2.4
.9
-16.7
-8.2
-4.8
-12.5
-2.9
1.6
11.5
20.6

See Notes to Table 8.
1. Non-Durable Goods Production .
2. Durable Goods Production .
3 . Services Output.
4 . Non-Residential Structures .
5. Plant and Equipment Production .
6. Residential Structures.

â14.8

â48.9

-

3.
1.7
.8
.8
.4
.0
.6
.9
.9
.3
.4
.0
.3
.2
.2
.0
.7
.0
.8
1.8
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6.
-15.5
-2.3
-7.0
21.1
.6
-4.4
-2.6
5.7
18.4
4 .3
-7.0
-6.0
9.4
-4.5
-7.8
.0
2.3
-.4
-4.3
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APPENDIX
APPENDIX

The Council of Economic Advisers' Productivity Growth

Measurements

The Discrepancies and Their Sources

The 'Council of Economic Advisers' Productivity Growth
Measurements

Table 18, page 123 of the 1968 Council of

Economic Advisers' report (26) purports to show

growth rates for "output" and "output per man-

hour" for various sectors of the economy over

1947-66. In that table, construction has a growth

rate of output per man-hour of 1.9 percent over

1947-66, compared to the growth rate of 2.3 per-

cent in output per employee over 1947-65 im-

plied by column 1 of Table 3 in this paper. The

Council's figures actually show negative growth

in construction output per man-hour over 1959-

66. Since average weekly man-hours have de-

clined during the post-war period in construction,

one would expect a measure of output per em-

ployee to grow more slowly than a measure of

output per man-hour. What is the source of the

discrepancy?

The sources are three: 1. the Council's meas-

ure of output differs in principle from what is

called "physical output" in this paper; 2. the

Council uses the Department of Commerce Com-

posite cost index, multiplying the bias in that

index by its choice of output measure; and 3. the

Council relies on estimates of total construction

employment which include dubious estimates of

self-employment.

The first of these factors, the difference in out-

put measures, turns out to be a relatively minor

influence on the results. Columns 2 and 3 of

Table 1 below show rates of growth of labor

productivity calculated from data on physical

output and materials input taken from this

paper and from Gordon's paper (6). In column

2, physical output is defined as in this paper; in

column 3 output is measured as double-deflated

value added, as in the Council's estimates.

Columns 2 and 3 differ only slightly.

The Council's output measure does have an

important effect, however, since it is arrived at

by a procedure which multiplies any bias in the

price deflator for industry output. The Council's

output measure is constant dollar value added,

arrived at by double deflation. In double defla-

tion, constant dollar industry output is deter-

TABLE 1.

Estimated Labor Productivity Growth Rates

(percent per year)

CEA GFPC GFPC DCC DCC

Real Physical Real Physical Real

Value Output Value Output Value

Added Added Added

.8 .5 .2 -1.2

â .3 1.0 .7 .4 -1.0

1. 2.

1959-65,

labor =

full-time-

equivalent

employees

1959-65

The Discrepancies and Their Sources
Table 18, page 123 of the 1968 Council of
Economic Advisers' report (26) purports to show
growth rates for "output" and "output per manhour" for various sectors of the economy over
1947-66. In that table, construction has a growth
rate of output per man-hour of 1.9 percent over
1947-66, compared to the growth rate of 2.3 percent in output per employee over 1947-65 implied by column I of Table 3 in this paper. The
Council's figures actually show negative growth
in construction output per man-hour over 195966. Since average weekly man-hours have declined during the post-war period in construction,
one would expect a measure of output per employee to grow more slowly than a measure of
output per man-hour. What is the source of the
discrepancy?
The sources are three: I. the Council's measure of output differs in principle from what is
called "physical output" in this paper; 2. the
Council uses the Department of Commerce Composite cost index, multiplying the bias in that
index by its choice of output measure; and 3. the
Council relies on estimates of total construction
employment which include dubious estimates of
self-employment.
The first of these factors, the difference in output measures, turns out to be a relatively minor
influence on the results. Columns 2 and 3 of
Table I below show rates of growth of labor
productivity calculated from data on physical
output and materials input taken from this
paper and from Gordon's paper (6). In column
2, physical output is defined as in this paper; in
column 3 output is measured as double-deflated
value added, as in the Council's estimates.
Columns 2 and 3 differ only slightly.
The Council's output measure does have an
important effect, however, since it is arrived at
by a procedure which multiplies any bias in the
price deflator for industry output. The Council's
output measure is constant dollar value added,
arrived at by double deflation. In double deflation, constant dollar industry output is deter-

(59-66 for

CEA) labor =

man-hours

1947-1965,

labor =

full-time- 2.3 2.9 1.2 - .1

D Efficiency in Construction

Estimated Labor Productivity Growth Rates

TABLE 1.

CEA
Real
Value
Added
1.

(percent per year)
GFPC
DCC
GFPC
Physical
Real
Physical
Value
Output
Output
Added
3.
4.
2.

DCC
Real
Value
Added
5.

1959-65,

labor =
fu"-timeequivalent
employees

1959-65
(59-66 for
CEA) labor
man-hours

=

-

.3

.8

.5

.2

-1.2

1.0

.7

.4

-1.0

2.3

2.9

1.2

- .1

3.4

4.0

2.3

1.0

1947-1965,
labor =
fu"-timeequivalent
employees

1947-65
(47-66 for

1.9

CEA) labor =
man-hours
Sources and Comments: Column 1: from Table 18, p. 123 of
(26). Column 2: output measure is Gordon's value index for
contract construction deflated by his Final Price of Construction index (GFPC), both from (6 •. Labor input in rows one and
three is Full-time Equivalent Employees from (20); labor
input in rows two and four is Gordon's index of man·hours
in contract construction. This latter series was prepared from
statistics in (20) on Number of Persons Engaged in Production
(N) and FUll-time Equivalent Employees (E), with the manhours index arrived at on the assumption that self-employed
workers (N-E) put in 15 percent more man-hours per week on
average than do employees. Column 3: output measure is
"real value added," calculated by double deflation, as described in text, with physical (constant dollar) output defined
as in column 2. Labor input as in column 2. Column 4: output measure is Gordon's value index deflated by the Department of Commerce Composite cost index. Labor input
as in column 2. Column 5: output measure is "real value
added," calculated by double deflation, as described in text,
with physical (constant dollar) output defined as in column 4.

mined by dividing the value of output by a price
index for industry output; constant dollar materials input is determined by dividing the value
of materials inputs by a materials price index;
and constant dollar value added is taken as the
difference between constant dollar output and
constant dollar materials input. The double deflation procedure makes constant dollar value
added a residual, in other words, so that any
error in the estimate of constant dollar industry
output persists and becomes proportionately
larger in the estimate of constant dollar value
added.
Columns 4 and 5 show how double deflation
multiplies errors in the output price deflator.
Column 4 shows that, as we would expect from
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the more rapid growth of the Department of

Commerce Composite cost index, productivity

appears to grow more slowly when physical out-

put is arrived at using the DCC rather than the

GFPC. The lower growth rates in column 4, how-

ever, are still not nearly so low as those shown

in column 5, where the differences in deflators

have been blown up by the double deflation

process.

Column 5's output measure should correspond

fairly closely to that used by the Council, yet in

rows one and three column 5 shows values quite

a bit lower than the Council estimates. Rows 2 and

4 show that a good part of this difference is made

up when a measure of man-hours is substituted

for full-time-equivalent employees as a measure

of labor input. The large effect of shifting from

employees to man-hours (especially over the

longer 1947-65 period) is not due to changes in

average weekly man-hours, however. Most of the

difference between the man-hours series and the

employees series is accounted for by movements

in the numbers of self-employed in construction.

The Department of Commerce figures for self-

employed in contract construction (Number of

Persons Engaged less Full-Time-Equivalent Em-

ployees, both from [20]) are dubious. Stanley

Lebergott, in Manpower in Economic Growth:

The U.S. Record Since 1880 (McGraw-Hill,

N.Y., 1964) claims that the published figures are

too large for a period of several years after 1946.

His evaluation is based on data from the Bureau

of the Census. The implication is that employ-

ment growth rates between 1947 and later years

will be biased downward if estimated from the

published statistics from the Department of Com-

merce, and hence that productivity growth rates

estimated from official employment figures are

biased upward. The estimates of productivity

growth in the text of this study are based on

the full-time-equivalent employees series in (20),

which are reliable. Self-employment has tended

to decline secularly in construction, however,

even in Lebergott's figures, so that the produc-

tivity growth rates in the text of this paper would

appear somewhat higher if labor input was meas-

ured by a reliable total employment series rather

than by the employees series.

Conclusion

The low rates of growth of construction indus-

try labor productivity in the Council's estimates

are attributable to the upward bias in the De-

partment of Commerce Composite cost index as

a measure of construction output price, with the

bias multiplied by the double deflation proce-

dure.

The sharp deceleration in productivity growth

the more rapid growth of ~he Departmen~ .of
Commerce Composite cost Index, productIvIty
appears to grow more slowly when physical output is arrived at using the DCC rather than the
GFPC. The lower growth rates in column 4, however, are still not nearly so low as those shown
in column 5, where the differences in deflators
have been blown up by the double deflation
process.
Column 5's output measure should correspond
fairly closely to that used by the Council, yet in
rows one and three column 5 shows values quite
a bit lower than the Council estimates. Rows 2 and
4 show that a good part of this difference is made
up when a measure of man-hours is substituted
for full-time-equivalent employees as a measure
of labor input. The large effect of shifting from
employees to man-hours (especially over the
longer 1947-65 period) is not due to changes in
average weekly man-hours, however. Most of the
difference between the man-hours series and the
employees series is accounted for. by movem~nts
in the numbers of self-employed In constructIon.
The Department of Commerce figures for selfemployed in contract construction (Number of
Persons Engaged less Full-Time-Equivalent Employees, both from [20]) are dubiOl},s. Stanley
Lebergott, in Manpower in Economic Growth:
The U.S. Record Since 1880 (McGraw-Hill,
N.Y., 1964) claims that the published figures are
too large for a period of several years after 1946.
His evaluation is based on data from the Bureau
of the Census. The implication is that employment growth rates between 1947 and later years
will be biased downward if estimated from the
published statistics from the Department of Commerce, and hence that productivity growth rates
estimated from official employment figures are
biased upward. The estimates of productivity
growth in the text of this study are based on
the full-time-equivalent employees series in (20),
which arc reliable. Self-employment has tended
to decline secularly in construction, however,
even in Lebergott's figures, so that the productivity growth rates in the text of this paper would
appear somewhat higher if labor input was measured by a reliable total employment series rather
than by the employees series.

Conclusion
The low rates of growth of construction industry labor productivity in the Council's estimates
are attributable to the upward bias in the Department of Commerce Composite cost index as
a measure of construction output price, with the
bias multiplied by the double deflation procedure.
The sharp deceleration in productivity growth
found by the Council in 1959-66 relative to
1947-66 in construction is apparently exaggerated by the use of unreliable data on self-employment.·
The Council's conclusion ([26], p. 123) that
construction is an industry in which prices have
not moved parallel to unit labor costs is not
justified when the evidence is examined. Both the
output price index and the employment statistics
on which it is based are questionable.··

ERRATUM
The figure for full-time-equivalent employees in
construction for 1947 used all through the Tables
and the paper was incorrect in the third decimal
place due to a keypunch error. This error had ~o
substantive effect; it is mentioned only to aVOid
confusion on the part of anyone trying to duplicate or to verify the calculations.

* This conclusion is not firmly established here. The
Council's man-hours series is not directly available; we
can only note that their estimates are closer to what we
obtain in rows 2 and 4 of column 5 in Table A than to
what we obtain in rows 1 and 3 of that column.
• ·The Council argues that the comparison between unit
labor cost movements and price movements is not affected
by errors in price deflators, since parallel movement of
price and unit labor costs requires only that the share of
compensation of employees in value added remain constant. The same argument might be applied to errors in
the estimate of labor input. But the data in Table 3 of
this paper show a smooth, slow rise in labor share over
1947-65 while the Council's Table 18 implies a dramatic
drop in' labor share in the first part of that period, followed by a slight rise in labor share over 1959-66. The
difference can only have arisen from the imputation of
labor income to the self-employed in the Council's figures.
Erratic behavior in labor share arising solely from this
source seems more likely to reflect error in imputation
and in the self-employment series than to reflect inappropriate price behavior in the industry.

found by the Council in 1959-66 relative to

1947-66 in construction is apparently exagger-

ated by the use of unreliable data on self-em-

ployment.*

The Council's conclusion ([26], p. 123) that

construction is an industry in which prices have

not moved parallel to unit labor costs is not

justified when the evidence is examined. Both the

output price index and the employment statistics

on which it is based are questionable.**

ERRATUM

The figure for full-time-equivalent employees in

construction for 1947 used all through the Tables
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Objectives

Objectives

Early in 1968, the Building Research Advisory

Board (BRAB), with support provided by a

grant from the Ford Foundation, appointed a

Special Advisory Committee 1 to investigate and

report on the state of the art of housing indus-

trialization in America. Specifically, the objec-

tives established were to:

1. Determine to the extent possible the types

of, and production magnitude involved in,

componentized and pre-assembled struc-

tures used primarily for single- and multi-

family housing since World War II.

2. Collect and synthesize data from a repre-

sentative sample of programs involving

such structures to determine the extent of

success or failure, the reasons for success or

failure, and what factors might have assist-

ed in furthering success or preventing

failure.

3. Provide conclusions as to the feasibility and

limitations of industrialized construction.

The conclusions and recommendations of the

Special Advisory Committee as presented here

are those made avaiable as a draft working docu-

ment to the President's Committee on Urban

Housing during the course of its study. The final

report, including the resource material prepared

by the BRAB staff will be transmitted to the Ford

Foundation and published at a later date.

Study Method and Procedure

The study and this report were completed in

only four months; therefore, heavy emphasis was

necessarily given to isolating significant problems

facing industrialization in housing today.

As a first step, a concentrated search of the

literature pertinent to industrialized housing at-

tempts since World War II was undertaken by

the BRAB staff under Board direction and with

the assistance of the National Academy of Sciences

Library. Much of the needed additional informa

tion was of a sensitive natureâe.g., financing,

labor costs, management problemsâand, there-

fore, not to be found in the literature. Therefore,

such information was obtained by staff-conducted

personal interviews of key personnel, retired and

active, identified and located through the litera-

ture search. All field work was conducted in the

depth feasible. Frank disclosures of facts, opin-

ions, and experience were elicited. The key to the

success of this approach was the establishment

and maintenance of complete confidentiality of

1 The names of members of the Advisory Committee and

its staff are listed on page 00.

the information given. Except in the few cases

where identification of the source was expressly

approved by the person or organization con-

cerned, sources of data and information obtained

in the field have not been identified.

The above staff-developed information and

data were organized and presented to the Special

Advisory Committee as resource material for use

during its deliberations. The Special Advisory

Committee, relying on the expertise and knowl-

Early in 1968, the Building Research Advisory
Board (BRAB), with support provided by a
grant from the Ford Foundation, appointed a
Special Advisory Committee 1 to investigate and
report on the state of the art of housing industrialization in America. Specifically, the objectives established were to:
1. Determine to the extent possible the types
of, and production magnitude involved in,
componentized and pre-assembled structures used primarily for single- and multifamily housing since World War II.
2. Collect and synthesize data from a representative sample of programs involving
such structures to determine the extent of
success or failure, the reasons for success or
failure, and what factors might have assisted in furthering success or preventing
failure.
3. Provide conclusions as to the feasibility and
limitations of industrialized construction.
The conclusions and recommendations of the
Special Advisory Committee as presented here
are those made avaiable as a draft working document to the President's Committee on Urban
Housing during the course of its study. The final
report, including the resource material prepared
by the BRAB staff will be transmitted to the Ford
Foundation and published at a later date.
Study Method and Procedure
The study and this report were completed in
only four months; therefore, heavy emphasis was
necessarily given to isolating significant problems
facing industrialization in housing today.
As a first step, a concentrated search of the
literature pertinent to industrialized housing attempts since World War II was undertaken by
the BRAB staff under Board direction and with
the assistance of the National Academy of Sciences
Library. Much of the needed additional informa·
tion was of a sensitive nature-e.g., financing,
labor costs, management problems-and, therefore, not to be found in the literature. Therefore,
such information was obtained by staff-conducted
personal interviews of key personnel, retired and
active, identified and located through the literature search. All field work was conducted in the
depth feasible. Frank disclosures of facts, opinions, and experience were elicited. The key to the
success of this approach was the establishment
and maintenance of complete confidentiality of

edge of its members, then developed its conclu-

1
sions and recommendations.

The names of members of the Advisory Committee and
its staff are listed on page 00.

the information given. Except in the few cases
where identification of the source was expressly
approved by the person or organization concerned, sources of data and information obtained
in the field have not been identified.
The above staff-developed information and
data were organized and presented to the Special
Advisory Committee as resource material for use
during its deliberations. The Special Advisory
Committee, relying on the expertise and knowledge of its members, then developed its conclusions and recommendations.
Scope
The major investigative effort was concentrated on single- and multi-family housing. Nonresidential systems were studied only in the
context of their potential application to housing.
The program was ini tially directed toward the
technical aspects of industrialized systems, but it
was quickly determined that what appeared to
be peri pheral factors-e.g., the socio-economic
climate-were, in fact, intimately related to the
success or failure of many attempts at industrialized construction. Accordingly, investigation of
such other factors became part of the study.
Report Organization
While necessarily concentrating its energies on
conclusions and recommendations, the committee
recognized that the resource material available
to it would also be of value to the reader interested in going more deeply into any or all of the
areas covered. This report, therefore, is organized
as follows:
I. Introduction.
2. The conclusions and recommendations of
the Special Advisory Commi ttee.
3. The staff-developed resource material (not
published here).
Note: To give expression to the broader concept
of housing industrialization accepted for purposes of its study, the committee developed the
following definition:
The total process of producing housing in a
viable community, including the application
and implementation of significant advances
in production methods, tools, equipment, financing, distribution, land management, organization, and management techniques, all
constitute industrialization in housing and
building. The terms "mass production," "assembly line manufacture," and "prefabrication" a' ~ i ~G · ~~r.o1 peets of industrialization.
Th'
~ ' ,~na
he maximum extent

Scope

The major investigative effort was concen-

trated on single- and multi-family housing. Non-

residential systems were studied only in the
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possible as a reference during preparation; therefore, it should be kept in mind by the reader
as he studies what follows.
possible as a reference during preparation; there-

fore, it should be kept in mind by the reader

as he studies what follows.

Summary of Conclusions -

1.That industrialization in housing has been

progressing over the years, beginning with

small elements, and advancing in evolution-

ary stages to ever larger and more sophis-

ticated components.

2. That most industrialization attempts have

dealt with the building envelope which rep-

resents only about 1/6 of the total cost.3

3. That industrialization, as associated with

large scale mass production of standardized

housing units, has been limited in scope

because housing markets in the United States

are numerous, small, discretionary, cyclic,

and local in nature.

4. That the technical knowledge needed to

effectively industrialize the housing industry

and thus achieve large-scale mass production

exists now.

5. That non-technical variables, such as codes,

zoning, taxation, financing, and labor have

acted as constraints to the most effective ap-

plication of industrialization to housing and

building.

6. That the ability of management to deal effec-

tively with the total process, from concep-

tion to occupancy within a viable community

has been a major factor in the success or

failure of endeavors to industrialize housing

and building.

Discussion of Conclusions

Industrialization of Housing Has Progressed

Over the Years

Industrialization in housing has been evolu-

tionary, beginning with small elements and ad-

vancing in progressive stages to ever larger and

Summary of Conclusions 2
I. That industrialization in housing has been
progressing over the years, beginning with
small elements, and advancing in evolutionary stages to ever larger and more sophisticated components.
2. That most industrialization attempts have
dealt with the building envelope which represents only about 1/6 of the total cost. 3
3. That industrialization, as associated with
large scale mass production of standardized
housing units, has been limited in scope
because housing markets in the United States
are numerous, small, discretionary, cyclic,
and local in nature.
4. That the technical knowledge needed to
effectively industrialize the housing industry
and thus achieve large-scale mass production
exists now.
5. That non-technical variables, such as codes,
zoning, taxation, financing, and labor have
acted as constraints to the most effective application of industrialization to housing and
building.
6. That the ability of management to deal effectively with the total process, from conception to occupancy within a viable community
has been a major factor in the success or
failure of endeavors to industrialize housing
and building.

more sophisticated components. This evolution

developed from individual pieces to pre-hung

Discussion of Conclusions

doors and sectionalized wall panels, to section-

alized rooms and mobile homes. These products

and components are, or may be, manufactured by

mass production methods in factories. The con-

tinued and growing utilization of the technique

of on-site division of labor in a planned pattern

of assembly and joining operations has also been

evolutionary in nature.

-Detailed discussion of these conclusions follows on suc-

ceeding pages.

:: For single-family housing.

The evolutionary nature of industrialization in

housing can be traced in an unbroken line of

manufactured building parts which have become

increasingly larger and ever more complex. It

begins in the distant past with bricks and has

progressed through a vast array of individual

components which range from electrical parts,

insulation board, plaster board, acoustical tile,

roofing, bathtubs, electrical appliances, kitchen

Industrialization 01 Housing HaB Progressed
Over the Years
Industrialization in housing has been evolutionary, beginning with small elements and advancing in progressive stages to ever larger and
more sophisticated components. This evolution
developed from individual pieces to pre-hung
doors and sectionaIized wall panels, to sectionalized rooms and mobile homes. These products
and components are, or may be, manufactured by
mass production methods in factories. The continued and growing utilization of the technique
of on-site division of labor in a planned pattern
of assembly and joining operations has also been
evolutionary in nature.

cabinets, windows, trusses to large units such as

kitchen cores and complete rooms ready for in-

stallation. All these are products of a rationalized

approach to production. Whether the trend to

, Detailed discussion of these conclusions follows on succeeding pages.
:: For single·family housing.

The evolutionary nature of industrialization in
housing can be traced in an unbroken line of
manufactured building parts which have become
increasingly larger and ever more complex. It
begins in the distant past with bricks and has
progressed through a vast array of individual
components which range from electrical parts,
insulation board, plaster board, acoustical tile,
roofing, bathtubs, electrical appliances, kitchen
cabinets, windows, trusses to large units such as
kitchen cores and complete rooms ready for installation. All these are products of a rationalized
approach to production. Whether the trend to
greater factory manufacture of housing components will continue, depends on the market,
which has much to do with speeding up or slowing down the rate of evolution.
A by-product of the evolution which has shaped
the industrialization of this country has been the
application to housing and building of technology and products developed for an altogether
different and usually limited end use, but which
have been modified and put to work in the building industry. An example is the utilization by
Lustron of the porcelin enamel panels developed
for a service station.
Another not so easily recognized product of
evolution in industrialization is the on-site division of labor in planned patterns of assembly or
joining operations. This normally involves high
organization and narrow specialization of the
work process. For example, one individual is
trained to nail dry-wall; another is trained to
tape joints; another is trained to spackle and
finish. A key elemen t of this process is the use of
highly organized methods of scheduling on-site
work.
Still another branch of industrialization's evolution in housing is the mobile home. Mobile
homes are the most complete form of off-site
produced dwellings in the single-family housing
market. They accounted for approximately 16
percent of the total of new units provided in
1967. 4 They have been used mainly in suburban
and rural areas, where traditional house producers have not been active and where traditional
constraints of codes, zoning, etc. have been minimal. In part they are popular because financing
has been available on a short term, chattel basis,
similar to automobile loans. Mobile homes are
usually taxed as personal property rather than
I In
1967, there were 249,900 mobile homes shipped as
compared ~. ri ,g~~~ol ' R Ising units started.

greater factory manufacture of housing compo-

nents will continue, depends on the market,

which has much to do with speeding up or slow-

ing down the rate of evolution.

A by-product of the evolution which has shaped
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as real estate. Further, selling price does not in-

clude the cost of public services, utility connec-

tions, and other fixed costs normally included in

conventional house construction. Belying the de-

signation of "mobile", recently collected informa-

tion from a 1968 NAHB Sample Survey indicates

as real estate. Further, selling price does not include the cost of public services, utility connections, and other fixed costs normally included in
conventional house construction. Belying the designation of "mobile", recently collected information from a 1968 NAHB Sample Survey indicates
that 55 percent of mobile homes had not been
moved during a five year period from 1961-1966,
and that 23 percent had been moved only once.

that 55 percent of mobile homes had not been

moved during a five year period from 1961-1966,

and that 23 percent had been moved only once.

Envelope Represents Only 1 /6th of Total Cost

Attempts to industrialize the building envelope

have not significantly reduced total cost. Study

results revealed that the envelope accounts for

about 1 /6th of the total price paid by the buyer

for housing. (See Tables 1 and 2.) Opportuni-

ties for significant cost savings are more likely in

a combination of factors such as land, core, and

financing, which represent the other 5/6ths of

total cost. Any effort to reduce costs must con-

sider the total process of housing, not just one

particular aspect. It is true that industrialization

of certain larger components, such as sectional-

ized rooms, has resulted in actual manufacturing

economy, but these savings have sometimes been

cancelled due to transportation and distribution

costs that exceeded budgeted amounts. The vol-

ume of potential business in transporting factory-

made sections has not been great enough to in-

terest transportation companies in developing

TABLE 1. Approximate Cost Breakdown of an

Average Single-Family House

TABLE 2. Approximate Cost Breakdown of the

Structure of an Average Single-Family House

Envelope Repre.ent. Only 1/6th oj Total Co.t
Attempts to industrialize the building envelope
have not significantly reduced total cost. Study
results revealed that the envelope accounts for
about 1/6th of the total price paid by the buyer
for housing. (See Tables I and 2.) Opportunities for significant cost savings are more likely in
a combination of factors such as land, core, and
financing, which represent the other 5/6ths of
total cost. Any effort to reduce costs must consider the total process of housing, not just one
particular aspect. It is true that industrialization
of certain larger components, such as sectionalized rooms, has resulted in actual manufacturing
economy, but these savings have sometimes been
cancelled due to transportation and distribution
costs that exceeded budgeted amounts. The volume of potential business in transporting factorymade sections has not been great enough to interest transportation companies in developing

TABLE 2. Approximate Cost Breakdown of the
Structure of an Average Single-Family House
BRAB

FHA

BASEMENT AND MASONRY
Excavation
Masonry
Concrete

3.9

3.7

Total

9.6%

9.0%

ENVELOPE
Lumber
Carpenters' Labor
Drywall
Insulation
Roofing

6.5%
4.6
2.8
0.5
1.2

7.0%
4.4
2.8
0.5
1.0

15.6%

15.7%

2.6%
5.8
3.0

2.4%
6.0
3.0

11.4%

11.4%

BALANCE OF STRUCTURE
Lumber
Carpenters' Labor
Drywall
Hardware
Millwork
Gutters and Downspouts

1.4%
2.7
0.7
0.6
5.0
0.3

2.0%
2.6
0.7
0.6
5.2
0.2

Total

10.7%

11.3%

INSIDE WORK
Tile
Linoleum
Painting
Appliances
Cleanup

1.3%
0.9
3.1
1.7
0.3

Total
M ECHAN ICALI ELECTR ICAL
Electric
Plumbing
Heating***
Total

1.0%

4.7

1.0%

4.3

1.3%
0.7
3.4
1.5
0.2

Total

7.3%

7.1%

OUTSIDE WORK
Landscaping
Driveway

1.1%
1.0

1.1%
0.6

2.1%
56.7%

1.7%
56.2%

Item

STRUCTURE**

Basement and Masonry

Envelope

Mechanical/Electrical Services

Balance of the Structure

Inside Work

Outside Work

Total Structure

OTHER COSTS

Land

Financing

Overhead and Profit

TABLE 1. Approximate Cost Breakdown of an
Average Single-Family House
Percentage
BRAB
Item
STRUCTURE**
Basement and Masonry
9.6%
Envelope
15.6
Mechanical/ Electrical Services
11.4
Balance of the Structure
10.7
Inside Work
7.3
Outside Work
2.1

of Cost*
FHA

TOTAL CONSTRUCTION COST

9.0%
15.7
11.4
11.3
7.1
1.7

Total Structure

56.7%

56.2%

OTHER COSTS
Land
FinanCin!
Overhea and Profit
Other Expenditures

22.8%
6.5

21.5%
7.5

1.3

1.8

43.3%
100.0%

43.8%
100.0%

Other Expenditures

Total Other Cost

TOTAL COST OF UNITS

Percentage of Cost*

BRAB FHA

12.7

13.0

9.6%

15.6

11.4

Total Other Cost
TOTAL COST OF UNITS

10.7

7.3

2.1

56.7%

22.8%

6.5

12.7

1.3

43.3%

100.0%

*This average cost may vary from location to location because
of different cost scales and because of the large number of
variations included in new houses. Cost data are based on
a special survey made for the Special Advisory Committee
by Dr. Michael Sumichrast, with 350 of 600 builders responding from across the United States. FHA data are based on
"Construction Cost Comparison" cost sheets for 37 cities in
1967. The FHA breakdown for the envelope and the balance
of the structure was derived by adapting FHA statistical information to the categories in the first column-i.e., to those
in the Special Survey breakdown, Involving, in the main,
conventionally built homes.
** For a more detailed breakdown see Table 2.

11.4

11.3

7.1

1.7

*** In some cases air-conditioning costs were included.

specialized units for economically hauling housing components, as has been done for high-volume items such as coal and automobiles. On-site
industrialization has produced some savings in
erection of the envelope and, even more significantly, in the overall costs due to optimum scheduling and control of the process. Those interviewed did not, however, believe that there were
any significant breakthroughs on the horizon
which will substantially reduce single-family
housing costs through industrialized methods of
on-5Jite construction. Rather, they thought that a
series of small savings on individual parts of the
total process could reduce costs toward a bare
minimum from the standpoint of quality.
As for prefabrication of houses, most attempts
(excluding mobile homes) have failed to reduce

Original from

9.0%

15.7

Total
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housing construction costs significantly, although

some savings on actual erection time have been

noted, as have marginal operating advantages in

areas of labor and material shortages. Under

prevailing market conditions, the large amount

of capital required for facilities, inventories, ac-

counts receivable, and the added costs of trans-

portation of prefabricated units from factory to

job site have caused factory-prefabricated hous-

ing units to cost no less than those conventionally

built. Moreover, the expected growth of the pre-

fabricated home industry has not occurred be-

cause of increased cost competition which has

resulted from refinements in on-site fabrication.

By moving toward subcontracting of all the ele-

ments of the house and toward increased use of

on-site assembly methods, the conventional build-

er has attained closer control and lower costs.

For example, he can replace a subcontractor who

has not met time and cost goals, and find a more

effective performer. In contrast, the builder who

is tied to a prefabricator's system cannot take

such corrective action so readily or so promptly.

Although it seems clear that on-site construc-

tion time can be saved by utilizing large com-

ponents, few builders have been able to demon-

strate dollar savings for this aspect of their indus-

trialized approach. Furthermore, in computing

the total cost of housing, most entrepreneurs

have not included "public" costs, e.g., streets, utili-

ties, trash removal, fire and police protection, in

their analyses. Indeed, no study of "public" costs

has been undertaken which would produce the

cost figures required for comparisons between

urban and suburban land costs.

In this country, concepts for componentized

construction of multi-family, high-rise housing

have begun to appear only very recently. Data

about these systems are scarce. In Europe, both

East and West, industrialized systems for multi-

family housing projects began much earlier than

in the United States, because of governmental

involvement (particularly in Eastern Europe) in

the aggregation of markets and in the develop-

ment of multi-family, high-rise housing. Attempts

to compare European experience and costs with

our methods have been fruitless because of dif-

ferences in both construction standards and cost

accounting methods.

Systems for prefabricated or industrialized non-

residential (i.e., commercial or light industrial)

buildings have been relatively more successful in

reducing costs and gaining acceptance than those

for housing. This is largely due to the fewer

market place variables involved, including a less

discretionary market which places greater em-

phasis on utility and construction time saved

than on personal preferences or tradition.

The potential cost savings available through

mitigation of seasonality in construction has be-

come the subject of much recent interest. Accord-

ing to one economist, at least two-thirds of the

housing built in this country is located in areas

subject to substantial weather delays. It is be-

lieved that substantial cost reductions could be

housing construction costs significantly, although
some savings on actual erection time have been
noted, as have marginal operating advantages in
areas of labor and material shortages. Under
prevailing market conditions, the large amount
of capital required for facilities, inventories, accounts receivable, and the added costs of transportation of prefabricated units from factory to
job site have caused factory-prefabricated housing units to cost no less than those conventionally
built. Moreover, the expected growth of the prefabricated home industry has not occurred because of increased cost competition which has
resulted from refinements in on-site fabrication.
By moving toward subcontracting of all the elements of the house and toward increased use of
on-site assembly methods, the conventional builder has attained closer control and lower costs.
For example, he can replace a subcontractor who
has not met time and cost goals, and find a more
effective performer. In contrast, the builder who
is tied to a prefabricator's system cannot take
such corrective action so readily or so promptly.
Although it seems clear that on-site construction time can be saved by utilizing large components, few builders have been able to demonstrate dollar savings for this aspect of their industrialized approach. Furthermore, in computing
the total cost of housing, most entrepreneurs
have not included "public" costs, e.g., streets, utilities, trash removal, fire and police protection, in
their analyses. Indeed, no study of "public" costs
has been undertaken which would produce the
cost figures required for comparisons between
urban and suburban land costs.
In this country, concepts for componentized
construction of multi-family, high-rise housing
have begun to appear only very recently. Data
about these systems are scarce. In Europe, both
East and West, industrialized systems for multifamily housing projects began much earlier than
in the United States, because of governmental
involvement (particularly in Eastern Europe) in
the aggregation of markets and in the development of multi-family, high-rise housing. Attempts
to compare European experience and costs with
our methods have been fruitless because of differences in both construction standards and cost
accounting methods.
Systems for prefabricated or industrialized nonresidential (i.e., commercial or light industrial)
buildings have been relatively more successful in
reducing costs and gaining acceptance than those
for housing. This is largely due to the fewer

realized if more work were performed in factories

which are free of weather variables which may

require premium wages to be paid in completing

field work.

Market Has Limited the Scope of

Industrialization of Housing

market place variables involved, including a less
discretionary market which places greater emphasis on utility and construction time saved
than on personal preferences or tradition.
The potential cost savings available through
mitigation of seasonality in construction has become the subject of much recent interest. According to one economist, at least two-thirds of the
housing built in this country is located in areas
subject to substantial weather delays. It is believed that substantial cost reductions could be
realized if more work were performed in factories
which are free of weather variables which may
require premium wages to be paid in completing
field work.

Market Htu Limited the Scope 0/
Indwtrialisation
Markets for housing in the United States have
been fragmented and are becoming progressively
more numerous, discretionary, cyclic, and local
in nature-making large scale mass production
of standardized housing units questionable. The
financial and corporate community, observing
this segmentation of the market, has seemingly
concluded that evolutionary advances in industrialization are the accepted way in construction
and have not furnished capital for the large
scale investment in plant and equipment which
would be required for true mass production.
There is no single market for housing, analogous to that for the multi-million sales of a
relatively few standardized models of cars. The
markets for housing are many, small, and cyclic;
and there appears to be a limit to market size
in any given locale, at anyone time, for any
particular type of single-family house, within a
particular price range. The single-family builder
has been able to capture no more than about
3 percent of the total market in a large metropolitan area. The larger the market, the lower
the share. 4 Furthermore, the discretionary char'The share of the market any entrepreneur has obtained
has been limited primarily by the total effective demand
in any given locality. For instance, in the Washington
metropolitan area with' about 2.5 million people, the aver·
age annual net effective demand is for as many as 40,000
housing units. One large builder in the Washington metro·
politan area has produced about 1200 units per year, far
ahead of other "large volume" builders. In smaller areas,
the percentage share of the market any builder has captured has, of course, been higher than that in a large
metropolitan area, but the limitations as to what this share
is, or could be, are real and well understood in the housing
industry. Na1:iI <II
I tlI i- .same
builder builds only about
fH

acter of the market has become more pronounced

and has forced the single family home builder

into the development of many models. As an

example, one large home builder who, 15 years

ago, produced 15 models, today offers 150 models

for the same market.

The size of housing developments has been

affected by market diffusion as well. In the '40's

and '50's, in response to the pent-up post-World

War II demand for homes, tracts of 2000, 3000,

and up to 5000 look-alike single-family houses

were common. Today, responding to the many

smaller, more discretionary markets, housing de-

velopments of hundreds of homes are the rule.

It is interesting to note that European govern-

mentsâespecially those in Eastern Europeâhave

acted to aggregate markets. These efforts to widen

opportunities for the application of industrializa-

tion have been almost exclusively in high-rise,

multi-family housing. There is a marked differ-

ence between Eastern and Western Europe in

the standardization of components. In general,

Western Europe offers a greater variety of models

to satisfy the market, while Eastern Europe has

standardized on a few models which are changed

approximately every five years.

Technical Knowledge Exists Now

The technical knowledge needed to effectively

acter of the market has become more pronounced
and has forced the single family home builder
into the development of many models. As an
example, one large home builder who, 15 years
~go, produced 15 models, today offers 150 models
for the same market.
The size of housing developments has been
affected by market diffusion as well. In the '40's
and '50's, in response to the pent-up post-World
War II demand for homes, tracts of 2000, 3000,
and up to 5000 look-alike single-family houses
were common. Today, responding to the many
smaller, more discretionary markets, housing developments of hundreds of homes are the rule.
It is interesting to note that European governments--especially those in Eastern Europe-have
acted to aggregate markets. These efforts to widen
opportunities for the application of industrialization have been almost exclusively in high-rise,
multi-family housing. There is a marked difference between Eastern and Western Europe in
the standardization of components. In general,
Western Europe offers a greater variety of models
to satisfy the market, while Eastern Europe has
standardized on a few models which are changed
approximately every five years.

were crane-hoisted into position to build a 21story hotel in San Antonio in less than nine
months from plan inception, was an ingenious
construction system incorporating some of the
very latest advances in concrete forming. casting.
and curing. The one-piece bathrooms and kitchens of molded fiberglass for Montreal's Habitat
'67 represented good technical design and precision manufacture. The assembly operations
which turn out today's mobile homes and the
technology which may make it possible to take
these mobile homes and "plug" them into slots
in a structure built around a utility core for
high density housing certainly demonstrate technological ingenuity. But, technical knowledge
and technology have not been sufficient to
assure success of an industrialized system of
housing manufacture. Other factors, mostly nontechnical, have been more important determinants of the success or failure of systems and have
served as constraints to even greater application
of technical knowledge. As these constraintspolitical. regulatory and institutional inflexibility, and lack of capitalization-change, and labor
shortages become even more critical, applications
of available technology are likely to accelerate.

Technical Knowledge Exia', Now

Constraints

The technical knowledge needed to effectively
industrialize housing and achieve large scale mass
production exists now or can be readily supplied
when a market is clearly identified. The constraints imposed by social, political, and economic factors have been more important than
lack of technology. The housing industry has
had access to the technological progress which
has taken place in almost every kind of manufacturing activity. That it has had (and has now)
the technical knowledge and know-how to arrive
at highly rationalized and sophisticated systems
of house and house component manufacture is
on record. The assembly line for the Lustron
home, moving by automation over eight miles of
conveyor-but with the many parts hand-loaded
onto a specially designed trailer for movement to,
and interim storage at the construction sitewas an early attempt. Another try at assembly line manufacture was the Alsides Home,
produced with even greater precision and speed,
but with far fewer parts. The open air factory
set up for the manufacture of the concrete "boxes"
which comprised complete rooms, and which

Many of the variables of the marketplace have
acted as constraints to the greater application of
industrialization to the building of houses in a
viable community.
The period required for the introduction and
acceptance of new concepts in industrialization
of housing has tended to be long-approximately
seven to ten years. The traditional tastes of most
home buyers playa significant role in this time
lag. For example. most successful ventures in the
prefabrication of houses have utilized traditional
materials in traditional designs; in contrast, the
most conspicuous failures used nontraditional
materials in semi-traditional or severely contem·
porary designs. Financial backers have often resisted technical innovations because of doubts
concerning long term performance. fear of potential hidden costs, and concern for consumer acceptance. A lack of confidence in accelerated
pilot tests and the non-availability of full scale
repetitive field tests have also been factors. Thus,
instead of innovating, many entrepreneurshomebuilders or manufacturers-have developed
improved models of existing products in order
to reduce the resistance of home buyers or financial backers and to minimize the amount of

industrialize housing and achieve large scale mass

production exists now or can be readily supplied

when a market is clearly identified. The con-

straints imposed by social, political, and eco-

nomic factors have been more important than

lack of technology. The housing industry has

had access to the technological progress which

has taken place in almost every kind of manu-

facturing activity. That it has had (and has now)

the technical knowledge and know-how to arrive

at highly rationalized and sophisticated systems

of house and house component manufacture is

on record. The assembly line for the Lustron

home, moving by automation over eight miles of

conveyorâbut with the many parts hand-loaded

onto a specially designed trailer for movement to,

and interim storage at the construction siteâ

was an early attempt. Another try at assem-

bly line manufacture was the Alsides Home,

produced with even greater precision and speed,

but with far fewer parts. The open air factory

set up for the manufacture of the concrete "boxes"

which comprised complete rooms, and which

5-6,000 units annually, or less than y2 percent of all

housing units started.

were crane-hoisted into position to build a 21-

story hotel in San Antonio in less than nine

months from plan inception, was an ingenious

construction system incorporating some of the

very latest advances in concrete forming, casting,

and curing. The one-piece bathrooms and kitch-
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'67 represented good technical design and pre-

cision manufacture. The assembly operations
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technology which may make it possible to take
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nological ingenuity. But, technical knowledge
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assure success of an industrialized system of
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retraining required for all concerned in market-

ing and utilizing the product. The risks, when

innovations are introduced, are too often thrust

on a third party, usually a subcontractor, who

is least able to stand a financial loss and who

also has the least to gain. This third party, how-

ever, may be the key to the success or failure

of the innovation. Any lack of experience or

his resistance to change may cancel out the poten-

tial advantages of the innovation. Manufacturers

have recently recognized this problem and have

been providing subcontractors with much better

technical assistance and have been willing to

provide financial support as required. (Despite

these constraints, as earlier noted, incremental

changes, including many new products, have

been successfully introduced.)

Codes per se were not found to be the direct

reason for the failure of any of the past indus-

trialized systems although they did constrain

freedom of choice in technology and have limited

the market. Field interviews revealed that entre-

preneurs either learned to "live" with codes as

they existed or avoided marketing areas with re-

strictive codes. Codes have traditionally been

locally promulgated and administered. They have

been viewed primarily as a means to assure pro-

tection of the purchaser but have often been used

for different purposes such as controlling the type

of housing to be erected.

Codes are basically specifications, i.e., they

indicate specific materials and techniques to be

used to provide the desired level of public health

and safety. Materials, products, or methods not

conforming generally are not acceptable. How-

ever, field interviews have revealed that many

local authorities exercise, the authority to ap-

prove new materials and methods where granted

in their codes, upon the presentation of ade-

quately supported data. However, the acceptance

procedure is usually time-consuming.

The field study clearly revealed the lack of uni-

formity of codes. It was felt that this lack of

uniformity required an entrepreneur to meet the

highest requirement in his chosen marketing

area at additional costs or attempt to change the

codes to accommodate his material, product, or

method. Although there were often some justi-

fications for local variationsâsuch as geographi-

cal or climatic conditionsâmost interviewees

felt that the variations were too large to be jus-

tified on this basis alone.

Another constraint to industrialization is the

home-buyer's desire for options and individual-

ity. In all his purchasing, he is accustomed to,

and demands, a broad variety of choices. Indus-

trialized single-family housing systems have, for

the most part, been standardized in an unsophis-

ticated manner, and the consequent restrictions

on design and flexibility have caused them to

fall short of satisfying localized preferences. This

is not to say that the volume production of

industrialized housing necessarily restricts flex-

ibility. Model variety has been achieved through

options on small parts such as bay windows,

retraining required for all concerned in marketing and utilizing the product. The risks, when
innovations are introduced, are too often thrust
on a third party, usually a subcontractor, who
is least able to stand a financial loss and who
also has the least to gain. This third party, however, may be the key to the success or failure
of the innovation. Any lack of experience or
his resistance to change may cancel out the potential advantages of the innovation. Manufacturers
have recently recognized this problem and have
been providing subcontractors with much better
technical assistance and have been willing to
provide financial support as required. (Despite
these constraints, as earlier noted, incremental
changes, including many new products, have
been successfully introduced.)
Codes per se were not found to be the direct
reason for the failure of any of the past industrialized systems although they did constrain
freedom of choice in technology and have limited
the market. Field interviews revealed that entrepreneurs either learned to "live" with codes as
they existed or avoided marketing areas with restrictive codes. Codes have traditionally been
locally promulgated and administered. They have
been viewed primarily as a means to assure protection of the purchaser but have often been used
for different purposes such as controlling the type
of housing to be erected.
Codes are basically specifications, i.e., they
indicate specific materials and techniques to be
used to provide the desired level of public health
and safety. Materials, products, or methods not
conforming generally are not acceptable. However, field interviews have revealed that many
local authorities exercise, the authority to approve new materials and methods where granted
in their codes, upon the presentation of adequately supported data. However, the acceptance
procedure is usually time-consuming.
The field study clearly revealed the lack of uniformity of codes. It was felt that this lack of
uniformity required an entrepreneur to meet the
highest requirement in his chosen marketing
area at additional costs or attempt to change the
codes to accommodate his material, product, or
method. Although there were often some justifications for local variations-such as geographicalor climatic conditions-most interviewees
felt that the variations were too large to be justified on this basis alone.
Another constraint to industrialization is the
home-buyer's desire for options and individual-

ity. In all his purchasing, he is accustomed to,
and demands, a broad variety of choices. Industrialized single-family housing systems have, for
the most part, been standardized in an unsophisticated manner, and the consequent restrictions
on design and flexibility have caused them to
fall short of satisfying localized preferences. This
is not to say that the volume production of
industrialized housing necessarily restricts flexibility. Model variety has been achieved through
options on small parts such as bay windows,
panels, colors, etc., with the larger, more costly
elements of the single-family house being standardized or dimensionally coordinated to some
degree. Traditional market conditions, however,
have discouraged broad systems approaches to
such problems.
Still other constraints have been these:
I. A majority of so-called 'building systems'
have been predicated on a closed system concept, and are not compatible with alternate
subsystems of other manufacturers.
2. The tolerance to which prefabricated units
have usually been built has made difficult
their interconnection to foundations, utilities, and other conventionally built house
appurtenances which to date have been
made to much wider tolerances.
3. Much ingenuity has been directed to the
sub-assembly of individual products and
components for the house, but the attempts
at combining these sub-assemblies into larger
groups, as a further step toward industrialization, have been handicapped by the constraints of the prevailing market.
The literature search and field inteviews indicate that labor practices and variations in factory
and field labor ratps have acted both as a constraint upon, and a stimulant to, development
of industrialized building systems. The reluctance of field craftsmen to install factory assembled components, especially when these are
assembled outside of their jurisdictions, has operated as a constraint. On the other hand, the wage
scale rate differences, usually lower for factory
workers, have acted as a stimulant to development of factory produced building components
and systems. Some industrialized system developers felt that the interface problem between factory and field labor handicapped them in the
fullest development of their systems. They felt
that they should be able to take advantage,
when possible, of the lower factory wage rate
and to or-ga ;~e I '
ork flow more efficiently
I

I"

I
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than is possible on the site.

The increasing cost of, and shortages of, build-

ing craft labor may serve as powerful incentives

to the increased application of industrialized sys-

tems to housing and building. A recent survey

of home builders by the NAHB indicates that

the average wage of the construction crafts em-

ployed in the home building industry increased

10.1 percent between May 1967 and May 1968,

with the smallest increaseâfor sheet metal work-

ersâbeing 6.3 percent and the largestâfor

plumbersâbeing 12.0 percent. That the trend

will continue is indicated by the survey's pro-

jections from the same base to September 1968

of an increase of 14.9 percent, based on wage

increases already negotiated. These percentage

increases are higher than recent Bureau of Labor

Statistics figures. The main reason for this is

that over 70 percent of labor utilized in the

single-family home-building field is non-union,

with lower basic wage scales, while the BLS figure

is based on a substantially higher percentage of

union labor. Thus, non-union wages, starting

from a much lower basic wage, are rising sig-

nificantly faster than union wage rates. With

shortages of craftsmen now becoming increas-

ingly more severe; particularly in trades such as

carpenters, brick masons, cement masons, plumb-

ers and electricians; as well as ever steeper wages,

it seems obvious that the job of physically pro-

ducing 2.5 million homes a year, as called for by

the President, will continue to stimulate utiliza-

tion of more factory-produced components and

less on-site fabrication.

Ability to Manage the Total Process

The ability of management to deal with the

total process, from conception to occupancy in

a viable community, has been a major factor in

the success of many industrialized housing en-

than is possible on the site.
The increasing cost of, and shortages of, building craft labor may serve as powerful incentives
to the increased application of industrialized systems to housing and building. A recent survey
of home builders by the NAHB indicates that
the average wage of the construction crafts employed in the home building industry increased
10.1 percent between ~Jay 1967 and l\Iay 1968,
with the smallest increase-for sheet metal workers-being 6.3 percent and the largest-for
plumbers-being 12.0 percent. That the trend
will continue is indicated by the survey's projections (rom the same base to September 1968
of an increase of 14.9 percent, based on wage
increases already negotiated. These percentage
increases are higher than recent Bureau of Labor
Statistics figures. The main reason for this is
that over 70 percent of labor utilized in the
single-family home-building field is non-union,
with lower basic wage scales, while the BLS figure
is based on a substantially higher percentage of
union labor. Thus, non-union wages, starting
from a much lower basic wage, are rising significantly (aster than union wage rates. With
shortages of craftsmen now becoming increasingly more severe; particularly in trades such as
carpenters, brick masons, cement masons, plumbers and electricians; as well as ever steeper wages,
it seems obvious that the job of physically producing 2.5 million homes a year, as called for by
the President, will continue to stimulate utilization of more factory-produced components and
less on-site fabrication.

deavors. Lack of proper management control,

particularly in the area of finance and marketing,

A.bility to Manage the Total Process

has contributed to many project failures. Two

types of failures have occurred: the first, when

the factory-fabricated home producer had higher

costs than those prevailing in the competitive

market; the second, when he far underestimated

the lead time required for the product to gain

market acceptance, so that facility investment

costs and overhead costs mounted markedly be-

fore there was any return. In the development of

new towns and new subdivisions, the inability

to sequence operations correctly, with investment

for sewers, streets, and the like being too far

ahead of, instead of in step with, current sales,

adversely affected cash flow and caused other

projects to fail.

Even when single-family house construction

and sales have been the principal concern, most

entrepreneurs have recognized that large volume

production required a large volume of purchas-

ers. But some have failed to recognize that an

equally important part of the process is the

timely development of an equivalent number

of lots (including utilities and other "public"

The ability of management to deal with the
total process, (rom conception to occupancy in
a viable community, has been a major factor in
the success of many industrialized housing endeavors. Lack of proper management control,
particularly ill the area of finance and marketing,
has contributed to many project failures. Two

types of failures have occurred: the first, when
the factory-fabricated home producer had higher
costs than those prevailing in the competitive
market; the second, when he far underestimated
the lead time required for the product to gain
market acceptance, so that facility investment
costs and overhead costs mounted markedly be(ore there was any return. In the development of
new towns and new subdivisions, the inability
to sequence operations correctly, with investment
for sewers, streets, and the like being too far

facilities) to serve as sites for the product of their

ahead of, instead of in step with, current sales,
adversely affected cash flow and caused other
projects to fail.
Even ",hen single-family house construction
and sales have been the principal concern, most
entrepreneurs have recognized that large volume
production required a large volume of purchasers. But some have failed to recognize that an
equally important part of the process is the
timely development of an equivalent number
of lots (including u tiIi ties and other "public"
facilities) to serve as sites for the product of their
factories. Although the importance of management was recognized during earlier attempts at
setting up completely industrialized housing systems, the need was often interpreted somewhat
narrowly. For example, "mass production" management specialists sometimes ,,,,'ere recruited
from other industries. They thought chiefly in
terms o( solving factory production problems
and thus did not recognize the importance of
marketing, including distribution, financing, and
erection. This contributed to their lack of success.
Recommendations
Although nOlle of the three specific objectives
established for this study alluded to recommenda tions, the coll1mi tlee nevertheless felt tha tits
work ,,"ould he incomplete were it to respond
only to a precise interpretation of its mission.
The conclusions set forth on the preceding
pages, reporting on the past and present state-ofthe-art, all relate quite specifically to some aspect
of the industrialization of housing and building.
The recommendations, however, generated from
the conclusions, but looking into the future, necessarily arc not restricted to industrialization as
such, but seek to stimulate inquiry into other
aspects of the problem of housing this nation's
people.
The several recolllmendations have been
groll ped in to seven areas and presented in descending order of importance or priority.
Management 0/ Total Process
The need for increased skills and know ledge
in administering a broader, total approach to
building in a viable community provides reason
to encourage the building industry to establish
programs aimed at increasing the competence of
managemcn t at all levcls.
Constraints
A major effort should be made to identify and
analyze criticallv those constraints considered
Origina'i from
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handicaps to the development of industrializa-

tion in housing and its potential economies of

scale, and to evolve programs for minimizing

those constraints, including codes, zoning, and

taxation.

If, for example, industry is to devise meaning-

ful approaches to using industrialized techniques

to supply low cost housing, the type and mix of

handicaps to the development of industrialization in housing and its potential economies of
scale, and to evolve programs for minimizing
those constraints, including codes, zoning, and
taxation.
If, for example, industry is to devise meaningful approaches to using industrialized techniques
to supply low cost housing, the type and mix of
housing required, where it is needed, and under
what conditions, must be determined.

housing required, where it is needed, and under

what conditions, must be determined.

Cost Analysis

Realistic assessments of unit costs of proposed

industrialized housing systems would do much

to prevent failures and premature investments

in unworthy proposals. Public costs for both

single-family housing and multi-family housing,

should be included in such assessments. To this

end, entrepreneurs seeking public support should

be required to make and submit complete cost-

benefit analyses of their proposals; including not

only near term costs (today the sole require-

ment), but long term costs as well, and also such

costs as are related to the introduction and prov-

ing-out of new concepts. These total costs should

then be a major factor in any decision to support

the program.

Industrialized systems of multi-family, high

rise housing are most advanced in both Western

and Eastern Europe. These systems should be

studied in detail to ascertain whether they offer

potential for real economies in the U.S. market

climate. Particular attention should be given to

obtaining on-site data and information, utilizing

teams of competent personnel familiar with the

United States operations. In fact, a control cost

analysis experiment should be conducted in the

United States at the same time to assure sound

correlation of information.

Since the greater potential for reducing cost

of low-income family housing lies in land, core,

financing, and large scale project management,

the attention of government and industry should

be concentrated in these areas.

Although it was found that raw land costs

were generally lower in the suburbs than in

urban areas, the development of suburban land

requires additional expenditures for many public

services, e.g., police and fire protection, streets,

sidewalks, schools, parks, etc., which were not

known. Thus, the true cost of suburban land

might actually be higher than land in the cities

where public services already exist, at least in

part. Therefore, it is recommended that a study

be made to set criteria for determining public

costs and, thus, true cost of land.

Flexibility

The desirability of free interchange of housing

and building components seems undeniable in

terms of both economy of time and material and

conservation of resources. To this end, the de-

velopment of open systems and compatible closed

systems of industrialized housing should be en-

couraged; i.e., those in which there is extensive

modularization of all components and a system

for interlocking the products of different systems.

Cost Analysis
Realistic assessments of unit costs of proposed
industrialized housing systems would do much
to prevent failures and premature investments
in unworthy proposals. Public costs for both
single-family housing and multi-family housing,
should be included in such assessments. To this
end, entrepreneurs seeking public support should
be required to make and submit complete costbenefit analyses of their proposals; including not
only near term costs (today the sole requirement), but long term costs as well, and also such
costs as are related to the introduction and proving-out of new concepts. These total costs should
then be a major factor in any decision to support
the program.
Industrialized systems of multi-family, high
risc housing are most advanced in both Western
and Eastern Europe. These systems should be
studied in detail to ascertain whether they offer
potential for real economies in the U.S. market
climate. Particular attention should be given to
obtaining on-site data and information, utilizing
teams of competent personnel familiar with the
United States operations. In fact, a control cost
analysis experiment should be conducted in the
United States at the same time to assure sound
correlation of information.
Since the greater potential for reducing cost
of low-income family housing lies in land, core,
financing, and large scale project management,
the attention of government and industry should
be concentrated in these areas.
Although it was found that raw land costs
were generally lower in the suburbs than in
urban areas, the development of suburban land
requires additional expenditures for many public
services, e.g., police and fire protection, streets,
sidewalks, schools, parks, etc., which were not
known. Thus, the true cost of suburban land
might actually be higher than land in the cities
where public services already exist, at least in
part. Therefore, it is recommended that a study

be made to set criteria for determining public
costs and, thus, true cost of land.

Flexibility
The desirability of free interchange of housing
and building components seems undeniable in
terms of both economy of time and material and
conservation of resources. To this end, the development of open systems and compatible closed
systems of industrialized housing should be encouraged; i.e., those in which there is extensive
modularization of all components and a system
for interlocking the products of different systems.
So that competent manufacturers or contractors will be afforded incentives to participate
in rehabilitation programs on a continuing basis,
reasonable criteria should be developed for the
rehabilitation of sub-standard housing.
Special situations such as developing areas,
inner-city renewal, rehabilitation, and new community developments demand greater flexibility
of regulatory authority. This suggests the need
for a study to determine the possibility of adjusting codes, zoning, and standards to meet these
special needs.
The decision whether to rehabilitate, renew,
or undertake new construction of dilapidated
communities must be based on sound criteria.
To this end, a study should be made to establish
such cri teria.

Standards and Tests
Through the performance approach, technological needs should be determined as a basis
for setting standards for each desired level of
construction quality. Techniques and test procedures then should be developed with which
to judge what innovations will comply with the
standards.

Government Stimulus
Meeting a national goal of 2.5 million new
housing units a year, as called for by the President in 1968, suggests the magnitude of effort
which has been characteristic of certain other
programs such as space exploration, development
of atomic energy for peaceful uses, and health.
To this end, it is suggested that government
establish a definitive priority for housing and
urban development; and then give the problems
of planners and producers the attention needed
for more effective access to and utilization of the
nation's resourcf' Doing this will encourage
nglna rom
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further and more rapid development of effective
industrialized housing systems and housing production.
further and more rapid development of effective

industrialized housing systems and housing pro-

Land Development

duction.

Land Development

Individual house utility and service systems

Individual house utility and service systems
may be the means of freeing the attachment of

the house to the land, making it more responsive
to the need for mobility and to changing patterns of land use. To this end, it is suggested
that an examination into the entire complex
problem of overall utility and service systems be
made with the goal of determining the advan·
tages and disadvantages of both centralized and
decentralized systems.
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Preface

The function of this paper is to describe hous-

ing requirements over the next decade, to deter-

mine whether the financing of these requirements

can be accomplished without undue strain in

financial markets, and to evaluate proposals

which are designed to channel a sufficient volume

of funds into housing.

In the analysis which follows, heavy reliance

has been placed upon published materials from

private and Government sources. The short time

which was available for this study did not permit

original research to the extent which the authors

would have desired. Thus in large part the final

conclusions and recommendations reflect a re-

view and appraisal of existing literature.

Sections I and II contain background material,

provided at the Subcommittee's request, dealing

with the operations of housing and financial mar-

kets. Section III discusses several special housing

problems: short-term instability of the flow of

funds to housing and the housing requirement

for low-income areas. Section IV is concerned

with the demand for and supply of housing

funds over the next decade. Section V provides

an appraisal of a variety of proposals which are

intended to assure an adequate volume of funds

for housing.

The major conclusion of this study is that there

are likely to be financial obstacles in the way of

any effort to deal with the low-income housing

problem over the next ten years unless addi-

tional measures are taken to increase the flows

of funds into housing. Furthermore, it is con-

cluded that under certain circumstances, e.g.,

inflation, the financial market pressures that

develop may be such as to make virtually im-

possible the attainment of certain projected low-

income housing goals no matter how much

attention is paid to the problem of financing

requirements.

The basis for these conclusions lies essentially

in the author's expectations concerning future

"housing market" demands and the future flow

of funds into "depository" institutions, i.e., com-

mercial banks, savings and loan associations, and
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The function of this paper is to describe housing requirements over the next decade, to determine whether the financing of these requirements
can be accomplished without undue strain in
financial markets, and to evaluate proposals
which are designed to channel a sufficient volume
of funds into housing.
In the analysis which follows, heavy reliance
has been placed upon published materials from
private and Government sources. The short time
which was available for this study did not permit
original research to the extent which the authors
would have desired. Thus in large part the final
conclusions and recommendations reflect a review and appraisal of existing literature.
Sections I and II contain background material,
provided at the Subcommittee's request, dealing
with the operations of housing and financial markets. Section III discusses several special housing
problems: short-term instability of the flow of
funds to housing and the housing requirement
for low-income areas. Section IV is concerned
with the demand for and supply of housing
funds over the next decade. Section V provides
an appraisal of a variety of proposals which are
intended to assure an adequate volume of funds
for housing.
The major conclusion of this study is that there
are likely to be financial obstacles in the way of
any effort to deal with the low-income housing
problem over the next ten years unless additional measures are taken to increase the flows
of funds into housing. Furthermore, it is con-

cluded that under certain circumstances, e.g.,
inflation, the financial market pressures that
develop may be such as to make virtually impossible the attainment of certain projected lowincome housing goals no matter how much
attention is paid to the problem of financing
req uiremen ts.
The basis for these conclusions lies essentially
in the author's expectations concerning future
"housing market" demands and the future flow
of funds into "depository" institutions, Le., commercial banks, savings and loan associations, and
mutual savings banks. Even in the absence of
any expansion in existing governmental housing
assistance programs, housing credit requirements
will increase substantially due to demographic
pressures coming into play in the housing market.
While the financial system may be able to accommodate these market needs under economic
conditions of growth without inflation, there is
uncertainty about any additional requirements
that may be superimposed. Questions are raised
about the future role of the depository institutions in providing housing credit. They have
been and will continue to be the dominant
lenders in this market. Yet there are financial
factors emerging which may bring about a slight
slowdown in savings inflows into these institutions, and this in tum should have an impact
on their residential mortgage investment.

Carter H. Golembe
Alan R. Winger
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I. The Residential Mortgage Market:
A Background Discussion
I. The Residential Mortgage Market:

A Background Discussion

A. An Overview of Financial Markets

Financial markets are, in the broadest sense,

those in which the transactions taking place

involve the transfer of funds. It is a necessary

part of an economic structure in which the key

features are a high degree of economic special-

ization and the extensive use of durable capital

goods in production. Specialization itself means

the need for some kind of money. The goods

produced when there is division of labor are

not likely to be consumed by their maker; rather

each producer will seek to exchange some of his

output for goods produced by others. Except

under the most unlikely circumstances, i.e., a

double coincidence of wants, such exchange will

require the use of some kind of medium of

exchange, or money.

The use of money to facilitate exchange need

not give rise to transactions involving money

alone. In fact, when money functions as a

medium of exchange, it is used in what is

ordinarily classified as a nonfinancial transaction,

i.e., the exchange of money for real economic

goods or the converse. Rut in the historical de-

velopment of most nations, money in circulation

has been used increasingly in financial trans-

actions, i.e., transactions where money is the

commodity exchanged. In fact, in most nations

money now gets into circulation as a result of

financial transactions. Commercial bank demand

deposits constitute the bulk of the money supply

in many places, and this money comes into being

as a result of the credit-creation operations of

the banking system.

To understand financial markets, however,

requires much more than a knowledge of the

money-creating activities of the commercial bank-

ing system. While banks play a key role in the

operation of these markets, they are not the only

participants. Nor does an indication of their

presence really provide much insight into the

whys of activities in these markets. What lies at

the bottom of the countless number of financial

transactions taking place each year is the capital

formation process which provides the durable

goods used so extensively in the contemporary

economy.

These goods, unfortunately, do not fall from

the heavens. They come into being only as a

result of a savings and investment process. Some-

where, someone has to be willing to abstain from

consumption, and the savings that result must be

invested (or embodied in the form of a durable

good). If savers and investors were one and the

same, the process would be a relatively simple

matter to accomplish. In a nation of any size,

however, it is almost a certainty that those who

save and those who invest will not necessarily

be the same. Obviously there will be households

and firms that save and invest their own savings

in some durable good. Yet during any given

period, there will be some who save but have

A. An Overview 0/ Financial Markets
Financial markets are, in the broadest sense,
those in which the transactions taking place
involve the transfer of funds. It is a necessary
part of an economic structure in which the key
features are a high degree of economic specialization and the extensive use of durable capital
goods in production. Specialization itself means
the need for some kind of money. The goods
produced when there is division of labor are
not likely to be consumed by their maker; rather
each producer will seek to exchange some of his
output for goods produced by others. Except
under the most unlikely circumstances, i.e., a
double coincidence of wants, such exchange will
require the use of some kind of medium of
exchange, or money.
The use of money to facilitate exchange need
not give rise to transactions involving money
alone. In fact, when money functions as a
medium of exchange, it is used in what is
ordinarily classified as a nonfinancial transaction,
i.e., the exchange of money for real economic
goods or the converse. But in the historical development of most nations, money in circulation
has been used increasingly in financial transactions, i.e., transactions where money is the
commodity exchanged. In fact, in most nations
money now gets into circulation as a result of
financial transactions. Commercial bank demand
deposits constitute the bulk of the money supply
in many places, and this money comes into being
as a result of the credit-creation operations of
the banking system.
To understand financial markets, however,
requires much more than a knowledge of the
money-creating activities of the commercial banking system. While banks play a key role in the
oper.a~ion of these markets, they are not the only
partICIpants. Nor does an indication of their
presence really provide much insight into the
whys of activities in these markets. What lies at
the bottom of the countless number of financial
transactions taking place each year is the capital
formation process which provides the durable
goods used so extensively in the contemporary
economy.
These goods, unfortunately, do not fall from
the heavens. They come into being only as a
result of a savings and investment process. Some-

no intention of acquiring a durable asset in an

amount equal to their savings. And there will

also be those who have a great need for the serv-

ices of some durable asset, but an insufficient

amount of savings to acquire it. Under these

circumstances there is a need for the develop-
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where, someone has to be willing to abstain from
consumption, and the savings that result must be
invested (or embodied in the form of a durable
good). If savers and investors were one and the
same, the process would be a relatively simple
matter to accomplish. In a nation of any size,
however, it is almost a certainty that those who
save and those who invest will not necessarily
be the same. Obviously there will be households
and firms that save and invest their own savings
in some durable good. Yet during any given
period, there will be some who save but have
no intention of acquiring a durable asset in an
amount equal to their savings. And there will
also be those who have a great need for the services of some durable asset, but an insufficient
amount of savings to acquire it. Under these
circumstances there is a need for the development of some mechanism to insure that the
nation's savings will be made readily available
to those who have investment "needs."
In an exchange economy in which markets
are the primary means of organizing economic
activity, financial markets, in effect, constitute
the mechanism by which the nation's savings
are directed to those who wish to invest in durable goods. Exchange, of course, means the use
of ~oney, which means, in turn, that initially
savmgs takes the form of money accumulations.
These accumulations can be used to acquire durable assets, or they can also be "loaned" to others
to permi t them to acquire this kind of asset.
Thus, when those with "surpluses" of money
make loans to those with "deficits," financial
transactions are recorded and there is activity
in the financial markets, the root cause of which
lies in the capital formation process.

B. Financial Markets in a Contemporary
Setting
To recognize the tie between capital formation
and financial markets is an essential first step in
any effort to understand these markets and the
",.ay in which they work. Yet it is only a beginmng. For most purposes, a more detailed knowledge of the participants and their activities is
required. Certainly market activity is not confined to the flow of money savings of individuals
into business firms for investment purposes. It is
not. only households which accumulate money
savmgs out of current incomes, nor is it only
the business firm that needs to borrow to finance
the acquisition of an asset. Nor is the route funds
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taken from those with surpluses to those with

deficits necessarily direct. In fact, one of the

major historical developments in financial mar-

kets has been the growth in importance of the

financial intermediary, or that institution which

in some way stands between those with surpluses

and those with deficits.

Our financial structures now are involved and

complicated. There are many diverse participants

in these markets who often enter both the supply

and demand side simultaneously. Their interests

and motivations, as well as the constraints on

their activities vary, as do the kinds of arrange-

ments consummated in the market transactions

taking place. Nevertheless, meaningful descrip-

tions can be made.

In seeking to describe these markets and the

way in which they operate, it is helpful to dis-

tinguish between various types of market par-

ticipants and transactions. There is, for example,

an important distinction to be made between

the ultimate borrowers and lenders and the inter-

mediaries. The ultimate lenders are, of course,

the ultimate source of funds. To answer the

question concerning the ultimate source of the

funds, one would have to consider those who

save and the money-creation activities of the com-

mercial banking system (including the activities

of the Federal Reserve). These sources might be

schematically represented as follows:

Ultimate lenders or sources of funds

1. Householdsâpersonal savings and capital con-

sumption allowances

2. Business firmsâundistributed profits and ca-

pital consumption allowances

3. Federal Governmentâbudgetary surplus

4. State and local governmentâbudgetary surplus

5. Commercial banksâdemand deposit creation

6. Federal Reserveâprimary reserve creation

In considering the ultimate resting place of

these funds, the focus would be on persons and

institutions who wish to use the funds of others

for the purchase of real assets. These ultimate

borrowers might be represented schematically as

follows:

Ultimate borrowers or users of funds

1. Householdsâconsumer durables, residential

housing, and other uses

2. Business firmsânonresidential construction,

producer's durable goods, and inventories

3. Federal Governmentâbudgetary deficit

4. State and local governmentâcapital goods

expenditures

Used in its broadest sense, intermediary de-

notes any middleman or agent involved in the

purchase or sale of financial claims or assets. To

the extent that funds go directly from ultimate

lenders to ultimate borrowers, there are no mid-

dlemen involved. The lender in this case, e.g.,

household, simply exchanges one asset (money)

for another (say the security of a business firm),

while the borrower adds to his assets (money)

and to his liabilities (securities outstanding). In

taken from those with surpluses to those with
deficits necessarily direct. In fact, one of the
major historical developments in financial markets has been the growth in importance of the
financial intermediary, or that institution which
in some way stands between those with surpluses
and those with deficits.
Our financial structures now are involved and
complicated. There are many diverse participants
in these markets who often enter both the supply
and demand side simultaneously. Their interests
and motivations, as well as the constraints on
their activities vary, as do the kinds of arrangements consummated in the market transactions
taking place. Nevertheless, meaningful descriptions can be made.
In seeking to describe these markets and the
way in which they operate, it is helpful to distinguish between various types of market participants and transactions. There is, for example,
an important distinction to be made between
the ultimate borrowers and lenders and the intermediaries. The ultimate lenders are, of course,
the ultimate source of funds. To answer the
question concerning the ultimate source of the
funds, one would have to consider those who
save and the money-creation activities of the commercial banking system (including the activities
of the Federal Reserve). These sources might be
schematically represented as follows:
Ultimate lenders or sources of funds
1. Households-personal savings and capital consumption allowances
2. Business firms-undistributed profits and capital consumption allowances
3. Federal Government-budgetary surplus
4. State and local government-budgetary surplus
5. Commercial banks--demand deposit creation
6. Federal Reserve-primary reserve creation
In considering the ultimate resting place of
these funds, the focus would be on persons and
institutions who wish to use the funds of others
for the purchase of real assets. These ultimate
borrowers might be represented schematically as
follows:
Ultimate borrowers or users of funds
I. Households-<:onsumer durables, residential
housing, and other uses
2. Business firms-nonresidential construction,
producer's durable goods, and inventories
3. Federal Government-budgetary deficit
4. State and local government-<:apital goods
expenditures

Used in its broadest sense, intermediary denotes any middleman or agent involved in the
purchase or sale of financial claims or assets. To
the extent that funds go directly from ultimate
lenders to ultimate borrowers, there are no middlemen involved. The lender in this case, e.g.,
household, simply exchanges one asset (money)
for another (say the security of a business firm),
while the borrower adds to his assets (money)
and to his liabilities (securities outstanding) . In
a large, diverse, and rapidly changing economy,
however, it is not likely that a great many of
the needs of those with surpluses and shortages
of funds will be accommodated so easily. Those
who have surplus funds, for example, may not
choose to lend on terms suitable for some ultimate borrowers. Or they may lack knowledge
of the lending opportunities that are suitable for
their purposes. In such circumstances, the emergence of intermediaries or institutions concerned
with facilitating the movement of funds from
one place to another is to be expected. And in
the more highly developed economies, institutions such as banks, savings associations, and
insurance companies have come to represent a
substantial portion of the financial superstructure that has evolved.
There are many people and institutions engaged in financial activities in such a setting,
and the relations and interrelations between
them are likely to be involved and complicated.
Of course, since these activities come to focus
in a market, interest rates play a key role in
adjusting "needs" to "availabilities." Because of
the probable diversity of the participants and
their needs in the contemporary setting, there
are generally many interest rates which are,
however, tied together in subtle ways by interconnections within these markets.
To the uninitiated, financial markets probably
appear as a baffling set of activities and consequences which do not seem to relate to that
which is real or of substance. Yet these activities
do serve a fundamental economic purpose: that
of getting funds from those economic units with
surpluses, e.g., savers, to those who seek to finance
a level of expenditure in excess of their incomes,
e.g., investors. An appreciation of this point can
greatly enhance one's understanding of developments taking place in these markets. What the
ultimate lenders and borrowers do, for example,
is crucially important. Thus, the budgetary decisions made by households, business firms, and

a large, diverse, and rapidly changing economy,

however, it is not likely that a great many of

the needs of those with surpluses and shortages

of funds will be accommodated so easily. Those

who have surplus funds, for example, may not

choose to lend on terms suitable for some ulti-

mate borrowers. Or they may lack knowledge
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government should be an important part of any

study of financial market developments, since

they determine both the nation's requirements

for "external" funds to finance the purchase of

real assets and the amount of funds that will be

added to the pool of savings, the ultimate source

of most of our financial flows.

The fundamental importance of these deci-

sions can be illustrated quite easily. Suppose, for

example, that all economic units decided to

spend relatively more of their income (and hence

save less), and that this increase in expenditure

would be on goods in which some borrowed

funds were used to finance the purchase. Ob-

viously an imbalance will develop in financial

markets. At the current price, i.e., interest rate,

the demand for funds will now be in excess of

the supply of funds flowing into these markets.

And if price were the sole means by which

market adjustments were made, the interest rate

would rise and continue to rise until demand

and supply were brought back into equality.

Thus, if there are interest rate changes which

require explanation, a good starting point would

be to look at the kinds of budgetary decisions

currently being made by the basic economic units

in society, i.e., by households, business firms, and

government.

But other things are important as well, if only

because of the segmentation that is to be found

in financial markets. While these markets gen-

erally serve as a conduit through which funds

flow from those who save to those who spend in

excess of their income, the patterns of movement

are not really random. Rather there are certain

regularities in the nature of these movements

which make it meaningful to talk of market

segments or submarkets. For example, it is gen-

erally considered meaningful to view financial

activity separately by type of financial claim or

debt instrument used when funds change hands.

The distinction usually made is in terms of the

maturity of the claims, with those on the short

end generally classified as money market instru-

ments and the longer maturities being consid-

ered as capital market instruments. Thus, finan-

cial analysts sometimes talk of money markets

and capital markets, and within these categories

further distinctions are often made. For example,

the capital market can be divided meaningfully

into submarkets in which the focus is on borrow-

ers of different types, e.g., mortgage borrowers,

state and local government borrowers, etc. Or

the focus could be on the different types of funds

flowing into the capital market, which might

mean distinguishing among funds that flow into

depository type intermediaries, e.g., savings and

loan associations, those that flow into places be-

cause of contract, e.g., insurance companies, and

those which flow directly into securities. More-

over, additional meaningful distinctions might

be made within what can be broadly conceived

of as "the financial market."

government should be an important part of any
study of financial market developments, since
they determine both the nation's requirements
for "external" funds to finance the purchase of
real assets and the amount of funds that will be
added to the pool of savings, the ultimate source
of most of our financial flows.
The fundamental importance of these decisions can be illustrated quite easily. Suppose, for
example, that all economic units decided to
spend relatively more of their income (and hence
save less), and that this increase in expenditure
would be on goods in which some borrowed
funds were used to finance the purchase. Obviously an imbalance will develop in financial
markets. At the current price, i.e., interest rate,
the demand for funds will now be in excess of
the supply of funds flowing into these markets.
And if price were the sole means by which
market adjustments were made, the interest rate
would rise and continue to rise until demand
and supply were brought back into equality.
Thus, if there are interest rate changes which
require explanation, a good starting point would
be to look at the kinds of budgetary decisions
currently being made by the basic economic units
in society, i.e., by households, business firms, and
government.
But other things are important as well, if only
because of the segmentation that is to be found
in financial markets. While these markets generally serve as a conduit through which funds
flow from those who save to those who spend in
excess of their income, the patterns of movement
are not really random. Rather there are certain
regularities in the nature of these movements
which make it meaningful to talk of market
segments or submarkets. For example, it is generally considered meaningful to view financial
activity separately by type of financial claim or
debt instrument used when funds change hands.
The distinction usually made is in terms of the
maturity of the claims, with those on the short
end generally classified as money market instruments and the longer maturities being considered as capital market instruments. Thus, financial analysts sometimes talk of money markets
and capital markets, and within these categories
further distinctions are often made. For example,
the capital market can be divided meaningfully
into submarkets in which the focus is on borrowers of different types, e.g., mortgage borrowers,
state and local government borrowers, etc. Or

the focus could be on the different types of funds
flowing into the capital market, which might
mean distinguishing among funds that flow into
depository type intermediaries, e.g., savings and
loan associations, those that How into places because of contract, e.g., insurance companies, and
those which flow directly into securities. Moreover, additional meaningful distinctions might
be made within what can be broadly conceived
of as "the financial market."
It is enough, however, to indicate that there
are channels within this market through which
particular funds tend to flow to particular uses.
This is not to say that each market segment exists
in isolation. Any overall change in market demand or supply will generally be reflected in
time in most sectors of the market, which is to
say that a knowledge of overall market conditions
is essential to the understanding of what is happening in any of the parts. But it is not likely to
be enough in some cases, since the degree to
which each sector is affected by overall development, and the timing of this impact, vary. And
they vary because of the segmentation which
exists in the financial market. Thus, if the concern is with anyone sector, in addition to having
some knowledge of the overall situation, it is
important to know something about any special
factors or institutional arrangements which may
be operating to either magnify or diminish the
effects of general market change.
One other aspect of this market that should be
considered is its relationship to the monetary
system: the role of banks and the monetary authorities in this market. Commercial banks by
accepting time and savings deposits, stand as
intermediaries between savers and the users of
funds, as do mutual savings banks, savings and
loan associations, etc. Banks, however, also have
impact by reason of their deposit-creating abilities and activities. Money that circulates or
changes hands in transactions is there when
needed largely because of the activities of commercial banks. These particular activities come
to focus in the financial market, since it is
through bank lending and investing operations
that demand deposits are created. Hence, these
money-creation activities have direct impact on
the volume of funds being made available to
potential borrowers. And since the Federal Reserve System determines the money-creation capacity of the banking system, its actions can be
said to have direct impact on this market as well.

It is enough, however, to indicate that there

are channels within this market through which

particular funds tend to flow to particular uses.

This is not to say that each market segment exists

in isolation. Any overall change in market de-

mand or supply will generally be reflected in

time in most sectors of the market, which is to
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The ability of the Federal Reserve to influence

the volume of deposits in the commercial bank-

ing system is based primarily on two factors.

First, banks which are members of the Federal

Reserve System customarily maintain their re-

serves near the required levels. To go below these

levels is prohibited, while to maintain a sub-

stantial volume of excess reserves means that

banks are forfeiting an opportunity to obtain

income on a segment of their assets. Thus, any

action which tends to reduce reserves available

to banks will compel a contraction of credit and

deposits, whereas any action which increases the

volume of reserves will usually result in an ex-

pension of bank loans and investments and,

consequently, deposits. The second major factor

is that required reserves are a fraction of deposit

liabilities, so that each dollar of reserves in the

banking system can support several dollars of

deposits. Thus, when bank reserves are created

or extinguished by the Federal Reserve, the re-

sulting change in deposits will be several times

the change in reserves.

There are several ways in which the Federal

Reserve can create or extinguish reserves in the

banking system. The most important is through

open market operations by the Federal Reserve

itself. The net acquisition of assets by the Federal

Reserve will automatically inject an equivalent

amount of reserves into the banking system,

whereas the net disposition of assets by the Fed-

eral Reserve will withdraw that amount of re-

serves from the banking system. For example,

when the Federal Reserve purchases in the open

market $1 billion of Federal securities, the bank-

ing system has $1 billion of additional reserves

which it did not have before and, similarly,

when the Federal Reserve sells $1 billion of

government securities in the open market, that

amount of reserves is taken out of the banking

system. The Federal Reserve may also influence

the volume of reserves by making it easier or

more difficult for banks to borrow from it. This is

usually done by altering the rediscount rate and/

or by changes in the Federal Reserve attitude

towards borrowing by member banks. Finally,

the Federal Reserve may increase the effective

amount of reserves by simply changing the re-

serve equipment. For example, doubling the per-

centage requirements would have much the same

effect as reducing the amount of reserves by half

but leaving the percentage requirements un-

changed. However, changes in specific reserve

ratios are made only infrequently by the Board

of Governors. The primary method of influencing

the volume of reserves in the banking system is,

as indicated, through open market operations.

The monetary actions of the Federal Reserve,

however, are not the critical determinants of

the magnitude of the volume of funds flowing

through the financial market. What the mone-

tary authorities permit banks to do when they

adjust bank reserve positions is presumably

The ability of the Federal Reserve to influence
the volume of deposits in the commercial banking system is based primarily on two factors.
First, banks which are members of the Federal
Reserve System customarily maintain their reserves near the required levels. To go below these
levels is prohibited, while to maintain a substantial volume of excess reserves means that
banks are forfeiting an opportunity to obtain
income on a segment of their assets. Thus, any
action which tends to reduce reserves available
to banks will compel a contraction of credit and
deposits, whereas any action which increases the
volume of reserves will usually result in an expension of bank loans and investments and,
consequently, deposits. The second major factor
is that required reserves are a fraction of deposit
liabilities, so that each dollar of reserves in the
banking system can support several dollars of
deposits. Thus, when bank reserves are created
or extinguished by the Federal Reserve, the resulting change in deposits will be several times
the change in reserves.
There are several ways in which the Federal
Reserve can create or extinguish reserves in the
banking system. The most important is through
open market operations by the Federal Reserve
itself. The net acquisition of assets by the Federal
Reserve will automatically inject an equivalent
amount of reserves into the banking system,
whereas the net disposition of assets by the Federal Reserve will withdraw that amount of reserves from the banking system. For example,
when the Federal Reserve purchases in the open
market $1 billion of Federal securities, the banking system has $1 billion of additional reserves
which it did not have before and, similarly,
when the Federal Reserve sells $1 billion of
government securities in the open market, that
amount of reserves is taken out of the banking
system. The Federal Reserve may also influence
the volume of reserves by making it easier or
more difficult for banks to borrow from it. This is
usually done by altering the rediscount rate and/
or by changes in the Federal Reserve attitude
towards borrowing by member banks. Finally,
the Federal Reserve may increase the effective
amount of reserves by simply changing the reserve equipment. For example, doubling the percentage requirements would have much the same
effect as reducing the amount of reserves by half
but leaving the percentage requirements unchanged. However, changes in specific reserve
ratios are made only infrequently by the Board

of Governors. The primary method of influencing
the volume of reserves in the banking system is,
as indicated, through open market operations.
The monetary actions of the Federal Reserve,
however, are not the critical determinants of
the magnitude of the volume of funds flowing
through the financial market. What the monetary authorities permit banks to do when they
adjust bank reserve positions is presumably
related to their evaluation of the nation's money
needs in relation to the achievement of certain
objectives, e.g., full employment, stable prices,
international equilibrium. Of course, actions
could be taken to permit the banking system to
make more funds available to borrowers through
their credit-creating operations. But if this were
done at a time when the nation's resources were
being fully utilized, the additional funds probably would generate inflationary pressure, and
this would be inconsistent with the overall objectives of monetary policy.
Presumably, if the Federal Reserve is doing
its job, the money in circulation which flows
into the financial market is determined largely
by the budgetary decisions made by other economic units, e.g., households. This is not to say
that Federal Reserve policies and commercial
bank money-creating activities have no impact
on the financial market. But it is not without
some reason that the Federal Reserve insists that
it does not through its monetary actions determine interest rates. Moreover, the influence that
is exerted here is not a one-way proposition.
Developments taking place in the financial market can influence the monetary policies of the
Federal Reserve. In the emerging financial structure, for example. there have been institutional
changes which have given rise to increased efficiency in the use of the money in circulation.
This has led to an increase in the velocity of
circulation of money, which has obviously influenced the Federal Reserve's monetary policy
decisions.

II. Demand and Supply for Residential Credit
A. Demand lor Credit in the Reaidential
Mortgage Market
1. Housing Demand

Housing needs have their ongms in certain
physical needs which can be reasonably well satisfied with the provision of shelter space. These
needs, when combined with an ability to pay

related to their evaluation of the nation's money

needs in relation to the achievement of certain

objectives, e.g., full employment, stable prices,

international equilibrium. Of course, actions

could be taken to permit the banking system to

make more funds available to borrowers through

their credit-creating operations. But if this were
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for some kind of shelter, lie at the bottom of

what is commonly called housing demand.

Because of the lasting power of the dwelling,

total housing demand is largely accommodated

by units in the existing stock during relatively

short periods. Over time, of course, a number

of population units will seek to make housing

adjustments for any number of reasons. During

any period, the sum total of those who do make

some kind of adjustment, e.g., move to other

quarters, constitute what might be called the

nation's housing market demand. However, many

of the moves are accommodated by the existing

housing stock, since some who acquire an exist-

ing home relinquish a home which in turn is

acquired by a person relinquishing a home, etc.

Market supply will generally consist of both

existing and newly constructed dwellings and

usually a number of population units will seek

to adjust by moving into a newly constructed

dwelling. The sum total of those who seek to

adjust by moving into the new units is often

called residential construction demand.

Which of these concepts is appropriate de-

pends in part on one's interest. When the con-

cern is with credit demands emanating from the

housing sector as a result of the operation of the

housing market, the focus probably should be

on housing market demand in general and

residential construction demand in particular.

Yet, even if the ultimate concern is with these

demands, it is useful to consider first the origins

of total housing demand. Most of the elements

of this demand can be fitted into one of three

major categories: population, income, and some-

thing that might be called the nation's preference

scale or tastes. Given the way in which the popu-

lation chooses to organize itself into social units,

i.e., households, and the penchant of these units

for separability, the population that counts is

the nation's household population.

At any point in time, there is a national hous-

ing demand, the magnitude and composition of

which (abstracting from the locality dimension)

depends on the size and composition of the

household population, its affluence, and how

much of that affluence households choose to

devote to the purchase of the services of the

dwelling. Changes in any or all of these elements

will alter total demand, which, in turn, is likely

to generate housing market activity.

To illustrate the connection between changes

in total demand and housing market activity, it

is useful to conceive of a household population

initially fitted into a stock of dwellings that has

been accumulating over a long period of time.

Further, let it be assumed that at the beginning

all households are in residence in dwellings

that are most suitable to their tastes and ability

to pay. Let us also assume that there are in that

stock a number of vacant units which serve a

number of purposes including an accommoda-

tion of household mobility. Now let us assume

for some kind of shelter, lie at the bottom of
what is commonly called housing demand.
Because of the lasting power of the dwelling,
total housing demand is largely accommodated
by units in the existing stock during relatively
short periods. Over time, of course, a number
of population units will seek to make housing
adjustments for any number of reasons. During
any period, the sum total of those who do make
some kind of adjustment, e.g., move to other
quarters, constitute what might be called the
nation's housing market demand. However, many
of the moves are accommodated by the existing
housing stock, since some who acquire an existing home relinquish a home which in turn is
acquired by a person relinquishing a home, etc.
Market supply will generally consist of both
existing and newly constructed dwellings and
usually a number of population units will seek
to adjust by moving into a newly constructed
dwelling. The sum total of those who seek to
adjust by moving into the new units is often
called residential construction demand.
Which of these concepts is appropriate depends in part on one's interest. When the concern is with credit demands emanating from the
housing sector as a resul t of the operation ~f the
housing market, the focus probably should be
on housing market demand in general and
residential construction demand in particular.
Yet, even if the ultimate concern is with these
demands, it is useful to consider first the origins
of total housing demand. Most of the elements
of this demand can be fitted into one of three
major categories: population, income, and something that might be called the nation's preference
scale or tastes. Given the way in which the population chooses to organize itself into social units,
i.e., households, and the penchant of these units
for separability, the population that counts is
the nation's household population.
At any point in time, there is a national housing demand, the magnitude and composition of
which (abstracting from the locality dimension)
depends on the size and composition of the
household population, its affluence, and how
much of that affluence households choose to
devote to the purchase of the services of the
dwelling. Changes in any or all of these elements
will alter total demand, which, in turn, is likely
to generate housing market activity.
To illustrate the connection between changes
in total demand and housing market activity, it

is useful to conceive of a household population
initially fitted into a stock of dwellings that has
been accumulating over a long period of time.
Further, let it be assumed that at the beginning
all households are in residence in dwellings
that are most suitable to their tastes and ability
to pay. Let us also assume that there are in that
stock a number of vacant units which serve a
number of purposes including an accommodation of household mobility. Now let us assume
that there are certain changes of the kind that
typically take place during any given year, including the formation of new households, rising
incomes, and changing tastes. As a consequence
of such changes, a substantial number of households-perhaps up to 20 percent of them-will
enter the housing market, many as both demanders and suppliers. Even when the locality dimension of this activity is ignored, the adjustment
process which takes place is vast. It involves a
huge turnover in a wide range of units in the
existing stock and is likely to involve a considerable amount of activity in the market for
the newly constructed unit.
Precisely how much activity will take place
and the way in which it will be divided between
the market for the new and old are matters
about which little that is definitive can be said.
It can be said, however, that if some of the
activity is due to household growth, an imbalance between overall demand and supply will
develop. An increase in the household population, if it cannot be accommodated within the
stock of available vacant units (as is likely to be
the case), will mean that the total stock of
existing dwellings is no longer adequate to
accommodate that nation's household population, thereby generating new construction demand. Increased incomes and changing tastes
could also have some expansive effect in the
construction market if the less desirable units
that come on to the market as a result of the
moves these changes give rise to filter into the
stock of vacant units or are in some way removed from the stock. The removal of units
from the stock, by whatever means and for whatever reason, can also generate demand in the
market for new housing. if there are to be no
adverse effects on the household population or
the vacancy factor.
It is necessary, therefore. if there is to be a
meaningful evaluation of housing demand, to
focus primarily on certain elements which pro-

that there are certain changes of the kind that

typically take place during any given year, in-

cluding the formation of new households, rising

incomes, and changing tastes. As a consequence

of such changes, a substantial number of house-

holdsâperhaps up to 20 percent of themâwill

enter the housing market, many as both demand-
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vide clues to the strength of residential construc-

tion demands. As to the measures which provide

the best indexes of the values taken by these

"underlying" demand factors, housing market

economists generally focus on measures of the

additions to the household population, the net

number of units removed from the stock through

demolitions, mergers, and by other means, and

a normal increase in the vacancy rate need to

accommodate such things as mobility from what

is now a larger household population. As these

matters are usually presented:

Normal Construction Market Demand = Net

Household Formations -f- Net Removals -+-

Normal Increase in Vacancies.

Table 1 provides an indication of the relative

importance of these factors during the fifties,

showing net household formations (or the dem-

ographic factor) to be by far the most important

of the three.

These three elements generally are considered

to comprise normal demand requirements. These

requirements are, of course, an integral part of

any assessment of the nation's housing needs.

When estimated, the initial figures are usually

given in terms of number of units. This figure

then is converted to an expenditures basis, and

it is in doing so that the analyst will usually

take into account the influence of such things

as income and tastes. The result is an assessment

of the factors associated with total expenditures

in an important sector of the housing market,

i.e., the residential construction sector, which is

by no means an unimportant accomplishment.

Yet, it does not provide all of the information

that would be ideal for a study of the credit

required to finance activity in the nation's

housing market.

2. The Demand for Credit in the Housing Market

As indicated above, households in all shapes

and sizes enter the housing market continuously

for a great many reasons. Some of the activity

that ensues results in movement between units

in the existing stock; some of it gives rise to the

vide clues to the strength of residential construction demands. As to the measures which provide
the best indexes of the values taken by these
"underlying" demand factors, housing market
economists generally focus on measures of the
addi tions to the household population, the net
number of units removed from the stock through
demolitions, mergers, and by other means, and
a normal increase in the vacancy rate need to
accommodate such things as mobility from what
is now a larger household population. As these
matters are usually presented:
Normal Construction Market Demand = Net
Household Formations
Net Removals
Normal Increase in Vacancies.
Table I provides an indication of the relative
importance of these factors during the fifties,
showing net household formations (or the demographic factor) to be by far the most important
of the three.
These three elements generally are considered
to comprise normal demand requirements. These
requirements are, of course, an integral part of
any assessment of the nation's housing needs.
When estimated, the initial figures are usually
given in terms of number of units. This figure
then is converted to an expenditures basis, and
it is in doing so that the analyst will usually
take into account the influence of such things
as income and tastes. The result is an assessment
of the factors associated with total expenditures
in an important sector of the housing market,
i.e., the residential construction sector, which is
by no means an unimportant accomplishment.
Yet, it does not provide all of the information
that would be ideal for a study of the credit
required to finance activity in the nation's
housing market.
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construction of new units and movement into

these units; some of it may result in construc-

2. The Demand for Credit in the Housing Market

tion activity which either adds to or alters in

some way existing units; and there is much that

goes on that is intermediary to the final act of

purchase and movement. Throughout all of this

activity, external financing, i.e., borrowing, plays

a crucial role, and it does so for reasons that are

worth discussing.

Most of the emphasis in any discussion of the

credit requirements of the housing sector is on

what is ordinarily called the "permanent" financ-

ing requirement. What is referred to is simply

As indicated above, households in all shapes
and sizes enter the housing market continuously
for a great many reasons. Some of the activity
that ensues results in movement between units
in the existing stock; some of it gives rise to the
construction of new units and movement into
these units; some of it may result in construction activity which either adds to or alters in

some way existing units; and there is much that
goes on that is intermediary to the final act of
purchase and movement. Throughout all of this
activity, external financing, i.e., borrowing, plays
a crucial role, and it does so for reasons that are
worth discussing.
Most of the emphasis in any discussion of the
credit requirements of the housing sector is on
what is ordinarily called the "permanent" financing requirement. What is referred to is simply
the funds required to purchase the dwelling be
it new or old. The use of borrowed funds in the
purchase and sale of the dwelling is indeed important, and it is so for good reason. The typical
transaction involves an expenditure that is large
relative to the income and perhaps even to the
total resources of the purchaser. In the case of
the purchase of a home, a household will usually
pay a price that is approximately 2 to 2Y2 times
as large as its annual income. Seldom do these
purchasers have asset accumulations in a fonn
which would permit them to pay "cash" in such
a purchase. Or even if they did, most of them
probably wouldn't pay "cash" in any event because of such things as tax treatment of home
mortgage interest which encourages the use of
debt in dwelling purchases. Hence credit is a
crucial element in the residential real estate
transaction, oftentimes determining whether or
not there will be a sale. This is not to say that
all residential purchases involve 100 percent
mortgage loans. In most cases, buyers use some
of their own funds in the purchase. But there
is sufficient evidence to permit us to suggest that,
on the average, about three-quarters of the
purchase price of every dwelling transaction is
financed with borrowed funds, i.e., a mortgage
loan. Given the volume of activity in this market,
this adds up to a sizable claim by the housing
sector on the nation's saving pool, which is
indeed reflected in the relative importance of
the mortgage as one of the nation's debt instruments.
Permanent financing requirements, however,
are only a part of needs of this market-albeit
the most important part. There is, in additioll,
the need for funds for construction and "warehousing" purposes. In the construction market,

the funds required to purchase the dwelling be

it new or old. The use of borrowed funds in the

purchase and sale of the dwelling is indeed im-

portant, and it is so for good reason. The typical

transaction involves an expenditure that is large

TABLE 1.

Normal Demand Requirements in the Nation's Housing Market 1950 - 1960

New Construction
15,003,850
Percent of Total

Net Household Formations
9,986,487
66.6%

+

Net Removals
2,673,000
17.8%

+

relative to the income and perhaps even to the

Source:

Census of HOUSing (1960), HC (4). Part lA, Table C, p. 22, Bureau of the Census.

total resources of the purchaser. In the case of

the purchase of a home, a household will usually

pay a price that is approximately 2 to 21/2 times

as large as its annual income. Seldom do these

purchasers have asset accumulations in a form

which would permit them to pay "cash" in such

a purchase. Or even if they did, most of them
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2,344,363
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short-term borrowing is extremely important due

to the nature of the construction process and

the way in which the industry is organized.

While there are construction companies that

operate in the nation's housing market on a

relatively large scale, most construction firms

are relatively small and operate with a minimum

of capital. But to operate on a small scale in this

market means that working capital needs will be

great due to the lag between expenditures and

receipts from sales. Hence, if firms are unwilling

or unable to supply their own working capital,

as is the case for most of them, they will have

to have external funds before any construction

activity can take place.

Construction credit is, of course, short-term

credit, which is replaced after the project is

complete by a longer term mortgage loan or

the permanent financing. As the mortgage mar-

ket has evolved, these two became tied together

in many instances, for the construction firm is

often required to have a commitment for per-

manent financing before it can get "construction

money." Hence developments which affect the

availability of funds to potential home buyers

are usually quickly transmitted to the construc-

tion market and have direct impact on the avail-

ability of funds for construction purposes.

There are also the "warehousing" financing

needs in the mortgage market. Because of such

things as lags in the mortgage lending process,

the fact that cash inflows and mortgage invest-

ment requirements of certain lenders do not

dovetail perfectly, and that a certain amount of

construction seems to always take place without

a permanent financing commitment, there us-

ually are some "mortgage" loans looking for a

permanent resting place. In order to keep mar-

ket processes working smoothly, short-term credit

is used at various places and stages to warehouse

these loans. Thus warehousing needs stem fun-

damentally from the way in which things now

operate in our housing and mortgage market,

and though very small in relation to the per-

manent requirements, they have an importance

that is belied by their size.

B. Supply of Credit for the Residential

Mortgage Market

As indicated above, the fundamental credit

requirements of the housing sector stem from

the purchase of residential real estate. When bor-

rowed funds are used, the loan almost invariably

takes the form of a mortgage loan, which simply

means that the loan is secured by the real estate

short-term borrowing is extremely important due
to the nature of the construction process and
the way in which the industry is organized.
While there are construction companies that
operate in the nation's housing market on a
relatively large scale, most construction firms
are relatively small and operate with a minimum
of capital. But to operate on a small scale in this
market means that working capital needs will be
great due to the lag between expenditures and
receipts from sales. Hence, if firms are unwilling
or unable to supply their own working capital,
as is the case for most of them, they will have
to have external funds before any construction
activity can take place.
Construction credit is, of course, short-term
credit, which is replaced after the project is
complete by a longer term mortgage loan or
the permanent financing. As the mortgage market has evolved, these two became tied together
in many instances, for the construction firm is
often required to have a commitment for permanent financing before it can get "construction
money." Hence developments which affect the
availability of funds to potential home buyers
are usually quickly transmitted to the construction market and have direct impact on the availability of funds for construction purposes.
There are also the "warehousing" financing
needs in the mortgage market. Because of such
things as lags in the mortgage lending process,
the fact that cash inflows and mortgage investment requirements of certain lenders do not
dovetail perfectly, and that a certain amount of
construction seems to always take place without
a permanent financing commitment, there usually are some "mortgage" loans looking for a
permanent resting place. In order to keep market processes working smoothly, short-term credit
is used at various places and stages to warehouse
these loans. Thus warehousing needs stem fundamentally from the way in which things now
operate in our housing and mortgage market,
and though very small in relation to the permanent requirements, they have an importance
that is belied by their size.

involved in the transaction. Hence, when funds

in financial markets flow into the housing sector

to finance activities there, we usually refer to

these funds as residential mortgages and refer to

activities taking place in the residential mort-

gage market. This market is, in essence, one of

the sectors alluded to above, and in this section

of the report an effort is made to spell out in

some detail the nature of its place there.

Since the dwelling is an investment good,

B. Supply 01 Credit lor the Residential
Mortgage Market
As indicated above, the fundamental credit
requirements of the housing sector stem from
the purchase of residential real estate. When borrowed funds are used, the loan almost invariably
takes the form of a mortgage loan, which simply

funds that are used for its acquisition should

come from savings. Because of its durability, a

long-term credit arrangement between the lender

and borrower is considered appropriate. The re-

sidential mortgage is therefore a loan with a

relatively long maturity, which means that mort-
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means that the loan is secured by the real estate
involved in the transaction. Hence, when funds
in financial markets flow into the housing sector
to finance activities there, we usually refer to
these funds as residential mortgages and refer to
activities taking place in the residential mortgage market. This market is, in essence, one of
the sectors alluded to above, and in this section
of the report an effort is made to spell out in
some detail the nature of its place there.
Since the dwelling is an investment good,
funds that are used for its acquisition should
come from savings. Because of its durability, a
long-term credit arrangement between the lender
and borrower is considered appropriate. The residential mortgage is therefore a loan with a
relatively long maturity, which means that mortgage activity can be viewed as a part of the total
activity taking place in the capital market sector
of financial markets.
Actually, all funds or financial flows are potentially available for investment in mortgages,
since all financial sectors are linked together in
some degree because of such things as relative
interest rate changes, simultaneous operations of
many financial institutions in a number of these
sectors, and the pervasive influence of the monetary operations of both the Federal Reserve and
the Treasury on financial markets generally.
What happens to the residential mortgage market
can be said to depend on the totality of events
taking place in the nation's financial markets.
In studying the residential mortgage market
then, one must look at factors which determine
the size of the nation's credit pool and those
which influence the flow of funds within this
pool into residential mortgages. The latter is
particularly important since the mortgage is only
one of a number of users of credit, which means
that it is in continuous competition with others
for these funds. Insight into the nature of this
competition is afforded by Table 2 which shows
the percentage distribution of the nation's total
debt by sector.
As of the end of 1967, the mortgage borrower
accounted for about 21 percent of the total debt,
in comparison with 20 percent for the Federal
Government, 8 percent for state and local government, 18 percent for the corporate sector (in
long-term debt), and about 7 percent for the
consumer. Obviously the mortgage borrower is
an important user of credit, but by no means
is he the only important user. He must compete
with all levels of government, with corporations,
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TABLE 2.

TABLE 2. Net Public and Private Debt by Selected Sectors for Selected Years (Percent Distributions)

Net Public and Private Debt by Selected Sectors for Selected Years (Percent Distributions)
Total
Public
and
Private
Debt

Federal
Government
and Agency

State
and
Local
Government

Corporate
LongTerm

100.0%
100.0%
100.0%
100.0%
100.0%
100.0%

44.6
34.4
27.1
21.7
20.7
20.3

4.2
5.7
6.7
7.6
7.5
7.7

12.3
13.4
15.6
16.8
17.3
18.3

Non-Farm
Mortgage

Consumer

1950

1955

1960

1965

1966

1967

Total

1950
1955
1960
1965
1966
1967
Source:

12.1
16.2
19.6
20.9
20.7
20.6

4.4
5.8
6.3
7.0
7.0
6.9

Economic Report 01 the Prellident (February 1968), Table B-58, p. 277, Council of Economic Advisers.

Public

and

Private

Debt

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

Federal

Government

and Agency

44.6

34.4

27.1

21.7

20.7

20.3

State

and

Local

Government

4.2

5.7

6.7

7.6

7.5

7.7

Corporate

Long-

Term

12.3

13.4

15.6

16.8

17.3

18.3

Non-Farm

Mortgage

12.1

16.2

19.6

20.9

20.7

20.6

Consumer

5.8

6.3

7.0

7.0

6.9

Source: Economic Report ol the President (February 1968), Table B-58, p. 277, Council of Economic Advisers.

and with others for these funds, and their de-

mands are by no means small.

Developments taking place in other sectors of

and with others for these funds, and their demands are by no means small.
Developments taking place in other sectors of
the economy, as they influence the demand for
credit in these sectors, thus can have important
repercussions on mortgage markets. Increased
competition for funds from other sectors, for
example, could bid away funds from residential
mortgage borrowers, if the latter were unwilling
or unable to pay the market price. And indeed
there have been periods in which the mortgage
lost out in this competition, e.6., 1956, 1959-60,
and 1966.
It is important to note, however, that since
the end of World War II the mortgage has not
really suffered overall as a result of this competition, as evidenced by the fact that until very
recently the mortgage market drew relatively
more funds into mortgages than did the other
sectors that use credit. To understand why this
was so, and, hence, to be in a better position to
evaluate events in the current market setting,
requires an understanding of the nature of the
"mortgage money channels" in financial markets.
And a critically important fact in any discussion
of these channels is the institutionalization of
that debt.
This point has been made many times before,
but it is important enough to make again. While
almost all of the funds flowing into residential
mortgages come from savings, this route has become increasingly indirect. The funds now come
primarily from the savings of individuals through
financial intermediaries, the most important of
which are savings and loan associations, mutual
savings banks, life insurance companies, and commercial banks. While these four institutions have
always invested considerable amounts of money
in residential mortgages, it is only within the
past several decades that they have become such
a dominant factor, holding now over 85 percent
of the nation's residential mortgage debt. In

the economy, as they influence the demand for

credit in these sectors, thus can have important

repercussions on mortgage markets. Increased

competition for funds from other sectors, for

example, could bid away funds from residential

mortgage borrowers, if the latter were unwilling
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effect, what happens to the availability of funds
flowing into residential mortgages is now, in the
first instance, largely a consequence of what savings and loan associations, mutual savings banks,
life insurance companies, and commercial banks
do. To study the residential mortgage then, means
to be concerned primarily-though not exclusively-with the factors which influence the
decisions that these four major groups of institutions make with respect to mortgages. Most of
these factors fall into one of two broad categories:
(1) those which influence the flow of savings into
these institutions, and (2) those which influence
the decision to invest these savings in residential
mortgages.

1. Net Savings Inflows
Savings inflows into savings and loan associations, mutual savings banks, etc., are obviously
important. All other things being equal, any
change in the volume of these inflows will change
the amount of funds these institutions invest in
mortgages.
Since most of these funds come from individuals, clues as to the reasons for change-and there
have been important changes-are to be found
in two fundamental decisions that most individuals make continuously. The first of these is the
budget decision that presumably results in spending less than receipts from income, i.e., saving.
The second decision is that of what individuals
do with the funds they have saved.
Obviously, the amount of income saved during
any given period can have important repercussions on the flow of funds into financial intermediaries. Yet the amount that individuals save
has not really had that much to do with the
important changes that have taken place recently
in the flow of savings into several of the more
important intermediaries. For example, the flow
of funds into time and savings accounts in commercial banks, mutual savings banks, and savings
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TABLE 3.

Institutions and Personal Savings

(Dollars in bi II ions)
Net Savin~s Inflow
(Commercial Banks, S & L's Personal
and Mutual Savings Banks Savings
TABLE 3. Institutions and Personal Savings

(Dollars in billions)

Net Savings Inflow

(Commercial Banks, S & L's

Personal

NSI/

and Mutual Savings Banks

Savings

/PS

1950

$2.6

$13.1

19.8%

1951

4.5

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

$13.1
17.3
18.1
18.3
16.4
15.8
20.6
20.7
22.3
19.1
17.0
21.2
21.6
19.9
26.2
27.2
29.8
38.7

$2.6
4.5
7.8
8.8
9.9
8.1
9.2
11.8
16.2
9.6
14.5
20.2
28.0
29.0
29.2
32.0
18.7
38.0

NSII
IPS

19.8%
26.0
43.1
48.1
60.4
51.3
44.7
57.0
72.6
50.3
85.3
95.3
129.6
145.7
111.5
117.6
62.8
98.2

17.3

26.0

1952

7.8

18.1

Source: Federal Reserve Bulletin (selected issues), TablePrincipal Assets and Liabilities and Number, by Class of Bank.
Federal Reserve Board; Source Book (1966), Table 38, p. 8,
Federal Home Loan Bank Board; Economic Repo.rt 01 the Pres/dent (February 1968), Table B-15, p. 226. Council of Economic
Advisers.

West, associations grew at phenomenal rates,
drawing an impressive amount of the nation's
financial savings into the residential mortgage
market in the process. In the earlier part of the
1960's, some of this profitability was removed by
the decline in mortgage rates which took place
(Table 4). Yet the rapid growth of th~ savings
and loan associations continued for a whIle, seemingly due to a policy of misplaced aggressiveness
which was successful partly because the lags between lending and the time market excesses
became manifest in the form of delinquencies,
foreclosures, etc., and partly because of the ease
with which funds could be attracted during this
period with given amounts of effort.
TABLE 4.

FHA-Insured Mortgage Yields
and Savings and Loan Association
Dividend Rates-Selected Years
FHA
Yields

Savings and Loan
Dividend Rates

43.1

1953

8.8

18.3

48.1

1954

9.9

16.4

60.4

1955

8.1

15.8

51.3

1956

9.2

20.6

44.7

1957

11.8

20.7

57.0

1958

16.2

22.3

72.6

1959

9.6

19.1

50.3

1960

14.5

17.0

85.3

1961

20.2

21.2

95.3

1962

28.0

21.6

and loan associations expanded dramatically during the fifties and the first half of the 1960's for
reasons that do not have a great deal to do with
the personal savings rate over the period. Table 3,
for example, does not show a strong correlation
between savings inflows and the amounts that
individuals save each year. The growth in these
accounts is to be found largely in decisions individuals made with respect to what to do with
their savings.
Throughout the 1950's and on into the early
part of the 1960's, savings and loan associ~~ions
were the primary beneficiaries of these declSlons.
Savings and loan savings capital as a percent of
GNP, for example, increased from a little under
5 percent in 1950 to 16 percent in 1964. 1 Why is
it that households were willing to put so much
of their accumulated savings into savings and
loan associations during this period? Certainly
the aggressiveness of the associations in competing for savings was a factor. During the fifties,
the success of such efforts was virtually assured
by the fact that associations were lending in markets where demand was strong, i.e., housing
markets, and borrowing in markets where the
"competitive" rate was relatively low much of the
time, i.e., the savings market.
Business in those days was profitable for the
savings and loan association, and in those places
where it was particularly profitable, i.e., in the

129.6

1963

29.0

19.9

1. See Table 12. p. 00. for amount of savings held by
depository institutions and relationship of institution
totals to GNP.

145.7

1964

29.2

26.2

111.5

1965
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1955
1958
1960
1961
1962
1963
1964
1965
1966

4.64
5.49
6.18
5.80
5.61
5.47
5.45
5,46
6.29

2.96
3.38
3.86
3.86
4.12
4.17
4.18
4.24
4.46

Source: Federal Reserve Bulletin (selected issues). TableMortgages, New and EXisting. Federal Reserve Board; Combined Financial Statement (1966), Table 1. p. 4, Federal Home
Loan Bank Board.

The growth of mutual savings banks and life
insurance companies was much steadier over the
period, as was that of the time and savings accounts of commercial banks until the 1960's. In
the sixties, the maximum rate which commercial
banks are permitted to pay on savings and time
deposits was increased on several occasions by
regulatory authorities. These moves made it possible for banks to compete more effecitvely with
thrift institutions for time money, and the response of tht nation's saver to them stands as
testimony to the importance of price in the decisions that savers make with respect to where
they put their funds.
Over the past several years all savings institutions have experienced extreme difficulty in the
savings markets, the peak of which was reached
in the middle and latter part of 1966. The problems stemmed, fundamentally, from general economic and financial developments both at home
and abroad and our policy response to these
circumstances. The period was one of inflationary
pressure, balance of payments difficulty, and efforts
(whether intended or otherwise) to deal wit~
these problems primarily with the monetary polI-
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cies of the Federal Reserve. The result was rising

interest rates and changing interest rate relation-

ships which apparently had significant impact on

what individuals did with their financial savings.

And what they did sharply reduced the net inflow

of savings into the depository savings institutions

(Table 3). Thus those institutions found them-

selves in a much less favored competitive position

in the savings market than they had been just

a few years before.

It is, of course, possible that what happened in

1966 was a consequence of special circumstances

which may not recur. If so, prior trends may turn

out to provide a reliable guide to what individ-

uals will do with their financial savings in the

future, including those on deposit in commercial

banks, savings and loan associations, and mutual

savings banks. In our judgment, however, there

is much uncertainty surrounding the use of trends

here as a guide to the future. In seeking to pro-

ject the savings flow pattern, it is our view that

one must study and weigh carefully the expected

future performance of the economy, its impact

on financial markets, and the nature of the policy

response to these developments. In the light of

recent events, these inflows have become more

sensitive to overall economic and financial devel-

opments, which means that speculations about

their future must be properly integrated with

speculations about the economy as a whole.

2. Investment Propensities and Flexibilities of

Savings and Loan Associations, Commercial

Banks, Mutual Savings Banks, and Insurance

cies of the Federal Reserve. The result was rising
interest rates and changing interest rate relationships which apparently had significant impact on
what individuals did with their financial savings.
And what they did sharply reduced the net inflow
of savings into the depository savings institutions
(Table 3). Thus those institutions found themselves in a much less favored competitive position
in the savings market than they had been just
a few years before.
It is, of course, possible that what happened in
1966 was a consequence of special circumstances
which may not recur. If so, prior trends may turn
out to provide a reliable guide to what individuals will do with their financial savings in the
future, including those on deposit in commercial
banks, savings and loan associations, and mutual
savings banks. In our judgment, however, there
is much uncertainty surrounding the use of trends
here as a guide to the future. In seeking to project the savings flow pattern, it is our view that
one must study and weigh carefully the expected
future performance of the economy, its impact
on financial markets, and the nature of the policy
response to these developments. In the light of
recent events, these inflows have become more
sensitive to overall economic and financial developments, which means that speculations about
their future must be properly integrated with
speculations about the economy as a whole.

Companies

While the overall volume of savings inflow into

these four institutions must be considered as an

important determinant of the amount of funds

being made available to the residential mortgage

borrower, which institution gets the funds is also

of consequence. Because of tradition, charter re-

2. Investment Propensities and Flexibilities of
Savings and Loan Associations, Commercial
Banks, Mutual Savings Banks, and Insurance
Companies

quirements, and Federal tax law, savings and

loan associations are closely wedded to the real

estate loan. Frequently they are described as

"special-purpose lenders," the special purpose of

course being to provide funds for residential

housing. For mutual savings banks and insurance

companies the ties to real estate loans have been

much less numerous and binding. However, be-

cause these latter institutions are concerned pri-

marily with the profitable investment of long-term

savings, mortgage loans have always occupied an

important position in their portfolios.

Commercial banks, on the other hand, are

general purpose lenders, receiving funds from

the public in the form of demand as well as time

deposits. To the banks, real estate loans are one

of a wide variety of loans and investments avail-

able for the placement of funds. Among these

alternatives are business or commercial loans,

agricultural loans, and consumer installment

loans, which for the most part are unavailable

to the other institutions named, either because

of legal limitations or because of the nature of

the funds available for investment.

While the overall volume of savings inflow into
these four institutions must be considered as an
important determinant of the amount of funds
being made available to the residential mortgage
borrower, which institution gets the funds is also
of consequence. Because of tradition, charter requirements, and Federal tax law, savings and
loan associations are closely wedded to the real
estate loan. Frequently they are described as
"special-purpose lenders," the special purpose of
course being to provide funds for residential
housing. For mutual savings banks and insurance
companies the ties to real estate loans have been
much less numerous and binding. However, because these latter institutions are concerned primarily with the profitable investment of long-term
savings, mortgage loans have always occupied an
important position in their portfolios.

Naturally, in the receipt of savings and time

deposits, commercial banks are influenced by

investment considerations similar to those affect-

ing the other institutions which receive time

funds in one form or another. However, even in

this area the banks have had to exercise greater
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Commercial banks, on the other hand, are
general purpose lenders, receiving funds from
the public in the form of demand as well as time
deposits. To the banks, real estate loans are one
of a wide variety of loans and investments available for the placement of funds. Among these
alternatives are business or commercial loans,
agricultural loans, and consumer installment
loans, which for the most part are unavailable
to the other institutions named, either because
of legal limitations or because of the nature of
the funds available for investment.
Naturally, in the receipt of savings and time
deposi ts, commercial banks are influenced by
investment considerations similar to those affecting the other institutions which receive time
funds in one form or another. However, even in
this area the banks have had to exercise greater
flexibility since they receive a variety of time
deposits, ranging from traditional passbook savings to large negotiable certificates of deposit.
The latter have been of major importance in the
1960's, although restricted largely to money-market banks, and it is clear that different investment
considerations may apply to this form of time
money (much of it represented by short-term instruments) than apply to regular savings inflows.
As shown on Table 5, about four-fifths of the
assets of saving and loan associations are invested
in residential mortgages. Moreover, this ratio has
remained at approximately the same level over
at least the past 15 years. Thus, the rapid growth
of these associations during the past several decades resulted in substantial additions to funds
being made available to the residential mortgage
borrower and, indeed, helped to increase the
mortgage's share of total debt. Given their current dominant position within this market, what
happens to the flow of savings into associations
is obviously of crucial importance to the residential mortgage market.
At the other end of the spectrum are the commercial banks, which for reasons noted above
have much more flexibility in their lending and
investing operations. Residential mortgages, while
important to many banks, only account for about
10 percent of the total assets of the banking system. In between come the other two lenders, with
residential mortgages representing close to 25 percent of the assets of life insurance companies and
almost 70 percent of the assets of mutual savings
banks.
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TABLE 5.

Residential Mortgages as a Percent of Total Assets for Selected Institutions.
Savings
and loan
Associations

TABLE 5.

Residential Mortgages as

a Percent of Total

Assets for Selected

Institutions.

Savings

Mutual

Life

1950
1955
1960
1961
1962
1963
1964
1965
1966
1967

78.7%
81.2
80.6
79.8
79.2
78.9
79.0
78.9
79.1
78.3

Mutual
Savings
Banks

31.3%
49.8
59.9
61.4
63.1
65.8
67.3
68.9
69.3
67.6

Life
Insurance
Companies

17.3%
23.6
24.1
23.7
23.3
23.1
23.8
24.1
24.0
23.0

Commercial
Banks

6.2%
7.5
7.9
7.6
7.9
8.5
8.3
8.6
9.0
9.2

(28.7)
(32.0)
(27.8)
(25.7)
(24.0)
(23.5)
(22.7)
(22.0)
(22.0)
(20.4)

and Loan

Savings

Insurance

Commercial

Associations

Banks

Companies

17.3%

Source: Federal Reserve Bulletin (selected issues), Table-Principal Assets and Liabilities and Number, by Class of Bank,
Federal Reserve Board; Source Book (1966) Table 3a, p. 8, Federal Home loan Bank Board; Life Insurance Fact Book (1966),
Table-Distribution of Assets of United States life Insurance Companies, p. 62, Institute of life Insurance; A Study of Mortgage
CredIt (1967), Tables 13 through 16, pp. 102 through 105, Committee on Banking and Currency, U. S. Senate.

1. Mortgage holdings can also be related to the time liabilities of some lenderS. In the case of commercial banks, the comparison probably provides a better perspective. Consequently, there is included in the parenthesized column the ratio of
residential mortgage holdings to total time and savings deposits of commercial banks.

Banks

1950

78.7%

31.3%

6.2%

1955

81.2

49.8

23.6

7.5

1960

80.6

59.9

24.1

7.9

1961

79.8

61.4

23.7

7.6

1962

79.2

63.1

23.3

7.9

1963

78.9

65.8

23.1

8.5

1964

79.0

67.3

23.8

8.3

1965

78.9

68.9

24.1

8.6

1966

79.1

69.3

24.0

9.0

1967

78.3

67.6

Obviously, it makes a difference which of these
four institutions obtains the financial savings of
individuals. The composition of savings inflow
is therefore a matter of consequence to weigh in
any evaluation of the mortgage market.
In the case of commercial banks and insurance
companies, there is also the matter of flexibility
to consider. For both, the residential mortgage is
only one of a number of lending alternatives,
and the decisions they make with respect to fund
allocations could have impact on the flow of
funds into mortgages.
Given flexibility in lending possibilities, the
profit maximization motive, and an emergence
of differences in income opportunities in different
sectors of the financial market, it is reasonable to
expect that these financial institutions will occasionally shift funds from one sector to another.
In fact, given the dynamic conditions of the economy, we would be highly suspicious of the financial system if there were no shifting of funds
between sectors from time to time. And the mortgage market indeed has been the recipient of the
effects of asset "switching" in times past. In trying
to asses the impact, however, it is essential to distinguish between the short and the long run.
A short-run focus on activities in the residential mortgage market means, in essence, a concern
with the residential mortgage cycle. Thus one
inevitably becomes concerned with the lending
activities of those institutions with investment
flexibility, simply because they have at certain
times in the past been "in and out" of the mortgage market during relatively short periods of
time. We have deferred our discussion of such
matters until Section III of the report, where this

23.0

9.2

(28.7)

(32.0)

(27.8)

(25.7)
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market problem of short-run instability is taken
up in detail.
Now ollr concern is more with longer term
changes in the lending propensities of financial
institutions as they have affected the residential
mortgage market. I t is sufficient to note that the
residential mortgage, despite its unattractiveness
to some individuallenders,l has been a beneficiary
of the overall portfolio policies of commercial
banks, insurance companies, and mutual savings
banks over the past two decades. In the aggregate, mortgages as a proportion of total assets
have increased over the period for each of these
institutions, as have other classes of assets, largely
at the expense of holdings of Federal Government
obligations. Undoubtedly this improvement in
posi t ion in the carl ier years was due to the basic
strength of demand in the housing market. More
recently for commercial banks, the rising attractiveness of the residential mortgage is probably
attributable in part to a substantial increase in
their time and savings accounts. This occurred
at a time when mortgages were relatively attractive to banks, i.e., the first half of the 1960's. The
relatively high cost of these deposits coupled with
I. To some lenders the unattractiveness of the mortgage
emerges both when the loan is made and when it is on the
books. Some lenders, for example, consider the making of
a "good" mortgage loan relatively expensive in terms of
the expertise required. Not only is there the requirement
of knowledge of local market conditions and how it bears
on the property of interest, but there is also much legal
and financial detail that must be mastered in making the
loan. Moreover, once the loan is made it requires constant
attention in the form of "servicing" and any difficulties
here can generate more than the usual amount of problems that attach to "problem" loans.
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their presumed stability had the effect of moving
banks in the direction where yields are relatively
high and stabi lit y in liabilities an important consideration, e.g., the mortgage.
For mutual savi ngs banks, the rela tive increase:
in mol'tg<lgc holdings in the 1960's may have reo
Ilected lax considerations, although other factons
.....ere undoubtedly also important. The Revenue
Act or 1962 gave to mutual savings banks and
savings and loan associations the option of making an annua l transfer of 60 percent of their net
income (after dividends) to surplus. or of placing
an alllOlint into surplus sufficient to maintain a
reserve of .3 percent of loans. In either case the
addition to reserves was tax free. Ordinarily, the
former wopltl be the more desirable alternative.
It appears, hOlvever, that some mutual savings
banks .....e re able to keep tax paymellls to a minimum by adopting the lauer alternative si nce they
were able to shift from other assets into mortgage
loans, a device not avaiJ;lble to sav ings and Joan
associations. In other words, by placing new savings into mortgages (HId changing their asset
portfolio, the ll11uual savings banks could (and
apparently did for a number of yeans) arrive at
a si wation where .3 percent of mortgage growth
was larger than 60 percent of net income.
Wh ether there will be rurther improvement in
Ihe position of Ihe morlgage in these portfolios
is a question to be considered in a subsequent
section in this repor!. The recent experience does
5uggClit, however, that in periods of what might
be called normal circumstances any long-term
changes ill the composi tion of portfolios of commercial banks and insurance compa nies, as it
affects the mongage market, arc lik.ely to be
gradual. Hence, if significantly large amounts of
funds are needed lO fin ance cenai n kinds of activity in the housing market , they are not likely
TABLE 6.

). Otller SOllrCt!s of M ortgage FlUIds

While the residential morlpge borrower gels
the majority of his funds (85 percent) from either
the savings and Joan association, the: mutual ~a\
ings bank. the commercial bank, or the life insurance company. there are other sou rce\, ranging
from Federal Government agencies. e.g .. FNMA,
to college: endowment funds and private individ·
uals. While Ollr information and knowledge of
the mortgage activities of many these is li mited ,
in most case the amounts involved are: usuall y
SO small ill relat ion to the total 1l10ng-Jgc now
that their exclusion from consideration i~ permissible. There are several , however, whose auivities
in this market have had significant impact at
times in the past, or whose activities appear likely
to grow to significant proportions in the future.
including such Federal agcncies as the Federal
National ro.longage Association and the Federal
Home Loan Bank system, Our discussion of the
act ivities of these agenci~ will be deferred until
a later section in the report. ' ow let it simply
be said that at varying point.s in time they have
been the source o r a significant quantity tI( rUflll~
for residelltial mortgages.
Pensl O" fllnds. or the many other " private"
invcstor!l, two of them warrant men tion here.
Onc of these is the pe nsion fund (Table 6).
While: there arc :I !lumber of different type~ of
pension funds , the usua l dininction is m.ade between nate and loca l government pen.'lion funds

(I.

Pension Fund Assets and Residential Mortgage Holdings
(Dollars in Billions)
Pr lnte Non·l n.ured
Penl10n Fund
Ruidenlill
Tol,1 Allell
Mo,Ia-,es

1955
1960
1961
1962
1963
1964
1965
1966
1967

to be forthcoming as a result of fu nd alloc:ltion
decisions made by this group of i IlStitutions (gi\'en
the current rules of the game and the existi ng
market structure). Nor are these inuitutions likely
to mak.e portfolio decisions that will be in any
sense disruptive of activities in housi ng markets
over relatively long periods of time .

S16.1
33.1
37.5
41.9
46.6
51.9
58.1
64.0
71 .5

RftMort/
AlI'1I

$0.2
0.8
1.0
1.2
1.4
1.7
2.2
2.4
2.7

1.2%

2.4
2.7
2.'
3.0
3.3
3.8
3.8
3.8

Stlte Ind LOCI! Goy,rnment
R,tlrem,nt Funds
R,.!Oentl,1
RuMort,
Totll A'$I1.1;
Mortpps
ASHtl

S10.6
19.7
22.1
24.5
27.1
30.2
33.5
37.7
43.0

I

$0.3
0.'
1.3

I.'

2.2
2.'
3.2
3.8
4.7

2.8%
3.'

•••
7.8
8.1
8.'

,..

10.1
10.9

SO<l~e,
A Study 0 / AfOrflfillf_ C,_dil 119&7). bble 11, 12. 17, Ind 18. pp. 100",- 101 , 106. Ind 107, CommlttH on "Inltln, and
CU"_ney , United State. Slnlle.
un 'In, I from
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and private noninsured funds, which consist of

corporate funds, union-administered multi-em-

ployer funds, and nonprofit funds. These funds

are quite often mentioned as a potential source

of money by those looking for additional funds

for the residential mortgage. They arc a reposi-

tory for a substantial amount of the nation's

savings, with assets close to $115 billion, and they

are a repository that has been growing more rap-

idly than some of the others, e.g., mutual savings

banks and life insurance companies. In addition,

these are financial institutions that invest a rela-

tively small proportion of their assets in residen-

tial mortgages, e.g., the private funds about 1

percent and the state and local government funds

close to 11 percent. Yet though the amounts may

be relatively small, they have increased appre-

ciably in recent years, suggesting to some that

further substantial increases might be forthcom-

ing if a more suitable debt instrument were avail-

able to them. The latter is particularly important

since it is often alleged that it is the instrument

itself that keeps pension funds from investing

more in residential mortgages. Many pension

funds do not have the staff or the expertise re-

quired to operate effectively in the mortgage

market. Perhaps even more important is the fact

that they lack the incentive to develop these

requisites, as have the savings and loan associa-

tions for example. They generally have the option

to invest heavily in securities and have usually

taken advantage of it in the past.

b. Mortgage companies. The mortgage company

is another institution that should be mentioned

even though it is not a source of long-term funds

for residential mortgage borrowers. Essentially, it

and private noninsured funds, which consist of
corporate funds, union-administered multi-employer funds, and nonprofit funds. These funds
are quite often mentioned as a potential source
of money by those looking for additional funds
for the residential mortgage. They are a repository for a substantial amount of the nation's
savings, with assets close to $115 billion, and they
are a repository that has been growing more rapidly than some of the others, e.g., mutual savings
banks and life insurance companies. In addition,
these are financial institutions that invest a relatively small proportion of their assets in residential mortgages, e.g., the private funds about 4
percent and the state and local government funds
close to 11 percent. Yet though the amounts may
be relatively small, they have increased appreciably in recent years, suggesting to some that
further substantial increases might be forthcoming if a more suitable debt instrument were available to them. The latter is particularly important
since it is often alleged that it is the instrument
itself that keeps pension funds from investing
more in residential mortgages. Many pension
funds do not have the staff or the expertise required to operate effectively in the mortgage
market. Perhaps even more important is the fact
that they lack the incentive to develop these
requisites, as have the savings and loan associations for example. They generally have the option
to invest heavily in securities and have usually
taken advantage of it in the past.

functions as a broker in the mortgage market,

bringing together lenders and borrowers who are

usually some distance from one another. Its in-

come then is derived from this brokering service

along with income earned from mortgages which

it services (handling the monthly payments, etc.)

for many lenders. While it generally avoids the

need to commit funds of its own by working with

commitments of the funds from the ultimate

lenders some of the mortgage originations may

be made in advance of the "sale." Moreover,

there is usually a lag between the origination

and/or acquisition of the mortgage and the time

the mortgage is "placed" in the portfolio of the

ultimate lender. The mortgage company, thus,

always has on hand an inventory of mortgages

which have to be "carried." They are generally

"warehoused" by short-term loans from commer-

cial banks, although there may be some firm

investment involved. At any point in time, the

inventory being carried may be quite substantial.

Thus, while it is not a source of permanent

financing, it does, through its activities, draw

substantial quantities of short-term funds in the

market, thus lending smoothness to the process

by which funds move from lenders to borrowers.

4. The Federal Government and the Residential

Mortgage Market

b. Mortgage companies. The mortgage company
is another institution that should be mentioned
even though it is not a source of long-term funds
for residential mortgage borrowers. Essentially, it
functions as a broker in the mortgage market,
bringing together lenders and borrowers who are
usually some distance from one another. Its income then is derived from this brokering service
along with income earned from mortgages which
it services (handling the monthly payments, etc.)
for many lenders. While it generally avoids the
need to commit funds of its own by working with
commitments of the funds from the ultimate
lenders some of the mortgage originations may
be made in advance of the "sale." Moreover,
there is usually a lag between the origination
and/or acquisition of the mortgage and the time
the mortgage is "placed" in the portfolio of the
ultimate lender. The mortgage company, thus,
always has on hand an inventory of mortgages
which have to be "carried." They are generally

Any discussion of the major factors influencing

the flow of funds into residential mortgages must

inevitably turn to the role of the Federal Govern-

ment. Much of the influence that it now exerts

goes back to the 1930's when the mortgage mar-

ket was experiencing more than its share of dif-
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"warehoused" by short-term loans from commercial banks, although there may be some firm
investment involved. At any point in time, the
inventory being carried may be quite substantial.
Thus, while it is not a source of permanent
financing, it does, through its activities, draw
substantial quantities of short-term funds in the
market, thus lending smoothness to the process
by which funds move from lenders to borrowers.

4. The Federal Government and the Residential
Mortgage Market
Any discussion of the major factors influencing
the flow of funds into residential mortgages must
inevitably turn to the role of the Federal Government. Much of the influence that it now exerts
goes back to the 1930's when the mortgage market was experiencing more than its share of difficulties. Congress saw fit at that time to establish
such emergency measures as the Home Owners
Loan Corporation and to lay the ground work
for a subsequent revitalization of this market
with the creation of the mortgage insurance program of the Federal Housing Administration, the
Federal Home Loan Bank System, and the Reconstruction Finance Corporation (one of whose
activities was later continued as the Federal N ationa I ~Iortgage Association). And indeed these
agencies did play a significant role in establishing the conditions which generated a flow of
funds into residential housing in the late forties
and fifties, the effect of which was to permit many
families to upgrade their housing.
The importance of the Federal Government
mortgage insurance and guaranteeing programs
is well known. Among other things, they helped
entice many lenders back into mortgage market
immediately following World War II. Lenders
found that the risks of mortgage lending which
had loomed so large in the 1930's were reduced
substantially as a result of the insuring operations of the Federal Housing Administration.
Now there was a government agency willing to
share the risk of loss. Additionally, by insuring
their loans, lenders "'ere permitted to make mortgage loans at much more liberal terms than was
the case before, the effect of which was to make
mortgage credit available to a much larger proportion of the population.
The Federal Home Loan Bank System makes
loans or "advances" to members that are savings
and loan associations. By making advances to its
members, the System, in effect, provides funds for
mortgages. The Federal National l\Iortgage Asso-
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ciation performs its so-called secondary market

operations, which include buying and selling of

Federally insured and guaranteed mortgages. As

these operations have evolved, they have become

a supportive operation through which the Gov-

ernment has provided funds to the residential

mortgage borrower.

Both the FHLB system and the FNMA obtain

the funds by borrowing or, more specifically, by

selling their consolidated obligations or deben-

tures in the nation's money and capital markets.

Thus, they stand as conduits through which funds

flow from certain places in financial markets into

the residential mortgage market. As to the rela-

tive importance of these operations, at the end of

1966, for example, the combined secondary mar-

ket holdings of FNMA and advances of the FHLB

were about $11 billion, or a little over 4 percent

of total residential mortgage debt.

Obviously, these two agencies have not become

a major source of funds through these operations.

But overall figures tend to obscure the impor-

tance of what these two agencies have done to

support the mortgage during certain periods of

time. During 1966, for example, the combined

secondary market portfolio of FNMA and ad-

vances outstanding of FHLB increased by almost

$3 billion in comparison with a $12.9 increase in

residential mortgage debt. Since most of the

increase in advances would flow into residential

mortgages, the combined operations of these two

were probably responsible for about 20 percent

of the net increase in funds made available to the

residential mortgage borrower during that year.

Whether it has been the intent of the Federal

Government to make "permanent" additions to

the funds available to the residential mortgage

borrower through certain of the operations of

these two agencies is a matter open to question.

In terms of results, though, this has been the case.

And these two institutions have, in our judg-

ment, demonstrated that institutional form and

the kind of instrument offered does make a dif-

ference in competing for funds in the nation's

financial markets. While there may be some ques-

tion as to precisely how much money they have

diverted to mortgages through their operations,

it is clear that the Home Loan Bank System and

"Fanny Mae" have become established in the

financial community, and, hence, currently stand

as a means by which Government can influence

mortgage flows if it so chooses.

As important as these three agencies are, the

impact of Government on the residential mort-

gage market is by no means limited to their opera-

tions, or, for that matter, to the operations alluded

to above. For example, the Federal National

Mortgage Association has a special assistance

function through which the Federal Government

seeks to do a number of things. One of these is

to help meet the financial needs of special groups

judged to be inadequately served by the market,

e.g., the elderly. Another is to use housing as a

means of trying to influence economic activity

ciation performs its so-called secondary market
operations, which include buying and selling of
Federally insured and guaranteed mortgages. As
these operations have evohed, they have become
a supportive operation through which the Government has provided funds to the residential
mortgage borrower.
Both the FHLB system and the FNMA obtain
the funds by borrowing or, more specifically, by
selling their consolidated obligations or debentures in the nation's money and capital markets.
Thus, they stand as conduits through which funds
flow from certain places in financial markets into
the residential mortgage market. As to the relative importance of these operations, at the end of
1966, for example, the combined secondary market holdings of FNMA and advances of the FHLB
were about ill billion, or a little over 4 percent
of total residential mortgage debt.
Obviously, these two agencies have not become
a major source of funds through these operations.
But overall figures tend to obscure the importance of wha t these two agencies have done to
support the mortgage during certain periods of
time. During 1966, for example, the combined
secondary market portfolio of FNMA and advances outstanding of FHLB increased by almost
$3 billion in comparison with a $12.9 increase in
residential mortgage debt. Since most of the
increase in advances would flow into residential
mortgages, the combined operations of these two
were probably responsible for about 20 percent
of the net increase in funds made available to the
residential mortgage borrower during that year.
Whether it has been the intent of the Federal
Government to make "permanent" additions to
the funds available to the residential mortgage
borrower through certain of the operations of
these two agencies is a matter open to question.
In terms of results, though, this has been the case.
And these two institutions have, in our judgment, demonstrated that institutional form and
the kind of instrument offered does make a difference in competing for funds in the nation's
financial markets. 'Vhile there may be some question as to precisely how much money they have
diverted to mortgages through their operations,
it is clear that the Home Loan Bank System and
"Fanny Mae" have become established in the
financial community, and, hence, currently stand
as a means by which Government can influence
mortgage flows if it so chooses.
As important as these three agencies are, the

in the nation as a whole. In 1958, for example,

impact of Government on the residential mortgage market is by no means limi ted to their operations, or, for that matter, to the operations alluded
to above. For example, the Federal National
Mortgage Association has a special assistance
function through which the Federal Government
seeks to do a number of things. One of these is
to help meet the financial needs of special groups
judged to be inadequately served by the market,
e.g., the elderly. Another is to use housing as a
means of trying to influence economic activity
in the nation as a whole. In 1958, for example,
Congress used the special assistance program of
FNMA as a means of stimulating new construction by purchasing abou t $1 billion in mortgages
on "low or moderate" cost housing. Still another
function is to "season" new Federal insurance or
guarantee programs through timely purchases at
the ou tset of such programs. These special assistance activities, in contrast to the secondary market operation, have been financed with funds from
the general fund of the Federal Government.
But beyond such additional remarks that can
be made about the operations of FHA, VA,
FHLB, and FNMA and their impact on mortgage flows, there are many other agencies and
many other operations that have had an influence
on residential mortgage demands and supplies.
One only has to mention the Federal Government budget and the countless decisions made
relating to the sources of revenue and the nature
of expenditures. The tax treatment of mortgageoriented thrift institutions has been noted earlier,
and it should also be pointed out that in the
case of savings and loan associations such special
treatment is tied to a specified commitment to
mortgage loans. Still another illustration of the
impact of Government on residential mortgage
markets is the fact that under certain conditions
monetary policy operations of the Federal Reserve can have a particularly severe impact on
the flow of funds into mortgages--as was so
clearly demonstrated in 1966.
Our intent here is not to catalogue and evaluate the many Government activities which in
some way influence residential mortgages; rather
it is simply to provide a broad sketch of the
major elements of this influence. Some of this
influence has been purposeful and intended to
accomplish certain objectives. On the other hand,
some of the effects have been unintended.
In those cases where there are specific objectives, we might conclude this section by simply
nglnal from

Congress used the special assistance program of

FNMA as a means of stimulating new construc-

tion by purchasing about $1 billion in mortgages

on "low or moderate" cost housing. Still another

function is to "season" new Federal insurance or
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noting the changes that appear to have been tak-

ing place in our overall housing and financing

objectives. In the late 1940's and in the early

1950's, for example, our programs seem to have

been geared to help the nation remove a housing

deficit that had accumulated in the thirties and

during the war. Starting in the fifties, however,

and continuing on into the 1960's, the focus of

the overall Government concern with urban

housing seems to shift. The problems of concern

were those of urban growth and decay and the

need for urban revitalization and planning,

which has obvious implications for the residen-

tial sector. More recently, we have begun to focus

more of our attention on certain special housing

needs that remain unmet.

Presumably there is an effort being made to

consolidate within the Department of Housing

and Urban Development many of the programs

which influence the financing of activities that

involve urban housing. While some progress has

undoubtedly been made, and these efforts are to

be applauded, the influence of Government still

remains spread through many agencies and activi-

ties. Independent from HUD, for example, are

the Federal Reserve, the Federal Home Loan

Bank system, and the Federal National Mort-

gage Association, all of which can exert a signifi-

cant influence on the nation's housing market.

While efforts are undoubtedly made to coordi-

nate the activities of these several agencies, it

cannot be said that the desired degree of coordi-

nation is always achieved. Obviously, efforts

made to further this cooperation should be

encouraged.

III. Housing and Mortgage Markets:

Special Problems

This section is concerned with two facets of

housing and mortgage markets: short-term insta-

bility and low-income housing. It is desirable to

noting the changes that appear to have been taking place in our overall housing and financing
objectives. In the late 1940's and in the early
1950's, for example, our programs seem to have
been geared to help the nation remove a housing
deficit that had accumulated in the thirties and
during the war. Starting in the fifties, however,
and continuing on into the 1960's, the focus of
the overall Government concern with urban
housing seems to shift. The problems of concern
were those of urban growth and decay and the
need for urban revitalization and planning,
which has obvious implications for the residential sector. More recently, we have begun to focus
more of our attention on certain special housing
needs that remain unmet.
Presumably there is an effort being made to
consolidate within the Department of Housing
and Urban Development many of the programs
which influence the financing of activities that
involve urban housing. While some progress has
undoubtedly been made, and these efforts are to
be applauded, the influence of Government still
remains spread through many agencies and activities. Independent from HUD, for example, are
the Federal Reserve, the Federal Home Loan
Bank system, and the Federal National Mortgage Association, all of which can exert a significant influence on the nation's housing market.
While efforts are undoubtedly made to coordinate the activities of these several agencies, it
cannot be said that the desired degree of coordination is always achieved. Obviously, efforts
made to further this cooperation should be
encouraged.

treat these separately before turning to the matter

of the overall availability of funds for housing.

A. Short-term Instability

Periodic fluctuations in housing and residen-

III. Housing and Mortgage Markets:

Special Problems

tial mortgage markets are well recognized, but

perhaps not quite so well understood. Simply

stated, there are recurring periods of upswing

and decline in residential construction which arc

closely correlated with periods of "ease" and

"tightness" in the residential mortgage market.

While the latter is generally held to be the causal

force, the residential construction cycle cannot

This section is concerned with two facets of
housing and mortgage markets: short-term instability and low-income housing. It is desirable to
treat these separately before turning to the matter
of the overall availability of funds for housing.

be explained solely in terms of financial factors.

The amplitude of these fluctuations, for example,

can only be understood fully if "inventory"

If. Short-term Instability

adjustments are taken into account.

Much construction today is speculative, which

means that there is always an inventory of unsold

or unrented, newly constructed dwellings. Appar-

ently, this inventory grows and shrinks periodi-

cally as the construction industry responds to

different kinds of change. For example, if the

mortgage market were to "ease" and more funds

became available for new construction and the

Periodic fluctuations in housing and residential mortgage markets are well recognized, but
perhaps not quite so well understood. Simply
stated, there are recurring periods of upswing
and decline in residential construction which are
closely correlated with periods of "ease" and
"tightness" in the residential mortgage market.

permanent financing of its purchase, construction

activity would pick up. A part of this increase

would be due, of course, to households entering

the market in response to easier financing terms.

However, in such a setting builders tend to put

up units in excess of basic demand, and hence
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While the latter is generally held to be the causal
force, the residential construction cycle cannot
be explained solely in terms of financial factors.
The amplitude of these fluctuations, for example,
can only be understood fully if "inventory"
adjustments are taken into account.
Much construction today is speculative, which
means that there is always an inventory of unsold
or unrented, newly constructed dwellings. Apparently, this inventory grows and shrinks periodically as the construction industry responds to
different kinds of change. For example, if the
mortgage market were to "ease" and more funds
became available for new construction and the
permanent financing of its purchase, construction
activity would pick up. A part of this increase
would be due, of course, to households entering
the market in response to easier financing terms.
However, in such a setting builders tend to put
up units in excess of basic demand, and hence
build up the stock of vacant units partly because
of a lack of knowledge about demand conditions
in these markets. The reverse tends to occur during periods of "tightness" in financial markets.
Notwithstanding the important role of inventories, it is still true that financial factors are
the major source of disturbance in the construction market. These factors, in turn, reflect underlying changes and developments in the economy.
Thus, the causal chain of events that generates
short-term fluctuations in housing begins with
instability in the economy, which through its
impact on financial markets is transmitted to the
flow of funds into mortgages. Mortgage market
changes, in turn, provide the impetus for change
in the housing and construction market. Finally,
the builder's response tends to amplify the impulse through inventory adjustments.
Economic instability cuts two ways with respect
to housing. On the one hand, there are the "income" effects associated with change. For example,
an economic decline can be expected to have
negative effects on the income of potential purchasers of homes and apartment houses, and
hence can be expected to reduce housing demand. On the other. hand, there are "credit"
effects which will come into play, and which in
the past have been even more powerful, partly
because of the importance of credit in construction and real estate transactions.
Again, during a period of economic slowdown
or decline, mortgage credit terms will ease. The
mortgage interest rate will fall, down-payment
provisions will be reduced, and loan maturities
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will be extended. In the past this has occurred

in part because of the Federal Government's

policy of using residential construction as a

means of attempting to stabilize the economy.

For example, maximum terms on the Federally

insured mortgage are generally liberalized dur-

ing periods of economic decline. More impor-

tant, though, have been the supply or availability

effects of financial change, which have made

mortgage lenders quite willing to alter the terms

of the loan. The importance of these availability

effects is due to elements in the structure of the

mortgage market which can be best described by

focusing on the mortgage activities of the major

lenders, i.e., savings and loan associations, mutual

savings banks, life insurance companies, and

commercial banks.

Investment flexibility, which was mentioned

earlier as characteristic of the operations of com-

mercial banks and life insurance companies, is

one of these elements. As we pointed out, to these

institutions the residential mortgage is only one

of a number of investment alternatives. The fail-

ure of mortgage rates to adjust to changes in the

credit market has made the mortgage more or less

attractive to banks and insurance companies dur-

ing alternative phases of the business cycle. This

is to be expected, given the flexibility in their

lending operations. Thus, the availability effects

of overall changes in the economy have been

exaggerated in the residential mortgage market

because of portfolio adjustments by commercial

banks and insurance companies.

The special character of the operations of sav-

ings and loan associations and mutual savings

banks has also been a contributing element.

Changes in mortgage rates, when they occur,

affect only current additions to the portfolios

of these institutions. Thus, when savings institu-

tions have attempted to increase the rate paid on

savings, they have found the additions to cost

much greater than the additions to revenue.

Hence, they have not been in an advantageous

position to compete for savings when interest

rates in general have been rising, simply because

it is costly for them to do so. On the other hand,

when rates are declining, the thrift institutions

often find themselves in a position to outbid

competitors for funds. Thus, as national credit

market conditions change in response to changes

in the economy or in monetary policy, the supply

effects in the mortgage market tend to be exag-

gerated because of volatility in the savings inflows

of two important lenders in this market.

The net result of the operations of these vari-

ous factors is that the credit effects of economic

change completely "swamp" any of its income

effects. In a period of economic slack, for example,

mortgage flows and housing market activity have

usually risen sharply, despite negative income

effects on housing demand. Thus, the short-term

ups and downs in these markets have tended to

run counter to the business cycle, and they have

done so because of elements found in the nature

of the operations of institutions lending in this

will be extended. In the past this has occurred
in part because of the Federal Government's
policy of using residential construction as a
means of attempting to stabilize the economy.
For example, maximum terms on the Federally
insured mortgage are generally liberalized during periods of economic decline. More important, though, have been the supply or availability
effects of financial change, which have made
mortgage lenders quite willing to alter the terms
of the loan. The importance of these availability
effects is due to elements in the structure of the
mortgage market which can be best described by
focusing on the mortgage activities of the major
lenders, i.e., savings and loan associations, mutual
savings banks, life insurance companies, and
commercial banks.
Investment flexibility, which was mentioned
earlier as characteristic of the operations of commercial banks and life insurance companies, is
one of these elements. As we pointed out, to these
institutions the residential mortgage is only one
of a number of investment alternatives. The failure of mortgage rates to adjust to changes in the
credit market has made the mortgage more or less
attractive to banks and insurance companies during alternative phases of the business cycle. This
is to be expected. given the flexibility in their
lending operations. Thus, the availability effects
of overall changes in the economy have been
exaggerated in the residential mortgage market
because of portfolio adjustments by commercial
banks and insurance companies.
The special character of the operations of savings and loan associations and mutual savings
banks has also been a contributing element.
Changes in mortgage rates, when they occur,
affect only current additions to the portfolios
of these institutions. Thus, when savings institutions have attempted to increase the rate paid on
savings, they have found the additions to cost
much greater than the additions to revenue.
Hence, they have not been in an advantageous
position to compete for savings when interest
rates in general have been rising, simply because
it is costly for them to do so. On the other hand,
when rates are declining, the thrift institutions
often find themselves in a position to outbid
competitors for funds. Thus, as national credit
market conditions change in response to changes
in the economy or in monetary policy, the supply
effects in the mortgage market tend to be exaggerated because of volatility in the savings inflows

of two important lenders in this market.
The net result of the operations of these various factors is that the credit effects of economic
change completely "swamp" any of its income
effects. In a period of economic slack, for example,
mortgage flows and housing market activity have
usually risen sharply, despite negative income
effects on housing demand. Thus, the short-tenn
ups and downs in these markets have tended to
run counter to the business cycle, and they have
done so because of elements found in the nature
of the operations of institutions lending in this
market, certain governmental policies, and market imperfections.

B. The Low-Income Hou.ing Problem
To the extent that all households had an
ample ability to pay for the shelter that accommodated their needs, and if we could assume
there were no significant supply constraints on
the housing decision, e.g., discrimination, the
kind of housing obtained through the operation
of the market should measure up to almost any
kind of minimum housing standard we might
establish as a goal. There are, however, those
families whose incomes impose a severe hardship
on their efforts to acquire decent housing. In
many cases, the problem is compounded because
of racial and other discriminatory constraints.
That there are families whose incomes are an
obstacle is apparent from casual observation.
Their numbers, characteristics, and locations are
matters not so easily established. In any attempt
to make estimates, for example, there is the necessity of establishing the level at which income
does become the problem. In doing so, decisions
must be made as to what constitutes the maximum proportion of the family's income which
can be devoted to housing expenditures and what
constitutes decent or standard housing. But these
are not matters about which there are scientifically derived and generally accepted principles
upon which conclusions can be based. Consequently, one can find differences in estimates of
the magnitude of the current problem.
The most comprehensive and detailed study
of the question of which we are aware is the
Tempo study for the President's Committee on
Urban Housing. In it, assumptions were made
about income-rent relationships for various family categories, i.e., size, urban-rural and whitenonwhite. These assumptions, combined with
estimates Ado r.o· ections of the population by
"Igl . al

fll

market, certain governmental policies, and mar-

ket imperfections.

B. The Low-Income Housing Problem

To the extent that all households had an

ample ability to pay for the shelter that accom-
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these categories, provide a basis for calculating

estimated "noneffective" demand for the years

I960, 1968, and 1978. While it is made clear in

the Tempo study that this is only one estimate

of noneffective demand, and that others could be

derived by simply altering the assumptions that

underlie the calculations, it is presented as an

initial estimate. For our purposes, we shall as-

sume that it is reasonable.

According to these estimates, there are currently

7.8 million households which are unable, because

of their incomes, to afford standard housing.

Over half of these (4.4 million) are in metropoli-

tan areas and about 30 percent of them are non-

white (2.2 million). Significantly, Tempo's calcu-

lations show little diminution in the number

of these families in the projections made for 1978.

Assuming income assistance of some form, these

families will make a housing adjustment of some

kind. There are, of course, two major possibili-

ties. One of these is a move to another housing

unit; the other is some kind of rehabilitation

expenditure. In our judgment, most of the ad-

justments would probably take the form of a

move, which, either directly or indirectly, would

lead to new construction. While the Tempo fig-

ures do not reveal the condition of the housing

in which these families reside, the authors imply

that much of it is substandard, i.e., dilapidated

units or nondilapidated units lacking plumbing

facilities, since there is consistency between their

number for noneffective demand and current

estimates of the number of substandard units in

the stock. Construction is likely to be involved

simply because, after the family moves, its pres-

ent quarters probably will be abandoned and

ultimately removed from the stock. The moves

made by these families could be into newly con-

structed units or existing units. No matter what

form these adjustments take, however, generous

amounts of credit will be required to bring them

about, and the credit that is used in each adjust-

ment probably will represent a net addition to

the total housing credit requirement over the

period.

For the purposes of this study, therefore, we

assume that the aggregate financing requirement

associated with the solution of the low-income

housing problem is one of finding credit sources

for the "external" funds that will be required

when housing adjustments are made by these 7.8

million households. The form these funds take,

e.g., a mortgage loan, will depend upon the

nature of the adjustments that are made. Our

focus will be restricted to evaluating the signifi-

cance of the overall requirement in relation to

anticipated financial developments in the hous-

ing market. Hence, we shall say little about cer-

tain details, including the matter of what must

be done to insure that these funds will be made

available at appropriate terms to low-income

families making the housing adjustment.

IV. Demand and Supply Projections

for Housing Credit, 1969-1978

these categories, provide a basis for calculating
estimated "noneffective" demand for the years
1960, 1968, and 1978. While it is made clear in
the Tempo study that this is only one estimate
of noneffective demand, and that others could be
derived by simply altering the assumptions that
underlie the calculations, it is presented as an
initial estimate. For our purposes, we shall assume that it is reasonable.
According to these estimates, there are currently
7.8 million households which are unable, because
of their incomes, to afford standard housing.
Over half of these (4.4 million) are in metropolitan areas and about 30 percent of them are nonwhite (2.2 million). Significantly, Tempo's calculations show little diminution in the number
of these families in the projections made for 1978.
Assuming income assistance of some form, these
families will make a housing adjustment of some
kind. There are, of course, two major possibilities. One of these is a move to another housing
unit; the other is some kind of rehabilitation
expenditure. In our judgment, most of the adjustments would probably take the form of a
move, which, either directly or indirectly, would
lead to new construction. While the Tempo figures do not reveal the condition of the housing
in which these families reside, the authors imply
that much of it is substandard, i.e., dilapidated
units or nondilapidated units lacking plumbing
facilities, since there is consistency between their
number for noneffective demand and current
estimates of the number of substandard units in
the stock. Construction is likely to be involved
simply because, after the family moves, its present quarters probably will be abandoned and
ultimately removed from the stock. The moves
made by these families could be into newly constructed units or existing units. No matter what
form these adjustments take, however, generous
amounts of credit will be required to bring them
about, and the credit that is used in each adjustment probably wiII rcprescnt a net addition to
the total housing credit requirement over the
period.
For the purposes of this study, therefore, we
assume that the aggregate financing requirement
associated with the solution of the low-income
housing problem is one of finding credit sources
for the "external" funds that will be required
when housing adjustments are made by these 7.8
million households. The form these funds take,
e.g., a mortgage loan, will depend upon the
nature of the adjustments that are made. Our

This section contains an analysis of the de-

focus will be restricted to evaluating the significance of the overall requirement in relation to
anticipated financial developments in the housing market. Hence, we shall say little about certain details, including the matter of what must
be done to insure that these funds will be made
available at appropriate terms to low-income
families making the housing adjustment.

IV. Demand and Supply Projections
for Housing Credit, 1969.1978
This section contains an analysis of the demand for and supply of housing funds over the
next decade. First we discuss the framework
within which the projections are made. Next we
analyze housing market demands and consider
the supply of funds likely to be available for
housing. The fourth sub-section will deal with
the implications of our market demand and
supply findings. Following this is a consideration
of the impact of low-income housing requirements on the available funds, and a comparison
of our forecasts with certain other projections.

A. A Framework for Projections
Scientific forecasts imply the construction and
use of some kind of quantitative "model." This
model would be a mathematical and statistical
replication which incorporated all significant
aspects of reality. In addition, in this market,
because of the impact of the performance of the
economy on outcomes, the model would be constructed in such a way as to stimulate the effects
of different kinds of economic conditions.
Obviously such an approach was not possible,
given the time available for this report. Actually,
it is not likely to be a feasible approach for the
mortgage market for some time to come, no
matter how much time is available. 'What is feasible today is what has been called "opportunistic"
model building. That is, given our knowledge of
this market, there is a selection of factors and
relationships which are assumed to form the core
of the process by which outcomes are determined.
Since our concern is with a market, these elements should be fitted into a supply and demand
framework, taking into account the way in which
the market adjusts differences between the two,
e.g., mortgage interest rate changes.
The assumptions made about the critical relationships and factors assumed to underly supply
and demand are important for the future. With
a focus on markets, these assumptions should be
made separ~t~ly for both supply and demand
nglnal from

mand for and supply of housing funds over the

next decade. First we discuss the framework

within which the projections are made. Next we

analyze housing market demands and consider

the supply of funds likely to be available for
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factors. When the "first round" estimates are
compared, jf they do not agree. i.e., there is either
excess demand or excess supply, market adjustments should be simulated . To illustrate. suppose that demand estimates are shown to be in
excess of supply. r.,·fongage interest rates will rise
and as a result quantity demanded wi ll fall and
quantity supplied wi II increase until an equilibrium is reached . The nature of these adjustments
and how to modify them (ir possible) are usually
crucial consideration s to those interested in the
projections.
A number o f different approaches are possible
with in the general framework . Ours was in Hu·
enced by two factors; I) time restrain ts and, 2)
a desirc to avoid duplicati ng work done by
others.
T he basic assumption we have made with respect to the dem:lIld for and su pply of hOllsi ng
funds is set fort h in the respcct ive sub·sections.
However, note should be taken of twO important
assumptio ns which underly much of the work in
this section . Fir~ l , we ha\'c ;lssulTled no signifi calll nruclUral changes during this period. Sud!
changes as might or should occur arc discussed
later in this p:lllCr, alld their probable effects
appraised. Secondly, we h,I\'c bascd our forecasts
on variolls assumptions as to the perfOnl13nCe of
the econom y o\'cr the next decade. \Vhile we of
course would like LO assume a noninflationary,
fulJ -elllplo)'llIcnt rate of growth , we are not at all
persuaded that thcre is an inevitability to the
realization of national economic goals.
Becausc the performance of the economy may
be crucial [Q the attainment of housi ng goals. to
est ima te thc possibil ity of obtai ning these goals
we have developcd three sets of projections
wh ich. in cffect , allcmpttosillllllate results under
condit ions of growth with some slack, fu ll-em·
ploymcnL C(llI ilibri u m wi lhont in fl ation, and
inflationary growth .
Specifica ll y, we have distinguished these three
economic conditions as follows :
I. Growth with Slack -Rea l GNP increases at
!J V2 percent per annum .
Prices increase at
I percent per annum.

2. Full Employment - Real GN P increases at
Growth
4 percent per ann um.
I V2 percent per
an nu ~

I
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I nflationary Growth-Real GNP increases at
41,'2 percent per annum
Prices increase at
5 percent per annum.
Fi nally, a word of caution is nece.qary with
respect to all estimates of the demimd for and
supply of housing funds. It cannot be overem·
phasized that projections in this market can only
be considered as providing notions of orden of
magnitude. and not precise resulu.

B . R edde ntial Morl goge De mant",

1969-1978
Wh ile residential mortgage credit demands are
inrluenced by a great ma ny factors operating not
only through the reside ntial const ruction market .
bu t in market tra nsactions involving existing
homes, rehabili ta tion and repair expeditu re~ of
households. and in refinanCing mortgages to ob·
tai n fu nds for use in non-rea l estate expcndj ulrcs,
the p urpose of this report is to focus on those
factors which exert their influence through the
residential conSlruCLion 1lI31ket. L1Ck of ad~uate
benchmark data on the many other aspens of
activity in the mortgage market, coupled with
what seems to be a reasonably good relationship
between dwell ing unit construction expenditufCl
and changes in residential mortgage debt, led us
to the conclusion that a focus on re~idential cansrucTion expenditures is the mmt reliable way of
projecting demands in this market at this time.
Our overall approach to estimating construc·
tion demands within these three setting'> invol\'es
a sequence of three steps. The fi~t of these is to
project residential consTruction demand in terms
of number of dwellings. These estimates are then
converted into t'xpcnditures, Fio;llly. the mono
gage debt requ irem .. m is derived (rom expendi·
ture data.
I. Residential HOllsing Units
In the first step our projeClions are deri"cd io
a conventiona l ma nner. Normal demand require·
ments in th is market (expressed in terms of units)
are set eq ual to the sum of nct household forma·
tions 01' the net addition to the household population plus the net removal of UllilS from the
housing stock plus a normal increase in the stock
of vacant units.
The most ~cent Census projections of household formations provide the ba..e Cor our esti·
mates of the all-important demographic factor.
Census, of course, provide~ high and low projec.
tions
~1 r)r.9Nr presumption is that the net

a
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formation of households depends partly on what

is happening to incomes of individuals. There-

fore, we assume there will be a difference in the

number of households formed when the growth

rate of the economy varies. In periods of rapid

formation of households depends partly on what
is happening to incomes of individuals. Therefore, we assume there will be a difference in the
number of households formed when the growth
rate of the economy varies. In periods of rapid
economic growth, for example, net household
formation is assumed to be higher than during
periods in which there is economic slack.

economic growth, for example, net household

formation is assumed to be higher than during

TABLE 7.

Net Household Formations 1969-1978
(In Thousands)
Series 1

periods in which there is economic slack.

TABLE 7. Net Household Formations 1969-1978

Series 2

(ln Thousands)

Series 1 Series 2

1969

1,183

990

1970

1,205

1,019

1971

1,233

1969
1970
1971
1972
1973
1974
1975
1976
1977
1978

1,183
1,205
1,233
1,345
1,356
1,373
1,394
1,416
1,460
1,475
13,440

990
1,019
1,049
1,162
1,177
1,197
1,219
1,245
1,294
1,314
11,666

1,049

1972

1,345

1,162

1973

1,356

1,177

1974

1,373

1,197

1975

1,394

1,219

1976

1,416

1,245

1977

1,460

1,294

1978

1,475

1,314

13,440

11,666

Source: Projections ot the Number of Households and Families

1967 to 1985. Series P-25, No. 360, February 20, 1967, Bureau

of the Census.

For the purposes of this paper, we assume that

the Census high and low projections set the

limits for household growth within the varying

growth conditions. That is, the low projections

are assumed to be fulfilled when the economy

grows with some slack, and the high projections

are realized when there is growth with some

inflation. When there is full employment growth

without inflation, net household formations will

fall between these two limits.

Our projections of net household formations

between the years 1969 and 1978 for the three

different sets of growth conditions assumed are

summarized as follows:

Economic Conditions

Net Household

Formations

11,500,000

Source: Projections of the Number of Households and Families
1967 to 1985. Series P-25, No. 360, February 20, 1967, Bureau
of the Census.

For the purposes of this paper, we assume that
the Census high and low projections set the
limits for household growth within the varying
growth conditions. That is, the low projections
are assumed to be fulfilled when the economy
grows with some slack, and the high projections
are realized when there is growth with some
inflation. When there is full employment growth
without inflation, net household formations will
fall between these two limits.
Our projections of net household formations
between the years 1969 and 1978 for the three
different sets of growth conditions assumed are
summarized as follows:
Economic Conditions
Net Household
Formations
1. Growth with Slack
II ,500,000
2. Full Employment Growth
12,500,000
3. Inflationary Growth
13,500,000
In evaluating replacement needs, the focus is
usually on the net removal of units from the
stock. What is included in this concept is a variety of activities which both add and take away
units from the stock. On balance, those which
remove units (e.g., demolitions, destruction of
units due to natural causes, mergers, conversion
of units to nonresidential use) weigh more
heavily than those which add units to the
stock (e.g., conversion of existing units into
"more" units, conversion of nonresidential structures into residential units, additions to the
~tock of trailers).

Unfortunately, relatively little is known about
many of these activities, and we only have comprehensive figures on their total impact at census
dates. This means the last available figures are
for 1959. Given the constraints imposed on this
study, there was little that we could do except to
evaluate the available data and recent studies.
By assuming that there would be no significant
change in the governmental programs which could
affect replacement needs, and that there would
be no significant and destructive disturbances
taking place within our cities, our conclusion
from this study is that these various factors will
operate to generate a "replacement" demand
over the period in the neighborhood of four to
five hundred thousand units a year. This is not
much of a change from the varying estimates of
net removals over the period 1960-1966, and is
below other projections we have seen (e,g., the
National Association of Home Builders). We believe our range to be realistic, however, in part
because of the declining impact of urban land
clearing associated with the interstate highway
program which has been so important in the
recent past. There is also the fact that the trailer
or mobile home market continues to show signs
of growth, which in terms of this model exerts a
downward push on the demand emanating from
net removals.
Our presumption, again, is that the number of
units removed (net) will vary positively with the
overall performance of the economy. Four million units was used as the lower limit and five
million as the upper limit. Our projections of
net removals between the years 1969 and 1978
for the three different sets of growth conditions
assumed are summarized as follows:
Economic Conditions
l. Growth with Slack
2. Full Employment Growth
3. Inflationary Growth

Vacancies are the last of the demand factors
to be considered. Vacancies generate construction demand because of the vacancy needs of
the population. These needs stem partly from
household mobility and the imperfect nature of
the housing market. Given the latter, household
moves generate vacancies and at the same time
require vacant units in the stock if the movement is to be accomplished with minimum hardship. There is also "need" stemming from the
inclusion of seasonal units in the vacancy measures, many of which are second homes. To the

12,500,000

13,500,000

1. Growth with Slack

2. Full Employment Growth

3. Inflationary Growth

In evaluating replacement needs, the focus is

o
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extent that families want and can afford second

homes, there must be "vacant" units to satisfy

this need.

In recent years the figure has been running

about 10 percent of the total stock. Some housing

analysts might argue that this vacancy figure is

in fact the "normal" vacancy rate. If so, it has

significance to our projections for it means that

projected increase in the household population

will not only require more units to satisfy the

demographic need, but more units to accommo-

date the "normal" vacancy needs of what is now

extent that families want and can afford second
homes, there must be "vacant" units to satisfy
this need.
In recent years the figure has been running
about 10 percent of the total stock. Some housing
analysts might argue that this vacancy figure is
in fact the "normal" vacancy rate. If so, it has
significance to our projections for it means that
projected increase in the household population
will not only require more units to satisfy the
demographic need, but more units to accommodate the "norma]" vacancy needs of what is now
a larger population (Table 8).

a larger population (Table 8).

TABLE 8.

TABLE 8.

Total Vacancy Rate for

U. S. 1955-1967

1st

2nd

3rd

4th

Quarter

Quarter

Quarter

Quarter

1955

8.8

8.1

8.1

8.7

1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

Total Vacancy Rate for U. S. 1955-1967
1st
Quarter

2nd
Quarter

8.8
8.8
8.5
10.1
10.1
10.1
10.2
10.0
10.4
10.4
10.7
10.7
10.3

8.1
8.7
9.1
9.8
10.4
10.2
10.3
10.1
10.2
10.0
10.2
10.3
10.0

3rd
Quarter

-8.1
9.0
9.2
9.9
10.0
10.0
10.3
10.0
10.3
10.2
10.3
10.3

4th
Quarter

8.7
8.7
9.4
9.5
9.5
10.1
10.2
10.2
10.3
10.5
10.6
10.0

Source: Vacancy Rata (selected issues), H-ll1, Current Housing Reports, Bureau of the Census.

1956

8.8

8.7

9.0

8.7

1957

8.5

9.1

9.2

9.4

1958

10.1

9.8

9.9

9.5

1959

10.1

10.4

10.0

9.5

1960

10.1

10.2

10.0

10.1

1961

10.2

10.3

10.3

10.2

1962

10.0

10.1

10.0

10.2

While we agree with this general line of reasoning, we are also in accord with the point made
in HUD's most recent report on the nation's
housing needs, which is that the "normal"
vacancy factor is likely to increase over the next
ten years. Certainly, if nothing else, the expected
increase in the demand for second homes should
tend to push up this proportion. However, we
do not think its rate of ascent will be as much
as envisaged by HUD. Moreover we believe the
extent of the increase will depend upon the perfonnance of the economy. Specifically, we have
assumed a "normal" vacancy factor of about]]
percent by 1978 for the economic conditions of
growth with slack; roughly an 11.5 percent rate
for the full-employment growth conditions, and
a rate of about 12 percent for the economic conditions of inflationary growth.
With these assumptions and the projected
growth of households along with estimates of
the housing stock and vacancies as of January 1,
1969, we made projections for the vacancy increase which are summarized as follows:
Economic Conditions
Vacancy Increase
I. Growth with Slack
2,500,000
2. Full Employment Growth 3,000,000
3. Inflationary Growth
3,500,000

1963

10.4

10.2

10.3

10.3

1964
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Combining these components, we arrived at
the following estimates of the demand for residential dwellings (in terms of units) for the
period ] 969 through ] 978:
Economic Condi tions
Residential Units
1. Growth with Slack
18,000,000
2. Full Employment Growth 20,000,000
22,000,000
3. Inflationary Growth
As to the composition of this demand in terms
of type of unit (e.g., single-family vs. multifamily units), we assumed that recent trends
evident in housing starts data will continue. In
Table 9 there is a clear indication of the recent
shift toward multi-family units in construction,
although in total the majority of the units built
are single-family. Of course, the initial motivation for some multi-family construction may, in
the eyes of the builder, be such things as land
costs and availability. Yet the shift that has taken
place has been sustained over time, and there has
been no overall indication of the emergence of
a serious vacancy problem in the multi-family
market. Obviously, what has happened over the
past decade has not been inconsistent with demand factors and ·elasticities. And it probably
has not been because overall housing demands
appear to have shifted somewhat in favor of the
multi-family rental units. The demographic factor, for example, is generating relatively more
market entrants who seem to prefer to rent rather
than own.
TABLE 9. Multi-Family Starts as a Proportion of
Total Starts 1959-1967
1959
1960
1961
1962
1963
1964
1965
1966
1967

Total

Multi

Percent

1,495
1,230
1,285
1,439
1,583
1,502
1,450
1,141
1,268

282
257
339
471
590
558
509
387
449

18.9%
20.9%
26.4%
32.7%
37.3%
37.2%
35.1 %
33.9%
35.4%

Source: Housing Statistics (1967), Table A-6, p. 4, Department
of Housing and Urban Development; Economic Report of the
President (February 1968), Table B-41, p. 256, Council of Economic Advisers.

Since the demographic factors operating over
the next ten years are likely to further strengthen
rental demands, we anticipate a further modest
increase in the proportion of multi-family units
in construction. We estimate that about 38 percent of the newly constructed units over this
period will be multi-family units. This is assumed to be the case no matter what the overall
economic environment. Our projected growth of
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residential demands by type of unit then are

as follows:

Economic Condition A. B.

1. Growth with Slack 11,200,000 6,800,000

2. Full Employment Growth 12,400,000 7,600,000

3. Inflationary Growth 13,600,000 8,400,000

A. Single-Family Units

B. Multi-Family Units

2. Residential Construction Expenditures

The second step in making our projections is

to convert anticipated units into dollar expendi-

tures. To do so, there must be cost estimates for

both single-family and multi-family units.

We have used the residential construction cost

estimates made by the Bureau of the Census as

our base. What happens to these costs, of course,

depends on what happens to the size and "qual-

ity" of the units being built, and any changes

that may take place in the cost of material and

labor used in construction. We assume that

recent trends in these costs were relevant to a

consideration of this question. We also assumed

that the trend projected would be influenced by

the overall economic setting. The specific figures

used were:

Economic Conditions

1. Growth with Slack

2. Full Employment Growth

3. Inflationary Growth

A. Single-Family Per Annum Cost Increase

B. Multi-Family Per Annum Cost Increase

Using the Census base and estimates of con-

struction cost development, we calculated dollar

expenditures estimates of dwelling unit construc-

tion which are summarized as follows:

A.

B.

3.0%

3.5%

residential demands by type of unit
as follows:
Economic Condition
A.
1. Growth with Slack
11,200,000
2. Full Employment Growth 12,400,000
3. Inflationary Growth
13,600,000
A. Single-Family Units
B. Multi-Family Units

then are
B.
6,800,000
7,600,000
8,400,000

2. Residential Construction Expenditures
The second step in making our projections is
to convert anticipated units into dollar expenditures. To do so, there must be cost estimates for
both single-family and multi-family units.
We have used the residential construction cost
estimates made by the Bureau of the Census as
our base. What happens to these costs, of course,
depends on what happens to the size and "quality" of the units being built, and any changes
that may take place in the cost of material and
labor used in construction. We assume that
recent trends in these costs were relevant to a
consideration of this question. We also assumed
that the trend projected would be influenced by
the overall economic setting. The specific figures
used were:
A.
B.
Economic Conditions
1. Growth with Slack
3.0%
2.5%
2. Full Employment Growth
3.5%
3.0%
3. Inflationary Growth
4.0%
3.5%
A. Single-Family Per Annum Cost Increase
B. Multi-Family Per Annum Cost Increase
Using the Census base and estimates of construction cost development, we calculated dollar

expenditures estimates of dwelling unit construction which are summarized as follows:
Economic Conditions
A.
B.
C.
1. Growth with Slack
$235.2 $ 74.8 $310.0
2. Full Employment
Growth
$272.8 $ 91.2 $364.0
3. Inflationary Growth
$312.8 $109.2 $422.0
A. Single-Family Construction (in billions)
B. Multi-Family Construction (in billions)
C. Total Construction (in billions)

3. The Residential Mortgage Debt Requirement
The third step in our projections of demand
is to translate these expenditure estimates into
a projection of the total residential mortgage demand requirement. As indicated earlier, our
focus in doing so is on the relationship between
changes in residential mortgage debt and residential construction expenditures on new housing units. The relation between these two since
1950 is indicated in Table 10.
It is clear from this table that there has been
an upward drift in this relationship in the sense
that the change in residential mortgage debt has
risen relative to residential construction expenditures. Throughout the 1950's, this change largely
reflected the increased liberalization of mortgage
terms (particularly the federally insured and
guaranteed mortgages) which had the effect of
drawing more funds through the mortgage to
finance the purchase of both the newly constructed and existing dwellings. The increase in
this ratio in the 1960's, while partly due to some
liberalization which took place in the terms of

4.0%

2.5%

3.0%

3.5%

TABLE 10. Residential Mortgage Debt and Residential Construction Expenditures
(Housing Units) 1950-1967 (Dollars in billions)
Change in
Residential Mortgage
Debt

A. B. C.

S235.2 $ 74.8 $310.0

Residential Construction
Expenditures (Housing Units)

Debt!
Expend itures

$272.8 $ 91.2 $364.0

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

S312.8 $109.2 $422.0

Economic Conditions

1. Growth with Slack

2. Full Employment

Growth

3. Inflationary Growth

A. Single-Family Construction (in billions)

B. Multi-Family Construction (in billions)

C. Total Construction (in billions)

5. The Residential Mortgage Debt Requirement

The third step in our projections of demand

is to translate these expenditure estimates into

a projection of the total residential mortgage de-

mand requirement. As indicated earlier, our

$9.1
7.9
7.6
8.2
10.2
13.3
11.4
9.0
11.6
15.1
12.0
14.5
16.2
18.9
19.6
19.9
12.9
15.1

$15.5
13.2
12.9
13.4
14.9
18.2
16.1
14.7
15.4
19.2
16.4
16.2
18.6
20.4
20.4
20.4
18.0
17.9

58.7%
59.8
58.9
61.2
68.5
73.1
70.8
61.2
75.3
78.6
73.2
89.5
87.1
92.6
96.1
97.5
71.7
84.4

focus in doing so is on the relationship between

changes in residential mortgage debt and resi-

dential construction expenditures on new hous-

ing units. The relation between these two since

Regression relation between debt and expenditure.
Change in Res Debt
$12.7 billion
$1 .5 billion Residential Construction Expenditures.
Source: Economic Report 01 the President (February 1968), Table 8-40, p. 254 and Table 8-57, p. 276, Council of Economic
Advisers.
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1950 is indicated in Table 10.

It is clear from this table that there has been

an upward drift in this relationship in the sense

that the change in residential mortgage debt has

risen relative to residential construction expendi-

tures. Throughout the 1950's, this change largely
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the conventional mortgage, was a consequence

of other things as well. There was apparently an

increase in activity in the market for existing

homes which had the effect of "drawing" more

money into mortgages. And there was also an

increase in the amount of refinancing of existing

mortgages, which in some cases was apparently

for the purpose of getting funds for use in areas

other than real estate.

The crucial question concerns the future of

this relationship. Regression analysis could be

used in the search for an answer. By this means

prior changes in residential mortgage debt could

be related to past levels of residential construc-

tion expenditure in an equation that would take

the form of Y = a -4- bX (where Y is the change

in debt and X is the expenditure). Such a regres-

sion equation was calculated and is shown at

the bottom of Table 10. The residential mort-

gage debt requirement could have been derived

by simply "plugging" the projected amount of

residential construction expenditures into this

equation.

Our feeling is that such an approach is inappro-

priate, since in effect it requires the assumption

that there will be developments in the mortgage

market that will continue to bring in more funds

relative to construction. But what will these be?

Previously, as indicated above, this was accom-

plished by a liberalization of the terms of the

mortgage. Is this a realistic possibility in the

future? Can we expect loan-value ratios, on the

average, to increase even further? While we do

not take the position that the loan-value ratio

of the mortgage loan has reached its maximum,

we think the probabilities here lead to the con-

clusion that they will not rise too much further

over the coming decade.

We also believe that those other developments

which were responsible for bringing in funds to

mortgages (i.e., refinancing and high levels of

activity in the market for existing homes) were

largely a product of the mortgage market condi-

tions of the early 1960's and are not likely to be

operative in that way again over the next ten

years.

Essentially, it is our judgment that this ratio

will stabilize. In deriving our estimates of resi-

dential mortgage demand requirements (i.e., the

net increase in residential mortgage debt required

to meet demands) we assumed this ratio would

be at 90 percent. Our estimate of residential

mortgage demands for the 1969-78 period then

are summarized as follows:

Economic Conditions Residential

Mortgage Demands*

1. Growth with Slack $279

2. Full-Employment Growth$328

3. Inflationary Growth $380

* (Projected Net Increase in Residential

Mortgage DebtâIn Billions)

4. A Review and Evaluation of the Numbers

We indicated early in this chapter that the

task of forecasting in the residential mortgage

the conventional mortgage, was a consequence
of other things as well. There was apparently an
increase in activity in the market for existing
homes which had the effect of "drawing" more
money into mortgages. And there was also an
increase in the amount of refinancing of existing
mortgages, which in some cases was apparently
for the purpose of getting funds for use in areas
other than real estate.
The crucial question concerns the future of
this relationship. Regression analysis could be
used in the search for an answer. By this means
prior changes in residential mortgage debt could
be related to past levels of residential construction expenditure in an equation that would take
the form of Y = a
bX (where Y is the change
in debt and X is the expenditure). Such a regression equation was calculated and is shown at
the bottom of Table 10. The residential mortgage debt requirement could have been derived
by simply "plugging" the projected amount of
residential construction expenditures into this
equation.
Our feeling is that such an approach is inappropriate, since in effect it requires the assumption
that there will be developments in the mortgage
market that will continue to bring in more funds
relative to construction. But what will these be?
Previously, as indicated above, this was accomplished by a liberalization of the terms of the
mortgage. Is this a realistic possibility in the
future? Can we expect loan-value ratios, on the
average, to increase even further? While we do
not take the position that the loan-value ratio
of the mortgage loan has reached its maximum,
we think the probabilities here lead to the conclusion that they will not rise too much further
over the coming decade.
We also believe that those other developments
which were responsible for bringing in funds to
mortgages (i.e., refinancing and high levels of
activity in the market for existing homes) were
largely a product of the mortgage market conditions of the early 1960's and are not likely to be
operative in that way again over the next ten
years.
Essentially, it is our judgment that this ratio
will stabilize. In deriving our estimates of residential mortgage demand requirements (i.e., the
net increase in residential mortgage debt required
to meet demands) we assumed this ratio would
be at 90 percent. Our estimate of residential
mortgage demands for the 1969-78 period then
are summarized as follows:

+

Economic Conditions

Residential
Mortgage DemandsI. Growth with Slack
$279
2. Full-Employment Growth$328
3. Inflationary Growth
$380
·(Projected Net Increase in Residential
Mortgage Debt-In Billions)

4. A Review and Evaluation of the Numbers
We indicated early in this chapter that the
task of forecasting in the residential mortgage
market is a difficult one. Specific numbers must
therefore be viewed if not with suspicion, as
simply indicating orders of magnitude. Those
which are derived in this report for the demand
side, we consider to be reasonable. Were they to
be taken literally, they would imply a substantial
increase in the amount of funds required to
finance housing market activities over the next
ten years (e.g., annual estimate requirements for
the case of balanced growth show up as more
than double the annual increase in debt over
the past ten years). Yet they should not be taken
literally. As events work themselves out, it is
very likely that the absolute amounts will be
larger or smaller. These are not the kind of numbers to which we can attach a confidence interval
based on a probability distribution.
There are, however, certain checks of reasonableness that can be made. Our projections of
expenditures can be related to anticipated Gross
National Product, for example, and this ratio
can be compared with the residential construction/Gross National Product ratios of the recent
past and those anticipated by others, e.g., the
recent Joint Economic Committee GNP projections.
This ratio (i.e., dwelling unit expenditures
GNP) does appear to be low. For the full employment or balanced growth case, for example,
the ratio for the coming decade is indicated as
3.2 percent. While this is substantially in excess
of what the ratio has been over the past several
years, e.g., in 1966 the ratio was 2.4 percent, in
1967 it was 2.3 percent, it is not much above the
average for the past ten years as a whole, which
was 3.0 percent.
By adjusting these projections to include expenditures on additions and alterations and
non-housekeeping residential units, a total residential construction-GNP ratio can be calculated
that is comparable to those incorporated into
certain GNP projections that have been made.

market is a difficult one. Specific numbers must

therefore be viewed if not with suspicion, as

simply indicating orders of magnitude. Those

which are derived in this report for the demand

side, we consider to be reasonable. Were they to

be taken literally, they would imply a substantial
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When the ratio is recalculated on this basis, it is

below the ratio included in the recent GNP

projections of the Joint Economic Committee.

While we can find no basis for believing that

our estimates of the number of units demanded

are too low, it may be that our cost projections

are on the low side. Yet this is by no means a

certainty.

One might argue that this possibility may be

offset by the fact that our assumed relation be-

tween changes in residential mortgage debt and

construction expenditures is too high. While

there are no cross checks that we are aware of

that can be used to test the reasonableness of this

assumption, we can find no compelling reasons

for believing that this ratio will fall much below

the assumed 90 percent.

In general, it is our belief that these projec-

tions provide a reasonable indication of the

order of magnitude of future residential mort-

gage demands. However, if a range could be

established on some rational basis, we tend to

believe that these demands would lie at the

upper end of it.

5. Low-Income Housing Credit Demands

Though the emphasis thus far has been on

When the ratio is recalculated on this basis, it is
below the ratio included in the recent GNP
projections of the Joint Economic Committee.
While we can find no basis for believing that
our estimates of the number of units demanded
are too low, it may be that our cost projections
are on the low side. Yet this is by no means a
certainty.
One might argue that this possibility may be
offset by the fact that our assumed relation between changes in residential mortgage debt and
construction expenditures is too high. While
there arc no cross checks that we are aware of
that can be used to test the reasonableness of this
assumption, we can find no compelling reasons
for believing that this ratio will fall much below
the assumed 90 percent.
In general, it is our belief that these projections provide a reasonable indication of the
order of magnitude of future residential mortgage demands. However, if a range could be
established on some rational basis, we tend to
believe that these demands would lie at the
upper end of it.

lic housing program that might be occupied by
households now classified as unable to afford
decent housing.
All such possibilities should be taken into
account when estimating market demand. Yet
to do so explicitly would require information
that was not available to us.We shall assume that
the Tempo estimate of noneffective demand takes
into account all such possibilities. Thus, there
is a low-income credit requirement derived from
Tempo's estimate of low-income housing needs,
i.e., 7.8 million households, that has to be superimposed on the market requirement estimated
above. The amount of credit needed by these
families at the time they make the appropriate
housing adjustment will depend upon the nature
of the adjustments they make, e.g., moves vs.
rehabilitation. Projecting the nature of these adjustments was beyond the scope of this study.
We simply assumed that the financing requirements would average about $12,500 per adjustment. Our estimate of the overall credit requirement of the effort to solve the low-income housing problem, then, is approximately $100 billion.

5. Low-Income Housing Credit Demands

C. Mortgage Supply, 1969·1978

Though the emphasis thus far has been on
market demand, we have tried to take into account governmental programs and activities
which affect the "underlying" demand factors.
Clearly, some proportion of estimated market
demand will be a consequence of one or another
of these programs. In analyzing this demand, we
attempted to restrict our consideration of government to the expected impact of current programs,
which we have assumed will not be sufficient to
solve the low-income housing problem. Our presumption all along has been that this problem
lies outside the realm of the current workings of
the economy and current government programs;
that it is a problem, the solution of which probably will require the inauguration of new governmental programs and the expansion of certain existing ones.
""'hile this seems to be a reasonable assumption, it does oversimplify matters. To illustrate,
many of the "poverty" programs inaugurated by
the Federal Government conceivably could have
enough impact on the income of those involved
to permit them to become housing market "entrants" on their own. Additionally, there are
some units that will be made available through
recent and possibly future extensions of the pub-

As indicated in the initial chapter of this
report, the ultimate source of funds for the
residential mortgage is the nation's savings pool.
The route these funds take into the mortgage,
however, is largely indirect, i.e., through the
nation's financial intermediaries. Thus, in the
absence of any substantial changes in the structure of the mortgage market, projections of supply should be focused on the residential mortgage investment decisions of commercial banks,
mutual savings banks, savings and loan associations, and life insurance companies.
Several different frameworks might be used
as a basis for making projections. Our choice was
influenced by two considerations. First, we did
not wish to duplicate recent efforts that have
been made (e.g., by the Department of Housing
and Urban Development). Secondly, we decided
to concentrate our efforts on those areas where
we believe that there is more than the usual
amount of uncertainty surrounding future developments. On the basis of these criteria, the
decision was made to concentrate on factors influencing the residential mortgage investment
decisions of the "depository" savings institutions
(i.e., commercial banks, savings and loan associations, and mutual savings banks).

market demand, we have tried to take into ac-

count governmental programs and activities

which affect the "underlying" demand factors.

Clearly, some proportion of estimated market

demand will be a consequence of one or another

of these programs. In analyzing this demand, we

attempted to restrict our consideration of govern-

ment to the expected impact of current programs,

which we have assumed will not be sufficient to

solve the low-income housing problem. Our pre-

sumption all along has been that this problem

lies outside the realm of the current workings of

the economy and current government programs;

that it is a problem, the solution of which prob-

ably will require the inauguration of new gov-

ernmental programs and the expansion of cer-

tain existing ones.

While this seems to be a reasonable assump-

tion, it does oversimplify matters. To illustrate,

many of the "poverty" programs inaugurated by

the Federal Government conceivably could have

enough impact on the income of those involved

to permit them to become housing market "en-

trants" on their own. Additionally, there are

some units that will be made available through

recent and possibly future extensions of the pub-

lic housing program that might be occupied by

households now classified as unable to afford

decent housing.

All such possibilities should be taken into

account when estimating market demand. Yet

to do so explicitly would require information

that was not available to us.We shall assume that

the Tempo estimate of noneffective demand takes

into account all such possibilities. Thus, there

is a low-income credit requirement derived from

Tempo's estimate of low-income housing needs,

i.e., 7.8 million households, that has to be super-

imposed on the market requirement estimated

above. The amount of credit needed by these

families at the time they make the appropriate

housing adjustment will depend upon the nature

of the adjustments they make, e.g., moves vs.

rehabilitation. Projecting the nature of these ad-
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1. The Projection Model

The basic assumption is that there will be no

significant change in government policies or pro-

grams that have impact on the flow of funds

into residential mortages, e.g., the establishment

of new types of financial institutions, the removal

of the ceiling on interest rates on federally in-

sured mortgages, or a change in the portfolio

composition requirements of savings institutions.

Investments are assumed to depend initially on

the amount the nation's savings depository insti-

tutions hold in the form of time and savings

accounts. These holdings are assumed to bear

some relationship to the nation's Gross National

Product. Hence, a major element in the model

is the following ratio:

1. Savings Deposits/Gross National Product

Of course, the residential mortgage investment

holdings of these institutions is less than their

savings deposits. To project future holdings of

mortgages it is necessary to make a judgment

about the future of the following ratio:

2. Residential Mortgage Holdings of Deposi-

tory Institutions/Savings Deposits of Depos-

itory Institutions

Having estimated the residential mortgage

holdings of these institutions, it is then necessary

to take account of future mortgage investments

of other lenders. This is done by focusing on the

following ratio:

3. Residential Mortgage Holdings of Deposi-

tory Institutions/Total Residential Mort-

gage Debt

Obviously a judgment will have to be made

concerning what will happen to this ratio over

time.

2. The Personal Savings Rate Assumption

The personal savings rate assumption merits

discussion before a consideration of the ratios

mentioned above, since it can have significant

impact on the base from which net savings inflow

ultimately comes. In the 1930's, there was con-

siderable discussion of the possibility that the

amount of savings in the economy would increase

more than proportionately as incomes rose. Sub-

sequent studies, however, have suggested that

consumption tends to rise with income, indi-

cating that the amount saved tends to be a

constant proportion of income.

Obviously, the absolute amount saved over

time will increase if income increases. The criti-

cal question for the purpose of evaluating the

availability of funds to finance projected activity

in capital sectors is what will happen to the

proportion of income being saved. Can the

amount of savings be projected by assuming it

will bear a constant relation to Gross National

Product?

The savings rate has been relatively stable

over the past two decades, but careful scrutiny

of Table 11 does suggest some downward drift

in the sixties. Can this be expected to continue

on into the next decade? The relatively low

savings rate in the early part of the 1960's was

1. The Projection Model
The basic assumption is that there will be no
significant change in government policies or programs that have impact on the flow of funds
into residential mortages, e.g., the establishment
of new types of financial institutions, the removal
of the ceiling on interest rates on federally insured mortgages, or a change in the portfolio
composition requirements of savings institutions.
Investments are assumed to depend initially on
the amount the nation's savings depository institutions hold in the form of time and savings
accounts. These holdings are assumed to bear
some relationship to the nation's Gross National
Product. Hence, a major element in the model
is the following ratio:
1. Savings Deposits/Gross National Product
Of course, the residential mortgage investment
holdings of these institutions is less than their
savings deposits. To project future holdings of
mortgages it is necessary to make a judgment
about the future of the following ratio:
2. Residential Mortgage Holdings of Depository Institutions/Savings Deposits of Depository Institutions
Having estimated the residential mortgage
holdings of these institutions, it is then necessary
to take account of future mortgage investments
of other lenders. This is done by focusing on the
following ratio:
3. Residential Mortgage Holdings of Depository Institutions/Total Residential Mortgage Debt
Obviously a judgment will have to be made
concerning what will happen to this ratio over
time.
2. The Personal Savings Rate Assumption
The personal savings rate assumption merits
discussion before a consideration of the ratios
mentioned above, since it can have significant
impact on the base from which net savings inflow
ultimately comes. In the 1930's, there was considerable discussion of the possibility that the
amount of savings in the economy would increase
more than proportionately as incomes rose. Subsequent studies, however, have suggested that
consumption tends to rise with income, indicating that the amount saved tends to be a
constant proportion of income.
Obviously, the absolute amount saved over
time will increase if income increases. The critical question for the purpose of evaluating the

partly due to the slow rate of ascent of income

during these years. If in the next ten years a

full employment equilibrium rate of growth is

achieved, will not the savings rate be higher as

a result? Is not the preliminary indication of the

savings rate in 1967 a portent of things to come
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availability of funds to finance projected activity
in capital sectors is what will happen to the
proportion of income being saved. Can the
amount of savings be projected by assuming it
will bear a constant relation to Gross National
Product?
The savings rate has been relatively stable
over the past two decades, but careful scrutiny
of Table 11 does suggest some downward drift
in the sixties. Can this be expected to continue
on into the next decade? The relatively low
savings rate in the early part of the 1960's was
partly due to the slow rate of ascent of income
during these years. If in the next ten years a
full employment equilibrium rate of growth is
achieved, will not the savings rate be higher as
a result? Is not the preliminary indication of the
savings rate in 1967 a portent of things to come
in the 1970's?
TABLE 11.

Personal Savings in the Economy
Personal
Savings

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

(billions)

$13.1
17.3
18.1
18.3
16.4
15.8
20.6
20.7
22.3
19.1
17.0
21.2
21.6
19.9
26.2
27.2
29.8
38.7

PS/DI

6.3%
7.6
7.6
7.2
6.4
5.7
7.0
6.7

7.0
5.6
4.9
5.8
5.6
4.9
6.0
5.8
5.9
7.1

PS/GNP

-4.6%
5.3
5.2
5.0
4.5
4.0
4.9
4.7

5.0
3.9
3.4
3.4
3.9
3.4
4.1
4.0

4.0
4.9

Source: Economic Report 01 the Prealdent (February 1968),
Table B-1, p. 209 and Table B-1!!, p. 226, Council of Economic
Advisers.

The answers to such questions depend partly
on matters about which we can only speculate.
But judgments can be made, and ours lead us to
the conclusion that the savings rate will not pick
up much, if any, from what it has been in the
1960's. Of course, how much households save
depends partly on how much disposable income
they have, and what government does has important implications here. Vietnam aside, given
the backlog of pressing social needs and what
appears to be an increasing commitment to do
something about them through government, we
do not foresee the government relinquishing any
of its claims to Gross National Product. Hence,
unless the unexpected occurs, the personal income tax burden is not likely to be reduced to
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the extent that personal savings will be signi-

ficantly affected. Secondly, it is anticipated that

the population age group which will increase

most rapidly is the 20-30 year group, or those

persons for whom spending requirements tend

to be high and savings propensities low. These

two factors are likely to keep the savings rate

from rising much above what it has been re-

cently, a judgment which is also reflected in the

components of the recent GNP projections made

the extent that personal savings will be significantly affected. Secondly, it is anticipated that
the population age group which will increase
most rapidly is the 20-30 year group, or those
persons for whom spending requirements tend
to be high and savings propensities low. These
two factors are likely to keep the savings rate
from rising much above what it has been recently, a judgment which is also reflected in the
components of the recent GNP projections made
by the Joint Economic Committee.

by the Joint Economic Committee.

3. The Savings Deposit/GNP Ratio

3. The Savings Deposit/GNP Ratio

Funds held in time and savings accounts of

commercial banks, savings and loan associations,

and mutual savings banks have grown substan-

tially over the past two decades, partly because

of growth in the economy and partly because of

decisions by individuals. Economic growth has

been of consequence because it has meant in-

creased savings, some of which could be expected

to flow into the depository savings institutions.

But Table 12 clearly indicates that there have

been more powerful forces at work, for the ratio

of these holdings to GNP has almost doubled

since 1950. What has happened, of course, is a

well-known story. Households, among others,

have become increasingly efficient in the man-

agement of their money balances, permitting

them to put proportionately more of their wealth

into other forms, including the highly liquid and

appealing savings accounts of the depository in-

stitutions.

As the table indicates, much of this overall

growth was due to the rise in prominence of the

savings and loan association for reasons that were

discussed earlier. More recently, it has been the

commercial bank whose savings growth has ac-

celerated, again for reasons that have been men-

tioned above. No matter what its cause, however,

the question now is whether it will continue.

The persistence of the increase in this ratio

Funds held in time and savings accounts of
commercial banks, savings and loan associations,
and mutual savings banks have grown substantially over the past two decades, partly because
of growth in the economy and partly because of
decisions by individuals. Economic growth has
been of consequence because it has meant increased savings, some of which could be expected
to flow into the depository savings institutions.
But Table 12 clearly indicates that there have
been more powerful forces at work, for the ratio
of these holdings to GNP has almost doubled
since 1950. What has happened, of course, is a
well-known story. Households, among others,
have become increasingly efficient in the management of their money balances, permitting
them to put proportionately more of their wealth
into other forms, including the highly liquid and
appealing savings accounts of the depository institutions.
As the table indicates, much of this overall
growth was due to the rise in prominence of the

savings and loan association for reasons that were
discussed earlier. More recently, it has been the
commercial bank whose savings growth has accelerated, again for reasons that have been mentioned above. No matter what its cause, however,
the question now is whether it will continue.
The persistence of the increase in this ratio
over the past several decades is indeed an argument for continued increase over the decade to
comc. 1£ the trend were to continue much as it
has in the past, it would be a relatively simple
matter to project the time and savings accounts
of these institutions. Fitting a time trend to the
saving deposit/GNP relationship since 1950
yields the following regression: SD/GNP as year
Y = 19.7% + 1.5%, where X = the number of
years from 1950 to year Y.
Using this regression, it is a simple matter to
extrapolate this ratio to 1978 which gives us 61.7
percent. Using this ratio and the GNP projections indicated earlier, savings held by these
three institutions by the end of 1978 would be
as follows:
Economic Condition
Savings and
Timc Funds·
1. Growth with Slack
$811 billion
2. Full-Employment Growth
$892 billion
3. Inflationary Growth
$1,096 billion
• In Commercial Banks, Savings and Loan Associations and Mutual Savings Banks (as of end
of 1978)
The foregoing represents growth that would
bring the totals to twice their present levels for
(1) and (2), and to three times that amount for
a period of inflationary growth. The obvious

over the past several decades is indeed an argu-

ment for continued increase over the decade to

come. If the trend were to continue much as it

TABLE 12. Savings in

De~ository Institutions
(Dollars in bil ions)
Savings
Mutual Savand Loan
ings Bank
Capital
S&L/GNP
DepOSits

has in the past, it would be a relatively simple

matter to project the time and savings accounts

of these institutions. Fitting a time trend to the

saving deposit/GNP relationship since 1950

yields the following regression: SD/GNP as year

Y = 19.7% + 1.5%, where X = the number of

1950
1951
1952

$14.0
16.1
19.2

1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

27.2
32.0
37.0
41.7
47.7
54.3
61.8
70.5
79.8
90.9
101.4
109.8
113.4
123.8

1953

years from 1950 to year Y.

Using this regression, it is a simple matter to

extrapolate this ratio to 1978 which gives us 61.7

percent. Using this ratio and the GNP projec-

tions indicated earlier, savings held by these

three institutions by the end of 1978 would be

as follows:

Economic Condition

Savings and

Time Funds*

$811 billion

$892 billion

22.S

4.9%
4.9
5.6
6.3

7.5
8.0
8.8
9.5
10.7
11.2
12.3
13.6
14.2
15.4
16.0
16.1
15.3
15.8

MS/GNP

Commercial
Bank Time &
Savings Dep

CBTD/GNP

$20.1
20.9
22.6

7.1%
6.4
6.5

$36.6
38.2
41.2

12.9%
11.6
11.9

24.8%
22.9
24.0

26.3
28.1
30.0
31.6
33.9
34.9
36.2
38.3
41.4
44.5
49.0
52.6
55.2
59.9

7.2
7.1
7.2
7.2
7.6
7.2
7.2
7.4
7.4
7.5
7.7
7.7
7.4
7.6

48.2
49.7
52.0
57.5
65.4
67.4
73.1
82.5
98.1
112.9
127.1
147.1
159.6
182.6

13.2
12.5
12.4
13.0
14.6
13.9
14.5
15.9
17.5
19.1
20.1
21.5
21.5
23.3

27.9
27.6
28.4
29.7
32.9
32.4
34.0
36.8
39.1
42.0
43.9
45.3
44.2
46.7

24.4

6.7

44.6

12.2

Total Savings
Dep/GNP

25.2

$1,096 billion

1. Growth with Slack

2. Full-Employment Growth

Source: Federal Reserve Bulletin (selected issues), Table-Principal Assets and Liabilities and Number, by Class of Bank,
Federal Reserve Board; Source Book (1966), Table 3a, p. 8, Federal Home Loan Bank Board; Economic Report of the President
(February 1968), Table B-1, p. 209.

3. Inflationary Growth

* In Commercial Banks, Savings and Loan As-

sociations and Mutual Savings Banks (as of end

of 1978)

The foregoing represents growth that would
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question is: are these realistic pallerns of grow th?
Clearly, it is inappropria te to apply the same
ratio to all three periods, since me Hate of the
economy has had a significa nt impact on net
inflows into depository institutions in the past.
For example, i£ the period is one in which inflationary pressures are intense, the ratio may
even decline.
More fundam e ntally, the question we have to
a nswer is whether this ratio is real ist ic if a full employmen t and ba lanced growth record is
achieved. An important consideration here is the
personal savings rate. We predict a rate that is
not likely to be much above recent levels.
What is the likely impact of this assumption
on the flow of savings into the depository savings
institut ionsf As note4 earlier, the savi ngs rale
has long.ra nge implications as far as these institutions are concerned, si nce current savings is a
part of th e base from wh ich their savi ngs inflows
come. However, there is no strong correla tion
between the ann ual amou nt of current savings
and these inflows. In fa ct. in recent years savings
inflows into mese instituti ons have, at times,
been relatively high during periods in which the
savings ra te was relatively low. This particular
outcome, however, was the result of a special set
of economic and financial cond itions. JI1 Lhe
early six. ties, whe n this occu rred, there was slack.
in the economy, and interest rates in capital
markets were relat ively low. In this setting, the
rales paid by savings institutions were apparently
attractive to individuals and others. Hence, there
were decisions in volv ing not only current savi ngs
but prior savi ngs accum ulations as well , which
worked to the advantage of the depository institutions.
These are not the kind of economic and financia l conditions we hope will prc\'ail in the years
ahcad. A modcst ~ uving ~ r<l tc i5 Cx.pcclcd in <In
economy that wi ll be operat ing at capacity with,
hopefull y, not too much pressure on prices. Depository institutions will not have any particular advantage in such a savings market. Furthermore, th e imposition of savi ngs rate controls
coupled wi th a recent impressive demonstration
of the soph istic;llion and rate consciousness of
the individual saver, suggest that the competit i\·e
efforts of these instillilions may be somewhat leu
elTective in the past, particularly if interest rates
generally are maintained at relatively h igh le,'eh.
' Vi th th is set o f expecta tions. it is no t at all dear
to us that the depository savings institu tions will
grow quite as rapidly in the fue ue. Of Cl une,
Funds lOT H ousi1ig Needs

with the proper mix of monetary and fisc.a l
policies. problems for these in$litutions can be
minimized . However, given the imperfectability
of man plus other facton noted, we think. there
is more than the usual amount of uncenainty
surrounding the fut ure growth of savings accou n ts in those institutions th at have been so
instrumenta l in channeling funds into r~iden
tial mortgages. And this uncertainty, we think.
provides a basis for mod ifyi ng the recent trend
of the depository savings/ Gross National Product ratio.
Whi le we believe that savings accounts will cont in ue to grow faster than Gross National Product, the d ifference should be leu pronounced
tha n it has been over the past seventeen years.
On ly if the economy grows with some slack are
past trends likely to be a rel iable guide. And if
there is inflationa ry growt h anel taut ness in fi·
nancial markets, we think it possible that the
ra tio wi ll decline. For these reasons, we set the
ratios as follows:
Economic Cond itions

D.s

GNP

I. Growth with Slack

65ro

2. full-employmelll Growth
3. Inflationary Growth

55%

40%

On the basis of tht foregoing ratios, -':lvings
and time accounts of depository inuitutions
were projected as follows :
Economi c Conditions
1. Growth with Slack

2. Full-cmployment Growth
3. Inflationary Gro,.,.th

OS (end of 1978)
854 billion
$795 billion
$7 11 billion

The r:ltios used , of cou rse, are arbitrary; for
ex.ample, we ca nnot really defend the usc of 55
percent rather than 54 pe l·cen t or 56 percent. It
Wll 5 , however, po,sib le to check on the orders of
magni!llde involved.
Given the GNP projections and eslimatcd personal sav ings rates for the different periods (sav·
ings were assumed to be !J.8 percent of GN P for
growth with slack, 4.0 percem for full·employment growth and 5.8 percent for inAationa.ry
growth), we calculated total per\Onal savings for
the coming decade. This wa~ compared witl1
estimated savings gro\\th in the depository institUlions over the same period . Three calculations
were made for each Stt of economic conditions,
reflecting differences in the a~sumplion with reo
spect to depository saving! growth. Following is
a summaDh?;t t~ct,r&,u l u :
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I. Growth with Slack
Net Savings Inflow/
Personal Savings
79.3%
95.3%
111.2%

SD/GNP
55%
60%
65%

1. Growth with Slack

Net Savings Inflow/

SD/GNP

Personal Savings

which shows up in the 1950's is a reflection of
the growth of savings and loan associations and
the importance of the residential mortgages in
their portfolios. The decline in the 1960's is due
to the rapidity of the growth of time and savings
accounts at commercial banks and the relative
unimportance of mortgages in their portfolios.
In the light of what appears to be some stability in the emerging relationship between the
savings rates of these institutions, we think it
likely that the past disparity in growth rates over
varying periods of time will diminish. If so, this
ratio is likely to stabilize. For the purpose of
projection, we set the 1978 rate at 52.5 percent.
With this assumption, the residential mortgage
holdings of these three institutions by the end
of 1978 are calculated as follows:

55%

79.3%

60%

95.3%

65%

111.2%

2. Full-Employment Growth

Net Savings Inflow/

SD/GNP

2. Full-Employment Growth
Net Savings Inflow/
Personal Savings
SD/GNP
50%
71.3%
87.0%
55%
102.7%
60%

Personal Savings

50%

71-3%

55%

87.0%

60%

102.7%

ationary Growth

Net Savings Inflow/

SD/GNP

3. Inflationary Growth
Net Savings Inflow/
Personal Savings
SD/GNP
40%
64.1%
82.2%
45%
100.2%
50%

Economic Conditions

Personal Savings

40%

64.1%

45%

82.2%

When compared with the recent historical experience reflected in Table 13, we believe the
ratios selected fall within a reasonable realm.

Residential
]\Jortgage Holdings·
1. Growth with Slack
$445 billion
2. Full-employment Growth $417 billion
3. Inflationary Growth
$373 billion
• of Depository Institutions (end of 1978)

50%

100.2%

When compared with the recent historical ex-

perience reflected in Table 13, we believe the

4. Residential Mortgage Holdings of the
Depository Institutions

5. Total Residential Mortgage Debt

ratios selected fall within a reasonable realm.

which shows up in the 1950's is a reflection of

the growth of savings and loan associations and

the importance of the residential mortgages in

their portfolios. The decline in the 1960's is due

to the rapidity of the growth of time and savings

accounts at commercial banks and the relative

unimportance of mortgages in their portfolios.

Given projected savings and time accounts
for depository institutions, the next task is to
consider their relationship to the residential
mortgage. Table 13 shows the historical ratio
since 1950. The increase in residential mortgages

Given the residential mortgage debt holdings
of the depository institutions, the next step is to
take account of the mortgage lending activities
of other lenders. In our model, this is done by
relating the mortgage holdings of the depository
institutions to total residential mortgage debt.

In the light of what appears to be some stabil-

ity in the emerging relationship between the

savings rates of these institutions, we think it

TABLE 13.

Residential Mortgage Investments of Depository Savings Institutions
(Dollars in billions)

likely that the past disparity in growth rates over

varying periods of time will diminish. If so, this

ratio is likely to stabilize. For the purpose of

projection, we set the 1978 rate at 52.5 percent.

S&L

Mutual
Savings
Banks

Commercial
Banks

Total
Residential
Holdings

Total Time
and Savings
Accounts

$7.0

$10.5

$30.8

$70.7

15.6

15.9

62 .1

109.8

56.6

20.9
24.3
26.3
29.1
31.7
36.5
40.1
42.3
44.9

18.6
20.3
21.2
23.5
26.5
28.9
32.4
34.9
37.3

83.6
102.2
113.0
126.7
144.1
159.7
174.8
183.2
194.7

147.0
171.1
191.3
219.3
248.3
277.5
309.5
328.2
366.2

56.9
59.7
59.1
57.8
58.0
57.5
56.5
55.8
53.2

Mortgage/
Savings

With this assumption, the residential mortgage

holdings of these three institutions by the end

of 1978 are calculated as follows:

Economic Conditions Residential

Mortgage Holdings*

1. Growth with Slack $445 billion

2. Full-employment Growth $417 billion

3. Inflationary Growth $373 billion

* of Depository Institutions (end of 1978)

4. Residential Mortgage Holdings of the

Depository Institutions

Given projected savings and time accounts

for depository institutions, the next task is to

1950
1955
1958
1960
1961
1962
1963
1964
1965
1966
1967

$13.3
30.6
44.1
57.6
65.5
74.1
84.9
94.3
102.3
106.0
112.5

43.6%

consider their relationship to the residential

mortgage. Table 13 shows the historical ratio

since 1950. The increase in residential mortgages

5. Total Residential Mortgage Debt

Source:

Federe' Reserve Bulletin (selected issues). Table-Principal Assets and Liabilities and Number, By Class of Bank.
Federal Reserve Board; Source Book (1966), Table 3a, p. 8, Federal Home ,Loan Bank; A Study 01 Mortgage Credit (1967). Tables
13, 14, and 15, pp. 102, 103, and 104, Committee on Banking and Currency. United States Senate.

Original rom

Given the residential mortgage debt holdings

of the depository institutions, the next step is to

take account of the mortgage lending activities

of other lenders. In our model, this is done by

relating the mortgage holdings of the depository

institutions to total residential mortgage debt.
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Table 14 indicates the trend of this ratio since

1950 which shows that these institutions have

become a more important source of funds in the

mortgage market. Recently, however, their role

has stabilized.

In the light of our assumptions concerning the

future growth of depository institutions, we think

it probable that they will become slightly less

important as a source of residential mortgage

funds, unless there is slack in the economy. Ac-

cordingly, we have assumed the following ratios

Table 14 indicates the trend of this ratio since
1950 which shows that these instituticns have
become a more important source of funds in the
mortgage market. Recently, however, their role
has stabilized.
In the light of our assumptions concerning the
future growth of depository institutions, we think
it probable that they will become slightly less
important as a source of residential mortgage
funds, unless there is slack in the economy. Accordingly, we have assumed the following ratios
in calculating total residential mortgage debt:

in calculating total residential mortgage debt:

Economic Conditions A.

1. Growth with Slack 70.0%

2. Full-employment Growth 67.5%

3. Inflationary Growth 65.0%

A. Residential Mortgage Debt of Depository

Institutions/Total Residential Mortgage

Debt (as of end of 1978)

Using these ratios and the projected residential

mortgage holdings of the depository institutions,

total residential mortgage debt is projected as

follows:

Economic Conditions

Total Residential

Mortgage Debt

(end of 1978)

$641 billion

$618 billion

$574 billion

1. Growth with Slack

2. Full-employment Growth

3. Inflationary Growth

Assuming total residential mortgage debt will

be $294 billion by the end of this year, the pro-

jected net increase in funds available for the

residential mortgage borrower from factors oper-

ating through the supply side is shown as follows:

Economic Conditions Residential

Mortgage Supply*

1. Growth with Slack $347 billion

2. Full-Employment Growth $324 billion

Economic Conditions
A.
1. Growth with Slack
70.0%
2. Full-employment Growth
67.5%
3. Inflationary Growth
65.0%
A. Residential Mortgage Debt of Depository
Institutions/Total Residential Mortgage
Debt (as of end of 1978)
Using these ratios and the projected residential
mortgage holdings of the depository institutions,
total residential mortgage debt is projected as
follows:
Total Residential
Economic Conditions
Mortgage Debt
(end of 1978)
I. Growth with Slack
$641 billion
2. Full-employment Growth
$618 billion
3. Inflationary Growth
$574 billion
Assuming total residential mortgage debt will
be $294 billion by the end of this year, the projected net increase in funds available for the
residential mortgage borrower from factors operating through the supply side is shown as follows:
Economic Conditions

3. Inflationary Growth S280 billion

* Net Increase in Residential Mortgage Debt

â1969 through 1978

1. Growth with Slack

Residential
Mortgage Supply·
$347 billion

2. Full-Employment Growth $324 billion
3. Inflationary Growth
$280 billion
• Net Increase in Residential Mortgage Debt
-1969 through 1978
6. A Review and Evaluation of the Numbers
We have already made a reasonableness check
at a crucial point when these figures were compiled. We believe the critical ratio to be the one
which deals with the growth of the depository
savings institutions, and through it we have projected some slowdown in the growth of their
savings accounts over the next ten years. The
figures used, it will be recalled, were checked for
their reasonableness by comparing net savings
inflow with projected personal savings over the
period. On the basis of this comparison we concluded that we were reasonably accurate.
We are aware of the limits of our projection
model on the supply side. It embodies a framework that is a greatly oversimplified replication
of market and, in using it, it is a simple matter
to manipulate numbers at various places and
significantly change the results. But this is true
of any of the projection frameworks that we have
seen used. Furthermore, the "manipulations"
within our model have been based upon assumptions we consider to be reasonable, and where
possible we have tried to make "reasonableness"
checks.
While it is possible that we may be overrating
the difficulties that will confront depository savings institutions over the next ten years, recent
events and emerging relationships in this mar·
ket suggest to us that it is more hazardous to
assume that things will go on much the same as
they have in the past than to postulate the kind
of changes we have.

6. A Review and Evaluation of the Numbers

We have already made a reasonableness check

at a crucial point when these figures were com-

piled. We believe the critical ratio to be the one

TABLE 14.

Residential Mortgage Holdings of Depository Institutions and All Institutions
(Dollars in billions)

which deals with the growth of the depository

Residential Mortgage
Holdings of S&L
CB and MSB

savings institutions, and through it we have pro-

jected some slowdown in the growth of their

Total
Residential
Mortgage Debt

Depository Holdings!
Total Debt

savings accounts over the next ten years. The

figures used, it will be recalled, were checked for

their reasonableness by comparing net savings

inflow with projected personal savings over the

period. On the basis of this comparison we con-

cluded that we were reasonably accurate.

We are aware of the limits of our projection

model on the supply side. It embodies a frame-

work that is a greatly oversimplified replication

of market and, in using it, it is a simple matter

1950
1955
1958
1960
1961
1962
1963
1964
1965
1966
1967

$30.8
62.1
83.6
102.2
113.0
126.7
144.1
159.5
175.1
184.2
194.7

$55.3
102.5
134.5
161.6
176.1
192.3
211.2
230.8
250.7
263.6
278.7

55.7%
60.6
62.2
63.2
64.2
65.9
68.2
69.1
69.8
69.9
69.9

to manipulate numbers at various places and

significantly change the results. But this is true

Source: A Study of Mortgage Credit (1967), Tables 13, 14.L and 15, pp. 102, 103, and 104. Committee on Banking and Currency,
United States Senate; Economic Report of the President (t'ebruary 1968), Table Q-57, ,po 27. , Council of Economic Advisers.

nglnal rom

of any of the projection frameworks that we have

seen used. Furthermore, the "manipulations"

within our model have been based upon assump-

tions we consider to be reasonable, and where

possible we have tried to make "reasonableness"

checks.
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D. Market Supply and Market Demand

D. Market Supply and Market Demand

In the following sections of this chapter we

have made independent first round estimates of

market demand and supply for the coming

decade. In this section these are compared and

the implied market adjustment, if any, is dis-

cussed.

Our projected market supply and demand for

In the following sections of this chapter we
have made independent first round estimates of
market demand and supply for the coming
decade. In this section these are compared and
the implied market adjustment, if any, is discussed.
Our projected market supply and demand for
different sets of economic conditions are summarized as follows:

different sets of economic conditions are sum-

marized as follows:

Economic Conditions

Economic Conditions

Residential Residential

Mortgage Mortgage

Supply (billions) Demand (billions)

(Net increase in (Net increase in

debtâ1969 debtâ1969

through 1978) through 1978)

$347

1. Growth with Slack
2. Full-Employment
Growth
3. Inflationary Growth

Residential
Mortgage
Supply (billions)
(Net increase in
debt-1969
through 1978)

Residential
Mortgage
Demand (billions)
(Net increase in
debt-1969
through 1978)

$347

$279

$324

$328
$380

$280

$279

1. Growth with Slack

2. Full-Employment

Growth $324 $328

3. Inflationary Growth $280 $380

Looking first at the comparison when a full-

employment, non-inflationary economy is as-

sumed, these figures suggest that financial mar-

kets should provide a sufficient volume of funds

to meet housing demands from the private sector

of the economy plus those demands generated

by already existing governmental programs. By

"sufficient" we mean that which would not result

in undue strain or dislocation in these markets.

Thus, the figures suggest that the financial mar-

kets are equipped to finance the expected increase

in "private" housing market activity over the

next ten years.

Yet these data also suggest that there may be

problems if balanced growth is not achieved.

Difficulties are indicated, for example, if the

growth of the economy is accompanied by more

than the usual increase in prices, the severity of

which will depend upon the degree of inflation.

Inflationary growth will generate strong upward

pressures on mortgage rates and tend to tighten

the other terms of the mortgage contract. Market

adjustments of this sort would bring about an

equilibrium between supply and demand, but in

doing so would leave some demand unsatisfied

in the sense of its being priced out of the market.

If, on the other hand, the economy grows with

slack, our figures imply a repetition of what hap-

pened in the early 1960's, when the major prob-

lems in the housing and mortgage markets were

rising vacancies and increasing foreclosures.

E. Low-Income Housing Requirements and

the Mortgage Market

We now assume that there is superimposed on

the mortgage market a credit requirement asso-

ciated with the solution of the low-income hous-

ing problem. It will be recalled that our estimate

of this requirement is about $100 billion (see pp.

50-52).

Looking first at the comparison when ~ fullemployment, non-inflationary econom">: IS assumed, these figures suggest that financial markets should provide a sufficient volu~e of funds
to meet housing demands from the pnvate sector
of the economy plus those demands generated
by already existing governmental programs. By
"sufficient" we mean that which would not result
in undue strain or dislocation in these markets.
Thus, the figures suggest that the financial markets are equipped to finance the expected increase
in "private" housing market activity over the
next ten years.
Yet these data also suggest that there may be
problems if balanced growth is not ach.ieved.
Difficulties are indicated, for example, If the
growth of the economy is accompanied by more
than the usual increase in prices, the severity of
which will depend upon the degree of inflation.
Inflationary growth will generate strong upward
pressures on mortgage rates and tend to tighten
the other terms of the mortgage contract. Market
adjustments of this sort would bring about ~n
equilibrium between supply and demand, b~t In
doing so would leave some demand unsatisfied
in the sense of its being priced out of the market.
If, on the other hand, the economy grows with
slack, our figures imply a repetition of what happened in the early 1960's, when the major problems in the housing and mortgage markets were
rising vacancies and increasing foreclosures.

E. Low-Income Howing Requirement. and
the Mortgage Market

Obviously, in the light of our market projec-

tions, we must conclude that efforts to solve this

We now assume that there is superimposed on

problem now will generate pressures and strain

in the mortgage market unless there are success-

ful efforts to stimulate an additional flow of

funds to housing. It is difficult, if not impossible,

to estimate the order of magnitude of the funds

needed to avoid placing undue strain on the
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the mortgage market a credit requirement associated with the solution of the low-income housing problem. It will be recalled tha~ o.ur estimate
of this requirement is about $100 bIllIon (see pp.
50-52).
Obviously, in the light of our market proje~
tions, we must conclude that efforts to solve thiS
.
problem now will generate pressures and stram
in the mortgage market unless there are successful efforts to stimulate an additional flow of
funds to housing. It is difficult, if not impossible,
to estimate the order of magnitude of the funds
needed to avoid placing undue strain on the
mortgage market. The basic analytical pr?blem
is that in order to provide adequate housmg to
low-income families, a sizeable yet unknown proportion of the financing required will probably
have to come through channels other than those
through which funds now flow into residential
mortgages (e.g., Treasury, Public . Housing
Agency obligations, etc.). Of course, mcrea~ed
credit demands from these other sectors, which
are an outgrowth of efforts to deal with the problem, will have repercussions on the ~ortgage
market, since these sectors are competItors for
the use of the nation's savings. Yet, there are
"channels" in the financial markets which complicate the efforts to trace the. effects ?f certain
specific types of change, and, m our Judgment,
current measures and models are simply not
sufficiently adequate to permit us to do so here.
We can say, however, that the overall magnitude of the problem will depend greatly on the
performance of the economy. If there is. inflationary growth, for example, pressures m the
mortgage markets will be severe, perhaps to the
point that even efforts to provide better h~using
for low-income families will be aborted. Fmally,
we might note that there is a touch of irony. in
this analysis, in that it suggests that housmg
problems could be more easily resolved if the
performance of the economy were something less
than satisfactory.
F • ..4. Comparison with Other Projections

While there are a number of other projections
of residential mortgage demand and supply, the
most comprehensive of these is the recent study
by the Department of Housing and Urban Development. Because of its scope, and because its
conclusions are essentially at variance with those
offered in this report, we shall restrict our comparison to it alone.
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The HUD study constitutes a revision and up-

dating of an earlier analysis submitted in 1967

to the Subcommittee on Housing and Urban

Affairs of the Senate Committee on Banking and

Currency. Its conclusions regarding the avail-

ability of funds to accomplish a housing goal of

adding 26 million units to the standard housing

supply over the next decade are unmistakable.

As it is put in the report "to test the adequacy

of the projected residential mortgage fund avail-

ability to meet anticipated demands arising from

residential new construction and 'other resi-

dential purposes,' the study finds that over the

decade 1969-1978 relatively more funds will be

available for residential mortgage loans than

were available during the years 1962-1965, a

period in which mortgage funds were regarded

as plentiful."

Our conclusion, of course, is that if the pro-

posed housing goals are to be achieved, there

will have to be successful efforts to stimulate ad-

ditional flows of funds into housing to keep

strains and dislocations from developing in fi-

nancial markets.

In view of our earlier remarks concerning

the hazards of long-term forecasting, we deem

this difference not so much a matter of who is

right and who is wrong, as it is a matter of

whose basic assumptions seem most reasonable.

In attempting to reconcile these differences then,

we compared what appear to be the basic as-

sumptions of both studies.

While HUD's study is, in general, far more

comprehensive and detailed than ours, as we

see it, the basic projection model in both cases

is made of the same stuff. On the demand side,

both estimates are built up from the basic com-

ponents of normal demand requirements in the

residential construction market (e.g., net house-

hold formations, etc.). On the supply side, the

focus is on a series of ratios, the future values

of which are crucial to the outcome predicted.

The determination of these future values in

both cases is a matter of judgment.

The final projections are not directly com-

parable. We have tried to take into account di-

rectly the financing associated with activities

other than construction and new home pur-

chases. HUD, on the other hand, does so only

indirectly in a final comparison it makes of the

funds "left over" for this purpose, and dispos-

able income.

The HUD study constitutes a revision and updating of an earlier analysis submitted in 1967
to the Subcommittee on Housing and Urban
Affairs of the Senate Committee on Banking and
Currency. Its conclusions regarding the availability of funds to accomplish a housing goal of
adding 26 million units to the standard housing
supply over the next decade are unmistakable.
As it is put in the report "to test the adequacy
of the projected residential mortgage fund availability to meet anticipated demands arising from
residential new construction and 'other residential purposes,' the study finds that over the
decade 1969-1978 relatively more funds will be
available for residential mortgage loans than
were available during the years 1962-1965, a
period in which mortgage funds were regarded
as plentiful."
Our conclusion, of course, is that if the proposed housing goals are to be achieved, there
will have to be successful efforts to stimulate additional flows of funds into housing to keep
strains and dislocations from developing in financial markets.
In view of our earlier remarks concerning
the hazards of long-term forecasting, we deem
this difference not so much a matter of who is
right and who is wrong, as it is a matter of
whose basic assumptions seem most reasonable.
In attempting to reconcile these differences then,
we compared what appear to be the basic assumptions of both studies.
While HUD's study is, in general, far more
comprehensive and detailed than ours, as we
see it, the basic projection model in both cases
is made of the same stuff. On the demand side,
both estimates are built up from the basic components of normal demand requirements in the
residential construction market (e.g., net household formations, etc.). On the supply side, the
focus is on a series of ratios, the future values
of which are crucial to the outcome predicted.
The determination of these future values in
both cases is a matter of judgment.

The final projections are not directly comparable. We have tried to take into account directly the financing associated with activities
other than construction and new home purchases. HUD, on the other hand, does so only
indirectly in a final comparison it makes of the
funds "left over" for this purpose, and disposable income.
What we see as the crucial difference between
the studies is the assumption made with respect
to savings inflows into the depository savings institutions. In dealing with the question of the
availability of funds, HUD, as did we, set up a
model which required a decision with respect to
future savings inflows into financial institutions
and the proportion of these funds to be invested
into mortgages.
Considering this proportion, we believe there
is rough accord between HUD's judgment and
ours. Our interpretation of what HUD did is
summarized in Table 15. By comparing the
ratio of residential mortgage holdings to total
assets of the major mortgage lenders assumed in
year 1978 with the estimate of this ratio at the
end of last year, one can see a modest increase in
the relative importance of mortages to all mortgage lenders except the savings and loan associations. In essence, something like this pattern (although perhaps not quite as much of an increase) is implied in the ratios we used to calculate which would be invested in mortgages,
and the proportion these mortgage holdings
would be of total mortgage debt.
We disagree in the estimate of savings inflow
into the depository savings institutions. Summing up HUD's annual savings inflow figures
over the 1969-1978 period and adding this total
to an estimate of these time and savings accounts
at the end of this year, we arrived at their estimate of the savings held by depository institutions at the end of 1978. Dividing this estimate
by their GNP projection for 1978 (which is the
same as our full-employment growth estimate),
we derived a figure which tells us that depository

What we see as the crucial difference between

the studies is the assumption made with respect

to savings inflows into the depository savings in-

TABLE 15.

Residential Mortgage Holdings as a Percent of Total Assets by Lender*
Res Mort/Total Assets
1967

stitutions. In dealing with the question of the

ResMort/Total Assets
1978 (Projected)

availability of funds, HUD, as did we, set up a

model which required a decision with respect to

future savings inflows into financial institutions

and the proportion of these funds to be invested

into mortgages.

Considering this proportion, we believe there

is rough accord between HUD's judgment and

ours. Our interpretation of what HUD did is

summarized in Table 15. By comparing the

Commercial Banks
Mutual Savings Banks
Savings and Loan Associations
Life Insurance Companies
Pension Funds (Private Non-Insured)
Pension Fund (State and Local Government)

$10.2%
67.6%
78.3%
23.0%
3.8%
10.5%

year 1978 with the estimate of this ratio at the

end of last year, one can see a modest increase in

the relative importance of mortages to all mort-

14.5%

*Figures calculated from data included in the HUD study.
Source: Report on Economic Analysis of Ten-Year Housing Program and Estimated Federal Government Cost 01 Assisted Programs,
Tables 9 through 20, Department of Housing and Urban Development (Unpublishe. rrgfR~~' from

ratio of residential mortgage holdings to total

assets of the major mortgage lenders assumed in

12.1%
69.0%
79.0%
26.5%
5.9%
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savings will be roughly equal to 66 percent of

Gross National Product. It will be recalled that

we used a 55 percent figure in our projection.

Given the importance of these three institutions

as lenders in the residential mortgage market,

a difference of this magnitude can indeed be

expected to affect the final conclusion of these

two studies.

HUD, in projecting these inflows, assumed

that the "financial climate during 1969-1978

would be similar to that prevailing in the first

half of the 1960's." In our view, this is an inap-

propriate assumption when the focus is on sav-

ings inflows into depository institutions. We pre-

sume their forecast is made on the assumption of

full-employment growth without inflation. Yet,

the first half of the 1960's is a period we think

better characterized as a time in which there

was growth with some slack in the economy.

These are the kinds of economic conditions

which have, in the past, fostered the growth

of savings accounts in these institutions. But

they are not the kind of conditions which they

have postulated over the coming period.

Of course, we are willing to concede the pos-

sibility of having understated the future flow

of funds to depository institutions. Had we, for

example, projected savings inflows into these

institutions on the same basis as HUD, our

initial estimate of supply would have been in

the neighborhood of $450 billion. Alternatively,

if we had assumed that long-term trends would

persist over the next decade, an extrapolation

of these trends would yield a finding of about

$400 billion of funds available from mortgage

lenders in a full-employment, noninflationary

economy. Either amount would have been well

in excess of our projected market demand, al-

though it should be remembered that this, too,

was a conservative estimate.

Nevertheless, it is our view that funds are not

likely to be forthcoming in these amounts un-

less there are successful efforts to stimulate the

flow of funds into mortgages.

The foregoing, then, is our best judgment

concerning future developments in the housing

market. It is a judgment which differs from some

others (e.g., HUD), due primarily to our con-

clusion concerning the future flow of funds into

despository institutionsâparticularly mortgage-

oriented institutions. While we believe this to

be a thoroughly denfensible conclusion, never-

theless we must point out again that there is no

such thing as certainty in the art of prognostica-

tions, and that to the extent that we may be

proven incorrect, the volume of funds available

for housing over the next decade may be more

plentiful than is indicated in the foregoing

pages. Certainly, if this point becomes an issue

upon which important future policy decisions

hinge, it should be the subject of much more

discussion and research.

Liquid asset holdings of the public, in the

form of savings accounts at depository institu-

savings will be roughly equal to 66 percent of
Gross National Product. It will be recalled that
we used a 55 percent figure in our projection.
Given the importance of these three institutions
as lenders in the residential mortgage market,
a difference of this magnitude can indeed be
expected to affect the final conclusion of these
two studies.
HUD, in projecting these inflows, assumed
that the "financial climate during 1969·1978
would be similar to that prevailing in the first
half of the 1960's." In our view, this is an inap.
propriate assumption when the focus is on savings inflows into depository institutions. We presume their forecast is made on the assumption of
full-employment growth without inflation. Yet,
the first half of the 1960's is a period we think
better characterized as a time in which there
was growth with some slack in the economy.
These are the kinds of economic conditions
which have, in the past, fostered the growth
of savings accounts in these institutions. But
they are not the kind of conditions which they
have postulated over the coming period.
Of course, we are willing to concede the possibility of having understated the future flow
of funds to depository institutions. Had we, for
example, projected savings inflows into these
institutions on the same basis as HUD, our
initial estimate of supply would have been in
the neighborhood of $450 billion. Alternatively,
if we had assumed that long-term trends would
persist over the next decade, an extrapolation
of these trends would yield a finding of about
$400 billion of funds available from mortgage
lenders in a full-employment, noninflationary
economy. Either amount would have been well
in excess of our projected market demand, although it should be remembered that this, too,
was a conservative estimate.
Nevertheless, it is our view that funds are not
likely to be forthcoming in these amounts unless there are successful efforts to stimulate the
flow of funds into mortgages.
The foregoing, then, is our best judgment
concerning future developments in the housing
market. It is a judgment which differs from some
others (e.g., HUD), due primarily to our conclusion concerning the future flow of funds into
despository institutions-particularly mortgageoriented institutions. While we believe this to
be a thoroughly denfensible conclusion, nevertheless we must point out again that there is no

tions, are the outcome of a sequence of decisions

that is involved, complicated, and perhaps not

too well understood. In the light of our assess-

ment of current knowledge and our expectations

with respect to certain basic parameters in the

economy, we think it is more reasonable to postu-
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such thing as certainty in the art of prognostications, and that to the extent that we may be
proven incorrect, the volume of funds available
for housing over the next decade may be more
plentiful than is indicated in the foregoing
pages. Certainly, if this point becomes an issue
upon which important future policy decisions
hinge, it should be the subject of much more
discussion and research.
Liquid asset holdings of the public, in the
form of savings accounts at depository institutions, are the outcome of a sequence of decisions
that is involved, complicated, and perhaps not
too well understood. In the light of our assessment of current knowledge and our expectations
with respect to certain basic parameters in the
economy, we think it is more reasonable to postulate some slow down in the rate of growth of
these accounts than it is to assume that things
will go on much the same as they have in the
past. However, we are only too well aware of the
limits of current knowledge with respect to the
processes which generate these financial phenomena. Thus, despite the hollow ring that a cry for
more research has to most persons, it would be
irresponsible to remain silent. And the importance of this research will increase in geometric
proportion to the extent that policy decisions,
as they relate to mortgage markets, are tied to
projections of critical magnitude 10 these
markets.

v.

Conclusions and Recommendations

Adequate housing has been a major public
policy objective for at least a third of a century.
During this time-and particularly after World
War II-a remarkably effective job has been
done in producing living quarters for a substantial portion of the nation's population. However, the record is not without its blemishes. Success has been more apparent with respect to
those in the moderate- and middle-income
ranges. The nonwhite population has not, as
a general rule, been afforded the same access to
adequate housing, regardless of income. Finally,
the housing industry has been subject to erratic
fluctuation, largely attributable to the unevenness with which funds have flowed into the industry.
The problem with which this paper has been
concerned is that of estimating the volume of
funds which will be needed to meet anticipated
housing demands over the next decade, induding
expanded Government programs, without plac-

riginal from
227UNIVERSITY OF MINNESOTA

ing unacceptable strains on financial markets.

The results of this analysis are summarized

ing unacceptable strains on financial markets.
The results of this analysis are summarized
below, followed by our evaluation of a number
of plans designed to facilitate the flow of funds
into housing markets.

below, followed by our evaluation of a number

of plans designed to facilitate the flow of funds

A.. A.vailability

0/

Fund.

into housing markets.

A. Availability of Funds

For reasons set forth in earlier sections of this

paper, we have concluded that if the next decade

is characterized by full employment growth with-

out inflation, the market demand for housing

will approximate 20 million units and require an

estimated $328 billion. This conclusion is modi-

fied to project a demand for 18 million units re-

quiring approximately $279 billion if there is

growth with some slack, and an estimated 22

million units requiring $380 billion if there is

inflationary growth.

Under the preferred condition of growth with

reasonably full employment and no inflation, we

do not foresee any particular strain in financial

markets because of housing requirements (as-

suming no change in existing governmental pro-

grams). That is, we anticipate a volume of funds

($324 billion) to be made available which will

be roughly equal to the amount demanded.

With a less than satisfactory growth rate, we

forecast an "easy" housing market, due to a sup-

ply of funds ($347 billion) available for housing

which, ex ante, would be more than sufficient to

meet anticipated demands. On the contrary, con-

ditions of inflationary growth would result in

serious strains in housing markets because of an

expected volume of housing funds of only $280

billion.

From the foregoing it might be concluded that

we have projected a "surplus" of housing funds

of approximately $70 billion if economic growth

is unsatisfactory, and a "deficit" or "gap" of

about $100 billion if there is inflationary growth

over the next decade. This is so only in the sense

that these appear to be the differences between

the demand for and supply of housing funds as

we look ahead ten years. Housing demand and

supply will always be in balance in financial

markets. What may appear to be substantial

shortages or surpluses in the future resolve them-

selves into severe strains on capital markets with

high rates in the first instance, or excessive ease

and low money rates in the second case. Housing

demands, in an economic sense, will adjust to

changes in the supply and cost of money, just as

the supply and costs of funds will reflect changes

in demand. Thus figures indicating a "surplus"

or a "shortage" are in reality indices of the

degree of strain and pressure in financial mar-

kets under the various conditions assumed.

Our basic demand and supply projections did

not make provision for a massive attack on the

low-income housing problem such as that con-

templated by the President's urban housing pro-

gram. Assuming the development of an assistance

program necessary to permit the low-income

family to make the necessary housing adjustment,

there will be a need for roughly an additional

$100 billion in housing credit to make the pro-

For reasons set forth in earlier sections of this
paper, we have concluded that if the next decade
is characterized by full employment growth without inflation, the market demand for housing
will approximate 20 million units and require an
estimated $328 billion. This conclusion is modified to project a demand for 18 million units requiring approximately $279 billion if there is
growth wi th some slack, and an estimated 22
million units requiring $380 billion if there is
inflationary growth.
Under the preferred condition of growth with
reasonably full employment and no inflation, we
do not foresee any particular strain in financial
markets because of housing requirements (assuming no change in existing governmental programs). That is, we anticipate a volume of funds
($324 billion) to be made available which will
be roughly equal to the amount demanded.
With a less than satisfactory growth rate, we
forecast an "easy" housing market, due to a supply of funds ($347 billion) available for housing
which, ex ante, would be more than sufficient to
meet anticipated demands. On the contrary, conditions of inflationary growth would result in
serious strains in housing markets because of an
expected volume of housing funds of only $280
billion.
From the foregoing it might be concluded that
we have projected a "surplus" of housing funds
of approximately' $70 billion if economic growth
is unsatisfactory, and a "deficit" or "gap" of
about $100 billion if there is inflationary growth
over the next decade. This is so only in the sense
that these appear to be the differences between
the demand for and supply of housing funds as
we look ahead ten years. Housing demand and
supply will always be in balance in financial
markets. What may appear to be substantial
shortages or surpluses in the future resolve themselves into severe strains on capital markets with
high rates in the first instance, or excessive ease
and low money rates in the second case. Housing
demands, in an economic sense, will adjust to
changes in the supply and cost of money, just as
the supply and costs of funds will reflect changes
in demand. Thus figures indicating a "surplus"

gram a success (see pp. 50â52). Some portion of

this undoubtedly will be obtained from finan-

cial markets other than the mortgage market.

What part of the total would come from the

latter we do not know, although from whatever
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or a "shortage" are in reality indices of the
degree of strain and pressure in financial markets under the various conditions assumed.
Our basic demand and supply projections did
not make provision for a massive attack on the
low-income housing problem such as that contemplated by the President's urban housing program. Assuming the development of an assistance
program necessary to permit the low-income
family to make the necessary housing adjustment,
there will be a need for roughly an additional
$100 billion in housing credit to make the program a success (see pp. 50-52). Some portion of
this undoubtedly will be obtained from financial markets other than the mortgage market.
What part of the total would come from the
laotter we do not know, although from whatever
source, its acquisition would directly or indirectly affect that market. Thus, no matter how
it is financed, the solution of the low-income
housing problem will require a substantial
amount of credit which is not likely to be forthcoming as a result of the "normal" operation of
the nation's financial markets.
Our basic conclusion, therefore, is that given
the existing institutional structure, a program
designed to provide enough units to satisfy market demands and to solve the low-income housing problem cannot be accomplished over the
next decade without placing severe pressures on
the residential mortgage market. Under certain
circumstances, e.g., inflation, the severity of these
pressures would be such as to make impossible
the attainment of the projected goal.
Two quite important qualifications to this
conclusion must be made. First, projections of
any type--ours included-mus>t be approached
with considerable care. Economic forecasting is
a risky business at best, and despite the scientific trappings with which economists clothe
their estimates of the future, the record thus
far is sufficient to remind us that there is still
much in the real world which defies prediction.
We would note in this connection that a recent
analysis of all of the highly respected GNP estimates over the past decade revealed that the
average estimating error of year..to-year changes
was 40 percent. Thus in forecasting for a IO-year
period we can only remind the reader that we
are doing little more than expressing an informed judgment.
The second major qualification is that we have
assumed no major structural changes in our foref ill be such changes. For excasts. Yet there ,w
nglna rom
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ample, passage of the housing bill now before the

Congress would bring certain changes. Indeed,

even during the brief period covering the prep-

aration of this paper there was an important

change in FN MA operations.

To have attempted to provide 10-year projec-

tions and take into account structural changes

which might take place would have been virtual-

ly impossible. Moreover, it would have rendered

useless the basic findings. The objective is to

attempt to describe what might happen in the

absence of structural change, and then to ap-

praise those changes which are being recom-

mended in order to determine whether they will

ample, passage of the housing bill now before the
Congress would bring certain changes. Indeed,
even during the brief period covering the preparation of this paper there was an important
change in FNMA operations.
To have attempted to provide IO-year projections and take into account structural changes
which might take place would have been virtually impossible. Moreover, it would have rendered
useless the basic findings. The objective is to
attempt to describe what might happen in the
absence of structural change, and then to appraise those changes which are being recommended in order to determine whether they will
add to or substract from the underlying problem.

add to or substract from the underlying problem.

B. Nature of the Problem

B. Nature of the Problem

In this final portion of the paper we consider

further the nature of the problem which presents

itself, and a variety of proposals designed to aid

in its solution. The proposals are grouped in

such a way as to conform, generally, with the

basic framework of our study.

In the consideration of proposals to assist in

the financing of adequate housing, it is essential

to keep clearly in mind that there is not one

problem but a variety of problems to be solved.

Moreover, solutions designed to solve a particu-

lar set of problems may be valueless with respect

to a different set and, indeed, may even increase

the difficulties of financing in one area while

assisting financing in another.

In its simplest form, we view the financing

problem as it relates to housing as falling into

three categories:

1. The funds available to meet overall hous-

ing demands during the next decade may

be inadequate.

2. Regardless of any potential deficiency in

housing funds over the next decade, there

is a continuing danger of periods of ex-

cessive inflow alternating with periods of

severe shortage of funds.

3. Regardless of possible long-term insuffi-

ciency and short-term instability in the

supply of housing funds, there is the hard-

core problem of finding sufficient funds to

assist in housing low income families, par-

ticularly those located in the inner-city or

the so-called "ghettos."

It will be noted immediately that, by classify-

ing the problems in the manner indicated, we

have managed to incorporate elements of the

real, the conjectural, and the definitional. It re-

quires no definition or hypothesis to observe the

stark need for better housing in the "ghettos," or

to appreciate the severity with which the supply

of housing funds was affected by the events of

1966. On the other hand, any estimate of the

extent to which funds for housing over the next

decade may exceed or fall short of the demand

must contain a large element of conjecture. Ob-

viously, the major element of uncertainty is the

performance of the economy. Finally, "prob-

lems" may be expanded or contractedâindeed,

In this final portion of the paper we consider
further the nature of the problem which presents
itself, and a variety of proposals designed to aid
in its solution. The proposals are grouped in
such a way as to conform, generally, with the
basic framework of our study.
In the consideration of proposals to assist in
the financing of adequate housing, it is essential
to keep clearly in mind that there is not one
problem but a variety of problems to be solved.
Moreover, solutions designed to solve a particular set of problems may be valueless with respect
to a different set and, indeed, may even increase
the difficulties of financing in one are:? while
assisting financing in another.
In its simplest form, we view the financing
problem as it relates to housing as falling into
three categories:
1. The funds available to meet overall housing demands during the next decade may
be inadequate.
2. Regardless of any potential deficiency in
housing funds over the next decade, there
is a continuing danger of periods of excessive inflow alternating with periods of
severe shortage of funds.
3. Regardless of possible long-term insufficiency and short-term instability in the
supply of housing funds, there is the hardcore problem of finding sufficient funds to
assist in housing low- income families, particularly those located in the inner-city or
the so-called "ghettos."
.
It will be noted immediately that, by classifying the problems in the manner indicated, we
have managed to incorporate elements of the

real, the conjectural, and the definitional. It requires no definition or hypothesis to observe the
stark need for better housing in the "ghettos," or
to appreciate the severity with which the supply
of housing funds was affected by the events of
1966. On the other hand, any estimate of the
extent to which funds for housing over the next
decade may exceed or fall short of the demand
must contain a large element of conjecture. Obviously, the major element of uncertainty is the
performance of the economy. Finally, "problems" may be expanded or contracted-indeed,
may be made to appear or disappear-depending
upon the manner in which one defines such terms
as "adequate housing," or how one goes about
establishing housing "goals," particularly for a
period of a decade.
Our review of the many proposals made to
assist in the financing of housing suggests that
too often they do not identify the specific problem being attacked. Of course, some are intended
to cover two or three of the areas which we have
identified as problem areas. We have also noted
that some solutions may not be consistent with
attempts to solve all three problems noted above.
For example, a recommendation designed to
stimulate the flow of funds to specialized financial institutions may introduce additional rigidities into financial markets, thus accentuating the
possiblility of short-run instability in the supply
of funds.
The problem with which we are asked to deal
is that set forth above as No. 1. However, we
believe it helpful to keep in mind the multiplicity of objectives, and, where appropriate, we
comment on specific facets of the problems of
short-term instability or low-income housing.
1. Savings Acceleration
Addressing ourselves, then, to the apparent insufficiency of housing funds over the next decade
-in terms of demand and supply factors considered earlier-we conclude at the outset that
there is little prospect for accelerating the growth
of savings beyond that which may be anticipated
from increasing levels of national output or income. The total volume of loanable funds, for
all purposes, can be expanded through an excessively easy monetary policy, but such an inflationary process is likely, in the final analysis, to
be more harmful than helpful to housing. While
we do not anticipate a significant change in the
savings function, more intense utilization of
existing funds and more effective competition

may be made to appear or disappearâdepending

upon the manner in which one defines such terms

as "adequate housing," or how one goes about

establishing housing "goals," particularly for a

period of a decade.

Our review of the many proposals made to
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for savings may draw more funds into the mort-

gage market. Thus additions to the pool of

funds available for housing are more likely to

reflect successful attempts to divert funds from

other uses.

The foregoing implies acceptance of the prop-

osition that other sectors of the economy are, or

should be, of less importance than housing in

the allocation of the nation's resources. This is

not necessarily our judgmentâcertainly not for

all times and under all circumstances. We direct

attention to it, however, because we fear that

some who search earnestly and vigorously for

additional housing money may not fully under-

stand that success in the attainment of this goal

can mean that certain of the nonhousing goals

of business, individuals, or government may, as

a consequence, be impossible to attain.

2. Diversion of Funds

for savings may draw more funds into the mortgage market. Thus additions to the pool of
funds available for housing are more likely to
reflect successful attempts to divert funds from
other uses.
The foregoing implies acceptance of the proposition that other sectors of the economy are, or
should be, of less importance than housing in
the allocation of the nation's resources. This is
not necessarily our judgment-certainly not for
all times and under all circumstances. We direct
attention to it, however, because we fear that
some who search earnestly and vigorously for
additional housing money may not fully understand that success in the attainment of this goal
can mean that certain of the nonhousing goals
of business, individuals, or government may, as
a consequence, be impossible to auain.

With respect to allocating funds to housing,

a final word of caution is necessary. Measures

which on the surface appear to hold great prom-

ise may, upon closer analysis, be found to simply

divert funds probably at higher cost) which, in

part at least, would have gone to housing in any

event. To a greater or lesser extent, all of the

proposals discussed below are subject to this

qualification.

C. Proposals and Recommendations

1. Performance of the Economy

The single most important and constructive

step which can be taken by public officials is to

assure that monetary and fiscal policies over the

next decade are designed to work harmoniously

2. Dil 1ersioll of Funds
With respect to allocating funds to housing,
a final word of caution is necessary. Measures
which on the surface appear to hold great promise may, upon closer analysis, be found to simply
divert funds probably at higher cost) which, in
part at least, would have gone to housing in any
event. To a greater or lesser extent, all of the
proposals discussed below are subject to this
qualification.

and to facilitate economic growth without infla-

tion. We are aware that such a recommendation

C. Proposals and Recommendations

seems almost a platitude, and we are also aware

of the problems caused by the Vietnam war, or

J.

Performance of the Economy

those which may arise because of similar situa-

tions. Even so, its importance cannot be over-

emphasized. To the extent that we are able to

maintain a full-employment economy and price

stability, housing problems will be significantly

reduced; to the extent that we fail to achieve this

goal, the prospects for attaining sufficient funds

for housing on a sustainable basis are dim in-

deed. There are no panaceas for the housing

problem, but in the search for one we should

not lose sight of the approach which, above all

others, is likely to be of the greatest assistance.

2. Proposals: Savings Inflows

At the conclusion of Section III, we directed

attention to the fact that the difference between

our conclusions and those of HUD with respect

to the availability of funds over the next decade

was due basically to a different opinion as to the

performance of mortgage-oriented lending insti-

tutions over the next decade. Specifically, we

concluded that savings would not flow into

savings and loan associations and mutual savings

banks to the same extent, relatively, as in the

early 1960's.

This difference in judgment points up the fact

that savings inflows as a factor contributing

The single most important and constructive
step which can be taken by public officials is to
assure that monetary and fiscal policies over the
next decade are designed to work harmoniously
and to facilitate economic growth without inflation. "Ve are aware that such a recommendation
seems almost a platitude, and we are also aware
of the problems caused by the Vietnam war, or
those which may arise because of similar situations. Even so, its importance cannot be overemphasized. To the extent that we are able to
maintain a full-employment economy and price
stability, housing problems will be significantly
reduced; to the extent that we fail to achieve this
goal, the prospects for attaining sufficient funds
for housing on a sustainable basis are dim indeed. There are no panaceas for the housing
problem, but in the search for one we should
not lose sight of the approach which, above all
others, is likely to be of the greatest assistance.

significantly to diverting funds to housing has

relevance only with respect to savings and loan

associations and mutual savings banks. That is,

any action which will divert funds to these in-

stitutions from other recipients is likely to en-

hance the flow of funds to the housing market;
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2. Proposals: Savings Inflows

At the conclusion of Section III, we directed
attention to the fact that the difference between
our conclusions and those of HUD with respect
to the availability of funds over the next decade
was due basically to a different opinion as to the
performance of mortgage-oriented lending institutions over the next decade. Specifically, we
concluded that savings would not flow into
savings and loan associations and mutual savings
banks to the same extent, relatively, as in the
early 1960's.
This difference in judgment points up the fact
that savings inflows as a factor contributing
significantly to diverting funds to housing has
relevance only with respect to savings and loan
associations and mutual savings banks. That is,
any aotion which will divert funds to these institutions from other recipients is likely to enhance the flow of funds to the housing market;
any action which will divert funds from ,these
institutions is likely to diminish that flow. This
will be true, of course, only so long as savings
and loan associations and mutual savings banks
are closely tied to housing loans, either by statute
or because of long-standing praotice. To the extent that they are permitted to invest in other
areas their usefulness as supporters of the housing
market, over the long term, is diminished.
A number of steps can be taken to change the
"rules of the game" in such a way as to facilitate
the flow of savings to associations and mutual
savings banks. If it is deemed necessary to adopt
such a program, we prefer those which increase
the competitive power of these institutions within the market framework, rather than those
which interfere with the workings of the market.
Several of each type are commented upon below.
a. Savings instruments. There are various proposals which would permit or encourage the
thrift institutions to issue a variety of instruments enabling them to tap the supply of funds
available for longer terms and at more attractive rates. Reference is made, of course, to the
savings certificates and/or capital notes, which
presently are a relatively minor factor in savings
and loan operations, and are virtually unused
by the savings banks. Whether most associations
could make effective use of this device is perhaps
questionable, but to the extent that it is helpful
to even a minority of institu1tions, it may assist in
diverting additional savings to the housing
market.
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b. Insurance coverage. Another proposal is to

increase FSLTC insurance coverage limits by a

fairly substantial amountâperhaps from the

present $15,000 to $25,000 or $30,000. Such a step

would quickly be matched by an equivalent in-

crease in FDIC coverageâaffecting commercial

and mutual savings banksâbut would be very

strongly opposed by the commercial banks. One

of the reasons for this opposition would be the

belief by banks that such a step would cause

them to lose savings to savings and loan associa-

tions and mutual savings banks. Another would

be the belief that increases in insurance diminish

the pressures from customers on financial institu-

tions which force them to conduct their business

in a sound and prudent manner. The intensity

of the opposition to such a proposal may make it

impractical, but an evaluation of the political or

philosophical implications of this and other pro-

posals are, we assume, outside the scope of our

responsibilities.

c. Public deposit insurance. The insurance pro-

posal which would appear to hold promise for

savings and loan associations and mutual savings

banks is to increase FSLIC coverage (and, it must

always be assumed, FDIC also) to 100 percent,

but only for public deposits. Such actionâwhich

has been seriously considered in the past and

which is even now in a bill before the Congressâ

would remove a major impediment to thrift in-

stitution entry into an important market for

funds.

At present, the holdings of public funds by

savings and loan associations are so small that

they are not even recorded in official data.

Mutual savings banks hold a measurable but

small amountâtotaling $34 million as of June

1967, or about Vio oi 1 percent of the commer-

cial bank total. The major reason the thrift in-

stitutions cannot enter this market is the fact

that the Federal Government, most states, and

probably most political subdivisions require, be-

cause of statute or practice, that the institution

holding the funds pledge certain assetsâusually

Federal or state obligationsâto protect these

deposits.

Thrift institutions have only a minor amount

of assets commonly acceptable for pledging. But

even if they held a sufficient volume, or even if

mortgages were acceptable as collateral for pub-

lic deposits, the principle of mutuality would

prevent most thrift institutions from pledging.

As would be expected, there are other impedi-

ments to entry of the thrift institutions into the

public funds market, such as the extreme volatil-

ity of some types of public funds, or the fact that

public officials are accustomed to dealing with

commercial banks or relying on them for special

services. Nevertheless, pledging appears to be

the major barrier.

Interestingly, there seems to be no lack of

statutory authority for thrift institution entry

into this market. A 1964 Federal statute author-

izes placement of U. S. Government funds in

b. Insurance coverage. Another proposal is to
increase FSLTC insurance coverage limits by a
fairly substantial amount-perhaps from the
present $15,000 to $25,000 or $30,000. Such a step
would quickly be matched by an equivalent increase in FDIC coverage-affecting commercial
and mutual savings banks-but would be very
strongly opposed by the commercial banks. One
of the reasons for this opposition would be the
belief by banks that such a step would cause
them to lose savings to savings and loan associations and mutual savings banks. Another would
be the belief that increases in insurance diminish
the pressures from customers on financial institutions which force them to conduct their business
in a sound and prudent manner. The intensity
of the opposition to such a proposal may make it
impractical, but an evaluation of the political or
philosophical implications of this and other proposals are, we assume, outside the scope of our
responsibili ties.
c. Public deposit insurance. The insurance proposal which would appear to hold promise for
savings and loan associations and mutual savings
banks is to increase FSLIC coverage (and, it must
always be assumed, FDIC also) to 100 percent,
but only for public deposits. Such action-which
has been seriously considered in the past and
which is even now in a bill before the Congresswould remove a major impediment to thrift institution entry into an important market for
funds.
At present, the holdings of public funds by
savings and loan associations are so small that
they are not even recorded in official data.
Mutual savings banks hold a measurable but
small amount-totaling $34 million as of June
1967, or about lito of 1 percent of the commercial bank total. The major reason the thrift institutions cannot enter this market is the fact
that the Federal Government, most states, and
probably most political subdivisions require, because of statute or practice, that the institution
holding the funds pledge certain assets-usually
Federal or state obligations-to protect these
deposits.
Thrift institutions have only a minor amount
of assets commonly acceptable for pledging. But
even if they held a sufficient volume, or even if
mortgages were acceptable as collateral for public deposits, the principle of mutuality would
prevent most thrift institutions from pledging.
As would be expected, there are other impediments to entry of the thrift institutions into the

savings and loan associations to the extent that

they are insured by FSLIC. Thirty-six states have

made some type of provision for acceptance of

public funds, and undoubtedly the number

could be increased to fifty if there were any

practical reason to do so.
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public funds market, such as the extreme volatility of some types of public funds, or the fact that
public officials are accu!Ytomed to dealing with
commercial banks or relying on them for special
services. Nevertheless, pledging appears to be
the major barrier.
Interestingly, there seems to be no lack of
statutory authority for thrift insti,tution entry
into this market. A 1964 Federal statute authorizes placement of U. S. Government funds in
savings and loan associations to the ex·tent that
they are insured by FSLIC. Thirty-six states have
made some type of provision for acceptance of
public funds, and undoubtedly the number
could be increased to fifty if there were any
practical reason to do so.
Full insurance coverage for public deposits
would, of course, eliminate any need for pledging
and thus open the door to thrift institution competition for a sizable deposit pool. As of June
1967, commercial banks held $36.5 billion in
public deposits, $5 billion of which represented
U. S. Government deposits, and $31 billion
deposits of states and political subdivisions.
Virtually all of the U. S. total was in demand
deposits, but over half ($16 billion) of the sta,te
and local total was in time deposits. Obviously,
the potential amounts involved are substantial.
Commerical bank reaction to full insurance
coverage for public deposits is likely to be mixed.
Some banks are strongly in favor of such legislation because of the heavy burden pledging places
upon them, particularly where so large a portion
of their holdings of U. S. Government obligations is pledged that they cannot adjust their
portfolios to meet loan demands. Other banks
are strongly opposed, on the grounds tha't full
insurance for public deposits will include
FSLIC and thus cause the banks to lose public
deposits to savings and loan associations. Another objection is that it may enable certain
institutions (e.g., those enjoying poHtical favor)
to acquire an unduly large portion of the available public deposits. A possible compromise
which is gaining favor among the banks, and
which would also benefit the thrift institutions
assuming an acceptable resolution of the disagreement, is to provide for full insurance coverage of public deposits but limit the amount
which any institution can hold to some reasonable proportion of its total assets or total capital.
Pledging might still be required for amounts in
excess of the pre-determined level.
d. Rate ceilings. Still another possible way of
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stimulating the flow of savings to the thrift in-

stitutions is to continue adjusting the ceilings on

rates which are paid on savings by these institu-

tions and by banks. There is no question that

the present rate ceiling structure (wherein savings

and loan associations have a % point over com-

mercial banks, while mutual savings banks have

a 1 point advantage over commercial banks and

14 point over savings and loan associations) was

designed to divert savings from banks to savings

and loans. If it has been successful, then pre-

sumably a still more pronounced bias in favor

of the thrift institutions should divert still more

savings to them.

The foregoing proposal is also likely to draw

intense criticism from commercial banks; but

since changes in rate ceilings depend on admin-

istrative action and do not require new legisla-

tion (assuming extention of the present Interest

Rate Control Act), they may be somewhat easier

to achieve, particularly if larger commercial

banks are given relief with respect to large,

negotiable certificates of deposit (as has occurred

quite recently). However, apart from the fric-

tion and controversy which such a move would

engender, we regard it as an unwise step, in part

because interest rate control is rarely effective or

appropriate in achieving social objectives, and

in part because it is controls such as these that

have subjected the housing market to erratic

fluctuation in the volume of funds which it re-

ceives. In other words, we are doubtful that it

would really assist in diverting funds to the

thrift institutions, and we are reasonably certain

that it would accentuate the problem of short-

term instability in the flow of housing funds.

e. FHLBB action. An indirect aid to savings

inflows for savings and loan associations was

suggested recently by FHLBB Chairman John

Home. Noting that the requirements for funds

for low-income housing might cause a shortage

in available mortgage funds, Home indicated

that the Home Loan Banks could make up to $2

billion available annually, presumably through

advances to member associations. The necessary

funds would presumably be obtained through

sale of consolidated obligations in the open

market.

If indeed this method is proposed to provide

up to $20 billion over the next decade, then a

sizable portion of projected low-income require-

ments can be met. Not all of the funds so ob-

tained are likely to represent net additions to

the housing pool, however. At certain times the

result may simply be a redistribution of existing

funds, a point noted earlier. However, to the ex-

tent that new sources can be tapped by this

method, such attempts would be helpful.

/. Federal Reserve action. Another suggestion,

somewhat along the same lines, is that the Fed-

eral Reserve make more active use of existing

authority to purchase housing agency obliga-

tions. Presumably, such purchases would be in

lieu of U. S. Government obligations, and would

stimulating the flow of savings to the thrift institutions is to continue adjusting the ceilings on
rates which are paid on savings by these institutions and by banks. There is no question that
the present rate ceiling structure (wherein savings
and loan associations have a ~ point over commercial banks, while mutual savings banks have
a I point advantage over commercial banks and
~ point over savings and loan associations) was
designed to divert savings from banks to savings
and loans. If it has been successful, then presumably a still more pronounced bias in favor
of the thrift institutions should divert still more
savings to them.
The foregoing proposal is also likely to draw
intense criticism from commercial banks; but
since changes in rate ceilings depend on administrative action and d0 not require new legislation (assuming extention of the present Interest
Rate Control Act), they may be somewhat easier
to achieve, particularly if larger commercial
banks are given relief with respect to large,
negotiable certificates of deposit (as has occurred
quite recently). However, apart from the friction and controversy which such a move would
engender, we regard it as an unwise step, in part
because interest rate control is rarely effective or
appropriate in achieving social objectives, and
in part because it is controls such as these that
have subjected the housing market to erratic
fluctuation in the volume of funds which it receives. In other words, we are doubtful that it
would really assist in diverting funds to the
thrift institutions, and we are reasonably certain
that it would accentuate the problem of shortterm instability in the flow of housing funds.
e. FHLBB action. An indirect aid to savings
inflows for savings and loan associations was
suggested recently by FHLBB Chairman John
Horne. Noting that the requirements for funds
for low-income housing might cause a shortage
in available mortgage funds, Horne indicated
that the Home Loan Banks could make up to $2
billion available annually, presumably through
advances to member associations. The necessary
funds would presumably be obtained through
sale of consolidated obligations in the open
market.
If indeed this method is proposed to provide
up to $20 billion over the next decade, then a
sizable portiOIi; of projected low-income requirements can be met. Not all of the funds so obtained are likely to represent net additions to
the housing pool, however. At certain times ·the

be made within the framework of monetary

policy requirements. If so, it should be noted

that the injection of reserves into the commer-

cial banking system would be the same under

either procedure, with the expansive effects not

necessarily accruing to housing. Moreover, such

Funds

fOT

Housing N eeds

result may simply be a redistribution of existing
funds, a point noted earlier. However, to the extent that new sources can be tapped by this
method, such auempts would be helpful.
f. Federal Reserve action. Another suggestion,
somewhat along the same lines, is that the Federal Reserve make more active use of existing
authority to purchase housing agency obligations. Presumably, such purchases would be in
lieu of U. S. Government obligations, and would
be made within the framework of monetary
policy requirements. If so, it should be noted
that the injection of reserves into the commercial banking system would be the same under
either procedure, with the expansive effects not
necessarily accruing to housing. Moreover, such
a proposal opens ·the door to a multitude of
devices for tinkering wi th the monetary system.
On the other hand, if it were possible to make
direct purchases from the particular housing
agency, such a procedure would, at least, give
housing "first bite" at the funds to be created.
It would appear to us that there are several
advantages to more active and timely use of the
latter procedure by the Federal Reserve. First,
the initial injection of funds would not represent a diversion from already existing uses.
Second, a judicious use of this power would help
alleviate pressures on the mortgage market in
time of money stringency. Thus, where the Federal Reserve has tightened by sharply reducing
its open market purchases, but is still making
some net additions, the channeling of funds to
housing agencies should help them offset the
consequences of general monetary constraint.
g. Lending and investment powers of thrift institutions. Mention should also be made at this
point of proposals designed to broaden the lending and investment powers of savings and loan
associations and mutual savings banks-such as
the Federal chartering bill now before the Congress. Such a proposal might well be of assistance
in alleviating problems of short-term instability
in housing funds. The broader the lending
powers of these institutions the more readily they
should be able to adjust to changing market
conditions (although it will also be easier to
move into and out of the mortgage market). In
any event, it should be clearly recognized that,
if a housing problem is to be alleviated by this
step, it is that of erratic, short-term fluctuation
and not that of adding to the pool of housing
funds.
While the p,rovisions of existing law are rather
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complicated, in essence they provide that savings

and loan associations must hold at least 82 per-

cent of total assets in residential mortgages and

specified other assets if they are to be eligible

for preferential tax treatment. The proposed

Federal Savings Institution Act, on the other

hand, would require that 60 percent of "non-

liquid" assets be held in residential mortgages.

In addition, the bill places no limit on the pro-

portion of total assets which can be held in

liquid assets, which are defined to include a

variety of governmental obligations, some of

them presently providing rather high yields.

It is contended by proponents that the addi-

tional lending powers provided in the bill will

increase the flow of savings to the new institu-

tions by reason of the fact that they will be more

effective competitors in the savings market.

There is no reason to quarrel with this claim.

Less certain, however, is the expectation that the

increased flow of savings will more than com-

pensate for any shift of asset portfolios out of

residential mortgages.

Here much depends on one's appraisal as to

the future attitude of those charged with re-

sponsibility for making investment decisions in

the proposed institutions. One thing is clear

however; the temptations to shift to higher

yielding loans or investments will be great, and

the potentiality of a very substantial decline in

mortgage holdings will exist. Indeed, data we

have examined suggest that the potential decline

could be so great as to make it extremely un-

realistic to assume that it could be offset by an

accelerated savings inflow. Accordingly, we rec-

ommend that this proposal be rejected on the

grounds that it would not aid, and might mate-

rially damage, the total flow of funds to housing,

however much it might assist in the short-term

instability problem.

3. Proposals: Demand for Mortgages

We turn now from proposals to increase the

flow of savings to mortgage-oriented institutions

to the matter of encouraging investment in hous-

ing by other financial institutions. On balance,

we view proposals falling in this category as more

complicated, in essence they provide that savings
and loan associations must hold at least 82 percent of total assets in residential mortgages and
specified other assets if they are to be eligible
for preferential tax treatment. The proposed
Federal Savings Institution Act, on the other
hand, would require that 60 percent of "nonliquid" assets be held in residential mortgages.
In addition, the bill places no limit on the proportion of total assets which can be held in
liquid assets, which are defined to include a
variety of governmental obligations, some of
them presently providing rather high yields.
It is contended by proponents that the additional lending powers provided in the bill will
increase the flow of savings to the new institutions by reason of the fact that they will be more
effective competitors in the savings market.
There is no reason to quarrel with this claim.
Less certain, however, is the expectation that the
increased flow of savings will more than compensate for any shift of asset portfolios out of
residential mortgages.
Here much depends on one's appraisal as to
the future attitude of those charged with responsibility for making investment decisions in
the proposed institutions. One thing is clear
however; the temptations to shift to higher
yielding loans or investments will be great, and
the potentiality of a very substantial decline in
mortgage holdings will exist. Indeed, data we
have examined suggest that the potential decline
could be so great as to make it extremely unrealistic to assume that it could be offset by an
accelerated savings inflow. Accordingly, we recommend that this proposal be rejected on the
grounds that it would not aid, and might materially damage, the total flow of funds to housing,
however much it might assist in the short-term
instability problem.
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3. Proposals: Demand for Mortgages
We turn now from proposals to increase the
How of savings to mortgage-oriented institutions
to the matter of encouraging investment in housing by other financial institutions. On balance,
we view proposals falling in this category as more
likely to provide workable solutions to the problem of making up any possible deficiency in the
supply of housing money over the next decade.
a. A ttractiveness of housing loans. There is
little doubt that the most desirable proposals
are those which are intended to make investment
in housing attractive to those lenders who do

not now have the kind of commitment to housing
loans which is typical of the thrift institutions. A
wide variety of recommendations designed to
accomplish this goal have been made, and it
should not be necessary for us to list them here.
Instead, we would note three which seem to us
to be of particular importance: (1) elimination
of statutory ceilings on FHA and VA mortgages;
(2) development of an effective secondary market
for residential mortgages; and (3) the development of new instruments (and the encouragement of old) designed to be atractive to investors
(including pension funds), such as participation
certificates and mortgage bonds.
It should be noted that steps to implement the
foregoing are already included in the housing
bill now before the Congress. Moreover, their
adoption should be of material assistance in reducing the possibility of sharp and erratic fluctuations in housing funds. Accordingly, we would
presume that every effort should be made to
achieve the passage of this measure, or at least
of those portions which would improve the mortgage market.
b. Tax subsidies. Tax subsidies are anotherthough far less pre£erable-device which can
be used to attract lenders to a particular market.
For, as noted eariler in this study, the substantial
commitment to mortgages made by mutual savings banks during the past several years may
have reflected, in part at least, the fact that by
increasing their holdings of such loans relative
to total assets these banks were able, under the
terms of the Revenue Act of 1962, to hold Federal income tax payments to unusually low levels.
Additional tax incentives are, of course, not
needed in the case of the thrift institutions,
which already have such incentives and which,
in any event, will place their funds largely in
residential mortgages. However, for other financial institutions such incentives could possibly
cause significant shifts in portfolios in favor of
mortgages.
When it comes to devising means by which
the tax system can be utilized to assist in achieving certain social objectives, the ingenuity of man
knows no limits. There was not time to explore
thoroughly the efficacy or impact of the many
types of tax incentives. Thus we would only
point out that, for commercial banks, an adjustment in the eligible loan base applicable to
transfers to bad debt reserves might have important consequences.
Today, banks are permitted to build bad debt
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reserves ou t of pre-tax income to a total of 2.4
percent of eligible loans, i.e., loans not insured
01' guaranteed by the Federal Government. On
the other hand, thrift institutions have a much
higher reserve lim it to which they can build (6
percent), and they may also include FHA and
VA mortgages in the loan base. Even the minor
step of permitting ba nks, henceforth, to include
FHA's and VA' s with the eligible loan base
would add to the attractiveness of these loans,
although such a step wou ld, of course, run
counter to the principle that bad debt reserves
are intended for assets with some degree of risk.
An increase of the commercial hank reserve
limit to 3 percent, appli cable to residential mortgage loans only, could provide important tax
benefit s and thus stimulate thc demand by banks
for such loans. Presumably, some prov ision
would have to be made to avoid a. tax windfall
to banks in the transi tion stage, but thereafter,
once the initial reserve was established at 3 percent, a. n amount equal to 3 percent of the net
increase in resident ial mortgage loans could be
transferred to reserves on a tax-free basis. If
applicablc in 1966, for example, the approxi·
mately $2.5 billion in crease in res idelllia l mortgages held by banks would ha,·c pemlined $75
milliOIl vf traJJ ) fcrs to bad debt reserve5.
., . Proposah: S/a/l/lOr)' Directives to In vest ill

Mor/gages
Occasionall y it is suggested that specific com·
mitments be made by, or required of, those fi·
nancial institutions which do not now place all
or most of their fund s in residential mortgages.
If this approa ch is to he taken , then it is of
course desirable that it be on a voluntary rather
than mandatory basis. At the same time, it IIlllSt
be recognized that vo lu ntary programs are often
effective only when the pressures for compliance
are so great as to make them, in effect, mandatory.
We bel ieve such an approadl to be ill·advised.
whethe r the objccti"e is to add to the overall supply of funds or to assist specific low-cost housing
programs, the fa r morc preferable method is to
make the desired response atlract ive to the institlltion concerned, through the ordi nary workings of the market , rather dmn to disregard
market forces and impose arbitrary controls.
\Ve recognize, of course, tha t proposals which
wou ld require that a percentage of assets be
p laced in a specifi c form are not new; in fact
Flwds f or

flfz1.An~eds

there is an occasional bill introduced in the Congress intended to accomplish this for commercial
banks. Also, it has been observed that commercial banks are already required to hold a fixed
proportion of their deposits in certain assets
(generally cash balances), and it has been suggested that these requirements be altered to substitute, or at least include, mortgage loam.
Rather rigid percentage requirenlents apply 10
fhe asset distribution of savings and loan assocjalions if they are to qualify for favorabl~ tax
treatment.

a. Direct

TJersus

j"direcl

requirements.

Al-

though our original intention was to explore
many proposals of this type, basically all arc
subject to the same objection: an undue inter·
ference with the market economy . Thus we
would suggest their use only as a last resort; and
we doubt that such an eventuality will arise, In
tlle unlikely event that it does, any requirements
LO be imposed- whether on commercia l banks,
pension funds, life insurance companies, or any
other institution- should be applied direcriy,
Such proposals as that which would use the' reserve mechanism of the commercial banking system to accomplish mandatory investment requirements, would be damaging to the monetary
system and, in fact, would do lillie if anything
to add to the volume of funds needed for
housing.
b. Pledging req llirenlt!llis. A possibly fruitful
step related to statutory requ irements would be
to permit the indusion of residential mortgages
in those asse ts of commercial banks eligible for
pledgi ng agai nst public deposits. At present,
this is permitted in a few states. However, there
are important technical difficulities in the
pledging of mortgages. If arrangements cDuld
be made for the pooling of pledged assets, as has
been suggested by some commentators, and for
the issuance of certificates of beneficial inte~st
to the public depositors, then there would seem
to be no reason why mortgages could not be included in the pool of pledged securities. Also,
efforts should be made to assure that any new
mongage-backed securities which may be devised
-such as those contemplated in the present
housing bill- should be eligible for inclusion
among assets which can be pledged.
The magnitudes imolved are quite large. For
example, as of May 1966 commerGial ban!c.s bad
a towl of $46 billion pledged against public
deposits (and other liabilities), of which $29 bi!·
Original from
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lion consisted of U. S. Government obligations

and Si5 billion of obligations of state and local

governments.

Permitting mortgages or mortgage-related obli-

gations to fulfill pledging requirements is a

logical extention of the present Illinois policy,

which apparently relates the distribution of state

funds to the use made of them by banks in ex-

tending housing credit. Sufficient thought should

reveal a variety of ways in which public funds,

pledging requirements, and housing credit needs

can be joined together with a minimum of inter-

ference with existing requirements already placed

lion consisted of U. S. Government obligations
and $15 billion of obligations of state and local
governments.
Permitting mortgages or mortgage-related obligations to fulfill pledging requirements is a
logical extention of the present Illinois policy,
which apparently relates the distribution of state
funds to the use made of them by banks in extending housing credit. Sufficient thought should
reveal a variety of ways in which public funds,
pledging requirements, and housing credit needs
can be joined together with a minimum of interference with existing requirements already placed
on commercial banks.

on commercial banks.

5. Low-Income Housing

5. Low-Income Housing

A final comment is warranted with respect to

low-income housing. Our primary concern in this

report has been with questions, problems, and

solutions related to the aggregate need for mort-

gage funds, including the funds required to meet

the financing needs of low-income people living

in substandard units. Of course, to assure that

funds will be available in the aggregate to meet

the needs of the disadvantaged is not to assure

that these needs will be met. These families have

not in the past been provided with "decent"

housing, either through the operation of the

market or prior governmental programs even in

periods when mortgage market conditions were

"easy." Obviously there are problems, and it is

generally agreed! that the solutions will require

various forms of assistance and perhaps new di-

A final comment is warranted with respect to
low-income housing. Our primary concern in this
report has been with questions, problems, and
solutions related to the aggregate need for mortgage funds, including the funds required to meet
the financing needs of low-income people living
in substandard units. Of course, to assure that
funds will be available in the aggregate to meet
the needs of the disadvantaged is not to assure
that these needs will be met. These families have
not in the past been provided with "decent"
housing, either through the operation of the
market or prior governmental programs even in

periods when mortgage market conditions were
"easy." Obviously there are problems, and it is
generally agreea that the solutions will require
various forms of assistance and perhaps new directions in the way in which these markets operate.
These problems are being considered in many
places, and a number of different proposals have
been made. Insofar as their solutions will have
an impact on financial markets, we have attempted to take account of such programs. However, neither our assignment nor our time allocation permitted us to investigate and evaluate
the various proposals and the range of alternatives that seem feasible. Therefore, it would be
presumptuous of us to make extensive comments
on this problem. Our general feeling, however,
is that some form of a joint public-private effort
is required. Given the income position of many
of the families of concern, some form of a subsidy is necessary if anything is to be done about
their housing. Hence government will be involved. Although past experience suggests that
substantial accomplishments in the solution of
problems in these markets may depend upon
involving private enterprise, nevertheless it may
be necessary for the Federal Government to deal
directly with the more urgent aspects of the lowincome housing problem.
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I. Profile of Manpower in Construction and

Homebuilding

A. The Nature of Employment in Construc-

tion and Homebuilding'

On-site work operations and the contractor

and builder system decisively affect the labor

force and the patterns of industrial relations in

the construction industry. The labor picture is

I. Profile of Manpower in Construction and
Homebuilding

markedly different from that of industry gener-

ally. The place of employment continually shifts,

with no two situations identical. Jobs at any one

A. The Nature 0/ Employment in Construction and Homebuilding 1

site are usually of limited duration. Contractors

are continuously in the process of creating or

liquidating job organizations and working crews,

except for a limited number of key personnel.

Job opportunities vary a great deal both season-

ally and geographically, and a significant part of

the work force moves about within localities and

even between areas. Compared to other indus-

tries, most workers in construction tend to have

less strong ties to particular employers and also

fewer permanent attachments to work groups.

The work force not only is in flux geographi-

cally and among contractors, but also in regard

to the function of the individual worker. He may

alternate between being a foreman and a journey-

man and even between being a contractor work-

ing at times with the tools and being an employee.

There is also a fair degree of mobility (on the

part of both contractors and workers) among the

various sectors of the larger construction indus-

try. A contractor may build churches or commer-

cial buildings as well as homes, and craft workers

may shift from one to another of such building

types. The seasonal nature of large segments of

the industry accentuates the variability of the

employment relationship.2

The work force of the construction industry is

comprised of an extraordinarily high proportion

of skilled workers, reflecting the character of on-

site operations. There are slightly more than

twice as many skilled manual workers engaged

on typical construction sites as there are helpers

and laborers. The craft composition of a work

force varies with the type of construction and the

characteristics of the particular project. Residen-

tial work employs a large proportion of carpen-

ters and laborers, a quantity of bricklayers (if

masonry-type construction is designed), plumb-

ers, electricians, and painters. Moreover, the

craft composition of the work force on a single

project varies substantially during the course of

construction. Engineers, carpenters, iron workers,

and laborers may be used extensively for founda-

tion work; whereas painters and roofers may

appear only toward the end of operations.

The typical building construction project in-

volves a general contractor with a number of

subcontractors or separate prime contractors in-

On-site work operations and the contractor
and builder system decisively affect the labor
force and the patterns of industrial relations in
the construction industry. The labor picture is
markedly different (rom that of industry generally. The place of employment continually shifts,
with no two situations identical. Jobs at anyone
site are usually of limited duration. Contractors
are continuously in the process of creating or
liquidating job organizations and working crews,
except for a limited number of key personnel.
Job opportunities vary a great deal both seasonally and geographically, and a significant part of
the work force moves about within localities and
even between areas. Compared to other industries, most workers in construction tend to have
less strong ties to particular employers and also
fewer permanent attachments to work groups.
The work force not only is in flux geographically and among contractors, but also in regard
to the function of the individual worker. He may
alternate between being a foreman and a journeyman and even between being a contractor working at ti.mes with the tools and being an employee.
There IS also a fair degree of mobility (on the
par~ of both contractors and workers) among the
vanous sectors of the larger construction industry. A contractor may build churches or commercial buildings as well as homes, and craft workers
may shift from one to another of such building
type~. The seasonal nature of large segments of
the mdustry accentuates the variability of the
employment relationship.2
The. work force of the construction industry is
com~nsed of an extraordinarily high proportion
of skIlled workers, reflecting the character of onsite operations. There are slightly more than

twice as many skilled manual workers engaged
on typical construction sites as there are helpers
and laborers. The craft composition of a work
force varies with the type of construction and the
characteristics of the particular project. Residential work employs a large proportion of carpenters and laborers, a quantity of bricklayers (if
masonry-type construction is designed), plumbers, electricians, and painters. Moreover, the
craft composition of the work force on a single
project varies substantially during the course of
construction. Engineers, carpenters, iron workers,
and laborers may be used extensively for foundation work; whereas painters and roofers may
appear only toward the end of operations.
The typical building construction project involves a general contractor with a number of
subcontractors or separate prime contractors including specialty contractors. The same crafts
may be employed by a number of separate contractors on a single project. Some specialty contractors may employ a single craft, while other
contractors may hire a number of crafts. Employment relations among the various contractors
are therefore highly interdependent; labor difficulties which originate with respect to a single
specialty contractor may affect all contractors on
the job.
The need for constant assembling and reassem.bling of work crews for projects places a
premIUm on organizing ability in contractor
management, since each job and location is, to a
degree, unique.
The lack of attachment of individual workers
to particular employers means that the work
force may be regarded as a variable pool available to all sorts of contractors. The unions in this
industry in the United States-in contrast to
construction practices in other countries-have
long served as a source of labor supply, as an
agency to furnish men of an established skill on
request of a contractor, and as a means of moving

cluding specialty contractors. The same crafts

may be employed by a number of separate con-

tractors on a single project. Some specialty con-

tractors may employ a single craft, while other

contractors may hire a number of crafts. Employ-

ment relations among the various contractors

.. 1. This section is taken, in part, from John T. Dunlop,
Labor-Management Relations," Ch. 8 in Burnham Kelly
(ed.), Design and the Production of Houses (New York'
McGraw-Hill Book Co., Inc., 1959), pp. 259-265.
.

2. Emphasis upon this relatively high degree of flux
and mobility should not obscure the fact that in the
over-all construction industry there are situations where
some workers ~aye a relatively stable employment attachment to a pa ·ti_ itl · "'\1aoD' factor in a single locality.

are therefore highly interdependent; labor diffi-

culties which originate with respect to a single

specialty contractor may affect all contractors on

the job.

The need for constant assembling and re-
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labor away from areas of surpl us to areas in
short supply.
Approx imately 80 percen t of construction
workers are members of labor o rganiza tions,3
but the degree of organization varies a mong
crafts and loca li t ies, a nd tends to be lower in
hOlllc blll ldmg " tha n in other types of constructio n. Seve nteen !I internationa l un ions are affili:lled wi th the Build ing a nd Construction T rades
Departmc nt of the AFL-C IO. T he Department
is a loose fedcration of na tional u nions. National
officers are loathe to interfere in local p ro blems,
but the const itutions of the bu ildi ng trades
unions perm it strong action, and o n certain
matters, such as jurisd ictio n, the na tional offices
exercise a good deal of 'IU thori lY. Although collective bargai ni ng agreeme nts typi cally must be
approved by nal ional hea dqu arters, considerable
local aULOnomy for seulement remains in most
cases.
Collect ive bargai ning typica lly takes place at
the loca l or regional level betwee n local unions
and a loca l associat ion of cOlllractors. The terr itorial jur isd iction of loca l u nions (o r g ro ups of
such u nions acting in concert) largely detennines
the geograph ical scope of bargai ning and va ries
ronsiriC'fa hl y among Ihe Cr":l fts. N~ l ia t ions are
cond ucted sep'lrate ly by each cra fr , although in
some local it ies the basic craf15 may join together
in negotiat ions with the general contractors.
O ccasionally, different kinds of ma nagement
3. Leo Troy. in dati mad e a"ail~ble to the al,Hhors,
hat ea timaled Ihal in 1957, 87.3 percent of wage and
salary employees in buildi ng and construction were organized . The eltimalW degree of orga nization will, of coune,
va ry wi lh the co nccpt of employment used. Professor T roy
appears to have baled hil cltimate on the a nnual average
em ployme nt in contract construction (lOme 2.9 million in
1937). Th ill, ProfCJ50 r Troy C1J;tima tc! th at on the avcrage
in 1937. 87. ~ percent of yea r -long jobl in collliruction were
fi Jled by union memberl. Uling a co ncept of employmen t
such as all penonl working in the industry in a given
yea r (corTelponding to Table I, Column +, followiTl8')
woul d greally lower thc degrce of organization.
4. In the coune of this di scussion Ihe home build ing
ind us try ududea constructio n of high- rise residential un;II_
C entrally luch construction il undertaken by general contraet on wilh Ihe wage rales, lringCl, and .... ork practicel
~ prrnpTi~ ... 10 (nmmerC1 ~ 1 romIrUel;on. Homebu ildi ng in_
dudel both co ntractors and owner-builde" whOK product
il l ingle-f:.mily or low-rise raidenlial construction. The
lenn residentia l (or housing) conslruction includcl both
homcbuilding and high-rise apartment construction.
!i. Nineleen, prior to the expulsion of the tcam$ters in
1958 and Ihe rteent merger of the Itone cutten and
la borers international unionl_

l

Ma'I'/J0wtT in Const ruction

associa tions may JOIl1 together for the purpose
of bargaining with a single craft. The ~peciaJty
lrafts negotiate .sepnate contrac15 with their
specialty contractors. From all these negotiations
come local or regional agreements which establish the area wage rates, fringe benefilS. and
condlllOnsol work for umoni1.ed members. These
contract terml! are conformed to not only b) the
local cOfltrdctors who originally participated in
the agreement, but also by contractors (rom other
localitie.\ who elller th:' "rea to perform work.
The rela tionship buween homebuilding and
other set:tors of construction is quite complicated.
The principal detenUlnan15 of the relationship
of a homebuilder to other construction in the
manpower area Include the size of the homebuilder, whether or IIOt he is organized, the geographic area in wh ich he operates (both the
region of the country and the distance (rom a
major metropOlitan area), and his methods of
operation (particularly the pattern of subcontracting). Si nce the characteristics of the typical
homebuilder \'ary among ..'1fC3$ of thi$ country,
the lypical relationship of homebuilding to other
constrU('lion also "aries loully.
It is difficult to makl generalizations regarding
nalional pallt"rn~ , a~ rllPy ;ITf" ~lIhjf'rt tn npid
alterations consequem upon chanJ;f"i in the rate
of homebuilding, labor n13rkel conditions in construction, and manpower conditions generally.
Homebuilders often emplo) the basic:: tndes
directl),. In organized area' journe)men arc obtained through custom:lry local indust..." channels, and are commonl) subject 10 negotiated
wage rates, (ringes. and other working conditions.
In periods of tight labor markets generally-and
in construction specjfirally~rganized homebuilders and others mil)' find grc<tt difficulty in
obtaining workmen through lWHomar) channels.
In a sense, homebuilders (both organized and
unorganized) stand at the end of the manpower
line in comtruction, pUlly bcc:lUse of leu favorable wages and fringes . duration of jobb, quality
of supervision, accessibility of sites. etc. Union as
well as non·union homebuilders must compete
for workmen in the tight labor markets which
currently exi\t.
Among conuruction firms, homebuilders stand
in unusual rt:lation to construction and non<onstruclion labor markets. \Vhen labor markt:ts in
construction are generally loose, homebuilders
may experience little difficulty in recruiting welltmined and qua.lified workers. Normally, homebuilders pmfJln.Mh:im such workmen, not only
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because training construction workers is a lengthy

and expensive task, but also because competent

and experienced men require less supervision

and fewer risks on the part of the employer.

When labor markets in construction are tight,

however, the homebuilder is often the first to

have to accept little or poorly trained workmen

or to recruit and train new men. In part, he is

in a better position than most builders to do so

effectively. Homebuilding is often unorganized

or poorly policed by business agents. When lesser

or unskilled men are hired, they are more likely

to be paid a wage commensurate with their pro-

ductivity than would a union scale. When both

construction and the economy generally face

manpower shortages, the situation may be espe-

cially difficult for homebuilders. Certainly, wages

in homebuilding would be expected to rise rap-

idly in the face of such shortages. When there is

pressure to keep costs downâespecially from a

sales standpointâthe manpower "crunch" may

be quite severe. Thus, there are at least three

major determinants of the manpower situation

(in terms of shortages or surpluses) in homebuild-

ing at any time: the state of the construction

labor market, the state of labor markets gen-

erally, and the current relative structure of

wages, fringes, and working conditions among

homebuilding and other construction.

The situation is equally complex with respect

to training and the demand for skilled manpower

among the basic trades in homebuilding. On the

one hand, the quality of supervision is generally

lower and the range of tasks required of a single

workman generally greater in homebuilding than

in other construction. Consequently, well-trained

and self-reliant workmen are required. On the

other hand, many tasks in homebuilding are

repetitive, a lesser quality of workmanship may

be acceptable, and there is little demand for the

most demanding tasks of the trade (such as might

be required in industrial or high-rise construc-

tion) . The impetus of these circumstances ren-

renders less well-trained men more acceptable in

homebuilding than elsewhere.

To the extent that these two conflicting in-

fluences are absoluteâthat they are not simply

questions of the relationship of labor produc-

tivity and relatively fixed (as in commercial

construction) versus flexible (as often in home-

building) wage scalesâhomebuilders seem to

have adjusted by creating a dual labor force.

A crew of highly competent mechanics is main-

tained by the homebuilder who supervise and

lay-out his jobs, while transitory workmen may

be hired and trained as necessary. The more re-

sponsible employees of the homebuilderâoften

called his "key" menâare customarily more stead-

ily employed and/or paid a higher scale than

are temporary employees. Many key men stay

with homebuilders (union or non-union) for

many years and develop close personal attach-

ments.

because training construction workers is a lengthy
and expensive task, but also because competent
and experienced men require less supervision
and fewer risks on the part of the employer.
When labor markets in construction are tight,
however, the homebuilder is often the first to
have to accept little or poorly trained workmen
or to recruit and train new men. In part, he is
in a better position than most builders to do so
effectively. Homebuilding is often unorganized
or poorly policed by business agents. When lesser
or unskilled men are hired, they are more likely
to be paid a wage commensurate with their productivity than would a union scale. When both
construction and the economy generally face
manpower shortages, the situation may be especially difficult for homebuilders. Certainly, wages
in homebuilding would be expected to rise rapidly in the face of such shortages. When there is
pressure to keep costs down--especially from a
sales standpoint-the manpower "crunch" may
be quite severe. Thus, there are at least three
major determinants of the manpower situation
(in terms of shortages or surpluses) in homebuilding at any time: the state of the construction
labor market, the state of labor markets generally, and the current relative structure of
wages, fringes, and working conditions among
homebuilding and other construction.
The situation is equally complex with respect
to training and the demand for skilled manpower
among the basic trades in homebuilding. On the
one hand, the quali.ty of supervision is generally
lower and the range of tasks required of a single
workman generally greater in homebuilding than
in other construction. Consequently, well-trained
and self-reliant workmen are required. On the
other hand, many tasks in homebuilding are
repetitive, a lesser quality of workmanship may
be acceptable, and there is little demand for the
most demanding tasks of the trade (such as might
be required in industrial or high-rise construction). The impetus of these circumstances renrenders less well-trained men more acceptable in
homebuilding than elsewhere.
To the extent that these two conflicting influences are absolute-that they are not simply
questions of the relationship of labor productivity and relatively fixed (as in commercial
construction) versus flexible (as often in homebuilding) wage scales-homebuilders seem to
have adjusted by creating a dual labor force.
A crew of highly competent mechanics is main-

tained by the homebuilder who supervise and
lay-out his jobs, while transitory workmen may
be hired and trained as necessary. The more responsible employees of the homebuilder-often
called his "key" men-are customarily more steadily employed and/or paid a higher scale than
are temporary employees. Many key men stay
with homebuilders (union or non-union) for
many years and develop close personal attachments.
The task of training a man to do non-key man's
work on a homebuilding site is not necessarily
long and difficult. Homebuilders often assert
their ability to train a good carpenter or machinery operator within a few months. Such training is usually informal, consisting of on-the-job
instruction by a more skilled mechanic and
work experience. In periods of labor shortage in
construction homebuilders hire and train many
persons. A large number of these persons appear
to go on to jobs in commercial construction.
Homebuilding has long been a major entry port
for mechanics into construction employment
generally.
But key men can also be in short supply. The
best-skilled men of a homebuilder's crew may
become journeymen mechanics in commercial
construction, or job supervisors for contractors,
or homebuilders or contractors in their own
right. A tight labor market in commercial construction seriously interferes with a homebuilder's ability to keep his key people. Similarly,
wide fluctuations in homebuilding activity, e.g.
consequent, on interest rates and mortgage availability, require the continual creation and dismantling of organizations-a factor which accelerates the loss of highly skilled people to more
permanent employment in commercial construction. The loss of key men cannot easily be made
good. Long and sophisticated training may be
required, and the homebuilder may be simply
unable to provide it. Unless men of an already
high level of skill are available from commercial
construction, homebuilders may face serious
shortages, despite the availability of untrained
manpower and their ability to pay a wage
specific to each employee.
That the distinction between key men and
other employees of a builder may include skill
and responsibility dimensions, as well as that of
the stability of employment (as generally cited
in the literature), helps resolve an apparent
paradox in the attitude of homebuilders toward

The task of training a man to do non-key man's

work on a homebuilding site is not necessarily

long and difficult. Homebuilders often assert

their ability to train a good carpenter or mach-

inery operator within a few months. Such train-

ing is usually informal, consisting of on-the-job

instruction by a more skilled mechanic and

Manpower in eons1ruction

24

Original from
NIVERSITY OF MINNESOTA

manpower development. On the one hand home-

builders reproach labor organizations and com-

mercial contractors for limiting the development

of new manpower in the industry. On the other,

homebuilders often assert their capacity to train

mechanics in very brief periods, as compared to

the customary apprenticeship programs (or even

to the streamlined apprentice programs of 15

months or so that are sometimes suggested). The

paradox arises when one realizes that nothing

prevents unorganized homebuilders from hiring,

training, and compensating as they please what

workers are available. Thus, if homebuilders are

able to train mechanics quickly, why don't they

do so and stop criticizing the unions and other

contractors?

An answer would appear to be that home-

builders can train employees rapidly for their

less skilled tasks, but not for their more impor-

tant ones. If homebuilders do attempt to train

key men when commercial construction is short

of manpower, they are likely to lose those men.

In a sense, the manpower situation would im-

prove for homebuilders if there were looser

labor markets in commercial construction, re-

gardless of whether or not homebuilders took

advantage of the availability of trained men

from the rest of the construction industry.

Regarding specialty trades, the homebuilder

is in a less ambiguous (but equally complex)

situation. Homebuilders train few members of

the specialty trades. They do, however, provide

a context in which mechanics with other skills

may learn the trade of a specialty mechanic by

observing him on the job. A man may pick up

some of the elements of a craft by watching, then

âin order to increase his skill in the new tradeâ

leave his original work and move into the penum-

bra of small specialty firms doing residential

fix-up and repair work. In a period of labor

stringency in commercial construction he may (in

some crafts and areas) enter the mainstream of

employment in the specialty craft. Thus, the

homebuilder again serves as a port of entry

into the industry generally.

But homebuilders normally sub-contract spe-

cialty jobs, and, since these jobs are often small,

brief, and distant, they may find themselves

working with the smaller specialty contractors.

These contractors may, like the homebuilder,

stand at the end of the line for manpower in

their craft. Thus, in periods of labor shortages

for certain specialty crafts the homebuilder may

find his costs rising, or the quality or promptness

of the work of his subs diminishing, due to his

subs' difficulty in obtaining men. In this posture,

the general contractor and the homebuilder are

at one: both exhort their sub-contractors and the

specialty trades themselves regarding the need for

more manpower. Direct steps which homebuild-

ers or general contractors might take to improve

the manpower situation in a specialty trade (such

as encouraging the prefabrication of certain

building components or taking measure to in-

manpower development. On the one hand homebuilders reproach labor organizations and commercial contractors for limiting the development
of new manpower in the industry. On the other,
homebuilders often assert their capacity to train
mechanics in very brief periods, as compared to
the customary apprenticeship programs (or even
to the streamlined apprentice programs of 15
months or so that are sometimes suggested). The
paradox arises when one realizes that nothing
prevents unorganized homebuilders from hiring,
training, and compensating as they please what
workers are available. Thus, if homebuilders are
able to train mechanics quickly, why don't they
do so and stop criticizing the unions and other
contractors?
An answer would appear to be that homebuilders can train employees rapidly for their
less skilled tasks, but not for their more important ones. If homebuilders do attempt to train
key men when commercial construction is short
of manpower, they are likely to lose those men.
In a sense, the manpower situation would improve for homebuilders if there were looser
labor markets in commercial construction, regardless of whether or not homebuilders took
advantage of the availability of trained men
from the rest of the construction industry.
Regarding specially trades, the homebuilder
is in a less ambiguous (but equally complex)
situation. Homebuilders train few members of
the specialty trades. They do, however, provide
a context in which mechanics with other skills
may learn the trade of a specialty mechanic by
observing him on the job. A man may pick up
some of the elements of a craft by watching, then
-in order to increase his skill in the new tradeleave his original work and move into the penumbra of small specialty firms doing residential
fix-up and repair work. In a period of labor
stringency in commercial construction he may (in
some crafts and areas) enter the mainstream of
employment in the specialty craft. Thus, the
homebuilder again serves as a port of entry
into the industry generally.
But homebuilders normally sub-contract specialty jobs, and, since these jobs are often small,
brief, and distant, they may find themselves
working with the smaller specialty contractors.
These contractors may, like the homebuilder,
stand at the end of the line for manpower in
their craft. Thus, in periods of labor shortages
for certain specialty crafts the homebuilder may

crease the stability of work for the specialty craft)

would be of a secondary nature.

B. Measuring Employment, Unemployment,

and the Labor Force in Construction

In the short run, the construction labor force

is considerably more flexible than is commonly

Manpower in Construction

find his costs rising, or the quality or promptness
of the work of his subs diminishing, due to his
subs' difficulty in obtaining men. In this posture,
the general contractor and the homebuilder are
at one: both exhort their sub-contractors and the
specialty trades themselves regarding the need for
more manpower. Direct steps which homebuilders or general contractors might take to improve
the manpower situation in a specialty trade (such
as encouraging the prefabrication of certain
building components or taking measure to increase the stability of work for the specialty craft)
would be of a secondary nature.

B. Mealuring Employment, Unemployment,
and the Labor Force in Corutruction
In the short run, the construction labor force
is considerably more flexible than is commonly
supposed. G Indeed, flexibility of the labor force
as compared with other industries is an outstanding characteristic of construction.
Thus, in construction there is a high ratio of
the total number of persons employed at some
time during the year to the number of annual
full-time jobs. In 1963 some 5.4 million workers
were employed in contract construction to fill an
average of 3.0 million full-time jobs-a ratio of
I.S workers to jobs. In manufacturing' the ratio
was about 1.30 for that year. 7 Certain building
trades skills (including elements of carpentry
and masonry, for example) seem widely distributed throughout the economy, and the construction industry seems able to increase its work
force in brief periods at a fairly rapid rate and
to a very large degree. 8
6. This discussion is taken in part from D. Q. Mills,
"Manpower in ConstJ"l'ction: New Methods and Measures," Proceedings 01 the Twentieth Annual Winter Meeting 01 the Industrial Relations Research Association,
December 1967, pp. 269-276.
7. David Farber, "Apprenticeship in the United States:
Labor Market Forces and Social Policy," Journal 01 Human Resources, 2, 1 (Winter, 1967) p. 88.
8. A considerable degree of flexibility is due to the
seasonal expansion of employment which occurs in construction. For example, for construction craftsmen other
than carpenters, expansion in the construction labor
force has averaged some 76.5 percent of the net increase
in employment in the spring months of 1961-1966 (reduction in the numbers of the construction unemployed has
accounted for the remaining 23.5 percent of the increased
number of the employed). For carpenters the statistic is
identical (76.5); for laborers it is 88.5 percent (these
figures refer to wage and salary workers of contractors
and government construction industries).
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The mobility of the construction labor force

has several dimensions. For example, the work

force of carpenters on residential jobs might be

increased by drawing carpenters from: (1) em-

ployment on other construction in the same

locality; (2) the maintenance crews of local

manufacturers; (3) residential construction in

other geographic areas; or (4) other related oc-

cupations. There appear to be numerous persons

with some construction experience performing in

other jobs who are attracted back on occasion

or at some times of the year. Thus, the mobility

of workers may include any or all of the four

basic dimensions listed above. In the usual case,

the shift of workers into construction jobs prob-

ably includes movement along more than one

of these dimensions. In analyzing the mobility

of construction workers, the most interesting

cases involve the interactions among geographic,

occupational, and industrial mobility.

Currently, we possess only the most rudimen-

tary information concerning the size and charac-

ter of manpower flows to and from construction.

At best, we are able in some cases to measure

flows along a single dimension. A very simple

calculation indicates that there are some 15 pos-

sible combinations of the four basic types of

flows mentioned.

The industrial distribution of earnings among

contract construction workers indicates consider-

able mobility. In 1957 only 72.3 percent of the

approximately five million male wage and salary

workers employed in contract construction

earned most of that year's income from contract

construction employment. With the exception of

the service industries, this was the lowest reported

percentage.9

As a consequence of the large flows of man-

power to and from the industry, there is no

single concept of the construction labor force

adequate to all discussions. At any moment the

labor force might be considered to include one

or more of the following: the current employees

of contractors, the unemployed who recently

worked in construction or who are available for

jobs in the industry, the self-employed, employees

on payrolls of government agencies and private

companies which perform construction work,

persons with building trades skills working in

other occupations, etc. These concepts each may

be appropriate and useful depending on the

problem at hand. These different concepts also

help to account for different estimates of employ-

ment and unemployment used in construction.

It is imperative that one be clear as to concept

whenever a measure is used. Some information

is available, with different degrees of reliability,

on virtually all of these categories. Unfortunately,

data on employment and unemployment by

The mobility of the construction labor force
has several dimensions. For example, the work
force of carpenters on residential jobs might be
increased by drawing carpenters from: (I) employment on other construction in the same
locality; (2) the maintenance crews of local
manufacturers; (3) residential construction in
other geographic areas; or (4) other related occupations. There appear to be numerous persons
with some construction experience performing in
other jobs who are attracted back on occasion
or at some times of the year. Thus, the mobility
of workers may include any or all of the four
basic dimensions listed above. In the usual case,
the shift of workers into construction jobs probably includes movement along more than one
of these dimensions. In ~nalyzing the mobility
of construction workers, the most interesting
cases involve the interactions among geographic,
occupational, and industrial mobility.
Currently, we possess only the most rudimentary information concerning the size and character of manpower flows to and from construction.
At best, we are able in some cases to measure
flows along a single dimension. A very simple
calculation indicates that there are some 15 possible combinations of the four basic types of
flows mentioned.
The industrial distribution of earnings among
contract construction workers indicates considerable mobility. In 1957 only 72.3 percent of the
approximately five million male wage and salary
workers employed in contract construction
earned most of that year's income from contract
construction employment. With the exception of
the service industries, this was the lowest reported
percentage. 1I
As a consequence of the large flows of manpower to and from the industry, there is no
single concept of the construction labor force
adequate to all discussions. At any moment the
labor force might be considered to include one
or more of the following: the current employees
of contractors, the unemployed who recently
worked in construction or who are available for
jobs in the industry, the self-employed, employees
on payrolls of government agencies and private
companies which perform construction work,
persons with building trades skills working in
other occupations, etc. These concepts each may

craft, which is critical to a clear analysis of

manpower in construction, is largely lacking.

Table 1 presents estimates of construction em-

ployment under several different definitions of

both employment and the industry for 1961-1966

9. See Harldbook of Old.Age, Survivors, Disability Insurance Statistics: Employment, Earnings and Insurance

be appropriate and useful depending on the
problem at hand. These different concepts also
help to account for different estimates of employment and unemployment used in construction.
It is imperative that one be clear as to concept
whenever a measure is used. Some information
is available, with different degrees of reliability,
on virtually all of these categories. Unfortunately,
data on employment and unemployment by
craft, which is critical to a clear analysis of
manpower in construction, is largely lacking.
Table I presents estimates of construction employment under several different definitions of
both employment and the industry for 1961-1966
Column I of the table lists annual average employment in contract construction. These data
of the Bureau of Labor Statistics are derived
largely from a monthly survey of contractors.
Column 2 presents an estimate from the Social
Security Administration of the total number of
persons who reported any earnings from construction contractors during each year. Column 3 lists
the number reporting most of their earnings in
the given year from contract construction. Column 4 presents those who reported earnings in
all four quarters of the year from contract
construction. Column 5 gives the number of
persons reporting working in construction each
year on annual average from monthly estimates.
These data include-in addition to the employees of contractors-the self-employed, the employees of government construction agencies, and
unpaid family workers. (Force account workers
in private industry are excluded. Hence the total
would be larger if manufacturing, mining, utilities, etc., were included.) Column 6 lists the number of persons reporting their longest job in the
given year to have been in construction., There
are no available estimates of employment in residential construction only for any of the employment concepts given.
Table 2 presents the estimated distribution of
all construction employees for selected crafts,
1962-66. The construction industry as defined
here includes the employees of contractors, the
self-employed, the employees of government construction agencies, and unpaid family workers.l0

Status of Workers in Covered Employment, 1957 (Baltimore, Md.: Social Security Administration, 1965), 34and 42.
10. The employment concept used here corresponds to
that of Column 7 in Table 1.

Column 1 of the table lists annual average em-

ployment in contract construction. These data

of the Bureau of Labor Statistics are derived

largely from a monthly survey of contractors.

Column 2 presents an estimate from the Social

Security Administration of the total number of
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TABLE 1.

Employment in Construction, 1961-1967, by Selected Defintions of "Employees" and "Construction"

(in thousands)

Employment in Contract Construction
Annual
Average

TABLE 1. Employment in Construction, 1961-1967, by Selected Defintions of "Employees" and "Construction"

(in thousands)

Employment in Con-

(1)
All Persons

Persons Report-

Persons Report-

Employment

Wage and Salary

tract Construction

1961
1962
1963
1964
1965
1966
1967

2816
2902
2963
3050
3186
3292
3341

Seasonal
High
Low

All Persons
Reporting
Earnings in
Contract
Construction

Persons Reporting Most Earnings From
Contract
Construction

Persons Reporting 4 Quarters
of Earnings in
Contract
Construction

Employment
Wage and Salary
in the ConstrucWorkers Whose
tion Industry Longest Full(Annual
Time Job Was in
Average)
Construction

(2)

(4)

(5)

5095.4
5190.9
5384.5
5605.1

(6)

(7)

(8)

3811.5
3798.3
3911.6
4106.5

n.a.
n.a.
n.a.

n.a.
n.a.
n.a.

4190
4277
4296
4465
4590
4603

4096
4235
4216
4501
4556
4332

3157
3284
3355
3419
3541
3653
3594

(3)

2339
2418
2439
2530
2691
2822
2863

2190.4
2229.3

n.a.
n.a.
n.a.
n.a.
n.a.

Reporting

ing Most Earn-

ing 4 Quarters

in the ConstrucWorkers Whose

Earnings in

ings From

of Earnings in

tion Industry

n.a. = not available.
Sources:
(1)-(3) Bureau of Labor Statistics estimates, available in issues of Construction Review, The Monthly Labor Review, and elsewhere.
(4) Estimates from the Continuous Work History Sample of the Social Security Administration.
(5) Same as (4).
(6) Same as (4).
(7) Bureau of Labor Statistics estimates, derived from several sources, including publications of the National Planning Association.
(8) Bureau of Labor Statistics estimates, Manpower Report of the Prsldent, 1967, p. 244.
1. An index of output in contract construction for comparison with these employment figures may be found in Table 5.

Longest Full-

Annual

Seasonal

Contract

Contract

Contract

(Annual

Time Job Was in

Average

High

Low

Construction

Construction

Construction

Average)

Construction

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

1961

2816

3157

2339

5095.4

3811.5

2190.4

4190

4096

1962

2902

3284

2418

5190.9

3798.3

2229.3

4277

4235

1963

2963

3355

2439

5384.5

3911.6

Appendix A, Table 20, presents estimates, as first
approximations, of annual average employment,
by craft, in construction, 1950-1966. The data for
1950-61 are the authors' estimates; those for
1962-66 are directly from the Current Population
Survey.
The Bureau of Labor Statistics publishes estimates of employment by contractors on a
monthly basis, by states and areas, and by type
of contractor. These data are derived from a
sample of contractors and from the records of
the Unemployment Insurance System. They contain no occupational information other than a
distinction between construction "workers" and
other employees. Contractors are classified as
general, highway or other heavy, and by specialty
trades. The state and regional distribution of
employees, on annual average, for several years
is presented in Table 3. It is not possible to
obtain directly estimates of employment by type
of construction (such as homebuilding) with the
exception of highway construction. Many homebuilders are classified as Operative Buildersthose who build for sale on their own accountand are not included in estimates of employment
in contract construction. The Operative Builder
category is quite small, however, rarely exceeding
40,000 reported employees.
Estimates of the unemployment rate for wage
and salary workers in construction,ll and for
private wage and salary workers 12 are presented
in Table 4. Generally, the construction unemployment rate is double that of all civilian workers and is very sensitive to changes in the allindustry unemployment rate. When employment

TABLE 2. Percentage Distribution of Employment
in Construction,' by Craft, Average, 1962-66
TOTAL
Professional and Technical Personnel
Managers, Officials and Proprietors
Clerical Workers
Craftsmen, Foremen and Kindred Workers
Carpenters
Brickmasons, Stonemasons & Tile
Setters
Cement & Concrete Finishers
Electricians
Excavating, Grading and Road
Machinery Operators
Painters
Plumbers & Pipe Fitters
Plasterers
Roofers & Slaters
Structural Metal Workers
Tinsmiths, Coppersmiths & Sheet
Metal Workers
Other
Operatives and Kindred Workers 2
Service Workers J
Laborers (including helpers)'

4216

1964

3050

Manpower in Construction

3.7
1.2

4.0

4.7
6.7
4.3
0.8
1.1

0.9
1.0

7.8

9.8
0.5
17.0

1. Including employees of contractors, government force
account, the self-employed and unpaid family workers.
2. Operatives are traditionally considered semi-skilled workers,
including apprentices, asbestos workers, oilers and greasers,
truck drivers, etc.
3. Service workers include guards and watchmen, cleaning
personnel, and others.
4. Laborers include carpenters' helpers and other laborers.
Source: Current Population Survey data.

conditions in other industries are favorable, the
number of the reported unemployed in construction tends to fall, although job opportunities in
construction are unchanged. Particularly in winter months, the rate of construction unemployment is heavily dependent on conditions in other
industries. In winter where employment is availII. Including employees of contractors and government

construction agencies.
12. Includ in

,only the employee of contractors.

n Inol rom

n.a.

4296

14.5

100.0
4.7
12.2
5.2
50.7
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TABLE 3. Percentage Distributions of Employment in Contract Construction,
by State and Region, 1939, 1950, 1964, 1966
Contract Construction Employment*
Annual Averages

3281
100.0

1964
3050
100.0

1950
2333
100.0

1939
ll50
100.0

New England ..........................._................. _........ _... _.. _
Maine ....................................................................... _
New Hampshire................................................_........ .
Vermont_ ................................................ _........ _..... ___ .. .
Massachusetts. __ ...... _._ .... _. ___ ._.. _. ____ .__ ._ ........ _......... _... .
Rhode Island .................................... ___________ ._________ .____ .
Connecticut _.. _... _.................. _................................... .

5.7
.5
.3
.2
2.7
.4
1.6

5.8
.4
.3
.2
2.8
.5
1.6

6.1
.4
.3
.2
3.1
.5
1.6

6.9
.6
.5
.3
2.9
.7
1.9

M idd Ie At Iant ic ........... __ .__ .. _. ___ ....._.................... __ ........... .
New york ....................................................................
New Jersey..... _....................._............. _.. _._. ___ .. __ ._. __ ..
Pennsylvania __ .... _____ ._ .. _______________ .. __ ._ .... ___ .__ ... ____ ._

16.8
7.9
3.4
5.5

17.3
8.6
3.5
5.2

20.1
9.8
3.5
6.8

22.8
12.4
3.6
6.8

East North CentraL. ___ .__ ._____________ ._______ ._ .. __ ... ___________ .. __ ._
Ohio __ .. ______ ._ ............. __ .. __ .___ ... _................................... .
Indiana .. __ .___ ....__ .... __ . ___ ._ .... _. ______ ..................... _........... .
Illinois ...... _................................__ ....... _........... __ ......... .

17.8
4.8
2.4
5.2
3.4
2.0

16.9
4.4
2.2
5.1
3.3
1.9

19.3
5.4
2.3
5.8
3.7
2.1

18.6
5.1
2.3
5.3
3.8
2.1

West North CentraL ............. __ ..__ .. _.......... _... _.... ___ ._ ....... .
Min nesota .. __ .. _..................... _..................................... .
lowa .... ______ .. __ ....... _............ __ ................. _.... _.......... __ .... .
M issou ri ............................... _..................................... .
North Dakota._ ... _._ ..... _.. ___ .___ .... __ ...................._._ ...... _.. .
Nebraska _. ____ ............. _...... __ ................ _..............__ ._. __ ..
Kansas ......... _... _..... _........... ___ ..... _.. __ ........................... .

7.7
1.9
1.3
2.3
.3
.7
1.0

7.8
1.8
1.2
2.3
.4
.8
1.0

8.4
1.9
1.4
2.3
.3
.8
1.3

8.8
2.2
1.8
2.5
.2
.8
1.0

South Atlantic .... _____ ._. __ .. _.. _._ ... __ ._ ...... _............... _.. _
Delaware ..... _..... _.. _...... ___ .. ________ .__ ._. _______ .__ .. _. ______________ .
Maryland ... _._ ... _._. __ .. ___._._ .. __ __ ..... __ .. ______ .. .
District of Columbia ....... ___ .___ .____ ............................... .
Virginia .... _....................... _........................................ .
West Virginia ................... _. ___ .... __ ._._ ... _............. _._._ ... __
North Carolina ..... __ ._ .. ____ ._._. __ ... _..................................
South Carolina ........... _...... ____ ..................... _.. __ .... _._._
Georgia ___ ........ _.. _.. ____ . ___ . _______ . ___ . _____ .... __ . __ .. __ .... __ .... _..
Florida ........................ _.................................._.......... .

18.0
.4
2.6
.7
2.9
.8
2.7
1.5
2.2
4.2

17.3
.4
2.5
.8
2.9
.7
2.5
1.2
2.2
4.1

14.4
.5
2.4
.9
2.2
.8
2.0
1.0
1.7
2.9

15.3
.5
2.0
1.6
2.3
1.0
2.2
1.2
2.3
2.2

East South Central ......................... _........... _.. __ ... .
Kentucky .. _........ __ .................. _..... _.............. __ ............. .
Tennessee ... _..............................................................
Alabama ................ _....... _____________ . ___ .. __ ...... ____ .__ ._ ... _... _.
Mississippi .. _..... _......... _.. __ .___ .__ .......... __ ._ ..... _

6.1
1.5
2.0
1.7
.9

5.7
1.4
1.8
1.6
.9

5.1
1.2
2.0
1.2
.7

5.7
1.6
1.4
1.5
1.2

West South CentraL .. _._ .. _. ___ ...._. __ ..... _....... _.__ _____.
Arkansas ........ _............... ___ .__ ....................... _.... _...... _.
Louisiana. ___ ._._ .. __ . __ ._. ___________ .____ ._____ .......................... .
Oklahoma ... _... _...................................................... ___ .
Texas ....................... _........ _....................................... .

11.0
1.0
2.7

10.0
.8
2.0
1.3
5.9

9.4
.8
1.7

6.2

10.2
.9
2.2
1.2
5.9

5.8

Mountain
................................._._ .. _._ .. _..
Montana ___________ ._._. __ ...... _.......................... _............ .
Idaho.
_________ . .
Wyoming ....... _........ ___ ................................................. .
Colorado._ .. _............ _... _............... _.......... _______ ...... _
New Mexico_ ......... _.................... _................. _.. _._ .... _... _
Arizona ............... _....... _............................................. .
Utah _____ .
_______ .. __ ... ___ .... _.............. _... _... __ ._ .... _.. .
Nevada .................. ..... _..... _..............................._........

4.2
.4
.3
.2
1.2
.6
.7
.5
.3

4.8
.4
.3
.3
1.2
.6
.9
.6
.5

4.0
.4
.4
.3
1.0
.7
.5
.5
.2

3.5
.5
.3
.3
1.0
.4
.4
.4
.2

Pacific .... _... _................ _.... _..... _..... _... _....... __ ..... ______ ... .
Washington ... _............. _... _... __ .. _..................... _..... _...... .
Oregon ....... _....... _.. _._. _________ ... _.. _.. _.. _... __ .. _____ ... ____ ._ .. ___ .
California ______________ ._____ ._._ ... _._ .... _.. _._ .................... .
Alaska .. _........................... ___ .... _......................... _....... .
Hawaii ............................................................__ ......... .

12.8
1.7
1.0
9.3
.2

14.2
1.3
1.0
11.2
.2
.5

12.6
1.8

9.0
1.9
.7
6.4

1966

TABLE 3. Percentage Distributions of Employment in Contract Construction,

by State and Region, 1939, 1950, 1964, 1966

Contract Construction Employment*

(thousands). _______________________________________________________________ _
Total _______________ ....... _...................................................... .

--

Annual Averages

1966

1964

1950

* Including wage and salary employees of contractors only.

1939

(thousands)...

- 3281

3050

100.0

2333

100.0

1150

100.0

Total

100.0

New England

..

. .--.. . . . . . -_..-.. . . . . .... . . . .-.-. . .-._
. . . . . ..

~i~~~~~rn·.· ·.·.·.~~-.~·.··.~·.·.·.·_-.·.··_·_·.·.·.-

5.7

5.8

.4

.3

.2

6.1

.4

6.9

Maine

.5

.6

New Hampshire

.3

.3

.2

.5

Vermont

.2

.3

Massachusetts

2.7

2.8

.5

3.1

.5

2.9

Rhode Island

.4

.7

Connecticut

1.6

1.6

1.6

1.9

Middle Atlantic

1.1

1.1

16.8

17.3

8.6

3.5

5.2

20.1

.6

1.1

9.7

9.8

3.5

* Including wage and salary employees of contractors only.
6.8

22.8

New York

7.9 3.4

12.4

New Jersey.. "

3.6
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TABLE 4. Unemployment Rates for All Experfenced Wage and Salary Workers in All Industries, in Construction,'
and Private Wage and Salary Workers in Construction, Annual Averages, 1948-67, and for August and
February of Each Year
TABLE 4. Unemployment Rates for All Experienced Wage and Salary Workers in All Industries, in Construction,1

and Private Wage and Salary Workers in Construction, Annual Averages, 1948-67, and for August and

February of Each Year

Construction

Year

Experienced

All Wage and

Wage and

Salary

Salary Workers

Workers'

All Industries

Annual Average

3.7

7.6

6.2

11.9

5.6

10.7

3.2

Year

1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

Experienced
Wage and
Salary Workers
All Industries

All Wage and
Salary
Workers'
Annual Average

3.7
6.2
5.6
3.2
2.9
2.7
5.5
4.3
3.9
4.5
7.2
5.6
5.7
6.8
5.5
5.5
5.0
4.2
3.5

7.6
11.9
10.7
6.0
5.5
6.1
10.5
9.2
8.3
9.8
13.7
12.0
12.2
14.1
12.0
11.9
9.9
9.0
7.1

Construction
All Private Wage and Salary Workers ~
Annual
Average

7.8
12.9
11.5
6.5
6.0
6.2
12.9
10.9
10.0
10.9
15.2
13.4
13.5
15.7
13.5
13.3
11.2
10.1
8.1
13.3

February

13.5
16.9
21.8
13.2
10.8
8.8
19.1
17.1
17.7
17.6
24.0
25.0
19.8
26.8
22.8
25.7
19.1
19.2
19.2
25.7

August

5.6
10.4
6.7
4.3
3.9
4.4
8.7
7.7
6.2
7.6
11.6
7.9
9.5
9.7
6.9
7.5
7.4
6.0
6.0
7.5

6.0

2.9

5.5

2.7

1. Includes the elTll\loyees of construction agencies of the Government.
2. Employees of coNtractors only.
Source: Bureau of Labor Statistics.

6.1

5.5

10.5

4.3

9.2

3.9

8.3

4.5

9.8

7.2

13.7

5.6

12.0

5.7

12.2

6.8

14.1

5.5

12.0

5.5

11.9

5.0

9.9

4.2

9.0

3.5

7.1

All Private Wage and Salary Workers2

Annual

Average

February

August

1948

1949

1950

1951

1952

1953

1954

1955

1956

able to construction workers in other industries
they appear to accept it. During the summer construction unemployment rates are relatively nonresponsive to increases in employment in construction or other industries.
By the nature of the reporting system, unemployment rates in construction are biased upward
to a degree. The unemployed are distributed
among industries according to their last full-time
civilian job. Attribution of the unemployed to
occupational classification is also on the basis
of last full-time civilian job. Thus, industries and
occupations of relatively easy entry and perhaps
rapid exit tend to show unduly high levels of
unemployment.
Construction unemployment is subject to variations originating in either the supply of manpower to the industry or the fluctuations of
building demand. Specifically regarding demandinduced unemployment, determinants include
the high rate of job turnover, the seasonal pattern of operation, shifts in the composition by
type and geographic locale of construction, and
changes in the aggregate level of building activity. The separable effects and interrelationships of these influences on unemployment are
an important area of additional study. In any
case, the reported construction unemployment
rate tends to be relatively high at all times for
the following three reasons: (1) the general ease
of entry and exit to the industry coupled with

statistical definitions which relate the unemployed
to industry and occupation of last job; (2) the
high rate of job changing and relatively brief
duration of jobs in the industry; and (3) the
pronounced seasonal pattern of employment. 13

C. Major Sources of Variation in the Employment 0/ Construction Workertl
Employment for construction workers is characterized by intermittency. The seasonal pattern
of employment is pronounced. Variations in job
opportunities due to non-seasonal changes in the
level of building activity are often extreme.
However, the employment experience of building tradesmen differs according to craft, geographic locality of work, skills, and personal
characteristics.
Seasonal fluctuations are a fundamental characteristic of employment in contract construction.
Since 1961 employment in contract construction
each year has risen 39.66 percent on the average
from February to August. From August to the
following February the decline in employment
has averaged 25.99 percent. These seasonal fluctuations far exceed the variations in annual
average employment in contract construction
13. Seasonal unemployment is reflected in data on the
duration of unemployment among male wage and salary
workers in construction. In April 1966, for example, 39.4
percent of the unemployed had been out of work 15 weeks
or longer; . c r ~~ju.ff f t e I arne figure was 15.3· percent.

1957

1958

1959

1960

1961
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which have occurred in the 1960's. Finally, sea-

sonality of employment in contract construction

has not changed significantly since the Second

World War."

Employment in contract construction is sea-

sonal because of weather conditions and the in-

stitutional practices of both construction and

other industries which are customers. Although

bad weather conditions hamper construction op-

erations, they rarely prohibit them. Planning and

protection of the job site can allow work to

proceed in most conditions of temperature and

precipitation occurring in the United States,

even during winter months. The actual influence

of weather on building operations is, therefore,

largely what the current practices of contractors

and owners cause it to be. Careful scheduling of

work, materials treatment, and erection of pro-

tective shelters will allow construction work to

continue during winter months. The Canadians

have, for instance, poured concrete at 40 degrees

below zero,15 and some of our larger contractors

have accomplished similar feats. Highway build-

ing has been carried directly through winter

months in New England 1C (for example, by de

Matteo Construction Co., in the building of the

Cambridge Street underpass in Cambridge, Mas-

sachusetts, the work proceeded almost daily

through the severe winters of 1966-67 and

1967-68).

The additional cost of job protection, plan-

ning, and materials treatment contingent on

winter work is not well documented for the

United States. The Canadians estimate that very

little additional cost should be added to a job

for winter building.17 A recent study ,8 has shown

that on two projects conducted in the Boston

metropolitan area during the winter of 1966-67,

winterizing costs were approximately 1 percent

of total contract costs on both projects. The own-

ers of the buildings (one a motor hotel, the other

14. See Robert J. Meyers and Sol Swcrdloff, "Seasonality

and Construction," Monthly Labor Rexiiexv, 90, 9 (Septem-

ber 1967), pp. 1-8.

15. C. R. Crocker, "Advances in Winter Construction

Methods Extend the Building Season." Construction,

January 1966.

16. For a detailed analysis of the problems and poten-

which have occurred in the 1960's. Finally, seasonality of employment in contract construction
has not changed significantly since the Second
World War.14
Employment in contract construction is se~
sonal because of weather conditions and the institutional practices of both construction and
other industries which are customers. Although
bad weather conditions hamper construction operations, they rarely prohibit them. Planning and
protection of the job site can allow work to
proceed in most conditions of temperature and
precipitation occurring in the United States,
even during winter months. The actual influence
of weather on building operations is, therefore,
largely what the current practices of contractors
and owners cause it to be. Careful scheduling of
work, materials treatment, and erection of protective shelters will allow construction work to
continue during winter months. The Canadians
have, for instance, poured concrete at 40 degrees
below zero,l1l and some of our larger contractors
have accomplished similar feats. Highway building has been carried directly through winter
months in New England 16 (for example, by de
Matteo Construction Co., in the building of the
Cambridge Street underpass in Cambridge, Massachusetts, the work proceeded almost daily
through the severe winters of 1966-67 and
1967-68).
The additional cost of job protection, planning, and materials treatment contingent on
winter work is not well documented for the
United States. The Canadians estimate that very
little additional cost should be added to a job
for winter building.l7 A recent study 18 has shown
that on two projects conducted in the Boston
metropolitan area during the winter of 1966-67,
winterizing costs were approximately 1 percent
of total contract costs on both projects. The owners of the buildings (one a motor hotel, the other

tials of winter building in Canada and Western Europe see

Jan Wittrock, Reducing Seasonal Unemployment in the

Construction Industry (Paris: Organization for Economic

Cooperation and Development, 1967). Most member coun-

tries of the OECD, excluding the United States, have taken

steps to reduce the seasonality of employment in construc-

tion.

a suburban department store) absorbed the extra

cost in the bid price.

There is, in fact, a long-standing dispute

among knowledgeable persons in the industry

concerning the net addition to project cost of

winter building, which depends, no doubt, on the

type of construction and the severity of weather.

Allowing for the additional costs of job protec-

tion and materials treatment, some argue that

14. See Robert J. Meyers and Sol Swerdloff, "Seasonality
and Construction," Monthl)' Labor Review, 90, 9 (September 1967), pp. 1-8.
IS. C. R. Crocker, "Advances in Winter Construction
Methods Extend the Building Season," Construction,
January 1966.
16. For a detailed analysis of the problems and potentials of winter building in Canada and Western Europe see
Jan Wittrock, Reducing Seasonal Unemployment in the
Construction Industry (Paris: Organization for Economic
Cooperation and Development, 1967). Most member countries of the OECD, excluding the United States, have taken
steps to reduce the seasonality of employment in construc·
tion.

offsetting savings occur in materials and labor in

the winter season. Off-season savings to the con-

tractor are generated by better labor at possibly

lower costs per hour (due to absence of summer

scarcity bonuses and overtime), prompt delivery

of materials from suppliers, lesser frequency of
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a suburban department store) absorbed the extra
cost in the bid price.
There is, in fact, a long-standing dispute
among knowledgeable persons in the industry
concerning the net addition to project cost of
winter building, which depends, no doubt, on the
type of construction and the severity of weather.
Allowing for the additional costs of job protection and materials treatment, some argue that
offsetting savings occur in materials and labor in
the winter season. Off-season savings to the contractor are generated by better labor at possibly
lower costs per hour (due to absence of summer
scarcity bonuses and overtime) , prompt delivery
of materials from suppliers, lesser frequency of
strikes, and greater use of equipment. Additionally, the earlier completion date of projects continued through the winter will offset additional
costs to a degree. The balance of costs, savings
and additional earnings is a question of judgment, personal experience, and advocacy.lo
Employment variations associated with nationwide fluctuations in the amount of construction
activity have been unimportant in the postWorld War II period as compared to the more
distant past. The 9 percent decline in annual
a verage employment between 1956 and 1958 has
been the largest since the war. Changes of this
magnitude are annually dwarfed by seasonal
fluctuations in the industry.
A measure of change in output is presented
in Table 5. Dr. Gordon's index allows only three
periods of decline during the post-war period.
Generally, activity continued to increase over
the two decades.
There havr. been significant shifts in the composition of construction. Residential construction
expanded from 1950 to a peak in 1954 and declined precipitously until 1957. Another expan17. C. R. Crocker and D. C. Tibbetts, Willter Constructioll (Better Building Bulletin #6), Division of Building
Research of the National Research Council, Canada( December 1960).
18. "Cold Weather Construction Techniques," a survey
by the Structural Clay Products Institute, Washington,
D.C., 1967.
19. For the winter savings position, see especially the
President's Conference on Unemployment, Seasonal OperatiOtls in the Construction bldustr)1 (Ch. 8), (New York:
McGraw-Hili, 1924); William Haber, Industrial Relations
in the Building Industry (Cambridge, Mass.: Harvard
University Press, 1930), pp. 113-124; and William Roark,
"Winterizing of Construction Jobs Will Confer Big Benefits," The Bricklayer, Mason and Plasterer, November
1963, pp. 250-25\.

riginal from
25 UNIVERSITY OF MINNESOTA

sion peaked in 1959; fell off until 1961; and

then rose, turning a peak in 1963 and declining

steadily until 1967. These fluctuations in resi-

dential construction were considerably offset by

the steady growth and compensating changes in

the non-residential construction market. The

impact of the residential building trough of

1959 was considerably offset by a non-residential

boom. Again, in the 1960's, the residential down-

sion peaked in 1959; fell off until 1961; and
then rose, turning a peak in 1963 and declining
steadily until 1967. These fluctuations in residential construction were considerably offset by
the steady growth and compensating changes in
the non-residential construction market. The
impact of the residential building trough of
1959 was considerably offset by a non-residential
boom. Again, in the 1960's, the residential downturn which began in 1963 has been more than
compensated by a non-residential boom. Figure I

details these movements in private construction
activity since 1946. Public construction has given
an underlying expansionary impetus to the
industry.
Thus, the stability of total construction activity
and of employment is to be explained by compensating alterations in the composition of output. Residential building has suffered severe
declines four times during the period since 1947,
associated largely with tight federal monetary
policy. In three cases expansion in the level of
capital expenditure by business buoyed the industry against a general decline.
The compositional changes which have characterized construction stability over the post-war
period have been associated with important shifts
in the locality and craft requirements of building. Declines in the residential construction sector produce large reductions in employment
opportunities. for carpenters, bricklayers, and
roofers, who are likely to be released from work
in greater numbers than the increasing activity
in non-residential construction is able to absorb.
The geographic distribution of work is likely
to alter as well, with centers of building activity
shifting from suburban areas to central city
locations--or again, from large areas of residential building like Southern California, Florida,
and Arizona, toward industrial centers in the

turn which began in 1963 has been more than

compensated by a non-residential boom. Figure 1

TABLE 5. Variations in Contract Construction

Real Output, 1947-65

Year

TABLE 5. Variations in Contract Construction
Real Output, 1947-65

1947-48

Year

Percentage Change in Real Output

1948-49

1949-50

1950-51

1951-52

1952-53

1953-54

1954-55

1955-56

1956-57

1957-58

1958-59

1959-60

1960-61

1961-62

1962-63

1963-64

1964-65

Percentage Change in Real Output

1947-48
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55
1955-56

14.93

5.64

26.24
-10.68
2.95
6.07
9.41
1.29
-7.68
.46
6.95
12.33
-2.46
3.89
4.17
1.69
2.75
4.70

1~56-57

1957-58
1958-59
1959-60
1960-61
1961-62
1962-63
1963-64
1964-65

Source: Robert J. Gordon, "A New View of Real Investment in
Structures. Proceedings of the Econometric Society, 1967, forthcoming, Table A-B, Pp. A 22-23.
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-10.68

2.95

FIGURE 1. Gross Private Domestic Investment, Non-Residential and Residential Structures, 1958 Dollars (Billions), 1946-1966
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Middle West, the Gulf Coast and the East. Con-

versely, the expansion of non-residential building

will require operating engineers, plumbers and

steam fitters, electricians, sheet metal workers,

boilermakers, and ironworkers in greater num-

bers than declines in residential building are

likely to release.

One consequence of this pattern of changing

construction demand has been the intensification

of the problem of pockets of unemployment and

areas of shortage existing simultaneously, both

geographically and occupationally. Since neither

contractors nor workers are perfectly mobile, and

since neither skills nor equipment are perfectly

transferable from one sort of activity to another,

there have been inherent and persistent adjust-

ment difficulties. When construction activity has

declined or altered in composition, workers have

experienced periods of unemployment, journey-

men have been reluctant to expand apprentice-

ship opportunities, pension and welfare funds

have been plagued with difficulties of coverage,

and policies designed locally to reduce the sea-

sonality of employment in the industry have

been the victims of local depressions in con-

struction activity. Conversely, rapid expansions

in building activity have left contractors unable

to fill work crews and have caused union officials

to charge that the mobility of their members has

declined. Furthermore, the continual procession

from boom to bust has burdened management

with the costs of repeatedly establishing and dis-

mantling organizations.

The existence of a shortage is essentially a

perception of greater difficulty, delay, and ex-

pense in obtaining workers than is usual in the

area. More rigorous definition and measurement

of shortages is very difficult. Job vacancies con-

tinually appear in the context of a dynamic

economy, and the casual nature of construction

employment tends to generate a high rate of

job openings at any time relative to more stable

industries. Consequently, the existence of job

openings is not a sufficient condition to indicate

a shortage. An analysis of shortages requires de-

scriptions of job openings in terms of craft, du-

ration, and wage and working conditions on the

job. Presumably a situation in which reasonable

jobs (in terms of wage rates, accessibility, and

working conditions) are unusually long in being

filled, so that work is delayed, is a shortage situ-

ation. There are no statistics adequate to meas-

urement of shortages as here described.

The perception of a labor shortage is largely

a result of the observer's viewpoint. Certainly

there is a time dimension to the concept of a

shortage which is critical. Contractors often

speak of shortages when delays in obtaining

workers exceed a single day, although other

observers might argue that a labor market

which can provide highly trained men at dis-

persed work sites within a few hours of notice

is indeed a very sophisticated operation. Con-

Middle West, the Gulf Coast and the East. Conversely, the expansion of non-residential building
will require operating engineers, plumbers and
steam fitters, electricians, sheet metal workers,
boilermakers, and ironworkers in greater numbers than declines in residential building are
likely to release.
One consequence of this pattern of changing
construction demand has been the intensification
of the problem of pockets of unemployment and
areas of shortage existing simultaneously, both
geographically and occupationally. Since neither
contractors nor workers are perfectly mobile, and
since neither skills nor equipment are perfectly
transferable from one sort of activity to another,
there have been inherent and persistent adjustment difficulties. When construction activity has
declined or altered in composition, workers have
experienced periods of unemployment, journeymen have been reluctant to expand apprenticeship opportunities, pension and welfare funds
have been plagued with difficulties of coverage,
and policies designed locally to reduce the seasonality of employment in the industry have
been the victims of local depressions in construction activity. Conversely, rapid expansions
in building activity have left contractors unable
to fill work crews and have caused union officials
to charge that the mobility of their members has
declined. Furthermore, the continual procession
from boom to bust has burdened management
with the costs of repeatedly establishing and dismantling organizations.
The existence of a shortage is essentially a
perception of greater difficulty, delay, and expense in obtaining workers than is usual in the
area. More rigorous definition and measurement
of shortages is very difficul t. Job vacancies continually appear in the context of a dynamic
economy, and the casual nature of construction
employment tends to generate a high rate of
job openings at any time relative to more stable
industries. Consequently, the existence of job
openings is not a sufficient condition to indicate
a shortage. An analysis of shortages requires descriptions of job openings in terms of craft, duration, and wage and working conditions on the
job. Presumably a situation in which reasonable
jobs (in terms of wage rates, accessibility, and
working conditions) are unusually long in being
filled, so that work is delayed, is a shortage situation. There are no statistics adequate to measurement of shortages as here described.

The perception of a labor shortage is largely
a result of the observer's viewpoint. Certainly
there is a time dimension to the concept of a
shortage which is critical. Contractors often
speak of shortages when delays in obtaining
workers exceed a single day, although other
observers might argue that a labor market
which can provide highly trained men at dispersed work sites within a few hours of notice
is indeed a very sophisticated operation. Conversely, employees with their view fixed on the
seasonal downturn in building activity may refuse even to admit the existence of shortages in
the peak building season-there being, in their
view, no general or long-run shortage. Employees in a locality which is currently experiencing
a building boom may remember past unemployment and look forward to the end of the current
level of activity. As a result, they may be unwilling to take effective action to reduce immediate shortages of labor.
There is, in part, a real conflict of interest
reflected in attitudes toward shortages. Contractors, builders, and owners perceive as chronic
those shortages which delay current projects.
The interest of these parties is in a labor supply
sufficient to complete the job effectively and in
the desired time period. Employees, on the other
hand, view current jobs as only part of the
employment, or career progression, and are concerned about periods of unemployment. In a
casual labor market such as construction, employment insecurity is endemic. There is an
understandable desire of employees to spread
the work throughout the year, and over several
years, so that employment opportunities over
time are increased.
Labor shortages presumably exert upward
pressure on wage rates, and when they rise very
quickly, public authorities may become concerned with the effects on price stability in the
economy generally. In the absence of a perfectly
competitive labor market in construction, tight
labor markets need not be translated directly
into higher wages. Consequently, rising wages
need not imply shortages, or vice versa. On the
other hand, in certain instances shortages clearly
affect wage demands.
Private policy with respect to shortages is
largely a compromise between the separate interests of each party (contractors, owners, and employees) which determine their perception of
and attitudes toward shortages. Public policy,

versely, employees with their view fixed on the

seasonal downturn in building activity may re-

fuse even to admit the existence of shortages in

the peak building seasonâthere being, in their

view, no general or long-run shortage. Employ-

ees in a locality which is currently experiencing

a building boom may remember past unemploy-
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based on the interests of government as owner,

builder (on force account), and as custodian of

the national economic situation, must similarly

based on the interests of government as owner,
builder (on force account), and as custodian of
the national economic situation, must similarly
consider the separate interests of the parties.
The complex problem of shortages is largely craft
and local in basis, and must be treated as such.

consider the separate interests of the parties.

The complex problem of shortages is largely craft

and local in basis, and must be treated as such.

D. Labor Productivity in Construction

Analysis of labor productivity on construction

operations is extraordinarily difficult. The di-

verse and changing nature of the product causes

difficulty in defining a unit of output. The

products of construction also have characteristics

other than size and performance. An edifice is

characterized, in part, by its date of completion

and the quality of its workmanship. Ideally, a

measure of labor productivity would include all

dimensions (quantity, duration to completion,

etc.) of the product. Theoretically, a physical

measure (units of output) is probably impossible.

The appropriate value measure would be the

discounted present value of the structure at its

completion date. There is, of course, in practice

no such measure.

Because the full dimensions of construction

products are ignored in productivity figures, esti-

mates of output per man-hour have been biased.

The production process often requires substitu-

tion of man-hours for speed of completion. Since

projects are valued by contract cost, not by the

present value of the structure, an increased use

of man-hours can only result in a measured, and

spurious, reduction in labor productivity.

This theoretical problem in estimating produc-

tivity is matched by an emprical difficulty. Nor-

mally, output (in value) and employment figures

for construction are comparable only at the high

levels of aggregation. Consequently, estimates of

output per man-hour are derived for contract

construction, not for the different types of con-

struction (such as homebuilding). Variations in

the composition of construction activity by type

of structure are likely to dominate measured

changes in productivity, because labor require-

ments differ considerably among types of con-

struction.

In general, estimating labor productivity in

construction is difficult because of (1) the het-

erogeneous nature of the product (in terms of

size, function, performance characteristics, date

of completion, and quality of work); and (2) the

absence, in most cases, of employment and vol-

ume (or work) information specific to a given

type of construction.

Economists do estimate measures of real out-

put in construction, however. These are used

in calculations of growth in the capital stock,

and the resulting productivity figures (since

man-hours worked estimates are available) are

cited in discussions of wage policy. The Eco-

nomic Report of the President and Council of

Economic Advisers, 1968 includes a table (Table

18, p. 123) purporting to show real labor produc-

tivity changes in contract construction, 1947-67.

This table indicates that the annual rate of

D. Labor Productivity in Construction
Analysis of labor productivity on construction
operations is extraordinarily difficult. The diverse and changing nature of the product causes
difficulty in defining a unit of output. The
products of construction also have characteristics
other than size and performance. An edifice is
characterized, in part, by its date of completion
and the quality of its workmanship. Ideally, a
measure of labor productivity would include all
dimensions (quantity, duration to completion,
etc.) of the product. Theoretically, a physical
measure (units of output) is probably impossible.
The appropriate value measure would be t~e
discounted present value of the structure at Its
completion date. There is, of course, in practice
no such measure.
Because the full dimensions of construction
products are ignored in productivity figures, estimates of output per man-hour have been biased.
The production process often requires substitution of man-hours for speed of completion. Since
projects are val ued by con tract cost, not by the
present value of the structure, an increased use
of man-hours can only result in a measured, and
spurious, reduction in labor productivity.
This theoretical problem in estimating productivity is matched by an emprical difficulty. Normally, output (in value) and employment figures
for construction are comparable only at the high
levels of aggregation. Consequently, estimates of
output per man-hour are derived for contract
construction, not for the different types of construction (such as homebuilding). Variations in
the composition of construction activity by type
of structure are likely to dominate measured
changes in productivity, because labor requirements differ considerably among types of construction.
In general, estimating labor productivity in
construction is difficult because of (1) the heterogeneous nature of the product (in terms of
size, function, performance characteristics, date
of completion, and quality of work); and (2) the
absence, in most cases, of employment and volume (or work) information specific to a given
type of construction.

change of real output per man-hour in contract

Economists do estimate measures of real output in construction, however. These are used
in calculations of growth in the capital stock.
and the resulting productivity figures (since
man-hours worked estimates are available) are
cited in discussions of wage policy. The Economic Report of the President and Council of
Economic Advisers, 1968 includes a table (Table
18, p. 123) purporting to show real labor productivity changes in contract construction, 1947-67.
This table indicates that the annual rate of
change of real output per man-hour in contract
construction from 1959-66 was -0.3 percent.
These statistics are clearly underestimates. The
productivity measure is real gross output originating per man-hour in contract construction. 20
The deflators used to obtain constant dollar
output are essentially those used in the Department of Commerce Composite Construction Cost
Index. This index, which in large part takes no
account of productivity changes, is well known
to be an over-estimate of price changes in the
industry and, therefore, an understatement of
real output changes. Furthermore, the gross output originating estimates for contract construction apparently are derived by a double deflation
mcthod,:!l resulting in an implicit deflator for
contract construction output even more in error
than the Department of Commerce Composite
(see Table 6). The estimates of the real output
per man-hour are, consequently, completely misleading.
The publication of these estimates by the
Council of Economic Advisers is somewhat surprising in view of the well known inadequacy
of construction deflators in productivity analysis,
and since better indices are currently available.
In fact, the Council notes that "in the construction sector, the nature of the available price
data may lead to an understatement of the
· output per man- h our. " .,.,
growt h ... III
-Recently there have been several attempts to
provide better labor productivity and real output
indices for construction. Douglas C. Dacy has
20. See Appendix B for a description of the derivation
of these estimates.
21. DeRating value put-in-place and materials shipments separtely and subtracting to obtain gross output
originating (value-added. in essence) in constant dollars.
See Appendix B.
22. See the Economic Report of the President and the
Council of Economic Advisers (Washington: Government
Printing Offic<;.. 1,968 . p. 122.
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productivity measure is real gross output origi-

nating per man-hour in contract construction.20
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TABLE 6. Construction Cost Indices, 1947-65

Year
TABLE 6. Construction Cost Indices, 1947-65

Implicit Deflator

Dacy's Price

for Gross Output

Department of

Index for

Originating in

Commerce Composite

Contract

Contract Construction

Cost Index

Construction

Year

1.

2.

3.

1958 = 100

1947
1948
1949
1950
1951
1952
1953
:954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965

Implicit Deflator
for Gross Output
Originating in
Contract Construction
1.
1958 - 100
69
79
76
78
82
83
88
87
87
92
99
100
101
104
109
115
120
126
132

Department of
Commerce Composite
Cost Index

2.
1958 = 100
67
75
74

Dacy's Price
Index for
Contract
Construction
3.
1958 = 100
76
81

Gordon's Final
Price of
Construction
Index
4.
1958 = 100

77
85
82
81
95
97
96
93
93
103
105
100
99
99
98
101
104
106
109

77

77

82
92
92
93
92
96
100
100
100
103
102
100
101
102

84
86
88
88
90
95
99
100
102
103
104
107
109
112
116

1958 = 100

1958 = 100

1947

69

67

76

Sources: Column (1): Jack J. Gottsegen, "Revised Estimates of GNP by Major Industries," Survey 01 Current Business, 47, 4 (April
1967), p. 24; Column (2): 1947-1962-Department of Commerce. Business and Defense Services Administration, Construction
Statistics, 1915-1964, A Supplement to Construction Review (Washington: Government Printing Office, January 1966); 1962-1965,
Business and Defense Services Administration, Construction Review, 13, 12 (December 1967); Column (3): Douglas C. Dacy,
"Productivity and Price Trends in Construction Since 1947," Reviewal Economics and Statistics, xlvii, 4 (November 1965), p. 408;
Column (4): Robert J. Gordon, "A New View of Real Investment in Structures. 1919-1965," a paper presented at the December
1967 Meetings of the Econometric Society in Washington, D. C., forthcoming, Table A-8, pp. A-22-23, Column 2.

1948

79

75

81

1949

76

74

77

1950

78

77

82

1951

82

84

92

1952

83

86

92

1953

88

88

93

1954

87

88

92

1955

87

90

published indices of price and productivity in
construction derived by simultaneous estimation
from indices of man-hours, current dollar ex pendi tures, wages, and materials prices. 23 Robert J.
Gordon has modified the Dacy Procedures and
constructed a "Final Price of Construction"
(FPC) index.:!4 Both these studies have yielded
indices of price increases considerably below
that implicit in estimates of real output originating in the Department of Commerce Composite. Consequently, Dacy and Gordon report
considerably higher rates of labor productivity
increase in contract construction than the Council has published (see Table 7).
The authors do not wish to imply that either
the Dacy or Gordon index is a fully adequate
measure of price and productivity changes in
contract construction. The heterogeneous nature
of construction output and the inadequacies of
present methods of data collection prevent the
construction of completely acceptable indices.
Gordon reports, for example, that his Final Price
of Structures (FPS) index depends on several

96

1956

92

95

100

1957

99

99

100

1958

23. Douglas C. Dacy, "Productivity and Price Trends in
Construction Since 1947," Review of Economics and Statistics, 47, 4 (November 1965), pp. 406-11.
24. Robert J. Gordon, "A New View of Real Investment
in Structures, 1919-65," a paper presented at the December
1967 meetings of the Econometric Society in Washington,
D_ C., forthcoming.

100

100

100

1959

101

102

Manpower in
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TABLE 7.

Real Output Per Man-Hour Indices for
Contract Construction, 1947-1965

Year
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
Annual Average
Rate of Change
Percent
1947-53
1953-59
1959-65
(1958-65)
1947-65

1.

71
72
78
80
84
85
89
94
99
101
99
100
103
103
102
102
101
101
100

3.8
2.4
-0.4
0.0
1.9

2.
65

72
83
83
79
79
84
92
91
92
97
100
101
106
108
113
114

4.3
3.1

3.
63
66
73
85
71
74
79
90
99
89
91
100
109
107
113
115
115
114
116

3.8
5.5
1.0
2.1
3.4

Sources: Column (1): calculated from an index of constant
dollar gross output originating in contract construction,
1947-65. in Jack J. Gottsegen, "Revised Estimates of GNP by
Major Industries," Survey of Current Business, 47. 4 (April 1967),
p. 23; and from an index of man-hours in contract construction 1947-65, in R. J. Gordon, "A New View of Real Investment
in Structures, 1919-1965," a paper presented at the December
1967 meetings of the Econometric Society in Washington,
D. C., forthcoming, Table A-7, pp. A-18-19-20, Column 3;
Column (2): D. C. Dacy. "Productivity and Price Trends in
Construction Since 1947," Review of Economics and Statistics,
xlvii. 4 (November 1965), p. 408; and Column (3): R. J. Gordon,
op. cit., Table A-8, pp. A-22-23, Column 4.
1. Council of Economic Advisers, Department of Commerce,
and BLS.
2. Dacy.
3. Gordon.
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arbitrary assumptions, including "that the input

of real materials in construction has been pro-

portional to real output . . . that the share of

contractors in each sector of construction has

remained constant over a 48-year period . . . and

that fluctuations in productivity, discounts, and

profit margins for steel and concrete components

are an adequate representation of the behavior

of the total construction industry." 25 Neverthe-

less, Dacy's and Gordon's work is a considerable

improvement over the Department of Commerce

Composite Index.

Estimations of real productivity change in

construction by a specific type of work are avail-

able for highway construction only. Data cover-

ing on-site man-hours per $1000 (1958 dollars)

of construction contract for new federally aided

primary highways are available for 1947â64 from

the Bureau of Public Roads. These data show

that on-site man-hours per (constant) $1000 of

construction cost declined at a rate of 4.9 percent

per year (although the 1959-64 rate of decline

was only 2.8 percent per year).20

Construction often is referred to as an industry

of lagging labor productivity. While there is little

evidence to support such a view, especially with

respect to recent decades,27 there is little doubt

that the construction work force could be better

utilized at the site in many projects, as well as

in the industry as a whole. Under-utilization is

often a problem of the quality of management

and supervision and the quantity of the work

force. There are, however, work practices and

customs in certain localities which deserve at-

tention for their effect on productivity:

(a) Idleness or low productivity on the job

is largely a result of managerial ineffectiveness.

Materials, hand tools, and other equipment often

are not available on the site at appropriate times.

Poor job supervision often results in the use of

out-moded and less than efficient work tech-

niques. The scheduling of construction opera-

25. Gordon, op. cit., pp. 105-6. He adds that perhaps

"the biases introduced by these assumptions may be par-

tially offsetting." (p. 106)

26. U.S. Department of Labor, Bureau of Labor Statis-

tics, Labor and Materials Requirements for Construction of

Federally Aided Highway, 1958, 1961 and 1964, Report No.

299 (Washington: Government Printing Office).

27. See Christopher A. Sims, "Efficiency in the Construc-

arbitrary assumptions, including "that the input
of real materials in construction has been proportional to real output . . . that the share of
contractors in each sector of construction has
remained constant over a 48-year period ... and
that fluctuations in productivity, discounts, and
profit margins for steel and concrete components
are an adequate representation of the behavior
of the total construction industry." 25 Nevertheless, Dacy's and Gordon's work is a considerable
improvement over the Department of Commerce
Composite Index.
Estimations of real productivity change in
construction by a specific type of work are available for highway construction only. Data covering on-site man-hours per $1000 (1958 dollars)
of construction contract for new federally aided
primary highways are available for 1947-64 from
the Bureau of Public Roads. These data show
that on-site man-hours per (constant) $1000 of
construction cost declined at a rate of 4.9 percent
per year (although the 1959-64 rate of decline
was only 2.8 percent per year).26
Construction often is referred to as an industry
of lagging labor productivity. While there is little
evidence to support such a view, especially with
respect to recent decades,27 there is little doubt
that the construction work force could be better
utilized at the site in many projects, as well as
in the industry as a whole. Under-utilization is
often a problem of the quality of management
and supervision and the quantity of the work
force. There are, however, work practices and
customs in certain localities which deserve attention for their effect on productivity:
(a) Idleness or low productivity on the job
is largely a result of managerial ineffectiveness.
Materials, hand tools, and other equipment often
are not available on the site at appropriate times.
Poor job supervision often results in the use of
out-moded and less than efficient work techniques. The scheduling of construction opera-

tion Industry," a report submitted to the President's

Committee on Urban Housing, April 5, 1968, forthcoming.

tions is a very complex task, manpower being

merely one of many factors which must coordi-

nate. Thus, the work practices of employers

with respect to scheduling and supervision are

25. Gordon, op. cit., pp. 105-6_ He adds that perhaps
"the biases introduced by these assumptions may be partially offsetting." (p. 106)

tions is a very complex task, manpower being
merely one of many factors which must coordinate. Thus, the work practices of employers
with respect to scheduling and supervision are
important determinants of labor productivity.
For many years the interest of engineers in the
role of manpower in the construction process
has been largely latent. Recently, however, there
has been renewed interest in the application of
industrial engineering techniques to construction. 28
(b) Another factor affecting manpower productivity in construction is the quality and
breadth of training of the work force in the
industry, and its availability when needed. Onsite jobs may differ considerably in the level of
skill required between sites and at different
points in the cycle of a single project. The work
force--or portions of it-must be capable of
handling the more difficult assignments as well
as routine work. Where adequately trained men
are lacking (or are poorly utilized) productivity
may suffer.
(c) Restrictive practices frequently have been
cited as affecting productivity in construction
and homebuilding. The conglomerate list often
cited in such discussions includes such diverse
elements as restrictions on the use of machines
and hand tools, on the use of tools by foremen,
and on the activities of shop stewards; regulations concerning the employment of apprentices,
jurisdictional requirements, the pacing of work,
sub-contracting, the honoring of picket lines,
wildcat strikes, hazard pay; provisions for cleanup, coffee breaks, lunch breaks, requirements
concerning crew sizes, call-in time, wage scales
and overtime, hiring arrangements, stand-by
workers, the storage of tools and clothing; provisions affecting layoffs and promotion, travel
time and maintenqnce allowances, job classifications and premium pay, etc. This list ranges
from the provisions of wage and work-practicesnormally the subject of collective bargainingto informal practices and illegal work stoppages.
There is little systematic and comprehensive information on these subjects-and on their actual
effects on productivity. There have been few, if

important determinants of labor productivity.

For many years the interest of engineers in the

role of manpower in the construction process

has been largely latent. Recently, however, there

has been renewed interest in the application of

industrial engineering techniques to construc-

tion.28

(b) Another factor affecting manpower pro-

26. U.S. Department of Labor, Bureau of Labor Statistics, Labor and Materials Requirements for Construction of
Federally Aided Highway, 1958, 1961 and 1964, Report No.
299 (Washington: Government Printing Office).

27. See Christopher A. Sims, "Efficiency in the Construction Industry," a report submitted to the President's
Committee on Urban Housing, April 5, 1968, forthcoming.

ductivity in construction is the quality and

28. See the National Association of Homebuilders Research Foundation, Inc., Industrial Enginering Study of
Interior Painting for the National Association of Homebuilders (Rockville, Md.: NAHB Research Foundation.
Inc., June 1!)6f> and I uly 1967) (two studies).
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breadth of training of the work force in the

industry, and its availability when needed. On-

site jobs may differ considerably in the level of

skill required between sites and at different

points in the cycle of a single project. The work
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any, objective surveys of the actual extent of

such practices and their cost effects throughout

the country and by locality. Because of the com-

plexity of the issues involved such a study would

require (1) prior specification of the problem

to be investigated in a clear, unambiguous man-

ner; (2) a scientifically selected sample of job

sites on which the practice being investigated

could be sought and analyzed; and (3) cost data

specially obtained (perhaps by experimentation

with alternative methods) to measure the impact

of the practice under study. For example, in

order to investigate the impact of a collective

bargaining contract provision prohibiting the

use of a particular tool on site, the nature of

the provision and the tool involved must be

clearly defined; a representative sample of job

sites in the study area must be selected and

visited or surveyed by questionnaire; and the

cost of the prohibited method of work must be

weighed against that of methods in use. This

study was not designed to concentrate on pro-

viding such information.29

The concept of a restrictive practice is often

ambiguous and elusive. A crew size rule may be

seen as a safety rule by some and a restrictive

practice by others. There are genuine differences

over the pace of work, the existence of health

hazards, the flexibility in administering work

rules and craft assignments, the normal quality

and skill of the work force, the variability around

this norm, the scope and content of jobs, the

rate at which technological changes should be

introduced, and the preferences for security in

employment. The effects of work rules also vary

widely among the size of projects and types of

construction operations.

Collective bargaining agreements may contain

no provisions described as restrictive practices,

but such practices may nonetheless be operative;

on the other hand, agreements may contain re-

strictive clauses which are not actually enforced.

any, objective surveys of the actual extent of
such practices and their cost effects throughout
the country and by locality. Because of the complexity of the issues involved such a study would
require (1) prior specification of the problem
to be investigated in a clear, unambiguous manner; (2) a scientifically selected sample of job
sites on which the practice being investigated
could be sought and analyzed; and (3) cost data
specially obtained (perhaps by experimentation
with alternative methods) to measure the impact
of the practice under study. For example, in
order to investigate the impact of a collective
bargaining contract provision prohibiting the
use of a particular tool on site, the nature of
the provision and the tool involved must be
clearly defined; a representative sample of job
sites in the study area must be selected and
visited or surveyed by questionnaire; and the
cost of the prohibited method of work must be
weighed against that of methods in use. This
study was not designed to concentrate on providing such informatbn. 2 !l
The concept of a restrictive practice is often
ambiguous and elusive. A crew size rule may be
seen as a safety rule by some and a restrictive
practice by others. There are genuine differences
over the pace of work, the existence of health
hazards, the flexibility in administering work
rules and craft assignments, the normal quality
and skiIl of the work force, the variability around
this norm, the scope and content of jobs, the
rate at .which technological changes should be
introduced, and the preferences for security in
employment. The effects of work rules also vary
widely among the size of projects and types of

construction operations.
Collective bargaining agreements may contain
no provisions described as restrictive practices,
but such practices may nonetheless be operative;
on the other hand, agreements may contain restrictive clauses which are not actually enforced.
Moreover, these practices are peculiarly a local
matter, varying from one locality to another, and
may even be enforced differently among different
branches of construction and among individual
contractors in a given locality. Their application
may also vary-usually inversely-with the volume of construction activity. The negotiation of
a collective bargaining agreement may involve
work rule issues. If contractors make a concession
on the wage rate for non-acceptance of a restrictive clause, the contract will show no restrictive
practices. Moreover, it should not be presumed
that non-union operations are free of work rules
and practices.
Like other labor-management problems, work
practices represent a large cluster of interrelated
issues, each of which requires separate analysis.
Certainly, any policy program to deal with this
range of questions must be detailed and selective; there is no single problem labeled as "restrictive practices," and there certainly is no
single solution or formula. In fact, the utilization of manpower at job sites and in the industry
as a whole is of much greater significance to
productivity in the industry than work practices
as commonly discussed.

29. The recent Supreme Court decision in the Philadelphia pre-hung door (National Woodwork) case has focused
attention on a refusal to handle certain materials brought
on-site. In fact, there are probably few places in the
country where the particular problem exists in this form.
The Philadelphia case (National 'Voodwork Manufacturers' Association v. NLRB, 386 U.S. 612, decided April 17,
1967) involved enforcement by the Carpenters' District
Council of Philadelphia and Vicinity against a contractor
of a provision in the local collective bargaining agreement
which read "No member of this District Council will
handle . . . any doors . . . which have been filled prior
to being furnished on the job." The Supreme Court of
the United States upheld the NLRB's dismissal of an
unfair labor practice charge against the union in this
instance. The Court held, in a five-four decision, that
since the purpose of the contract provision was preservation of work customarily done by carpenters on-site, it
was an activity protected by the National Labor Relations

Act. Comparing the rule quoted above with a sub-contracting clause in a manufacturing agreement, the Court cited
Fibreboard Paper Products Corp. v. NLRB (379 U.S. 203)
that "experience illustrates that contracting out in one
form or another has been brought, widely and successfully, within the collecth:e bargaining framework," and
also quoting Fibreboard notes "the amenability of such
subjects to collective bargaining." Furthermore, the Court
said that "the \Voodwork Manufacturers' Association and
amici who support its position advance several reasons,
grounded in economic and technological factors, why 'will
not handle' clauses should be invalid in all circumstances.
But," the Court concludes, "that is for Congress."
The dissenters argued that the enforcement of the "no
member . . . will handle" clause constituted a secondary
boycott, regardless of purpose, and was thereby proscribed.
Furthermore, that the clause is not akin to a sub-contracting rule as in Fibreboard, but simply limits the employer's
right to decide where to buy a product.

E. Wages and A.nnual Earnings
Hourly wage scales of contract construction are
high, relative to those of most other industries.
Over the 1947-67 period, average hourly earnings

Moreover, these practices are peculiarly a local

matter, varying from one locality to another, and

may even be enforced differently among different

branches of construction and among individual

contractors in a given locality. Their application

may also varyâusually inverselyâwith the vol-

ume of construction activity. The negotiation of

a collective bargaining agreement may involve

work rule issues. If contractors make a concession

on the wage rate for non-acceptance of a restric-

tive clause, the contract will show no restrictive

practices. Moreover, it should not be presumed

that non-union operations are free of work rules

and practices.

Like other labor-management problems, work

practices represent a large cluster of interrelated

issues, each of which requires separate analysis.

Certainly, any policy program to deal with this

range of questions must be detailed and selec-

tive; there is no single problem labeled as "re-

strictive practices," and there certainly is no

single solution or formula. In fact, the utiliza-

tion of manpower at job sites and in the industry

as a whole is of much greater significance to

productivity in the industry than work practices

as commonly discussed.

E. Wages and Annual Earnings

Hourly wage scales of contract construction are
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in construction have exceeded those in all manu-

facturing by 27 to 45 percent and in 1967 those

in basic steel by as much as 15 percent (see

Table 8). The differentials have increased slightly

in the past several years. In contract construction

(union scales) and manufacturing a comparison

of hourly scales by craft indicates even greater

differentials in favor of the construction industry.

A comparison has been made of basic hourly

rates in contract construction (national average)

and basic steel for seven crafts, 1947-66. For

example, for carpenters the construction union

in construction have exceeded those in all manufacturing by 27 to 45 percent and in 1967 those
in basic steel by as much as 15 percent (see
Table 8). The differentials have increased slightly
in the past several years. In contract construction
(union scales) and manufacturing a comparison
of hourly scales by craft indicates even greater
differentials in favor of the construction industry.
A comparison has been made of basic hourly
rates in contract construction (national average)
and basic steel for seven crafts, 1947-66. For
example, for carpenters the construction union
scale was 35 percent above the hourly rate for

carpenters in basic steel, on July I, 1966 (see
Table 9) . These differentials are not, in general,
changing. Finally, the Bureau of Labor Statistics
recen tly has pu blished a survey in fifty metropolitan areas of the union scale and maintenance
rates in manufacturing for carpenters, electricians, and painters, in late 1965 or early 1966.30
Differentials inevitably favor contract construction, but for carpenters range from 73 percent in
30. Lily Mary David and T. P. Kanninen, "Workers'
Wages in Construction and Maintenance," Monthly Labor
Review, 91, 1 Uanuary 1968), pp. 46·49.

scale was 35 percent above the hourly rate for

carpenters in basic steel, on July 1, 1966 (see

Table 9). These differentials are not, in general,

changing. Finally, the Bureau of Labor Statistics

TABLE 8. Average Hourly Earnings in Contract Construction, All Manufacturing and Basic Steel, 1947-67, and
Wage Relatives

recently has published a survey in fifty metropoli-

Contract
Construction
(1)

tan areas of the union scale and maintenance

rates in manufacturing for carpenters, electri-

cians, and painters, in late 1965 or early 1966.30

Average Hourly Earnings *
All Manufacturing

Basic Steel

Wage Relatives
Construction and
Construction and
All Manufacturing
Basic Steel

(3)

(2)

(51

(4)

[(I)! (2)]

[(I)! 3)]

Differentials inevitably favor contract construc-

tion, but for carpenters range from 73 percent in

30. Lily Mary David and T. P. Kanninen, "Workers'

Wages in Construction and Maintenance," Monthly Labor

Review, 91, 1 (January 1968), pp. 46-49.

TABLE 8. Average Hourly Earnings in Contract Construction,

Wage Relatives

All Manufacturing and Basic Steel, 1947-67, and

Average Hourly Earnings *

Wage Relat

ives

Contract

All

Manufacturing

Basic Steel

Construction

and Construction and

Construction

1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959

1.541
1.731
1.792
1.863
2.02
2.13
2.28
2.39
2.45
2.57
2.71
2.82
2.93

1.217
1.328
1.378
1.440
1.56
1.65
1.74
1.78
1.86
1.95
2.05
2.11
2.19

1.449
1.591
1.658
1.703
1.90
2.00
2.18
2.22
2.39
2.54
2.70
2.88
3.06

1.27
1.30
1.30
1.29
1.29
1.29
1.31
1.34
1.32
1.32
1.32
1.34
1.34

1.06
1.09
1.08
1.09
1.06
1.07
1.05
1.08
1.03
1.01
1.00
.98
.96

1961
1962
1963
1964
1965
1966
1967

3.20
3.31
3.41
3.55
3.69
3.88
4.09

2.32
2.39
2.46
2.53
2.61
2.72
2.83

3.16
3.25
3.31
3.36
3.42
3.53
3.57

1.38
1.38
1.39
1.40
1.41
1.43
1.45

1.01
1.02
1.03
1.06
1.08
1.10
1.15

1960

2.26

3.08

3.04

1.01

1.36

All Manufacturing

Basic Steel

Source: Bureau of labor Statistics, Employment and Earnings, 1909·66, and Monthly Labor Review, February 1968.
• Excluding overtime hours.

(1)

(2)

(3)

(4)

TABLE 9.

[(1)/(2)1

(5)

[(l)/(3)]

1947

1.541

1.217

1.449

1.27

1.06

1948

1.731

1.328

1.591

1.30

1.09

1949

1.792

1.378

Wage Relative* for Building Tradesmen in Contract Construction and Basic Steel, Basic Rates Only.

1947-66

July I,

1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

Boilermakers

Bricklayers

Carpenters

Electricans

Painters

Pipe
Fitters

Sheet Metal
Workers

1.23
1.38
1.32
1.38
1.31
1.27
1.31
1.33
1.27
1.33
1.28
1.25
1.30
1.36
1.37
1.37
1.42
1.48
1.53
1.39

1.37
1.56
1.49
1.54
1.45
1.44
1.43
1.44
1.37
1.43
1.36
1.30
1.35
1.39
1.40
1.40
1.44
1.48
1.52
1.38

1.26
1.39
1.30
1.36
1.31
1.27
1.28
1.30
1.25
1.30
1.23
1.20
1.26
1.31
1.32
1.33
1.32
1.42
1.49
1.35

1.23
1.34
1.33
1.37
1.33
1.28
1.28
1.29
1.22
1.29
1.22
1.20
1.24
1.31
1.32
1.34
1.38
1.43
1.47
1.33

1.30
1.41
1.35
1.39
1.34
1.30
1.31
1.32
1.27
1.33
1.25
1.22
1.26
1.31
1.32
1.32
1.37
1.41
1.47
1.32

1.34
1.44
1.40
1.46
1.40
1.35
1.36
1.40
1.33
1.39
1.47
1.30
1.35
1.40
1.41
1.41
1.46
1.52
1.58
1.44

1.18
1.33
1.24
1.30
1.24
1.22
1.23
1.26
1.21
1.26
1.19
1.18
1.23
1.29
1.29
1.30
1.36
1.41
1.46
1.33

1.658

1.30

1.08

Source: Bureau of labor Statistics and the American Iron and Steel Institute.
* The construction rate divided by the steel rate.

1950

1.863

1.440

1.703

1.29
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New York to 11 percent in Richmond, Virginia;

for electricians, from 63 percent in Little Rock-

North Little Rock to 18 percent in Houston; and

for painters from 54 percent in Washington,

D. C. to 3 percent in Charleston, West Virginia

(see Table 10). In general, differentials are

highest in the Northeast, somewhat lower in the

West, and lowest in the South.

In part, wage differentials between construc-

tion and manufacturing for the same occupation

are a statistical artifact. Though jobs bear the

same name in different industries, their content

may be considerably different. The building

trades journeyman in construction normally per-

forms a wider range of tasks than his counter-

part in other industries. The wage rate should

be expected to reflect the difference in job con-

tent. Furthermore, some construction crafts are

expected to supply their own tools. The wage

rate would then include a payment to capital

as well as to the labor input.

The persistence of a relative wage differential

New York to II percent in Richmond, Virginia;
for electricians, from 63 percent in Little RockNorth Little Rock to 18 percent in Houston; and
for painters from 54 percent in Washington,
D. C. to 3 percent in Charleston, West Virginia
(see Table 10). In general, differentials are
highest in the Northeast, somewhat lower in the
West, and lowest in the South.
In part, wage differentials between construction and manufacturing for the same occupation
are a statistical artifact. Though jobs bear the
same name in different industries, their content
may be considerably different. The building
trades journeyman in construction normally performs a wider range of tasks than his counterpart in other industries. The wage rate should
be expected to reflect .the difference in job content. Furthermore, some construction crafts are
expected to supply their own tools. The wage
rate would then include a payment to capital
as well as to the labor input.

The persistence of a relative wage differential
over long periods argues for rather fundamental
differences in working conditions among industries. Probably the most important characteristic
of employment in construction for most workers
is its intermittency. In addition, working conditions are frequently less favorable than elsewhere.
Construction work is often physically difficult,
and in adverse weather may be unpleasant
(certainly more so than in-plant maintenance
work, for example). Building tradesmen employed by contractors must be prepared to move
considerable distances and, sometimes, to be away
from home for long periods. The pace of work
is often hard, with relatively high accident rates.
There are, of course, wide variations among
crafts and sites in the nature of working conditions. The wage rate in the building trades
should be expected to include, in the long run,
a differential reflecting these characteristics of
employment in the industry.

over long periods argues for rather fundamental

differences in working conditions among indus-

tries. Probably the most important characteristic

of employment in construction for most workers

TABLE 10. Areas With Highest and Lowest Percentages Between Union Scales in Construction and Straight-Time
Average Hourly Earnings of Maintenance Workers, 3 Crafts, 1965-66

is its intermittency. In addition, working condi-

tions are frequently less favorable than elsewhere.

Carpenters

Electricians

Painters

Construction work is often physically difficult,

and in adverse weather may be unpleasant

(certainly more so than in-plant maintenance

work, for example). Building tradesmen em-

ployed by contractors must be prepared to move

considerable distances and, sometimes, to be away

Metropolitan area

Percent
differential wage
scales over
maintenance average
hourly earnings

Metropolitan area

Percent
differential wage
scales over
maintenance average
hourly earnings

Metropolitan area

Percent
differential wage
scales over
maintenance average
hourly earnings

Washington, D. C.
New York
Atlanta
San Diego
New Haven
Boston
Cleveland
Miami
Trenton
Pittsburgh

54
52
51
49
48
46
42
42

Charleston, W. Va.
Portland, Maine
South Bend
Savannah
Richmond
New Orleans
Denver
Houston
Portland, Oreg.
Omaha

3
7
8
10

from home for long periods. The pace of work

HIGHEST DIFFERENTIALS

is often hard, with relatively high accident rates.

There are, of course, wide variations among

crafts and sites in the nature of working condi-

tions. The wage rate in the building trades

should be expected to include, in the long run,

a differential reflecting these characteristics of

employment in the industry.

TABLE 10. Areas With Highest and Lowest Percentages Between Union Scales in Construction and Straight-Time

Average Hourly Earnings of Maintenance Workers, 3 Crafts, 1965-66

Carpenters

Electricians

Painters

Metropolitan area

New York
New Haven
Chattanooga
Trenton
Memphis
Pittsburgh
Little Rock-N. Little Rock
Providence-Pawtucket
Portland, Maine
Boston

73
61
57
56
53
52
48
48
47
44

Little Rock-N. Little Rock
Boston
Trenton
Philadelphia
New Haven
Providence-Pawtucket
Pittsburgh
New York
York
Miami

63
62
61
58
56
53
52
50
50
49

44

41

Percent

LOWEST DIFFERENTIALS

Metropolitan area

Percent

Metropolitan area

Percent

differential wage

differential wage

differential wage

scales over

scales over

scales over

maintenance average

maintenance average

Richmond
Birmingham
Kansas City
Houston
Savannah
Louisville
Des Moines
South Bend
Dayton
Davenport-Rock Island

11

18
19
20
21
21
21
22
24
24

18
19
23
24
24
24
24
26
27
28

Houston
Birmingham
Richmond
Davenport-Rock Island
Atlanta
Charleston, W. Va.
Milwaukee
Spokane
Louisville
Youngstown-Warren

11

13
15
15
16
16

maintenance average

hou

rly earnings

Source: Lily Ma~avid and T. P. Kanninen. "Workers' Wages in Construction and Maintenance," Monthly Labor RevIew. Vol. 91,
No. 1 (January 1
), p. 48.

hourly earnings

hourly earnings

HIGHEST DIFFERENTIALS

New York

73

Little Rock-N. Little Rock
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Nevertheless, high hourly wage rates in con-

tract construction are not translated, on average,

into relatively high annual incomes. Employ-

ment is uncertain, even for workers employed in

no other industry, and spells of employment, or

work at lower wages in other industries, are fre-

quent. According to estimates of annual earnings

by industry prepared by the Social Security Ad-

ministration from Social Security tax reports, an-

nual earnings of construction workers were often

considerably below those in industries paying a

much lower hourly scale. In 1963 for individuals

reporting earnings in all four quarters (or with

the maximum reportable earnings from a single

employer) and whose major job (by reported

earnings) was in non-highway heavy construction,

median total earnings were $5867; in highway

and street construction, $5468; in general build-

ing construction, $5253. The median annual

wages for workers employed in all four quarters

of the year in blast furnaces, steelworks, etc., was

$7002.31 Yet in 1963 average hourly earnings in

construction exceeded those in the basic steel

industry by 3 percent.

Lest the comparison with manufacturing seem

to prejudice the case concerning annual earnings

of construction, a ranking of annual earnings in

contract construction against other industry divi-

sions was made for 1957.3- For any of three groups

of workersâthose who reported earnings in all

four quarters, by industry of most earnings, and

those with any earnings from the industryâcon-

tract construction appears in the second half of

a rank listing of 69 industries by median wages

for males.

The distribution of annual earnings of con-

struction workers is highly skewed. While some

workers make high annual incomes, others earn

very little. High earnings tend to be associated

with year-round work. Table 11 presents a dis-

tribution of the employees of contractors in 1964

by several intervals of total earnings during the

year and by type of contractor. Data are present-

ed only for employees who reported most of their

31. Data from Old Age and Survivors Insurance Con-

tinuous Work History (CWH) Sample. Compiled for the

Bureau of Labor Statistics in Spring, 1966.

earnings from the specified industry and who

either (1) did any work at all during the year,

or (2) were estimated to have worked in all four

quarters of the year. The table shows, for exam-

ple, that for persons whose 1964 earnings were

mostly from general building contractors 44.47

percent earned less than $3000 in the course of

the year from all sources.33 For those who worked

in each of the quarters of the year, however,

only 13.16 percent earned less than $3000.

Thus, a large number of construction workers

appear to earn very low annual incomes. In 1964,

41.5 percent of those earning most of their in-

Nevertheless, high hourly wage rates in contract construction are not translated, on average,
into relatively high annual incomes. Employment is uncertain, even for workers employed in
no other industry, and spells of employment, or
work at lower wages in other industries, are frequent. According to estimates of annual earnings
by industry prepared by the Social Security Administration from Social Security tax reports, annual earnings of construction workers were often
considerably below those in industries paying a
much lower hourly scale. In 1963 for individuals
reporting earnings in all four quarters (or with
the maximum reportable earnings from a single
employer) and whose major job (by reported
earnings) was in non-highway heavy construction,
median total earnings were $5867; in highway
and street construction, $5468; in general building construction, $5253. The median annual
wages for workers employed in all four quarters
of the year in blast furnaces, steelworks, etc., was
$7002.:n Yet in 1963 average hourly earnings in
construction exceeded those in the basic steel
industry by 3 percent.
Lest the comparison with manufacturing seem
to prejudice the case concerning annual earnings
of construction, a ranking of annual earnings in
contract construction against other industry divisions was made for 1957. 32 For any of three groups
of workers-those who reported earnings in all
four quarters, by industry of most earnings, and
those with any earnings from the industry-contract construction appears in the second half of
a rank listing of 69 industries by median wages
for males.
The distribution of annual earnings of construction workers is highly skewed. While some
workers make high annual incomes, others earn
very little. High earnings tend to be associated
with year-round work. Table II presents a distribution of the employees of contractors in 1964
by several intervals of total earnings during the
year and by type of contractor. Data are presented only for employees who reported most of their

come from highway contractors earned less than

$3000 (see Table 11) ; in 1963, 43 percent. Simi-

larly, for those earning most of their income in

1964 from electrical contractors 26.22 percent

31. Data from Old Age and Survivors Insurance Continuous Work History (CWH) Sample. Compiled for the
Bureau of Labor Statistics in Spring, 1966.

earned less than $3000 from all sources; from

earnings from the specified industry and who
either (1) did any work at all during the year,
or (2) were estimated to have worked in all four
quarters of the year. The table shows, for example, that for persons whose 1964 earnings were
mostly from general building contractors 44.47
percent earned less than $3000 in the course of
the year from all sources. 33 For those who worked
in each of the quarters of the year, however,
only 13.16 percent earned less than $3000.
Thus, a large number of construction workers
appear to earn very low annual incomes. In 1964,
41.5 percent of those earning most of their income from highway contractors earned less than
$3000 (see Table 11); in 1963,43 percent. Similarly, for those earning most of their income in
1964 from electrical contractors 26.22 percent
earned less than $3000 from all sources; from
plumbing, heating and air conditioning contractors, 31.72 percent. Conversely, some workers
earn high annual incomes. Among those whose
earnings were mostly from general contractors in
1964, 7.21 percent earned over $9600 from all
sources; for highway contractors, 7.16 percent;
from plumbing, heating and air conditioning
contractors, 14.67 percent.
In summary, high wage rates in construction
are not translated into high annual earnings for
most construction workers.
Homebuilding is not subject to collective bargaining in many localities, and the degree of
organization varies by craft, size of builder, and
size of projects. There is significant variation
among regions and metropolitan areas in the
degree to which the union scale and fringe benefits are paid in residential work. In a few areas
a special rate is negotiated for homebuilding by
some crafts. Normally, wage scales in homebuilding are the same or lower than those in other
construction-but in periods of great activity,
rates in homebuilding may rise faster and even
exceed those in other building.
There is no central source for data regarding
the degree of organization and relative wages in
homebuilding, either nationally, regionally, or
32. The most recent year for which data are available.
33. As estimated y; the Social Security Administration.

nglna rom

plumbing, heating and air conditioning contrac-

tors, 31.72 percent. Conversely, some workers

earn high annual incomes. Among those whose

earnings were mostly from general contractors in

1964, 7.21 percent earned over $9600 from all

Manpower in Construction

26dJNIVERSITY OF MINNESOTA

TABLE 11. Cumulative Distributions by Income Classes of all Earnings for Employees Reporting Most of Their
Income in 1964 from Selected Construction Industries

Industry
TABLE 11. Cumulative Distributions by Income Classes of all Earnings for Employees Reporting Most of Their

Thousands
of
Persons

All Earnings in 1964 (in dollars)
Percentage earning less than

600

1200

2400

3000

5000

7000

1269
610

15.40
.93

24.70
3.58

38.30
12.54

44.47
18.65

63.95
43.28

79.57
67.46

92.79
88.55

407
156

11.68
.60

20.93
3.18

34.91
11.05

41.45
17.37

62.95
42.30

78.85
65.64

92.84
87.63

511
231

10.89
.57

18.19
2.12

30.26
8.50

36.25
13.85

56.36
36.57

72.47
58.82

87.14
80.40

1919
1084

12.87
.69

21.41
3.38

33.42
10.95

38.89
16.11

58.04
38.67

73.31
60.38

89.60
84.52

441
278

10.49
.59

17.56
3.00

27.44
8.89

31.72
12.59

49.80
32.88

65.81
53.61

85.33
80.06

269
184

8.44
.63

14.39
2.08

22.69
6.44

26.22
9.64

43.86
28.21

58.51
46.17

79.03
72.71

303
155

14.41
.63

24.43
3.76

37.99
13.82

44.16
20.23

63.74
43.48

79.10
67.15

94.27
90.92

129
67

16.14
1.06

26.22
5.77

39.87
15.77

46.15
22.71

63.99
46.12

80.11
70.12

94.01
91.07

9000

Income in 1964 from Selected Construction Industries

Thousands

Of

All Earnings in 1964 (in dollars)

Percentage earning less than

Industry

(1) Those reporting
most earnings
(2) and working each of
the 4 quarters of the
year in this industry

Persons

600

General Contractors

1200

(1)

2400

(2)

3000

5000

7000

9000

(1) Those reporting

Highway Contractors
(1)

(2)
Other Heavy Contractors

most earnings

(1)

(2) and working each of

(2)

the 4 quarters of the

year in this industry

General Contractors

All Special Trades
Contractors

(1)

(1)

(2)

(2)

1269

610

15.40

.93

24.70

3.58

Plumbing, Heating and
Air Conditioning
Contractors
(1)

(2)

38.30

12.54

Electrical Contractors
(1)

44.47

18.65

63.95

43.28

79.57

67.46

(2)
Masonry, Plastering,
Stone and Tile
(1)

(2)

92.79

88.55

Highway Contractors

(1)

407

156

11.68

Roofing and Sheet
Metal Contractors

(1)
(2)

Source: Tabulations from the Continuous Work History (1 Percent) Sample of the Social Security Administration made by the
Productivity Division of the Bureau of Labor Statistics.

.60

20.93

3.18

34.91

11.05

41.45

17.37

62.95

42.30

78.85

65.64

92.84

87.63

(2)

Other Heavy Contractors

by metropolitan area. The Bureau of Labor Statistics does survey union scales in many metropolitan areas, and in many cases these rates are
paid on some homebuilding as well as other
work. Table 12 presents the relative union hourly
wage rate in 14 cities for 10 crafts, as of July I,
1956, 1961, and 1966. The relative wage rate is
obtained for each year by dividing the rate for
journeymen in a craft by the national average
of all crafts 34 in that year. Thus, in 1966 the rate

(1)

511

231

10.89

.57

34. Laborers are excluded in deriving the average jour·
neyman's rate-but they are included in the table. The
laborer's scale is expressed in ratio to the national average
journeyman's scale.

18.19

2.12

30.26

8.50

36.25

56.36

Manpower in Construction

in New York City exceeded the national average
rate of journeymen of all crafts by 11.8 percent.
The table notes special residential rates expressed
in the collective bargaining contracts (e.g., the
sheet metal workers in St. Louis, in 1956).
hourly scale for journeymen sheet metal workers
A sense of the divergency between residential
wage scales and those on commercial building
may be obtained for Washington, D.C., and
Dallas County, Texas, in late 1967. Commercial
rates were established under collective bargaining agreements. Residential rates were those certified by the Solicitor of Labor to be prevailing
in the area on low-rise residential work as re-

riginal from
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TABLE 12. Union Hourly Wage Scales for Selected Crafts, for Selected Cities,
by Region, as a Fraction of National Average Journeyman's Scale, 1956, 1961 and 1966
NORTHEAST

New York City

Boston

Philadelphia

Washington

~--------~-------------------------------------------------------------------------TABLE 12. Union Hourly Wage Scales for Selected Crafts, for Selected Cities,

by Region, as a Fraction of National Average Journeyman's Scale, 1956, 1961 and 1966

New York City Boston

NORTHEAST

Philadelphia

Washington

1956

1961

1966

1956

1961

1966

1956

1961

1966

Bricklayers
Bulldozer Operators
Carpenters
Cement Finishers
Electricians
Laborers
Painters
Plumbers
Roofers
Sheet Metal Workers

1956
1.258
1.017
1.134
1.165
1.087
.901
.955
1.165
1.134
1.165

1961
1.294
1.089
1.182
1.206
1.095
.995
.905
1.107
1.095
1.206

1966
1.180
1.252
1.232
1.222
1.101
1.077
.994
1.035
1.087
1.118

1956
1.087
.970
.947
1.099
.994
.714
.823
.928
.963
.963

1961
1.045
.934
.958
1.045
1.020
.721
.833
1.020
.945
1.001

1966
1.097
.935
.983
1.046
1.087
.776
.921
1.097
.952
1.051

1956
1.165
.981
1.051
.955
1.172
.652
.901
1.165
.978
1.067

1961
1.095
.939
.995
.902
1.126
.672
.864
1.057
1.020
1.091

1966
1.118
.988
.942
.901
1.113
.694
.874
1.108
1.014
1.089

1956
1.087*
.893
1.002
.978
1.087
.581 *
.947
1.059
.776
1.059

1961
1.070
.900
.958
.939
1.085
.659
.951
1.082
.771
1.084

1966
1.118
.830
.880
.885
1.025
.626
.963
1.008
.714
1.017

1956

1961

Detroit

NORTH CENTRAL

St. Paul

St. Louis

Milwaukee

1966

Bricklayers

1.258

1.294

1.180

1.087

1.045

1.097

1.165

1.095

1.118

1.087*

1.070

1.118

Bricklayers
Bulldozer Operators
Carpenters
Cement Finishers
Electricians
Laborers
Painters
Plumbers
Roofers
Sheet Metal Workers

1.127
1.025
.994
.969
1.087
.761
.955
1.073
1.043

1.017

1.035

1.165

1.057

1.035

1.064

1.001

.912

.933
.893
1.022
.709
.902
.970
1.022
.995

.959
.890
1.077
.818
.849
1.035
.936
.994

.916*
1.095
1.087
.637
.958
1.102
.994
.885*

.989
1.014
1.022
.752
.938
1.082
.970
1.012

1.030
.895
1.097
.802
.944
1.119
.932
1.059

.932
.963
.969
.699
.885
.932
.885
.932

.915
.920
.958
.746
.873
.938
.903
.900

.855
.890
.942
.766
.849
.932
.855
.911

1.056
.907
.978
.916
.947
.738
.854
.997
.922
.947

.985
.841
.923
.856
.928
.729
.861
.950
.876
.935

1.029
.853
.934
.826
.952
.772
.882
1.008
.843
.944

Bulldozer Operators

Memphis

SOUTH

New Orleans

Houston

Atlanta

1.017

1.089

1.252

.970

.934

.935

.981

.939

.988

.893

.900

.830

Carpenters

1.134

1.182

1.232

Bricklayers
Bulldozer Operators
Carpenters
Cement Finishers
Electricians
Laborers
Painters
Plumbers
Roofers
Sheet Metal Workers
WEST

1.165
.761
.792
.792
.932
.435
.796
.970
.668
.893

1.045
.802
.858
.784
.927
.454
.821
.960
.684
.896

.994
.782
.859
.761
.937
.455
.828
.957
.683
.890

San Francisco

1.001
.893
.831
.815
.939
.474
.745
.947
.823
.876

.876
.657
.828
.735
.932
.509
.725
.960
.771
.847

.939
.672
.883
.790
1.007
.491
.746
.970
.833
.873

1.145
1.009
.924
.932
1.001
.543
.854
.963
.815
.970

.995
.970
.912
.914
.960
.522
.867
.933
.802
.960

.963
.890
.932
.854
.946
.548
.866
.890
.766
.877

Los Angeles

.947

.958

.983

1.051

.995

.942

1.002

.958

.880

Cement Finishers

1.165

1.206

1.222

1.099

Bricklayers
1.165
Bulldozer Operators
Carpenters
.932
Cement Finishers
.932
Electricians
1.048
Laborers
.722
Painters
.963
Plumbers
1.071
Roofers
.930
Sheet Metal Workers 1.165

1.094

1.159

.983
.988
1.051
.802
.975
1.137
.945
1.206

1.009
.966
1.202
.808
1.029
1.358
.901
1.118

1.180
.947
.932
.908
1.118
.714
.935
1.095
.885
1.006

1.082
1.072
.995
1.005
1.157
.811
.973
1.139
.983
1.045

1.014
1.068
1.000
.923
1.155
.766
1.019
1.149
.998
1.181

1.045

1.046

* This rate is specific to residential construction.

.955

.902

.901

.978

.939

.885
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1.040
.784
.870
.854
.963
.450
.854
.994
.621
.932

.995
.784
.858
.821
.945
.498
.846
.995
.659
.945

.983
.714
.828
.828
.890
.528
.880
.994
.631
.880

quired by the Davis-Bacon Act.33 The difference

in the residential and commercial rates is quite

marked. For example, for carpenters in Dallas

County the residential rate was $3.17 per hour;

the commercial rate was $4.50 per hour. In

Washington, D.C., the carpenter rate on rehabili-

tation was $3.25; on federal buildings alterations

and improvements, $4.60 (see Table 13). Infor-

mation of this sort is mainly illustrative, and

generalizing to the national situation would be

hazardousâhowever it does indicate the extent

of wage differentials between homebuilding and

commercial construction accompanying a gener-

quired by the Davis-Bacon Act. 3 ;; The difference
in the residential and commercial rates is quite
marked. For example, for carpenters in Dallas
County the residential rate was $3.17 per hour;
the commercial rate was $4.50 per hour. In
Washington, D.C., the carpenter rate on rehabilitation was $3.25; on federal buildings alterations
and improvements, $4.60 (see Table 13). Information of this sort is mainly illustrative, and
generalizing to the national situation would be
hazardous-however it does indicate the extent
of wage differentials between homebuilding and
commercial construction accompanying a generally depressed housing market.

ally depressed housing market.

35. Appendix C lists 56 areas for which wage rates spe-

cific to residential construction have been recognized by

the Wage Determination Division of the Solicitor's Office,

U.S. Department of Labor, in the winter of 1968. Appar-

ently, rates have been recognized in all cases which are

below or equal to the union scale on commercial construc-

tion locally, while fringes, work rules, and working con-

ditions are different.

35. Appendix C lists 56 areas for which wage rates specific to residential construction have been recognized by
the Wage Determination Qivision of the Solicitor's Office,
U.S. Department of Labor, in the winter of 1968. Apparently, rates have been recognized in all cases which are
below or equal to the union scale on commercial construction locally, while fringes, work rules, and working conditions are different.

II. Projections of Manpower Demand and

II. Projections of Manpower Demand and
Supply in Construction, to 1975
A. Manpower Demand in CO'"truction, 1975
Projections of manpower demand for selected
crafts and by type of construction have been
made for the year 1975. 36 These projections are
of man-hours, by craft. For convenience the
man-hour requirements are presented as year36. These projections depend critically upon studies of
man-hour requirements in construction made by the Bureau of Labor Statistics between 1959 and 1962. Construction expenditures in constant (1959) dollars projected to
1975 were applied to projected man-hour requirements
to derive estimates of manpower demand in 1975. The
authors regard this method as superior to any previously
used for making manpower projections in construction.
However, our estimates can be no better than the data
provided in the B.L.S. surveys on which they are based.
Considerable work is required to improve and update the
man-hour requirements studies. Therefore, the specific
numbers given in the text must be utilized with care and
circumspection.

Supply in Construction, to 1975

A. Manpower Demand in Construction, 1975

Projections of manpower demand for selected

crafts and by type of construction have been

TABLE 13. Hourly Wage Rates for Selected Crafts Certified as Prevailing in the Area, Residential and Commerciar
Construction, Dallas County, Texas, and Washington, D. C., Fall 1967
Dallas County, Texas
Residential
Commercial
Building

made for the year 1975.30 These projections are

of man-hours, by craft. For convenience the

man-hour requirements are presented as year-

Selected Crafts

36. These projections depend critically upon studies of

man-hour requirements in construction made by the Bu-

reau of Labor Statistics between 1959 and 1962. Construc-

tion expenditures in constant (1959) dollars projected to

1975 were applied to projected man-hour requirements

to derive estimates of manpower demand in 1975. The

authors regard this method as superior to any previously

used for making manpower projections in construction.

However, our estimates can be no better than the data

provided in the B.L.S. surveys on which they are based.

Considerable work is required to improve and update the

man-hour requirements studies. Therefore, the specific

numbers given in the text must be utilized with care and

circumspection.

TABLE 13. Hourly Wage Rates for Selected Crafts Certified as Prevailing in the Area, Residential and Commercial

Construction, Dallas County, Texas, and Washington, D. C, Fall 1967

Dallas County, Texas

Washington, P. C.

Selected Crafts

Residential

Commercial

Building

Rehabilitation

Alterations and

Improvements in

Federal Bulidings

(1)

$4.00
3.17
3.50

(2)
$4.775
4.50
4.25

(3)
$5.40
3.25
3.50

(4)
$5.30
4.61
4.725

3.25

4.825
5.075

3.50

5.00

1.75
2.25
2.00
2.00

2.475

2.10

3.225

2.675
2.675
2.675
2.675

2.25
2.45
3.00
2.75

3.225
3.225
3.55

4.275
4.80

3.59
3.50
3.10

4.93
5.56

(1)

Bricklayers
Carpenters
Cement Masons
Electricians
Electricians
Cable Splicers
Laborers
Laborers. unskilled
Asphalt Rakers
Mason Tenders
Mortar Mixers
Pipelayers (concrete & clay)
Plasterers Tenders
Painters
Brush
Plumbers
Roofer
Composition
Slate & Tile
Sheet Metal Workers
Truck Drivers
2-8 wheels
8+ wheels
Power Equipment Operators
Bulldozers
Rollers
Scrapers
50 cubic yds. up
under 50 cubic yds.
Foundation Boring
Machines

Washington, D. C.
Alterations and
Rehabilitation
Improvements in
Federal Bulidinp

3.25
4.00
3.00
3.50
1.75

3.725
3.875
4.60
1.625

2.50
2.125
2.50

4.55
4.55
4.15

3.00

4.55

4.36

3.60
4.10
5.31

2.30
2.40

2.95
3.05

3.25
3.25
3.25

4.285
4.085
4.885
4.285

(2)

(3)

(4)

$5.30

4.61

4.725

Bricklayers

Source: Wage Determination decisions of the Secretary of Labor:
col (1) Federal Housing Administration, Cockrell Hill Road, Dallas County, Texas; 180 units of 2-story, walk-up, semi-detached
frame, brick veneer and a 1-story mechanical, laundry and storage building; issued Sept. 1, 1967.
col (2) Department of the Army (Fort Worth District), Duncanville. Dallas County, Texas; Contract(s) for building construction;
issued October 5, 1967.
col (3) HUI).-Housing Assistance Office, Region II, Washington, D. C.; turnkey rehabilitlltion; issued October 31, 1967.
col (4) General Services Administration, Public Building Service, Region 3; Commerce Building, Washington, D. C.; alterations and
improvements; issued Novemter 3, 1967.

Carpenters

Cement Masons

Electricians

Electricians

Cable Splicers

Laborers

Manpower in Construction

Original from
263UNIVERSITY OF MINNESOTA

long jobs assuming 1800 hours per year-long job.

These demand estimates are, therefore, job esti-

mates. Only if construction workers average an

1800-hour year will these figures also be employ-

ment estimates. Normally, the work year in con-

struction is less than 1800 hours on average, so

that more employees than jobs will be required

to meet the projected manpower demand. These

estimates can be translated into various estimates

of manpower according to average hours assumed.

Manpower Requirements: Year-Long Jobs

Labor shortages or surpluses in construction

normally arise in localities and apply to particu-

lar crafts. Consequently, the craft and regional

breakdown of construction demand is more im-

portant than any single estimate of the national

number of jobs and supply of manpower. The

projections presented below are specific to craft,

to type of activity, and in part, to geographic

regions.

These projections are based upon a series of

studies of man-hour requirements on different

types of construction made by the Bureau of

Labor Statistics, United States Department of

Labor. These studies were made during 1959-63;

and follow-ups are now in progress. The Bureau

surveyed builders in each region of the United

States, obtained detailed man-hour estimates

from general and sub-contractors, and derived

estimates of labor and material requirements

per $1000 of construction contract cost. It is our

view that these studies are the best source of

manpower information currently available which

is national in scope. The projections presented

are made by applying estimated dollar expendi-

tures by type of construction to the man-hour

requirements described in these studies.

Projecting manpower demand requires assump-

tions about the future which are critical to the

resulting estimates. A single estimate, or group

of estimates, may be obtained only if certain

assumptions are made to the exclusion of others.

In candor, the researcher must not only present

his assumptions explicitly, but place them in the

foreground and indicate the effects of different

assumptions on his results. In this report a range

of alternative assumptions is presented for each

major area in which assumptions must be made.

The limits of the range of assumptions are felt

to be reasonable and to provide more moderate

assumptions within the interval. This procedure

has the advantage of focusing the discussion on

alternative assumptionsâand therefore on deter-

minants and policy choices which will affect the

projected result. Moreover, a reader of this re-

port may make his own projections by choosing

among the alternative assumptions or by modi-

fying those presented here. The assumptions

critical to our projections are:

The level of construction activity in the target

year. Since the level of construction expendi-

tures is closely related to the level of Gross Na-

tional Product, it is necessary to presume a state

long jobs assuming 1800 hours per year-long job.
These demand estimates are, therefore, job estimates. Only if construction workers average an
1800-hour year will these figures also be employment estimates. Normally, the work year in construction is less than 1800 hours on average, so
that more employees than jobs will be required
to meet the projected manpower demand. These
estimates can be translated into various estimates
of manpower according to average hours assumed.

Manpower Requirements: Year-Long Jobs
Labor shortages or surpluses in construction
normally arise in localities and apply to particular crafts. Consequently, the craft and regional
breakdown of construction demand is more important than any single estimate of the national
number of jobs and supply of manpower. The
projections presented below are specific to craft,
to type of activity, and in part, to geographic
regions.
These projections are based upon a series of
studies of man-hour requirements on different
types of construction made by the Bureau of
Labor Statistics, United States Department of
Labor. These studies were made during 1959-63;
and follow-ups are now in progress. The Bureau
surveyed builders in each region of the United
States, obtained detailed man-hour estimates
from general and sub-contractors, and derived
estimates of labor and material requirements
per $1000 of construction contract cost. It is our
view that these studies are the best source of
manpower information currently available which
is national in scope. The projections presented
are made by applying estimated dollar expenditures by type of construction to the man-hour
requirements described in these studies.
Projecting manpower demand requires assumptions about the future which are critical to the
resulting estimates. A single estimate, or group
of estimates, may be obtained only if certain
assumptions are made to the exclusion of others.
In candor, the researcher must not only present
his assumptions explicitly, but place them in the
foreground and indicate the effects of different
assumptions on his results. In this report a range
of alternative assumptions is presented for each
major area in which assumptions must be made.
The limits of the range of assumptions are felt
to be reasonable and to provide more moderate
assumptions within the interval. This procedure
has the advantage of focusing the discussion on
alternative assumptions-and therefore on deter-

minants and policy choices which will affect the
projected result. Moreover, a reader of this report may make his own projections by choosing
among the alternative assumptions or by modifying those presented here. The assumptions
critical to our projections are:

The level of construction activity in the target
year. Since the level of construction expenditures is closely related to the level of Gross National Product, it is necessary to presume a state
of the economy in 1975. Economists use the
aggregate unemployment rate as a shorthand
measure of the level of economic activity. Our
projections are made for both 3 and 4 percent
rates of aggregate unemployment.
The level of economic activity is largely affected by the path of the economy to the target year.
A 3 percent unemployment rate in 1975 will
be associated more with a lower level of real
output, the slower the economy's growth rate in
the preceding years. A fast growth rate will have
generated the production capacity requisite to
high real output in 1975. Our projections presume smooth growth of the economy at a high
rate of economic activity (4 percent unemployment rate) through 1975. 37 Specifically, we
project construction to rise at 4.0 percent per
annum, 1963-1975 38 Finally, the composition of
aggregate demand in 1975 will be important to
manpower demand. Three states of the economy
(at 4 percent unemployment) are examined
for the target year: a "high durables" economy
(involving a high level of demand for consumer
durables-such as automobiles and capital goods
-including construction); an "expected economy" (with a lower, more traditional level of
durables demand); and a "high services" economy (with capital goods expenditures declining
as a percentage of GNP) .30
Table 14 indicates the effect of the different
states of the economy upon the projected number
of jobs in all occupations (including supervisory),
on-site in new non-residential, non-highway con37. Following Clopper Almon, The American Economy
to 1975: An Interindustry Forecast (New York: Harper
and Row, 1966).
38. The rate of growth of real output in contract con·
struction. 1949-65 was approximately 4.2 percent per
annum. See Robert J. Gordon. op. cit.
39. This discussion follows Projections 1970: Interindus·
try Relationships, Potetltial Demand, Employment, U.S.
Department of Labor. Bureau of Labor Statistics (Wash.
ington: U.S. Government Printing Office. 1966). pp. 29·36.

of the economy in 1975. Economists use the

aggregate unemployment rate as a shorthand

measure of the level of economic activity. Our

projections are made for both 3 and 4 percent

rates of aggregate unemployment.

The level of economic activity is largely affect-

ed by the path of the economy to the target year.
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TABLE 14.. On-Site Manpower Requirements in. ~ew Non-Residential Non-Highway Construction, 1975,
All OCcupations, at Selected ~evels and Composition of Aggregate Economic Activity, and at Selected Rates
of Assumed Annual Increase In Real Output Per Man-hour
Thousands of Year-Long Jobs, On-Site. New Non-Residential, Non-Highway Construction, 1975
(1800 man-hours per year-long job)
TABLE 14. On-Site Manpower Requirements in New Non-Residential Non-Highway Construction, 1975,

All Occupations, at Selected Levels and Composition of Aggregate Economic Activity, and at Selected Rates

of Assumed Annual Increase in Real Output Per Man-hour

Productivity
Increase Per
Year (Percentage)

1965 (4.5 Percent
Unemployment Rate)

Thousands of Year-Long Jobs, On-Site, New Non-Residential, Non-Highway Construction, 1975

1975
3 Percent
Unemployment
Rate

Expected

High
Durables

High
Services

2,227
1,621
1,354
1,292

2,201
1,602
1,338
1,277

2,377
1,730
1,445
1,379

2,078
1,512
1,263
1,205

4 Percent Unemployment Rate

(1800 man-hours per year-long job)

Productivity

All Occupations
Increase Per

Year (Percentage)

1965 (4.5 Percent

Unemployment Rate)

0.0
2.0
3.2
3.5

1,721
1,533
1,434
1,409

1975

3 Percent

Unemployment

Rate

4 Percent Unemployment Rate

Expected

High

Durables

High

Services

All Occupations

0.0

2.0

3.2

3.5

1,721

1,533

1,434

1,409

2,227

1,621

1,354

1,292

2,201

1,602

1,338

1,277

2,377

1,730

1,445

1,379

2,078

1,512

1,263

1,205

struction in 1975 (at selected assumed rates of

annual real labor productivity increase).

The character of the American economy. Cer-

tain assumptions about the basic character of the

American economy underlie the expenditure

projections which were utilized in our study.

They include a small reduction in the (non-

Vietnam) military component of aggregate de-

mand. Further, the assumption is made that no

war of significant size will be in progress in 1975,

or for several years previously. With respect to

construction, specifically, our manpower esti-

mates involve the assumption that the relative

distribution of work among contractors, opera-

tive builders, and force account will be un-

changed. (This assumption has importance

only to the degree that manpower requirements

differ on similar types of projects undertaken by

these parties.)

struction in 1975 (at selected assumed rates of
annual real labor productivity increase).
The character of the American economy. Certain assumptions about the basic character of the
American economy underlie the expenditure
projections which were utilized in our study.
They include a small reduction in the (nonVietnam) military component of aggregate demand. Further, the assumption is made that no
war of significant size will be in progress in 1975,
or for several years previously. With respect to
construction, specifically, our manpower estimates involve the assumption that the relative
d.istribu~ion of work among contractors, operatIve bUIlders, and force account will be unchanged. (This assumption has importance
only to the degree that manpower requirements
differ on similar types of projects undertaken by
these parties.)
The rate of increase of real output per man-hour
in construction. Because of the heterogeneous
nature of the project in construction the concept
of variations over time in output per man-hour
(i.e., labor productivity) is quite slippery. Neverthe-less, the on-site man-hours required to put-inplace buildings of certain performance characteristics do decline over time. Improvements in
the technology of construction, variations in the
design of buildings and in materials used, increased prefabrication, the transfer of work offsite, the speed of construction and allowances
for maintenance requirements-all contribute to
changes in man-hour requirements. There are
little or no data to allow estimates of past
changes in productivity by craft in construction.
Presumably, productivity changes have varied
and will continue to vary by craft, geographic
region, type of construction, etc. We have attempted to choose a reasonable range of estimates for real (constant dollar) productivity in-

nature of the project in construction the concept

of variations over time in output per man-hour

(i.e., labor productivity) is quite slippery. Never-

theless, the on-site man-hours required to put-in-

40. Gordon. op. cit. If the period 1947-65 is considered.
the incrcasc in rcal output pcr man-hour is 3.4 pcrccnt.
The inclusion of the recom'crsion years following World
'Var II thus considerably affects measured long-term productivity in construction. This phenomenon extcnds across
the entire economy. Thus, between 1947 and 1965. real
output per man-hour in all non-farm industries rose at a
rate of 2.8 percent per annum. From 1950-1965, the rate
of increase was 2.5 percent. (See Report of the Council
of EcOtlOmic Advisers, 1965 [Washington: Government
Printing Office, 1965], Appendix B, Table 8-34, page 248.)
41. Battelle Memorial Institute. The State of the Art of
Prefabrication in the Construction Industry, September
29, 1967.

Original from

The rate of increase of real output per man-honr

in construction. Because of the heterogeneous

creases in construction. Four possible rates are
presented: 0.0 percent, 2.0 percent, 3.2 percent,
and 3.5 percent per annum. The best information available on an aggregate level, for the contract construction industry, all crafts, indicates
an average annual rate of real output per manhour increase of 2.0 percent, 1950-65, and 2.1
percent, 1958-65. 40 The assumption about a rate
of real productivity increase is pertinent to our
projections because of the impact of compounded
rates of growth over several years. Table 14 indicates the magnitude of the change in projected
manpower requirements consequent upon choice
of a presumed rate of real productivity increase.
Alternatively, Table 15 indicates the increase
over a 10-year period, 1967-1975, at different
rates of growth. Thus, man-hour requirements
on standardized operations would tend to be
about 30 percent less in 1975 than currently, if
the annual rate of productivity growth were 3.5
percent rather than 0.0 percent.
With respect to the progress of technological
change in construction, and thereby to the rate
of productivity change to be expected, we may
refer to the study recently done by Battelle Memorial Institute for the Building and Construction Trades Department, AFL-CIO.41 Basically,
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TABLE 15. The Impact of Selected Growth Rates of Labor Productivity on Output Per Man-hour and Man-hours
Per Unit of Output, 1965 to 1975

TABLE 15. The lmpact of Selected Growth Rates of Labor Productivity on Output Per Man-hour and Man-hours

Assumed Rate of Growth Per
Annum
Percent

1965

Per Unit of Output, 1965 to 1975

Assumed Rate of Growth Per

1965

1970

1975

~o

1~

2.0

1.0

3.2
3.5

1970
Output Per
Man·hour

1.0
1.0

1975
Man-hours Per
Unit of Output

1.00000
1.10408
1.17057
1.18769

1.00000
.90573
.85428
.84197

Output Per
Man-hour

Man-hours Per
Unit of Output

1.00000
1.21899
1.37024
1.41060

1.00000
.82035
.72980
.70892

Annum

Percent

Output Per

Man-hours Per

Unit of Output

Output Per

Man-hour

Man-hours Per

Unit of Output

Man-hour

0.0

1.0

1.0

1.00000

1.10408

1.17057

1.18769

the Battelle study does not expect revolutionary
changes in the technology (either in terms of
technique or design) of construction in the next
decade. Rather, current trends are likely to continue, probably at a lower rate than in the early
1960's. Wi th respect to specific trades, the Institute expects the strongest impact of technological
change on painters, bricklayers, carpenters, and
electricians-in terms of on·site requirements. 42
In terms of our projections, these trades may be
expected to show high rates of on-site productiv.
ity increase, relative to other trades.

1.00000

.90573

.85428

.84197

1.00000

1.21899

1.37024

1.41060

1.00000

.82035

.72980

.70892

2.0

3.2

3.5

1.0

1.0

the Battelle study does not expect revolutionary

changes in the technology (either in terms of

technique or design) of construction in the next

decade. Rather, current trends are likely to con-

tinue, probably at a lower rate than in the early

1960's. With respect to specific trades, the Insti-

tute expects the strongest impact of technological

change on painters, bricklayers, carpenters, and

electriciansâin terms of on-site requirements.42

In terms of our projections, these trades may be

The characteristics of housing. A most significant assumption, potentially, is that the physical
character of housing as it has been constructed
in the past decade does not change radically.
For example, we have projected the manpower
requirements on privately owned single and multiple housing from surveys of requirements in
the early 1960's. For analysis of federal programs,
such as those suggested by President Johnson in
his Housing message (February 23, 1968), we
have used a survey of public housing construction in the United States in 1959. We have included in our estimates of manpower demand
expenditures on new residential additions and
alterations, but we have excluded all maintenance and repair expenditures. Unfortunately,
expenditure estimates on new additions and alterations on residential construction and maintenance work of all types are of a very spotty
nature and of poor quality.43
The following residential housing market (s)

for 1975 were explicitly considered. For new private, non-farm residential construction, we have
assumed two million units, averaging $15,500
(1962 dollars) per unit (approximately 25 percent better than the average private unit built
in 1962), totaling $29 billion (1958 dollars) in
expenditures. The expenditures were distributed
among four regions of the country according to
the value of housing permits issued in 1966. This
basic projection, based on a 4 percent level of
aggregate unemployment, is adjusted to a high
durables, high services, or 3 percent aggregate
unemployment economy. Two possible federal
housing programs are defined as follows:
Program A. One million new units of low
income private housing, averaging $13,800 (1962
dollars) per unit, and distributed among regions
by the 1960 distribution of all unsound housing
units; and among 1-4 and 5+ unit structures
as I: 1.
Program B. Six hundred thousand units of
public housing at $12,010 (1962 dollars) per unit,
distributed regionally by the percentage of unsound housing, 1960.
The regional distribu tions of manpower requirements are based on Bureau of Labor Statistics' surveys for residential and public housing.
These surveys indicated high demand for manhours per $1000 of construction contract cost in
the South relative to the rest of the country;
and a high ratio of laborers to skilled tradesmen
in the South relative to the remainder of the
nation. (See Table 16.)

expected to show high rates of on-site productiv-

ity increase, relative to other trades.

The characteristics of housing. A most signifi-

42. Ibid .. p. 217.

cant assumption, potentially, is that the physical

character of housing as it has been constructed

in the past decade does not change radically.

For example, we have projected the manpower

requirements on privately owned single and mul-

tiple housing from surveys of requirements in

the early 1960's. For analysis of federal programs,

such as those suggested by President Johnson in

his Housing message (February 23, 1968), we

43. The U.S. Department of Commerce. Bureau of the
Census. compiles estimates of the value of private. non·
farm. residential additions and alterations. The estimates
are as much as 8 percent of the value of all new con·
struction put·in·place annually. They are compiled from
a quarterly survey. but are considered of such question.
able reliability that they are not published separately;
though they are included in annual totals.

have used a survey of public housing construc-

tion in the United States in 1959. We have in-

The series on the value of maintenance and repairs is

derived from surveys on consumer expenditures. corporate
income tax returns on manufacturing activities. cost anal·
yses for office building by trade associations, and reports
by state school agencies to the Office of Education, Department of Health, Education and Welfare. It is approxi·
mately one· third the level of new construction annually,
and is considered much less reliable than the estimates
for new construction. (See Statistical History of the United
States from Colonial Times to the Present [Stamford,
Conn.: Fairfield Publishing, Inc., 1965] originally prepared
by the Bureau of the Census, p. 375.)

cluded in our estimates of manpower demand

expenditures on new residential additions and

alterations, but we have excluded all mainte-

nance and repair expenditures. Unfortunately,

expenditure estimates on new additions and al-

terations on residential construction and main-
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TABLE 16. Manpower Requirements On-Site in Residential Construction: Projected New Private, Non-Farm,
Residential Construction and Selected Federal Housing Programs

TABLE 16. Manpower Requirements On-Site in Residential Construction: Projected New Private, Non-Farm,

Residential Construction and Selected Federal Housing Programs

Thousands of Year-long Jobs

Occupations and
Productivity
Income Per
Year (Percent)

3 Percent
Unemployment
Rate

Occupations and

New Private Residential

Federal Programs

Productivity

3 Percent

All Occupations

0.0
2.0
3.2
3.5

1953
1510
1296
1249

Thousands of Year-long Jobs
New Private Residential
4 Percent Unemployment Rate
Expected
North
Total
East

1934
1495
1284
1237

326
252
217
209

Federal Programs

South

West

High
Durables
Total

High
Services
Total

A

North
Central

362
280
240
232

885
684
587
566

361
279
240
231

1965
1519
1305
1257

1803
1394
1197
1153

650
504
432
416

B

434
337
288
277

4 Percent Unemployment Rate

1ncome Per

Year (Percent)

Unemployment

Expected High

Total North North South West Durables

East Central Total

High

AB

Rate

Services

Total

All Occupations

0.0

2.0

3.2

3.5

1953

1510

1296

1249

1934 326 362 885 361

1495 252 280 684 279

1284 217 240 587 240

1237 209 232 566 231

1965

1803

650

434

1519

1394

504

337

1305

1197

432

288

1257

1153

416

277

The nature of the production process in construc-

tion. The production process in construction is

assumed to be characterized by (1) substitutabil-

ity among materials, equipment, and manpower,

limited to that which can be accounted for by

changes in the mix of expenditures among large

categories of construction (such as highway,

single-family residential, etc.); (2) an unchang-

ing relationship in short periods among labor

and materials input on any type of construction,

regardless of the level of expenditures on that

type of construction. Thus, if in 1975 one million

units of public housing were to be constructed,

rather than 500,000 units, labor requirements are

estimated to have increased 100 percent (assum-

The nature of the production process in construction. The production process in construction is
assumed to be characterized by (1) substitutability among materials, equipment, and manpower,
limited to that which can be accounted for by
changes in the mix of expenditures among large
categories of construction (such as highway,
single-family residential, etc.); (2) an unchanging relationship in short periods among labor
and materials input on any type of construction,
regardless of the level of expenditures on that
type of construction. Thus, if in 1975 one million
units of public housing were to be constructed,
rather than 500,000 units, labor requirements are
estimated to have increased 100 percent (assuming, of course, no changes in the composition of
the total by type or geographic location).
Non-comparability with other sources of manpower data. There are currently no data on
employment by occupation and type of construction. The projections made in this report for
1975 are not, therefore, readily comparable to
any available statistics on employment in recent
years. In order to show what our projections
imply for 1975, as opposed to the present, it was
necessary to construct data on employment by
craft and type of construction for 1965. This was
done by "projecting" from 1959-62 (the period
of the man-hour requirements surveys) to 1965,
utilizing 1965 actual expenditure data by type of
construction, and making the necessary several
assumptions about real productivity increase between 1959-62 and 1965. See Table 17.
Nor are these projections strictly comparable
with any produced previously by other authors.
Our basic method, which utilizes estimates of
man-hour requirements per $1000 of construction contract cost, is quite different from the
procedures previously utilized. Normally, other
authors have estimated total expenditures in
construction and obtained an estimate of total
employment from the expenditure figures. Then

ing, of course, no changes in the composition of

the total by type or geographic location).

Non-comparability with other sources of man-

power data. There are currently no data on

employment by occupation and type of construc-

tion. The projections made in this report for
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an industry occupational pattern, adjusted for
expected changes to the target year, was applied
to the projected industry employment requirement in order to obtain employment by occupation. Occupational requirements are, therefore,
derived from the top down, so to speak. 44 Since
this method of projection depends on the industry concept used, it results in manpower estimates
different from those presented here. That is, total
requirements are estimated for all new construction as measured by estimated expenditures regardless of whether the work is done by contractors, governmen t agencies, home builders, etc.
On the other hand, the Bureau of Labor Statistics uses a concept of the construction industry
which excludes manufacturing force account
workers and the employees of builders who do
most of their own work on their own account,
not by contract. 45 In addition, B.L.S. publishes
projections of employment in building trades
occupations regardless of industry. These estimates far exceed (by 40 percent or more in total)
expected employment in construction alone.
Lastly, our projections relate exclusively to onsite requirements. Because of data limitations
off-site employment cannot be estimated by craft.
It is, of course, possible to derive from our
estimates a set of projections roughly equivalent
to the B.L.S. efforts. For all occupations a 3
percent aggregate unemployment rate, a 2 percent annual rate of productivity increase and
reasonable assumptions concerning the distribu44. This is the essence of the Bureau of Labor Statistics'
methodology. See Allan F. Salt, "Estimated Need for Skilled
Workers, 1965-75," Monthly Labor Review, April 1966,
p. 367. A basically similar procedure was used by Dr.
Michael Sumichrast, "Economic News Notes," Homebuilding, September 1967.
45. Operative (own-account) builders are not classified
in the construction industry. Apparently, however, errors
in classification in the B.L.S. reporting system cause many
operative builders to appear in construction employment
estimates.
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TABLE 17. Manpower Demand by Occupation, Residential and Non-Residential New Construction, 1965 and 1975,·
in Millions of Year-long Jobs (at 1800 Hours Per Job), and Percentage Changes
Occupation and
Annual Rate of
Real Productivity
Increase
TABLE 17. Manpower Demand by Occupation, Residential and Non-Residential New Construction, 1965 and 1975,'

in Millions of Year-long Jobs (at 1800 Hours Per Job), and Percentage Changes

Occupation and

New Residential b

New

Non-Residential

All New Construction

Annual Rate of

Real Productivity

Increase

1965

1975

Percent

Change

1965

1975

Percent

Change

1965

1975

Percent

Change

All Occupations

0.0

1.148

1.934

68.5

2.085

2.721

30.5

3.233

44.0

2.0

1.082

1.495

38.2

1.870

1.996

6.7

2.952

3.491

18.3

3.2

1.045

1.284

22.9

1.755

1.673

-4.7

2.800

2.957

New Residential b
1975
Percent
Change

1965

New Non-Residential
1975
Percent
Change

All New Construction
1965
1975
Percent
Change

All Occupations

0.0
2.0
3.2
3.5

1.148
1.082
1.045
1.035

1.934
1.495
1.284
1.237

68.5
38.2
22.9
19.5

2.085
1.870
1.755
1.726

2.721
1.996
1.673
1.598

30.5
6.7
-4.7
-7.4

3.233
2.952
2.800
2.761

4.655
3.491
2.957
2.835

44.0

0.0

.064
.059
.058
.058

.106
.082
.070
.068

65.6
38.9
20.7
17.2

.086
.077
.071
.070

.101

.060
.058

17.4
-5.2
-15.5
-17.1

.150
.136
.129
.128

.208
.155
.130
.126

38.7
14.0
-1.6

.333
.314
.303
.301

.562
.434
.373
.359

68.8
38.2
23.1
19.3

.239
.213
.199
.197

.296
.216
.182
.172

23.8
1.4
-8.5
-12.7

.572
.527
.502
.498

.858
.650
.555
.531

50.0
23.3
10.6
6.6

.029
.027
.026
.026

.048
.037
.032
.031

65.5
37.0
23.1
19.2

.033
.030
.029
.028

.044

.032
.027
.026

33.0
6.7
-6.9
-7.1

.062
.057
.055
.054

.092
.068
.059
.057

48.4
19.3
7.3
5.6

2.0
3.2
3.5

.038
.036
.035
.034

.062
.048
.041
.040

63.1
33.3
17.1
17.6

.128
.115
.107
.105

.157
.114
.095
.091

22.7
-0.9
-11.2
-13.3

.166
.151
.142
.139

.220
.162
.1.36
.131

32.5
7.3
-4.2
-5.8

2.0
3.2
3.5

.172
.162
.156
.156

.284
.220
.189
.182

65.1
35.8
21.2
16.7

.554
.497
.467
.461

.719
.509
.444
.424

29.8
2.4
-4.9
-8.0

.726
.659
.623
.617

1.003
.729
.633
.606

38.2
10.6
1.6
-1.8

.088
.083
.080
.080

.149
.115
.099
.095

69.3
38.6
23.8
18.8

.035
.031
.030
.029

.040
.030
.029
.025

14.3
-3.2
-3.3
-13.8

.123
.114
.110
.109

.192
.145
.128
.124

56.1
27.2
16.4
13.8

.174

36.3

Bricklayers

2.0
3.2
3.5

Carpenter')

0.0

2.0
3.2
3.5

Cement Finishers

0.0

2.0
3.2
3.5

Electricians

0.0

Laborers
0.0

Painters

0.0

2.0
3.2
3.5

Plumbers

0.0

.073

18.3
5.6
2.7

.8

37.9
23.2
17.9

.142
.126
.117
.115

.127
.106
.101

22.5

3.2
3.5

.080
.069
.066

67.7

0.8
-9.4
-12.2

.204
.184
.173
.171

.278

.058
.056
.056

.207
.175
.167

12.5
1.2
-2.3

2.0
3.2
3.5

.013
.012
.012
.012

.022
.017
.015
.014

69.2
41.7
25.0
16.7

.183
.166
.158
.156

.271
.201
.171
.163

48.1
21.1
8.2
4.5

.196
.178
.170
.168

.293
.218
.186
.177

49.5
22.5
9.4
5.4

.007
.005
.005
.004

75.0
25.0
25.0
0.0

.081

3.2
3.5

.004
.004
.004
.004

.124
.092
.078
.074

53.1
26.0
14.7
10.4

.085
.077
.072
.071

.131
.097
.083
.078

54.1
26.0
15.3
9.9

.011
.010
.010
.010

.020
.015
.013
.013

81.8
50.0
30.0
30.0

.055

.070
.051
.044
.041

27.3
6.3
-4.3
-10.9

.066

.090

.058

.066

36.4
13.8
1.8
-3.6

2.0

4.655

1965

Operating Engineers
0.0

Truckdrivers
0.0
2.0
Ironworkers

0.0

2.0
3.2
3.5

.062

.104

.073
.068
.067
.048
.046
.046

.056
.056

.057
.054

a. Assumes a 4 percent aggregate unemployment rate and a normal distribution of demand.
b. Includes additions and alterations as well as new units.
Note: Both this table and Appendix A present estimates of "employment" in construction by craft in 1965. Although the derivation of the two estimates are quite different (as described for Table 17 on page 00 of the text and in APpendix A, page 00),
it is useful to make explicit the nature of the divergence between the two estimates. Table 17 presents estimates of year-long
jobs in new construction only by craft. Appendix A presents estimated annual average employment, by craft, in all construction,
new or maintenance. The annual average figure is obtained by averaging monthly estimates of employment and probably reflects
a less than 1800-hour year. Were this the case, the figures in Appendix A would have to be reduced for comparison with Table 17.

5.6

3.5

1.035

1.237

19.5

1.726

1.598

-7.4

2.761

2.835

2.7

tion of work among contractors, government
force account, private force account, and operative builders, our projections of manpower demand are closely consistent with the B.L.S.
projections. The distribution of year-long jobs
among crafts appears quite different, however.
A complete presentation of our projections is

made in Table 18. The total manpower demand
1975 for workers III a gIven craft may be
obtained by specifying an expected aggregate unemployment rate, the composition of the economy, the type (s) of federal program expected,
and the rate of real productivity increase by
type of construction. Variations in the level of
III

Bricklayers

0.0
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.064

.106

65.6

.086

.101
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TABLE 18. On-Site Manpower Requirements in New Construction, 1975, in Millions of Year-Long Jobs
(at 1800 Hours Per Job), by Craft, for Selected Rates of Aggregate Unemployment.
3 Percent Unemployment Rate
TABLE 18. On-Site Manpower Requirements in New Construction, 1975, in Millions of Year-Long Jobs

(at 1800 Hours Per Job), by Craft, for Selected Rates of Aggregate Unemployment.

Occupation and
Annual Rate of Real
Productivity Increase

Non-Residential Residential
Construction
Construction

4 Percent Unemployment Rate

1

Total

Non-Residential
Non-Highway
Construction 2

Highway
Construction

J

Residential
Construction"

Total

3 Percent Unemployment Rate I

4 Percent Unerr

iployment Rate

Occupation and

Non-Residential

Annual Rate of Real

Non-Residential

Residential

Non-Highway

Highway

All Occupations
0.0
2.0
3.2
3.5

2.747
2.015
1.689
1.613

1.953
1.510
1.296
1.249

4_700
3.525
2.985
2.862

2.201
1.602
1.338
1.277

.102
.074
.061
.059

.107
.082
.070
.068

.209
.156
.131
.127

.101
.073
.060
.058

.520
.394
.335
.321

1.934
1.495
1.284
1.237

4.655
3.491
2.957
2.835

.106
.082
.070
.068

.208
.155
.130
.126

Bricklayers

0.0
2.0
3.2
3.5
Carpenters

------'---

Residential

Productivity Increase

Construction

Construction

Total

Construction 2

Construction 3

Construction .,

Total

All Occupations

0.0

2.747

1.953

0.0
2.0
3.2

.299
.568
.867
.262
.034
.218
.438
.656
.190
.026
.184
.377
.561
.160
.022
--c;--_ _ _ _._1_7_4_____._36_2
_ _ _ _ _.5_3_6_ _ _ _ _._15_1_ _ _ _.0_2_1_ _ _ _

-=--_3.~5=
Cement Finishers

0.0
2.0
3.2
3.5
Electricians
0.0
2.0
3.2
3.5

.044
.031
.027
.026

.048
.037
.032
.031

.092
.068
.059
.057

.033
.023
.020
.019

.159
.115
.096
.092

.062
.048
.041
.040

.221
.163
.137
.132

.157
.114
.095
.091

.287
.222
.191
.183

1.013
.736
.639
.611

.550
.381
.335
.320

Labor-e-rs--------------------

.011
.008
.007
.007

.562
.858
.434
.650
.373
.555
.35_9_ _ _ _ _.531
.048
.037
.032
.031

.092
.068
.059
.057

.062
.048
.041
.040

.220
.162
.136
.131

-----------------

4.700

2.201

.520

1.934

4.655

2.0

2.015

1.510

0.0
.726
2.0
.514
3.2
.448
3.5
.428
--------------

--

-----------

.169
.128
.109
.104

.284
1.003
.220
.729
.189
.663
.182
.606
------

Painters

0.0
2.0
3.2
3.5

.043
.030
.025
.025

.040
.149
.192
.150
.193
.145
.116
.146
.030
.115
.099
.124
.029
.099
.128
_._0_95_ _ _ _._120~_ _ _ _.0~2~5_ _ _ _ _ _ _ _ _ _
.0~9_5_ _ _ _.~1_20
__

3.525

Plumbers
1.602

.394

1.495

3.491

0.0
2.0
3.2
3.5

.176
.129
.107
.101

.105
.080
.069
.066

.281
.209
.176
.167

.174
.127
.106
.101

.104
.080
.069
.066

.278
.207
.175
.167

-~~-------------

3.2

1.689

1.296

2.985

1.338

.335

1.284

2.957

3.5

Operating Engineers

0.0
2.0
3.2
3.5

.272
.202
.172
.164

.022
.017
.015
.014

.294
.219
.187
.178

.136
.099
.084
.080

.135
.100
.084
.080

.022
.017
.015
.014

.293
.218
.186
.177

0.0
2.0
3.2
3.5

.125
.093
.078
.074

.007
.005
.005
.004

.132
.098
.083
.078

.063
.046
.038
.036

.061
.046
.040
.038

.007
.005
.005
.004

.131
.097
.083
.078

0.0
2.0
3.2

.071
.052
.044

.020
.015
.013

.091
.067
.057
.054

.070
.051
.044

.020
.015
.013

.090
.066
.057

.013

.054

TruckDrc-iv-e-rs-----

- ----

~Ir-o-n-w~o~rk-e-r-s------

---------------

1.613

1.249

2.862

1.277

.321

1.237

2.835

Bricklayers

0.0

.102

.107

.209

.101

.106

3.5

.041

.013

United States Department of Labor, Bureau of Labor Statistics. Labor and Materials Requirements Per $1000 Construction Cost by Selected Type of Construction, a series of bulletins.
Almon, Clopper. The American Economy to 1975: An InterIndustry Forecast. New York: Harper and Row, 1966.
United States Department of Labor, Bureau of Labor Statistics. Projections 1970. Washington: Government Printing
Office, 1966.
1. Estimated from columns 4 and 5 by applying a factor of
1.0118 to non-residential, non-highway contsruction at a 4
percent unemployment rate, 1.0 to highway, and 1.00961 to
residential construction. This follows Projections 1970 (see
page 35).

.041

2. Estimated at $41.9 billion (1958 dollars) from Almon.
Exludes an estimated $42.4 billion (1958 dollars) in residential
expenditures, and $.6 billion (1958 dollars) in farm construction. Total estimated new construction expenditures in 1975
are $94.25 billions (1958 dollars), an annual average increase
of approximately 4.3 percent from 1959 to 1975. An unemployment rate of 4 percent, all civilian workers, is assumed.
3. Estimated at $9.8 billions (1958 dollars).
4. Estimated to include $29 billion (1958 dollars) of expenditures on new units. At two million private units, this averages
$15,500 per unit in 1962 dollars-or approximately 25 percent
better than the average private unit built in 1962. Also in-

.208

2.0

.074

.082

.156

.073

.082

.155
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4 Percent Unemploym ent R, te

Specill Housine Proerams

, ,
Construction

,

•
Construction

2.897
2.124
1.780
1.700

1.965
1.519
1.305
1.257

4.862
3.643
3.085
2.957

2.598
1.906
1.598
1.526

1.803
1.394
1. 197
1.153

4.401
3.300
2.795
2.679

.650
.50'
.432
.416

.• 34
.337
.288
.277

.109
.079
.065
.063

.108
.083
.071
.069

.217
.162
.136
.132

.095
.069
.057
.055

.099
.076
.065
.063

.194
.145
.122
.118

.052
.040
.034
.033

.032
.025
.021
.021

.3 17
.23 1
.195
.184

.571
.441
.379
.365

.888
.672
.574
. 549

.281
.205
.173
.164

.524
.405
.348
.335

.S05
.610
.521
.499

.159
.123
.106
.102

.086
.067
.058
.055

.047
.038
.029
.028

.049
.038
.032
.031

.096
.076
.061
.059

.042
.030
.026
.025

.045
.034
.032
.031

.064

.087

.058
.056

.018
.014
.012
.012

.013
.0 10
.008
.008

.170
.123
.103
.098

.063
.049
.042
.041

.233
.172
.145
.139

.148
.108
.090
.086

.058
.045
.040
.039

.206
.153
.130
.125

.031
.024
.020
.020

.017
.013
.011
.011

.763
.539
.471
.450

.289
.224
.192
.185

1.052
.763
.663
.635

.688
.•88
.425
.406

.265
.205
.176
.170

.953
.693
.601
.576

.143
.111
.095
.092

.121
.094
.OSO
.017

.045
.033
.029
.027

.151
.117
.101

.096

.196
.150
.130
.123

.040
.028
.027
.024

.139
.107
.092
.089

.179
.135
.119
.113

.040
.031
.027
.026

,019
.015
.0 13
.012

.188
.137
.114
.108

.106
.08 1
.070
.067

.294
.2 18
.184
.175

.164
.120
.100
.094

.097
.075

.064
.062

.26 1
.195
.164
.156

.048
.038
.032
.031

.032
.025
.021
.020

.282
.209
.178
.169

.022
.017
.0 15
.0 14

.304
.226
.193
.183

.263
.195
.166
.159

.021
.016
.015
.014

.284
.211
.181
.173

.011
.008
.007
.007

.012
.009
.007
.007

.129
.096
.081
.077

.007
.005
.005
.004

.136
.101
.086
.081

.120
.089
.076
.072

.007
.005
.005
.004

.127
.094
.081
.076

.003
.002
.002
.002

.004
.003
.003
.002

.076
.055
.048
.044

.020
.015
.0 13
.0 13

.096
.070
.061
.057

.066
.048
.042
.039

.019
.014
.013
.013

.085
.062
.055
.052

.019
.015
.012
.012

.004
.003
.003
.002

I
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Totll

Jobs

""',

Total

eluded are Idditions Ind Ilt"l t lons to Ixlst ine s tru ct ur"s
totaling $13.4 billion (1958 dolllrs). Additions Ind 11Ie'lt lons
are 31.6 perce nt of I II new resi dential expend it ures in 1975
(in 1965, add it ions and Iitera t ioni we re 22.6 percen t of new
residential ex pendi t ures).
5. Estimated from Columns 4 a nd 5 by a PplYin, a flc tor of
1.08 to no,," resldent ill, non·hiahwall constr uct on a t a 4
percent unem ploymln t rltl, 1.0 to highway, and 1.0161 to
resi dentia l const ruction. This follows Pro/.tt/on" 11170 (.aa
Pl8e 35).
6. Es t ima ted from Columns 4 a nd 5 by apPlyinfi a fl ctor of
.9941 to nO""tesldentlal, non.hlihw;K constNe Ion a t I ..
percent unem ployme nt rate, 1.0 to I'll ways a nd .9322 to res].

Cons truetion

,

Construction

dent/II const,uelion requi rements. This follows P,o/Iclloflll !flO
(... PlK" 35).
7. This prof'lm Involves one million new units, publicly
financed, et 13,800 (1962 dOllarsl per unit (1965 doUa .. est,·
mIte of $15,000 per unit) Ind d stributed among reJlon! by
1960 distribution of III unsound housine unitsl In amon.
1-4 family units vlrsus 5 or more flmily st,uctUtU as 1:1
(rlilonll distribution 01 new pr08r1m Is by value, not numbflr
of units).
8. Tl>ls prOirlm Involves 600.000 unltll of new publ,e hou,,",
inllt $12,010 (1962 dol liB) per unit ~$11.6OO In 1959 dOIl~,
distrIbuted reelonilly by pel'Clll1ta~ 0 un$Ound houslnl, 1
•
by vllue (not by number of units .

Original from
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PROJECTIONS OF MANPOWER DEMAND
EXHIBIT 1.

New Construction Expenditures on
Non-Residential Construction, 1975

PROJECTIONS OF MANPOWER DEMAND

Aggregate
Unemployment

EXHIBIT 1.

Type of

Construction

New Construction Expenditures on

Non-Residential Construction, 1975

(1)

Type of
Construction
Highway

Billions of

1958 $

EXHIBIT 2.

Rate
assumed 4%
(2)
Annual
Average Rate
of Growth,

Aggregation of Expenditures
to Manpower Requirement Categories
CATEGORIES

Manpower Requirements

1963-75

Expenditures

Hospitals

'

hospitals, churches, social, recreational, miscellaneous buildings

9.8

3.3

4.7
7.5

3.3
5.7

Schools

i

education (public & private)

3.6

5.1

Public Housing

i

public housing

5.9
.3
1.4
3.2
1.6
3.. 1
.4

5.7
2.9
1.9
.L.4
2>.7
3.8
3.8

Single Family Residential

1-4 unit residential

College Housing

5 or more units residential

1.2
2.4
.7

-1.6
3.1
3.1

Civil Works, Land
Operations

conservation and development,
oil and gas wells,
telephone & telegraph

1.9

3.1

Federal Office Buildings

3.5
.5

0.6
3.7

.6

-1.5

industrial, offices and warehouses,
restaurants, garages, gas and
electric utilities, public service
enterprises, parks and other
public, railroads, military,
& all other private

Sewer Projects

water and sewage systems

Aggregate

Unemployment

(1)

Billions of

1958 $

Rate

assumed 4%

(2)

Annual

Average Rate

of Growth,

1963-75

Highway

9.8

3.3

Industrial

4.7

3.3

Offices & warehouses

7.5

Industrial
Offices & warehouses
Stores, restaurants,
& ~arages
Hospitals, Churches,
social, recreational,
miscellaneous
Railroad
Gas utility
Electric utility
Telephone & telegraph
Oil and gas wells
All other private
Military
Water & sewage
Public service enterprises
Conservation &
development
Education (public and
private)
Parks and all other public
Farm

5.7

Stores, restaurants,

& garages

Sources: (Column 1), Clopper Almon, The American Economy
to 1975. (New York: Harper and Row, 1966), pp. 72-73; (Column
final table (pages unnumbered).

2), Ibid.,

3.6

5.1

Hospitals, Churches,

social, recreational,

miscellaneous

5.9

5.7

Railroad

.3

2.9

EXHIBIT 3.

Man-Hour Requirements in Construction, by Type, Per $1000 of Construction Contract Cost

Gas utility

1.4

3.9

Electric utility

3.2

â¢ '..4

Telephone & telegraph

1.6

.i.7

Oil and gas wells

3.1

3.8

All other private

.4

3.8

Military

1.2

-1.6

Water & sewage

2.4

3.1

Public service enterprises

.7

3.1

Conservation &

Type

Year

OneFam,iy-------- Res.
1962
Public
Housing
1959
College
Housing 1960-1
Civil Works
1959-60
Land
Federal Office
Building
1959
Hospital
1959
1959
Schools
Highways
1961
Sewer
1962-3
Works

72.1

3.9

24.9

2.8

2.0

10.7

6.9

3.8

6.1

1.0

1.3

0.3

12

113.7

8.6

21.8

3.5

4.7

29.9

5.0

8.9

5.4

3.1

1.0

1.0

12

93.6

9.4

15.8

1.7

6.2

24.2

3.3

9.1

5.6

1.6

3.6

0.5

11

5.4

1.0

0.8

20.4

2.6

11.8

4

12.2
11.7
15.7
6.0

2.0
1.3

6.2
6.3
4.3
5.0

2.3
1.4
1.6
23.8

3.3
3.1
2.3

0.9
0.6
0.6
10.8

10
11
10
5

6.5

1.1

14.7

1.6

2.7

5

84.7
97.1
88.8
86.0
91.7

5.0
4.8
7.8

84.5

1.4

18.7
8.8
7.8
6.0

25.3
17.4
20.1
29.8

2.0
2.5
2.8

8.5
12.7
7.9

1.3

31.3

0.6

2.1

1.9

Source: Bureau of Labor Statistics.

development

1.9

3.1

Education (public and

private)

3.5
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programs presentcd in Table 18 (such as in the
twO million uni ts of new, private, non-bon residential housing stipulated) may be made by
proportional adjustment (for 1.5 million units,
reduce requirements in column (6) b y 25 percent).
For example, let us examine the level of manpower demand in 1975 for both car penters and
laborers in construction. Assume:
I . a 'I percent aggrega te unemployme nt rate in
1975;
2. a " high durables" economy;
3. a 2 percent per year productivity Increase
for carpenters;
'I. a 3.2 percent per yea r productivity increase
for laborers; and
5. an allnual average work year of 1800 hours.
These assumpt ions imply 672,000 year-long
jobs for carpenters a nd 663,000 for laborers.
T a ble 17 indica tes th at these 1975 estima tes
im ply an increase of 27.5 percent for carpenters
abm'c 19G!:i levels of emp loyme nt, and of 6.4
percent for laborers. Now sup pose the Fede ral
Government were to institu te a progra m to provide 600,000 new low-income housi ng units in
1975 (Program B). At a 2.0 percent a nnual product ivi ty increase, and 1800 man-hours per yearlong job, ;m additional 67,000 jobs would be
provided for carpenters, and at 8.2 percent per
year, 80,000 jobs for laborers.
Should the housing program be initia ted in
1970 rather than 1975, the level of ma n-hours
demanded wou ld be appropriately h igher (production tech niques have progressed less than
ma y be expected ill 1975). Table 15 indicates
that the 1970 requi l'cments wi ll exceed those in
1975 by 10 percc nt jf the annual rate of productivity increase is 2.0 percent.
For those utilili ng these projections it is appropriate to e mphasize that the most signifi cant
expectat ions affecting manpower dema nd in 1975
are those regarding ratCS of real prod uctivity
in crcase for co nstruClion cra ftsmen d uri ng the
coming decade.
J\1tlll power R eq llirements: Number of Employees

Constru ction workers commonly average less
tha n a n 1800-hour year in construct ion employment, so that more th an a single emp loyee is
required for 1800 hours work. In contract construction, Social Security data suggest that 1.8
persons are employed at some time in the cou rse
of a year per year-long job. Consequently, were
4.66 million year-long jobs expected in 1975,

M6l1power( n
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some 8.4 mill ion persons migh t experience some
employme nt in the industry.
If we refer to the ratio of total persons employed to year-long jobs as a LUnlo'<er rate, it is
clear that the rate need not remain stable. Indeed, the ra te has declined from 2,075 in 1950 to
1.816 in 1 96~, altho ugh the rate has been stable
in recent years. T here is tentative evidence that
th e rate of tu rnover is di1'«tl)' related to the
aggregate unemployment rate, changes in construction actj vity a nd a linear trend explicitly
considered. T hus, when labor market conditions
are slack, the number of persons per year·long
job rises, suggesting a decl ine in annual average
hours worked per man. T he labor force is, if )·ou
wi ll, less imensively ut ilized.
There are, unfortuna tely, no data available
with respect to turnover (men per )ear-Iong job)
ra tes by craft. There is proba bly, however. a
tendency for the lesser skilled t rades to experience a h igher ra te of turnover.
It would be possible to make assumptions regardi ng turnover rates by occupation, and thereby to est ima te lhe num ber of c.:raflJimen neces~ary,
in the current context, to fill Ihe projected
number of year-long jobs. There is not, however,
any frame of reference for evaluating such esUmates.48 \Vere we to assume, for c"",,mple. that
1.8 car penters were em ployed at wme time during the year for each year-long (1800 hours) job
for carpenters, then (following our example on
page 71), 672,000 carpenters' jobs would imply
1,209,600 men employed as carpenters. Were
Federal Program II ini tiated, invoh'ing 67,000
new jobs, some 120,600 add itional men would be
requ ired.
In a ny case, it shou ld nOt be expected that a
manpower pool equ iva lent to the number of
expected year-long jobs for a craft would insure
an adequate labor sup pl y. I n the current context
of a seasonal pattern of ope ration, considerable
time loss among jobs, a nd long spells of unemployment associ a ted with recurrently depressed
markets in local areas, the manpower requirement per [u ll-time job is quite high.
The seasonal pattern in employment may also
be explici tly considered. Currently. employment
in com ract construction in lugust exceeds the
a nnual average by some 12 pel cent , in February
emp loyment falls below the average by 15 per-46. There a re . we repeal, no "Iimaln of Ihe numbrr of

men oblaining some: employmenl in conlnet COIIRnlC'tioll
in a year by craft .

On In,lfmm

27l!JNIVERSITY OF MINNESOTA

cent. We may estimate four million jobs in con-

tract construction in 1975.47 Should the seasonal

pattern be unchanged in 1975 from its current

amplitude, employees on the payrolls of con-

tractors will number 4.5 million in August and

3.4 million in February. Thus, the level of em-

ployment in the industry would be fluctuating

cent. We may estimate four million jobs in contract construction in 1975. 4 ; Should the seasonal
pattern be unchanged in 1975 from its current
amplitude, employees on the payrolls of contractors will number 4.5 million in August and
3.4 million in February. Thus, the level of employment in the industry would be fluctuating,
by more than one million employees from peak
to trough within the year.

by more than one million employees from peak

to trough within the year.
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B. Manpower Supply in Construction, 1975

Analysis of the availability of manpower for

construction work is a very complex task. It is

not enough to expect that a sufficient quantity

of bodies will be available. Manpower must be

of the requisite skill for the task, and it must

be distributed, or be capable of being distrib-

utedâquickly and at not undue costâamong

crafts and geographic areas as it is required.

There is a great deal of labor mobility, not only

among sites and employers, but among industries,

and perhaps geographic regions and occupations

as well. There are several routes of training for

employment in construction, including appren-

ticeship, casual learning of the job, permitman

status, federally sponsored training programs, the

military services, etc. In certain cases, these routes

are linked together, as in the case of MDTA

sponsored pre-apprenticeship courses. Often there

is no formal linkage. Persons may enter employ-

ment in the construction industry from other

industries and occupations. We know virtually

nothing about what skills these persons possess.

Presumably, however, these flows of manpower

are concentrated in certain crafts and types of

jobs.

A great many men leave employment in the

construction industry each year. Some die, others

retire; some accept jobs elsewhere, others become

unemployed. Presumably the number of men

leaving the industry is higher in a year of de-

clining work opportunities in construction than

in other years. But when building volume in-

creases, many return to construction jobs. Virtu-

ally the only men certainly lost to the industry

are those who have died. Retired men may return

to the craft when there is a large volume of

work. Some living men do, however, permanent-

ly leave construction jobs each year; the question

is who, and how many? Presumably a large

enough volume of work and a high enough pay-

check might draw any man back. But how large

a volume? How high a paycheck? We cannot

answer these questions unequivocally at this

Analysis of the availability of manpower for
construction work is a very complex task. It is
not enough to expect that a sufficient quantity
of bodies will be available. Manpower must be
of the requisite skill for the task, and it must
be distributed, or be capable of being distributed-quickly and at not undue cost-among
crafts and geographic areas as it is required.
There is a great deal of labor mobility, not only
among sites and employers, but among industries,
and perhaps geographic regions and occupations
as well. There are several routes of training for
employment in construction, including apprenticeship, casual learning of the job, permitman
status, federally sponsored training programs, the
military services, etc. In certain cases, these routes
are linked together, as in the case of MDT A
sponsored pre-apprenticeship courses. Often there
is no formal linkage. Persons may enter employment in the construction industry from other
industries and occupations. We know virtually
nothing about what skills these persons possess.
Presumably, however, these flows of manpower
are concentrated in certain crafts and types of
jobs.
A great many men leave employment in the
construction industry each year. Some die, others
retire; some accept jobs elsewhere, others become
unemployed. Presumably the number of men
leaving the industry is higher in a year of declining work opportunities in construction than
in other years. But when building volume increases, many return to construction jobs. Virtu-

point.

There is a large pool of manpower possessing

construction skills at any time. A great many of

these men are not currently working in con-

struction. The answer to the problem of project-

ing the manpower supply available to the indus-

try at some future date is to identify this pool

and the streams running into it and from it. It is

necessary, then, to gauge the volume of these

streams. Apprenticeship is a stream into the

pool; the permit system is another. Death and

47. The projections presented in Table 18 are for all
new construction-force account as well as contract. Hence
an adjustment in employment figures must be made 10
obtain employment in contract construction. There are not
currently existent up-to-date data allowing this adjustment
by type of construction or craft. Hence we have simply
projected annual average employment in contract construction at 2 percent per annum increase, 1967-75.

retirement are streams running from the pool.

There are factors influencing the rate of flow in

each stream. The apprenticeship rate is influ-

enced by age and examination requirements, the

length of the program and levels of pay, the

number of slots, etc. Racial circumstances have
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ally the only men certainly lost to the industry
are those who have died. Retired men may return
to the craft when there is a large volume of
work. Some living men do, however, permanently leave construction jobs each year; the question
is who, and how many? Presumably a large
enough volume of work and a high enough paycheck might draw any man back. But how large
a volume? How high a paycheck? We cannot
answer these questions unequivocally at this
point.
There is a large pool of manpower possessing
construction skills at any time. A great many of
these men are not currently working in construction. The answer to the problem of projecting the manpower supply available to the industry at some future date is to identify this pool
and the streams running into it and from it. It is
necessary, then, to gauge the volume of these
streams. Apprenticeship is a stream into the
pool; the permit system is another. Death and
retirement are streams running from the pool.
There are factors influencing the rate of flow in
each stream. The apprenticeship rate is influenced by age and examination requirements, the
length of the program and levels of pay, the
number of slots, etc. Racial circumstances have
operated in some instances. 48 The factors influencing the entry of manpower from other industries include the availability of jobs in construction and other industries, the relative wage
among the industries, the conditions of work,
and expected unemployment. When there are
many jobs available elsewhere in the economy,
it is more difficult to get men for construction
work. To get them it may be necessary to raise
wages, to improve working conditions, and to
guarantee employment. If enough cannot be obtained, contractors will perceive shortages, and
delays in projects may result. Projections of man48. See Vernon M. Briggs and Ray Marshall, The Negro
and Apprenticeship (Baltimore, Md.: Johns Hopkins Press,
1967).
The Federal Government is currently inquiring into the
racial composition of apprenticeship programs through
extensive survey questionnaires of both the Bureau of Apprenticeship and Training and the Equal Employment
Opportunity Commission. Furthermore, the EEOC is also
surveying the racial composition of most labor organizations in the building trades. The results of these surveys,
which will become available in the fall of 1968, will allow
a much more complete and well-grounded analysis of the
racial situation in construction employment than is possible at this moment.
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power supply must consider these issues, and
there is little hard information about them.
ldeall y, it shou ld be possible to estimate the
availability of manpower and its craft distribution in 1975 under a set of assumptions in a
manner similar to that done for demand of manpower. It is not aClllally possible, however. Information is currently much too limited to allow
such a procedure. The most significant set of
lacking infonnation concerns the occupational
characteristi cs of manpower flows among con·
struction and other industries. In the current
situation the best that can be done is to identify
the principal sources of manpower supply and to
discuss their patterns, determinants, and effects.
The ava ilability of IIlo rkcrs from oth er indllstries.

For cert ain cr:lfu there appc:lI" to be a large
numbcr of persons in the national labor force
with some degree o f construction sk.ills. In 1966,
the Bureau of Labor Statistics reports, only 70
pcrcent of those performing work of the job content and sk.ill level of a constnlCtion carpenter
were employed in the construction industry '19 on
annual average. Skills appropriate to painters,
plumbers, operating engineers, and teamsters are
similarl y widespread . The availability of men
for constru ction work is largely a fun ction of the
j ob si tu ation elsewhere in the economy. \Vhen
there is mudt unemployment generally, more
men will be available for C005truction work than
at other times. A Tough calculation indicates
that a risc in the aggregate unemployment rate
of one point will mppl y an additional 50,000
workmen to constru ction at current wages and
c005truClion volu me. Currently noth ing is known
about the skill level and craft composition of
thi s group, or how it varies regionally or tem·
porally. It is clear, however, th at the state of the
nation:lliabor market is a significant determinant
of the state of the labor market in construction.
Formal t ra il/iI/g. Apprenticeship is the primary
fo rmal route of entry into construction . The
value of these programs lies in the breadth of
skill they impart to the worker. This breadth of
skill increases the employabilit)· of the worker,
and insures the avai lability of men of requisite
~ kill tu the (.uHtraClor.
A formal apprenticeship program is. however,
a long and difficult journey for some young men.
Consequently, there are many dropouts from
49. Ind uding COI\lnuOTS and

g O\'l! mmtm

force account.

Manpower in Constn

c~on

some programs. Recently it has httn shown that
apprenticeship registratio05 in construction decline as aggregate unemplo)lnen t rises.r.4l .\ .5 fewer
job opportunities become ava ilable, apprenticeship programs are cut back. Conversel y, complelions may be high when u nem ployment also is
high . High completions probably reRect early
peaks in registrations, associated inversely with
unemployment in what tends to be a four-year
cycle.
The appropriate level of apprenticeship training in the building trades is, in Farber's words,
"one which presumably §alisfie~ p recisely present
and projected dcmandJ for labor and per force,
must therefore flu ctuate " lIh each successive
change in the projection of dema nd." ~l Cu rrently,
the projected demand for cOTlStl'll Cl ion cra fumen
severa l years from now is vc ry high. Consequently, expansion in apprenticeshlJl programs is Implied. On the other hand, Fa rber's work indicates
that registrations respond to current levels of
unemployment , not fu ture ones. Levels of u nemployment have fallen over the paSt six or seven
yean, and it appears that apprenticeship regis·
trations are rising (e.g. , 58 percent between 1961
and 1966). Should the economy contin ue to improve, apprenticeship registrations in construction will continue to rise, and high levels of
construction demand in 1975 will be easier to
meet than should tlte transition to a high level
of building occur over night.
The problem of obtaining an appropri ate
scale for appremiccship efforts is compounded
by the local nature of the system. Apprenticeship
programs are conducled, nonnally, at a local
le\'el by joint labor and management comm ittees.
These commiuees presumably respond p ri m ~il y
to local conditions in manpower, In the CUrfeJ][
institutional seuing, variations in construction
activity and employment are considera bly more
extreme in localities than they are nationally.
If apprenticeship registrations tend to be reduced
ill number- due to the variabi lity of local labor
market conditions, c.1used by hesitation ei tller of
the joint commiuee5 to accept registrants, or of
young men to apply- then a conservative bias
is imparted to the entire program n ationall),.
Such a circumstance is not inconsistent wi th Mr.
Farber's finding of an irl\'erse relationsh ip be·
50. Ib vid A. farber , "ApprmtJcahip in the Un iled
Sla in: La bor Marke l .·OfCCS and Sodat PoliCY," Journal
01 Hu mtm Re/al ionJ, 2, I (Win ter, 1967), pp. 70-90.
5 1. I bid., p, 8;;.
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tween apprenticeship registrations and the level

of aggregate unemployment. The bias imparted

by the local nature of programs would affect pri-

marily the average level of registrants, not pat-

terns of yearly variation.32

A further substantial problem with respect to

the adequacy of apprenticeship programs con-

cerns appropriate ratios of apprentices to jour-

neymen and of journeymen trained through

formal apprenticeship to total employment in

each craft. Historically, a majority of building

tradesmen (taken as a group) has neither com-

pleted nor registered for apprenticeship pro-

grams, although there is a great variation among

trades.53 However, it appears that the level and

impact of apprenticeship programs in numerical

terms may be larger than is often realized. Most

registered apprentices in the building trades are

in contract construction. If estimates of regis-

tered apprentices and completions were compared

to employment by craft for contractorsârather

than for all employees in construction, or worse,

for all in the occupationâratios of apprentices

tween apprenticeship registrations and the level
of aggregate unemployment. The bias imparted
by the local nature of programs would affect primarily the average level of registrants, not patterns of yearly variation. a2
A further substantial problem with respect to
the adequacy of apprenticeship programs concerns appropriate ratios of apprentices to journeymen and of journeymen trained through
formal apprenticeship to total employment in
each craft. Historically, a majority of building
tradesmen (taken as a group) has neither completed nor registered for apprenticeship programs, although there is a great variation among
trades. 53 However, it appears that the level and
impact of apprenticeship programs in numerical
terms may be larger than is often realized. Most
registered apprentices in the building trades are
in contract construction. If estimates of registered apprentices and completions were compared
to employment by craft for contractors-rather
than for all employees in construction, or worse,

to journeymen might be doubled. For example,

in 1964, apprentices in training in carpentry

were only 2.8 percent of all carpenters employed,

on annual average, but 5.4 percent of carpenters

employed in contract construction. For electri-

cians, the percentage of apprentices to all elec-

tricians was 5.3 percent; for apprentices to inside

wiremen in contract construction, 17.6 percent.

Table 19 presents these estimates in detail.

Vocational schools provide training on con-

struction and maintenance trades. In 1966, for

example, carpentry programs enrolled more than

18,000 persons in secondary schools, 2265 in post-

high school programs, 1542 adults in preparatory

and 23,495 adults in supplementary training. It

is not clear, unfortunately, how these programs

fit into the general framework of training for con-

struction employment. Presumably many gradu-

52. A recent study of the Wisconsin System (Karl O.
Magnusen, "A Survey of Wisconsin Building Trades Joint
Apprenticeship Committees," in Norman E. Duffy [ed.] ,
Essays in Apprenticeship [Madison, Wise.: University of
Wisconsin, Center for Studies in Vocational and Technical Education, 1967], pp. 66-94) has pointed to the inadequacy of information regarding even local manpower
conditions to joint apprenticeship committees (p. 73). It
is not, of course, impossible that local committees might
be better informed with respect to national manpower
conditions than those locally. For construction, Ihe inadequacy of craft-specific national data makes Ihis circumstance very unlikely.
53. See "Training of American Workers," Manpower
Report of the President, 1964 (Washington: Government
Printing Office. 1964), pp. 66-72 and Appendix.

for all in the occupation-ratios of apprentices
to journeymen might be doubled. For example,
in 1964, apprentices in training in carpentry
were only 2.8 percent of all carpenters employed,
on annual average, but 5.4 percent of carpenters
employed in contract construction. For electricians, the percentage of apprentices to all electricians was 5.3 percent; for apprentices to inside
wiremen in contract construction, 17.6 percent.
Table 19 presents these estimates in detail.
Vocational schools provide training on construction and maintenance trades. In 1966, for
example, carpentry programs enrolled more than
18,000 persons in secondary schools, 2265 in posthigh school programs, 1542 adults in preparatory
and 23,495 adults in supplementary training. It
is not clear, unfortunately, how these programs
fit into the general framework of training for construction employment. Presumably many graduates of vocational high schools enter apprenticeship programs. In this case the vocational school
programs provide a pre-apprenticeship training
function. The role of the large supplementary
adult programs may be largely related to do-ityourself work, rather than occupational training.
The Federal Government sponsors training
programs for construction occupations. Some are
directed at upgrading the skills of journeymen;
others are directed toward preparation for apprenticeship programs. The aggregate size of
these programs has not been large. From August
1962 through March 1968 authorized enrollment
in MDT A institutional courses for construction
occupations totaled 6509. On-the-job training
under MDT A programs authorized enrollment
of 916 persons in building trades programs from

ates of vocational high schools enter apprentice-

ship programs. In this case the vocational school

programs provide a pre-apprenticeship training

function. The role of the large supplementary

adult programs may be largely related to do-it-

TABLE 19. Apprentices as a Percent of Annual Average Employment in Contract Construction,
by Occupation (Only Wage and Salary), 1964-Estimated, and as Traditionally Compiled 1

yourself work, rather than occupational training.

The Federal Government sponsors training

programs for construction occupations. Some are

directed at upgrading the skills of journeymen;

others are directed toward preparation for ap-

prenticeship programs. The aggregate size of

these programs has not been large. From August

1962 through March 1968 authorized enrollment

in MDTA institutional courses for construction

occupations totaled 6509. On-the-job training

under MDTA programs authorized enrollment

of 916 persons in building trades programs from

Completions, Total

Preceding 5 Years

(1)

(2)

New Registrations

Total Preceding 5

In Trainina:

Contract
Construction

(2)

7.9

3.6

4.0

New Registrations
Total Preceding 5

Precedina: 5 Years

Years

All
Industries

(1)
(2)
(1)
(2)
(1)
(2)
Occupation
Bricklayers
6.5
4.3
7.9
5.3
9.4
6.3
10.5
5.5
Carpenters
5.4
2.8
3.6
1.9
3.5
3.0
4.0
3.4
6.9
5.9
Cement Masons
15.0
4.5
28.5
8.6
17.6
5.3
Electricians
13.1
6.4
30.6
15.1
15.1
7.4
Structural Ironworkers
9.1
3.0
3.7
1.2
Painters
4.6
1.5
7.3
5.0
5.2
3.5
4.2
2.9
Plasterers
18.0
7.8
11.1
4.8
14.3
6.2
Plumbers
13.7
10.0
2.8
2.1
6.1
4.4
Roofers
50.9
31.6
29.2
18.2
32.5
20.1
Sheet Metal Workers
Source: Estimates of the authors, based on apprenticeship data from the Bureau of Apprenticeship and Training and employment
estimates from the Current Population Survey.
1. The data on apprentices cited here are not on an industry basis. Only for electriCians, however, are significant numbers
of persons in non-construction believed included in the completions and registrations totals.

Years

(1)

Completions, Total
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August 1962 to June 1967. Pre.apprenticeship
trainee authorizations in both institutional and
olHhe·job traini ng tOlaled 3656.~4
/"forrTl(Il training. 1\'fosl construction workers
taken as a group (there is considcrable variance
by craft in Illcthods of training) are informally
trai ned, i.e., havc learned Ihe trade through a
relative or neighbor, inslruction at the site, self
instruction , ctc. Informal training on the site is
Ilo t cost less; it involves thc timc and effort of
both the trainee and hi s instructor. It may be of
limited usefuln css to both cmployer and workman. It is. however, likely to be more rapid than
formal programs.
In April 1963 a survey ~~ of the Bureau of
Labor Statistics indicated that 39.1 percent of
comtructiOIl craftsmen learned their occupation
in a formal traini ng progra m. This percentage
varied among cra fts from a low of II percent for
operating e ngineers, to a high of 71.2 percent
for electrician!.

Milit ary. Thc American military maintains on
its books training courses in thc building trades.
Currently it does littlc or no training; rather, it
assigns draftees who are tradesmen to construction work . The courses are forma lly maintained
in order that they may be activated if necessary.

Trai,li"g and the supply of manpower. For
severa l reasons construction may be expected to
bear a rather heavy load of training. The skill
requirements of many construction jobs are rela·
tively high, compared to jobs elsewhere in the
economy. There is a great deal of change in the
produ ct and in materials and techniques, requiring a wide range of skills a nd conti nual updating. The mobility of persons to and from the
industry involves the continued training and retraining of workers. It is not unreasonable to
view const ru ct ion as an exporter of skilled manpower to o ther sectors of the economy, especially
manufacturing. If this is the case, construction
must look beyond the training needs of contrac·
M . ,\uthorixcd eluollmenr exceed. :lctu:l1 tn.inoees par.
ticipating in Ihesc programs. In add ition, the dillribution
of aUlhoriz.;uionJ amo ng cufts is heavily weighted toward
carpentry and b rick laying.
55. M lwpoWtr R eport of lhe PreJidtnl, 1964 (Washing·
ton ; GO\'cmment I'rinting Officc, 1964), Statistical Appen·
dix , Table F_ IO, p. 257. Formal training indudes programs
in I(hoo l. the armed fareca and apprenticahip. Appn:n·
lico:$hip b. of court(', by far th e mOSI important of the
Ihrtt
of fo rmal Inining.

'rra
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tors to those of other ind ustries as well, lest it
find itself short of sid lied manpower,
There are numerical measures of the magnitude
of certain streams into and from the construe·
tion labor pool. The Bureau o[ Apprenticeship
and Training publishes figures on the number
of apprentices enrolled. newly regil>lered. cancelling. and completing apprenticeship programs
annually. For example, from 1952 to 1967. some
250,000 persons completed apprenticeship programs in the building trades (this figure is 7
percent of the employment of construction workers by contractors in August 1967; 9 percent
of employment in February 1967).
The Bureau of Labor Statistics has projected
deaths and retircmenu, by craft, until the year
1975 .~o From 1965 to 1975, it is estimated that
4 10,000 men will die and retire from a force o(
1.9 million employed bu ild ing tradesmen in selected crafts in construction .ft7
Because of our inability to measure or to evalu·
ate qualitatively the nows of ma npower among
industries and occupations, the balance of retirements and deaths. new job openings, and apprenticeship completions cannot be an unambiguously acceptable index to the need (or new
training programs, or an indication of increasi ng
manpower tightneR.
In general, it may be said that the labor market for a particular crafl will be tighter at a
certain date :
I . the greater the demand in construction for
that particular craft (this is largely determined by the level and composition of
construction) ;
2. the greater the demand for the craft outside
construction ;
3, the more rapid the transi tion to a high level
of demand occurs:
4. the fewer the persons who have enrolled
and/ or completed apprenticeship programs
in preceding years;
5. the tighter labor markets are generally;
6. the lower is the wage in this craft relative
to other occupations and industries:
7. the more interm iuent is the work; and
8. the more limited the geographic area In
which demand is concentrated.
56. Alan F. Salt, " Estimlted Need for Skilled Wm-ken,

1967_i6," Mon.hI, lAbor Re...inu, April 1966. pp.

~71.

57. Including carpenten. bridr.layerl, cemenl and con·

erNe finooerl, c:I«t ridanl, open.t!ng enginterl,
paperha ngen,

plaJler~ ....

PlIint~,

plumbcrl, and pipefi tt erll,

On ina! fn:.II1
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III. Channels of Adjustment to Labor
Shortages

III. Channels of Adjustment to Labor

Shortages

In 1968 there is no certain method to foresee

the character of the construction labor market in

a distant year. Trends may be identified in the

current context which, if continued, would affect

the adequacy of the labor supply at a future date.

Among these trends are expectations concerning

the level of manpower demand in construction,

and the processes which contribute to the devel-

opment of skilled manpower for the industry.

The processes of adjustment to skill shortages or

surpluses which have been and now are operative

also may be isolated. Clearly, these processes are

subject to modification by decisions of the partic-

ipants in the industrial relations system in con-

struction.

Construction demand generally should be

strong in the 1970's. Non-residential construction

is expected to hold its own (or even rise as a

percentage of GNP), and residential expendi-

tures are expected to boom. "The forecast for

residential construction grows so rapidly in com-

parison with past experience that . . . this part

of the computer program was checked very care-

fully. The effect of higher incomes will gradually

build up a big expansion in house building." 58

Should large scale federal low-income housing

programs be instituted in the context of gener-

ally strong construction demand, there is certain

to be pressure on labor markets. The specific

nature of this pressure will largely depend on the

path construction activity follows to 1975, and

on the distribution of activity (geographically

and among types of building) in that year. A

rather smooth transition from the currently de-

pressed housing market to a more active one and

some stability in the composition and locus of

other construction activity would largely ease the

manpower situation. Such a transition would

allow contractors and homebuilders to adjust in

measured steps and with confidence to an ex-

panding market. Measures to improve the utili-

zation of manpower (e.g., measures to reduce

seasonality) might be introduced. Expanding

job availability in construction â especially

through apprenticeship programs, and through

the requirements of the Model Cities Act of 1966

for use of residents in the areas in construction

58. Almon, The American Economy to 1975, op. cit.,

pp. 80â81.

workâwould induce entry into the industry.

Unfortunately, the record with respect to

stability and ease of transition in construction

in the United States during the post-World War

II period has not been good. The industry has

been in a continual state of flux with respect to

the composition and geographical distribution

of building activity. The aggregate level of con-

struction spending has not fluctuated as greatly

In 1968 there is no certain method to foresee
the character of the construction labor market in
a distant year. Trends may be identified in the
current context which, if continued, would affect
the adequacy of the labor supply ~t a future d~te.
Among these trends are expectatIons concernmg
the level of manpower demand in construction,
and the processes which contribute to t~e development of skilled manpower for the mdustry.
The processes of adjustment to skill shortages. or
surpluses which have been and now are operative
also may be isolated. Clearly, these processes are
subject to modification by decisions of the participants in the industrial relations system in construction.
Construction demand generally should be
strong in the 1970's. Non-residential construction
is expected to hold its own (or even rise as a
percentage of GNP), and residential expenditures are expected to boom. "The forecast for
residential construction grows so rapidly in comparison with past experience that ... this part
of the computer program was checked very carefully. The effect of higher incomes will gradually
build up a big expansion in house building." 58
Should large scale federal low-income housing
programs be instituted in the context of generally strong construction demand, there is certain
to be pressure on labor markets. The specific
nature of this pressure will largely depend on the
path construction activity follows to 1975, and
on the distribution of activity (geographically
and among types of building) in that year. A
rather smooth transition from the currently depressed housing market to a more active one and
some stability in the composition and locus of
other construction activity would largely ease the
manpower situation. Such a transition would
allow contractors and homebuilders to adjust in
measured steps and with confidence to an expanding market. Measures to improve the utilization of manpower (e.g., measures to reduce
seasonality) might be introduced. Expanding
job availability in construction - especially
through apprenticeship programs, and through
the requiremen ts of the Model Cities Act of 1966
for use of residents in the areas in construction

since the war as in the preceding decades; but

because of compositional changes this stability

has been more apparent than real.

In a situation of rather continual transition

58. Almon, The American Economy to 1975, op. cit .,

pp. 80-81.

from one situation to another, flexibility be-

comes a key element of survival in the industry.

Especially in homebuilding the ups and downs

of the market have created an uncertain situa-

tion. In this context rational manpower plan-

ning, technological development, etc., may be

Manpower in Construction

work-would induce entry into the industry.
Unfortunately, the record with respect to
stability and ease of transition in construction
in the United States during the post-World War
II period has not been good. The industry has
been in a continual state of flux with respect to
the composition and geographical distribution
of building activity. The aggregate level of construction spending has not fluctuated as greatly
since the war as in the preceding decades; but
because of compositional changes this stability
has been more apparent than real.
In a situation of rather continual transition
from one situation to another, flexibility becomes a key element of survival in the industry.
Especially in homebuilding the ups an~ d~wns
of the market have created an uncertam situation. In this context rational manpower planning, technological development, etc., may be
disrupted. Public policy, resting strongly on
monetary policy to implement national economic objectives, has acted as a destabilizing influence in homebuilding. A major channel of
adjustment to labor stringency in homeb~i"ding
might be the introduction of greater stablhty of
demand into the industry. It would be unreasonable at the moment, however, to expect that
the 1970's will exhibit greater rationality in the
homebuilding market than at present.
In summary, we may expect a strong and growing demand for construction manpower in the
1970's. It does not appear, at this moment, that
demand will be subject to lesser variations in
composition and location of activity than at present, unless effective public policy to stabilize
construction demand is initiated.
The path and rate of technological change in
construction will not, it appears, be greatly different from recent historical experience. No
revolutions in technology which will be widely
applied in 1975 are in sight. However, technological innovation responds, in some degree, to
the cost and availability of labor. Should wage
rates in construction continue to rise relative to
other rates and prices, and should the nature of
activity be such as to create repeated shortages,
technological change should be expected to
accelerate.
In most respects, analyzing the supply side of
the labor market in construction is more difficult
than explication of the demand side. The relevant determinants may be identified, but lack of
data creates serious problems of assessing their
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relative importance. It does appear that the

utilization of manpower in the industry is of

substantial importanceâprobably more so than

that of the availability of numbers of men.

The construction work force is poorly utilized.

The seasonal pattern of operation requires a

considerably larger work force to accomplish a

given amount of construction than would be

necessary if the work year were more stable. Sea-

sonality also reduces work opportunities to jour-

neymen and thereby helps to induce a concern

about the number of men in the trade, even in

periods of manpower shortage, and to discourage

young men from apprenticing.

A consequence of intermittency of employment

is that the average annual hours worked by con-

struction tradesmen are often remarkably low.

Thus, from 1960 to 1964, New Jersey Operating

Engineers averaged 1617 hours per year of work

in their craft; the 1964 figure was 1476 hours.59

(Recent B.L.S. surveys done in the Midwest in-

dicate that Operating Engineers experience one

of the highest average annual number of work-

ing hours among outdoor crafts [excluding, e.g.,

electricians and plumbers]). Again, a survey by

the Structural Clay Products Institute in 1967

indicated that union bricklayers in five mid-

American cities averaged 1450 hours of work per

year. It is probably the case that, in general,

better mechanics receive more hours during the

year than others. Nonetheless, a considerable

number of skilled men involuntarily are not em-

ployed in construction jobs for long periods each

year. Programs which might result in a less sea-

sonal year, create a more stable employment

environment in local areas over the course of

several years, and/or increase geographic mobil-

ity among craftsmen could considerably improve

the adequacy of the workforce to a desired level

of construction without significantly increasing

its size.

Additionally, evidence is accumulating as to

the inefficient use of on-site mechanics. The

scheduling of construction operations is a very

complex task. Consequently, a great deal of man-

power "savings" might be obtained through in-

creasing managerial efficiency. Recently, Engi-

neering News Record 00 cited a Canadian study

59. Sol. Swerdloff, "Manpower Facts in Labor-Manage-

ment Negotiations," Monthly Labor Review, 90, 1 (Jan-

uary 1967), p. 10.

60. "Top Talent Keeps Levitt on Top," Engineering

News Record, February 29, 1968, p. 32.

to the effect that "only 55 percent of the time on

an average on-site job was productive. The re-

mainder was spent in involuntary idleness, wait-

ing for materials or instructions." Sophisticated,

explicit methods such as PERT and CPM may

relative importance. It does appear that the
utilization of manpower in the industry is of
substantial importance-probably more so than
that of the availability of numbers of men.
The construction work force is poorly utilized.
The seasonal pattern of operation requires a
considerably larger work force to accomplish a
given amount of construction than would be
necessary if the work year were more stable. Seasonality also reduces work opportunities to journeymen and thereby helps to induce a concern
about the number of men in the trade, even in
periods of manpower shortage, and to discourage
young men from apprenticing.
A consequence of intermittency of employment
is that the average annual hours worked by construction tradesmen are often remarkably low.
Thus, from 1960 to 1964, New Jersey Operating
Engineers averaged 1617 hours per year of work
in their craft; the 1964 figure was 1476 hours. 59
(Recent B.L.S. surveys done in the Midwest indicate that Operating Engineers experience one
of the highest average annual number of working hours among outdoor crafts [excluding, e.g.,
electricians and plumbers]). Again, a survey by
the Structural Clay Products Institute in 1967
indicated that union bricklayers in five midAmerican cities averaged 1450 hours of work per
year. It is probably the case that, in general,
better mechanics receive more hours during the
year than others. Nonetheless, a considerable
number of skilled men involuntarily are not employed in construction jobs for long periods each
year. Programs which might result in a less seasonal year, create a more stable employment
environment in local areas over the course of
several years, and/or increase geographic mobility among craftsmen could considerably improve
the adequacy of the workforce to a desired level
of construction without significantly increasing
its size.
Additionally, evidence is accumulating as to
the inefficient use of on-site mechanics. The
scheduling of construction operations is a very
complex task. Consequently, a great deal of manpower "savings" might be obtained through increasing managerial efficiency. Recently,· Engineering News Record GO cited a Canadian study

contribute significantly to efficient utilization of

manpower. Because managerial efficiency in con-

struction is not to be had simply for the exhorta-

tion, we have not explicitly assumed improved

utilization of on-site manpower in our projec-

tions. For the manpower side management might

be improved in construction, if the industry

59. Sol. Swerd10ff, "Manpower Facts in Labor·Management Negotiations," Monthly Labor Review, 90, 1 (January 1967), p. 10.
60. "Top Talent Keeps Levitt on Top," Engineering
News Record, February 29, 1968, p. 32.

to the effect that "only 55 percent of the time on
an average on-site job was productive. The remainder was spent in involuntary idleness, waiting for materials or instructions." Sophisticated,
explicit methods such as PERT and CPM may
contribute significantly to efficient utilization of
manpower. Because managerial efficiency in construction is not to be had simply for the exhortation, we have not explicitly assumed improved
utilization of on-site manpower in our projections. For the manpower side management might
be improved in construction, if the industry
were to be stabilized, larger organizations fostered, and industrial engineering research and
development supported.
Manpower demand which reflects strong and
growing employment opportunities of a longterm basis should be translated into increased
enrollment in apprenticeship programs and
skill-upgrading courses for journeymen. As we
argued in a previous section, it is difficult to
imagine large-scale apprenticeship training in
slack labor markets for an expected, but distant,
period of high level demand. The present intermittency of employment in construction colors
all discussion of apprenticeship. While this is
not the place for a thorough evaluation of apprenticeship, it is unlikely that the program will

do much better (or worse) in the next few years
than it has done recently to provide journeymen
-unless the traditional uncertainty of construction employment is reduced markedly. The mere
projection of high levels of demand in the future
on the basis of assumptions about federal action
does not reduce that uncertainty.
There will be an increasing role for both preapprenticeship and post-apprenticeship training
in the building trades in the next decades. The
skill requirements of certain specialties are rising,
and journeymen need to be upgraded to meet
those requirements. Programs such as the International Training Fund of the plumbing and
pipefitting industry may assume an important
role in provision of future manpower requirements. The Federal Government is now sponsoring upgrading programs in some crafts, an activity which might be expanded.
Generally, it may be expected that the less
gradual the change in construction manpower
demand and the tighter are labor markets generally, the more necessary, difficult, and expensive will training efforts become.
nglndl from

were to be stabilized, larger organizations fos-

tered, and industrial engineering research and

development supported.

Manpower demand which reflects strong and

growing employment opportunities of a long-
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The process of adjustment to an expected

high level of construction demand associated

with federal efforts at housing rehabilitation

might include an increased use of trainees in

construction. The rehabilitation process, which

involves a large component of cleaning, gaining

access, etc., lends itself to the employment of

unskilled persons on a temporary basis. Should

these trainees show themselves capable of enter-

ing apprenticeship programs (or of performing

the craft for non-apprenticeable trade), they

should be accepted for whatever formal programs

exist and for membership in the union.

Manpower shortages and surpluses affect wage

rates in conjunction with many other influences.

Wage incentives are clearly a method of attract-

ing workers, and to the degree that other types

of adjustment to shortages are not attempted,

they will tend to be relied upon. Reasonable

wage increases in line with advances in educa-

tion, skill, productivity, living costs, etc., are to

be expected. Settlements which clearly exceed

the requirements of the factors just mentioned

may be inflationary, may distort the general wage

structure, and ultimately may be damaging to

both worker and employer. Should the reason-

able processes of adjustment to an increasing

demand for construction be ignored in the com-

ing years, much of their neglect will be reflected

in cost increases in wages, materials, and other

prices. All partiesâcontractors, homebuilders,

unions, and the Governmentâwho could have

taken positive measures in the intervening years

will then be responsible.

IV. Information Needs

Our present needs for information with respect

to construction are so great that the only problem

is where to begin describing them. This discus-

sion will unavoidably reflect its authors' man-

The process of adjustment to an expected
high level of construction demand associated
with federal efforts at housing rehabilitation
might. include an increased use of trainees in
construction. The rehabilitation process, which
involves a large component of cleaning, gaining
access, etc., lends itself to the employment of
unskilled persons on a temporary basis. Should
these trainees show themselves capable of entering apprenticeship programs (or of performing
the craft for non-apprenticeable trade), they
should be accepted for whatever formal programs
exist and for membership in the union.
Manpower shortages and surpluses affect wage
rates in conjunction with many other influences.
Wage incentives are clearly a method of attracting workers, and to the degree that other types
of adjustment to shortages are not attempted,
they will tend to be relied upon. Reasonable
wage increases in line with advances in education, skill, productivity, living costs, etc., are to
be expected. Settlements which clearly exceed
the requirements of the factors just mentioned
may be inflationary, may distort the general wage
structure, and ultimately may be damaging to
both worker and employer. Should the reasonable processes of adjustment to an increasing
demand for construction be ignored in the coming years, much of their neglect will be reflected
in cost increases in wages, materials, and other
prices. All parties-contractors, homebuilders,
unions, and the Government-who could have
taken positive measures in the intervening years
will then be responsible.

power orientation, but it is not limited to sug-

gestions for improved data on manpower. Data

IV. Information Needs

on expenditure in construction badly need ex-

pansion and improvement, and detailed infor-

mation regarding the industrial organization of

construction is not yet available (though a cen-

sus of construction, the first since 1939, is cur-

rently underway).

These comments do not deny the considerable

amount of data which do exist and have pro-

vided the foundation for this report. With imagi-

nation and courage it is possible to assemble a

large part of the jigsaw puzzle which is the con-

struction industry. Consequently, this discussion

attaches priority to obtaining pieces which may

be fitted into the large blank areas of our pic-

ture. Improvements in the state of our knowl-

edge in those areas already dimly perceived are

given secondary importance.

The greatest gap in our knowledge is occupa-

tional. Data on construction employment and un-

employment by craft are remarkably sparse. In

an industry in which industrial relations are

organized largely along craft lines and in which

the sequence of skilled operations is necessary

Our present needs for information with respect
to construction are so great that the only problem
is where to begin describing them. This discussion will unavoidably reflect its authors' manpower orientation, but it is not limited to suggestions for improved data on manpower. Data
on expenditure in construction badly need expansion and improvement, and detailed information regarding the industrial organization of
construction is not yet available (though a census of construction, the first since 1939, is currently underway).
These comments do not deny the considerable
amount of data which do exist and have provided the foundation for this report. With imagination and courage it is possible to assemble a
large part of the jigsaw puzzle which is the con-

struction industry. Consequently, this discussion
attaches priority to obtaining pieces which may
be fitted into the large blank areas of our picture. Improvements in the state of our knowledge in those areas already dimly perceived are
given secondary importance.
The greatest gap in our knowledge is occupational. Data on construction employment and unemployment by craft are remarkably sparse. In
an industry in which industrial relations are
organized largely along craft lines and in which
the sequence of skilled operations is necessary
to production the lack of occupational data is
crippling. The only currently important source
of craft data are the decennial census and the
Current Population Survey, but neither source
allows identification of the contract construction
industry. In addition, the census is infrequent.
The Current Population Survey is so limited in
sample size that it does not allow disaggregation
to the requisite levels of craft, locality, and
demographic features of the work force. Currently, for example, it is virtually impossible
to obtain from public sources estimates of employment and unemployment, by craft, for an
area as large as the New York City Standard
Metropolitan Statistical Area.
This report has stressed the mobility of construction workers among geographic areas, industries, and perhaps, occupations. The fact is that
we possess almost no information on the occupational dimension of mobility. We know that
many persons enter construction employment
from other industries each year; others exit from
construction to employment in other industries.
However, it is unknown whether these job shifts
are associated with occupational changes. Since
we are in ignorance as to the occupational characteristics of customary manpower flows, we are
handicapped in evaluating the adequacy of the
manpower supply to increased construction demand.
There is very little information on the occupational pattern of career paths. It is widely believed that the journeyman who has completed
an apprenticeship performs a special, highlyskilled role in the industry. There are several
studies made by government agencies which
appear to have motivated this supposition. 61 The
61. For a discussion of these surveys see George Strauss,
"Apprenticeship: An Evaluation of the Need," in Arthur
M. Ross (ed.), Employment Policy and the Labor Market
(Berkeley: University of California Press, 1965), pp. 299·332.

to production the lack of occupational data is

crippling. The only currently important source

of craft data are the decennial census and the

Current Population Survey, but neither source

allows identification of the contract construction

industry. In addition, the census is infrequent.
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career paths of men who do not complete pro-

grams, or who were trained less formally, are

generally unknown. If construction does tend

to be a net exporter of skilled manpower to

other industries (as may be the case) an argu-

ment for training subsidies in construction is

strengthened. Without work history information,

by occupation, the analysis of training require-

ments becomes quite difficult.

It should not be too difficult to improve the

situation with respect to occupational informa-

tion. There are two major sources of information

on employment in contract construction: the

Establishment Survey of the Bureau of Labor

Statistics and the Social Security Administra-

tion's Continuous Work History (1 Percent)

Sample. Neither collects occupational informa-

tion. Either agency might be instructed to begin

the process of occupational data collection. Alter-

natively, occupational information might be col-

lected directly but in such a way that it might

be supplemented by information currently com-

piled on an industrial basis. A potential source

of craft information are the records of health,

welfare, and pension funds established under

collective bargaining agreements. The records

of these funds would permit sampling as to hours

worked monthly, by craft, in many areas. Such

data could provide distributions of those who

worked by the number of hours worked, allow-

ing direct measurement of total hours worked,

number of jobs (at a full week's work), and the

average hours worked per employee (and thereby,

utilization of the work force). Should agreement

be obtained for release of Social Security num-

bers, then earnings, industrial and geographic

mobility, etc., could be discovered by current

occupation. The execution of special studies of

this nature would be quite valuable.02 They

might, for example, isolate patterns of mobility,

and thereby identify key indicators of changes

in the manpower situation.

Information is critically needed on the charac-

ter of the production process in construction.

The industry is dynamic, i.e., its products are

62. There are, of course, difficulties in the implementa-

tion of special studies involving cost, sample design, etc.

They should not be minimized; neither are they insur-

mountable. See Mills, Manpower in Construction: New

Methods and Measures," Proceedings of the Industrial Re-

lations Research Association, 1967, op. cit.

heterogeneous and in a constant state of flux.

The composition of construction activity varies

by type, and the character of projects within a

broad type alters within remarkably brief pe-

career paths of men who do not complete programs, or who were trained less formally, are
generally unknown. If construction does tend
to be a net exporter of skilled manpower to
other industries (as may be the case) an argument for training subsidies in construction is
strengthened. Without work history information,
by occupation, the analysis of training requirements becomes quite difficult.
It should not be too difficult to improve the
situation with respect to occupational information. There are two major sources of information
on employment in contract construction: the
Establishment Survey of the Bureau of Labor
Statistics and the Social Securi ty Administration's Continuous Work History (1 Percent)
Sample. Neither collects occupational information. Either agency might be instructed to begin
the process of occupational data collection. Alternatively, occupational information might be collected directly but in such a way that it might
be supplemented by information currently compiled on an industrial basis. A potential source
of craft information are the records of health,
welfare, and pension funds established under
collective bargaining agreements. The records
of these funds would permit sampling as to hours
worked monthly, by craft, in many areas. Such
data could provide distributions of those who
worked by the number of hours worked, allowing direct measurement of total hours worked,
number of jobs (at a full week's work), and the
average hours worked per employee (and thereby,
utilization of the work force). Should agreement
be obtained for release of Social Security numbers, then earnings, industrial and geographic
mobility, etc., could be discovered by current
occupation. The execution of special studies of
this nature would be quite valuable. a!! They
might, for example, isolate patterns of mobility,
and thereby identify key indicators of changes
in the manpower situation.
Information is critically needed on the character of the production process in construction.
The industry is dynamic, i.e., its products are

riods of time. In order to reasonably assess pro-

spective demand for construction manpower it is

important to have some insight into changing

manpower requirements in the industry. The

Bureau of Labor Statistics' studies of material

and manpower requirements on construction

projects are a very important source of this sort

of information. They should be expanded in

scope and frequency. The first follow-up study to

the initial round of surveys has yet to be pub-

62. There are, of course, difficulties in the implementation of special studies involving cost, sample design, etc.
They should not be minimized; neither are they insurmountable. See Mills, Manpower in Construction: New
Methods and Measures," Proceedings of the Industrial Relations Research Association, 1967, op. cit.

heterogeneous and in a constant state of flux.
The composition of construction activity varies
by type, and the character of projects within a
broad type alters within remarkably brief periods of time. In order to reasonably assess prospective demand for construction manpower it is
important to have some insight into changing
manpower requirements in the industry. The
Bureau of Labor Statistics' studies of material
and manpower requirements on construction
projects are a very important source of this sort
of information. They should be expanded in
scope and frequency. The first follow-up study to
the initial round of surveys has yet to be published. There should be many such follow-ups.
The surveys should include more complete analysis of the time cycle of jobs, including the temporal distribution of demand for journeymen of
the major crafts. Also, these studies should begin
the process of identifying and measuring the substitutions which occur in construction among
manpower requirements, speed of project completion, and future maintenance requirements.
Studies should be conducted of the utilization
of manpower in construction operations with a
view toward increasing the productivity of labor
through scheduling techniques, project design,
increased use of machinery, scale of operations,
efficiency in supervision and crew size, etc. Industrial engineering studies of this type have a great
potential for construction and have been neglected for too long.
Present sources of employment and expenditure data regarding construction are such that
the series are not comparable. Expenditures statistics refer to all construction activity and to
type, while employment data refer to several
different industrial concepts. There are many
sources of divergence, but the central one involves homebuilding. With respect to employment estimates, home builders are variously
classified as general contractors or operative
(own-account) builders, a segment of the Finance, Insurance and Real Estate industry division. Consequently, it is impossible to isolate
employment in homebuilding. Expenditure estimates refer, of course, to all work done, regardless of by whom (contractors, home builders,
the owner, etc.). In sum, employment and expenditure estimates are incomparable to both
the aggregate and detailed levels. It is, of course,
possible to ~upply' assumptions about the pernglnal from

lished. There should be many such follow-ups.

The surveys should include more complete anal-

ysis of the time cycle of jobs, including the tem-

poral distribution of demand for journeymen of

the major crafts. Also, these studies should begin
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centage of each type of construction expenditure

which is done by contract, and thereby to derive

an expenditure series comparable to employment

in contract construction. However, data limita-

tions prevent frequent updating of the estimates

of the proportion of construction done on con-

tract. For example, a price index recently derived

for contract construction depends on the assump-

tion "that the share of contractors in each sector

of construction has remained constant over a

48-year period. . . ." 03 Partly because expenditure

and employment data lack correspondence, ag-

gregate productivity figures for construction are

quite unreliable.

Value put-in-place estimates of construction

activity made by the Bureau of the Census have

been considerably improved in recent years, but

still rest too little on direct measurement. Cur-

rently a significant portion of construction ex-

penditures is estimated from other data rather

than directly reported. For residential construc-

tion estimates are made from the value of permits

issued in permit-issuing places, are extrapolated

to non-permit issuing areas, and are distributed

monthly by applying progress rates developed

from a 1956 Bureau of Labor Statistics survey.64

This single-series, private, non-farm residential

buildings, is the single most important com-

ponent series of new construction activity. The

estimates of expenditure on private, non-residen-

tial buildings are based on a survey of 37 states,

and extrapolated to the western region of the

country. Series on residential additions and alter-

ations and maintenance and repair construction

are important components of the total expendi-

ture estimates, but are very weakly supported.

The Bureau of the Census should be directed

(and funded) to improve the coverage and fre-

quency of the surveys from which expenditure

data are prepared. It hardly need be said that

the expenditure data discussed here are funda-

mental to the nation's view of the size and ac-

tivity of its construction industry, and of the

composition and growth rates of most of its

capital stock.

A Census of the Construction Industry is

currently in progress. It is1 the first such census

63. Gordon, op. cit.

64. Value of New Construction Put-in-Place, Construc-

tion Reports (30-655), Bureau of the Census, January 1966,

p. 51.

since 1939. It will provide a wealth of informa-

tion regarding the industrial structure of con-

struction, i.e., the characteristics of its firms. This

census, like that for manufacturing, must be re-

peated at reasonable intervals.

V. Summary

centage of each type of construction expenditure
which is done by contract, and thereby to derive
~n expenditure series comparable to employment
m contract construction. However, data limitations prevent frequent updating of the estimates
of the proportion of construction done on contract. For example, a price index recently derived
f?r c~,ntract construction depends on the assumptIon that the share of contractors in each sector
of construction has remained constant over a
48-year period .... " 03 Partly because expenditure
and employment data lack correspondence, aggregate productivity figures for construction are
qui te unreliable.
Value put-in-place estimates of construction
activity made by the Bureau of the Census have
been considerably improved in recent years, but
still rest too little on direct measurement. Currently a significant portion of construction expenditures is estimated from other data rather
than directly reported_ For residential construction estimates are made from the value of permits
issued in permit-issuing places, are extrapolated
to non-permit issuing areas, and are distributed
monthly by applying progress rates developed
froI? a. 1956 B~reau ~f Labor Statistics survey.04
ThIS smgle-senes, pnvate, non-farm residential
buildings, is the single most important component series of new construction activity. The
estimates of expenditure on private, non-residential buildings are based on a survey of 37 states,
and extrapolated to the western region of the
country. Series on residential additions and alteratioI?s and maintenance and repair construction
are Important components of the total expenditure estimates, but are very weakly supported.
The Bureau of the Census should be directed
(and funded) to improve the coverage and frequency of the surveys from which expenditure
data are prepared. It hardly need be said that
the expenditure data discussed here are fundamental to the nation's view of the size and activity of its construction industry, and of the
composition and growth rates of most of its
capital stock.
A Census of the Construction Industry is
currently in progress. It is' the first such census

Flexibility, in response to constantly changing

demand, is the outstanding characteristic of the

construction industry, its enterprises and work

force. The demand for construction services va-

ries from year to year, season to season, locality

to locality, and project to project; it also varies

among the many branches of the industry and

among the more than half a million enterprises

63. Gordon, op. cit.
64. Value of New Construction Put-in-Place, Construction Reports (30-655), Bureau of the Census, January 1966,
p. 51.

in the industry. The industry has, in a sense,

optimized over time its flexibility to meet chang-

ing demand. A construction world of stable out-

put at fixed locations (a practical impossibility)

would be associated with a very different size of
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since 1939. It will provide a wealth of information regarding the industrial structure of construction, i.e., the characteristics of its firms. This
census, like that for manufacturing, must be repeated at reasonable intervals.

v.

Summary

Flexibility, in response to constantly changing
demand, is the outstanding characteristic of the
construction industry, its enterprises and work
force. The demand for construction services varies froI? year to year, season to season, locality
to locahty, and project to project; it also varies
among the many branches of the industry and
~mong ~he more than half a million enterprises
m the mdustry. The industry has, in a sense,
?ptimized over time its flexibility to meet changmg demand. A construction world of stable output at fixed locations (a practical impossibility)
would be associated with a very different size of
labor force, different occupational and craft categories, relative wage rates, and training procedures. The size of enterprise, the characteristics
of management, and capital structure would also
be very different.
T.he present construction industry is a largely
effic~e?~ response to the dominant requirement of
flexIbIhty Imposed upon enterprises and labor
by incessantly changing demand. The industrial
relations design and pricing system of the industry are also to be interpreted as a response
to the same fundamental features.
The most urgent manpower problem of the
construction industry concerns the need for improved utilization of manpower already attached
to or flowing in and out of the industry, rather
than the mere attraction of more -men to the
industry. To fill the yearly average of 3.2 million
jobs provided in the industry currently, more
than 5 million persons work some time during
the year for contractors or builders. Among methods to improve the utilization of labor are the
following:
1. Reducing the time lost to workers between

jobs. The most important steps which could
be undertaken to achieve this result are:
a. stabilizing home building;
b. reducing the variability of private construction demand in local areas;
c. scheduling public projects with some regard for the manpower situation in affected locali ties.
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2. Improving the mobility of craftsmen, in part

through increased attention to portability

and general vesting of rights to pension and

welfare fund benefits.

3. Reducing the loss of manpower through

improved safety precautions and accident

prevention.

4. Upgrading the current labor force in order

to improve skill levels and protect employ-

ment opportunity, through journeyman re-

training programs.

5. Reducing the seasonality of employment. A

useful first step would be for the Federal

Government to specifically consider man-

power conditions in the scheduling of its

construction activities. Similarly, the present

attention to, winter building techniques by

the private industry and government should

be expanded. A wide range of programs,

suggested in part by the activities of other

industrial nations, are available to our pub-

lic authorities as methods of reducing the

seasonality of construction operations.

6. Improving the efficiency of management and

workers. The on-site productivity of labor

can be increased by application of improved

management, including the concern for effi-

cient scheduling of operations. In some local-

ities work practices can be improved.

Manpower has flowed into the construction

industry through a variety of channels. No one

route has been used exclusively, and the man-

power required by different branches of the in-

dustry and crafts has been mobilized through

different procedures and in different proportions.

More than one of these channels may apply to

the development of a single individual. The

major channels of inflow of manpower include:

1. apprenticeship;

2. informal, on-the-job training;

3. entry from other industries with related craft

skills;

4. military service; and

5. vocational education.

Apprenticeship has provided a relatively high

proportion of the supply of mechanical and ma-

sonary crafts, but its role for most other crafts

has been substantially lower. Apprenticeship is

also to be regarded as a form of supervisory

training, since a significant proportion of fore-

men and superintendents have come through

this route.

In recent years a number of federally financed

manpower programs with special reference to

minority groups have been developed with the

cooperation of labor and management, in order

to provide pre-apprenticeship and other train-

ing for various construction crafts. Most of these

programs have been' under Manpower Develop-

ment and Training Act aegis. The aggregate

size of the programs thus far has not been large.

Labor shortages in construction have occurred

in certain trades and localities in the past several

years with increasing frequency, as labor markets

2. Improving the mobility of craftsmen, in part
through increased attention to portability
and general vesting of rights to pension and
welfare fund benefits.
3. Reducing the loss of manpower through
improved safety precautions and accident
prevention.
4. Upgrading the current labor force in order
to improve skill levels and protect employment opportunity, through journeyman retraining programs.
5. Reducing the seasonality of employment. A
useful first step would be for the Federal
Government to specifically consider manpower condi tions in the scheduling of its
construction activities. Similarly, the present
attention to, winter building techniques by
the private industry and government should
be expanded. A wide range of programs,
suggested in part by the activities of other
industrial nations, are available to our public authorities as methods of reducing the
seasonality of construction operations.
6. Improving the efficiency of management and
workers. The on-site productivity of labor
can be increased by application of improved
management, including the concern for efficient scheduling of operations. In some localities work practices can be improved.
Manpower has flowed into the construction
industry through a variety of channels. No one
route has been used exclusively, and the manpower required by different branches of the industry and crafts has been mobilized through
different procedures and in different proportions.
More than one of these channels may apply to
the development of a single individual. The
major channels of inflow of manpower include:
1. apprenticeship:
2. informal, on-the-job training;
3. entry from other industries with related craft
skills;
4. military service; and
5. vocational education.
Apprenticeship has provided a relatively high
proportion of the supply of mechanical and masonary crafts, but its role for most other crafts
has been substantially lower. Apprenticeship is
also to be regarded as a form of su pervisory
training, since a significant proportion of foremen and superintendents have come through
this route.
In recent years a number of federally financed

outside of construction have tightened. It appears

that increased employment opportunities outside

of construction, rather than an expansion in

construction employment, have been most in-

fluential in creating construction scarities.

Shortages have been especially acute in home-
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manpower programs with special reference to
minority groups have been developed with the
cooperation of labor and management, in order
to provide pre-apprenticeship and other training for various construction crafts. Most of these
programs have beerr under Manpower Development and Training Act aegis. The aggregate
size of the programs thus far has not been large.
Labor shortages in construction have occurred
in certain trades and localities in the past several
years with increasing frequency, as labor markets
outside of construction have tightened. It appears
that increased employment opportunities outside
of construction, rather than an expansion in
construction employment, have been most influential in creating construction scarities.
Shortages have been especially acute in homebuilding in some areas. Homebuilding often
stands (figuratively) at the end of the line for
manpower. This is largely because in some localities wages and benefits are lower in homebuilding than elsewhere in construction, and overtime
opportunities are fewer. Furthermore, formal
programs of manpower development are less
common in house building than in other
branches of the industry. Consequently, when
commercial and heavy construction are active
in the context of a high employment economy,
shortages are likely to be particularly severe for
home builders. The situation is made more difficult by monetary policy, which has made homebuilding particularly vulnerable to fluctuations.
In the area of manpower homebuilding is
in terrelated to rae construction industry generally, but also has its separate characteristics.
For example, wages in homebuilding and commercial construction often differ, but the scales
also depend to a degree on one another. Similarly
(as this study has suggested) homebuilding seems
to stand at the end of the manpower line in
construction. Furthermore, the two industries
are quite closely related in certain specialties
such as electrical work and plumbing.
The degree of interdependence between homebuilding and other elements of construction is
greater in some geographic areas than in others,
depending in part on the degree to which homebuilding is organized by labor unions, the tightness of the local labor market, and the volume
and scale of homebuilding in the area.
In summary, homebuilding is in some sense
independent of other construction, in that it is
able to influence its own labor relations and manOriginal rom
282..1 NIV ERS ITY OF INN ESOTA

power development. However, there are limita-

tions to this independence, and while the limits

are variable, they are also fairly narrow.

The attraction of additional minority group

members to skilled jobs in the construction

industry is a major objective of public and

private policy as a part of a common national

effort. Two channels deserve particular empha-

sis. First, there is the active recruitment of qual-

ified minority group members for regular ap-

prenticeship programs. Secondly, there is an

opportunity for the creating of a new channel

through which trainees (on government-sub-

sidized rehabilitation or related new housing

programs) with satisfactory performance may

progress to journeyman status and rates. This

latter channel should help to provide the req-

uisite manpower for vastly expanded housing

programs, and at the same time provide oppor-

tunities of employment for area residents not

qualified for apprenticeship for reasons of edu-

cation or age. This latter group should be in-

corporated into the general manpower pool of

the industry by further upgrading and training

of all journeymen. Finally, both of these chan-

nels should be supplemented by measures to

utilize recent veterans who have acquired some

interest and skills while in the military.

The experience of the construction industry

demonstrates that the training of skilled man-

power is a costly process which most employers

have tended to avoid, except in periods of ex-

treme labor stringency. In a highly competitive

industry with the emphasis upon general train-

ing and flexibility the individual contractor

would prefer to recruit an experienced worker

if readily available, rather than incur the sub-

stantial costs of training. Consequently, the costs

of training are heavily borne by workers, par-

ticularly in loose labor markets. The costs of

training a manpower pool are more widely

spread by jointly administered apprenticeship

programs with contributions to funds and by

public programs for related training for dis-

advantaged groups. In periods of unemployment

apprenticeship declines because of the reduction

in job opportunities and the unwillingness of

apprentices to remain attached to the industry

in the face of substantial periods of unemploy-

ment. In periods of continuing high demand for

labor apprenticeship expands.

This report provides the elements for man-

power projections in construction, so that anyone

can create his own estimates depending on the

particular assumptions he wishes to make. The

report develops projection techniques and pre-

sents a range of estimates based on varying

assumptions.

The projections of manpower demand pre-

sented in this study are contingent on assump-

tions regarding the following:

1. the rate of increase in real output per man-

hour for construction, including the trans-

ference of work off-site;

power development. However, there are limitations to this independence, and while the limits
are variable, they are also fairly narrow.
The attraction of additional minority group
members to skilled jobs in the construction
industry is a major objective of public and
private policy as a part of a common national
effort. Two channels deserve particular emphasis. First, there is the active recruitment of qualified minority group members for regular apprenticeship programs. Secondly, there is an
opportunity for the creating of a new channel
through which trainees (on government-subsidized rehabilitation or related new housing
programs) with satisfactory performance may
progress to journeyman status and rates. This
latter channel should help to provide the requisite manpower for vastly expanded housing
programs, and at the same time provide opportunities of employment for area residents not
qualified for apprenticeship for reasons of education or age. This latter group should be incorporated into the general manpower pool of
the industry by further upgrading and training
of all journeymen. Finally, both of these channels should be supplemented by measures to
utilize recent veterans who have acquired some
interest and skills while in the military.
The experience of the construction industry
demonstrates that the training of skilled manpower is a costly process whiclr most employers
have tended to avoid, except in periods of extreme labor stringency. In a highly competitive
industry with the emphasis upon general training and flexibility the individual contractor
would prefer to recruit an experienced worker
if readily available, rather than incur the substantial costs of training. Consequently, the costs
of training are heavily borne by workers, particularly in loose labor markets. The costs of
training a manpower pool are more widely
spread by jointly administered apprenticeship
programs with contributions to funds and by
public programs for related training for disadvantaged groups. In periods of unemployment
apprenticeship declines because of the reduction
in job opportunities and the unwillingness of
apprentices to remain attached to the industry
in the face of substantial periods of unemployment. In periods of continuing high demand for
labor apprenticeship expands.
This report provides the elements for manpower projections in construction, so that anyone

2. the level of construction expenditure and

its composition in the target year;

3. the rate and nature of technological change

in housing and the level and composition

of housing demand in the target year; and

4. the average number of hours worked per
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can create his own estimates depending on the
particular assumptions he wishes to make. The
report develops projection techniques and presents a range of estimates based on varying
assumptions.
The projections of manpower demand presented in this study are contingent on assumptions regarding the following:
1. the rate of increase in real output per manhour for construction, including the transference of work off-site;
2. the level of construction expenditure and
its composition in the target year;
3. the rate and nature of technological change
in housing and the level and composition
of housing demand in the target year; and
4. the average number of hours worked per
year by building tradesmen in construction.
In projecting manpower demand over a period
a decade in length, the assumed rate of increase
in productivity dominates other influences. The
potentially most effective policies in conserving
manpower requirements for any given level and
distribution of construction activity are those
affecting the rate of productivity increase in the
industry. Such policies would include improvements in mechanical technology, increased use of
machinery, improved management, etc.
As an example of the use of the projection
tables in this report, let us examine the level of
manpower demand in 1975 for carpenters in
construction. Assume:
1. a 4 percent aggregate unemployment rate in
1975;
2. a "high durables" economy;
3. a 2 perct.nt per year productivity increase for
carpenters; and
4. an annual average work year of 1800 hours.
These assumptions imply 672,000 year-long jobs
for carpenters in 1975, an increase of 27.5 percent
for carpenters above 1965 employment. Now,
suppose the Federal Government were to institu te a program to provide 600,000 new low income housing units in 1975. At a 2 percent annual productivity increase and 1800 man-hours
per year-long job, an additional 67,000 jobs
would be provided for carpenters.
However, construction workers commonly
average less than an 1800-hour year in construction employment, so that more than a single
employee is required for 1800 hours work. In
contract construction Social Security data suggest
1.8 persons are employed at some time in the
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course of a year per year-long job. Were we to

assume, following this industry pattern, that 1.8

carpenters were employed at some time for each

year-long (1800 hours) carpenter's job, then 672,-

000 carpenters' jobs would imply 1,209,600 men

employed as carpenters. Were Federal Program B

initiated, involving 67,000 new jobs, some 120,600

additional men would be required.

In summary, manpower supply in a future

year will be less strained by a high level of

construction demand:

1. the greater the improvements in the utiliza-

tion of the work force in intervening years;

2. the more rapid the progress in real labor

productivity;

3. the more gradual and anticipated the char-

acter of the transition to a high level of

demand;

4. the greater the amount and quality of man-

power training provided by the industry in

intervening years; and

5. the greater the availability and mobility of

workers to the industry (largely dependent

on the level of aggregate unemployment).

Additions to and improvements in available

information are necessary to facilitate evaluation

and analysis of current and expected manpower

conditions in construction. We attach the follow-

ing priorities to special studies and improvement

in manpower data:

1. Collection of employment, unemployment,

and hours worked data by craft, especially

for the employees of contractors, and by

type of construction (e.g., home building).

2. Studies of the mobility of construction work-

ers with emphasis on occupational patterns.

3. Studies of the career paths of construction

craftsmen, including the industries and oc-

cupations in which they are employed, wage

course of a year per year-long job. Were we to
assume, following this industry pattern, that 1.8
carpenters were employed at some time for each
year-long (ISOO hours) carpenter's job, then 672,000 carpenters' jobs would imply 1,209,600 men
employed as carpenters. Were Federal Program B
initiated, involving 67,000 new jobs, some 120,600
additional men would be required.
In summary, manpower supply in a future
year will be less strained by a high level of
construction demand:
I. the greater the improvements in the utilization of the work force in intervening years;
2. the more rapid the progress in real labor
productivity;
3. the more gradual and anticipated the character of the transi tion to a high level of
demand;
4. the greater the amount and quality of manpower training provided by the industry in
intervening years; and
5. the greater the availability and mobility of
workers to the industry (largely dependent
on the level of aggregate unemployment).
Additions to and improvements in available
information are necessary to facilitate evaluation
and analysis of current and expected manpower
conditions in construction. We attach the following priorities to special studies and improvement
in manpower data:
I. Collection of employment, unemployment,
and hours worked data by craft, especially
for the employees of contractors, and by
type of construction (e.g., home building).

2. Studies of the mobility of construction workers with emphasis on occupational patterns.
3. Studies of the career paths of construction
craftsmen, including the industries and occupations in which they are employed, wage
rates and annual earnings, the amount and
type of training received, etc.
4. Analyses of labor requirements and productivity in the construction process by type of
construction and with specific reference to
all major elements of the production process, including manpower, materials, machinery, speed of project completion, project
design, and expected maintenance requirements.
5. Studies of the utilization of manpower in
construction operations with a view toward
increasing the productivity of labor through
scheduling techniques, project design, increased use of machinery, scale of operations, efficiency in supervision and crew
size, etc.
6. Increased comparability among construction
expenditure and employment statistics, including collection of both labor and expenditure data by type of construction
(e.g., home building).
7. Increased direct measurement in the compilation of construction expenditure data,
with decreased reliance on estimating spending from other sources of data.
S. Repetition, at reasonable intervals, of a
census of construction.

rates and annual earnings, the amount and

type of training received, etc.

4. Analyses of labor requirements and produc-

tivity in the construction process by type of

construction and with specific reference to

all major elements of the production pro-

cess, including manpower, materials, ma-

chinery, speed of project completion, project

design, and expected maintenance require-

ments.

5. Studies of the utilization of manpower in

construction operations with a view toward

increasing the productivity of labor through

scheduling techniques, project design, in-

creased use of machinery, scale of opera-

tions, efficiency in supervision and crew

size, etc.

6. Increased comparability among construction

expenditure and employment statistics, in-

cluding collection of both labor and ex-

penditure data by type of construction

(e.g., home building).

7. Increased direct measurement in the com-

pilation of construction expenditure data,

with decreased reliance on estimating spend-

ing from other sources of data.

8. Repetition, at reasonable intervals, of a

census of construction.
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APPENDIX A

Estimates of Employment by Craft in Construction

TABLE 20. Estimated Annual Average Employment

in Construction, by Craft, 1950-1966

(thousands)

TABLE 20. Estimated Annual Average Employment:
in Construction, by Craft, 1950-1966
(thousands)

Year

Brickmasons,

Year

Brickmasons,
Stonemasons, and
Cement and
Tile Setters
Carpenters Concrete Finishers

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

150
163
174
166
157
164
164
164
166
170
166
162
162
159
169
178
164

Stonemasons, and

Tile Setters

Cement and

Carpenters Concrete Finishers

Year

1950

1951

1952

1953

1954

1955

1956

1957

1958

1959

1960

1961

1962

1963

1964

1965

1966

150

163

760
808
842
791
730
746
730
714
703
702
669
638
631
635
651
671

658

29
32
36
36
35
38
40
42
44
46
47
48
52
56
55
51
67

174

166

164

164

Electricians

Year

Excavating,
Grading, and
Road Machinery
Operators

Laborers

79
95
111
116
118
133
144
154
166
181
188
189
198
221
210
206
237

695
756
807
776
735
771
774
778
789
811
797
756
741
731
787
806
728

2

164

166

170

166

162

162

159

169

178

164

760

808

842

791

730

746

730

714

703

702

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
2.

100
111
122
119
115
123
126
130
134
140
141
147
157
143
151
166
194

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

326
348
366
345
321
330
325
320
317
319
307
292
288
302
307
315
320

61
65
67
63
58
59
57
56
54
54
51
42
33
40
43
39
35

Includes carpenters' helpers, a few gardeners, and others

669

in addition to construction laborers.

Year

Roofers and
Slaters

Structural
Metal Workers

Tinsmiths,
Coppersmiths &
Sheet Metal
Workers

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

43
47
50
49
46
49
49
49
50
52
51
52
57
47
55
50
50

29
32
34
34
32
34
35
36
37
38
38
34
32
32
41
40
49

32
35
37
35
33
34
34
34
34
35
34
38
42
42
46
46
48

Source of the Estimates:
1950 and 1960: These are Census estimates of occupation by
industry which have been converted to an annual basis by
comparison with the Current Population Survey estimates for
1960 (only).
1951-59: These estimates were obtained by using trending
occupational distributions applied to Current Population Survey
construction industry employment (all occupations) estimates
(annual averages). Trends in the occupational distributions
were obtained by a linear distribution between the occupational mixes given in the two Census (1950 and 1960) adjusted
to the Current Population Survey distribution for 1960.
1961: This year's estimates were obtained by using an aver·
age of the 1960 and 1962 occupational distributions (CPS-base)
applied to total construction employment estimates for the
year 1961.
1962-66: These data are from the Current Population Survey.

638

631

635

651

671

658

29

32

36

36

35

38

40

179
194
205
196
185
192
192
191
193
197
192
178
172
177
193
183
214

3. Maintenance carpenters who are employees of contractors,
Government construction agencies, or who are self·employed
or unpaid family workers.

l. Including employees of contractors and Government con·
struction agencies, the self·employed, and unpaid family
workers.

157

Painters. Construction
and Maintenance J
Plumbers and
.:-Y~ea~r:::--_--=a:;:n:;:d~P--=a:.!:p:.::e~rh~a::n:«"g~e~rs~_ _~P;,la:::s:::t:,,-er:.::e~rs~~Pi pefitters
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Derivation of the Council of Economic Advisers' Estimates

of Real Output per Man-Hour Originating in Contract

Construction

The productivity index on which Table 18

Derivation of the Council of Economic Advisers' Estimates
of Real Output per Man-Hour Originating in Contract
Construction

(p. 123) of the Economic Report of 1968 is based

is one of constant dollar gross output originating

in contract construction per man-hour. Gross

output originating includes employee compensa-

tion, net interest, capital consumption allow-

ances, indirect business taxes, and profit-type

income.6"' Derivation of the productivity measure

is as follows:

1. Current dollar value put-in-place estimates

of all new construction activity prepared by

the Bureau of the Census are adjusted by

the Office of Business Economics, Depart-

The productivity index on which Table 18
(p. 123) of the Economic Report of 1968 is based
is one of constant dollar gross output originating
in contract construction per man-hour. Gross
output originating includes employee compensation, net interest, capital consumption allowances, indirect business taxes, and profit-type
income.G:i Derivation of the productivity measure
is as follows:

ment of Commerce, to the contract construc-

tion definition. This is done by application

of estimates of the proportion of 8 or 10

broad types of activity done on contract.

These percentages are 1958 estimates. The

resultant figures for new value put-in-place

by contractors are deflated by the compo-

nent cost indices of the Department of Com-

1. Current dollar value put-in-place estimates
of all new construction activity prepared by
the Bureau of the Census are adjusted by
the Office of Business Economics, Department of Commerce, to the contract construction definition. This is done by application

merce Composite. An unpublished deflator

is applied to the maintenance and repair

component of estimated total construction

activity done by contract.

2. Purchases by the contract construction in-

65. Jack J. Gottsegan, "Revised Estimates of GNP by
Major Industries," Survey of Current Business, 47, 4
(April 1967), p. 18.

of estimates of the proportion of 8 or 10
broad types of activity done on contract.
These percentages are 1958 estimates. The
resultant figures for new value put-in-place
by contractors are deflated by the component cost indices of the Department of Commerce Composite. An unpublished deflator
is applied to the maintenance and repair
component of estimated total construction
activity done by contract.
2. Purchases by the contract construction industry are then deflated independently. The
difference between the two deflated figures
is gross product in constant dollars. This is
the "double deflation" method.
3. Finally, gross output originating in contract
construction is related to estimates of manhours worked in contract construction to
establish indices of labor productivity.

dustry are then deflated independently. The

difference between the two deflated figures

is gross product in constant dollars. This is

the "double deflation" method.
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3. Finally, gross output originating in contract

...,._ â_ . , _ . . â..â . construction is related to estimates of man-

65. Jack J. Gottsegan, Revised Estimates of GNP by

Major Industries," Survey of Current Business, 47, 4 hours worked in contract construction to

(April 1967), p. 18. establish indices of labor productivity.
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Residential Construction Rates Recognized by the Wage

Determination Division, U.S. Department of Labor, Winter,

1968

The areas listed below are those for which the

Wage Determination Division of the Department

of Labor had recognized (in the spring of 1968)

wage rates specific to residential construction

work covered by the Davis-Bacon Act. There are

57 such areas. In 29 of these the rates recognized

for residential work are negotiated rates estab-

lished under collective bargaining agreements.

In a single area the rates are partly negotiated,

partly based on payment evidence (i.e., not speci-

fied in collective bargaining contracts). In the

remaining 27 areas rates are based on payment

evidence obtained by the Wage Determination

Division. In no area are the rates recognized for

residential building above those prevailing on

commercial work.

The 57 areas are listed below, and negotiated

rates are identified as "Negot."

Washington, D.C. (Metropolitan Area)

Hancock County, Maine

Ann Arundel County, Maryland

Residential Construction Rates Recognized by the Wage
Determination Division, U.S. Department of Labor, Winter,
1968
The areas listed below are those for which the
Wage Determination Division of the Department
of Labor had recognized (in the spring of 1968)
wage rates specific to residential construction
work covered by the Davis-Bacon Act. There are
57 such areas. In 29 of these the rates recognized
for residential work are negotiated rates established under collective bargaining agreements.
In a single area the rates are partly negotiated,
partly based on payment evidence (i.e., not specified in collective bargaining contracts). In the
remaining 27 areas rates are based on payment
evidence obtained by the Wage Determination
Division. In no area are the rates recognized for
residential building above those prevailing on
commercial work.
The 57 areas are listed below, and negotiated
rates are identified as "Negot."

Baltimore, Maryland

Cecil County, Maryland

Harford County, Maryland

Prince Georges County, Maryland

Franklin County, Pennsylvania

Philadelphia, Pennsylvania (Laborers & Brick-

Manpower in Construction

Washington, D.C. (Metropolitan Area)
Hancock County, Maine
Ann Arundel County, Maryland
Baltimore, Maryland
Cecil County, Maryland
Harford County, Maryland
Prince Georges County, Maryland
Franklin County, Pennsylvania
Philadelphia, Pennsylvania (Laborers & Bricklayers)-Negot.
Newport County, Rhode Island-Negot.
Hampton-Newport News, Virginia
Norfolk, Virginia
Richmond, Virginia
Roanoke, Virginia
Pendleton County, West Virginia-Negot.
Dallas County, Alabama
Clark County, Georgia
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Introduction

Introduction

This study is designed to measure the supply

and demand for residential land in urban areas

in the United States for the development of low-

and moderate-cost housing. The Study was com-

missioned by the President's Committee on

Urban Housing as part of the Committee's over-

This study is designed to measure the supply
and demand for residential land in urban areas
in the United States for the development of lowand moderate-cost housing. The Study was commissioned by the President's Committee on
Urban Housing as part of the Committee's overall analysis of the nation's housing problems.
The major objectives of the study are:

all analysis of the nation's housing problems.

The major objectives of the study are:

1. To determine the amount of residential

land that will be required to implement the

low- and moderate-cost housing goals of the

Housing Act of 1968, which calls for the de-

velopment of 6,000,000 low- and moderate-

cost units within the next 10 years.

2. To weigh these requirements against the

supply of residential land in urban areas.

3. To assess the impact of land prices upon

housing development in urban areas, and

the extent to which changes in land prices

reflect nonmarket forces.

4. To develop recommendations designed to

increase the supply of available residential

land in both central cities and suburbs and

in new communities.

In Chapter I, we consider the housing and

land requirements for low- and moderate-income

families, in the context of the housing targets set

1. To determine the amount of residential
land that will be required to implement the
low- and moderate-cost housing goals of the
Housing Act of 1968, which calls for the development of 6,000,000 low- and moderatecost units within the next 10 years.
2. To weigh these requirements against the
supply of residential land in urban areas.
3. To assess the impact of land prices upon
housing development in urban areas, and
the extent to which changes in land prices
reflect nonmarket forces.
4. To develop recommendations designed to
increase the supply of available residential
land in both central cities and suburbs and
in new communities.

by the Johnson Administration and embodied in

the 1968 Housing Act. In Chapter II, we assess

the supply of land for residential development in

urban areas, including the use of urban renewal

as a source of land supply for low- and moderate-

income housing. In Chapter III, we discuss

trends in the costs of residential land in urban

and nonurban areas in recent years, with par-

ticular reference to their impact upon low- and

moderate-cost housing development.

Chapter IV is a discussion of public policies

that affect the availability and cost of residential

land in urban areas. The discussion considers

such questions as tax policy, class zoning, the

impact of transportation and public utilities

upon land availability, and related issues. Chap-

ter V is a discussion of Federal and state strat-

egies to promote the goals of land development

in the United States, including a description of

possible strategies to promote diffusion of popu-

lation, planned development of urban communi-

ties, and equal opportunities for access to land

for all income groups. Finally, Chapter VI is a

description of the kinds of factual data that Fed-

eral and state governments would have to ac-

cumulate to provide a periodic review of land

supply and demand in urban areas. The study

concludes with a list of recommendations to in-

crease the supply and availability of land in the

United States.

Summary and Findings

The Urban Land Problem

The United States is facing a land crisis of ex-

traordinary severity and significance. The crisis

is the result of the widespread unavailability of

land in urban core areas for development of

housing and related public and private facilities

In Chapter I, we consider the housing and
land requirements for low- and moderate-income
families, in the context of the housing targets set
by the Johnson Administration and embodied in
the 1968 Housing Act. In Chapter II, we assess
the supply of land for residential development in
urban areas, including the use of urban renewal
as a source of land supply for low- and moderateincome housing. In Chapter III, we discuss
trends in the costs of residential land in urban
and non urban areas in recent years, with particular reference to their impact upon low- and
moderate-cost housing development.
Chapter IV is a discussion of public policies
that affect the availability and cost of residential
land in urban areas. The discussion considers
such questions as tax policy, class zoning, the
impact of transportation and public utilities
upon land availability, and related issues. Chapter V is a discussion of Federal and state strategies to promote the goals of land development
in the United States, including a description of
possible strategies to promote diffusion of population, planned development of urban communities, and equal opportunities for access to land
for all income groups. Finally, Chapter VI is a
description of the kinds of factual data that Federal and state governments would have to ac-

cumulate to provide a periodic review of land
supply and demand in urban areas. The study
concludes with a list of recommendations to increase the supply and availability of land in the
United States.
Summary and Findings

The Urban Land Problem
The United States is facing a land crisis of extraordinary severity and significance. The crisis
is the result of the widespread unavailability of
land in urban core areas for development of
housing and related public and private facilities
to accommodate anticipated population growth,
to permit the abandonment of substandard dwellings, and to provide for effective inter- and intraurban mobility. A corollary aspect of the land
crisis, one that flows inevitably from the limited
supply of undeveloped urban residential land, is
the rapid escalation of land values that has taken
place in recent years. These rising land values
have made it very difficult for public or private
agencies to construct low- and moderate-cost
housing in place of core area slums and ghettos,
or to deal constructively with the physical conditions of poverty areas. Together, the unavailability of urban land and the increase in land
values are at the root of the worsening housing
and employment conditions of our core areas.
Ironically, the crisis in urban land is taking
place in a context in which 99 percent of the nation's land base is undeveloped, and in which
additional vacant land is constantly being made
available at relatively low prices as a result of the
depopulation of the countryside. Less than a
third of our people now live outside urban areas
as compared to 50 percent only a generation and
a half ago. Despite a sevenfold increase in population, and an equally notable gain in land use
per person, more land is presently vacant than at
any time in the past hundred years. Interstate
highway programs, moreover, render much of
this vacant land immediately accessible to development. However, locational separation between areas that lack sufficient residential land,
on the one hand, and areas that lack the economic base for population growth, on the other,
prevent matching of demand and supply factors
in the nation's land markets.
The urban land crisis, then, is not so much the
result of the absence of vacant land in the nation
as a whole, or even in its urban areas, but of the
spatial imbalances in American economic and social life wbich ha,vt! iven rise to lopsided popunglnal f m

to accommodate anticipated population growth,

to permit the abandonment of substandard dwel-

lings, and to provide for effective inter- and in-

traurban mobility. A corollary aspect of the land

crisis, one that flows inevitably from the limited
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lation distribution between urban and rural

areas and between cities and suburbs. Nor are

these imbalances in population distribution en-

tirely accidental. While market forces determine,

to a large extent, the use of space, government

at all levels of constitutional responsibility has

contributed greatly to the present situation.

State and local industrial development pro-

grams, tax policies, zoning controls, building

codes, and related public actions have been de-

vised without reference to their impact upon the

scarce distribution of urban resources. Defense

contracts have been awarded in a manner that

has encouraged lopsided regional growth. Tech-

nological developments in agriculture and Fed-

eral agricultural price support programs, have

hastened the exodus from our farms, while lais-

sez-faire migration patterns have aggravated the

problems of our cities.

The condition of the rural poor who have

been driven off the farms in small towns of land-

rich rural America to search for jobs and op-

portunities in land-poor urban areas is illustra-

tive of the consequences of these ill-considered

policies. For more than a decade, rural refugees

have been arriving in the great cities to find that

the kind of jobs they are looking for have been

relocated out of the city to industrially zoned

land. However, the suburban jurisdictions to

which many of these jobs have been relocated,

while welcoming new tax-paying industrial fa-

cilities, strongly oppose using their vacant land

supply for tax-eating low- and moderate-cost,

worker housing. Hence, these rural migrants,

white as well as black, have been piling up in

the overcrowded slums and ghettos of declining

central cities, without jobs, without access to

jobs, without decent housing, and without any

prospect of overcoming their condition by fur-

ther migration. At the same time, as if to mock

the policies that have created this situation, sub-

urban job openings remain unfilled for lack of

adequate manpower.

The response to urban sprawl on the part of

national and municipal officials and influential

private groups, constitutes a second illustration

of the consequences of ill-considered develop-

ment policies. By urban sprawl, we do not intend

to attribute pejorative connotations to the

widely separated residential, industrial, and com-

mercial developments that have characterized

postwar suburban growth. Indeed, to a consid-

erable degree, the outward flow of urban devel-

opment has been the handiwork of millions of

Americans who desired and had the means to

create a new type of environment not available

either in central cities or in the older suburbs.

(Ernest Erber, of the Regional Plan Association,

has written that the growth of uncrowded and

uncongested suburbs constituted "a rejection of

the city's ancient principles of concentration and

clustering in land use. . . . The result is, essen-

tially, not the extension of the city, but the crea-

tion of the anticity.") Ironically, government

has not recognized decentralization as a crea-

lation distribution between urban and rural
areas and between cities and suburbs. Nor are
these imbalances in population distribution entirely accidental. While market forces determine,
to a large extent, the use of space, government
at all levels of constitutional responsibility has
contributed greatly to the present situation.
State and local industrial development programs, tax policies, zoning controls, building
codes, and related public actions have been devised without reference to their impact upon the
scarce distribution of urban resources. Defense
contracts have been awarded in a manner that
has encouraged lopsided regional growth. Technological developments in agriculture and Federal agricultural price support programs. have
hastened the exodus from our fanns, while laissez-faire migration patterns have aggravated the
problems of our cities.
The condition of the rural poor who have
been driven off the farms in small towns of landrich rural America to search for jobs and opportunities in land-poor urban areas is illustrative of the consequences of these ill-considered
policies. For more than a decade, rural refugees
have been arriving in the great cities to find that
the kind of jobs they are looking for have been
relocated out of the city to industrially zoned
land. However, the suburban jurisdictions to
which many of these jobs have been relocated,
while welcoming new tax-paying industrial facilities, strongly oppose using their vacant land
supply for tax-eating low- and moderate-cost,
worker housing. Hence, these rural migrants,
white as well as black, have been piling up in
the overcrowded slums and ghettos of declining
central cities, without jobs, without access to
jobs, without decent housing, and without any
prospect of overcoming their condition by further migration. At the same time, as if to mock
the policies that have created this situation, suburban job openings remain unfilled for lack of
adequate manpower.
The response to urban sprawl on the part of
national and municipal officials and influential
private groups, constitutes a second illustration
of the consequences of ill-considered development policies. By urban sprawl, we do not intend
to attribute pejorative connotations to the
widely separated residential, industrial, and commercial developments that have characterized
postwar suburban growth. Indeed, to a considerable degree, the outward flow of urban devel-

opment has been the handiwork of millions of
Americans who desired and had the means to
create a new type of environment not available
either in central cities or in the older suburbs.
(Ernest Erber, of the Regional Plan Association,
has written that the growth of uncrowded and
uncongested suburbs constituted "a rejection of
the city's ancient principles of concentration and
clustering in land use.... The result is, essentially, not the extension of the city, but the creation of the anticity.") Ironically, government
has not recognized decentralization as a creative response to the limited land base of central
cities and their inner rings. Nor has it sought to
control the orderly progression of decentralization, or to free the me tropoli tan area from dependence upon the urban core. This could be
done, for example, through the conscious development of multiple geographic centers built
around regional, educational, employment, or
medical complexes. It could be done through the
development of job-linked, and socially and racially inclusive, new cities and new towns to assure the availability of a variety of housing types
at varying price and rental levels for all groups.
Both the multiple center approach to urban
development, and the creation of new cities and
new towns in rural areas would considerably reduce the burdens of intraurban commuting,
and eliminate many of the inefficiencies and diseconomies of large-scale urban organization. Our
public programs, however, are designed to revive
the central city as the locus of regional, economic, cultural, and social life, despite the
clearly articulated desires of the majority of the
American people to move outside central cities
if they have the means to do so.
What is at stake here is the refusal of government to accept the significance of the absence
of a vacant land base in central cities which necessarily sets reasonably firm limits to the employment and population capacities of these
areas. Thus, industry is encouraged to remain in
the central cities and forego the fiscal and spatial advantages of suburban locations. So, too,
low- and moderate·cost housing programs concentrate upon redeveloping substandard central
city housing instead of developing a new supply
of worker housing in other sections of the metropolitan area and the nation. The difficulty
with these types of programs is not only that
they are misguided in light of the present organization of American life, but that, by attempting
the imposs '~ ~ 'f ~ , the reversal of the de-

tive response to the limited land base of central

cities and their inner rings. Nor has it sought to

control the orderly progression of decentraliza-

tion, or to free the metropolitan area from de-

pendence upon the urban core. This could be
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centralizing forces in American life, they refuse

to consider realistically the implications of urban

population growth in the coming years. The 100

million additional persons who will live in

urban areas by the year 2000 must necessarily re-

side outside of most of these central cities. By

concentrating upon central city development and

leaving to the state and local governments con-

trol over the timely development of land in the

suburban periphery, government is permitting

the "blind forces of the market, as modified by

the parochial interest of the local government"

(as Ernest Erber has put it) to determine the

allocation of future urban space. The result can

only be a deepening of the present urban crisis, a

further increase in the distance between home

and work sites, the diversion of billions of needed

dollars from antipoverty and community orga-

nization programs to the development of expen-

sive intraurban transportation facilities, the

maintenance of rigid racial separation between

centralizing forces in American life, they refuse
to consider realistically the implications of urban
population growth in the coming years. The 100
million additional persons who will live in
urban areas by the year 2000 must necessarily reside outside of most of these central cities. By
concentrating upon central city development and
leaving to the state and local governments control over the timely development of land in the
suburban periphery, government is permitting
the "blind forces of the market, as modified by
the parochial interest of the local government"
(as Ernest Erber has put it) to determine the
allocation of future urban space. The result can
only be a deepening of the present urban crisis, a
further increase in the distance between home
and work sites. the diversion of billions of needed
dollars from antipoverty and community organization programs to the development of expensive intraurban transportation facilities, the

maintenance of rigid racial separation between
cities and suburbs, and, finally, the continuing
decay of the poverty-dominated central cities.
Solutions to the land component of the lowand moderate-cost housing problem must recognize that, in order to make land available in
central cities, substantial outmigration from
these cities must be pennitted to take place. The
tension between what we know to be the underlying absence of vacant residential land in central ci ties, and the need for a better balance in
the distribution of population and economic activity, on the one hand, and the immediate needs
of the ill-housed for adequate and supportive
shelter, on the other, can be resolved only by
correcting the imbalances that distinguish urban
areas at the present time.
Our recommendations to deal with the urban
crisis are concerned, therefore, with both core
area and noncore area land problems.

cities and suburbs, and, finally, the continuing

decay of the poverty-dominated central cities.

Solutions to the land component of the low-

and moderate-cost housing problem must rec-

ognize that, in order to make land available in

central cities, substantial outmigration from

these cities must be permitted to take place. The

tension between what we know to be the under-

lying absence of vacant residential land in cen-

tral cities, and the need for a better balance in

the distribution of population and economic ac-

tivity, on the one hand, and the immediate needs

of the ill-housed for adequate and supportive

shelter, on the other, can be resolved only by

correcting the imbalances that distinguish urban

areas at the present time.

Our recommendations to deal with the urban

crisis are concerned, therefore, with both core

area and noncore area land problems.
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I. Land Requirements for Low- and

Moderate-Income Housing

I. Land Requirements for Low- and

Moderate-Income Housing

This chapter describes the land requirements

needed for production of low- and moderate-

cost housing in the United States. Land require-

ments are examined from the perspectives of the

1968 Housing Act's commitment to develop

6,000,000 units of low- and moderate-cost hous-

ingâover and above normal housing produc-

tionâin the next ten years.

We discuss land requirements for both metro-

politan and nonmetropolitan areas and for cen-

tral cities and suburbs. In addition, we consider

residential land needs in terms of access to work

sites, shopping and community facilities, and rec-

reation areas. We also describe residential land

needs in relation to overall land consumption

requirements for residential, commercial, indus-

trial, and public needs.

Projecting residential land requirements is not

yet a reliable enterprise. It requires not only in-

sight into current land use trends, but also fore-

sight into the future desires of households not

yet in the housing marketplace. It requires, in

addition, a willingness to reject monistic defini-

tions and assumptions regarding housing types,

density, location, and household income, in favor

of a plural approach to land use problems. Ac-

cordingly, we have constructed a series of alter-

nate projections of residential land needs that

describe only the perimeters of the residential

land needs of selected cities and suburbs but

which give some indication of the order of mag-

nitude of the land base that must be made

available if we are to meet the low- and mod-

erate-cost housing goals of the 1968 Housing Act.

Forecasting Residential Land Requirements:

Some Conceptual Problems

Residential land uses in most of America's

urban and rural areas follow no universal stand-

ards and conform to no national traditions.

Historically rooted forcesâsuch as the decline of

This chapter describes the land requirements
needed for production of low- and moderatecost housing in the United States. Land requirements are examined from the perspectives of the
1968 Housing Act's commitment to develop
6,000,000 units of low- and moderate-cost housing--over and above normal housing production-in the next ten years.
We discuss land requirements for both metropolitan and nonmetropolitan areas and for central cities and suburbs. In addition, we consider
residential land needs in terms of access to work
sites, shopping and community facilities, and recreation areas. We also describe residential land
needs in relation to overall land consumption
requirements for residential, commercial, industrial, and public needs.
Projecting residential land requirements is not
yet a reliable enterprise. It requires not only insight into current land use trends, but also foresight into the future desires of households not
yet in the housing marketplace. It requires, in
addition, a willingness to reject monistic definitions and assumptions regarding housing types,
density, location, and household income, in favor
of a plural approach to land use problems. Accordingly, we have constructed a series of alternate projections of residential land needs that
describe only the perimeters of the residential
land needs of selected cities and suburbs but
which give some indication of the order of magnitude of the land base that must be made
available if we are to meet the low- and moderate-cost housing goals of the 1968 Housing Act.

the agricultural population, the growth of major

urban centers, and the changing housing and

land expectations of significant groups of the

Forecasting Residential Land Requirements:
Some Conceptual Problems

American peopleâhave had more to do with

shaping the multifarious spatial arrangements of

our communities than have the well-designed ef-

forts of planners and public officials. The varied

pattern of residential land uses in America sug-

gests that great caution must be exercised in

projecting future land consumption require-

ments on the basis of current trends.

Although forecasts of space needs have become

an essential part of most land use studies, they

have generally proven unreliable indices of ac-

tual land consumption. This is due to the fact

that projections of future land use are based on

a given set of assumptions which may not be ac-

curate but which affect not only estimates of land

needs but affect the kinds of public actions to ob-

tain land that might be indicated. Since assump-

tions regarding land needs play a critical role in

projecting land requirements for particular in-

come and racial groups, let us consider some of

Residential land uses in most of America's
urban and rural areas follow no universal standards and conform to no national traditions.
Historically rooted forces-such as the decline of
the agricultural population, the growth of major
urban centers, and the changing housing and
land expectations of significant groups of the
American people-have had more to do with
shaping the multifarious spatial arrangements of
our communities than have the well-designed efforts of planners and public officials. The varied
pattern of residential land uses in America suggests that great caution must be exercised in
projecting future land consumption requirements on the basis of current trends.

Although forecasts of space needs have become
an essential part of most land use studies, they
have generally proven unreliable indices of actual land consumption. This is due to the fact
that projections of future land use are based on
a given set of assumptions which may not be accurate but which affect not only estimates of land
needs but affect the kinds of public actions to obtain land that might be indicated. Since assumptions regarding land needs playa critical role in
projecting land requirements for particular incollle and racial groups, let us consider some of
the issues that are involved in forecasting land
consumption requirements.

Residential Construction Needs
versus Residential Land Needs
Traditional, market-oriented housing and
land use studies project residential land requirements on the basis of prior estimates of residential construction needs. Nevertheless, the two
concepts are not identical; the distinctions between them should be clearly noted.
Residential construction needs are based on
the assumption that every household desires, and
is a potential claimant to, a decent, safe, and
sound dwelling unit. This can be expressed as
a function of several quantifiable variables:

The number of units in the existing stock.
The number of units that are physically
unsound or substandard or that will become unsound or substandard within the
period of study.
3. The number of occupied units that are
overcrowded or that require excessive
rent/income payments (using generally
accepted criteria).
4. The net number of households that will
be seeking housing, differentiated by age,
size, and income.
5. An allowance for sound vacancies to facilitate mobility.
G. The number of anticipated removals from
the housing stock.
While these variables determine gross housing
need, they assist also in differentiating that need
according to key structural and cost criteria,
such as the distribution of bedrooms and required price and rental levels. When correlated
with a seventh factor, the location of projected
population growth, these variables permit planners and government officials to develop reasonably accurate projections of national, regional,
and local 8~1 f~ , 'R \ruction needs.
I.

2.

the issues that are involved in forecasting land

consumption requirements.

Residential Construction Needs

versus Residential Land Needs

Traditional, market-oriented housing and
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Such projections, however, do not provide an

adequate basis for estimating residential land

requirements. For example, they provide little

value-free guidance regarding future population

and dwelling unit densities. Similarly, they do

not describe the structural housing types that

must be built to meet anticipated shelter needs

â âthat is, the percentage of required units to be

constructed as free-standing, one-family homes;

as two-, three- and four-unit structures; as gar-

den apartments; and as high-rise buildings. Since

land consumption, especially in urban areas, is

primarily a function of housing density and

housing type, the absence of adequate data upon

which to project either density or housing type

limits the contributions that estimates of con-

struction needs can make toward the forecast-

ing of land requirements.

Density, Housing Types,

Such projections, however, do not provide an
adequate basis for estimating residential land
requirements. For example, they provide little
value-free guidance regarding future population
and dwelling unit densities. Similarly, they do
not describe the structural housing types that
must be built to meet anticipated shelter needs
-that is, the percentage of required units to be
constructed as free-standing, one-family homes;
as two-, three- and four-unit structures; as garden apartments; and as high-rise buildings. Since
land consumption, especially in urban areas, is
primarily a function of housing density and
housing type, the absence of adequate data upon
which to project either density or housing type
limits the contributions that estimates of construction needs can make toward the forecasting of land requirements.

and Land Needs

More often than not, studies of residential

land requirements that project future needs on

the basis of areawide population and dwelling

unit densities take into consideration only net

increases in households; the housing and land

needs of presently ill-housed groups are point-

edly ignored. This is the case, to take but one

example, with the growth forecasts contained in

the Penn-Jersey Transportation Study for the

years 1960 to 1975 (shown in Table 1). Here,

1975 household estimates are translated into resi-

dential land needs by projecting 1960 dwelling

unit densities to 1975. Projections are based

upon new households only.

By inference these projections assume that ill-

housed groups in the city of Philadelphia will

continue to reside in the areas they now occupy,

and at roughly comparable densities. However,

if only one-third of the ill-housed households of

Philadelphiaâsome 60,000 in numberâshould

seek housing in the surrounding suburbs (in

pursuit of job opportunities, for example), an

additional 16,200 acres of vacant land would

be required, using the average projected den-

sity in suburban Philadelphia of 3.7 units per

acre. The total amount of suburban land needed

to house and service these 60,000 households

would also rise to 25,500 acresâusing the pro-

jected 1975 ratio of nonresidential to residen-

tial land uses in suburban Philadelphia. This is

equivalent to only one-twelfth of all projected

developed land in suburban Philadelphia for

1975.

Although such moderate outmigration of ill-

housed households might provide more in-city

land for redevelopment (while making no in-

ordinate claim on the suburban vacant land

base), the assumptions underlying the Penn-Jer-

sey Transportation Study simply assumed that

market considerations would compel most of

these low-income and ill-housed households to

remain in the city in the forseeable future.

In fairness to the authors of the study, it

should be noted that they do show a decline in

dwelling unit density between 1960 and 1975.

Density, Housing Types,
and Land Needs
More often than not, studies of residential
land requirements that project future needs on
the basis of areawide population and dwelling
unit densities take into consideration only net
increases in households; the housing and land
needs of presently ill-housed groups are pointedly ignored. This is the case, to take but one
example, with the growth forecasts contained in
the Penn-] ersey Transportation Study for the
years 1960 to 1975 (shown in Table I). Here,
1975 household estimates are translated into residential land needs by projecting 1960 dwelling
unit densities to 1975. Projections are based
upon new households only.
By inference these projections assume that illhoused groups in the city of Philadelphia will
continue to reside in the areas they now occupy,
and at roughly comparable densities. However,
if only one-third of the ill-housed households of
Philadelphia-some 60,000 in number-should
seek housing in the surrounding suburbs (in
pursuit of job opportunities, for example), an
additional 16,200 acres of vacant land would
be required, using the average projected density in suburban Philadelphia of 3.7 units per
acre. The total amount of suburban land needed
to house and service these 60,000 households
would also rise to 25,500 acres-using the projected 1975 ratio of nonresidential to residential land uses in suburban Philadelphia. This is
equivalent to only one-twelfth of all projected
developed land in suburban Philadelphia for
1975.

Although such moderate outmigration of illhoused households might provide more in-city
land for redevelopment (while making no inordinate claim on the suburban vacant land
base), the assumptions underlying the Penn-Jersey Transportation Study simply assumed that
market considerations would compel most of
these low-income and ill-housed households to
remain in the city in the forseeable future.
In fairness to the authors of the study, it
should be noted that they do show a decline in
dwelling unit density between 1960 and 1975.
Moreover, the overwhelming percentage of the
Philadelphia region's low-income and minority
population are still in Philadelphia in 1968, and
are likely to remain in the city for the foreseeable future. Nevertheless, (as suggested
above) since land use forecasts influence publie action, alternate assumptions might have resulted in policies which could have dispersed a
significant segment of the city's low-income and
minority population.
In a variation of this strategy employed particularly in urban areas, future land requirements are projected on the basis of population
and housing types. Here the amount of land to
be allocated to different housing types is projected on the basis of current trends, with the
addition, sometimes, of a growth factor to account for the rising preference for low-density,
single-family homes. By implication, such studies accept the present distribution of residential
land uses and housing types between central
cities and suburbs as being consistent with sound
public policy.
In Table 2 we show the distribution of housing types for central cities and suburbs of all
northern metropoli tan areas of 1,000,000 or
more population in 1960. The table illustrates
the fact that the populations of these northern
central cities live under conditions of significantly higher dwelling unit density than the
populations of their surrounding suburban
rings. Thirty-seven percent of the housing stock
of these central cities is in structures that contain more than ten units, compared with only 7
percent in the suburbs. Conversely, only 38 percent of dwelling units in these central cities are
in free-standing, single-family structures, compared with 79 percent in the suburbs.
In some metropolitan areas, such as New York,
Newark, Boston, Providence, and Chicago, the
distribution .of sir Ie-family homes is even more
nglna
m

Moreover, the overwhelming percentage of the

Philadelphia region's low-income and minority

population are still in Philadelphia in 1968, and

are likely to remain in the city for the fore-

seeable future. Nevertheless, (as suggested
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TABLE 1.

Summary of Growth Forecasts-196D-1975 for Counties in the Penn-Jersey Area (In Thousands)
Philadelphia

Five
Pennsylvania
Counties

Five
New Jersey
Counties

TOTAL

1960
1975

1,949.5
2,025.4
4%

3,118.8
3,555.3
14%

842.0
1,125.2
34%

3,960.7
4,680.4
18%

1960
1975

609.8
612.6
1%

935.5
1,036.1
11%

244.7
314.6
29%

1,180.2
1,350.7
14%

1960
1975

27.4
31.0
13%

114.1
153.8
35%

53.3
76.1
43%

167.4
229.9
37%

1960
1975

36.0
39.4
9%

90.4
104.7
16%

38.8
49.0
26%

129.3
153.7
19%

1960
1975

22.3
19.7

8.2
6.8

4.6
4.1

7.1
5.9

Household population
TABLE 1. Summary of Growth Forecasts

Household population

1960

1975

Percent growth

Dwelling units

1960

1975

Percent growth

Residential land

(acres)

1960

1975

Percent growth

Nonresidential land

(acres)

1960

Percent growth
Dwelling units
Percent growth
Residential land
(acres)
Percent growth
Nonresidential land
(acres)

Percent growth
OCcup'ied dwelling
Unit density· (units per acre)
• Detail may not add to total due to rounding.
Source: Penn-Jersey Reports. Vol. II, Appendix.

AREA

1975

Percent growth

Occupied dwelling

unit density* (units per acre)

1960

1975

* Detail may not add to total due to rounding.

Source: Penn-Jersey Reports, Vol. II, Appendix.

TABLE 2. Type of Residential Structures in Northern

Metropolitan Areas of 1,000,000 or More Population,

1960

;â1960-1975 for Counties in the

Five

Pennsylvania

Philadelphia Counties

1,949.5

2,025.4

TABLE 2. Type of Residential Structures in Northern
Metropolitan Areas of 1,000,000 or More Population,
1960
Number In
SMSA

Percentage in
Central
Suburbs
Cities

Type
31
69
7,323
One-unit, detached
42
58
1,315
One-unit, attached
67
33
1,824
Two units
62
38
1,959
Three or four units
79
21
802
Five to nine units
18
82
572
Ten to nineteen units
Twen~ to fifty-nine
861
90
10
unifs
1,807
81
Fifty' units or more
19
161
24
Trailers
76
TOTAL
16,624
53
47
Source: United States Department of Commerce, Bureau of
the Census.

3,118.8

3,555.3

4%

14%

609.8

612.6

935.5

1,036.1

1%

11%

27.4

31.0

114.1

153.8

35%

13%

imbalanced. This is shown in Table 2. Given
this situation, land use studies that utilize existing housing types as a base for projecting future land needs suggest that the intrametropolitan distribution of housing types will not and by
implication should not be changed. They suggest also that suburban areas will not be compelled to accept a larger share of the higher
density (and lower cost) housing stock of metropolitan areas. Finally they suggest that the share
of the urban land base presently allocated to
low- and moderate-income groups-that are con-

36.0

39.4

9%

90.4

104.7

16%

22.3

19.7

8.2

6.8

Penn-Jersey Area (In Thousands)

Five

New Jersey AREA

Counties TOTAL

Percentage in

Number in

centrated in the central cities of these major
urban areas (and in high-density, multi-family
housing)-will not be expanded in the coming
years, compared with the share of urban land
base allocated to other, more advantaged
groups.
As a result of the limited supply of vacant
land in most major central cities, which is shown
in Chapter II, land use projections that assume
no significant decreases in central city dwelling
unit densities also assume, inferentially, that the
ill-housed populations of centra( cities will re-

main in these Cities and in the housing stock
that is presently substandard. This does not
mean that the substandard multi-family housing
stock of central cities will remain substandard;
nor does it mean that intrametropolitan transfers of population groups will not take place. It
does mean, in terms of land requirements, that
present ill-housed, central city households will
make little or no demand upon the vacant,
urban, residential land supply outside of central cities. It implies also that government will
remain neutral with respect to the intrametropolitan location of these households and will
concern itself primarily with rehabilitating the
central city housing stock. Needless to say, these
assumptions may not be correct; and, as a result, public policies that are based upon these
assumptions may work against resolution of persistent urban problems.
Income, Housing Types,
and Land Use
Equally thorny issues are raised by efforts to
project residential land requirements on the
basis of the income and rent paying capacities of
households that will be seeking shelter. Since
unit land prices, at least in urban areas, are
quite high (d. chapter III) and since most of
the ill-housed populations are of low and moderate incomes, such projections imply that the
land needs of low- and moderate-income households are very minor indeed; they might be met,
for example, by expanding the public housing
programs, and by increasing expenditures for rehabilitation-programs that are land intensive,
when com ared ,' ·ith new suburban-type construction. nglna rom
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Before accepting this analysis, it is well to

pose some relevant questions. Should low- and

moderate-income households be housed in dif-

ferent housing types and in different land areas

than the majority of the populationâas is the

case at the present time? Do the poor need more

or less land than the affluent? Should large, low-

income families live in free-standing, single-fam-

ily housing, or in high-rise structures? There

are sound and valid reasons for taking one or

the other sides of these questions. The impor-

tant thing is to recognize that most land use

studies do not even pose such issues, much less

seek to answer them. In making this assertion,

we are not unmindful of the fact that the nu-

merous governmental programs that can facili-

tate decentralization were passed after these

studies were begun and social unrest began to

affect public policy.

The incomes and rent paying capacities of

the ill-housed populations have also been com-

pared with the development costs of different

housing types in projecting the dwelling unit

densities and the land requirements that are

needed for replacement housing. In making

these projections, however, the potential role of

government subsidies is often overlooked. Al-

though Federal housing subsidies have been used

to build dwellings of all types, most urban land

use plans simply assume that government as-

sisted housing in urban areas will be at rela-

tively high densities, that is, that government

will not subsidize the development of single-

family and two-family dwelling units for low-

and moderate-income groups.

In part, this assumption is based upon the

fact that government has traditionally been un-

willing to compel development of low- and mod-

erate-cost housing in areas that contain most of

the urban vacant land supplyâin other words,

in the suburbs. Should conditions in the inner

cities lead to a reversal of these policies, how-

ever, government may well decide, in the inter-

ests of sound social planning, to pay the added

land costs and construct a supply of single- and

two-family houses in the suburbs and in new

towns for ill-housed families now living in the

inner cities. Such a decision will affect, in a

major way, the land requirements needed for

low- and moderate-cost replacement housing.

Racial Factors and Land Needs

Racial factors also constitute a major prob-

lem area that must be considered in estimating

probable land requirements for low- and mod-

erate-income housing. It is commonplace that

nonwhites are concentrated overwhelmingly in

urban areas; indeed, nearly 80 percent of non-

whites live in urban areas at the present time.

Not only are most nonwhites urban dwellers,

Before accepting this analysis, it is well to
pose some relevant questions. Should low- and
moderate-income households be housed in different housing types and in different land areas
than the majority of the population-as is the
case at the present time? Do the poor need more
or less land than the affluent? Should large, lowincome families live in free-standing, single-family housing, or in high-rise structures? There
are sound and valid reasons for taking one or
the other sides of these questions. The important thing is to recognize that most land use
studies do not even pose such issues, much less
seek to answer them. In making this assertion,
we are not unmindful of the fact that the numerous governmental programs that can facilitate decentralization were passed after these
studies were begun and social unrest began to
affect public policy.
The incomes and rent paying capacities of
the ill-housed populations have also been compared with the development costs of different
housing types in projecting the dwelling unit
densities and the land requirements that are
needed for replacement housing. In making
these projections, however, the potential role of
government subsidies is often overlooked. Although Federal housing subsidies have been used
to build dwellings of all types, most urban land
usc plans simply assume that government assisted housing in urban areas will be at relatively high densities, that is, that government
will not subsidize the development of singlefamily and two-family dwelling units for lowand moderate-income groups.
In part, this assumption is based upon the
fact that government has traditionally been unwilling to compel development of low- and moderate-cost housing in areas tbat contain most of
the urban vacant land supply-in other words,
in the suburbs. Should conditions in the inner
cities lead to a reversal of these policies, however, government may well decide, in the interests of sound social planning, to pay the added
land costs and construct a supply of single- and
two-family houses in the suburbs and in new
towns for ill-housed families now living in the
inner cities. Such a decision will affect, in a
major way, the land requirements needed for
low- and moderate·cost replacement housing.

Racial Factors and Land Needs
Racial factors also constitute a major problem area that must be considered in estimating
probable land requirements for low- and moderate-income housing. It is commonplace that
nonwhites are concentrated overwhelmingly in
urban areas; indeed, nearly 80 percent of nonwhites live in urban areas at the present time.
Not only are most nonwhites urban dwellers,
but they are concentrated primarily in core sections of these urban areas. More than 80 percent
of urban nonwhites lived in central cities in
1966, for example, compared with less than 40
percent of urban whites. Within these central
cities, a substantially greater proportion of nonwhites live in substandard and overcrowded
housing than whites. The incidence of substandardization and overcrowding is particularly severe among low- and moderate-income, nonwhite households (Tables 3 and 4).
Rehousing these families in decent units must
and will be a primary concern of any new national housing programs. In developing such a
national low- and moderate-income housing
program, however, the question presents itself
as to whether the reality of suburban housing
discrimination should be taken into account in
determining the location of the land supply that
will be needed for this housing.
As an example of this discrimination, consider the distribution of income groups by race
in 11 of the 12 largest metropolitan areas in the
United States. In these metropolitan areas, only
16 percent of nonwhite households lived in suburban areas in 1960, compared with 53 percen't
of white households. Low- and moderate-income,
nonwhite households were particularly subject
to confinement in central cities, as compared
with white households of comparable income.
For example, if nonwhite households with incomes below $4,000 and below $7,000 per year,
were distributed over these 11 metropolitan
areas on the same basis as white households of
these income levels, an additional 291,000 lowand moderate-income, nonwhite households
would have resided 111 suburban parts of the
areas (Table 5).
In light of these imbalances in population
and housing conditions between racial and income groups in central cities and suburbs (and

but they are concentrated primarily in core sec-

tions of these urban areas. More than 80 percent

of urban nonwhites lived in central cities in

1960, for example, compared with less than 40

percent of urban whites. Within these central

cities, a substantially greater proportion of non-

whites live in substandard and overcrowded

housing than whites. The incidence of substand-

ardization and overcrowding is particularly se-

vere among low- and moderate-income, non-

white households (Tables 3 and 4).
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contain nearly three quarters of the poor hous-

ing in rural areas.

The high incidence of poverty and poor hous-

ing in rural areas, on the one hand, and the

decentralization of employment into rural areas,

particularly rural sections of SMSAs on the

other, strongly suggest that a substantial propor-

tion of the land that will be required to re-

house America's ill-housed, low- and moderate-

income groups will be located on the fringes

and also outside metropolitan areas. If this is to

be the case, rural rather than urban land use

standards will determine the amount of land al-

located to low- and moderate-cost housing. These

standards, therefore, must be taken into account

in estimating probable national land require-

ments for low- and moderate-cost housing.

Most of the nonfarm poor live under low-

density conditions. In fact, the rural poor and,

even more so, the rural moderate-income, are

likely to live in single-family homes and on larger

lots than middle-income families living in urban

contain nearly three quarters of the poor housing in rural areas.
The high incidence of poverty and poor housing in rural areas, on the one hand, and the
decentralization of employment into rural areas,
particularly rural sections of SMSAs on the
other, strongly suggest that a substantial proportion of the land that will be required to rehouse America's ill-housed, low- and moderateincome groups will be located on the fringes
and also outside metropolitan areas. If this is to
be the case, rural rather than urban land use
standards will determine the amount of land allocated to low- and moderate-cost housing. These
standards, therefore, must be taken into account
in estimating probable national land requirements for low- and moderate-cost housing.
Most of the nonfarm poor live under lowdensity conditions. In fact, the rural poor and,
even more so, the rural moderate-income, are
likely to live in single-family homes and on larger
lots than middle-income families living in urban
areas. This is attributable, of course, to the existence of an ample and relatively underutilized

areas and the emphasis upon single-family housing suggest strongly that the land use component of a housing program for the rural poor

TABLE 7. Number of Persons in Poverty in the
United States, 1965, by Residence

Alabama
Arkansas
Connecticut
Kentucky
Louisiana
Maine
Massachusetts
Mississippi
New Jersey
New York
North Carolina
North Dakota
Oklahoma
South Carolina
Tennessee
West Virginia
District of Columbia

TABLE 8. Size and Price of Lot, Selected States and
Territories, FHA Insured One-Family Home Transactions, Existing Homes, 1966
Alabama
Alaska
Arkansas
California
Delaware
Georgia
Hawaii
Louisiana
Maine
Maryland
New Hampshire
New York
North Carolina
Ohio
Pennsylvania
Rhode Island
South Carolina
Vermont
District of Columbia
Puerto Rico

TABLE 7. Number of Persons in Poverty in the

Persons and

Persons and
Unrelated Individuals

Unrelated Individuals 1965

TOTAL IN POVERTY

United States, 1965, by Residence

TOTAL IN POVERTY 35.3

Urban 19.4

Rural 15.9

Nonfarm 10.5

U~n
Ru~1

Nonfarm

Farm

1965

35.3

~4
1~9

10.5
5.4

Source: Office of Economic Opportunity, Dimensions of Poverty
(Washington, D.C.: U.S. Government Printing Office, 1965).

Farm 5.4

Source: Office of Economic Opportunity, Dimensions ot Poverty

(Washington, D.C.: U.S. Government Printing Office, 1965).

supply of land outside of metropolitan areas. It

is attributable also to the relatively low price of

much of this nonurban land supply. This is

shown in Table 8, which compares the size of

building lots in urban and rural states with the

cost of land. Table 9 compares the percentage

of substandard housing in relatively "rural"

states with the percentage of units in one-fam-

ily homes.

Although urban-rural differences within a

state may be considerable, it is interesting to

note that in "rural" states with substantial num-

bers of substandard housing (such as the Caro-

linas, Alabama, Arkansas, Alaska, Kentucky,

Louisiana, Georgia, Maine, New Hampshire, and

Vermont) average lot size for one-family exist-

ing homes is significantly greater than in

"urban" states (such as New York, California,

Ohio, Delaware, Maryland, and Michigan).

Moreover, lot size also correlates highly with

land costs in both urban and rural states and

in areas that lack a substantial vacant, build-

able land base (such as the District of Colum-

bia, Puerto Rico, and Hawaii). In the latter

case, however, the correlation is reversed.

The high land consumption levels of rural

areas and the emphasis upon single-family hous-

ing suggest strongly that the land use compo-

nent of a housing program for the rural poor

TABLE 8. Size and Price of Lot, Selected States and

Territories, FHA Insured One-Family Home Transac-

supply of land outside of metropolitan areas. It
is attributable also to the relatively low price of
much of this nonurban land supply. This is
shown in Table 8, which compares the size of
building lots in urban and rural states with the
cost of land. Table 9 compares the percentage
of substandard housing in relatively "rural"
states with the percentage of units in one-family homes.
Although urban-rural differences within a
state may be considerable, it is interesting to
note that in "rural" states with substantial numbers of substandard housing (such as the Carolinas, Alabama, Arkansas, Alaska, Kentucky,
Louisiana, Georgia, Maine, New Hampshire, and
Vermont) average lot size for one-family existing homes is significantly greater than in
"urban" states (such as New York, California,
Ohio, Delaware, Maryland, and Michigan).
Moreover, lot size also correlates highly with
land costs in both urban and rural states and
in areas that lack a substantial vacant, buildable land base (such as the District of Columbia, Puerto Rico, and Hawaii). In the latter
case, however, the correlation is reversed.
The high land c~m sumption levels of r ural
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.64

.23
.85
.38
.19
1.92
.50
.15
.55
.17
.72
.18
.37
.46
.30
.16
.19
1.08
1.39

Percent
Substandard

46.5
51.8
15.2
46.6
39.1
38.8
18.9
55.5
14.8
18.7
42.9
39.4
34.0
45.7
42.8
43.3
15.1

Percent in
One-Family
Structures

89.3
92.7
63.4
87.7
83.8
75.8
54.2
91.5
64.1
43.5
92.1
84.9
91.2
91.3
89.2
91.0
40.1

Source: United States Department of Commerce, Bureau of
the Census.

reflects community standards. Doubtless, this will
result in an increase in the amount of land
needed for a major Federal housing program
geared to low- and moderate-income groups.
Summary
This section has considered the theoretical
basis for projecting residential land needs. We
began by noting the nonexistence of a valuefree model for estimating land requirements. We
then discussed some of the conceptual and judgmental factors that inevitably enter into the
making of land use projections. These conceptual and judgmental factors are of particular
significance, we found, in projecting dwelling
unit densities, housing types, and locations for
low- and moderate-income and minority groups.
On the basis of our discussion, we reiterate our
earlier conclusion that estimates of residential
land n €ds are, r.le_ endent almost entirely upon
n L'ld il ru
.
t
~N~~ gird them.

Mf

Average Lot Average Price

(Square Feet) Square Foot

$0.20

TABLE 9. Percent of Substandard Housing and Percent of Units in One-Family Structures in Selected
States, 1960

tions, Existing Homes, 1966

Size of Site per

16,056
12,066
11,837
7,652
7,889
15,920
7,350
10,099
21,522
7,333
21,996
9,505
16,206
9,508
9,282
9,249
15,728
20,233
3,736
4,755

Average Price
of Site per
Square Foot

Source: Federal Housing Administration, Annual Report, 1966.

areas. This is attributable, of course, to the exist-

ence of an ample and relatively underutilized

Average Lot
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(Square Feet)
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(which contai n 20 percent of the nat ion's nOllwhite popu lat ion, 80 percent of whom live in
central cities) were located outside of their cen tral cities. In fa ct, these centrol cities lost more
than 600,000 jobs in Ihe same period. There is
every reasoll to suspeCt that these trends will
cont inue well into the future. (Sec our article,
" R ace, Jobs and Housi ng," in The N egro ill fhe
North, Herbert Hill, editor, to be published by
Random House early in 1969.)
Selecting nOl1ccmra l city sites for new resident ial developmelll may serve not o nly to bring
ill-ho used ami disadvantaged groups into the
mainstream of the nation's economic and social
life, but a lso to bridge the grave a nd fateful
imb.dances tha t Lurrently affect our housi ng markets and our labor markets-imbalances that
deeply aUect groups presen tly trapped in central cities and in r ural areas.
For th is reason, the employment consequences
of I;md usc progr:I111S that envision retention
and rehabilita tion of corc-area housi ng for lowand moderate-income groups may serve to
worsen the predicament t hat these groups face
by com pe ll ing them La remai n in racially iso·
lated a nd declining areas for the foreseeable future.
Place prosperity 1't'rSIIS p eople prosperity: A
bala llced view of rchai.Jili l;uioli would consider
whether the decision to repair a substandard
structurc is being taken ill the o\'erall interests
of the occupants 01' prospectivc occupants of the
housing or in the best interests of the area in
which the housing is localed, whether it be the
ce nt ra l city or a pan of it. The distinct ion between place prosperity (rehabilitating the hous·
ing SLOck of ghetto areas-su ch as Nonh Phi ladelphi.., Southeast Washington, H arlem, Roxbury, H unle rs Point, ct ce tera) a nd people p rosperity (expanding the oppo rtunities ava ilable to
the peopl e who live in these areas) is o ne that
shou ld be kept dead y in view in discussing reTABLE 6.

habilitation versus new construction a~ the primary vehicle for dealing with the housing related proble ms of central ci ty minority group5.
The residential land requirements that now from
the decision to reh"bilitate the !tubstandal'd
hous ing stock of a particular area are \'astJy
different from those that wou ld flow from lIle
decision LO le\'el the area and abandon this sub·
standard housing: this would imply development of land-bast'<!, new housing in cities, in
suburbs, and in new tow ns and new communi·
ties.
LocaliOlI (wd Uesidtmtial Land Use
Standards: R uml Areas
We have seen that d ifferencCll in tJle Intrametropolitan location of housing playa critical
role in dcte rmin ing the character of the urban
ho usi ng sLOck a nd the amount of land needed
for residcntial purposes. Location is also critical
in discussi ng the land require ments needed to
de\'e!op low· and moderate-cost housi ng in rural
areas.
In 1960.45.5 percent of a ll households living
in u nsound and plumbing deficient units were
loca led in rural areas, com pared with 5-1.5 percent in urban areas (Table 6). SubSland'1Tt!
ho usi ng cOllst ituted 41.8 percent of all rural
households, com pared with o nly 18.6 pcrc~t1l of
urban households. Moreover, more than one·
half oC all substandard r ural units \\cre in the
South.
Not surprisingly, the distribut ion of poor
hOllsing in the rural parts of the United States
correlates hig hly with the distribution of the
rural poor persons. For exa mple, 45 percent of
the nation's poor persons lived in rural areas in
1965, as compared with 55 percent in urban
areas (Table 7). Roughly, 10,500,000 persons,
or more than two out of three of the ru ral poor,
lived in cities a nd towns, which, as we have seen,

Selected Housing Conditions in the United States, 1960, by Residence
TorAL

TOTAL

Occupied units
(thousands)
COndition: occupied
units (percent):
Sound

Deterioratins
Dilapidated
Sound, with complete plumbin.!!

,....

53,024

38,320

14,704

11 ,137

81 .2
13.8
5.0

85.4
11 .2
3.4

71.5
20.0
8.5

71 .9
19.2
8.9

69.7
22.9

76.5

82.5

60.0

58.2

50.'

7.'

Source, Un ited SIIIU Oeplrlmlnl of Alrlcullure, R.... , PlOp l. /11 1/1. ""'ltlcl" EcollomJ' (Wllhinaton, D.C.: U.S. Governmenl
Printi"1 Office, 1966), p. 118.
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In discussing the contributions that rehabili-

tation programs can make toward solving urban

housing problems, we should note that the sheer

size of the substandard housing stock, both va-

cant and occupied, makes it inevitable that these

units will be called upon to play a major role

in meeting the short-run housing needs of low-

and moderate-income households. We should re-

call also that in no major city in the United

States has the validity of the rehabilitation ap-

proach to urban renewal been demonstrated be-

yond doubt.

Substantial reserves of rehabilitable housing,

both vacant and occupied, are present in many

large central cities such as New York, Phila-

delphia, Chicago, and St. Louis. Moreover, this

housing usually is located within the same ra-

cially isolated downtown areas that contain the

bulk of the cities' substandard housing stock.

The existence of a rehabilitable housing stock

appears to offer great opportunity to accomplish

the reconstruction of these ghetto areas. Never-

theless, the lack of adequate data on the costs

and social consequences of rehabilitation, as

compared with the costs and social consequences

of new housing, constitutes a major drawback

to inauguration of a nationwide rehabilitation

effort. Although the highest officials of the Fed-

eral Government presently urge rehabilitation

as the best solution to the housing needs of low-

income people, the reality of present efforts, in-

cluding the low number of units rehabilitated

each year, suggests that rehabilitation is nothing

more than an experiment, albeit an experiment

that carries with it the hopes and approbation

of many persons professionally concerned with

the plight of our cities. For this reason, to urge

rehabilitation rather than new construction as

the basis of a national housing program is to

embark upon an unproven courseâsurely an un-

wise move at the present time.

On the other hand, to rely heavily upon new

construction to meet the pressing demands for

good housing would mean higher land require-

ments than would otherwise be the caseâland

requirements that could not always be met

within the confines of central cities.

In relation to other urban problems: Too

often, proponents of rehabilitation appear to be

concerned with one, and only one, segment of

the urban crisis, namely, the need for immedi-

ate improvement of ghetto housing. Although

little evidence exists that rehabilitation is a more

rapid process than, say, the prefabrication of

new housing, the extent of the housing defi-

ciencies in the major ghettos have made rehabili-

tation appear to be the only answer to the prob-

lems of the ghetto.

However, as Baltimore real estate man, James

W. Rouse, says, there is danger that we will be

misled

by the popular view that the major problem

in our cities is the physical condition of the

housing. If all of our housing could, by some

In discussing the contributions that rehabilitation programs can make toward solving urban
housing problems, we should note that the sheer
size of the substandard hOllsing stock, both vacant and occupied, makes it inevitable that these
units will be called upon to playa major role
in meeting the short-run housing needs of lo\\,and moderate-income households. \Ve should recall also that in no major city in the United
States has the validity of the rehabilitation approach to urban renewal been demonstrated beyond doubt.
Substantial reserves of rehabilitable housing,
both vacant and occupied, are present in many
large central cities such as New York, Philadelphia, Chicago, and St. Louis. Moreover, this
housing usually is located within the same racially isolated downtown areas that contain the
bulk of the cities' substandard housing stock.
The existence of a rehabilitable housing stock
appears to offer great opportunity to accomplish
the reconstruction of these ghetto areas. N evertheless, the lack of adequate data on the costs
and social consequences of rehabilitation, as
compared with the costs and social consequences
of new housing, constitutes a major drawback
to inauguration of a nationwide rehabilitation
effort. Al though the highest officials of the Federal Government presently urge rehabilitation
as the best solution to the housing needs of lo\\"income people, the reality of present efforts, including the low number of units rehabilitated
each year, suggests that rehabilitation is nothing
more than an experiment, albeit an experiment
that carries with it the hopes and approbation
of many persons professionally concerned with
the plight of our cities. For this reason, to urge
rehabilitation rather than new construction as
the basis of a national housing program is to
embark upon an unproven course-surely an unwise move at the present time.
On the other hand, to rely heavily upon new

new housing, the extent of the housing deficiencies in the major ghettos have made rehabilitation appear to be the only answer to the problems of the ghetto.
However, as Baltimore real estate man, James
\\'. Rouse, says, there is danger that we will be
misled
by thc papillar view that the major problem
in ollr cities is the physical condition of the
"ollsing. If all of Ollr housing could, by some
WQ(lC of the wand, be brollght up to an acceptable minimum condition, we would still
IIllt'e tlery bad cities. And tlte forces which
caused the deterioration [in the housing] in
t he first place would be there, working 24
hours (l day to deteriorate them all over again.

Will the rehabilitation of the substandard
housing stock of central cities and rural areas
contribute to the solution of the social and economic immobility of the low- and moderateincome populations? 'Will the existence of a lowcost housing stock in central cities retard effective labor mobility by relegating these groups
to their present locations? Alternatively, will the
nonexistence of a supply of lo\\,- and moderatecost housing in suburban areas, and in nonfarm areas of rural America, make resolution of
labor supply and labor demand problems more
difficult?
These are not idle speculations, for the massive and continuing decentralization of employIllent opportunities in our urban areas, particularly blue- and gray-collar employment opportunities suitable to the skilled levels and occupational backgrounds of the low-income and
minority labor force, has slowly but firmly transformed the economic base of both cities and
suburbs. Unskilled and semiskilled jobs have
been moving frol11 central cities to suburbs in
the wake of the outmigration of middle-class
whites. According to :\Ir. Richard CornVelIe of

('onst ruet ion to IIICCt the pressillg dCllla lids for

the N.A.:\f., sUllie !!50,OOO lIIallufacturing jubs

good housing would mean higher land requirements than would otherwise be the case-land
requirements that could not ahvays be met
within the confines of central cities.
In relation to other urban problems: Too
often, proponents of rehabilitation appear to be
concerned with one, and only one, segment of
the urban crisis, namely, the need for immediate improvement of ghetto housing. Although
little evidence exists that rehabilitation is a more
rapid process than, say, the prefabrication of

alone are thought to he unfilled at the present
time in suburban areas for lack of adequate
man power. At the same time, Negroes and
other minority groups have been left behind in
central cities and in rural areas without access
to these jobs, and without knowledge of the
fact that substantial and well-paying employment opportunities are available in the nation's
suburbs. In the last 18 years, for example, more
than 80 percent of the new jobs created in
the nation's twelve largest metropolitan areas

wave of the wand, be brought up to an ac-

riginal from

ceptable minimum condition, we would still

have very bad cities. And the forces which

caused the deterioration [in the housing] in

the first place luonld be there, working 24

hoars a day to deteriorate them all over again.
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TABLE

3.

Substandard, Occupied Housing Inventory, by United States and Urban,
(Units in Thousands)

Substandard
Number of
Percentage
Substandard
of Total
Units
Units

TOTAL
OCCUPIED

TABLE 3. Substandard, Occupied Housing

rwentory, by United States and Urban, 1960

(Units in Thousands)

Substandard

Number of Percentage

TOTAL

1960

Standard*
United States Total:
Total
53,024
44,550
Urban
38.320
34,636
White:
Total
47,880
41,669
Urban
34,342
31,924
Nonwhite:
Total
5,144
2,881
Urban
3,978
2,712
* Includes deteriorated units, with all plumbing.
Source: United States Department of Commerce, Bureau of the Census.

8,474
3,684

16.0
9.6

6,211
2,418

13.0
7.0

2,263
1,266

44.0
31.8

Substandard

of Total

United States Total:

OCCUPIED

Standard*

Units

Units

Total

53,024

44,550

8,474

16.0

Urban

38,320

34,636

3,684

9.6

White:

Total

47,880

41,669

6,211

13.0

Urban

34,342

31,924

2,418

7.0

Nonwhite:

Total

5,144

2,881

TABLE

4.

Percentage of Persons Living in Overcrowded Dwelling Units, by Tenure,
Negro
Tenure
All
All
Residence in 1960
Persons
Renters
Owners
Persons
UNITED STATES TOTAL
48
39
17
54
North and West:
SMSA
1,000,000 or more
38
39
54
14
500,000 to 1,000,000
47
35
55
15
less than 500,000
48
41
55
16
Nonmetropolitan areas
38
41
33
18
TOTAL
40
31
45
16
South:
SMSA
1,000,000 or more
40
28
48
14
500,000 to 1,000,000
59
50
65
17
Less than 500,000
45
60
54
18
56
Nonmetropolitan areas
45
69
24
TOTAL
44
62
54
20
Source: United States Department of Commerce, Bureau of the Census.

their impact upon the social and economic mobility of the nonwhite population), should Federal housing and land use concentrate on construction of a substantial number of new lowand moderate-income housing in suburban areas
for occupancy by Negro households? Alternatively, should Federal policies perpetuate present-day imbalances by confining the location of
the proposed low- and moderate-income housing stock to central cities?
As in the case of population and housing unit

1960

White

Tenure

Renters

Owners

14

24

11
13
14
15
13

19
21
22
26
22

10
13
13
20
16

25
26
31

34

31

densities, the answers we give to these questions will determine the land needed for the
development of low- and moderate-cost housing
in the coming years.

Rehabilitation versus
New Housing

In general: A third series of issues revolve
about the question of rehabilitation versus new
housing, and their differing impact upon res identialland requirements.

2,263

44.0

Urban

3,978

2,712

1,266

31.8

* Includes deteriorated units, w

ith all

plumbing.

Source: United States Department of

Commerce, Bureau of the Cens

us.

TABLE 4. Percentage of

Persons Living in

Overcrowded

Negro

Dwelling Units,

by Tenure, 1960

White

All

Tenure

All

Tenure

Residence in 1960

Persons

Renters

Owners

Persons

Renters

Owners

UNITED STATES TOTAL

TABLE 5. Actual and Expected Distribution
the Basis of Income Only: Population in Ring
A. IN OWNER OCCUPIED DWELLING UNITS
All
Incomes
actual
expected
12,924
41,157
New York
24,44 7
58,197
Los Angeles
Chicago
8,690
57,252
18,386
59,215
Philadelphia
10,123
51,909
Detroit
25,798
36,275
San Francisco
n.a.
Boston
Pittsburgh
6,912
20,329
11,310
29,021
St. Louis
Washington, D.C.
8,528
33,718
21,424
Cleveland
846
Baltimore
5,206
23,734
B. IN RENTER OCCUPIED DWELLING UNITS
All
Incomes
actual
expected
18,056
22,688
New York
Los Angeles
19,528
44,474
Chicago
8,374
24,403
Philadelphia
16,228
24,425
Detroit
7,832
15,954
San Francisco
29,841
28,283
Boston
n.a.
Pittsburgh
8,718
17,233
St. Louis
10,193
12,703
Washington, D.C.
8,285
28,269

~~~r~a~~

5,~~~

Ib:~~~

of NonWhite Owners and Renters Within the Metropolitan Area, on
Less than
$4,000

$4,000$6,999
actual
expected

actual

expected

3,500
5,896
2,492
6,744
3,570
6,151

13,791
17,643
17,806
22,736
17,080
10,720

4,987
9,271
3,235
7,046
4,206
10,734

16,254
20,187
18,797
21,964
21,311
13,017

3,027
6,050
3,081
248
2,260

10,005
13,907
8,188
5,925
8,168

2,893
3;695
2,911
294
1,826

7,412
10,206
10,733
7,740
9,290

Less than
$4,000
expected

actual

$4,000-

$6,999
actual
expected

9,657
10,137
3,818
10,013
4,727
17,149

12,074
22,766
11,020
14,967
8,939
14,446

5,677
6,634
3,091
4,806
2,472
9,417

5,797
7,746
4,134

7,450
8,730
12,083

2,433

3,~ig

2 ~059

7,754
15,595
9,078
7,183
5,598
9,603
.

3,155
3,254

2 i1A:4 InallQ~~
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SOurce: Richard Langendorf, The Negro and the Metropolis (Ph.D. dissertation, Harvard University).

The Supply and Availability of Land

303

$7,000
and over
actual
expected

4,437
9,280
2,963

11,112
20,367
20,649

$7,000
and over
actual
expected

2,722
2,757
1,465

7,860
6,113
4,305

Land Requirements for a 6,000,000 Unit Loiv-

and Moderate-Cost Housing Program

In this section we estimate the amount of

new residential land that would be required to

implement the Johnson Administration's pro-

posal to build 6,000,000 units of low- and mod-

erate-cost housing in the next 10 years. Our esti-

mates are presented in the form of three sets of

alternative distributions of these 6,000,000 units,

using three variables: Location (urban-rural and

central city-suburban), density, and type of con-

struction (new or rehabilitated).

In Series One we estimate residential land

needs for urban and rural areas on the assump-

tion that 4,500,000, or three quarters of the

6,000,000 units will be built in urban areas. Spe-

cial emphasis is given to the impact on cen-

tral city land requirements of alternative

urban distribution of these units. In Series Two

we project residential land needs for the same

distribution of units in urban and rural areas,

but emphasis is placed upon the impact of these

alternative distributions of suburban parts of

metropolitan areas. In Series Three we project

residential land needs on the assumption that

50 percent of the 6,000,000 housing units will

be located in rural areas and in new towns

which will be established for purposes of our

analyses outside metropolitan areas. We recog-

nize, of course, that new towns might well tend

to locate either in metropolitan counties or in

adjacent counties which would become metro-

politan, partly as a result of new county devel-

opment.

Population projections for the year 2000 sug-

gest that the total population in the United

States will exceed 310,000,000 in that year. The

percentage of persons living in urban areas will

increase from 70 percent in 1960 to more than

85 percent in 2000. Population of rural areas,

however, is expected to decline from 30 per-

cent in 1960, to less than 15 percent in 2000.

The number of rural persons is also expected to

decline by nearly 6,000,000.

Of still greater significance for residential

land use planning is the prognosis that the bulk

of the expected population gain will take place

in the nation's largest urban areas. Indeed, 27

of these areas are expected to account for more

than 60 percent of the population gain between

1965 and 2000âsome 65,000,000 persons. As

pointed out in a recent report by the Advisory

Commission on Intergovernmental Relations,

these twenty-seven areas include all of the 18

largest metropolitan areas that will have a popu-

lation of 2,500,000 or more in the year 2000

and nine other areas that will have a popula-

tion of 750,000 or more in that year.

From a macro-economic viewpoint, then, it

would appear that the location of new and re-

habilitated housing (replacing the existing sub-

standard housing stock) will take place pri-

marily in these urban areas and at urban densi-

ties.

Throughout the following pages, the word

Land Requirements for a 6,000,000 Unit Lowand Moderate-Cost Housing Program
In this section we estimate the amount of
new residential land that would be required to
implement the Johnson Administration's proposal to build 6,000,000 units of low- and moderate-cost housing in the next 10 years. Our estimates are presented in the form of three sets of
alternative distributions of these 6,000,000 units,
using three variables: Location (urban-rural and
central city-suburban), density, and type of construction (new or rehabilitated).
In Series One we estimate residential land
needs for urban and rural areas on the assumption that 4,500,000, or three quarters of the
6,000,000 units will be built in urban areas. Special emphasis is given to the impact on central city land requirements of alternative
urban distribution of these units. In Series Two
we project residential land needs for the same
distribution of units in urban and rural areas,
but emphasis is placed upon the impact of these
alternative distributions of suburban parts of
metropolitan areas. In Series Three we project
residential land needs on the assumption that
50 percent of the 6,000,000 housing units will
be located in rural areas and in new towns
which will be established for purposes of our
analyses outside metropolitan areas. We recognize, of course, that new towns might well tend
to locate either in metropolitan counties or in
adjacent counties which would become metropolitan, partly as a result of new county development.
Population projections for the year 2000 suggest that the total population in the United
States will exceed 310,000,000 in that year. The
percentage of persons living in urban areas will
increase from 70 percent in 1960 to more than
85 percent in 2000. Population of rural areas,
however, is expected to decline from 30 percent in 1960, to less than 15 percent in 2000.
The number of rural persons is also expected to
decline by nearly 6,000,000.
Of still greater significance for residential
land use planning is the prognosis that the bulk
of the expected population gain will take place
in the nation's largest urban areas. Indeed, 27
or these areas are expected to account for more
than 60 percent of the population gain between
1965 and 2000-some 65,000,000 persons. As
pointed out in a recent report by the Advisory
Commission on Intergovernmental Relations,
these twenty-seven areas incIuda all of the 18

largest metropolitan areas that will have a population of 2,500,000 or more in the year 2000
and nine other areas that will have a population of 750,000 or more in that year.
From a macro-economic viewpoint, then, it
would appear that the location of new and rehabilitated housing (replacing the existing substandard housing stock) will take place primarily in these urban areas and at urban densities.
Throughout the following pages, the word
urban is used differently, depending upon
whether it refers to 1960 estimates of housing
needs or to the location of anticipated low- and
moderate-cost housing construction. The first
definition of urban includes incorporated places
of 2,500 or more persons and certain other in·
corporated places that are smaller than 2,500,
but which are adjacent to distinctly urban places.
This definition is used to project the share of
new housing production to which each city is
entitled on the basis of its 1960 share of all
urban substandard housing. However, in considering the overall distribution of the proposed 6,000,000 low- and moderate-cost housing
units designated for urban areas, we assume
that all such units will be located only in standard metropolitan statistical areas. By standard
metropolitan statistical areas, we refer to cities
of 50,000 or more inhabitants, or two contiguous cities, with a combined population of 50,000
or more, plus adjacent counties and areas that
are considered to be part of the ci ties' economic,
social, and cultural life. These assumptions and
definitions result in more conservative estimates
of the residential land needs of the nation's
major central cities.
By rural areas we mean those areas not included as urban under the incorporated place
definition or the standard metropolitan statistical area definition of an urban place. The former definition is used to project the share of
new low- and moderate-cost units, which should
be located in rural areas, on the basis of the
rural substandard housing stock as modified by
migration patter~s. The latter definition is used
to project the nonmetropolitan area designated
units authorized in the 1968 Housing Act.
In considering the several alternatives noted
above, some cautionary points should be noted.
First, while low- or moderate-income families
tend to live in substandard units, not all people who live in substandard units are low or
moderate Ii 'rn:e.d.. . f ondly, low- or moderate-

urban is used differently, depending upon

UNIVERSITY OF

whether it refers to 1960 estimates of housing

needs or to the location of anticipated low- and

moderate-cost housing construction. The first

definition of urban includes incorporated places
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income families may not wish to live in the

placesâblocks, neighborhoods, citiesâwhere sub-

standard housing is presently located. Indeed,

those who attempt to tie the location of new

low- and moderate-income housing to presently

blighted areas are forced to confront the fact that

poverty areas have been losing population in re-

cent years; that is, the residents of these areas,

black and white alike, appear ready and will-

ing to move to other areas if housing opportuni-

income families may not wish to live in the
places-blocks, neighborhoods, cities-where substandard housing is presently located. Indeed,
those who attempt to tie the location of new
low- and moderate-income housing to presently
blighted areas are forced to confront the fact that
poverty areas have been losing population in recent years; that is, the residents of these areas,
black and white alike, appear ready and willing to move to other areas if housing opportunities are available.

in Table 12. For example, the city of Newark had 44,000 units that were substandard (not structurally sound, with all
plumbing facilities) in 1960. This was
equivalent to 0.58 percent of all central
city housing units classified as substandard in 1960. On this basis we assume that
Newark's share of the new low- and moderate-cost housing units that will be built
in central cities will be 0.58 percent.
5. New housing units to be built in suburban parts of metropolitan areas will be
developed at a density of ten units to the
acre, twice the density at which new suburban construction is taking place in the
rings of our largest central cities. In
terms of housing types, ten units to the
acre could mean single-family dwellings,
two-family dwellings, three- and four-family dwellings, and garden apartments.
6. New units in central cities will be developed at three alternate densities-low,
moderate, and high. In terms of units to
the acre, low density is defined as 10 units
to the acre; moderate density, as 20 units
to the acre; and high density, as 40 units to
the acre.
7. In rural areas, new housing units will be
developed at an average density of four
units to the acre, which is not comparable
to the existing rural housing stock, but
which represents a compromise between
rural nonfarm and rural farm.

ties are available.

Gross Estimates of Residential

Land Requirements

Series One: The following assumptions con-

trol estimates of land needs in Series One:

1. Three quarters of the 6,000,000 units, or

4,500,000, will be built in urban areas.

2. All 6,000,000 low- and moderate-cost hous-

ing units, whether new or rehabilitated,

will be occupied by low- and moderate-

income families presently living in sub-

standard dwellings; that is, these families

will have first opportunity to rent or pur-

chase new housing.

3. The remaining quarter of the 6,000,000

units of low- and moderate-cost housing

will be built in rural areas, particularly

in nonfarm areas.

4. Central cities will share in new urban con-

struction on the basis of their 1960 share

of all urban substandard units as shown

in Table 12. For example, the city of New-

ark had 44,000 units that were substand-

ard (not structurally sound, with all

plumbing facilities) in 1960. This was

equivalent to 0.58 percent of all central

city housing units classified as substand-

ard in 1960. On this basis we assume that

Gross Estimates of Residential
Land Requirements
Series One: The following assumptions control estimates of land needs in Series One:
1. Three quarters of the 6,000,000 units, or
4,500,000, will be built in urban areas.
2. All 6,000,000 low- and moderate-cost housing units, whether new or rehabilitated,
will be occupied by low- and moderateincome families presently living in substandard dwellings; that is, these families
will have first opportunity to rent or purchase new housing.
3. The remaining quarter of the 6,000,000
units of low- and moderate-cost housing
will be built in rural areas, particularly
in nonfarm areas.
4. Central cities will share in new urban construction on the basis of their 1960 share
of all urban substandard units as shown

Newark's share of the new low- and mod-

erate-cost housing units that will be built

in central cities will be 0.58 percent.

5. New housing units to be built in sub-

TABLE 10. Number of Substandard Units in Selected Central Cities, 1960, and Percentage of All Urban Substandard Units, 1960
Percentaae of
All Urban
Substandard
Units

urban parts of metropolitan areas will be

developed at a density of ten units to the

acre, twice the density at which new sub-

urban construction is taking place in the

rings of our largest central cities. In

terms of housing types, ten units to the

acre could mean single-family dwellings,

two-family dwellings, three- and four-fam-

ily dwellings, and garden apartments.

6. New units in central cities will be devel-

oped at three alternate densitiesâlow,

moderate, and high. In terms of units to

the acre, low density is defined as 10 units

to the acre; moderate density, as 20 units

to the acre; and high density, as 40 units to

the acre.

7. In rural areas, new housing units will be

developed at an average density of four

units to the acre, which is not comparable

to the existing rural housing stock, but

which represents a compromise between

rural nonfarm and rural farm.

TABLE 10. Number of Substandard Units in Selected Central

standard Units, 1960

Central City
New Yorl<

Chicago
Los Angeles
Philadelphia
Detroit
San Francisco
Baltimore
Cleveland
Houston
Atlanta
Newark
Minneapolis
Pittsburgh
St. Louis
San Antonio
Boston
New Orleans
Kansas City
Seattle
Washington, D.C.
Miami
Phoenix
Cincinnati
Dallas
Memphis

TOTAL
NUMBER OF
UNITS

Number of
Substandard
Units

2,760,000
1,215,000
936,000
649,000
553,000
311,000
290,000
283,000
311,000
154,000
135,000
173,000
196,000
263,000
173,000
239,000
203,000
179,000
216,000
263,000
120,000
143,000
172,000
231,000
152,000

527,000
261,000
104,000
92,000
89,000
54,000
48,000
59,000
55,000
38,000
44,000
39,000
59,000
82,000
48,000
64,000
44,000
44,000
39,000
40,000
22,000
21,000
48,000
44,000

Source: United States Departme'lt of Com merce. Bureau of t he Census.

Cities, 1960, and Percentage of All Urban Sub-

TOTAL

Number of

NUMBER OF

The Supply and Availability of Land

308

01~ 1(3,

6.96
3.44
1.37
1.21
1.17

.71
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.64
.77
.72
.51
.58
.51
.77
1.13
.63
.84
.58
.58
.51
.52
.29
.27
.63
.58
.45

8.

8. Rehabilitated units require no new resi-

dential land; that is, land requirements are

projected only for new units.

Gross land requirements for low- and moder-

ate-cost housing under Series One assumptions

are shown in Tables 11 to 18. Each table shows

total land needs in acres, using central cities'

densities as the only variable. This is done for

the nation as a whole, for urban and rural areas,

and for selected central cities.

Alternative No. 1 (Table 11) assumes that all

units in urban areas will be built in central

cities.

This alternative implies a major commitment

to revitalize decaying central cities through sub-

sidies to labor-intensive employers and to low-

and moderate-cost housing developers. It implies

that a substantial supply of vacant, buildable

land is available, or could be made available to

make possible the development of restoration

housing as a prelude to clearance of substan-

tial areas of the city. It implies not only a level-

ing off of industrial decentralization from the

city to the surrounding areas, but a positive

forging ahead by the central city in the area-

wide competition for new employment. It im-

plies, thirdly, that for the foreseeable future,

transportation between cities and suburbs (with

payment of subsidies to low-income, reverse com-

munities) will be called upon to assist in linking

Rehabilitated units require no new residential land; that is, land requirements are
projected only for new units.
Gross land requirements for low- and moderate-cost housing under Series One assumptions
are shown in Tables 11 to 18. Each table shows
total land needs in acres, using central cities'
densities as the only variable. This is done for
the nation as a whole, for urban and rural areas,
and for selected central cities.
Alternative No.1 (Table II) assumes that all
units in urban areas will be built in central
cities.
This alternative implies a major commitment
to revitalize decaying central cities through subsidies to labor-intensive employers and to lowand moderate-cost housing developers. It implies
that a substantial supply of vacant, buildable
land is available, or could be made available to
make possible the development of restoration
housing as a prelude to clearance of substantial areas of the city. It implies not only a leveling off of industrial decentralization from the
city to the surrounding areas, but a positive
forging ahead by the central city in the areawide competition for new employment. It implies, thirdly, that for the foreseeable future,

transportation between cities and suburbs (with
payment of subsidies to low-income, reverse communities) will be called upon to assist in linking
jobs and workers in the metropolitan areas. It
implies, finally, a major commitment by the Federal Government to provide the funds necessary
for urban redevelopment.
It need hardly be said that this alternative
will result in continued concentration of Negroes and other minority groups in the central
ci ties.
The number of acres required under Alternative Number One ranges from 487,500 in the
case of high-density central city development, to
825,000 in the case of low-density developments.
Alternative No. 2 (Table 12) assumes that
50 percent of the urban units will be located in
central cities and 50 percent in suburban areas.
It assumes, also, that all units in central cities
will be in new construction.
This alternative envisions substantial outmigration of low- and moderate-income households
from central cities to jobs and housing in suburban parts of metropolitan areas. Such outmigration will provide extensive relocation resources for clearance and redevelopment of central city areas. The availability of cleared land

jobs and workers in the metropolitan areas. It

implies, finally, a major commitment by the Fed-

TABLE
eral Government to provide the funds necessary

11.

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No. 1.

for urban redevelopment.

It need hardly be said that this alternative

will result in continued concentration of Ne-

groes and other minority groups in the central

Area

Number of
Units

High
Density

1,500,000
4,500,000

Number of Acres

Moderate
Density

low
Density

375,000

375,000

375,000

4,500,000
4,500,000

112,500

225.000

450,000

6,000,000

487,500

600,000

825,000

cities.

The number of acres required under Alterna-

tive Number One ranges from 487,500 in the

case of high-density central city development, to

825,000 in the case of low-density developments.

Alternative No. 2 (Table 12) assumes that

50 percent of the urban units will be located in

Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

central cities and 50 percent in suburban areas.

It assumes, also, that all units in central cities

will be in new construction.

This alternative envisions substantial outmi-

gration of low- and moderate-income households

from central cities to jobs and housing in sub-

urban parts of metropolitan areas. Such outmi-

gration will provide extensive relocation re-

sources for clearance and redevelopment of cen-

tral city areas. The availability of cleared land

Number of Acres

Number of

Units

New York
Chicago
Los Angeles
Philadelphia
Detroit
Cleveland
St. Louis
Pittsburgh
Boston
Washington, D.C.
Newark

High
Densitv

Number of
New Units *

313,000
155,000
61,650
54.450
52,650
34,650
60,900
34,650
37,800
23,400
26,100

7,830
3,875
1,541
1.361
1,066
891
1,522
891
945
585
652

Number of Acres
Moderate
Densitv

15,660
7,750
3,082
2,722
2,132
1,782
3,045
1,782
1,890
1,170
1,305

low
Densitv

31,320
15,500
6,165
5,445
5,265
3,465
6,090
3,465
3,780
2,340
2,610

High

Density

Moderate

Density

ASSUMPTIONS: 1. 100% of urban units in central cities.
2. All new units.

* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).

Low

Density

Note: Rural density: constant at 4 units/acre. Central city density: High--40 units/acre; Moderate-20 units/acre; low-10
units/acre. Suburban density: constant at 10 units/acre.

1.500,000

375,000

Source: United States Department of Commerce, Bureau of the Census.

Original from

375,000

375,000

4,500,000

4,500,000

4,500,000
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TABLE 12.

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.2.
Number of
Units

Area
TABLE 12.

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities

Alternative No. 2.

Area

Rural

Urban

Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

Suburbs

Central cities

New

Rehabilitated

TOTAL

Central Cities

New York

Chicago

Los Angeles

Philadelphia

Detroit

Cleveland

St. Louis

Pittsburgh

Boston

Washington, D.C.

Newark

Central Cities
New York
Chicago
Los Angeles
Philadelphia
Detroit
Cleveland
St. Louis
Pittsburgh
Boston
Washington, D.C.
Newark

High
Density

1,500,000
4,500,000
2,250,000
2,250,000
2,250,000

375,000

6,000,000

656,250

Number of
New Units·

High
Density

156,600
77,400
30,825
27,225
25,132
17,325
25,425
17,325
18,900
11,700
13,050

Number of Acres
Moderate
Density

Low
Density

375,000

375,000

225,000

225,000

225,000

56,250

112,500

225,000

712,500

825,000

3,915
1,935
770
680
628
433
635
433
472
294
326

Number of Acres
Moderate
Density

7,830
3,870
1,541
1,361
1,256
866
1,271
866
945
588
652

Low
Density

15,660
7,740
3,082
2,722
2,513
1,732
2,542
1,732
1,890
1,170
1,305

ASSUMPTIONS: 1. 50% of urban units in central cities.
2. All new units.
• Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural denSity: constant at 4 units/acre. Central city density: High-40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

ASSUMPTIONS: 1. 50% of urban units in central cities.

2. All new units.

Number of Acres

Number of

High

Moderate

Low

Units

Density

Density

Density

1,500,000

375,000

375,000

375,000

4,500,000

2,250,000

225,000

225,000

225,000

2,250,000

2,250,000

56,250

656,250

112,500

712,500

225,000

6,000,000

Number of Acres

825,000

Number of

High

Moderate

Low

New Units *

Density

Density

Density

156,600

3,915

7,830

15,660

will make possible a variety of residential reuses, including new towns in town, with high-,
low-, and moderate-density developments. It will
also make possible the construction of in-city
industrial parks, providing jobs and revenues
for fiscally overburdened cities.
The number of required acres ranges from
656,250 for high-density construction, to 825,000
for low-density construction.
Alternative No. ) (Table J)) assumes that 100
percent of the urban units will be located in
central cities, but that only 50 percent of these
units will be in new construction.
Under this alternative, a slightly lesser amount
of new residential land is needed in central
cities than under Alternative Number One.
Here, the concentrations of substandard units
in core areas of central cities, and the relocation needs that result from major rehabilitation
efforts, will shift the emphasis of urban development away from clearance and redevelopment
toward immediate construction on vacant parcels.
The number of required acres ranges from
431,250 for high-density development, to 600,000
for low-density development.
A lternative No.4 (Table 14) assumes that 50
percent of the urban units will be located in
central cities, and 50 percent in suburban areas.
It assumes, further, that only 50 percent of the
units in central cities will be in new construction.

This alternative also implies extensive outmigration of low- and moderate-income and minority groups to suburban areas. However, it holds
forth the possibility of acquiring still more central city acreage (left behind, so to speak, byoutgoing low- and moderate-income families) for
public and public interest purposes.
In this case, the number of required acres
ranges from 628,125 for high-density construction, to 712,500 for low-density construction.
Alternative No.5 (Table 15) assumes that all
urban units will be located in central cities, but
that only 75 percent of these units will be in new
construction.
The alternative is designed to illustrate land
planning in areas where not more than 25 percent of substandard units are rehabilitable.
Land requirements range from 459,375 for
high-density construction, to 712,500 for lowdensi ty construction.
Alternative No. 6 (Table 16) assumes that
50 percent of the units in urban areas will be
located in central cities, and that 75 percent of
these units will be in new structures.
This alternative is a variation of earlier proposals. Implied here is a commitment to the
overcoming of zoning and building code restrictions that bar entry of low- and moderate-cost
housing into suburban areas.
The number of required acres ranges from
642,187 for high-density construction, to 768,750
for 10w-dellaAQirt:a nSi( Ofc tion.

77,400

UNIVERSITY OF

1,935

3,870

7,740

30,825
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TABLE 13.

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.3.

Area

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

TABLE 13. Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities

Area

Rural

Urban

Suburbs

Central cities

Rural
Urban
Suburbs
Central cities
New
Rehabilitated

1,500,000
4,500,000

375,000

375,000

375,000

4,500,000
2,250,QOO
2,250,000

56,250

112,500

225,000

TOTAL

6,000,000

431,250

487,500

600,000

New

Rehabilitated

TOTAL

Central Cities

New York

Central Cities

Number of
New Units*

Chicago

Los Angeles

Philadelphia

Detroit

Cleveland

St. Louis

Pittsburgh

Boston

Washington, D.C.

Newark

Number of

Units

New York
Chicago
Los Angeles
Philadelphia
Detroit
Cleveland
St. Louis
Pittsburgh
Boston
Washington, D.C.
Newark

156,600
77,400
30,825
27,225
25,132
17,325
25,425
17,325
18,900
11,700
13,050

High
Density

Number of Acres
Moderate
Density

Low
Density

7,830
3,870
1,541
1,361
1,256
866
1,271
866
945
588
652

15,660
7,740
3,082
2,722
2,513
1,732
2,542
1,732
1,890
1,170
1,305

3,915
1,925
770
680
628
433
635
433
472
294
326

1,500,000

4,500,000

4,500,000

2,250,0.00

2,250,000

6,000,000

ASSUMPTIONS: 1. 100% of urban units in central cities.
2. 50% in rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural density: constant at 4 units/acre. Central city density: High-40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

Number of

New Units*

156,600

77,400

TABLE 14.

30,825

27,225

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.4.
Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

Rural
Urban
Suburbs
Central cities
New
Rehabilitated

1,500,000
4,500,000
2,250,000
2,250,000
1,125,000
1,125,000

375,000

375,000

375,000

225,000

225,000

225,000

28,125

56,250

112,500

TOTAL

6,000,000

628,125

656,250

712,500

High
Density

Number of Acres
Moderate
Density

Low
Density

25,132

17,325

Area

25,425

17,325

18,900

11,700

13,050

Alternative No. 3.

High

Density

375,000

56,250

Number of Acres

Moderate

Density

375,000

112,500

Low

Density

375,000

225,000

431,250

487,500

Number of Acres

600,000

Central Cities
New York
Chicago
Los Angeles
Philadelphia
Detroit
Cleveland
St. Louis
Pittsburgh
Boston
Washington, D.C.
Newark

Number of
New Units*

78,300
38,700
15,412
13,612
13,662
8.662
12,712
8,662
9,450
5,850
6,525

3,965
1,935
770
680
658
433
635
433
472
292
326

1,982
967
385
340
329
216
317
216
236
146
163

7,830
3,870
1,541
1,361
1,316
866
1,271
866
945
585
652

High

Moderate

Low

Density

Density

ASSUMPTIONS: 1. 50% of urban units in central cities. 2. 50% of units in rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural density: constant at 4 units/acre. Central city density: High-40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Commerce. Bureau of the Census.

Original from

Density

3,915

7,830

15,660

1,925
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TABLE 15.

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.5.

Area

TABLE 15. Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities

Alternative No. 5.

Number of Acres

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

Rural
Urban
Suburbs
Central cities
New
Rehabilitated

1,500,000
4,500,000

375,000

375,000

375,000

3,375,000
1,125,000

84,375

168,750

337,500

TOTAL

6,000,000

459,375

543,750

712,500

High Moderate Low

Density Density Density

Number of Acres
Moderate
Density

375,000 375,000 375,000

Area

Rural

Urban

Suburbs

Central cities

New

Rehabilitated

TOTAL

Number of

Units

1,500,000

4,500,000

3,375,000

1,125,000

Number of
High
Low
Central Cities
New Units·
Density
Density
New York
234,900
5,872
11,745
23,490
Chicago
116,100
2,902
5,805
11,610
Los Angeles
46,240
1,156
2,312
4,624
Philadelphia
40,840
1,021
2,042
4,084
Detroit
39,490
987
1,974
3,949
Cleveland
25,980
649
1,299
2,599
St. Louis
38,137
953
1,907
3,814
Pittsburgh
25,987
624
1,249
2,599
Boston
28,350
703
1,417
2,835
Washington, D.C.
17,550
438
877
1,755
Newark
19,575
489
978
1,957
ASSUMPTIONS: 1. All urban units in central cities. 2. 25% in rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural density: constant at 4 units/acre. Central city density: Hig~O units/acrej Moderate-20 units/acrej Low-l0
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

6,000,000

Number of

TABLE 16.

New Units*

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.6.
Number of
Units

High
Density

Number of Acres
Moderate
Density

Density

1,500,000
4,500,000
2,250,000
2,250,000
1,687,500
562,500
6,000,000

375,000

375,000

375,000

225,000

225,000

225,000

42,187

84,375

168,750

684,375

768,750

234,900

116,100

Area
46,240

40.840

39,490

25,980

38,137

25,987

28,350

Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

642,187

Number of Acres
Moderate
Density

17,550

19,575

All urban units in central cities.

84,375

168,750

459,375

High

Density

5,872

2,902

1,156

1,021

987

649

953

Low

Number of
High
Low
Central Cities
New Units*
Density
Density
New York
117,415
2,985
5,870
11,741
Chicago
58,050
1,451
2,902
5,805
Los Angeles
23,119
578
1,156
2,312
Philadelphia
20,419
510
1,021
2,042
Detroit
19,744
493
987
1,974
Cleveland
12,994
324
649
1.299
St. Louis
19,069
476
953
1,907
Pittsburgh
12,994
324
649
1,299
Boston
14,175
354
708
1,417
Washington, D.C.
8,775
219
438
877
Newark
9,787
244
489
978
ASSUMPTIONS: 1. 50% of urban units in central cities. 2. 25% of units in rehabilitated structures.
• Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural denSity: constant at 4 units/acre. Central city density: High--40 units/acrej Moderate-20 units/acrej Low-l0
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

624

703

438

489

2. 25% in rehabilitated structures.

Central Cities

New York

Chicago

Los Angeles

Philadelphia

Detroit

Cleveland

St. Louis

Pittsburgh

Boston

Washington, D.C.

Newark

Alternative No. 7 (Table 17) assumes that
only 25 percent of the units in urban areas
will be located in central cities, and that 75
percent of these units will be in new construction.
This alternative offers the sharpest contrast
to Alternative Number One. It implies a redefinition of the role of central cities and suburbs in American society and a redefinition of
the responsibilities of government in the elimination of urban disparities. If carried out, a
substantial percentage of the low- and mod-

ASSUMPTIONS: i.

* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).

Note: Rural density: constant at 4 units/acre. Central city density: Highâ40 units/acre; Moderateâ20 units/acre:

units/acre. Suburban density: constant at 10 units/acre.

Source: United States Department of Commerce, Bureau of the Census.

543,750

The Supply and A vaila bility of L and

erate-income populations of central CItIes will
move to suburban areas and to new towns. As a
result, under this alternative, land requirements
for central cities decline substantially.
The number of required acres ranges from
732,893 for high-density construction, to 793,874
for low-density construction.
Allen/alive No.8 (Table 18) assumes that 75
percent of the 4,500,000 units will be located
in central cities, and that only 25 pacent of
these units will be in new construction.
This alternative suggests the dimensions of the

riginal from
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TABLE 17.

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.7.
Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

Rural
Urban
Suburbs
Central cities
New
Rehabilitated

1,500,000
4,500,000
3,375,000

375,000

375,000

375,000

337,500

337,500

337,500

843,750
281,250

21,093

42,187

84,375

TOTAL

6,000,000

733,593

754,687

796,875

High
Density

Number of Acres
Moderate
Density

Area
TABLE 17. Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities

Alternative No. 7.

Number of Acres

High Moderate Low

Density Density Density

375,000 375,000 375,000

Number of

Area Units

Rural 1,500,000

Urban 4,500,000

Suburbs 3,375,000

Central cities

New 843,750

Rehabilitated 281,250

TOTAL 6,000,000

Number of

Central Cities New Units*

New York 58,725

Chicago 29,025

Los Angeles 11,559

Philadelphia 10,209

Number of
New Units*

Low
Central Cities
Density
New York
58,725
1,488
2,976
5,872
Chicago
29,025
775
1,451
2,902
Los Angeles
11,559
289
578
1,156
Philadelphia
10,209
255
510
1,021
Detroit
9,872
246
493
987
Cleveland
6,497
162
325
650
St. Louis
9,534
238
476
953
Pittsburgh
6,497
162
325
650
Boston
7,087
177
354
709
Washington, D.C.
4,387
109
219
439
Newark
4,894
122
244
489
ASSUMPTIONS: -"1. 40% of urban units in central cities. 2. 25% of units in rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural density: constant at 4 units/acre. Central City density: High-40 units/acre; Moderate-20 units/acre; Low-IO
units/acre. SubUrban density: constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

Detroit 9,872

Cleveland 6,497

St. Louis 9,534

Pittsburgh 6,497

Boston 7,087

Washington, D.C. 4,387

Newark 4,894

ASSUMPTIONS: 1. 40% of urban units in central cities. 2. 25% of units in rehabilitated structures.

* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).

Note: Rural density: constant at 4 units/acre. Central city density: Highâ40 units/acre; Moderateâ20 units/acre;

units/acre. Suburban density: constant at 10 units/acre.

Source: United States Department of Commerce, Bureau of the Census.

337,500

21,093

733,593

High

Density

land needs associated with major retention of
low-income families in central cities and in rehabilitated housing.
The number of required acres ranges from
508,593 for high-density construction, to 571,875
for low-density construction.
Thus far, our figures have been in terms of
gross required acreage for the nation as a whole.
When translated into the number of acres that
would be required in specific central cities, however, the results are both interesting and disturbing. In Chicago, for example, the minimum
number of acres that would be required under

high-density conditions (forty uni ts to an acre,
with minimal new construction) is 725; the
maximum number of acres (under low-density
conditions, and with no effort to salvage existing units) is 15,500. In New York, the range is
between 1,468 and 31,320 acres. In St. Louis, it
is between 238 and 6,090 acres. In Washington,
D.C., to take a final example, it is between 109
and 2,340 acres. That these figures are conservative is pointed out by comparing our assumptions
of 10, 20, and 40 units per acre with the dwelling unit densities that actually obtain in the Nation's great cities.

1,488

775

TABLE 18.

289

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities.
Alternative No.8.
Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

Rural
Urban
Suburbs
Central cities
New
Rehabilitated

1,500,000
4,500,000
1,125,000
3,375,000
843,750
2,531,250

375,000

375,000

375,000

112,500

112,500

112,500

21,093

42,187

84,375

TOTAL

6,000,000

508,593

529,687

571,875

255

246

162

238

162

177

109

Area

122

337,500

Number of Acres
Moderate
Density

42,187

754,687

Number of Acres

Moderate

Density

2,976

1,451

578

510

493

325

476

325

354

219

Number of
High
Low
Central cities
New Units*
Density
Density
New York
58,725
1,468
2,936
5,872
Chicago
29,025
725
1,451
2,902
los Angeles
11,559
289
578
1,156
Philadelphia
10,209
255
510
1,021
Detroit
9,872
246
493
987
Cleveland
6,497
162
325
650
St. louis
9,534
238
476
953
Pittsburgh
6,497
162
325
650
Boston
7,087
177
354
709
Washington, D.C.
4,387
109
219
439
Newark
4,894
122
244
489
ASSUMPTIONS: 1. 75% of urban units in central city. 2. 75% of units in rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural density: constant at 4 units/acre. Central city density: High-40 units/acre; Moderate-20 units/acre: Low-IO
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

244

337,500

84,375

796,875

Low

The Supply and Availability of Land

riginal from
313 UNIVERSITY OF MINNESOTA

This is show n in Table 19. (The table considers all developed la nd, not only residential
land .) O nly New York, Philadelphia and San
Francisco of the 1'1 cities li sted had dwelling unit
densities greater than 10 units per developed
acre. The remaining cities have d\\'elling unit
L1pI'sities signficantly below 10 units per acre.
Whether these major central cities contain sufficient land LO meet the anticipated requirements
will be conside red in a subsequent chapter. H ere,
it is sufficient to poim out that these polarities
a rc based upon a maximum of 6,000,000 units of
low- and moderate-cost housing, ..... hich is less
than two·fifths of the actual number of substanLlard units that were in the Unilcd States in

5.

6.

1960.
Series Two : The following alternatives seek
to determine the impact of varying locational
distributions of the 6,000,000 proposed low- and
moderate·co.!il housi ng units in suburban parts of
metropolitan areas.
Dwelling Units per Devel0C:d Acre, Selected Central CIties and Years, 1958-1 62
DevelOPed
Units Per
ow.mnl
Cenlral Cily
Unitt
AcrH
"'~
New York
2,760,000
178,600
15.5
l 05 Anael es
202,300
4.6
936,000
121!,tK)Q
1,2 15,000
'.4
ChiC:l0
Phil elphia
10.2
63,400
San Francisco ~?:ggg
27,500
11 .3
St. lou is
263,000
39,000
6.7
120,000
19,400
62
Miami
35,400
Minnearsli5
123,000
3.'
Memph 5
152,000
2.9
52,435
New Orleans
203,000
54,747
3.7
242,000
Milwaukee
47,372
5.1
Pittsburah
196,000
23,300
8.4
Detroit
553,000
N.A.
N.A.
Cleveland
283.000
42,440
6.7

TABLE 19.

TIle following assumptions control estimates
of land needs in Series Two altel'lliltives:
1. Three quarters of the 6,000,000 units, 01'
'1,500,000, wi ll be buill in urban areas, despite the fa ct that urban areas account for
little l1'1O I'C tha n half of the nation's Stock.
of substandard housing. as shown in Table

6.
2.

3.

'I.

All 6,000.000 low- and moderate-cost housing units, whether lIew or rehabilitated,
\\'i ll be occupied by families presently li\illg in substandard dwell ings.
The remaini ng quarter of Ihe 6,000,000
ullits of low- and moderate-cost housing
will be built ill rural areas, particularly in
nonfarm areas.
The share of total new c~sttliClion \tIcTh t! Sllpply (l1Id A vailability of Land

caled to each suburban ring is based upon
the relationship betw~n the number 01
substandard units in the S:"JSA in 1960,
and the total of ~ub~tandanJ housing in
metropolitan areas in the Qrnc year, as
shown in Table 20.
Suburban housing uniu will be de\'e1oped
at three alternate densilie5-low, moderate,
and high. In terms of uniLl to the acre.
low density is defined as four unilS to the
acre: moderate density, as 10 units to the
acre: and high de nsi ty, as 20 units to the
acre.
New central city housing units will be developed abo at three densities: lOw denSity,
10 units to the acre; moderate density, 20
units to the acre; and high density, 40
unit!; to the acre.

TABLE 20. Number of Substandard Units as a Percentage of Ali Metropolitan Substandard Units, by Selected SMSAs, 1960
Nurnberof
Pen:ent.ae 01
Sublt.ndard
Submnclard
Dweliin ..
ow.lUnp
In SMSA
In AU SMSAs
New York
601,108
9.1
Chlcaa;o
331,567
5.•
J .•
l05 Anj""
Phil... phI.
2.5
Detroit
149,921
2.3
Cleveland
78,695
12
2,.
St. louis
157,028
Pittsburth
165,946
2.5
Boston
131,357
2.1
Wuhinaton, D.C.
64,929
1••
Newat1l
81,523
1.2
SOUrce: Un!tld St.I" Depilrtment of CommeR:e, 8uruu of
the census.

'.SA

ru;ffl

In rural area~, new housing units will be
developed at an average demity oC four
units to the acre, comparable to the existing stock.
8. Rehabilitated units require no new residential land, that is, la nd requircments
are projectcd only for new units.
Land requirements for low- and moderatecOSt housing u nder Series Two a5Sumptions are
shown in Tables 2 1 to 25. Each table shows, as
in Series One, total land needs in acres; however, these tables employ two variables-suburban and central cities densiLies_ The data
are for the nation as a whole, ror urban and
rural areas, and for selected suburban rings.
Alternative No. I (Table 21) as~iUrues that all
units in urban areas wi ll be built in central
cities.
This alternative is based upon the recognition
tha~ _~~~~ rlr'!? mr!erate-income groups are o\er"pmm~l6fil!~~~'i'A at a t;me .r ,;gn;fi·
7.
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TABLE 21.
SMSAs

Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected
Alternative No. 1.

TABLE

SMSAs

21. Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected

Area

Rural

Urban

Suburbs

Central cities

New

Rehabilitated

TOTAL

Alternative No. 1.

Number of Acres

Number of

High Moderate

Units

Density Density

1,500,000

375,000 375,000

High
Density

Number of
Units

Area
Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

Number of Acres

375,000

1,500,000
4,500,000
4,500,000

225,000

6,000,000

600,000

Moderate
Density

375,000

Low
Density

375,000

450,000

1,125,000

825,000

1,500,000

Number of Acres

High
Moderate
Low
Number of
Density
Density
Suburban Rings
New Units*
Density
40,950
102,375
New York SMSA
409,500
20,475
22,500
56,250
Chicago SMSA
225,000
11,250
13,500
33,750
Los Angeles SMSA
135,000
6,750
11,295
28,237
Philadelphia SMSA
112,950
5,647
25,875
Detroit SMSA
103,500
5,135
10.350
5,400
13,500
Cleveland SMSA
54,000
2,700
27,000
10,800
St. Louis SMSA
108,000
5,400
Pittsburgh SMSA
112,500
5,625
11,250
28,125
9,450
23,625
Boston SMSA
94,500
4,725
Washington SMSA
45,000
2,250
4,500
11,250
Newark SMSA
55,350
2,767
5,535
13,837
ASSUMPTIONS: 1. 100% of urban units in suburban areas. 2. All new units.
* Based upon the P.8rcentage of all urban substandard units in each suburban ring in 1960 (cf. Table 11).
Note: Rural density: constant at 4 units/acre. Central city density: High-40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban density: High-20 units/acre; Moderate-IO-units/acre; Low-4 units/acre. Constant at 10 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

4,500,000

4,500,000

225,000 450,000

6,000,000

825,000

Suburban Rings

New York SMS A

Chicago SMSA

Los Angeles SMSA

Philadelphia SMSA

Detroit SMSA

Cleveland SMSA

St. Louis SMSA

Pittsburgh SMSA

Boston SMSA

Washington SMSA

Newark SMSA

Number of

New Units*

600,000

cant industrial decentralization. It assumes that
commitment to revitalize the central city must
begin with the development of a substantial supply of low- and moderate-cost housing in suburban parts of metropolitan areas and in new
towns. It assumes further that barriers to the
development of such housing will be overcome,
and that access to employment will determine
housing location-for all income groups. It assumes also that future transportation programs
will concentrate on the development of intercounty highways and mass transportation utilities, with little new support for central citysuburban commuter lines. Finally, it assumes
an end to the isolation of low-income and

minority racial and ethnic groups in central
cities.
The number of acres required under this alternative ranges from 600,000 acres for highdensi ty development, to 1,500,000 acres for lowdensity development. Also, under this altern ative, the number of acres required in specific
metropolitan areas ranges from 102,375 acres for
low-density development in the New York
S~fSA, to 2,250 acres for high-density development in the Washington, D.C. SMSA.
Alternative No. 2 (Table 22) assumes that
three-quarters of all urban units will be located
in suburban areas. This is a slight variation of
Table 21. The number of acres required under

Number of Acres

High

Density

TABLE 22.
SMSAs

Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected
Alternative No.2.

409,500 20,475

225,000 11,250

135,000 6,750

112,950 5,647

103,500 5,135

54,000 2,700

108,000 5,400

112,500 5,625

Area
Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

1,500,000
4,500,000
3,375,000
1,125,000
1,125,000

375,000

375,000

375,000

178,750

337,500

843,750

28,125

56,250

112,500

6,000,000

581,875

768,750
Number of Acres
Moderate
Density

94,500 4,725

45,000 2,250

55,350 2,767

ASSUMPT1ONS: 1. 100% of urban units in suburban areas. 2. All new units.

* Based upon the percentage of all urban, substandard units in each suburban ring in 1960 (cf. Table 11).

Note: Rural density: constant at 4 units/acre. Central city density: Highâ40 units/acre; Mr.

units/acre. Suburban density: Highâ20 units/acre; Moderateâ10-units/acre; Lowâ4 units/acre

Source: United States Department of Commerce, Bureau of the Census.

cant industrial decentralization. It assumes that

commitment to revitalize the central city must

begin with the development of a substantial sup-

ply of low- and moderate-cost housing in sub-

urban parts of metropolitan areas and in new

towns. It assumes further that barriers to the

development of such housing will be overcome,

and that access to employment will determine

High
Number of
Low
Density
Suburban Rings
New Units*
Density
New York SMSA
307,125
15,356
30,712
76,780
Chicago SMSA
168,750
8,437
16,875
42,875
Los Angeles SMSA
101,250
5,012
10,125
25,312
Philadelphia SMSA
84,712
4,235
8,471
21,777
Detroit SMSA
77,625
3,881
7,762
19,405
Cleveland SMSA
40,500
2,025
4,050
10,125
St. Louis SMSA
81,000
4,050
8,100
20,250
Pittsburgh SMSA
84,375
4,218
8,437
21,092
Boston SMSA
70,875
3,543
7,087
17,717
Washington SMSA
33,750
1,787
3,385
8,437
Newark SMSA
41,512
2,575
4,151
10,377
ASSUMPTIONS: 75% of urban units in suburbs. 2. All new units in central cities.
* Based upon the p'ercentage of all urban, substandard units in each suburban ring in 1960 (cf. Table 11).
Note: Rural denSity: constant at 4 units/acre. Central city densitY.: High-40 units/acr, ; Moderate-20 units/acre; Low-l0
units/acre. Suburban denSity: High-20 un its/ acre; Moderate-IO units/acre; LolO!-.
il~ /Il)l'
Source: United States Department of Commerce, Bureau of the Census.
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housing locationâfor all income groups. It as-

sumes also that future transportation programs

will concentrate on the development of inter-

county highways and mass transportation utili-

1,331,250
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TABLE 23.
SMSAs

Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected
Alternative No.3.

Area
TABLE

SMSAs

23. Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected

Alternative No. 3.

Number of Acres

Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

1,500,000
4,500,000
2,250,000
2,250,000
2,250,000

375,000

375,000

375,000

112,500

225,000

562,500

56,250

112,500

225,000

6,000,000

543,750

712,500

1,162,500

Number of Acres
Moderate
Density

Number of

High

Moderate

Low

Units

Density

Density

Density

1,500,000

375,000

375,000

375,000

4,500,000

2,250,000

112,500

Number of
High
Low
Density
Suburban Rings
New Units..
Density
51,119
20,475
New York SMSA
704,750
10,237
28,125
Chicago SMSA
112,500
5,625
11,250
Los Angeles SMSA
67,500
3,375
6,750
16,875
Philadelphia SMSA
56,475
2,823
5,647
14,117
Detroit SMSA
51,750
2,587
5,175
12,937
Cleveland SMSA
27,000
1,350
2,700
6,750
St. Louis SMSA
54,000
2,700
5,400
13,350
Pittsburgh SMSA
56,250
2,812
5,625
14,062
Boston SMSA
47,250
2,362
4,725
11,812
Washington SMSA
22,500
1,125
2,250
5,662
Newark SMSA
27,675
1,383
2,767
6,917
ASSUMPTIONS: 1. 50% of urban units in suburbs. 2. All new units in central cities.
* Based upon the P.8rcentage of all urban! substandard units in each suburban ring in 1960 (cf. Table 11).
Note: Rural denSity: constant at 4 units/acre. Central City densitr.: High--40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban denSity: Hiah-20 units/acre; Moderate-l0 units/acre; Low-4 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

225,000

562,500

2,250,000

2,250,000

56,250

112,500

225,000

6,000,000

543,750

712,500

1,162,500

Number of Acres

Number of

High

Moderate

Low

New Units*

Density

Density

Density

704,750

10,237

20,475

51,119

112,500

5,625

11,250

28,125

67,500

this alternative ranges from 581,875 acres for
high-density development, to 1,333,250 acres for
low-density development.
Alternative No. 3 (Table 23) assumes that
only 50 percent of urban units will be located
in suburban areas. Required acreage in this case
ranges from 543,750 acres for high-density development to 1,162,500 acres for low-density development. Significantly, the required acreage
required in specific suburban rings declines precipitously from those in Tables 21 and 22.
Series Three: The following alternative is
designed to illustrate the land use consequences
that would result from a decision to develop a
TABLE 24.

substantial supply of low- and moderate-cost
housing in rural areas and in new towns outside of metropolitan areas.
With one exception, the assumptions governing the previous alternatives apply here as well.
The exception is a change in the constant density of new rural housing from four units to the
acre to five units to the acre. This is designed
in recognition of the slightly higher density that
would result from new town land use in rural
areas.
Tables 24 and 25 assume that 50 percent of
the 6,000,000 proposed low- and moderate-cost
housing units will be located in rural areas and

Projected Residential Land Needs for Rural and Urban Areas and for Selected Central Cities
Alternative No.I.
Number of Acres
High
LOW
Number of
Moderate
Density
Density
Density
Units

Area
Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

3,000,000
3,000,000
1,500,000
1,500,000
750,000
750,000
6,000,000

600,000

600,000

600,000

75,000

150,000

375,000

18,750

37,500

75,000

787,500

1,050,000

693,750

Number of Acres
Moderate
Density

3,375

6,750

16,875

56,475

2,823

5,647

14,117

51,750

2,587

5,175

12,937

27,000

1,350

2,700

6,750

54,000

Low
Number of
High
Density
New Units..
Density
Central cities
5,220
New York
52,200
1,305
2,610
2,580
Chicago
25,800
645
1,290
1,027
Los Angeles
10,275
251
513
907
Philadelphia
9,075
226
453
877
Detroit
8,775
219
438
577
Cleveland
5,775
144
288
847
St. Louis
8,475
211
423
577
Pittsburgh
5,775
144
288
630
Boston
6,300
182
365
390
Washington, D.C.
3,900
97
195
435
Newark
4,350
108
217
ASSUMPTIONS: 1. 50% of all units in rural areas and non-metropolitan new towns. 2. 50% of units in central cities in
rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural density: constant at 5 units/acre. Central city density: High-40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban density: constant at 10 units/acre.
Source: United States Department of Co merce, Bureau of the Census.
riginal from

2,700

5,400

13,350

56,250

2,812
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TABLE 25.
SMSAs

Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected
Alternative No.2.

Area
TABLE

SMSAs

25. Projected Residential Land Needs for Rural and Urban Areas and for Suburban Rings of Selected

Alternative No. 2.

Number of Acres

Number of

High

Moderate

Low

Units

Density

Density

Density

3,000,000

600,000

600,000

600,000

3,000,000

1,500,000

75,000

150,000

Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

3,000,000
3,000,000
1,500,000
1,500,000
750,000
750,000
6,000,000

600,000

600,000

600,000

75,000

150,000

375,000

18,750

37,500

75,000

693,750

787,500

1,050,000

Number of
New Units*

High
Density

Number of Acres
Moderate
Density

Low
Density
Suburban Rings
6,825
136,500
13,650
34,125
New York SMSA
3,750
75,000
7,500
18,750
Chicago SMSA
2,250
45,000
4,500
11,250
Los Angeles SMSA
1,382
37,650
3,765
9,412
Philadelphia SMSA
1,725
34,500
3,450
8,625
Detroit SMSA
1,525
31,500
3,150
7,875
Cleveland SMSA
1,800
3,600
36,000
9,000
St. louis SMSA
1,375
3,750
37,500
9,375
Pittsburgh SMSA
1,075
31,500
3,150
Boston SMSA
7,875
750
1,500
Washington SMSA
15,000
3,750
927
1,845
Newark SMSA
18,450
4,612
ASSUMPTIONS: 1. 50% of all units in rural areas and non·metropolitan new towns. 2. 50% of units in central cities in
rehabilitated structures.
* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).
Note: Rural denSity: constant at 4 units/acre. Central city densitY.: High-40 units/acre; Moderate-20 units/acre; Low-l0
units/acre. Suburban density: High-20 units/acre; Moderate-l0 units/acre; Low-4 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

375,000

1,500,000

750,000

18,750

37,500

75,000

750,000

6,000,000

693,750

787,500

Number of Acres

1,050,000

Number of

High

Moderate

Low

New Units*

Density

Density

Density

136,500

6,825

13,650

50 percent in urban areas. They assume also that
50 percent of the units in urban areas will be
located in central cities and 50 percent in suburbs. Finally, they assume that 50 percent of the
units in central cities will be in rehabilitated
structures and 50 percent in new structures.
On the basis of these assumptions, the number of acres required to develop a 6,000,000-unit
program of low- and moderate·cost housing
ranges from 693,750 acres for high-density developmen t, to 1,050,000 for low.density development. Table 24 shows the impact of this distribution upon selected central cities; Table 25
shows the impact upon selected suburban rings.
As might be expected, required urban acreage
declines markedly, while required rural acreage
increases.

34,125

75,000

Associated Non-Residential Land Requirements

3,750

7,500

18,750

45,000

2,250

4,500

11,250

37,650

1,382

3,765

9,412

34,500

1,725

3,450

8,625

31,500

1,525

3,150

7,875

The foregoing estimates consider only residential land requirements. Yet, the use of land for
residences must be seen in relation to other land
uses that make associated claims against the vacant urban or rural land base.
The major land uses associated with new residential land development are streets, community facilities (such as schools, churches, hospitals, and neighborhood centers), and commercial facilities. The relationship between these
land uses and residential land varies with urbanrural and intrametropolitan locations. In central cities, as shown in Table 26, the percentage of land used for residential urposes is ap-

proximately 30 percent of all developed land, or
50 percent of all developed land. Within urban
areas, the percentage of land in residential use
is lower in central cities than in suburbs; it is
lower still in Northern and Eastern central cities
than in Western and Southern central cities.
Central city·suburban land use differences
stem from the special role assumed by central
cities in the metropolitan context, a role which
compels the city to supply public services to a
daytime population far in excess of its taxpaying
residents. Regional differences in land use, on
the other hand, tend to reflect differences in age,
TABLE 26. Mean Proportions of Land Devoted to
Various Uses at Different Times in Twelve Cities*

Proportion of
Proportion of
Type of Use
Total Land
Developed Land
.802
1.000
TOTAL DEVELOPED
Residential
.300
.374
Industrial
.100
.124
Commercial
.045
.055
Road and highway
.203
.254
Other public
.154
.194
TOTAL UNDEVELOPED
.198
Vacant
.184
Underwater
.014
* Boston, Buffalo, Cincinnati, Cleveland, Detroit, Miami, Minneapolis, New York. Newark, Pittsburgh, Providence, St. Louis.
Source: John H. N.edercorn and Edward F. R. Hearle, Recent
Land-Use Trends In Forty-Eight Large American Cllles (Santa Monica. California: The Rand Corporation, June 1963).

size, and development patterns, with extensive
areas of the newer land characterized by much
higher residential to non-residential land use
ratios.
Our gross estimates of required residential
land do not consider the total land needs that
must result from a. .ommitment to build 6,000,000
nglnal rom

36,000

1,800

3,600

9,000

37,500
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units of low- and moderate-cost housing. To

the residential land requirements noted above

we must add the land requirements needed for

non-residential uses (e.g. open space, schools

and other public facilities such as shopping,

parking, etc.). If we assume an average of fu-

ture residential land to all developed land of 50

percent, the projected land needs for residential

services for each of these above alternatives must

be increased by a factor of two.

Even this enlarged estimate of residential and

allied land requirements may be too conserva-

tive, however. For, as Marion Clawson and others

have shown, overall land use in urban areas

has been at the rate of six persons to every one

acre of developed land. If we assume an average

household size of 3.5 persons for each of our

6,000,000 units, the total population that will

live in these units is 21,000,000 (3.5 x 6,000,-

000). At six persons per acre, the amount of

land that will be required to satisfy the spatial

needs of these people may be as high as 3,500,000

acresâmore than six times the amount of land

annually brought into urban use in the country

as a whole.

If we add to this the land needs of the 20,-

000,000 middle- and upper-income units that will

be built in the next 10 years without govern-

ment assistanceânearly 8,500,000 acres, using the

same calculationâthe competition for the re-

maining buildable land base will be very great

indeed. It should be clear that in this competi-

tion low- and moderate-income households will

lack the fiscal and political power to assure

their access to a fair share of the vacant urban

land base.

Land Requirements to Eliminate All

Substandard Housing in

the United States

In the previous section we estimated the land

needs that would be associated with the im-

plementation of the Congressional commitment

units of low- and moderate-cost housing. To
the residential land requirements noted above
we must add the land requirements needed for
non-residential uses (e.g. open space, schools
and other public facilities such as shopping,
parking, etc.). If we assume an average of future residential land to all developed land of 50
percent, the projected land needs for residential
services for each of these above alternatives must
be increased by a factor of two.
Even this enlarged estimate of residential and
allied land requirements may be too conservative, however. For, as Marion Clawson and others
have shown, overall land use in urban areas
has been at the rate of six persons to every one
acre of developed land. If we assume an average
household size of 3.5 persons for each of our
G,OOO,OOO units, the total population that will
live in these units is 21,000,000 (3.5 x 6,000,000). At six persons per acre, the amount of
land that will be required to satisfy the spatial
needs of these people may be as high as 3,500,000
acres-more than six times the amount of land
annually brought into urban use in the country
as a whole.
If we add to this the land needs of the 20,000,000 middle- and upper-income units that will
be built in the next 10 years without government assistance-nearly 8,500,000 acres, using the
same calculation-the competition for the remaining buildable land base will be very great
indeed. It should be clear that in this competition low- and moderate-income households will
lack the fiscal and political power to assure
their access to a fair share of the vacant urban
land base.

to build 6,000,000 units of low- and moderate-

cost housing in the next 10 years. It should be

remembered that these 6,000,000 units refer only

to the low- and moderate-cost housing compo-

nent of the projected residential construction

goal of 26,000,000 new and rehabilitated units

over the next 10 years. The achievement of these

twin goalsâ26,000,000 units in 10 years, of which

6,000,000 are for low- and moderate-income fami-

liesâwill require an annual production goal

roughly twice that of recent years. This will de-

mand, in turn, an enormous expansion in the

homebuilding capacity of private, public, and

quasipublic development agencies, along with a

redistribution and rechanneling of the Nation's

monetary resources into homebuilding activities.

However, in considering the likely results of

this vast enterprise, we are constrained to point

out that, despite the development of 26,000,000

units in this next decade, substandard housing

will not be entirely eliminated from the Na-

tion's housing stock. In fact, for reasons stated

more fully below, millions of units will still re-

Land Requirements to Eliminate All
Substandard Housing in
the United States
In the previous section we estimated the land
needs that would be associated with the implementation of the Congressional commitment
to build 6,000,000 units of low- and moderatecost housing in the next 10 years. It should be
remembered that these 6,000,000 units refer only
to the low- and moderate-cost housing component of the projected residential construction
goal of 26,000,000 new and rehabilitated units
over the next IO years. The achievement of these
twin goals-26,000,000 units in 10 years, of which
6,000,000 are for low- and moderate-income families-will require an annual production goal
roughly twice that of recent years. This will de-

mand, in turn, an enormous expansion in the
homebuilding capacity of private, public, and
quasipublic development agencies, along with a
redistribution and rechanneling of the Nation's
monetary resources into homebuilding activities.
However, in considering the likely results of
this vast enterprise, we are constrained to point
out that, despite the development of 26,000,000
units in this next decade, substandard housing
will not be entirely eliminated from the Nation's housing stock. In fact, for reasons stated
more fully below, millions of units will still remain in substandard condition at the end of the
decade. More importantly, many, if not most, of
the occupied substandard units remaining in
1978 will be located in land-poor central cities.
In the following pages we consider the order of
magnitude of the land needs that would be associated with the implementation of the 1949
Housing Act's pledge "to provide a decent home
in a suitable living environment for every American family," that is, to eliminate substandard
housing entirely from the Nation's housing stock.

Estimates of Housing Needs
Between 1950 and 1960 the Nation's housebuilding industry developed 15,000,000 new
housing units, mostly in suburban parts of metropolitan areas. In the same period, however, 9,000,000 new households entered the country's housing market; approximately 2,000,000
units (mainly substandard) were demolished;
and an estimated 10,000,000 standard units became substandard. For the decade as a whole,
the country fell 6,000,000 units short of the
housing production needed to keep pace with
population growth. Thus, in 1960 the Census
of Housing revealed that more than 15,169,000
units, or 26 per cent of the Nation's housing
stock, were not sound with all facilities.
Between 1960 and 1966 an additional 7,000,000
units that were considered standard in 1960 are
estimated to have become substandard or deteriorated. In addition, some 3,000,000 units
were demolished, primarily as a result of Federally assisted urban development and highway
programs. Also, nearly 5,300,000 new households
entered the housing market, while an unknown
number of newly formed and existing households purchased second houses.
Nevertheless, between 1960 and 1966 less than
6,350,000 new housing units were added to the
Nation's housing stock, barely enough to keep
pace witq
Wi - I ~r filt0ld formation, and less

main in substandard condition at the end of the

decade. More importantly, many, if not most, of

the occupied substandard units remaining in

1978 will be located in land-poor central cities.

In the following pages we consider the order of
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than 500,000 units were rehabilitated. In other

words, the Nation's housing problems have not

lessened since 1960 but, in point of fact, the

problems have been growing worse each year.

In the face of these macro-statistics, recent

studies of housing needs suggest that major im-

provements in the condition of the housing

stock have taken place in the first six years of

the 1960's. Two of these studies should be noted

here. The first, U.S. Housing Needs: 1960-1978,

is the work of the General Electric Company's

Tempo Research Division. On the basis of

comparative analysis of changes in housing con-

ditions during the 1950's, and of a detailed analy-

sis of recent trends, the study points out, that,

between 1960 and 1966, some 3,253,000 units

were removed from the Nation's stock of occu-

pied, substandard units. The second study, pre-

pared by the Federal Housing Administration's

Field Market Analysis Service for the Ribicoff

Committee hearings shows that, in all but two

of 67 housing market areas studied, the per-

centage of substandard housing declined be-

tween the 1960 Census and the date of the stud-

ies, which was either in 1965 or 1966. In some

cases, the FHA found the decreases in substand-

ardization to be quite spectacular; in others the

alleged decreases were only nominal.

The discrepancy between these studies and

our own analysis of changes in the housing

stock is due to significant definitional differences.

The studies noted above define substandard

housing in a manner that excludes more than 40

per cent of the 1960 housing stock that was below

acceptable standards. Under their definition, de-

teriorating units with all plumbing facilities are

classified as standard housing, in spite of the

fact that Federally assisted relocation programs

are not permitted to place relocated families in

deteriorating structures. This is done, moreover,

in complete awareness of the fact that deteriora-

tion, particularly in the Nation's urban housing

stock, has increased extensively since 1960.

A 1965 survey of the housing inventory of

New York City, for example, found that the

number of substandard units (excluding de-

teriorating housing) had declined by more than

39,400 units between 1960 and 1965. However,

if we include deteriorating housing, the num-

ber of substandard units actually increased by

more than 56,000 units in the same period. It

seems to us that this latter figure is a more ac-

curate representation of the changing condition

of New York City's housing stock. A similar

situation took place in South and East Los An-

geles, as shown in the Special Census of those

areas conducted in August of 1965. The Census

showed that the proportion of dilapidated units

in South Los Angeles rose from 3 to 5 per cent

during this period; however, the proportion of

deteriorating units rose from 12 to 28 per cent.

Similarly, in East Los Angeles the dilapidation

rate increased from 5 to 7 per cent, but the pro-

portion of deteriorating units rose from 20 to 28

than 500,000 units were rehabilitated. In other
words, the Nation's housing problems have not
lessened since 1960 but, in point of fact, the
problems have been growing worse each year.
In the face of these macro-statistics, recent
studies of housing needs suggest that major improvements in the condition of the housing
stock have taken place in the first six years of
the 1960's. Two of these studies should be noted
here. The first, U.S. Housing Needs: 1960-1978,
is the work of the General Electric Company's
Tempo Research Division. On the basis of
comparative analysis of changes in housing conditions during the 1950's, and of a detailed analysis of recent trends, the study points out, that,
between 1960 and 1966, some 3,253,000 units
were removed from the Nation's stock of occupied, substandard units. The second study, prepared by the Federal Housing Administration's
Field Market Analysis Service for the Ribicoff
Committee hearings shows that, in all but two
of 67 housing market areas studied, the percentage of substandard housing declined between the 1960 Census and the date of the studies, which was either in 1965 or 1966. In some
cases, the FHA found the decreases in substandardization to be qui te spectacular; in others the
alleged decreases were only nominal.
The discrepancy between these studies and
our own analysis of changes in the housing
stock is due to significant definitional differences.
The studies noted above define substandard
housing in a manner that excludes more than 40
per cent of the 1960 housing stock that was below
acceptable standards. Under their definition, deteriorating units with all plumbing facilities are
classified as standard housing, in spite of the
fact that Federally assisted relocation programs
are not permitted to place relocated families in
deteriorating structures. This is done, moreover,
in complete awareness of the fact that deterioration, particularly in the Nation's urban housing
stock, has increased extensively since 1960.
A 1965 survey of the housing inventory of
New York City, for example, found that the
number of substandard units (excluding deteriorating housing) had declined by more than
39,400 units between 1960 and 1965. However,
if we include deteriorating housing, the number of substandard units actually increased by
more than 56,000 units in the same period. It
seems to us that this latter figure is a more accurate representation of the changing condition
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per cent. On the basis of these examples and of

the data on gross changes in the housing stock,

we conclude that the number of substandard

and deteriorating dwelling units in the United

States is as great, or greater than, the number

of such dwellings in 1960. Thus, our estimate

of New York City'S housing stock. A similar
situation took place in South and East Los Angeles, as shown in the Special Census of those
areas conducted in August of 1965. The Census
showed that the proportion of dilapidated units
in South Los Angeles rose from 3 to 5 per cent
during this period; however, the proportion of
deteriorating units rose from 12 to 28 per cent.
Similarly, in East Los Angeles the dilapidation
rate increased from 5 to 7 per cent, but the proportion of deteriorating units rose from 20 to 28
per cent. On the basis of these examples and of
the data on gross changes in the housing stock,
we conclude that the number of substandard
and deteriorating dwelling units in the United
States is as great, or greater than, the number
of such dwellings in 1960. Thus, our estimate
of land needs to eliminate unsound housing assumes a basic unsound housing stock of at least
15,169,000 in 1968, as opposed to the 6,000,0007,000,000 thought to be substandard by the Department of Housing and Urban Development
Location and Land Requirements study.
The Urban Land Institute's population projections for the year 2000 suggest that the total
population in the United States will exceed
310,000,000 in that year. The percentage of persons living in urban areas will increase from 70
per cent in 1960, to more than 85 per cent in
2000. Persons living in rural areas, however, are
expected to decine from 30 per cent in 1960,
to less than 15 per cent in 2000. The number of
rural persons is also expected to decline, by
nearly 6,000,000.
Of still greater significance for residential land
use planning is the prognosis that the bulk of
the expected population gain will take place in
the Nation's largest urban areas. Indeed, 27 of
these areas are expected to account for more
than 60 per cent of the population gain between
1965 and 2000-some 65,000,000 persons. As
pointed out in a recent report by the Advisory
Commission on Intergovernmental Relations,
these 27 areas include all of the 18 largest metropolitan areas that will have a population
of 2,500,000 or more in the year 2000, and nine
other areas that will have a population of 750,000 or more in that year.
From a macro-economic viewpoint, then, it
would appear that the location of new and rehabilitated housing (replacing the existing substandard housing stock) will take place primarily in these urban areas, and at urban densi-
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TABLE

TABLE 27. Projected Residential Land Needs for Rural and Urban Areas, and for Selected Central Cities

Alternative No. 1

Area

Rural

Urban

Suburbs

Central cities

27.

Projected Residential Land Needs for Rural and Urban Areas, and for Selected Central Cities
Alternative No. 1

Area
Rural
Urban
Suburbs
Central cities
New
Rehabilitated
TOTAL

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

3,033,800
12,135,200
6,067,000
6,067,000
3,033,800
3,033,800
15,169,000

601,520

601,520

601,520

303,380

606,760

1,516,900

75,890

151,790

303,300

1,136,225

1,515,500

2,577,230

New

Number of Acres
Moderate
Density

Rehabilitated

TOTAL

Central Cities

New York

Los Angeles

Philadelphia

Detroit

Cleveland

St. Louis

Pittsburgh

Boston

Washington

Newark

Central Cities
New York
Los Angeles
Philadelphia
Detroit
Cleveland
St. Louis
Pittsburgh
Boston
Washington
Newark

ASSUMPTIONS:

1. 80% of all units in urban areas.

2. 50% of all urban units in central cities.

3. 50% of all central city units rehabilitation structures.

* Based upon the percentage of all urban, substandard units in each central city in 1960 (cf. Table 11).

NOTE: Rural density: constant at 5 units/acre. Central city density: Highâ40 units/acre; Moderateâ20 units/acre; Lowâ 10

units/acre. Suburban density: Highâ20 units/acre; Moderateâ10 units/acre; Lowâ4 units/acre.

Source: United States Department of Commerce, Bureau of the Census.

Number of Acres

Number of
New Units·

High
Density

422,632
208,705
83,118
73,911
70,984
46,716
68,557
46,716
50,963
31,548
35,189

10,565
5,217
2,027
1,835
1,724
1,168
1,714
1,168
1,274
788
874

21,131
10,435
4,155
3,670
3,549
2,336
3,428
2,336
2,548
1,577
1,759

Low
Density

42,263
20,870
8,311
7,341
7,098
4,672
6,856
4,672
5,096
3,155
3,519

ASSUMPTIONS:
1. 80% of all units in urban areas.
2. 50% of all urban units in central cities.
3. 50% of all central city units rehabilitation structures.
* Based upon the percentage of all urban. substandard units in each central city in 1960 (cf. Table 11).
NOTE: Rural density: constant at 5 units/acre. Central cit}' density: High-40 units/acre: Moderate-20 units/acre: Low- 10
units/acre. Suburban density: High-20 units/acre: Moderate-l0 units/acre: Low-4 units/acre.
Source: United States Department of Commerce, Bureau of the Census.

Number of

High

Moderate

Low

TABLE 28.
SMSA's

Projected Residential Land Needs for Rural and Urban Areas, and for Suburban Rings for Selected

Units

Alternative No.

2

Density

Density

Density

3,033,800

601,520

601,520

601,520

12,135,200

Area
Rural
Urban
Suburbs
Central cities
New
Rehabilitated

6,067,000

Number of
Units

High
Density

Number of Acres
Moderate
Density

Low
Density

3,033,800
12,135,200
6,067,000
6,067,000
3,033,800
3,033,800
15,169,000

601,520

601,520

601,520

303,380

606,760

1,516,900

75,890

151,790

303,380

1,136,225

1,515,500

2,577,230

303,380

Number of Acres
Moderate
Density

606,760

1,516,900

6,067,000

3,033,800

75,890

151,790

303,300

3,033,800

15,169,000

1,136,225

1,515,500

Number of Acres

2,577,230

Number of

Suburban Rings
New York SMSA
Chicago SMSA
Los Angeles SMSA
Philadelphia SMSA
Detroit SMSA
Cleveland SMSA
St. Louis SMSA
Pittsburgh SMSA
Boston SMSA
Washington SMSA
Newark SMSA

Number of
New Units·

High
Density

552,097
303,350
182,010
152,228
139,541
72,804
145,608
151,978
127,407
60,670
74,624

27,605
15,167
9,100
7,611
6,977
3,640
7,280
7,594
6,370
3,033
3,731

55,710
30,335
18,201
15,223
13,954
7,280
14,561
15,198
12,741
6,067
7,462

Low
Density

138,025
75,837
45,502
38,058
34,885
18,200
36,402
37,995
31,852
15,774
18,550

High

Moderate

Low

New Units*

Density

Density

Density

ASSUMPTIONS:
1. 80% of all units in urban areas.
2. 50% of all urban units in central cities.
3. 50% of all central city units rehabilitation structures.
* Based upon the percentage of all urban, substandard units in each suburban rings in 1960 (cf. Table 11).
NOTE: Rural density: constant at 5 units/acre. Central city density: High---ll{) .units/llcrre: Moderate-20 units/acre; Low-l0
units/ acre. Suburban denSity: Hi gh-20 units/acre: Moderate-l0 unit Iii " () , ~ I)w;nits/acre.
Source: United States Depa rtment of Commerce, Bureau of the census'UNIVERSITY
INNESOTA

OF

422,632

10,565

21,131

42,263
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ties-assuming the continued failure to establish
National, state, and regional urban development
policies.
tiesâassuming the continued failure to establish

National, state, and regional urban development

policies.

Estimates of Residential Land

Requirements to Eliminate

Unsound Housing

In the following tables we project gross land

requirements for selected cities and suburbs,

which would result from a program of compre-

hensive urban directed renewal and replacement

of the existing substandard housing stock. These

tables assume:

1. That 80 per cent of these 15,169,000 units

will be in urban areas.

2. That 50 per cent of these urban units will

be in suburban parts of metropolitan

areas.

3. That 50 per cent of the units in central

cities will be in rehabilitated structures.

4. Central cities will share in new urban

construction on the basis of their 1960

share of all urban substandard units.

5. Suburban rings will share in new urban

construction on the basis of their 1960

share of all metropolitan substandard

units.

6. New units in central cities will be de-

veloped at three alternate densitiesâlow,

moderate, and high. In terms of units to

the acre, low density is defined as 10 units

to the acre; moderate density, as 20 units

to the acre; and high density, as 40 units

to the acre.

7. In rural areas, new housing units will be

developed at an average density of five

units to the acre.

8. Housing in suburban areas will be devel-

oped also at three densities: low density,

four units to the acre; moderate density,

10 units to the acre; and high density,

20 units to the acre.

In Tables 28 and 29, we show gross land re-

quirements for a 15,169,000-unit housing pro-

gram to eliminate substandard housing in the

United States.

Land requirements range from 1,136,225 acres

for high-density development, to 2,577,230 acres

for low-density development. Significantly, under

these assumptions, land requirements for central

cities and suburban rings are very high indeed.

Moreover, if we take the midpoint of the high-

low-density developmentâ1,856,725 acres, and

if we assume a ratio of residential land uses to

all land uses of 40 per cent, then nearly 4,650,000

acres would be required to replace and rehabili-

tate the present stock of substandard housing.

This estimate excludes the land needs of the

more than 35,000,000 new households that will

have entered the housing market between 1965

and the year 2000.

In the following chapters we compare these

land requirements, for a 6,000,000-unit low- and

moderate-cost housing program, and for a hous-

ing program to eliminate all substandard hous-

ing, with the supply and availability of land in

urban and rural areas.

Estimates of Residential Land
Requirements to Eliminate
Unsound Housing
In the following tables we project gross land
requirements for selected cities and suburbs,
which would result from a program of comprehensive urban directed renewal and replacement
of the existing substandard housing stock. These
tables assume:
That 80 per cent of these 15,169,000 units
will be in urban areas.
2. That 50 per cent of these urban units will
be in suburban parts of metropolitan
areas.
3. That 50 per cent of the units in central
cities will be in rehabilitated structures.
4. Central cities will share in new urban
construction on the basis of their 1960
share of all urban substandard units.
5. Suburban rings will share in new urban
construction on the basis of their 1960
share of all metropoli tan su bstandard
units.
6. New units in central cities will be developed at three alternate densities-low,
moderate, and high. In terms of units to
the acre, low density is defined as IO units
to the acre; moderate density, as 20 units
to the acre; and high density, as 40 units
to the acre.
7. In rural areas, new housing units will be
developed at an average density of five
units to the acre.
8. Housing in suburban areas will be developed also at three densities: low density,
four units to the acre; moderate density,
10 units to the acre; and high density,
20 units to the acre.
1.

In Tables 28 and 29, we show gross land requirements for a 15,169,000-unit housing program to eliminate substandard housing in the
United States.
Land requirements range from 1,136,225 acres
for high-density development, to 2,577,230 acres
for low-density development. Significantly, under
these assumptions, land requirements for central
cities and suburban rings are very high indeed.
Moreover, if we take the midpoint of the highlow-density development-l ,856,725 acres, and
if we assume a ratip of residential land uses to

all land uses of 40 per cent, then nearly 4,650,000
acres would be required to replace and rehabilitate the present stock of substandard housing.
This estimate excludes the land needs of the
more than 35,000,000 new households that will
have entered the housing market between 1965
and the year 2000.
In the following chapters we compare these
land requirements, for a 6,000,000-unit low- and
moderate-cost housing program, and for a housing program to eliminate all substandard housing, with the supply and availability of land in
urban and rural areas.
SUMMARY AND CONCLUSIONS

In summarizing this chapter several points
should be restated. First, as indicated early in the
chapter, our estimates of the share of proposed
low- and moderate-cost housing that will be
built in major central cities understate the degree of housing needs in these cities in terms
of 1960 census data relating to substandard
housing or in terms of projected changes in the
quality of the housing stock of these cities during
the next decade. Second, despite these rather
conservative estimates of their share of new
low- and moderate-cost housing, these central
cities must make available substantial amounts
of residential land to accommodate even the
limited amount of housing to which they are
entitled under our definitions and assumptionsto say nothing about the land needs that will be
required for development of their share of total
projected housing construction of 26,000,000
units between 1969 and 1978. Third, even under
the alternative most likely to be implemented,
where three-quarters of these 6,000,000 units we
slated for metropolitan areas, with 50 per cent
in cities and 50 per cent in suburbs, and with
only half the units i~ cities requiring net new
land at 40 units to the acre, residential land requirements appear extraordinarily high: 163
acres in Newark; 1,982 acres in New York; 967
acres in Chicago; 216 acres in Pittsburgh; 236
acres in Boston; etc., etc. Fourth, these estimates
of residential land needs (or low- and moderatecost housing should be seen in relation to the
land needs normally associated with residential
development-whether in cities or suburbs. Reasonable estimates of net land needs, arrived at by
projection the distribution of residential and
nonresidential land uses in central cities, suggest that residential land needs should be increased by a.f~ct~r of three to arrive at probable
gross land I t 1 ~m~ h .
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chapter, our estimates of the share of proposed
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II. The Supply of Land for Residential
Development

II. The Supply of Land for Residential

Development

This chapter analyzes the current supply of

residential land in urban areas of the United

States. The discussion focuses first on the avail-

ability of land in selected central cities, and sec-

ond, on the land supply of their suburban rings.

For each urban area, the amount of available

land is pointed out; the location of this land is

then compared with the location of minority

racial and ethnic concentrations and with the

location of the areas' 1960 substandard housing

stock. In addition, issues related to urban land

problems are briefly touched upon, including

the use of urban renewal-type programs to ex-

pand the supply of land for low- and moderate-

income housing.

This chapter analyzes the current supply of
residential land in urban areas of the United
States. The discussion focuses first on the availability of land in selected central cities, and second, on the land supply of their suburban rings.
For each urban area, the amount of available
land is pointed out; the location of this land is
then compared with the location of minority
racial and ethnic concentrations and with the
location of the areas' 1960 substandard housing
stock. In addition, issues related to urban land
problems are briefly touched upon, including
the use of urban renewal-type programs to expand the supply of land for low- and moderateincome housing.

Identification and Measurement of

Available Residential Land

No land-use problem is conceptually more

complicated or more difficult than the identi-

fication and measurement of available residen-

tial land. In theory, all land not in current use

(and some land in unproductive uses) is avail-

able for residential development. However, this

assumes consensus with regard to the meaning

of several key land-use terms including: land,

vacant land, urban land, buildable land, and

land available for residential development.

Many urban land-use surveys, for example, re-

gard the pierhead line as the boundary between

land and water. Hence, land under water is a

statistically significant segment of all vacant land

in coastal cities such as New York, Boston,

Miami, San Francisco, and also in cities along

the major inland watersays, such as Chicago,

Cleveland, Detroit, and Buffalo. This is not to

say that land under water cannot be brought

into urban use through the expenditure of ap-

propriate resources; it is to say that data on

vacant land in these cities includes areas that

cannot be readily perceived as land.

A similar problem arises in connection with

the land status of marshes, peat bogs, and

swamps, which are also included in many esti-

mates of urban land supply. In some areas of

the country these marginal lands account for

substantial parts of the land supply. In the

Minneapolis-St. Paul area, for example, 12.2 per

cent of the total region is in marshland or peat

bogs. In the New Orleans area more than 80

per cent of the land supply is in swamp and

marshland. In the Dade County (Miami) area,

the comparable figure is between 40 per cent and

50 per cent.

An equally critical problem is the need to dis-

tinguish vacant land from land in use. As an ex-

ample of the difficulties inherent in this distinc-

tion, consider the status of land used for outdoor

parking, billboards, junkyards, and used car lots.

Are these uses temporary or permanent? Should

their land base be classified as vacant or as in

marginal use? To paraphrase Marion Clawson,

at what point is the intensity of land use so low

that it is questionable whether the land is used

Identification and Measurement of
Available Residential Land
No land-use problem is conceptually more
complicated or more difficult than the identification and measurement of available residential land. In theory, all land not in current use
(and some land in unproductive uses) is available for residential development. However, this
assumes consensus with regard to the meaning
of several key land-use terms including: land,
vacant land, urban land, buildable land, and
land available for residential development.
Many urban land-use surveys, for example, regard the pierhead line as the boundary between
land and water. Hence, land under water is a
statistically significant segment of all vacant land
in coastal cities such as New York, Boston,
Miami, San Francisco, and also in cities along
the major inland watersays, such as Chicago,
Cleveland, Detroit, and Buffalo. This is not to
say that land under water cannot be brought
into urban use through the expenditure of appropriate resources; it is to say that data on
vacant land in these cities includes areas that
cannot be readily perceived as land.
A similar problem arises in connection with
the land status of marshes, peat bogs, and
swamps, which are also included in many estimates of urban land supply. In some areas of
the country these marginal lands account for
substantial parts of the land supply. In the
Minneapolis-St. Paul area, for example, 12.2 per
cent of the total region is in marshland or peat
bogs. In the New Orleans area more than 80
per cent of the land supply is in swamp and
marshland. In the Dade County (Miami) area,

the comparable figure is between 40 per cent and
50 per cent.
An equally critical problem is the need to distinguish vacant land from land in use. As an example of the difficulties inherent in this distinction, consider the status of land used for outdoor
parking, billboards, junkyards, and used car lots.
Are these uses temporary or permanent? Should
their land base be classified as vacant or as in
marginal use? To paraphrase Marion Clawson,
at what point is the intensity of land use so low
that it is questionable whether the land is used
at all, or, if used, for what use is it intended?
Land in agricultural use may remain uncultivated for one or more seasons or may be permitted to return to forest. Houses on central city
lots may be unoccupied for months or years;
formerly farmed land in suburban areas may be
held out of use until some future date. Should
these lands be classified as idle, vacant, or in
use?
Urban land is the third term that requires explanation. Professor James R. Anderson of the
University of Florida estimated the amount of
urban land in the United States in relationship
to all idle or vacant land. In an article in The
Professional Geographer of May 1962, he noted
that more than 280 million acres, or 10 per cent
of the land in the Continental United States,
was vacant or idle in 1960. These 280 million
acres were distributed as follows: unreserved,
noncommercial forestland-138 million; pastureland-50 million; nonstocked commercial forestland-42 million; cropland-20 million; unused
land in forms not otherwise classified-20 million. Only 10 per cent of these 280 million acres
may be said to constitute the urban land supply.
This is equivalent to 3.6 per cent of the Nation's
vacant land. In arriving at this figure, Anderson
employed a rather limited definition of urban
land which regards only land in metropolitan
areas as constituting the urban land supply. One
of the problems with this definition is that it
assumes the number of urban configurations will
remain stable. For example, it assumes that Federal and state governments will not embark on
major new town programs (through granting of
loeational incentives to industrial plants, developers, and low-and moderate-income households) which may greatly expand the urban land
supply in all areas of the country. The extension
of highway and other transportation systems outward from our present urban configurations will
also expand the supply of urban land. If an
urban area is defi 1cd to include land that can be
nglna rom

at all, or, if used, for what use is it intended?

Land in agricultural use may remain unculti-

vated for one or more seasons or may be per-

mitted to return to forest. Houses on central city

lots may be unoccupied for months or years;
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reached within an hour or an hour and a half

from central cities, an increase of 100 per cent in

the speed of rapid transit lines or of other trans-

portation methods serves to extend the urban

area by 400 per cent. In this way the supply of

urban land may increase indefinitely, especially

in noncoastal areas.

The inadequacy of present estimates of urban

land should not cause us to overlook the fact

that much of the land included in the urban

land supply does not permit ready access to

centers of employment or to transportation fa-

cilities. While highway construction programs

and industrial decentralization may some day

bring these isolated land areas into active urban

use, such areas cannot be regarded as presently

available for development.

The next definitional problem is still more

complicated. It involves distinguishing between

vacant land and buildable land, for as sug-

gested above, not all land classified as vacant

can be regarded as suitable for residential devel-

opment. Land under water, marshland, peat

bogs, and swamps are but a few of the many

types of land that cannot readily be developed.

Two critical factors that may determine whether

land is buildable or not are accessibility to an

adequate supply of water and capacity to han-

dle septic tank effluent. As an example of the

influence of water supply upon development,

consider the development pattern of the State

of California. California extends over 100 mil-

lion acres; much of this is in mountains, deserts,

rivers, lakes, and forest. However, only about 10

million acres in the state can be regarded as con-

stituting the supply of land for urban develop-

ment. This is the number of acres that receive

adequate water at the present time. [Because of

the shortage of water in Southern California, the

amount of land in current urban use in that

section is greatly limited in comparison to the

number of people who would migrate to the

area if additional housing units could be built.]

The recent contoversy between California and

Arizona over the amount of water which each

state will be permitted to draw from the Colo-

rado River is illustration of the water problem

in the Southwest.

The unavailability of sewage facilities in areas

with poor soil percolation also renders extensive

acreage unsuitable for urban development. Com-

munities from Long Island, New York to Long

Beach, California, are suddenly discovering that

the septic tanks permitted to be installed 10 and

15 years ago today present major public health

hazards. Hence, these communities are com-

pelled to finance the construction of costly sew-

age-treatment plants to deal with problems that

should have been anticipated some time ago. To-

day most subdivision regulations require the in-

stallation of sewage facilities prior to construc-

tion of housing.

Slope is a more common barrier separating

vacant land from buildable land. In many areas

of the country a slope of more than 10 per cent

reached within an hour or an hour and a half
from central cities, an increase of 100 per cent in
the speed of rapid transit lines or of other transportation methods serves to extend the urban
area by 400 per cent. In this way the supply of
urban land may increase indefinitely, especially
in noncoastal areas.
The inadequacy of present estimates of urban
land should not cause us to overlook the fact
that much of the land included in the urban
land supply does not permit ready access to
centers of employment or to transportation facilities. While highway construction programs
and industrial decentralization may some day
bring these isolated land areas into active urban
use, such areas cannot be regarded as presently
available for development.
The next definitional problem is still more
complicated. It involves distinguishing between
vacant land and buildable land, for as suggested above, not all land classified as vacant
can be regarded as suitable for residential development. Land under water, marshland, peat
bogs, and swamps are but a few of the many
types of land that cannot readily be developed.
Two critical factors that may determine whether
land is buildable or not are accessibility to an
adequate supply of water and capacity to handle septic tank effluent. As an example of the
influence of water supply upon development,
consider the development pattern of the State
of California. California extends over 100 million acres; much of this is in mountains, deserts,
rivers, lakes, and forest. However, only about 10
million acres in the state can be regarded as constituting the supply of land for urban development. This is the number of acres that receive
adequate water at the present time. [Because of
the shortage of water in Southern California, the
amount of land in current urban use in that
section is greatly limited in comparison to the
number of people who would migrate to the
area if additional housing units could be built.]
The recent contoversy between California and
Arizona over the amount of water which each
state will be permitted to draw from the Colorado River is illustration of the water problem
in the Southwest.
The unavailability of sewage facilities in areas
with poor soil percolation also renders extensive
acreage unsuitable for urban development. Communities from Long Island, New York to Long
Beach, California, are suddenly discovering that
the septic tanks permitted to be installed 10 and
15 years ago today present major public health
hazards. Hence, these communities are com-

pelled to finance the construction of costly sewage-treatment plants to deal with problems that
should have been anticipated some time ago. Today most subdivision regulations require the installation of sewage facilities prior to construction of housing.
Slope is a more common barrier separating
vacant land from buildable land. In many areas
of the country a slope of more than 10 per cent
is sufficient to retard development, particularly
of low-cost or moderate-cost housing. In areas
such as San Francisco, Boston, or Los Angeles,
for example, a substantial portion of the vacant
land is unusable because of the degree of slope.
On the other hand, in land-poor areas such as
these, upper-income groups are prepared to pay
for housing built on slopes considerably in excess of 10 per cent. In Pittsburgh a slope of 24
per cent is acceptable for some types of upperincome development. In distinguishing buildable land from vacant land we should recognize
that, as with slope, suitability for building is
determined largely by local standards.
The last of these key terms is the concept of
available residential land. Here the problem involves distinguishing between buildable land and
buildable land offered for development. This
distinction is critical in urban areas where substantial tracts of land in fringe areas, and well
placed lots in central cities, are deliberately held
out of the development process in expectation
of a future rise in price. In these cases it is the
shortgage of buildable land that determines its
value. The rate at which land is brought into
the development process in urban areas is detennined by the decisions of thousands of individual landholders. These individual decisions
are based largely on the profitability of withholding land for future use compared with its
current value. Without discussing the economics
of land development in urban areas, we note
that the value of land is determined by comparing the expected flow of future income with
the discounting of expenses involved in holding
the land back to the presenLThus, to quote
Sherman Maisel, "A parcel may have a different
value to different persons, depending on expectation, actual expenses, and the rate of discounting."
The role of speculation in land in limiting
the amoun t of land available for residential development is also critical. By speculation in land
we do not mean the legitimate economic desire
of long-time landowners to withhold their properties in anticipation of higher prices, we mean
only the
X·,W flrd ~~ lling of land for profit on

is sufficient to retard development, particularly

of low-cost or moderate-cost housing. In areas

such as San Francisco, Boston, or Los Angeles,

for example, a substantial portion of the vacant

land is unusable because of the degree of slope.
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a regular basis. From the founding of settle-

ments along the Atlantic coast in the early 17th

century, speculation has been a significant factor

in the development of raw land. It is a significant

factor at the present time. Largely as a result of

speculation, land in the path of development

may be sold four and five times before its price is

deemed sufficient to warrant building.

In this way, speculation may account for a

significant part of the differential between

farmland prices and residential land prices. For

our present purposes, however, it is not the price

of land but the refusal to place land on the mar-

ket that is the crux of the speculation problem.

Later in this study we discuss some of the meth-

ods that can be used to control speculation in

raw land and to encourage its timely develop-

ment. Other reasons for withholding land from

development may include the desire to hold on

to property for future personal use or to prevent

certain types of uses from impinging on one's

own property.

Still another aspect of the availability ques-

tion is the extent to which urban vacant land is

in fact available for development of low- and

moderate-cost housing. Here, we refer both to

the high cost of residential land and to the con-

trolled unavailability of much of the urban land

supply for low- and moderate-cost housing. For

example, the necessity for a Workable Program

may prevent developers from building 221 (b) (3)

or public housing on inexpensive suburban

land. Alternatively, where workable programs

are in existence, local government is able to veto

needed low- and moderate-cost housing pro-

grams by refusing to establish housing authori-

ties or urban renewal agencies, or by rejecting

proposed building sites.

These restrictions against publically assisted

housing development pale in significance before

land use practices designed to prevent the pri-

vate development of low- and moderate-cost

housing. High valuation zoning, for instance, is

widely practiced in suburban areas. Overzoning

for single-family as opposed to multi-family

housing, and zoning for large lot sizes are also

common land development controls. All of

these devices inhibit low- and moderate-cost

housing production on substantial segments of

the urban vacant land base. Indeed, as a result

of these practices the cost of land and housing

have increased sharply in urban areas at the

same time that the need for low- and moderate-

cost housing has become critical. In fact, the

residential holding capacity of zoned vacant land

in metropolitan areas is declining simultaneously

with major growth in the ill-housed population.

The significance of these definitions will become

apparent when we consider gross data on vacant

land in central cities and suburbs.

The Supply of Residential Land in Central Cities

The Niedercorn-Hearle Memorandum

a regular basis. From the founding of settlements along the Atlantic coast in the early 17th
century, speculation has been a significant factor
in the development of raw land. It is a significant
factor at the present time. Largely as a result of
speculation, land in the path of development
may be sold four and five times before its price is
deemed sufficient to warrant building.
In this way, speculation may account for a
significant part of the differential between
farmland prices and residential land prices. For
our present purposes, however, it is not the price
of land bu t the refusal to place land on the market that is the crux of the speculation problem.
Later in this study we discuss some of the methods that can be used to control speculation in
raw land and to encourage its timely development. Other reasons for withholding land from
development may include the desire to hold on
to property for future personal use or to prevent
certain types of uses from impinging on one's
own property.
Still another aspect of the availability question is the extent to which urban vacant land is
in fact available for development of low- and
moderate-cost housing. Here, we refer both to
the high cost of residential land and to the controlled unavailability of much of the urban land
supply for low- and moderate-cost housing. For
example, the necessity for a Workable Program
may prevent developers from building 221 (b) (3)
or public housing on inexpensive suburban
land. Alternatively, where workable programs
are in existence, local government is able to veto
needed low- and moderate-cost housing programs by refusing to establish housing authorities or urban renewal agencies, or by rejecting
proposed building sites.
These restrictions against publically assisted
housing development pale in significance before
land use practices designed to prevent the private development of low- and moderate-cost
housing. High valuation zoning, for instance, is
widely practiced in suburban areas. Overzoning
for single-family as opposed to multi-family
housing, and zoning for large lot sizes are also
common land development controls. All of
these devices inhibit low- and moderate-cost
housing production on substantial segments of
the urban vacant land base. Indeed, as a result
of these practices the cost of land and housing
have increased sharply in urban areas at the

same time that the need for low- and moderatecost housing has become critical. In fact, the
residential holding capacity of zoned vacant land
in metropolitan areas is declining simultaneously
with major growth in the ill-housed population.
The significance of these definitions will become
apparent when we consider gross data on vacant
land in central cities and suburbs.
The Supply of Residential Land in Central Cities

The Niedercorn·Hearle Memorandum
The most complete set of data on the amount
of vacant land in central cities is contained in a
Rand Corporation memorandum published in
June 1963. The memorandum is entitled. "Recent Land Use Trends in 48 Large American
Cities;" its authors are John H. Niedercorn and
Edward F. R. Hearle. This memorandum was
a byproduct of a study which the Rand Corporation was conducting to develop a land-use
model which could be employed in forecasting
land-use changes in metropolitan areas.
On the basis of an extensive analysis of
changes in the relative amounts of land used for
different purposes in these major cities, the authors concluded:
First, vacant urban land in the larger cities
is rapidly disappearing. Second, net manufacturing and population densities are decreasing, and commercial densities are barely
holding their own. Third, unless large
amounts of vacant land exist inside city
boundaries, the average large city appears to
have nearly reached its upper limits of population and employment in commerce and
manufacturing.
Table 29, drawn from the Neidercorn-Hearle
memorandum, presents land-use data for all of
these 48 cities. In Table 29, which is drawn
from the Neidercorn-Hearle Memorandum, we
show the land-use pattern for each of these 48
cities. In Table 30 we show changes in mean
urban residential and employment densities over
time for 22 of these sam pIe ci ties. The va can t
land data includes land in agricultural use and
in parking lots. In most cases, submerged lands
are not regarded as vacant. Also, the distinction
between buildable land and nonbuildable land,
or between land held for personal reasons and
land held out of the stream of development, is
not always clear.

The most complete set of data on the amount

of vacant land in central cities is contained in a

Rand Corporation memorandum published in

June 1963. The memorandum is entitled. "Re-

cent Land Use Trends in 48 Large American

Cities;" its authors are John H. Niedercorn and

Edward F. R. Hearle. This memorandum was

a byproduct of a study which the Rand Corpo-
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TABLE

TABLE 29. Land Use Categi

Dries in the

Largest America

m Cities

as a Perce

ntage of Total Area,

Net Data

Total

Total

Year

Resi-

Indus-

Com-

Road &

Land

Devel-

of

Code

City and State

dential

trial

mercial

Highway

(acres)

oped

Vacant

Survey

No.

Albany, N.Y.

22.1

4.4

5.4

13.3

12,216

59.9

40.1

1957

1

Baltimore, Md.

31.4

14.7

4.1

19.5

51,355

89.2

10.8

1962

2

Birminghom, Ala.

33.8

13.5

2.5

17.1

43,645

77.2

22.8

1958

3

Boston, Mass.

31.9

9.8

5.2

18.9

30,359

94.3

29.

Land Use Categories in the Largest American Cities as a Percentage of Total Area, Net Data

City and State
Albany, N.Y.
Baltimore, Md.
Birminghom, Ala.
Boston, Mass.
Boston, Mass.
Buffalo, N.Y.
Buffalo, N.Y.
Chicago, III.
Chicago, III.
Chicago, III.
Cincinnati, Ohio
Cincinnati, Ohio
Cleveland, Ohio
Cleveland, Ohio
Columbus, Ohio
Dallas, Texas
Dallas, Texas
Dallas, Texas
Dayton, Ohio
Dayton, Ohio
Dayton, Ohio
Detroit, Michigan
Detroit, Michigan
Ft. Worth, Texas
Hartford, Conn.
Jersey City, N.J.
Kansas City, Mo.
Long Beach, Calif.
Long Beach, Calif.
Los Angeles, Calif.
Los Angeles, Calif.
Louisville, Ky.
Memphis, Tenn.
Miami, Fla.
Miami, Fla.
Minneapolis, Minn.
Minneapolis, Minn.
New Orleans, La.
New York, N.Y.
New York, N.Y.
New York. N.Y.
Bronx Borough
Brooklyn Borough
Manhattan Borough
Queens Borough
Richmond Borough
Newark, N.J.
Newark, N.J.
Oklahoma City, Okla.
Oklahoma City, Okla.
Oakland, Calif.
Phoenix, Ariz.
Phoenix, Ariz.
Pittsburgh, Pa.
Pittsburgh, Pa.
Portland, Ore.
Portsmouth, Va.
Portsmouth, Va.
Providence, R.1.
Providence, R.1.
Rochester, N.Y.
st. Louis, Mo.
St. Louis, Mo.
St. Louis, Mo.
St. Louis, Mo.
St. Paul, Minn.
Sacramento, Calif.
San Antonio, Texas
San Antonio, Texas
San Diego, Calif.
San Francisco, Calif.
San Francisco, Calif.
San Jose, Calif.
Seattle, Wash.
Seattle, Wash .
Seattle, Wash.
Syracuse, N. Y.
Washington, D.C.
WaShington, D.C.
Washington, D.C.
Youngstown, Ohio

Residential

Industrial

Commercial

Road &
Highway

Total
Land
(acres)

Total
Developed

22.1
31.4
33.8
31.9
28.8
32.9
33.8
31.4
30.6
24.2
31.4
27.0
37.6
33.9
38.8
22.7
27.9
38.1
35.2
38.4
36.0
39.8
30.3
23.8
39.1
21.7
25.8
41.1
18.0
36.3
13.7
37.9
23.7
45.1
44.9
36.3
33 .8
16.0
23.2
22.6
19.5
20.4
26.2
21.6
28.3
12.5
20.0
17.7
7.4
37.9
30.3
34.6
37.6
26.2
24.9
22.7
32.0
26.2
33.5
31.4
33.4
32.2
30.5
30.3
29.8
30.2
38.2
23 .8
32.3
22.0
26.7
24.3
38.7
34.4
28.6
22.9
36.5
28.6
22.3
14.4
26.4

4.4
14.7
13.5
9.8
10.6
17.0
16.7
13.7
14.5
14.4
8.4
7.8
17.0
17.0
10.0
3.9
2.7
4.7
8.0
8.2
8.1
6.0
4.5
2.7
5.0
36.0
8.2
5.3
1.4
6.6
3.7
11.6
4.9
2.4
1.7
9.5
8.1
5.9
8.6
8.9
4.6
6.0
8.4
8.4
11.6
5.1
13.7
12.5
.8
6.9
5.7
3.7
4.3
7.8
7.2
6.7
6.2
15.1
14.4
12.4
13.4
13.0
12.8
12.6
12.2
12.1
8.2
2.6
2.2
1.6
8 .3
6.3
8 .6
4 .1
5.9
2.5
6.3
.6
1.6
4.7
10 ,6

5.4
4.1
2.5
5.2
5.3
7.4
10.3
6.2
6.4
4.7
3.0
2.4
3.6
3.7
3.8
3.2
3.6
1.9
5.0
4.7
3.7
4.6
3.8
2.2
5.0
3.5
2.8
3.7
2.0
4.2
1.4
4.2
1.5
7.3
7.7
3.8
2.3
2.6
2.0
2.0
2.8
2.6
2.0
5.8
1.7
.6
4.0
4.8
.8
2.1
3.6
4.0
4 .7
3.0
3.5
1.5
2.8
1.9
3.6
3.3
4.8
4.7
4.4
4.3
4.4
2.7
4.7
2.0
7.5
2.1
3.8
4.0
2.8
3.7
2.7
5.0
5.7
5.3
1.8

13.3
19.5
17.1
18.9
15.4
19.6
18.2
23.9
24.5
24.6
13.7
11.9
16.3
15.5
25.1
12.7
11.2
19.5
19.7
21.7
21.7
27.9
27.7
12.6
15.9
15.0
18.0
25.4
23.5
14.4
12.9
17.6
9.7
25.8
25.7
23 .2
22.7
10.5
30 .1
27 .6
23.4
29.8
31.8
35.5
29.0
28.0
19.8
22.3
6.0
25 .4
21.4
20.1
21.2
17.4
17.7
21.9
14.9
19.7
16.7
16.4
17.2
22.1
22.2
22.1
22.2
22.3
20.0
16.0
20.0
9.0
24.7
25.6
22.1
25.3
27.7
27.1
22.9
31.1
26.5
29.1
12.1

12,216
51,355
43,645
30,359
30,359
25,187
25,919
144,064
135,808
l37,408
49,736
49,736
49,230
49,230
26,755
182,704
134,252
32,163
21,924
17,337
15,809
89,343
89.343
89,769
11,579
9,880
40 ,274
24,301
17,685
293,034
289,072
30,509
77,100
21,981
21,883
37,628
37,628
127,616
204,681
204,876
198,942
27 ,606
50,244
14,478
73,406
38,947
16,430
16,435
276,992
16,852
35,862
33,234
23,142
36,889
36,043
44,489
13,732
4,168
11 ,456
11,456
22,630
39,836
39,836
39,836
39,836
35,480
12,199
94,504
46,138
90,014
30,850
28,340
9,050
55,057
42,200
40,8l3
16,450
39,362
39,954
3~ 36Eii
2..J. , ~ $

59.9
89.2
77.2
94.3
86.2
93.0
88.8
89.4
86.0
75.9
74.8
66.6
86.2
81.2
91.2
52.0
53.7
81.2
83.3
85.4
83.8
86.9
73.1
59.9
85.6
83.4
65.0
90.2
49.8
69.0
35.5
86.6
45.4
88.2
86.5
94.0
84.1
42.9
87.3
84.6
64.0
88.8
93.3
96.7
91.8
66.5
77.3
75.5
19.0
82.7
78.8
72.1
83.5
69.5
67.4
67.6
68.5
71.1
87.6
82 .2
87.4
88.7
85.6
85.1
84.2
81.7
82.5
53.9
79.0
43.4
88.4
81.3
81.0
82.3
76.4
63.4
85.6
95.6
89.1
77.7

4.0

5.7

1958

4

Boston, Mass.

28.8
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Vacant

Year
or
Survey

40.1
10.8
22.8
5.7
l3.8
7.0
11.2
8.5
11.9
21.4
25.2
33.4
13. 1
18.1
7.5
47.9
46.3
18.8
10.3
13.1
15.7
8.3
22.4
35.8
13.9
16.6
33.1
9.8
50.2
31.0
64.0
13.4
10.1
11.8
l3.5
6.0
15.9
44.4
12.7
15.1
29.5
11.2
6.7
3.3
8.2
33.5
14.6
16.6
81.0
17.3
21.2
27.9
16.5
26.7
28.7
32.4
28.9
28.9
12.5
17.8
10.3
11.3
14.4
14.9
15.8
18.3
6.7
46.1
21.0
56.6
11 .6
18.2
19.0
15.6
20.8
33.7
12.3
4.4
10.9
22.3
35.9

1957
1962
1958
1958
1950
1958
1940
1961
1956
1941
1960
1948
1958
1950
1953
1960
1950
1945
1960
1954
1945
1954
1943
1960
1954
1948
1946
1954
1937
1960
1940
1954
1953
1959
1953
1958
1948
1960
1959
1955
1938
1959
1959
1959
1959
1959
1960
1947
1961
1947
1953
1958
1957
1959
1940
1950
1960
1947
1953
1946
1954
1950
1948
1947
1940
1958
1953
1956
1951
1958
1948
1938
1948
1953
1947
1938
1959
1955
1948
1928
1951

INNESOTA

Code
No.

1
2

3

4
5
6
7
8
9
10
12
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81

TABLE 30. Mean Net Urban Residential and Employment Densities Measured in Persons per Acre, Los
Angeles Compared to 22 Sample Cities*
Land Use

TABLE 30. Mean Net Urban Residential and Employ-

Sample of 22 Cities
Historical
Recent

63.23
53.32
Residential
Industrial
28.42
23.44
Commercial
65.80
62.01
* These 22 cities include Los Angeles.

% Change

-15.7%
-10.5%
- 5.8%

ment Densities Measured in Persons per Acre, Los

Angeles Compared to 22 Sample Cities*

Sample of 22 Cities

Land Use Historical Recent % Change

Residential 63.23 53.32 -15.7%

Industrial 28.42 23.44 -10.5%

Commercial 65.80 62.01 - 5.8%

* These 22 cities include Los Angeles.

In some cases, the Neidercorn-Hearle data

may be somewhat misleading as to the net

amount of usable land. In Newark, New Jersey,

for example, the 2,400 acres said to be vacant

in 1960 are not easily developed marshlands, as

are more than 70 per cent of the 3,568 acres said

to be vacant in San Francisco in 1948. In New

York City, the supply of vacant land includes

land partially and even entirely under water.

Jamaica Bay, in the Borough of Queens, much of

which is below ground level, is also included as

part of the City's vacant land supply. Still an-

other limitation of the Niedercorn-Hearle data

on vacant land arises from their failure to dis-

tinguish between land zoned for residences and

land zoned for nonresidential purposes. This

distinction is most significant, of course, in esti-

mating the amount of land available for resi-

dential development, particularly for develop-

ment of low- and moderate-cost housing. [In

Hudson County, New Jersey, for example, more

than 90 per cent of the vacant land supply is

zoned for nonresidential development, while in

neighboring Morris County, New Jersey, on the

other hand, more than 90 per cent of the vacant

land supply is zoned for residential use.]

Similarly, their data do not tell us whether land

zoned for residential purposes is located near

areas of minority concentrations and concentra-

tions of poor housing. Without this informa-

tion, we have no way of knowing whether new

housing can be supplied in or near racially iso-

lated areas or whether such new housing can

be supplied only in all-white areas of the city

and suburbs.

Despite these really major liabilities, the Nie-

dercorn-Hearle memorandum contains the most

useful data yet available on land uses in our

major central cities. Any effort to assess the cur-

rent supply of vacant land in these cities must

include a careful review of their work.

Available Residential

Land in Selected Central Cities

To determine the character of vacant land in

In some cases, the Neidercorn-Hearle data
may be somewhat misleading as to the net
amount of usable land. In Newark, New Jersey,
for example, the 2,400 acres said to be vacant
in 1960 are not easily developed marshlands, as
are more than 70 per cent of the 3,568 acres said
to be vacant in San Francisco in 1948. In New
York City, the supply of vacant land includes
land partially and even entirely under water.
Jamaica Bay, in the Borough of Queens, much of
which is below ground level, is also included as
part of the City'S vacant land supply. Still another limitation of the Niedercorn-Hearle data
on vacant land arises from their failure to distinguish between land zoned for residences and
land zoned for nonresidential purposes. This
distinction is most significant, of course, in estimating the amount of land available for residential development. particularly for development of low- and moderate-cost housing. [In
Hudson County, New Jersey, for example, more
than 90 per cent of the vacant land supply is
zoned for nonresidential development, while in
neighboring Morris County. New Jersey. on the
other hand, more than 90 per cent of the vacant
land supply is zoned for residential use.]
Similarly, their data do not tell us whether land
zoned for residential purposes is located near
areas of minority concentrations and concentrations of poor housing. Without this information. we have no way of knowing whether new
housing can be supplied in or near racially isolated areas or whether such new housing can
be supplied only in all-white areas of the city
and suburbs.
Despite these really major liabilities, the Niedercorn-Hearle memorandum contains the most
useful data yet available on land uses in our
major central cities. Any effort to assess the current supply of vacant land in these cities must
include a careful review of their work.

Available Residential
Land in Selected Central Cities
To determine the character of vacant land in
major central cities, we turn now to an examination of the land supply of selected central
cities. The cities we shall consider are Los
Angeles, Chicago, New York, Atlanta, and San
Francisco. In each case we attempt, so far as the
data permit, to identify the amount of vacant
land in the city, and its permitted use. In addition, we identify the location of this vacant land
in relation to minority racial and ethnic concentrations and to the location of the city's substandard housing stock.
Los Angeles. In 1963 the city of Los Angeles
undertook a survey of land uses within its jurisdiction, including vacant land. In Table 31 we
summarize the results of this survey for the city
as a whole and for its four major geographical
areas: Central, San Fernando Valley, Western,
and Southern. The data on vacant land represent
an aggregate of three types of land denominated
as vacant: raw hind (60,664.7 acres); vacant subdivided land (14,042.5 acres); agricultural land
(6,536.4 acres). Much of the raw land is in
mountains and hills with some level tracts in
the San Fernando Valley. The total supply of
vacant land is estimated to be 81,243.6 acres, or
28.7 per cent of the city's total land area. While
data on the amount of land zoned for residential
development was not included in the survey,
some estimate of the probable use of this vacant
land can be gleaned from the 1963 distribution
of land uses, also shown in Table 31.
If all vacant land were suitable and available
for development, 45.4 per cent would be used for
residential purposes, compared to 54.4 per cent
for nonresidential purposes, we assume no
change in over-all land use distribution. In reality, the percentage of land used for residential
purposes is increasing steadily as higher incomes
enable more households to bid for single-familyzoned land in the city'S outer sections. Between
1960 and 1963 alone, the percentage of land
used for residences rose from 36.3 per cent to
45.4 per cent. Hence, it is not unlikely that by
1980 as much as 60 per cent of Los Angeles City
may be developed for residences. This raises the

major central cities, we turn now to an exam-

ination of the land supply of selected central

cities. The cities we shall consider are Los

Angeles, Chicago, New York, Atlanta, and San

Francisco. In each case we attempt, so far as the

data permit, to identify the amount of vacant

land in the city, and its permitted use. In addi-

tion, we identify the location of this vacant land

in relation to minority racial and ethnic concen-

trations and to the location of the city's substan-

dard housing stock.

Los Angeles. In 1963 the city of Los Angeles

undertook a survey of land uses within its jur-

TABLE 31.

Land Use Inventory by Geographical Areas City of Los Angeles,
(Net Acres)
CommerResidential
Total
(1)
(3)
(4)
cial
(2)
Acres

IndusMiscelVacant**
Acres
%
trial
laneous *
Community
9
7298.4
283.3
6158.1
2329.9
31008.7
23345.8
9958.2
1545.6
Central
81928.0
45598.8
56
3194.7
39589.7
Valley
137817.0
44293.2
1517.0
566.7
12.6
3044.3
1708.3.
25958.7
32
Western
55998.0
11886.5
473.4
35.5
1236.5
1182.3
13516.8
64.7
6057.9
2387.7
3
Southern
3540.0
891.6
4.7
667.9
3761.5
17376.0
14075.1
90167.1
TOTAL
83071.5
2650.4
336.1
11106.8
10468.4
81243.6
100
293119.0
Notes: (1) One dwelling.
* Includes all other uses (streets, freeways, schools, etc.).
(2) Two to six dwelling units per lot.
** Includes land in agricultural use.
(3) Seven to twenty dwelling units per lot.
(4) Twenty-one and more dwelling units per lot.
riginal from
SOurce: Land Use Inventory, 1963, Los Angeles City Plann ing Department, 'Gi.tl\" OIC...e~t
I~S
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isdiction, including vacant land. In Table 31 we

summarize the results of this survey for the city

as a whole and for its four major geographical

areas: Central, San Fernando Valley, Western,
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more salient issue of zoning requirements within

the residentially zoned land supply. Once again,

if we assume no change from 1963 land use dis-

tribution, 83 per cent of the residentially zoned

supply of vacant land will be zoned for single-

family housing, while only 3 per cent will be

zoned for seven or more units to the acre. Since

the median FHA value of one-family homes in

Los Angeles is near $25,000 in 1967, it is clear

that if this land supply remains in private hands,

83 per cent of the vacant land supply will be

developed for families who can afford to pay

$25,000 and above for housing. Only 17 per

cent of this supply can be said to be even poten-

tially available for low- and moderate-income

housing. Then it would appear current zoning

practice has pre-empted more than 80 per cent

of the city's zoned vacant residential land for

one-family homes.

The geographic distribution of vacant land

in Los Angeles is highly significant. The Central

part of Los Angeles, for example, contains 27.9

per cent of the city's total land supply; yet it

contains only 9 per cent of its supply of vacant

land; similarly Southern Los Angeles contained

5.9 per cent of the city's total land in 1963, but

only 3 per cent of its vacant land supply. This

compared with the Valley and Western sections,

which contain more than 87 per cent of the city's

vacant land, but only 32 per cent of its total

land. Not only is there an imbalance in the lo-

cation of vacant land in Los Angeles, but this

imbalance correlates highly with the geographi-

cal distribution of minority racial and ethnic

groups in the city.

Over 80 per cent of the Negro and Mexican-

American population of Los Angeles, for ex-

ample, lived in nine of the city's sub-areas in

1960. These areas are Avalon, Central, Green

Meadows, Watts, Exposition Park, South Ver-

mont, Boyle Heights, Lincoln Heights, and El

Sereno. All are in the Central Section of Los

Angeles which, as we have seen, contained only

9 per cent of the city's vacant land supply. These

nine areas contain in the aggregate only 32.2 per

cent of the land area of Central Los Angeles,

and less than 18 per cent of its vacant land sup-

ply. Moreover, they contain only one-half of 1

per cent of all vacant land in the City of Los

Angeles. (Table 32.)

To show the impact of the maldistribution

between vacant land on minority racial and eth-

nic concentrations, we consider in greater detail

the vacant land supply in four of these com-

munitiesâWatts, Green Meadows, Exposition

Park, and Avalon.

TABLE 32. Vacant Land by Community Areas

, City of

Los Angeles,

1963

Total

Vacant

Land

Community

Acres

more salient issue of zoning requirements within
the residentially zoned land supply. Once again,
if we assume no change from 1963 land use distribution, 83 per cent of the residentially zoned
supply of vacant land will be zoned for singlefamily housing, while only 3 per cent will be
zoned for seven or more units to the acre. Since
the median FHA value of one-family homes in
Los Angeles is near $25,000 in 1967, it is clear
that if this land supply remains in private hands,
83 per cent of the vacant land supply will be
developed for families who can afford to pay
$25,000 and above for housing. Only 17 per
cent of this supply can be said to be even potentially available for low- and moderate-income
housing. Then it would appear current zoning
practice has pre-empted more than 80 per cent
of the city'S zoned vacant residential land for
one-family homes.
The geographic distribution of vacant land
in Los Angeles is highly significant. The Central
part of Los Angeles, for example, contains 27.9
per cent of the city's total land supply; yet it
contains only 9 per cent of its supply of vacant
land; similarly Southern Los Angeles contained
5.9 per cent of the city's total land in 1963, but
only 3 per cent of its vacant land supply. This
compared with the Valley and Western sections,
which contain more than 87 per cent of the city's
vacant land, but only 32 per cent of its total
land. Not only is there an imbalance in the location of vacant land in Los Angeles, but this
imbalance correlates highly with the geographical distribution of minority racial and ethnic
groups in the city.
Over 80 per cent of the Negro and MexicanAmerican population of Los Angeles, for example, lived in nine of the city's sub-areas in
1960. These areas are Avalon, Central, Green
Meadows, Watts, Exposition Park, South Vermont, Boyle Heights, Lincoln Heights, and El
Sereno. All are in the Central Section of Los
Angeles which, as we have seen, contained only
9 per cent of the city's vacant land supply. These
nine areas contain in the aggregate only 32.2 per
cent of the land area of Central Los Angeles,
and less than 18 per cent of its vacant land supply. Moreover, they contain only one-half of 1
per cent of all vacant land in the City of Los
Angeles. (Table 32.)
To show the impact of the maldistribution
between vacant land on minority racial and ethnic concentrations, we consider in greater detail
the vacant land supply in four of these communities-Watts, Green Meadows, Exposition
Park, and Avalon.

TABLE 32.

Vacant Land by Community Areas, City of
Los Angeles, 1963

Community
Avalon
Central
Green Meadows
Watts

Boyle Heights

South Vermont
Exposition Park
Lincoln Heights
EI Sereno
Canoga Park
Chatsworth
Encino
Sun Valley
Sylmar
Van Nuys
Sun Land
Beverly Crest
Bel-Air
Brentwood

Total
Acres

2,293.0
1,310.0
5.076.0
1,255.0
4,251.0
3,673.0
3,183.0
2,276.0
3,087.0
9,609.0
10,645.0
10,066.0
12,123.0
14,957.0
13,322.0
12,123.0
5,088.0
4,015.0
5,641.0

Avalon

2,293.0

18.9
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18.9
24.9
74.7
45.1
24.9
14.4
17.8
441.8
602.9
3,150.8
5,656.7
4,665.6
3,505.3
8,058.3
936.6
5,454.2
3,260.5
2,668.8
3,498.7

0.8
1.9
1.5
3.6
0.6
0.4
0.6
19.4
19.5
32.8
53.1
46.3
28.9
53.9
7.2
45.0
64.1
66.5
62.0

Source: 1963 Land Use Survey, City of Los Angeles.

Watts is located in the south central section
of Los Angeles. Although its 1960 population
was 34,001, by 1965 population declined to only
29,990, 86.6 per cent of which was Negro. Total
land area in Watts comprises some 1,255 acres
of which 45.1 acres, or 3.6 per cent, were vacant
in 1963. Only part of this acreage, of course,
was zoned for residences. The 1965 Special Census of South and East Los Angeles (Current
Population Reports, Series P. 23, No. 17, March
23, 1966) taken following the racial rebellion
of August 1965, revealed that 2,150 units of the
community'S post-rebellion housing stock were
deteriorated or dilapidated. This compares
with 1,591 units in 1960.
If only a quarter of the unsound units in the
area were to be replaced at 1965 densities of 11
units to the acre as prelude to further rehabilitation and new construction, an additional 48.8
residential acres would be required. Watts does
not have the vacant land base to replace even
this minor amount of its unsound units without building at densities significantly higheI
than now exists. Hence it is doubtful whether
the area will be able to house the new households that will be formed in Watts in the commg years.
The Green Meadows area, also in Central Los
Angeles, serves as our second example of the
impact of the vacant land supply on the housing needs of Los Angeles' minority groups. As in
Watts, population in Green Meadows decreased
between 1960 and 1965: from 94,542 to 91,360.
Moreover, in 1965, 93 per cent of the population was Negro, compared with 64 per cent in
1960. The 1963 land-use survey found that Green
Meadows contained 5,076 acres, of which 74.7
acres were vacant. This is equivalent to 1.5 per
cent of the area's, land supply.
nglna rom

Acres

Per Cent

Vacant Land
Acres
Per Cent
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In 1960, 4,646 units, or 14.8 per cent of the

housing stock of Green Meadows, was deteriorat-

ing or dilapidated. Between 1960 and 1965, the

number of deteriorating and dilapidated housing

units nearly doubled, rising to 8,530. The per-

centage of unsound units also rose to 27.2. If

we assume, as in the case of Watts, that only

one-quarter of the unsound housing stock were

to be replaced at 1965 density, an additional 237

residential acres would be requiredâmore than

three times the amount of all vacant land in

Green Meadows in 1963. Here too, rehousing

ill-housed groups will require utilization of land

resources not available in Green Meadows it-

self.

Our third example concerns the community

known as Exposition Park. Exposition Park con-

tains 3,183 acres, of which 17.8, or 0.6 per cent,

were vacant in 1963. 66,920 people lived in the

area in 1965 compared with 70,480 in 1960. Be-

tween 1960 and 1965 the percentage of nonwhite

increased from 61 per cent to 79 per cent. The

percentage of deteriorated and dilapidated units

in the Exposition Park section also increased in

these years: from 2,565 units, or 8.5 per cent, in

1960, to 6,990 units, or 25.6 per cent, in 1965.

Again, if we assume that only a quarter of the

6,990 unsound units in the area were to be re-

placed by new construction at 1965 densities of

16.1 units to the acre, an additional 108 acres of

residential land would be requiredâor more

than six times the amount of vacant land in

the area in 1963. Since Exposition Park is one

of the oldest areas in the city, its dwelling unit

density is actually unrepresentative of Los An-

geles as a whole. Even at this density, however,

it is clear that the area cannot accommodate

presently ill-housed groups in new units, to say

nothing of accommodating future population

growth.

Our final example is the Avalon community,

which also lost population between 1960 and

1965. Substandard housing in the Avalon area

increased from 3,679 units, or 19.6 per cent, in

1960 to 7,770 units, or 44.0 per cent in 1965. Ac-

cording to the 1963 Land Use Survey, only 18.9

acres were vacant in the Avalon area in 1963,

out of a total of 2,293. If one-quarter of the

area's 7,770 unsound units were replaced at 1965

densities of 17 units per residential acre, 114

residential acres would be requiredâ600 per

cent more land than was available for residen-

tial and nonresidential use at the 1963 figures.

Here too, 1965 dwelling unit densities are not

represeentative of the City as a whole.

The practically fully developed character of

Green Meadows, Watts, Exposition Park, and

Avalon is typical of nearly all minority-group

neighborhoods in the city of Los Angeles. Only

the Lincoln Heights and El Sereno areas, among

minority neighborhoods, have an appreciable

portion of land that is vacant. The bulk of this

vacant land, however, can be developed but at

great expense.

It is not insignificant that the decline in va-

In 1960, 4,646 units, or 14.8 per cent of the
housing stock of Green Meadows, was deteriorating or dilapidated. Between 1960 and 1965, the
number of deteriorating and dilapidated housing
units nearly doubled, rising to 8,530. The percentage of unsound units also rose to 27.2. If
we assume, as in the case of Watts, that only
one-quarter of the unsound housing stock were
to be replaced at 1965 density, an additional 237
residential acres would be required-more than
three times the amount of all vacant land in
Green Meadows in 1963. Here too, rehousing
iIl-housed groups will require utilization of land
resources not available in Green Meadows itself.
Our third example concerns the community
known as Exposition Park. Exposition Park contains 3,183 acres, of which 17.8, or 0.6 per cent,
were vacant in 1963. 66,920 people lived in the
area in 1965 compared with 70,480 in 1960. Between 1960 and 1965 the percentage of nonwhite
increased from 61 per cent to 79 per cent. The
percentage of deteriorated and dilapidated units
in the Exposition Park section also increased in
these years: from 2,565 units, or 8.5 per cent, in
1960, to 6,990 units, or 25.6 per cent, in 1965.
Again, if we assume that only a quarter of the
6,990 unsound units in the area were to be replaced by new construction at 1965 densities of
16.1 units to the acre, an additional 108 acres of
residential land would be required-or more
than six times the amount of vacant land in
the area in 1963. Since Exposition Park is one
of the oldest areas in the city, its dwelling unit
density is actually unrepresentative of Los Angeles as a whole. Even at this density, however,
it is clear that the area cannot accommodate
presently ill-housed groups in new units, to say
nothing of accommodating future population
growth.
Our final example is the Avalon community,
which also lost population between 1960 and
1965. Substandard housing in the Avalon area
increased from 3,679 units, or 19.6 per cent, in
1960 to 7,770 units, or 44.0 per cent in 1965. According to the 1963 Land Use Survey, only 18.9
acres were vacant in the Avalon area in 1963,
out of a total of 2,293. If one-quarter of the
area's 7,770 unsound units were replaced at 1965
densities of 17 units per residential acre, 114
residential acres would be required-600 per
cent more land than was available for residential and nonresidential use at the 1963 figures.
Here too, 1965 dwelling unit densities are not
represeentative of the City as a whole.
The practically fully developed character of

Green Meadows, Watts, Exposition Park, and
Avalon is typical of nearly all minority-group
neighborhoods in the city of Los Angeles. Only
the Lincoln Heights and El Sereno areas, among
minority neighborhoods, have an appreciable
portion of land that is vacant. The bulk of this
vacant land, however, can be developed but at
great expense.
It is not insignificant that the decline in vacant land in these South Los Angeles neighborhoods was paralled, as we have seen, by a decline in population, not only among whites but
among nonwhites as well. The population of
South Los Angeles, as a whole, for example, declined nearly 10 per cent between 1960 and 1965
-from 355,132 to 320,830. The number of whites
in South Los Angeles declined from 99,210 to
55,800, or nearly 44 per cent; this compared with
an increase in the nonwhite population of only
5 per cent-from 247,585 to 259,980-in the same
years. These figures suggest that whites were
not the only group to move out of the South
Los Angeles area in the first half of the 1960's
although the size of the white exodus was extraordinary. Between 30,000 and 40,000 nonwhites who could be expected to be living in
South Los Angeles in view of the area's high
birthrates and earlier in-migration pattern, also
left the area in the early 1960's. We assume
that the absence of a readily developable land
supply in South Los Angeles was instrumental
in motivating those nonwhite households to
move to other parts of the city and country in
search of adequate housing.
Black out-migration from South Los Angeles
should be seen in relation to out-migration from
racial ghettos in other parts of the country in
these same years. For the decline in population density in the black ghettos of Hough, Harlem, North Philadelphia, and Hunter's Point, to
mention but a few of the better known ghettos,
has also taken place against a backdrop of a
fully developed land base. Without the physical resources to accommodate population
growth and to enable abandonment of dilapidated and unsound dwelling units, these areas
have not been able to sustain their earlier growth
rates in a period of extensive decentralization.
In sum, blacks as well as whites and those economically able to do so move, leaving the poorer
ones behind.
If I per cent of the vacant land supply is located in areas, 99 per cent is located at a considerable distance from the areas of Negro and
Mexican-American concentration. In Table II
we list te . communit areas in the City of Los
rlgl'I':'1

ror

cant land in these South Los Angeles neighbor-

hoods was paralled, as we have seen, by a de-

cline in population, not only among whites but

among nonwhites as well. The population of

South Los Angeles, as a whole, for example, de-
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Angeles which contain significant amounts of

vacant land (not all of which is developable).

Most of these latter community areas are lo-

cated in the San Fernando Valley and the west-

ern parts of the city which are very mountain-

ous and hilly. The racial composition of these

areas is largely white. The percentage of vacant

land ranges from 32.8 per cent in the area known

as Canoga Park to 66.5 per cent in the Bellair

community. In fact, there is more land avail-

able in any one of these two southern and Val-

ley communities than in the entire South Los

Angeles area.

Since Negro and Mexican-American areas con-

tain more than 70 per cent of the substandard

housing stock of the City of Los Angeles, it

seems clear that rehousing these groups in de-

cent housing will require utilization of the va-

cant land supply in all-white areas of the city.

Since these white areas have been experiencing

major and continuous employment growth since

1960, the opportunity to develop job-linked

housing programs geared to the needs of low-

income and moderate-income groups is very great

indeed.

Chicago. In 1963, the City of Chicago under-

Angeles which contain significant amounts of
vacant land (not all of which is developable).
Most of these latter community areas are located in the San Fernando Valley and the western parts of the city which are very mountainous and hilly. The racial composition of these
areas is largely white. The percentage of vacant
land ranges from 32.8 per cent in the area known
as Canoga Park to 66.5 per cent in the Bellair
community. In fact, there is more land available in anyone of these two southern and Valley communities than in the entire South Los
Angeles area.
Since Negro and Mexican-American areas contain more than 70 per cent of the substandard
housing stock of the City of Los Angeles, it
seems clear that rehousing these groups in decent housing will require utilization of the vacant land supply in all-white areas of the city.
Since these white areas have been experiencing
major and continuous employment growth since
1960, the opportunity to develop job-linked
housing programs geared to the needs of lowincome and moderate-income groups is very great

indeed.
Chicago. In 1963, the City of Chicago undertook a major survey of vacant land within its
corporate limits. (See map on following page.)
The survey was made by the Department of City
Planning as part of a series of studies of land
use. The survey found that Chicago had 9,110
acres, or 14.2 square miles of vacant land in 1963,
equivalent to one-sixteenth of the total land
area of the City. As shown in Table 33, nearly
three-quarters of this vacant land supply (over
nine square miles) was zoned for manufacturing, commercial, and business uses. Only 25 per
cent of the vacant land supply, or three-and-ahalf square miles, were zoned for residential
purposes. In terms of acres, only 2,283 out of
9, II 0 were zoned for residences in 1963. Table
33 also compares the supply of vacant land in
1953 with that in 1958. In this five-year period,
nearly 61 million square feet (about 1,400 acres)
of residential land were developed. Residential
uses accounted for more than two-thirds of all
development on vacant land which occurred in
that period.
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TABLE 33. Vacant Land Area, by Zoning Districts, for the North, West Center, Near South, and Far South
Sections, City of Chicago: 1963 and 1968

equivalent to one-sixteenth of the total land

(In Thousands of Square Feet)
Per Cent

Per Cent
1963 as
of 1968

100.0
33.6
6.2
3.0
57.2
8.1
4.6
1.9
0.4
1.2
4.2
1.8
0.2
0.7
1.5
21.7
9.3
2.1
1.0
9.3
66.0
17.9
2.0
0.9
45.2

82.9
62.0
66.7
80.1
97.0
87.4
109.1
70.0
47.0
49.7
64.4
75.8
74.7
46.9
57.0
63.1
47.3
58.3
56.2
80.7
90.0
56.3
71.6
152.3
102.9
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TABLE 33. Vacant Land Area, by Zoning Districts, for the North, West Center, Near South, and Far South

Sections, City of Chicago: 1963 and 1968

City sections and

zoning districts

TOTAL

Residence districts

Business districts

Commercial districts

Manufacturing districts

North section, total

Residence districts

Business districts

Commercial districts

Manufacturing districts

West Center section, total

Residence districts

Business districts

City sections and
zoning districts

Area

1963

396,861.8
99,458.9
19,946.5
11,662.2
265,794.2
34,232.7
23,812.5
6,443.7
1,232.3
2,744.2
12,879.6
6,466.2
833.5
1,477.9
4,102.0
65,443.4
21,018.9
5,901.8
2,583.7
35,939.0
284,306.1
48,161.3
6,767.5
6,368.3
223,009.0
Source: 1963 Survey of Vacant Land, City of Chicago.

TOTAL
Residence districts
Business districts
Commercial districts
Manufacturing districts
North section, total
Residence districts
Business districts
Commercial districts
Manufacturing districts
West Center section, total
Residence districts
Business districts
Commercial districts
Manufacturing districts
Near South section, total
Residence districts
Business districts
Commercial districts
Manufacturing districts
Far South section, total
Residence districts
Business districts
Commercial districts
Manufatcuring districts

Per Cent

Area

100.0
25.1
5.0
2.9
67.0
8.6
6.0
1.6
0.3
0.7
3.2
1.6
0.2
0.4
1.0
16.5
5.3
1.5
0.6
9.1
71.7
12.2
1.7
1.6
56.2

478,755.9
160,300.8
29,885.7
14,552.6
274,016.8
39,169.2
21,828.8
9,199.9
2,620.6
5,519.9
19,988.8
8,530.8
1,115.1
3,150.3
7,192.6
103,679.8
44,410.3
10,119.9
4,599.9
44,549.7
315,918.1
85,530.9
9,450.8
4,181.8
216,745.6

Commercial districts

Manufacturing districts

Near South section, total

Residence districts

Business districts
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In Table 34 we show zoni ng districts within
the over-all residential vacant land supply of
2,283 acres. More than half of this acreage is
zoned for R-I and R-2 type development which
prescribe a maximum of eight units to the acre.
An additional 24 per cent of the vacant residential acreage is zoned for R-3 development, which
pennits roughly 15 units to the acre on nonsubdi vided land . The remaining 3S2 acres are
zoned for an average density of less than 25
units to the acre. In all, the residential holding
capacity of the zoned vaca nt land of the entire
City of Chicago was less than 26,000 units in
19631
To put this in perspective, we should note
that Chicago had morc than 215,000 substandard dwe ll ing units in 1960, and that its household population is increasing by more than
40,000 households a year.
The geograph ical distri bution of th is vaca nt
land suppl y is also illlerest ing. i\-lajor differences
exist in the distribution of vacant land among
the four sections o f the city. For example, the
Far Sou th area contained more than 70 per cent
of the total vacant land supply, while the West
sect ion contai ned less than 4 per cent. T he North
section, with 8 per cent, and t he Near South
section, with 17 per cent, comprise the balance
of the ci ty's vacant land. In terms of zoned use,
the Far South contains 1,106 acres of land loned
for residences. compared with 1,177 acres in the
TABLE 34 .

Vacant land Area, by Zoning District, fo r the City of Chicago: 1963
Are.

Aru I "

squire
mUes

TOTAL --:-;-::C-C'CCCC-

Residence districts, total _. __ .
R- l ______ .__

R-2 _. __ ._

____ •

R- 3 _____ .__ ._ _ .
R-4 ______ .___ .__ ._
R- 5 ___ ._____ . __ ..
R-6 ___ .______ ._ ._._._
R- 7 ___ .__ ._... __ ._. ___ .___ _
R- 8 ..•___ ___ .___ .___ _
Business districts, total _. __
B-1 ___ .._ _

_ ... _ .__ ..

B- 2 __ ._._ _ _ _
B- 3 ___ . __ .__ . __ .. _ ._
B-4
_. __ . __ _
B- 5 __ ... ___ .. __ .___ . __ _

:~

:==::-::-::=:::-..:.::-

Commercial districts, total ____

C- l
C- 2
C- 3
C-4

_._.___ _ _ _ _
___ .___ .. __ .__ .
__ .. __ ._ .. _._..
_._ ... _. ____ _ ..

Manufa cturing districts, total
M- l

_

. _ _. _ _ _

M- 2 ___ .____ .__ .__ .
1.4- 3 __ . _____ .___ ..

other sections combined . However, four-fifths of
the vacant land area loned for manufacturing
use in the City o[ Chicago is also located in the
Far Sou th sect ion. The admixture of uses greatly
lesscns the attractivencu of the Far South for
major residential development.
The intermi ngli ng of residential and manufacturi ng uses is not limited, o[ course, to the
Far South sect ion. The Near South area, to tak.e
another example, contained nearly 1,470 vacant
acres in 1963. However, less than one-third of
this acreage was loned for residential purposes,
In the North section of the city, on the other
hand, 70 per cent of the vacant land supply is
zoned for residences, while in tbe West section
nearly 50 per cent is zoned for residences,
In terms of community areas, t ..... o-thirds of
the city's vacant land supply is located in eight
communities: South Deering, Hegewisch, Riverdale, Puliman, O'Hare, East Side, Ashburn, and
West Pullman . Four-fifths of them from the areas
of vacant land. The city's substandard housing
stock., inhabited mainly by Negroes, is also 10I:ated north of 95th Street, and nonh even of
75th St reet.
1n Slim, not only is Chicago'S vacant land
supply too small to permit development of more
than a token number o[ low- and moderate-cost
units, but the location of th is vacant land in
basically industriaI sections of the city renders
mu ch of the 2,283 available acres unallracli\"c to

eCllls
"

14.235
3.568
0.252
1.938
0.875
0.360
0.099
0.018
0.023
0.002
0.715
0.004
.04 1
0.026
0.483
0.159

9,110.7
2,283.3
161.3
1,240.0
560.0
230.8
63.2
11 .6
14.7
1.8
457.9
2.5
26.4
16.4

0.002

- 1.6
267.7
136.0
20.4
7.2
104.2
6,101.8
1,214.4
839.1
4 ,048.3

0.418
0.212
0.032
0.0 11
0.163
9.534
1.891
1.3 11
6.325

309.'
10 1.7

r

Source: 1963 Survey of Vlcant LInd. Cj t~Of Chtea,o~
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396,861.8
99,458.9
7,026.4
54,012.4
24,392.5

Ig:~gij

504.7
76.5
76.5
19,946.5
108.5
1,150.0
713.3
13,475,2
4,430. 4

...,

Per Ce"t

,

01 c!ty

Per Cer'lt
01 zool" ..
distrIcts

100.0
25.1
1.8
13.6
6.2
2.5
0.7
0.1
0.2
0.0
5.0
0.0
0.'
0.2

69.1
11 ,662,2
5,922.1
888.0
312.4
4,539.5
265,794.2
'2,898.3
36,553.1
176,342.80riginal

,.

54.'

24.5
10.1
2.8
0.5
0.'
0. 1
100.0
0.5
5.8

,.,

1.1

67.6
22.2

0.0
2.9
1 .5
0 _2

0.3
100.0
SO.8

1.1
67.0

2.7
38.9
100.0
19.9
13.8

0. 1

13.3

9.2
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100.0
7.1

7.'

66.3

Number

"

P,rcels

12,100
7,639
115
2,629
3,126
1.305

398

30

34

2
1,889

1.

..

1SO
23

1,589
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978
835

'3

3'
11
1,594
1,145
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developers. So critical is the absence of vacant

land that the city is concentrating on tearing

down abandoned structures to acquire at least

some land for development of low- and mod-

erate-cost housing.

New York. The most recent analysis of vacant

land in New York City was completed by the

City Planning Commission in 1959. At that time

the city contained 26,042 acres of vacant land

out of a total acreage of 204,681. As indicated

previously, these 26,042 acres of vacant land in-

clude land up to the pierhead line and land

partially under water. Since New York is basi-

cally a city of islands with extensive shoreline

and tidelands we estimate that from 20 per

cent to 30 per cent of gross vacant land is pres-

ently unsuited to residential development. In

addition land zoned for commercial and indus-

trial purposes is also not available for residential

use.

The 1959 figures show the following distri-

bution of vacant land by borough: Bronx 11

per cent, Brooklyn 6.7 per cent, Manhattan .3 per

cent, Queens 8.6 per cent, and Richmond 30 per

cent. Since 1959, more than 300,000 new dwell-

ing units have been constructed in the city,

with less than 30 per cent of these new units lo-

cated in Manhattan, the only borough in which

new housing must be built over water, high-

ways, railroads, or on redeveloped land. Of the

remaining 210,000 units, we estimate that at least

half have been built on vacant land in the

Bronx, Queens and Staten Island.

As in 1959 the bulk of the city's current va-

cant land supply in 1968 is located in Staten

Island and to a lesser extent in Southern Queens

and in Northern Bronx.

If we compare these figures with data on un-

sound housing, it appears that Manhattan,

with 253,143 unsound units in 1960, has literally

no vacant land to permit the construction of

needed replacement housing. Indeed, unless ex-

isting housing is torn down (to permit the reuse

of ground), or new developments located only

on filled or platformed land now under water,

it is utterly impossible to house a substantial

portion of these 253,143 households in Manhat-

tan.

In the Bronx, 63,403 units were unsound in

1960, mainly in the Eastern and Southern sec-

tions. However, the limited amount of vacant

land still remaining in the Bronx is located al-

most entirely in the Northern sections of the

borough near the Westchester line and in the

vicinity of the Throgs Neck Bridge. There is no

vacant land in the areas containing the bulk of

the borough's unsound housing stock. Brooklyn

is still another borough in which the supply of

vacant landâto the extent that it exists at allâ

is not located in areas of unsound housing. In

1960, Brooklyn had 162,891 unsound units; while

developers. So critical is the absence of vacant
land that the city is concentrating on tearing
down abandoned structures to acquire at least
some land for development of low- and moderate-cost housing.
New York. The most recent analysis of vacant
land in New York City was completed by the
City Planning Commission in 1959. At that time
the city contained 26,042 acres of vacant land
out of a total acreage of 204,681. As indicated
previously, these 26,042 acres of vacant land include land up to the pierhead line and land
partially under water. Since New York is basically a city of islands with extensive shoreline
and tidelands we estimate that from 20 per
cent to 30 per cent of gross vacant land is presently unsuited to residential development. In
addition land zoned for commercial and industrial purposes is also not available for residential
use.
The 1959 figures show the following distribution of vacant land by borough: Bronx II
per cent, Brooklyn 6.7 per cent, Manhattan .3 per
cent, Queens 8.6 per cent, and Richmond 30 per
cent. Since 1959, more than 300,000 new dwelling units have been constructed in the city,
with less than 30 per cent of these new units located in Manhattan, the only borough in which
new housing must be built over water, highways, railroads, or on redeveloped land. Of the
remaining 210,000 units, we estimate that at least
half have been built on vacant land in the
Bronx, Queens and Staten Island.
As in 1959 the bulk of the city'S current vacant land supply in 1968 is located in Staten
Island and to a lesser extent in Southern Queens
and in Northern Bronx.
If we compare these figures with data on unsound housing, it appears that Manhattan,
with 253,143 unsound units in 1960, has literally
no vacant land to permit the construction of
needed replacement housing. Indeed, unless existing housing is torn down (to permit the reuse
of ground), or new developments located only
on filled or platformed land now under water,
it is utterly impossible to house a substantial
portion of these 253,143 households in Manhattan.
In the Bronx, 63,403 units were unsound in
1960, mainly in the Eastern and Southern sections. However, the limited amount of vacant

land still remaining in the Bronx is located almost entirely in the Northern sections of the
borough near the Westchester line and in the
vicinity of the Throgs Neck Bridge. There is no
vacant land in the areas containing the bulk of
the borough's unsound housing stock. Brooklyn
is still another borough in which the supply of
vacant land-to the extent that it exists at allis not located in areas of unsound housing. In
1960, Brooklyn had 162,891 unsound units; while
such units could be found in all sections of the
borough, central Brooklyn contained the bulk
of unsound stock. Although no precise data are
available, we strongly doubt whether 20 acres of
vacant land can be found in the entire central
Brooklyn area. If only one-quarter of the unsound units in these three boroughs 'were replaced on new land at a density of 40 units to
the acre, 3,000 acres of residential land would
be required. Obviously no such vacant acreage
is available in these three boroughs.
In Queens and Staten Island, a different situation exists. In the former borough, only 39,493
dwelling units were unsound in 1960; in the
latter only 9,513. Most of the vacant land supply in Queens is located in and around Jamaica
Bay near the area of unsound housing. Even if
Jamaica Bay were to be drained and filled in
the next few years, however, it is not likely
that residential uses could lay claim to more
than a fraction of the new land. For New York,
as other big cities, is suffering from an acute
shortage of land suitable for modern low-rise
industrial buildings which are necessary in providing jobs for the city'S 300,000 sub-employed.
In our view, much of the land created out of
Jamaica Bay will be allocated for industrial jobcreating uses. In any event, the suitability of
Jamaica Bay for residential development is open
to serious question because of its proximity to
John F. Kennedy International Airport and to
jet noise.
In Staten Island, no area is really far from
vacant land. However, the present administration in New York City recently released a proposed development program for more than 20
per cent of the Island's vacant land-the Annandale-Huguenot plan-which envisions development of this area as an upper middle-class
haven, a kind of new town in-town project complete with boating marinas, townhouses, luxury

such units could be found in all sections of the

borough, central Brooklyn contained the bulk

of unsound stock. Although no precise data are

available, we strongly doubt whether 20 acres of

vacant land can be found in the entire central

Brooklyn area. If only one-quarter of the un-

sound units in these three boroughs were re-

placed on new land at a density of 40 units to

the acre, 3,000 acres of residential land would
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apartments, spaciolls wa lks, etc. The plan calls
for 110 public housing and no 221 (d) (8) hous·
ing, the only 1" 'o!,'Tams wh ich can, in theory at
least, produce low·and moderate·cost housing.
For the city .. s a whole the imbalance between the loca tion of unsound housing and
areas of V:lcanl land is almost identical with the
imbalances between the residences of the city's
Negro and Puerto Rica n commu nities and areas
of vacant la nd. In this conne£t ion it is use£ul
to point out that 40.4 per cent of Negro house·
holds and '16.2 per cent of Puerto R ican households lived in lI nsou nd hOllsing in 1960. The
Abrams report to Mayor Lindsay in 1966 and
a 1966 official booklet on the city's renewal
stra tegy ooth suggest tha t the number of unsound uni ts occupied by these minority group
households has been increas ing throughout the
1960's. In addition, 22.8 per cent of Negro households and 38.6 per cent of Puerto Rican households were overcrowded in I96O-a total of 138,659 un its. 63,852 of these units were dangerously and seriollsly overcrowded, with more than
1.5 1 persons pel' room.
Over 80 per cent of the ci ty's minority group
households is residentia lly concentrated in fo ur
ghetto areas: Manhattan (Harlem), Central
Brook lyn (Bed ford Stuyvesa nt), South and East
Bronx and Southern Quee n~ Uamaica). Smaller
minority com munities are also found in the
Lower East Side of l"lanhallan, in the Corona
section of Queens, and in the West Bronx .
Less than 10,000 Ntgrocs a nd Puerto R icans or
6 per cent of the total minority population of
1,729,000 lived in Sla ten Island in 1960! Yet
Staten Island contai ned the bulk of the ci ty's
vacant land .
Since 1960, racial population movements have
resulted in an increase in Negro and Puerto
Rican popu lat ion in excess of 500,000 persons,
or only 55 per cent of the morc than 900,000
persons-mai nly wh ite-who lert New York. City
in this perioo. While white ou tmigra tion should
have opened a major new suppl y of housing to
minority households, the [act is that minority

I
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residential patterns have not changed significantly since 1960 as a result of household in·
creases in the stay.put population. The one ex·
cept ion to this is Harlem, which has been losing
population with a resultant decline in density.
We attribute this to the desire of minority glOup
fa milies to Jive u nder the lower denSity conditioll5 characteriStic of Brook-Iyn, Queens and
the Bronx- the same desire that ha~ let.! whites
to mO,'e out of Manhattan to these other boroughs in the 1950's, and out of the city. Since
Negroes and Puerto Ricans a nd the ill·housed
generally do not live near the remaining vaunt
land areas of New York. City, we conclude that
rehousi ng these groups wi ll require mO"ement
of these groups to vaca nt land in presently all
white areas of the ci ty and suburbs.
Th e present and fo nner City Administrations,
however, concentrated their publicaUy assisted
construct ion programs along the :-' Ian hauan
riverfronts; the projects wh ich have been built
and which are now in process of construction
are designed almost en tirely for tax·abated and
publicaUy assisted upper·income and upper·middle·i ncome housing for familiC$ who can afford
rentals or $60 per zon ing room or S.!IOO for a
two-bedroom unit. l...es5 than 10,000 new units
per year are being built for low· and moderate·
income households and less than 5,000 unsound
units are being rehabilitated for these grOUP)'
One reason ror this situation is that veT)' few
of these new or rehabi litated units are being
built on vacant land, wh ich is being reserved for
other types of housing.
In Negro and Puerto R ican areas on the other
hand, land for rebu ilding ca n only come Crom
the demolition of abandoned or in rem properties. However, since these are 10cated mainly in
environmentally unsou nd blocks, the extent to
which individual lotS ca n be used as a housing
resource i! quite limited.
One final point. In New York. as in most central ci ties, the shortage of vaca nt land has been
ameliorated in part by the use of urban renewal
cleara nce programs. New York. has acqUired 412
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acres for redevelopment purposes under the Fed-

eral Urban Renewal Program. However this land

has been acquired at an average cost of $659,900

per acre. (See Chapter II) The extent to which

New York can continue to acquire needed land

at such costs is quite limited. In any event, it is

only fair to point out that in New York City

most of the housing units that have been built on

urban renewal properties as of June 1967 have

been middle- and upper-income housing.

Pittsburgh. Pittsburgh is another city in which

vacant land was last tabulated in the late 1950's.

As of 1958, Pittsburgh had 12,493 acres of vacant

land, only 4,270 of which were developable. More

than half of this developable land was located on

the city's South Side where a substantial portion

of vacant land was zoned for industrial develop-

ment. In the intervening 10 years, more than

2,000 one-family dwellings, and more than 6,000

multi-family units have been built, primarily in

middle-class residential areas in the Northern

and Southern areas of the city, and on redevel-

oped land. This has caused a marked decline in

the city's current (1968) vacant land supply. Our

discussions with the City Administration and

with the Southwestern Pennsylvania Regional

Planning Commission, has convinced us that less

than 800 acres of vacant residential land are

available for development in 1968. Moreover,

practically none of these 800 acres is on level or

gently sloping ground, which is necessary to as-

sure production of low- and moderate-cost hous-

ing.

According to the 1960 Census, Pittsburgh had

59,000 unsound units, most of which were lo-

cated near the center of the city and along the

three rivers. Significantly, the bulk of the city's

Negro population of nearly 101,000 also lived in

these older riverfront areas; a substantial, albeit

undocumented, number of Negro families who

were compelled to relocate from urban renewal

areas have moved to the Homewood-Brushton

Section of the city, from which whites have

been moving in ever increasing numbers.

Neither the older areas, nor the Homewood-

Brushton Section contain major amounts of

available vacant land. Because of this shortage

of usable vacant land, and the nearly fully de-

veloped character of the city, as well as the de-

sire of families with children for single-family

homes on large lots, Pittsburgh lost 10.7 per cent

of its population between 1950 and 1960.

acres for redevelopment purposes under the Federal Urban Renewal Program. However this land
has been acquired at an average cost of $659,900
per acre. (See Chapter II) The extent to which
New York can continue to acquire needed land
at such costs is quite limited. In any event, it is
only fair to point out that in New York City
most of the housing units that have been built on
urban renewal properties as of June 1967 have
been middle- and upper-income housing.
Pittsburgh. Pittsburgh is another city in which
vacant land was last tabulated in the late 1950's.
As of 1958, Pittsburgh had 12,493 acres of vacant
land, only 4,270 of which were developable. More
than half of this developable land was located on
the city's South Side where a substantial portion
of vacant land was zoned for industrial development. In the intervening 10 years, more than
2,000 one-family dwellings, and more than 6,000
multi-family units have been built, primarily in
middle-class residential areas in the Northern
and Southern areas of the city, and on redeveloped land. This has caused a marked decline in
the city's current (1968) vacant land supply. Our
discussions with the City Administration and
with the Southwestern Pennsylvania Regional
Planning Commission, has convinced us that less
than 800 acres of vacant residential land are
available for development in 1968. Moreover,
practically none of these 800 acres is on level or
gently sloping ground, which is necessary to assure production of low- and moderate-cost housmg.
According to the 1960 Census, Pittsburgh had
59,000 unsound units, most of which were located near the center of the city and along the
three rivers. Significantly, the bulk of the city's
Negro population of nearly 101,000 also lived in
these older riverfront areas; a substantial, albeit
undocumented, number of Negro families who
were compelled to relocate from urban renewal
areas have moved to the Homewood-Brushton
Section of the city, from which whites have
been moving in ever increasing numbers.

Neither the older areas, nor the HomewoodBrushton Section contain major amounts of
available vacant land. Because of this shortage
of usable vacant land, and the nearly fully developed character of the city, as well as the desire of families with children for single-family
homes on large lots, Pittsburgh lost 10.7 per cent
of its population between 1950 and 1960.
If only 15,000 of the 59,000 unsound units
were to be built to accommodate low- and moderate-income households now living in substandard dwellings (at the 1960 density of 15 units to
the acre), 1,000 vacant acres would be required.
Even if somewhat higher densities were employed, it is clear that Pittsburgh has reached a
point of population saturation, which must
cause future population growth to take place
outside of the central city.
Atlanta. In January 1968 the City of Atlanta
released its 1983 Land Use Plan, which was
drawn up by the City Planning Department. As
part of the preparation of this land-use plan, an
inventory of vacant land was conducted in 19651966. The inventory showed 17,868 acres were
vacant in that year. This is equivalent to 25
per cent of the city'S total acreage (excluding
streets) of 70,442. 20 per cent of this vacant land
-or 3,623 acres-was zoned for commercial and
industrial development, while 80 per cent-or
14,245 acres-was zoned for residences. (Table
36) Moreover, and potentially more significant.
93 per cent of this residentially zoned vacant land
was zoned for single-family housing which, as
shown in Chapter III, is beyond the financial
reach of low- and moderate-income families. The
remaining 7 per cent is zoned mainly for highrise, multi-family housing, which is also beyond
the financial reach of low- and moderate-income families. Less than 1 per cent of the city'S
remaining vacant land supply can be said to be
available for development of low- and moderateincome housing.
The reasons for this situation are made abundantly clear in the Land Use Plan. "As long as

If only 15,000 of the 59,000 unsound units

were to be built to accommodate low- and mod-

erate-income households now living in substand-

TABLE 35.

Land Areas in City of Pittsburgh-by Pittsburgh Area Transportation, Study Zones, 1958

ard dwellings (at the 1960 density of 15 units to

the acre), 1,000 vacant acres would be required.

Even if somewhat higher densities were em-

Zone

Total
Area

Developed
Land

Undeveloped
Land

Undevelopable
Land

755
5382
8582
5741
7162
7872

742
3539
6752
3686
3910
4371

13
1843
1830
2055
3252
3501

1280
1280
1280
2177
2195

ployed, it is clear that Pittsburgh has reached a

point of population saturation, which must

cause future population growth to take place

outside of the central city.

Atlanta. In January 1968 the City of Atlanta

released its 1983 Land Use Plan, which was

drawn up by the City Planning Department. As
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2
4
5
6
7

1966. The inventory showed 17,868 acres were

vacant in that year. This is equivalent to 25

per cent of the city's total acreage (excluding
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Source: Southwestern Pennsylvania Regional Planning Commission.

part of the preparation of this land-use plan, an

inventory of vacant land was conducted in 1965-

o

Developable
Land

1960
Population

1,624
117,593
203,177
106,276
99,068
84,109

TABLE 36.

Vacant Land in the City of Atlanta, by
Zoned Use, 1965-66

ZQn lna
Sinlle-family Residential
Mul i·family Residential

Commercial

Totll
Acres
51,123
6,237

3,308

Vlclnt
Acres
'"
13,203
74
1,042
6

533

3

Industrial
9,774
3,090
17
17,868 100
70,442
TOTAL
Source: 1968 Lind Use Plln, Pll nnina Commission, City of
Altlnll, 1968.

the supply of vacant, developable land ex ceeds
the dema nd, th is type of la nd will be used for
low-density uses (i.e. single-family ho using). Pri·
m arily, these will be new residential and resi·
dent ial-related facil ities which will accommodate the increase in population." Needless to
say, the criter ion by which demand is defined is
abil ity to pay. not the need for shelter. Since
low- a nd moderate-income families can, by definition, m ake no economic demand on the Ci ty's
vacam land supply, these families are simply
not co unted in estimating the demand for la nd .
This is true not only for families presently living in unsound housing, but for newly forming
ho useholds as well. Vacant land areas are not
looked upo n as a source of land for low-rent
public housing or of moderate rent 221 (d)(.!I)
housing. 1n sum, in Atlanta as in most central
cities, the remaining vacant land supply is being
reserved for middle- and upper-income housing.
By 1983, it is expected that the remaining vacant land will be limited to those areas which.
canno t be developed.
The loca tio n of th is land is most interesting,
as shown in the accompanying maps, for major
vacant la nd a reas are fo und in highly concentrated po nions of the city's Southern , Western,
and far Nonhweste rn pordons of the city. Almost n o vacant land is availab le in o r aro und
the cent er of the city. wh ich is the locus both
o.f unsound housing and of Negro co ncentralion .
In 1960, At lanta had 40,000 unsound halls.
ing uni ts wh ich comprised more than 25 per celll
of its ho using stock. Also in that year, the city
contained 197,000 Negro citi ze ns, who comprised
.!IB..!I per ce nt of the city's popu lation. 1£ only
10,000 of these 10,000 u nits were to be built on
vacant land a t 1960 densities (wh ich a re approximately twi ce those of the newly developing areas of the city) of 10 uni ts to the acre,
o nly 1,000 anes would be required. Yet the city
has so lOlled its vacant land as to prevent
its being used fo r low- a nd moderate"cost housing.

In 1968, Negroes are thought to constitute
close to 50 per cent of the city'S population· a nd
to occupy the bulk of the city's un'iQund housing
stock. T h is arises from the grea ter mobili ty of
whites, who can leave the city for higher-paying
jobs in the suburbs, ami who have higher incomes, wh ich permit them to compete for be t~
ter, newer housing . .Moreo,·er, as a result of the
age of their housing and the failure to expand
the supply, the number or Negro households
living in u nsound housing in the city of Alla nta
is rising steadily.
Not unlike Dlher cilies, Atlanta appears prepared to do something about its shortage of lowa nd moderate-cost housi ng; however, the ci ty
does not appear prepared to encourage the de~
velopment of such housi ng for no nwhite occupancy in areas that have trad itionall y been open
only to wh ites. Indeed, the ret.lt:velopmeul of
downtown ghetto areas which ha,·e not been developed to their full potential or which have
served o u t their useful life in temlS of original
development, is a primary goal of the 1988 Land
Use Plan. " Examplcs of tJlcse areas are urban
re newal areas in choice localiollJ ... where the
optimum land use is not bcing attaincd . . .
such as C.RD. fringes, lhe propo~ed major transportation corridors, and the oUllying (but in·
city) de velopi ng centen :· 'Vhile these areas are
presently nearly 100 per cent Negro, there is serio
ous do ubt whether their rede\elopment will encompass the type of housi ng which Negro fami·
lies can afford to rent or to purchase. More
likel y, Atlanta will seek to revi'·e iu downtown
areas to downto wn living by middle- and upperincome gro ups and to facilitate access into the
heart of the city fo r middle- and upper-income
suburbanites.
Although Atlanta is pre~ntl)" engaged in development of Federal vacant land, it appears to
li S that the cit y is not using its own vacant
land supply to encourage an expansion of the
housing supply for low- and moderate-income
and ill-housed gro ups.
SaTl Francisco. In October 196·1 the San Fran ·
cisco Department of C it)" PJannillg published a
detailed stud y on Th e U.fe of I.fwd in San Francisco, based on 1961 · 19&1 land-use surveys. The
study fou nd gross a rea within the city and
county bou ndaries to be 82.718 acre.~. of ,,,hich
52,029 acres were bay an d ocean and 594 acres
-Forly.fo ur Percen t in 1965. Source: Sorill/ (lnd Economic
Cond iliorls of NtgrotJ in U.s. lWuhinglon. 19(7)
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were islands. Only 30,095 acres were on the

mainland, including 7,494 acres of tidelands.

Total net acreage was 22,601 acres.

Of this latter figure, 2,271 acres were vacant

in 1964, divided as follows: 775 acres platted

tidelands; 125 acres beach; 1,371 "Open Vacant."

This is equivalent to 6 per cent of the city's net

land supply. Nor is this vacant land of a char-

acter that can permit development of unsubsi-

dized low- and moderate-cost housing. In fact,

as shown in the accompanying chart, almost all

vacant land in San Francisco is located along

water fronts, where land costs and site develop-

ment costs are prohibitive for anything but lux-

ury high-rise structures.

Even if we consider gross vacant land area

of 2,271 acres, the results are the same. It ap-

pears that 1,292 of these vacant acres are located

in areas where industrial and utility uses pre-

dominate; i.e. areas where residences constitute

2 per cent of all land uses. An additional 350

acres are located in the downtown area (which

is undergoing public and private development

for luxury housing), or in the more affluent

sections of the city such as the Twin Peaks and

Sunset areas. Of the remaining 630 vacant acres,

some are under water, some are on hillsides, and

some are on beaches or tidelands. In all, we

estimate less than 300 acres are really available

for residential development in San Francisco at

the present time.

These figures should be compared with the

condition of housing in San Francisco. In 1960,

54,000 of the city's 311,000 housing units were

unsound. Most of these units were located near

the center of the city and were inhabited by

racial and ethnic minorities. Yet, between 1960

and 1967, only 24,427 new units were added to

the city's housing stock, largely for middle- to

upper-income households. As the city acknowl-

edges in its March 1968 report on Changes in

the San Francisco Housing Inventory, 1967, "the

housing supply is not expanding rapidly enough

to accommodate many households, especially

moderate- and low-income households." As a re-

sult of these developments, the number of un-

sound units in the city has been increasing,

with Negroes becoming the dominant ill-housed

group in the city's population.

Not only does San Francisco lack the land

base to provide decent housing for presently ill-

housed groups, but its redevelopment efforts

have resulted in purchase of only 262 acres of

blighted land, most of which has been for in-

dustrial uses and for middle- and upper-income

housing. This land was acquired, moreover, at

an average cost of more than $259,000 per acreâ

hardly conducive to development of low- and

moderate-cost housing, even at densities of 100

units to the acre.

In sum, San Francisco lacks the land base to

provide for its present or future population and

housing needs. Extensive and costly demolition

and redevelopment of already developed land

may yield additional residential land resources,

were islands. Only 30,095 acres were on the
mainland, including 7,494 acres of tidelands.
Total net acreage was 22,601 acres.
Of this latter figure, 2,271 acres were vacant
in 1964, divided as follows: 775 acres platted
tidelands; 125 acres beach; 1,371 "Open Vacant."
This is equivalent to 6 per cent of the city's net
land supply. Nor is this vacant land of a character that can permit development of unsubsidized low- and moderate-cost housing. In fact,
as shown in the accompanying chart, almost all
vacant land in San Francisco is located along
water fronts, where land costs and site development costs are prohibitive for anything but luxury high-rise structures.
Even if we consider gross vacant land area
of 2,271 acres, the results are the same. It appears that 1,292 of these vacant acres are located
in areas where industrial and utility uses predominate; i.e. areas where residences constitute
2 per cent of all land uses. An additional 350
acres are located in the downtown area (which
is undergoing public and private development
for luxury housing), or in the more affluent
sections of the city such as the Twin Peaks and
Sunset areas. Of the remaining 630 vacant acres,
some are under water, some are on hillsides, and
some are on beaches or tidelands. In all, we
estimate less than 300 acres are really available
for residential development in San Francisco at
the presen t time.
These figures should be compared with the
condition of housing in San Francisco. In 1960,
54,000 of the city's 311,000 housing units were
unsound. Most of these units were located near
the center of the city and were inhabited by
racial and ethnic minorities. Yet, between 1960
and 1967, only 24,427 new units were added to
the city'S housing stock, largely for middle- to
upper-income households. As the city acknowledges in its March 1968 report on Changes in
the San Francisco Housing Inventory, 1967, "the
housing supply is not expanding rapidly enough
to accommodate many households, especially
moderate- and low-income households." As a result of these developments, the number of unsound units in the city has been increasing,
with Negroes becoming the dominant ill-housed
group in the city'S population.
Not only does San Francisco lack the land
base to provide decent housing for presently illhoused groups, but its redevelopment efforts
have resulted in purchase of only 262 acres of
blighted land, most of which has been for industrial uses and for middle- and upper-income
housing. This land was acquired, moreover, at

an average cost of more than $259,000 per acrehardly conducive to development of low- and
moderate-cost housing, even at densities of 100
units to the acre.
In sum, San Francisco lacks the land base to
provide for its present or future population and
housing needs. Extensive and costly demolition
and redevelopment of already developed land
may yield additional residential land resources,
but such demolition and redevelopment requires
the simultaneous development of relocation
housing, which in turn, requires vacant land.
In concluding this section on the supply and
availability of land in central cities, we summarize our view of the land problem of central cities. We believe the vacant land situations
described above are representative of the land
problem in almost all of the Nation's major
central cities which do not have annexation
powers. In all of these cities the supply of vacant land is either presently exhausted or will
become exhausted within a short time. Where
a supply of vacant land in central cities is presently available, zoning practices preclude the
use of this land for low density, multi-family
housing, which alone can result in housing for
low- and moderate-income households. Pre-eminent among these zoning practices are overzoning for single-family housing and for industrial
and commercial development. The former is designed to provide an option for middle-income
families with children to reside in the city; the
latter is designed to permit industry to remain
and expand in the cities and provide jobs for
the unemployed and unskilled minority group
work force now concentrated in the inner city.
In addition, overzoning for industrial development holds out promise of tax revenue increases
to meet the poverty-related service needs of these
same minority groups.
As a result of vacant land shortages and restrictive zoning, it has become progressively
more difficult to find suitable sites within these
central cities on which to build new low- and
moderate-cost housing. The predominant housing type now being constructed in our major
central cities is high-rise housing, where high
land costs (for raw land, demolition of existing structures when necessary, and site development work) can be apportioned among a large
number of units. However, as we show in Chapter III, high-rise housing-along with single-family housing-is too expensive to accommodate
low- and moderate-income families. For the
well-paid white-collar workers who man the office struc tifF i A~ I~u rnentral cities, on the other

but such demolition and redevelopment requires

the simultaneous development of relocation

housing, which in turn, requires vacant land.

In concluding this section on the supply and

availability of land in central cities, we sum-
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hand, the emphasis on luxury high-rise units

has provided a major housing resource within a

reasonable distance from their places of employ-

ment. Since the number of such workers is in-

creasing rapidly in most central cities, the mar-

ket for high-rise luxury housing appears likely

to increase in the coming years.

For the ill-housed groups of these cities, who

are more often than not of minority racial or

ethnic background, and for low- and moderate-

income households generally, the absence of a

land base to build an adequate housing supply

has brought grave problems. Not only have these

groups been unable to improve their housing

supply, but their present units have been de-

teriorating at a very rapid rate as a result of

overcrowding, the general housing shortage

(which reduces incentive to repair dwellings),

and household poverty.

In an effort to expand the supply of resi-

dential land in central cities, communities from

Maine to California have undertaken to con-

demn private land for resale to public-interest

developers. The major vehicle in this process is

the Federal Urban Renewal Program, under

which the Federal Government pays two-thirds

of the differential between the cost of blighted

land to the local government and its resale price.

(In some states, state government pays up to

50 per cent of the remaining one-third of the

so-called "write-down" cost of land acquired

through the Urban Renewal Program; where

this is not the case cities are compelled to utilize

their own funds in meeting their share of the

"writedown.")

In the following chapter we discuss at some

length the costs of land acquired under the

Federal Urban Renewal program. Here we note

only that the number of acres that have been

acquired and the number of units that have

been built under the program fall far short of

what must be done if our central cities are to

provide decent shelter for low- and moderate-

income, and minority groups. In Atlanta, for

example, only 4,719 dwelling units have been

scheduled to be built or rehabilitated under

urban renewal, compared with 40,000 unsound

units in 1960. In Los Angeles, only 1,750 units

will be built under urban renewal, out of more

than 104,000 unsound units in 1960. In Chi-

cago, 10,883 units are planned, compared with a

1960 unsound housing stock of more than 215,-

000 units. 1n Pittsburgh, 9,584 units are planned,

compared with 59,000 unsound units in 1960.

In San Francisco, the comparable figures are

5,156 units as against 54,000 unsound units. In

New York, the figures are 34,812 units as against

528,000 unsound units.

These figures are for units planned as of June

1967; they are taken from data supplied by local

urban renewal agencies to the Federal Depart-

ment of Housing and Urban Development. They

represent the sum total of the housing achieve-

ments of the Urban Renewal program after 18

years of persistent efforts to eliminate substand-

hand, the emphasis on luxury high-rise units
has provided a major housing resource within a
reasonable distance from their places of employment. Since the number of such workers is increasing rapidly in most central cities, the market for high-rise luxury housing appears likely
to increase in the coming years.
For the ill-housed groups of these cities, who
are more often than not of minority racial or
ethnic background, and for low- and moderateincome households generally, the absence of a
land base to build an adequate housing supply
has brought grave problems. Not only have these
groups been unable to improve their housing
supply, but their present units have been deteriorating at a very rapid rate as a result of
overcrowding, the general housing shortage
(which reduces incentive to repair dwellings),
and household poverty.
In an effort to expand the supply of residential land in central cities, communities from
Maine to California have undertaken to condemn private land for resale to public-interest
developers. The major vehicle in this process is
the Federal Urban Renewal Program, under
which the Federal Government pays two-thirds
of the differential between the cost of blighted
land to the local government and its resale price.
(In some states, state government pays up to
50 per cent of the remaining one-third of the
so-called "write-down" cost of land acquired
through the Urban Renewal Program; where
this is not the case cities are compelled to utilize
their own funds in meeting their share of the
"wri tedown.")
In the following chapter we discuss at some
length the costs of land acquired under the
Federal Urban Renewal program. Here we note
only that the number of acres that have been
acquired and the number of units that have
been built under the program fall far short of
what must be done if our central cities are to
provide decent shelter for low- and moderateincome, and minority groups. In Atlanta, for
example, only 4,719 dwelling units have been
scheduled to be built or rehabilitated under
urban renewal, compared with 40,000 unsound
units in 1960. In Los Angeles, only 1,750 units
will be built under urban renewal, out of more
than 104,000 unsound units in 1960. In Chicago, 10,883 units are planned, compared with a
1960 unsound housing stock of more than 215,000 units. In Pittsburgh, 9,584 units are planned,
compared with 59,000 unsound units in 1960.

In San Francisco, the comparable figures are
5,156 units as against 54,000 unsound units. In
New York, the figures are 34,812 units as against
528,000 unsound units.
These figures are for units planned as of June
1967; they are taken from data supplied by local
urban renewal agencies to the Federal Department of Housing and Urban Development. They
represent the sum total of the housing achievements of the Urban Renewal program after 18
years of persistent efforts to eliminate substandard housing. Not only have these efforts failed
to reach their objectives, but the number of unsound units in these cities has increased commensurate with the increase in Federal urban
renewal expenditures. When measured by this
criterion, Federal land writedowns have not been
able to provide sufficient low-cost land and housing in our central cities. In fact, there is serious
doubt whether urban renewal as presently conceived, can result in the provision of adequate
land for development of low- and moderatecost housing.
The housing results of local urban renewal
programs ought not to surprise us, for the acquisition, demolition, and rebuilding' of developed land is a painfully slow and only marginally productive process. The "sunk-capital
inertia of the developed urban plant"-to use
Lowdon Wingo's phrase permits only glacially
paced change in the composition of private land
uses.
In reality, the statutory purpose of the Urban
Renewal program has not been the motivating
force behind local urban renewal programs.
Rather, urban renewal has been the primary vehicle by which some cities have begun to redevelop their declining central business districts,
to encourage nonresidential construction, to create attractive and accessible downtown shopping
areas, and to entice middle-income suburbanites
whose children have grown and returned to the
city. Provision of low- and moderate-income
housing to replace the units torn down for urban
redevelopment and to provide for the ill-housed
generally, has never really been a major local
objective of urban renewal. The vast majority
of the dwelling units built on urban renewal
land have been designed not for these needy
groups but for groups which were, by and large,
capable of bidding for housing on the private
market.
While HUD has declared that the Urban Renewal prpe:ram Iwill follow a new directionJi'lglna

rom

ard housing. Not only have these efforts failed

to reach their objectives, but the number of un-

sound units in these cities has increased com-
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that will expand the number of low- and mod-

erate-cost units built on redevelopment land,

there is reason to doubt whether urban renewal's

new direction can meet the fundamental hous-

ing problem in central cities, which is the ab-

sence of a land base to construct new low- and

moderate-cost housing and thereby permit the

demolition or rehabilitation of unsound hous-

ing. Until the land problems of central cities

are solved, their housing problems are incapable

of solution. The real question is not whether

urban renewal can work, but whether our cities

can work if the people who now live in them

are not given the opportunity to move to new

or used housing in land-surplus areas outside

of central cities. This, in our view, will be

the acid test of American society in the next

generation.

that will expand the number of low- and moderate-cost units built on redevelopment land,
there is reason to doubt whether urban renewal's
new direction can meet the fundamental housing problem in central cities, which is the absence of a land base to construct new low- and
moderate-cost housing and thereby permit the
demolition or rehabilitation of unsound housing. Until the land problems of central cities
are solved, their housing problems are incapable
of solution. The real question is not whether
urban renewal can work, but whether our cities
can work if the people who now live in them
are not given the opportunity to move to new
or used housing in land-surplus areas outside
of central cities. This, in our view, will be
the acid test of American society in the next
generation.

The Supply of Land In Suburbs

We turn now to a comparison of the supply

and availability of land in suburban areas with

that in central cities. As in the previous section,

we consider the land situation in five urban

areas: Los Angeles, Chicago, New York, Atlanta,

and San Francisco. Regrettably, with the excep-

tion of the New York Region, no really ade-

quate land-use data for suburban parts of metro-

politan areas is available. Our discussion of land

uses in metropolitan areas is limited to data

contained in the Transportation Area Studies of

the 1950's and early 1960's. The discussion of

land uses in the New York Region is based on

data contained in publications of the Regional

Plan Association, a private planning organiza-

tion that is in the process of developing a Sec-

ond Reginal Plan for the Tri-State area.

Los A ngeles

Data on vacant land in the Los Angeles Metro-

politan Area was issued in 1960 as part of the

Los Angeles Area Transportation Study. The

study showed that the Los Angeles SMSA* con-

tained 2,502,231 acres, of which 883,499 acres,

or 35.3% are developed. 536,693 acres, or 21.5%,

The Supply of Land In Suburbs
We turn now to a comparison of the supply
and availability of land in suburban areas with
that in central cities. As in the previous section,
we consider the land situation in five urban
areas: Los Angeles, Chicago, New York, Atlanta,
and San Francisco. Regrettably, with the exception of the New York Region, no really adequate land-use data for suburban parts of metropolitan areas is available. Our discussion of land
uses in metropolitan areas is limited to data
contained in the Transportation Area Studies of
the 1950's and early 1960's. The discussion of
land uses in the New York Region is based on
data contained in publications of the Regional
Plan Association, a private planning organization that is in the process of developing a Second Reginal Plan for the Tri-State area.

were considered vacant, usable and 1,082,039

acres, or 43.2%, were considered vacant unusable.

231,849 acres of developed area were devoted to

agricultural development, and 135,135 acres were

used by streets and highways. These data include

the city of Los Angeles which is inside Los

Angeles County.

Not only do the suburbs of Los Angeles

County have more vacant land than the cen-

"This is Los Angeles County, only.
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tral city, but they are increasingly the locus

of the county's new blue-collar employment

growth. For example, between 1947 and 1963,

the Los Angeles SMSA gained 387,200 new jobs

in manufacturing. Of these new jobs, 29 per cent

were located in the central city, compared with

71 per cent in the Los Angeles suburbs. More

significantly, the number of jobs in production

work increased by 55,000 in Los Angeles City in

these years, compared to an increase of 108,000

Los Angeles
Data on vacant land in the Los Angeles Metropolitan Area was issued in 1960 as part of the
Los Angeles Area Transportation Study. The
study showed that the Los Angeles SMSA· contained 2,502,23 I acres, of which 883,499 acres,
or 35.3% are developed. 536,693 acres, or 21.5%,
were considered vacant, usable and 1,082,039
acres, or 43.2%, were considered vacant unusable.
231,849 acres of developed area were devoted to
agricultural development, and 135,135 acres were
used by streets and highways. These data include
the city of Los Angeles which is inside Los
Angeles County.
Not only do the suburbs of Los Angeles
County have more vacant land than the cen-

in the suburbs. Los Angeles City gained only

30,200 jobs in retail and wholesale trade in this

period, compared with a gain of 124,500 retail

-This is Los Angeles County, only.

tral city, but they are increasingly the locus
of the county's new blue-collar employment
growth. For example, between 1947 and 1963,
the Los Angeles SMSA gained 387,200 new jobs
in manufacturing. Of these new jobs, 29 per cent
were located in the central city, compared with
71 per cent in the Los Angeles suburbs. More
significantly, the number of jobs in production
work increased by 55,000 in Los Angeles City in
these years, compared to an increase of 108,000
in the suburbs. Los Angeles City gained only
30,200 jobs in retail and wholesale trade in this
period, compared with a gain of 124,500 retail
and wholesale jobs in the Los Angeles suburbs.
As a result of these developments, nearly 70 per
cent of the work force that lives outside Los
Angeles City also earns its living outside Los
Angeles City (V.S. Census of Pop., 1960. Subject Report: Journey to Work, p. 342). In addition, 20 per cent of the work force that lives in
Los Angeles City also works in the suburbs. This
is for 1960.
Place of work in the Los Angeles area correlates highly with income. In 1959, for example,
median earnings of workers who lived and
worked in Los Angeles City were $4,283; this
compares with median earnings of $5,197 for
workers who lived in the city but who worked
in the suburbs.
Because of their location in the center of the
vast Los Angeles area, Negroes and MexicanAmericans are at a distinct disadvantage in gaining access to suburban work. This particular
problem of access to land has received considerable attention recently, particularly the role
which ineffective public transportation plays in
limiting employment opportunities. ''''hat has
been ignored, however, is the housing and land
component of effective employment for minority
group Angleenos. Negroes and Mexican-Americans are overwhelmingly concentrated in the
central portion of the Los Angeles SMSA. Only
4 per cent of the population of the Los Angeles Suburbs, for example, was nonwhite in
1960, compared with a nonwhite population of
17 per cent in the central city. Unless these conditions change, the percentage of Negroes in the
Los Angeles City (to accommodate future population growth), it would appear both logical
and necessary to open white areas in city and
suburbs to minority-group occupancy, either in
all-Negro or mixed subdivisions. In this way,
Negroes and :Mexican-Americans will be able to
secure land . for development of housing in rea0 areas of new job opporsonable - ELl ~
tu rt.H~YE

and wholesale jobs in the Los Angeles suburbs.

As a result of these developments, nearly 70 per

cent of the work force that lives outside Los
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Orange County, which adjoins Los Angeles

and which contains extensive acreage of level

land still undeveloped, would appear to be a

logical area for "overspill" of modestly-priced

housing in the Los Angeles area. However, the

county's conservative political climate and the

absence of significantly older Negro or Mexican-

American grouping greatly lessen the possibility

that all-Negro or mixed-housing developments

of low- or moderate-cost will be developed in

the county in the forseeable future. In the mean-

time, there is no lack of demand for higher-

priced homes in Orange County, and therefore

little incentive for builders to construct lower-

priced homes.

Orange County, which adjoins Los Angeles
and which contains extensive acreage of level
land still undeveloped, would appear to be a
logical area for "overspill" of modestly-priced
housing in the Los Angeles area. However, the
county's conservative political climate and the
absence of significantly older Negro or MexicanAmerican grouping greatly lessen the possibility
that all-Negro or mixed-housing developments
of low- or moderate-cost will be developed in
the county in the forseeable future. In the meantime, there is no lack of demand for higherpriced homes in Orange County, and therefore
little incentive for builders to construct lowerpriced homes.

Chicago

In the Chicago Area Transportation Study,

issued in 1956, it was found that the Chicago

CATS contained 656,506 acres, 63 per cent of

which (412,700 acres) were vacant in that year.

In 1956 the City of Chicago had only 19,000

vacant acres, or less than 5 per cent of the va-

cant 412,700 acres in the suburbs. If we assume

that suburban developed land use increased by

100 per cent in the next 12 years, to house more

than 800,000 new residents, and to build new

plants and facilities, an additional 150,000 acres

have been removed from the Chicago area va-

cant land supply. This would leave about 200,-

000 acres still vacant in 1968, including unbuild-

able land, in agricultural and land zoned for

non-residential uses. This compares with about

8,000 acres of vacant land in the City of Chicago.

Earlier we noted the Negro population of

Chicago was concentrated in substandard hous-

ing and in areas that did not have a supply of

vacant land. Efforts to improve the housing of

Chicago's Negro population are concentrating

on rehabilitating and redeveloping blighted

areas. Here we note that the decentralization of

employment in the Chicago suburbs raises seri-

ous questions as to the potential impact on

Negro employment opportunities of housing pro-

grams whose effect is to keep Negroes in the

central city.

Between 1947 and 1963, for example, the City

of Chicago lost 150,000 manufacturing jobs;

however it cost 172,000 jobs in manufacturing

production work. In the same period, the Chi-

cago suburbs gained 79,000 manufacturing jobs,

of which 19,000 were in manufacturing produc-

tion. Also, in these same years, the number of

wholesale and retail jobs in the City of Chicago

declined by 67,900, compared to an increase of

96,800 and jobs in the Chicago suburbs. The

trend is clear: new blue-collar employment and

to a lesser extent white-collar employment in

the Chicago area is locating in areas which con-

tain vacant land but which discriminate in a

variety of ways against Negro house-seeking

families; first, by barring access to existing

homes, and second, by prohibiting indirectly the

type of unit that is affordable by the Negro

population. Rising unemployment in the Chi-

cago ghetto, a worsening housing situation,

Chicago
In the Chicago ATea Transportation Study,
issued in 1956, it was found that the Chicago
CATS contained 656,506 acres, 63 per cent of
which (412,700 acres) were vacant in that year.
In 1956 the City of Chicago had only 19,000
vacant acres, or less than 5 per cent of the vacant 412,700 acres in the suburbs. If we assume
that suburban developed land use increased by
100 per cent in the next 12 years, to house more
than 800,000 new residents, and to build new
plants and facilities, an additional 150,000 acres
have been removed from the Chicago area vacant land supply. This would leave about 200,000 acres still vacant in 1968, including unbuildable land, in agricultural and land zoned for
non-residential uses. This compares with about
8,000 acres of vacant land in the City of Chicago.
Earlier we noted the Negro population of
Chicago was concentrated in substandard housing and in areas that did not have a supply of
vacant land. Efforts to improve the housing of
Chicago's Negro population are concentrating
on rehabilitating and redeveloping blighted
areas. Here we note that the decentralization of
employment in the Chicago suburbs raises serious questions as to the potential impact on
Negro employment opportunities of housing programs whose effect is to keep Negroes in the
central city.
Between 1947 and 1963, for example, the City
of Chicago lost 150,000 manufacturing jobs;
however it cost 172,000 jobs in manufacturing
production work_ In the same period, the Chicago suburbs gained 79,000 manufacturing jobs,
of which 19,000 were in manufacturing production_ Also, in these same years, the number of
wholesale and retail jobs in the Ci ty of Chicago

declined by 67,900, compared to an increase of
96,800 and jobs in the Chicago suburbs. The
trend is clear: new blue-collar employment and
to a lesser extent white-collar employment in
the Chicago area is locating in areas which contain vacant land but which discriminate in a
variety of ways against Negro house-seeking
families; first, by barring access to existing
homes, and second, by prohibiting indirectly the
type of unit that is affordable by the Negro
population. Rising unemployment in the Chicago ghetto, a worsening housing situation,_
greater family instability, and repeated outbreaks of violence and disorder are all testimony to the consequences of the imbalances in
Chicago's land, labor, and housing markets.
Pittsburgh
Similar observations can be made of the land,
labor, and housing markets of Pittsburgh. The
Pittsburgh Area Transportation Study of 1958
found the four-county Pittsburgh SMSA contained 1,932,000 acres, of which only 13%, or
245,000 acres were developed. Of the remaining
1,687,000 acres, 56%, or 944,720 acres were considered developable. The City of Pittsburgh contained only 4,270 acres of this total, or about
.04%.
The Pittsburgh area is one of the few in the
country in which the suburban population is
greatly in excess of the population of the cen-·
tral ci ty-roughly a three-to-one ratio. This has
resulted from the concentration of developable
vacant land outside the central city. Concommitant with the suburban population growth
has been the growth in new employment (particularly in grey-collar employment) in the suburbs. The suburban trends in industrial location
are destined to grow still stronger in the coming
years as older plants in the city continue to close
down while newer land-extensive plants continue
to open in the suburbs. As in Los Angeles and
Chicago, the lack of vacant land in or around
the city's minority communities, and its substandard housing stocks, suggest, and strongly so,
that new and less-ex.pensive land in the suburbs
be regarded as the prime land resource for rehousing the city'S ill-housed families.
San Francisco
In Table 37 we show the developed and potential land supply of the San Francisco Bay
Area as of 1958. The data was compiled for
the Bay e.li~n ~l\t,b' !'p.ortation Study. It shows

greater family instability, and repeated out-

breaks of violence and disorder are all testi-

mony to the consequences of the imbalances in

Chicago's land, labor, and housing markets.

Pittsburgh
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the Bay Area contains a total of 6,976 square

miles, or 4,464,640 acres, making it one of the

largest areas in the United States. Of this sum,

little more than half (3,633 square miles) is

potentially urban land; in turn, only 538 square

miles, or 14.8 per cent, were developed in 1958.

Thus, 1,980,800 acres, or 3,095 square miles,

were classified as vacant in 1958. When com-

pared with the County of San Francisco, it ap-

pears that the suburbs contained more than 99.9

per cent of the Bay Area's vacant land supply.

As in the Pittsburgh area, the population of

the Bay Area suburbs is 100 per cent greater

than the population of the central city.

The area's Negro population, is concentrated

overwhelmingly in San Francisco and Oakland,

and in two inner suburbs, Richmond and Berke-

ley. These four areas contained more than 85

per cent of all Negroes in the Bay Area.

The growth of new jobs in the Bay Area has

taken place not in the central cities, but in the

burgeoning suburbs, from which Negroes, the

poor, and most moderate-income households

have been excluded. Between 1950 and 1965, for

example, San Francisco gained 9,346 jobs, mainly

in white-collar occupations and in services. In

the same period, the Bay Area suburbs gained

a total of 185,743 jobs, mainly in the blue-

collar and so-called grey-collar fields. Negroes

and the in-city poor have been largely excluded

from the competition for those jobs which have

been created on formerly vacant land in out-

lying areas.

Thus, the shortage of land in San Francisco

renders future major employment growth in

other than office buildings a most unlikely pos-

sibility. Since solutions to this also require a

substantial vacancy of the city of San Francisco

land base, it appears that the only viable solu-

tion to the city's housing and employment prob-

lems lies in the use of the extensive suburban

land supply to provide jobs and housing for

low- and moderate-income and minority-group

families.

Atlanta

The land, labor, and housing problems of the

Atlanta region are somewhat differentâalthough

the Bay Area contains a total of 6,976 square
miles, or 4,464,640 acres, making it one of the
largest areas in the United States. Of this sum,
little more than half (3,633 square miles) is
potentially urban land; in turn, only 538 square
miles, or 14.8 per cent, were developed in 1958.
Thus, 1,980,800 acres, or 3,095 square miles,
were classified as vacant in 1958. When compared with the County of San Francisco, it appears that the suburbs contained more than 99.9
per cent of the Bay Area's vacant land supply.
As in the Pittsburgh area, the population of
the Bay Area suburbs is 100 per cent greater
than the population of the central city.
The area's Negro population, is concentrated
overwhelmingly in San Francisco and Oakland,
and in two inner suburbs, Richmond and Berkeley. These four areas contained more than 85
per cent of all Negroes in the Bay Area.
The growth of new jobs in the Bay Area has
taken place not in the central cities, but in the
burgeoning suburbs, from which Negroes, the
poor, and most moderate-income households
have been excluded. Between 1950 and 1965, for
example, San Francisco gained 9,346 jobs, mainly
in white-collar occupations and in services. In
the same period, the Bay Area suburbs gained
a total of 185,743 jobs, mainly in the bluecollar and so-called grey-collar fields. Negroes
and the in-city poor have been largely excluded
from the competition for those jobs which have
been created on formerly vacant land in outlying areas.
Thus, the shortage of land in San Francisco
renders future major employment growth in
other than office buildings a most unlikely possibility. Since solutions to this also require a
substantial vacancy of the city of San Francisco
land base, it appears that the only viable solution to the city'S housing and employment problems lies in the use of the extensive suburban
land supply to provide jobs and housing for
low- and moderate-income and minority-group
families.

Atlanta
The land, labor, and housing problems of the
Atlanta region are somewhat different-although
not entirely so--from the problems discussed
above. The differences do not lie in the intrametropolitan availability of vacant land in the
Atlanta SMSA estimated at 962,560 acres in the
suburbs (1961) compared to less than 20,000
acres in the central city. Nor do the differences
lie in the isolation within the central city of
the metropolitan area's minority-group population. However, more than 82 per cent of the
Negro population of the Atlanta SMSA does reside in the city; this percentage is increasing as
a result of restrictions on Negro outmigration
on the one hand and induced Negro migration
from the suburbs to the city on the other. The
essential difference between Atlanta and these
other areas is that Atlanta lagged behind Northern SMSAs in the suburbanization process. This
resulted from the concentration of major employment and population growth in the city itself, along with expansion of the city's residential enclaves. Population growth in Atlanta
as indicated earlier, is projected to continue at
least until 1980, when the city's vacant land supply will be nearly exhausted. At that point, however, (according to the 198J Land Use Plan)
the city is projected to contain only 40 per cent
of metropolitan area industrial employment,
compared to 62 per cent in 1961. Also, by 1983,
the city will contain less than 36 per cent of the
metropolitan area's housing units, compared to
49 per cent in 1961.
This would not be cause for alarm were it not
more than 90 per cent of the Atlanta area's
Negro households will continue to reside in the
city (largely in unsound housing) because of the
denial of access to better housing in the suburbs.
This must cause a further disjuncture between
jobs and workers in the SMSA, with negative and
adverse consequences for Negro households. Even
in Atlanta, suburban jobs turn out to pay higher

not entirely soâfrom the problems discussed

above. The differences do not lie in the intra-

metropolitan availability of vacant land in the

TABLE 37.

Developed and Potential Urban Land Supply, San Francisco Bay Area

Atlanta SMSA estimated at 962,560 acres in the

Total Land
Area
(sq. mi.)

Per Cent
of Total
Land Area

Potential
Urban
Land
(sq. mi.)

Per Cent of
Potential
Urban Land
of Total
Land Area

6,976
3,289
738
740
45
461
1,305
3,687
521
760
827
1,579

100.0
47.1
10.6
10.6
.6
6.6
18.7
52.9
7.5
10.9
11.9
22.6

3,633
1,771
436
587
40
258
450
1,862
278
377
560
647

52.1
53.8
59.1
79.3
88.9
56.0
34.5
50.5
53.4
49.6
67.7
41.0

suburbs (1961) compared to less than 20,000

acres in the central city. Nor do the differences

lie in the isolation within the central city of

the metropolitan area's minority-group popula-

tion. However, more than 82 per cent of the

Negro population of the Atlanta SMSA does re-

side in the city; this percentage is increasing as

a result of restrictions on Negro outmigration

on the one hand and induced Negro migration

from the suburbs to the city on the other. The

essential difference between Atlanta and these

other areas is that Atlanta lagged behind North-

ern SMSAs in the suburbanization process. This

resulted from the concentration of major em-

ployment and population growth in the city it-

AREA
BAY AREA TOTAL
South Bay
Alameda
Contra Costa
San Francisco
San Mateo
Santa Clara
North Bay
Marin
Narca
So ano
Sonoma

Source: Bay Area Transportation Study, 1958.

as indicated earlier, is projected to continue at

least until 1980, when the city's vacant land sup-
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538
433
106
95
35
98
99
105
37
18
29
Origl2~al

from

Underdeveloped
Urban
Land
(sq. mi.)

Per Cent of
Potential
Urban Land
Developed
1958

3,095
1,338
330
492
5
160
351
1,757
241
359
531
626

14.8
24.4
24.3
16.2
87.5
38.0
22.0
5.6
13.3
4.8
5.2
3.2
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self, aiong with expansion of the city's resi-

dential enclaves. Population growth in Atlanta

Urban
Develop.
ment
(sq. mi.)
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wages than comparable jobs in the central city.

For example, workers who lived and worked in

the city had a median earnings of $2,924 in 1959.

Workers who lived in the city but who worked

in non-central-city areas of Fulton, DeKalb, and

Cobb counties had median earnings that ranged

from $3,680 to $4,308. These differences can be

expected to increase in the coming years as more

high-paying (and union-protected) jobs in the

Atlanta area are created in the suburbs.

In sum, while Negro outmigration to vacant

land areas in the outskirts of Atlanta is not yet

critical to the economic future of black com-

munities, the time is rapidly approaching when

the new jobs, the less costly housing, and the

better schools will all be located outside the

city. Since the city's vacant land is effectively

zoned against low- and moderate-income hous-

ing on vacant land, it is likely that constructive

action to deal with the low- and moderate-

income and Negro housing problems in Atlanta

will require recourse to the vacant housing sup-

ply of the Atlanta suburbs.

The Supply and Availability of

Land in the New York Region

wages than comparable jobs in the central city.
For example, workers who lived and worked in
the city had a median earnings of $2,924 in 1959.
Workers who lived in the city but who worked
in non-central-city areas of Fulton, DeKalb, and
Cobb counties had median earnings that ranged
from $3,680 to $4,308. These differences can be
expected to increase in the coming years as more
high-paying (and union-protected) jobs in the
Atlanta area are created in the suburbs.
In sum, while Negro outmigration to vacant
land areas in the outskirts of Atlanta is not yet
critical to the economic future of black communities, the time is rapidly approaching when
the new jobs, the less costly housing, and the
better schools will all be located outside the
city. Since the city's vacant land is effectively
zoned against low- and moderate-income housing on vacant land, it is likely that constructive
action to deal with the low- and moderateincome and Negro housing problems in Atlanta
will require recourse to the vacant hOllsing supply of the Atlanta suburbs.

Our discussion of land supply in the suburban

parts of the Los Angeles, Chicago, Pittsburgh,

Atlanta, and San Francisco areas was greatly

limited by the unavailability of data on the zon-

ing of vacant land. Since such data is available

for the New York suburbs we consider at length

the supply and availability of land in this region

for low- and moderate-cost housing development.

The New York Region comprises 22 counties

in three states and covers a land area of 6,900

square miles. By 1960, 2,400 square miles had al-

ready been committed or developed. Between

1960 and 1985, an additional 2,800 square miles

of land will come under development in the

New York region to accommodate six million

new residents. (Table 38) At the end of the pe-

riod (assuming no changes in present policies)

the region will have left for development only

25 per cent of its 1960 land base, or 1,700 square

miles. Since 2,800 square miles is estimated to be

The Supply and A.vailability oj
Land in the New York Region
Our discussion of land supply in the suburban
parts of the Los Angeles, Chicago, Pittsburgh,
Atlanta, and San Francisco areas was greatly
limited by the unavailability of data on the zoning of vacant land. Since such data is available
for the New York suburbs we consider at length
the supply and availability of land in this region
for low- and moderate-cost housing development.
The New York Region comprises 22 counties
in three states and covers a land area of 6,900
square miles. By 1960, 2,400 square miles had already been committed or developed. Between

1960 and 1985, an additional 2,800 square miles
of land will come under development in the
New York region to accommodate six million
new residents. (Table 38) At the end of the period (assuming no changes in present policies)
the region will have left for development only
25 per cent of its 1960 land base, or 1,700 square
miles. Since 2,800 square miles is estimated to be
needed to house and otherwise provide for projected 1960-1985 population growth of six million persons, the residential holding capacity of
these 1,700 square miles is less than 3,000,000 or
less than the number of persons that will be
seeking housing in the region between 1985 and
2000. Under present land-use policies, therefore,
the entire New York region will be fully developed by about 1990. Further growth will have
to take place either by adding to the Regioni.e. by extending its transportation, housing tax,
and welfare systems to counties not now regarded as part of the Region, or by changing
present land-use policies to permit more intensive development.
The principal factors that determine future
land uses in the New York Region are the more
than 500 local zoning ordinances in effect
throughout the area. These zoning ordinances
were enacted pursuant to state enabling legislation, passed by the states of New York, New
Jersey, and Connecticut; delegated the government power to control and regulate land use to
municipalities. Let us consider the impact of
these 500 local zoning ordinances on the permitted uses of vacant land in New York Region
in 1960, the last year for which reasonably firm
land data are available. This is shown in Tables
39 and 40. Some 2,754,912 acres of vacant and
in the New York Region were zoned in 1960.

needed to house and otherwise provide for pro-

jected 1960-1985 population growth of six mil-

TABLE 38.

New York Metropolitan Region, Projected Population, 1960-1985

lion persons, the residential holding capacity of

these 1,700 square miles is less than 3,000,000 or

Census
1960

Area

1965

1970

R P A

Projection
1975

1980

1985

less than the number of persons that will be

In Thousands

seeking housing in the region between 1985 and

2000. Under present land-use policies, therefore,

the entire New York region will be fully de-

veloped by about 1990. Further growth will have

to take place either by adding to the Regionâ

i.e. by extending its transportation, housing tax,

and welfare systems to counties not now re-

garded as part of the Region, or by changing

present land-use policies to permit more inten-

sive development.

The principal factors that determine future

land uses in the New York Region are the more

Connecticut
New Jersey
New York State
New York excluding N.Y.C.
New York City
Bronx
Brooklyn
Manhattan
Queens
Richmond
Region excluding N.Y.C.
REGION TOTAL

654
4,399
11,086
3,304
7,782
1,425
2,627
1,698
1,810
222
8,357
16,139

745
4,870
11,565
3,815
7,750
1,400
2,600
1,625
1,875
250
9,430
17,180

855
5,490
12,075
4,375
7,770
1,375
2,550
1,525
1,900
300
10,720
18,420

965
6,140
12,595
4,910
7,685
1,350
2,510
1,525
1,925
375
12,015
19,700

than 500 local zoning ordinances in effect

throughout the area. These zoning ordinances

were enacted pursuant to state enabling legis-

Note: Detail may not add to totals because of rounding.
Source: Regional Planning Association.

lation, passed by the states of New York, New

Jersey, and Connecticut; delegated the govern-

ment power to control and regulate land use to

municipalities. Let us consider the impact of

these 500 local zoning ordinances on the per-
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1,055
6,775
13,120
5,420
7,700
1,350
2,475
1,500
1,925
450
13,250
20,950

1,150
7,315
13,705
5,980
7,725
1,350
2,450
1,475
1,925
525
14,445
22,170

This amounted to 75.7 per cent of the Region's

total vacant land base. Of these 2,498,705 acres,

90.7 per cent, or 231,412 acres were zoned for

residential uses, while 8.4 per cent, or 181,000

acres, were zoned for commercial and industrial

uses. More significantly, of the total land zoned

This amounted to 75.7 per cent of the Region's
total vacant land base. Of these 2,498,705 acres,
90.7 per cent, or 231,412 acres were zoned for
residential uses, while 8.4 per cent, or 181,000
acres, were zoned for commercial and industrial
uses. More significantly, of the total land zoned
for residential purposes, 99.2 per cent were zoned
for single-family housing, compared to only 0.8
per cent for multi-family housing. Since, as we

have seen, the costs of single-family housing are
significantly greater than for multi-family housing (owing to greater land costs, more squarefootage, higher site development costs, etc.) this
lopsided distributiion of future residential land
uses assures that housing costs in the region will
be greater than would be the case under a more
equitable distribution of residential land use.
Similarly, the land costs of future multi-family

for residential purposes, 99.2 per cent were zoned

for single-family housing, compared to only 0.8

per cent for multi-family housing. Since, as we

have seen, the costs of single-family housing are

significantly greater than for multi-family hous-

TABLE 39.

Extent of Land Development and Zoned Average Lot Size on Vacant Land, 1960, by County

ing (owing to greater land costs, more square-

footage, higher site development costs, etc.) this

Gross
Population
Density

lopsided distributiion of future residential land

uses assures that housing costs in the region will

be greater than would be the case under a more

Similarly, the land costs of future multi-family

Gross

Popu-

Connecticut
Fairfield
New Jersey

lation

Density

Lam!

Area

Connecticut

Fairfield

New Jersey

Bergen

Essex

Hudson

Land
Area

Persons
per Sq. Mi. Sq. Miles

equitable distribution of residential land use.

TABLE 39. Extent of Land Development and Zoned Average Lot Size on Vacant Land, 1960, by County

I

Bergen
Essex
Hudson
Middlesex
Monmouth
Morris
Passaic
Somerset
Union

Mean
Density
Zoned
Density
Average
Actual
of Comof Vacant
Zoned
Lot
Vacant
mitted
Committed
Size 6
Lot Size 6
Land 5
Land 1
Land 2
Land •
Persons (Mean) (Median)
Persons
Sq. Mi. Per Cent Sq. Miles per Sq. Mi. per Sq. Mi. Sq. Ft. Sq. Ft. SQ. Ft.

New York
Morris

Passaic

Somerset

Union

New York

Dutchess

Nassau

Dutchess
Nassau
Orange
Putnam
Rockland
Suffolk
Westchester

Sq. Ft.

2,585

1,634

49,800

43,560

58,761

66,085

39.8
56.7
72.8
61.9
36.5
31.3
30.0
42.4
27.8
76.6

4,871
1,363.9
5,893
101.0
9,920
34.8
17.2 21,812
3,802
198.7
2,244
327.1
327.5
1,866
4,953
111.6
1,685
221.9
24.1
6,391

2,309
2,922
3,103
1,012
2,947
2,602
1,987
2,320
1,339
3,534

28,500
25,000
21,800

20,000
21,780
17,500

34,436
30,427
26,655

40,642
36,360
31,864

1,290.4
71.1
218.0
133.3
46.6
89.2
279.6
191.9

32.2
8.7
74.4
16.1
19.9
50.0
30.3
44.2

2,716.8
744.7
75.0
696.0
188.1
89.3
641.8
242.7

8,591
2,475
5,964
1,378
681
1,534
2,385
4,215

3,947
3,415
2,406
4,839
2,988
2,040
4,394
2,219

19,000
20,000
29,000
15,900
22,500
36,700
14,000
44,000

15,000
15,000
7,000
15,000
20,000
40,000
10,000
40,000

23,340
24,594
35,140
19,551
27,350
43,974
17,310
52,219

28,746
30,179
40,860
25,014
33,318
50,697
22,253
59,038

3,807

19,000

15,000

23,369

28,778

n.c.
n.c.
n.c.
n.c.

n.c.
n.c.
n.c.
n.c.

n.c.
n.c.
n.c.
n.c.

n.c.
n.c.
n.c.
n.c.

n.c.
n.c.
n.c.
n.c.

27,159

.10,250

5,700

10,344

14,464

1,033

632.9

252.8

39.9

1,940
3,343
7,221
13,512
1,387
702
559
2,099
468
4,896

2,267.1
233.4
127.9
45.2
312.8
476.1
467.7
193.7
307.3
103.0

903.2
132.4
93.1
28.0
114.1
149.0
140.2
82.1
85.4
78.9

2,767 4,007.2
216
815.8
4,437
293.0
222
829.3
135
234.7
178.5
766
724
921.4
1,861
434.6

380.1

19,300 12,000 23,641 29,247
25,500 20,000 30,866 37,065
34,000 27,000 40,948 47,512
21,000 20,000 26,359 32,163
55,600 43,560 65,713 73,357
12,000 10,000 16,320 21,303

Middlesex

Monmouth

Mean
Gross
Area per
Res.dential
LoP

Orange

Putnam

Rockland

Suffolk

Westchester

N.Y. excl. N.Y.C.

Bronx

N.Y. excl. N.Y.C.
Bronx
Brooklyn
Manhattan
Queens
Richmond

891
33,684
37,912
77,195
16,663
3,847

3,707.3
42.3
69.3
22.0
108.6
57.7

1,029.7
37.7
64.0
21.3
99.5
38.2

27.8
89.1
92.4
96.8
91.6
66.2

2,677.6
4.6
5.3
0.7
9.1
19.5

3,209
37,794
41,052
79,732
18,187
5,811

25,949
1,265
27,531
4,395
779
211

299.9
6,607.3
311.5
985.9
3,598.6
2,011.2

260.7
2,185.7
272.5
679.4
1,221.2
273.3

86.9
33.1
87.5
68.9
33.9
13.6

39.2
4,421.6
39.0
306.5
2,377.4
1,737.9

29,850
3,833
31,471
6,378
2,297
1,554

n.c.

n.c.

n.c.

n.c.

n.c.

4,679
2,451
4,151

23,500
28,000
16,000

15,000
20,000
12,500

28,394
33,849
19,709

33,987
39,976
24,843

2,337

6,907.2

2,446.4

35.4

4,460.8

6,597

3,2647

24,000

15,000

29,044

34,820

Brooklyn

Persons

per Sq. Mi. Sq. Miles

1,033 632.9

Density Zoned Mean

of Com- Density Average Actual

Committed Vacant mitted of Vacant Zoned Lot

New York City
Region excl. N.Y.C.
Core
Inner Ring
Intermediate Ring
Outer Ring

n.c.

n.c.

n.c.

n.c.

n.c.

3,158

24,000

15,000

29,070

34,849

Land! Land > Land* Lands Lot Size' Size'

Persons Persons (Mean) (Median)

Sq. Mi. Per Cent Sq. Miles per Sq. Mi. per Sq. Mi.Sq. Ft. Sq. Ft. Sq. Ft.

REGION TOTAL

1960 poPulatiOn(lIlnd area.
2 Land in residen ial, industrial, commercial, institutional and transportation uses, and publicly owned open space.
1 Unused land, land in agriculture and forestry and private open uses such as golf courses and large estates.
• 1960 population/area of committed land; includes regional parks and institutional land and is comparable with next column
which excludes these.
S Zoned population capacity of vacant landl area of vacant land.
6 The difference amon~ these three measures of lot size is that the first represents the legal zoned minimum; the second, the
actual subdivided 10 size, which is generally larger than the zoned minimum; and the third, the lot itself plus such
appurtenant uses as streets and community facilities. Each of these thre.e measures applies to single family lots only.
7 Does not include Bronx, Brooklyn, Manhattan or Queens.
n.c. Not computed.
Source: Regional Plan Association.
Original from
I

Mean

Gross

Area per

Resi-

dential

Lot'

Sq. Ft.

252.8 39.9

380.1 2,585 1,634

1,940

3,343

7,221

13,512
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TABLE 40.

Total Vacant
Land Zoned
for Residence 2. Acre Lots
or Larger
(80.000 to
435.000
sq. ft.)

TABLE 40. Minimum Lot Size of Vacant Land Zoned for Residence, I960, by County (Thousands of Acres)

Total Vacant

Single Family

Multi-Family

Land Zoned

for Residence

2 Acre Lots

or Larger

1 Acre Lots

Vz Acre Lots V4 Acre Lots

Vs Acre Lots

Less than

(80.000 to

(40,000 to

(20.000 to (10,000 to

Connecticut
Fairfield
New Jersey
Bergen
Essex
Hudson
Middlesex
Monmouth
Morris
Passaic
Somerset
Union

(5,000 to

5,000 sq. ft.

435.000

79,999

39,999 19,999

9,999

and

Minimum Lot Size of Vacant Land Zoned for Residence, 1960, by County (Thousands of Acres)

New York
Dutchess
Nassau
Orange
Putnam
Rockland
Suffolk
Westchester

Area

Area

0/0

234.2

113.8

48.6

707.9
53.1
19.4
0.6
93.1
194.8
169.9
35.1
131.7
10.2
1,008.7
121.3
45.0
126.0
116.2
52.7
389.3
150.1

83.1
10.2
0.6

Multi-Family

Single Family

1 Acre Lots
(40.000 to
79.999
SCI. ft.)

Mz Acre Lots

Area

Area

%

(20.000 to
39.999
sq. ft.)

0/0

'14 Acre Lots
(10.000 to
19.999
sq. ft.)

Area

%

14 Acre Lots
(5.1.000 to
~.999

sq. ft.)

Area

%

Less than
5.000 sq. ft.
and
Unrestricted
Area

%

94.7

40.4

17.5

7.5

4.6

2.0

2.8

1.2

0.1

a

11.7 300.9
19.2
13.5
2.8
5.2

42.5
25.4
26.9

211.6
14.7
7.5

29.9
27.7
38.8

64.0
8.7
3.8

9.0
16.3
19.7

39.5
3.9
1.9

5.6
7.3
9.9

3.4
0.6
0.1

0.5
1.2
0.8

22.7
46.8
43.9
39.5
60.5
17.8
19.5
15.6
10.9
8.6
37.7
45.8
14.1
26.2

40.2 43.2
83.4 42.8
35.0 20.6
10.6 30.3
18.5 14.1
1.6 15.8
155.2 15.4
49.9 41.1
1.5
3.2
0.8
0.6
33.9 29.2
11.3 21.5
37.6
9.6
20,3 13.5

9.5
14.2
15.6
7.9
1.1
3.2
354.7
35.9
2.8
110.8
38.3
3.7
155.2
7.9

10.2
7.3
9.2
22.5
0.9
31.3
35.2
29.6
6.3
88.0
33.0
7.1
39.9
5.3

19.7
5.9
4.3
1.7
0.3
1.7

0.3
0.1
0.4
0.2

0.3
0.2
0.4

153.1
7.0
8.2
2.4
0.2
1.0
130.8
2.5

21.2
3.0
2.6
4.8
0.2
17.2
15.2
5.7
18.2
1.9
0.1
1.8
33.6
1.7

1.7
2.2

17.1
0.2

0.1
0.6

0.1
0.5

1.3
0.1
0.2

19.7

155.2

354.7

35.4

152.0

15.2

2.2

1.1

13.7

0.2

0.2

39.6
0.6
31.9

23.3
1.7
24.2

137.4
9.2
27.5
0.5

13.6
7.6
61.2
0.4

11.2
10.9
78.0

21.3
2.8
52.0

21.1
91.1
74.6
13.8
79.7
1.8
196.8
18.9
4.9
10.9
43.8
24.1
54.7
39.4

137.4

13.7

196.8

a

Area

0.8
5.5
1.5
0.2
0.6
2.0
0.1
0.4
0.3
0.2
0.1

0/0

0.3
0.8
2.9
1.1
100.0
2.2

a

9.4
0.5
0.1

0.2
0.8
0.1
0.8
0.9
0.4
0.1

2.5
a
0.1

0.1
1.8

1.2

0.2

2.4

0.2

7.0

86.3

a

sq. ft.)

sq. ft.}

sq. ft.) sq. ft.)

sq. ft.)

Unrestricted

Area Area % Area % Area % Area % Area % Area

N.Y. excl. N.Y.C. 1,005
Bronx
n.c.
Brooklyn
n.c.
Manhattan
n.C.
n.c.
Queens
8.2
Richmond

15.5

Connecticut

Fairfield 234.2 113.8 48.6 94.7 40.4 17.5 7.5 4.6 2.0 2.8 1.2 0.1

Area

0.8

REGION TOTAL 1,950.8 334.3 17.1 592.4 30.4 384.3 19.7 423.3 21.7 195.3 10.0 5.6 0.3 15.7

a Less than one-tenth of one per cent,

n.c. Not computed.

Source: Regional Plan Association.

New York City
n.c.
Region excl.
N.Y.C.
1,942.6

334.3

17.2

592.4

30.5

384.3

19.8

423.3

21.8

194.2

10.0

5.6

0.3

8.6

0.4

166.5

42.3

25.4

30.9

18.5

34.3

20.6

27.3

16.4

18.8

11.3

2.8

1.7

10.1

6.1

1,357.8
425.7

281.6
10.3

20.7
2.4

510.1
51.3

37.6
12.1

292.4
57.5

21.5
13.5

146.4
249.6

10.8
58.6

120.8
55.8

8.9
13.1

2.2
0.6

0.2
0.2

4.3
0.6

0.3
0.1

REGION TOTAL 1,950.8

334.3

17.1

592.4

30.4

384.3

19.7

423.3

21.7

195.3

10.0

5.6

0.3

15.7

0.8

Core

Inner Rin~
Intermediate
Ring
Outer Ring

n.c.

Note: Detail may not add to totals because of rounding.

0.3

New Jersey

707.9

a Less than one-tenth of one per cent.
n.c. Not computed.

83.1

11.7

Source: Regional Plan Association.
Note: Detail may not add to totals because of rounding.

300.9

42.5

211.6

29.9

64.0

9.0

39.5

5.6

3.4

0.5

5.5

0.8

Bergen

53.1

10.2

19.2

13.5

25.4

14.7

27.7

8.7

16.3

3.9

7.3

housing, following the laws of supply and demand, will necessarily be greater than would be
the case if the supply of land for multi-family
housing were increased.
Single-family housing is not the only land use
alloted greater vacant land than multi-family
housing. More than twice as much land is zoned
for commercial development, for example, and
more than nine times as much land is zoned
for industrial development, as is zoned for multifamily housing. Within these nonresidential
land-use categories, however, high-tax-yielding
industrial space is alloted four-and-a-haH times
more vacant land than IS alloted commercial
space.
The intraregional distribution of zoned industrial space IS also interesttng. Middlesex

County, for example, which includes Princeton
and Rutgers Universities, apportioned 25 per cent
of its zoned vacant land, or 32,000 acres, to industrial and research uses (primarily to research
and laboratory facilities). Hudson County, a
poor and almost totally developed area, zoned
94.3 per cent of its vacant land for industrial and
commercial purposes, while the balance of its
vacant land was zoned for multi-family housing.
Suffolk County, on the other hand, which has
the largest share of the region's zoned vacant
land, alloted only 5.2 per cent of this land for
commercial and industrial purposes; the total
acreage so zoned was 17,600 acres.
The distribution of land uses in the region
supports th~ c;ontention, made earlier, that tax
and com 1
a, hMO' -ter considerations play a

UNIVERSITY OF
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key role in determining zoning policy. This is

confirmed by examination of required minimum

lot sizes in the New York suburbs. We have al-

ready seen that more than 90 per cent of the land

zoned for development in the region is slated for

single-family housing. We now see that 90 per

cent of the area zoned for single-family housing

is zoned for lots of one-quarter acre or larger,

while two-thirds of the area is zoned for half-

acre or larger lots. In 1960, the mean average

lot size in the region was 24,000 square feet, or

more than one-half acre. County differences in

minimum lot size were considerable, ranging

from a mean average of 55,600 square feet in un-

developed Somerset County, New Jersey, to a

mean average of 7,000 square feet in nearly fully

developed Nassau County, in New York. Most

of the remaining counties had minimum lot

sizes in the 20,000-25,000-square-foot range.

Minimum lot sizes in the New York Region

are subject to constant alteration, especially in

areas that are becoming urbanized. According

to Regional Planning Association, in the 1950's

average lot size in selected counties in the region

increased from 9,176 square feet to 18,241 square

feet. Major growth in the size of building lots in

these years took place in Bergen County (7,674

square feet to 20,614 square feet) and in West-

chester County (13,068 square feet to 24,955

square feet).

Since 1960 major portions of Monmouth, Suf-

folk, and Orange Counties (which have expe-

rienced rapid population growth in the 1960's)

have been rezoned from one-quarter and one-

eighth acre lots to one-half acre and acre lots.

This has been done (quite openly) to slow de-

velopment and hold down galloping property

taxes. In 1962, the Town of Brookhave, in East-

ern Suffolk County, which contains more vacant

land than is contained in the total land base of

Nassau County) rezoned substantially all of its

vacant land for one-half acre lots or larger; in

1967, pressure developed to "upzone" the town's

remaining vacant land still further, to one acre

lots or larger. The town of Riverhead, which is

also in Suffolk County, recently rezoned its va-

cant land from one-quarter acre lots to one acre

lots.

While upzonings have taken place primarily

in the counties undergoing major population

growth, cursory interviews with officials in other

countiesâparticularly Fairfield and Bergen coun-

tiesârevealed that upzoning took place through-

out the region in the 1960's. Indeed, by 1966,

the average lot size in FHA-insured, new Section

203 housing in the New York SMSA was twice

as large as in FHA-insured existing housingâ

13,071 square feet as compared with 6,537 square

feet. In sum, as the housing shortage in the

region cities worsens, the potential density of

key role in determining zoning policy. This is
confirmed by examination of required minimum
lot sizes in the New York suburbs. We have already seen that more than 90 per cent of the land
zoned for development in the region is slated for
single·family housing. We now see that 90 per
cent of the area zoned for single-family housing
is zoned for lots of one-quarter acre or larger,
while two-thirds of the area is zoned for halfacre or larger lots. In 1960, the mean average
lot size in the region was 24,000 square feet, or
more than one-half acre. County differences in
minimum lot size were considerable, ranging
from a mean average of 55,600 square feet in undeveloped Somerset County, New Jersey, to a
mean average of 7,000 square feet in nearly fully
developed Nassau County, in New York. Most
of the remaining counties had minimum lot
sizes in the 20,000-25,000-square-foot range.
Minimum lot sizes in the New York Region
are subject to constant alteration, especially in
areas that are becoming urbanized. According
to Regional Planning Association, in the 1950's
average lot size in selected counties in the region
increased from 9,176 square feet to 18,241 square
feet. Major growth in the size of building lots in
these years took place in Bergen County (7,674
square feet to 20,614 square feet) and in Westchester County (13,068 square feet to 24,955
square feet).
Since 1960 major portions of Monmouth, Suffolk, and Orange Counties (which have experienced rapid population growth in the 1960's)
have been rezoned from one-quarter and oneeighth acre lots to one-half acre and acre lots.
This has been done (quite openly) to slow development and hold down galloping property
taxes. In 1962, the Town of Brookhave, in Eastern Suffolk County, which contains more vacant
land than is contained in the total land base of
Nassau County) rezoned substantially all of its
vacant land for one-half acre lots or larger; in
1967, pressure developed to "upzone" the town's
remaining vacant land still further, to one acre
lots or larger. The town of Riverhead, which is
also in Suffolk County, recently rezoned its vacant land from one-quarter acre lots to one acre
lots.
While upzonings have taken place primarily
in the counties undergoing major population
growth, cursory interviews with officials in other

counties-particularly Fairfield and Bergen counties-revealed that upzoning took place throughout the region in the 1960's. Indeed, by 1966,
the average lot size in FHA-insured, new Section
203 housing in the New York SMSA was twice
as large as in FHA-insured existing housing13,071 square feet as compared with 6,537 square
feet. In sum, as the housing shortage in the
region cities worsens, the potential density of
the region's undeveloped suburban land is being
reduced.
This can be seen by comparing the dwellingunit capacity of single-family and multi-family
lots with the number of households that are
likely to enter the housing market by 1985.
Approximately 2,500,000 new households are
estimated to enter the Region's housing market
by 1985. In addition, nearly 700,000 ill-housed
low-income and minority households presently
living in New York City and Newark will be
searching for sound units in both new and rehabilitated structures by that year. If we add to
this the number of units needed to achieve a
minimal vacancy ratio of 3 per cent, it appears
that 3,500,000 new and rehabilitated housing
units will be required between 1960 and 1985
if every household in the Region is to secure a
decent home in a suitable living environment.
Since the Region's major cities, New York and
Newark, do not have the land base to sustain the
development of significant additional lowincome multi-family units, most of this new
housing will have to be built in suburban parts
of the region.
However, as shown in Table 41, the dwellingunit capacity of the Region's vacant land was
zoned for only 2,543,900 in 1960. Since 1960,
major areas formerly zoned for one-eighth and
one-quarter acre lots, have been rezoned to significantly lower densities. The bulk of these rezoned lots are found on underdeveloped land.
Also, substantial land, particularly in Monmouth and Suffolk Counties, which was zoned
for half-acre lots in 1960, has since been rezoned to acre lots. We estimate the number of
potential lots that have been lost through such
zoning required lot mergers to be between 500,000 and 600,000. Thus, in our view, the net
number of single-family homes that can be built
in the suburban parts of the region is roughly
between 1,950,000 and 2,050,000.

the region's undeveloped suburban land is being

reduced.

This can be seen by comparing the dwelling-

unit capacity of single-family and multi-family

lots with the number of households that are

likely to enter the housing market by 1985.

Approximately 2,500,000 new households are

estimated to enter the Region's housing market

by 1985. In addition, nearly 700,000 ill-housed

low-income and minority households presently
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TABLE

41.

Dwe"ing Unit Capacity of Vacant Land Zoned for Residence, 1960, by County
Single Family (Thousands of Units)

TOTAL
DWELLING
UNITS
TABLE 41. Dwelli

2-Acre or
Larger Lots
(80,000 to

1-Acre ,Lot
(40 000 to

sq. ft.)

sq. ft.)

79,999

435,000

ing

lI2-Acre Lots
(20,000 to
39,999
sq. ft.)

Unit Capacity

D.U.'s

of Vacanl

: Land

Zoned

for Residence,

1960, by County

TOTAL

Single Family (Thousands of Units)

DWELLING

UNITS

2-Ac re or

Larger Lots

1-Acre Lot

Vi-Acre Lots

(80,000 to

(40,000 to

(20,000 tc

I

435.000

79,999

39,999

sq. ft.)

sq,

ft.)

sq.

Connecticut
Fairfield
New Jersey
Bergen
Essex
Hudson
Middlesex
Monmouth
Morris
Passaic
Somerset
Union
New York
Dutchess
Nassau
Orange
Putnam
Rockland
Suffolk
Westchester
N.Y. excl. N.Y.C.
Bronx
Brooklyn
Manhattan
Queens
Richmond
New York Cit~
Region exc!. .Y.C.

167.8
816.4
79.8
29.2
4.7
158.1
230.1
160.1
51.1
80.3
23.0
1,702.8
181.8
48.8
220.5
151.9
48.8
762.2
145.6
1,559.6
n.c.
n.c.
n.c.
n.c.

%

D.U.'s

%

D.U.'s

41.7
22.8
4.1
0.2

24.9
2.8
5.1
0.8

69.9
218.7
10.5
4.1

41.6
26.8
13.1
14.2

23.9
266.6
17.7
8.6

14.3
32.5
22.2
29.6

0.1

a

11.9
0.2
6.4

7.4
0.3
8.0

48.2
2.5
10.3
0.2

2.8
1.4
21.2
0.1

4.5
4.4
26.2
48.2

9.3
0.6
18.0
3.1

15.9
68.7
57.7
10.9
49.5
1.4
151.4
14.7
3.6
8.6
34.6
18.3
41.3
30.3
151.4

10.1
29.9
36.0
21.3
61.6
6.2
8.9
8.1
7.3
3.9
22.8
37.4
5.4
20.8
9.7

43.7
116.5
44.5
14.2
19.1
2.2
204.5
61.6
1.9
1.0
45.6
11.0
56.0
27.4
204.5

27.7
SO.7
27.8
27.8
23.8
9.4
12.0
33.9
3.9
0.4
30.0
22.5
7.3
18.8
13.1

112.8

4.4

439.9

17.3

495.0

19.5

143.1

2,543.9

ft.)

Connecticut

D.U.'s

%

a Less than 1/10 of 1 per cent.
n.C. Not computed.
Source: Regional Plan Association.

%

D.U.'s

%

D.U.'S

%

Fairfield

167.8

41.7

24.9

69.9

41.6

23.9

14.3

New Jersey

816.4

22.8

2.8

218.7

26.8

266.6

32.5

Bergen

79.8

4.1

5.1

10.5

13.1

17.7

22.2

Essex

29.2

0.2

0.8

4.1

14.2

The number of dwelling units capable of
being built on land zoned for multi-family housing in 1960 was only 256,500. However, as part
of the suburban rezoning movement since 1960,
substantial portions of land zoned for multifamily housing has been rezoned to "higher"
uses. Norwalk, Connecticut, for example, recently rezoned the area in which multi-family
housing is permitted from 80 per cent of the
city's land base to 20 per cent. Most of the 20
per cent, moreover, is located in the core area of
the city. Similar rezoning has taken place in
parts of Bergen, Middlesex, Suffolk, and Nassau
Counties. Since rezoning from single-family to
multi-family housing has also taken place, we
estimate the number of potential multi-family
units that can be built on vacant land to be
slightly in excess of 200,000 units in 1968. (As
shown in the accompanying table, 116,700, or
45 per cent of the region'S potential multi-family
lots in 1960 were located in New York City.)
This is not to suggest that the total number of
multi-family units that will be built in the
region between 1960 and 1985 will be limited to
200,000. It is to suggest that additional multifamily units will be permitted, not through

major rczonings, but through spot zoning and
conditional use permits, which necessarily increase land costs per unit. Since multi-family
housing is not a permitted use outside of certain areas, the final determination as to what
kind of multi-family housing is built (rent
levels, number of bedrooms, number of stories
etc.) will be made not in terms of housing need
but in terms of the tax impact of such new
housing.
In sum, while the maximum dwelling unit
capacity of the suburban region as presently
zoned is about 2,000,000 units (assuming development of 100 per cent of the region'S zoned
vacant land) this figure is 500,000 units less
than will be required to house the number of
new households only that will be entering the
region'S suburban housing markets by 1985, to
say nothing of the households that will be
formed after that date, and nothing of the
households needing rehousing.
The wide discrepancy between the number of
households that will be entering the housing
marketplace between 1960 and 1985, and the
maximum number of units that can be built in
the regio unde f resent zoning point up the
nglna

m
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I/a Acre Lots

114 to liz-Acre Lots
(10,000 to

V4 to Vi-Acre Lots

19,999

9,999

sq. ft.)

Va Acre Lots

Less than
5,000 sq. ft.
and
Unrestricted

(5,000 to

sq. ft.)

(10,000 to

D.U.'s

%

D.U.'s

%

D.U.'s

10.1
124.0
17.1
7.3

6.0
15.2
21.4
25.2

8.0
113.6
11.7
5.5

4.8
13.9
14.7
18.9

0.2
12.7
2.9
0.6

0.1
1.6
3.6
1.9

19.8
26.0
28.8
16.7
2.1
6.1
670.9
70.8
5.9
201.8
71.2
7.1
297.0
17.1
670.9

12.5
11.3
18.0
32.6
2.6
26.5
39.4
38.9
12.1
91.5
46.9
14.6
39.0
11.7
43.0

55.2
17.4
12.2
5.0
0.9
5.7
435.4
24.7
26.0
6.8
0.4
3.2
363.1
7.8
432.1

34.9
7.6
7.6
9.7
1.2
24.9
25.6
13.6
53.4
3.1
0.3
6.6
47.6
5.4
27.7

1.0
0.3
1.1
0.5

0.6
0.1
0.7
1.1

6.3
7.9

27.4
0.5

0.1
2.2

0.3
1.0

4.7
0.1
0.7
7.9

9.6
a
0.5
0.5

3.4

2.3

553.7

21.8

(5,000 to

%

D.U.'s

%

14.0
58.0
15.9
2.7
4.7
22.5
1.0
3.9
3.7
2.2
1.3
184.6
7.5
0.9

8.3
7.1
19.9
9.4
100.0
14.2
0.4
2.5
7.2
2.8
5.6
10.8
4.1
1.8

0.3
36.1
44.8

24.8
2.9

139.8

97.7

116.7

4.6

19,999

9,999

sq. ft.)

sq.

ft.)

D.U.'S

%

D.U.'s

%

10.1

6.0

8.0

4.8

124.0

15.2

113.6

13.9

17.1

a

21.4

11.7

14.7

7.3

25.2

805.0

31.6

20.8

0.8

5.5

18.9

19.8

12.5

55.2

34.9

26.0

11.3

17.4

7.6

28.8

18.0

12.2

7.6

16.7

inability of suburban zoning practices to accommodate themselves to regional development
needs. In turn, this discrepancy suggests the imperative need to bring higher levels of political
authority and concern to bear on municipal zoning decisions to effect the rezoning of substantial vacant acreage now reserved for single-family
development to more intensive uses, for it is
only through such substantial rezonings that

32.6

5.0

9.7

2.1

2.6

TABLE 42. Employees on Nonagricultural Payrolls,
New York-New Jersey Consolidated Area, New York
City, Nassau and Suffolk, 1952-1966

0.9

1.2

Year
6.1

(In Thousands)
New YorkNew York City
New Jersey

Nassau
and Suffolk

26.5

5.7

24.9

670.9

39.4

435.4

25.6

70.8

38.9

24.7

13.6

5.9

12.1

26.0

53.4

201.8

1966
1965
1964
1963
1962
1961
1960
1959
1958
1957
1956
1955
1954
1953
1952

6237.0
6074.0
5941.0
5866.2
5835.8
5720.1
5709.8
5639.4
5526.6
5635.3
5575.4
5412.1
5327.6
5406.4
5349.8

3631.6
3578.6
3559.8
3532.9
3559.3
3526.5
3538.4
3518.4
3479.2
3559.7
3547.7
3476.2
3449.3
3524.1
3520.4

611.5
571.3
539.5
524.8
496.3
464.0
448.5
429.5
403.5
390.5
364.5
338.6
328.3
309.0
281.8

Source: U.S. Department of Labor, Bureau of Labor Statistics,
Bulletin No. 1370-4, Employment and Earninll Statistics for State a d Areal, 1939-1 966, July, ~ 967.

unit land costs and unit construction costs can
be reduced to the point where low- and moderate-income families can again enter the market
for new housing.
The unemployment consequences that flow in
part from the confinement of Negroes and
Puerto Ricans in the central cities of the New
York Region are formidable indeed, as shown in
Table 42. The table reveals that New York
City gained only 111,000 jobs between 1952 and
1966, compared to a gain of 888,000 jobs in the
17-county, New York, New Jersey, Standard Consolidated Area. Nassau and Suffolk Counties
alone gained nearly 330,000 new jobs in these
years. More significantly, between 1948 and
1966, the number of manufacturing jobs in New
York City. declined by more than 250,000nearly all of them in production work. New
York City also lost more than 120,000 jobs in
wholesale and retail trade. The dimensions of
this loss of blue-collar and grey-collar jobs are
masked by the increase in service, government,
and nonprofit employment in the city, amounting to nearly 500,000 jobs. Clearly, the decentralization of blue-collar employment in the region
has left New York City unable to provide jobs
for its 10 -~ --: (e f~ , :rll minority work force. Un-

91.5

6.8

3.1

71.2
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less these groups are able to get out of the city

to suburban jobs and housing, their unemploy-

ment must continue to worsen.

Regrettably, past errors have gravely weakened

the region's ability to effect rezoning so as to

reduce the separation of homes and work sites,

especially in industrial sections of suburban

counties. Indeed, most of the counties that have

experienced intensive industrial employment

growth since 1950âBergen, Passaic, Essex, West-

chester, Nassau, and Rocklandâhave exhausted

their supply of vacant land which could per-

mit intensive development. Suffolk, Morris, and

Monmouth Counties are notable exceptions to

this pattern. However, in these areas, and in

the less-developed counties of Somerset, Orange,

and Dutchess (which are also gaining substan-

tial new employment facilities) the mean gross

area per residential building lot has been grow-

ing so rapidly that vacant land may be ex-

hausted before public policy can be changed

and the distribution of residential uses re-

vised. The time to act is now, lest the ability to

act successfully in meeting the housing crisis be

lost through needless delay and discussion

which serve only to strengthen the present yoke

which surrounds and isolates the region's low-

and moderate-income and minority households

within New York City and denies them access to

the Region's vacant land supply.

Summary and Conclusions

In summarizing this chapter on the avail-

ability of urban land for residential develop-

less these groups are able to get out of the city
to suburban jobs and housing, their unemployment must continue to worsen.
Regrettably, past errors have gravely weakened
the region's ability to effect rezoning so as to
reduce the separation of homes and work sites,
especially in industrial sections of suburban
counties. Indeed, most of the counties that have
experienced intensive industrial employment
growth since 1950-Bergen, Passaic, Essex, Westchester, Nassau, and Rockland-have exhausted
their supply of vacant land which could permit intensive development. Suffolk, Morris, and
Monmouth Counties are notable exceptions to
this pattern. However, in these areas, and in
the less-developed counties of Somerset, Orange,
and Dutchess (which are also gaining substantial new employment facilities) the mean gross
area per residential building lot has been growing so rapidly that vacant land may be exhausted before public policy can be changed
and the distribution of residential uses revised. The time to act is now, lest the ability to
act successfully in meeting the housing crisis be
lost through needless delay and discussion
which serve only to strengthen the present yoke
which surrounds and isolates the region's lowand moderate-income and minority households
within New York City and denies them access to
the Region's vacant land supply.

ment, certain key points should be restated.

First, most of the buildable land supply of the

Nation's largest central cities is already de-

veloped. Second, the remaining buildable land

in nearly all of these large central cities is rap-

idly disappearing. Third, the bulk of the vacant

land in these central cities is not located in or

near existing areas of substandard housing.

Hence, eliminating substandard housing among

the occupants of these blighted areas within an

acceptable period of time will necessitate utili-

zation of noncore area land reserves for devel-

opment of needed units, particularly low- and

moderate-cost units. Fourth, the bulk of the re-

maining vacant land is not located in or near

existing concentrations of minority group fami-

lies who tend to occupy the oldest and the least

sound housing in the largest central cities. Here,

too, the replacement of unsound minority group

housing in a politically acceptable time period

will require recourse to vacant land resources in

predominantly white areas of these cities and of

their surrounding suburbs. Fifth, with few ex-

ceptions, population and employmentâparticu-

larly industrial and commercial employmentâ

have been declining in the major central cities

in recent years, while expanding at a very rapid

rate in their suburban rings. This has given rise

to the seeming paradox of decreasing popula-

tion and employment densities in central cities

along with declining vacant land. Sixth, to stem

Summal'Y and Conclusions
In summarizing this chapter on the availability of urban land for residential development, certain key points should be restated.
First, most of the buildable land supply of the
N a lion's largest central ci ties is already developed. Second, the remaining buildable land
in nearly all of these large central cities is rapidly disappearing. Third, the bulk of the vacant
land in these central cities is not located in or
near existing areas of substandard housing.
Hence, eliminating substandard housing among
the occupants of these blighted areas within an
acceptable period of time will necessitate utilization of noncore area land reserves for development of needed units, particularly low- and
moderate-cost units. Fourth, the bulk of the remaining vacant land is not located in or near
existing concentrations of minority group families who tend to occupy the oldest and the least
sound housing in the largest central cities. Here,
too, the replacement of unsound minority group
housing in a politically acceptable time period

will require recourse to vacant land resources in
predominantly white areas of these cities and of
their surrounding suburbs. Fifth, with few exceptions, population and employment-particularly industrial and commercial employmenthave been declining in the major central cities
in recent years, while expanding at a very rapid
rate in their suburban rings. This has given rise
to the seeming paradox of decreasing population and employment densities in central cities
along with declining vacant land. Sixth, to stem
the outmigration of industrial and commercial
employment and to encourage industrial development, zoning policies in these major cities
have been designed to increase the land base
available for nonresidential purposes. Whether
(as pointed out in Chapter Ill) such zoning
policies have resulted in over7.0ning for nonresidential, as opposed to residential, uses, the
fact is that zoning bodies in most of these central cities are loath to permit their remaining
vacant land base to be used for residence---particularly for low- and moderate-income housing,
when, by so doing, they forego the prospect of
future industrial expansion. Seventh, not only
does land zoned for industrial and commercial
development reduce the residential holding capacity of central city vacant land, but most of
the land zoned for residences is zoned to preclude development of low- and moderate-cost
housing types. Indeed, the tendency of central
city zoning to reserve vacant residential areas for
expensive single-family or high-rise multi-family
housing has made it very difficult to acquire
land for two-, three-, four-, and five-family housing and garden apartments, which alone can be
developed at cost levels within the financial
means of the bulk of the ill-housed urban population. Eighth, in the absence of vacant buildable land, these central cities have undertaken
to expand their supply of available land through
urban renewal-type programs. These urban renewal programs have been of considerable support in facilitating the redevelopment of central
city downtown areas. However, in the twelve
largest central cities, Federally assisted urban renewal land acquisition programs have resulted
in the aggregate purchase of only 6,524 acres.
Less than 5,000 of these 6,524 acres were resold
to developers by June 1967. If we assume a high
density of 40 families to the acre, the maximum number of new and rehabilitated residential units that will be built on this urban renewal 1aiO: t;l' i;n Ifes lll 12 cities is 200,000. This

the outmigration of industrial and commercial

employment and to encourage industrial devel-

opment, zoning policies in these major cities

have been designed to increase the land base

available for nonresidential purposes. Whether

The Supply and Availability of Land

UNIVERSITY OF

346

INNESOTA

compares with 1,933,000 units in these cities that

were not sound and that did not contain all

plumbing facilities in 1960. Clearly, urban re-

newal alone has not provided, nor can it be ex-

pected to provide, the land base that these large

central cities require to rehouse their ill-housed

groups in decent, safe, and sound housing in

suitable living environments. Ninth, although

the Federal Government is to be commended for

initiating programs to utilize Federally owned

lands for residential purposes with emphasis

upon the development of low- and moderate-

income housing, the amount of Federally owned

vacant land in the largest central cities (with the

exception of Washington, D.C.) is quite limited.

Hence, the extent to which Federally owned

land can serve as a major resource for housing

development is also limited. Tenth, the over-

whelming proportion of the urban land base is

located outside of central cities, in their sur-

rounding suburbs. Moreover, unlike the central

cities, the amount of vacant buildable land in

the suburbs continues to expand as Federally as-

sisted highway and mass transportation pro-

grams bring more land into the urban complex.

Eleventh, because of the availability of large

tracts of suburban land at relatively inexpen-

sive costs, new industrial and commercial devel-

opments in urban areas have tended to locate

in suburban areas. Many, if not most, of these

new jobs are in industries and at skill levels

within the competence of the unemployed low-

and moderate-income and ill-housed populations

of the central cities. However, these jobs for the

most part remain inaccessible and unknown to

the core area populations who are locked into

their present status by the unavailability of suit-

able jobs in the central cities and the unavail-

ability of an adequate land base to provide for

major employment growth. Twelfth, utilization

of the suburban vacant land supply to develop

substantial low- and moderate-cost, job-linked

housing units offers the only hope of securing

the necessary vacant land base to deal with the

substandard housing problems and with the un-

employment and underemployment problems of

the Nation's largest cities. Thirteenth, the adop-

compares with 1,933,000 units in these cities that
were not sound and that did not contain all
plumbing facilities in 1960. Clearly, urban renewal alone has not provided, nor can it be expected to provide, the land base that these large
central cities require to rehouse their ill-housed
groups in decent, safe, and sound housing in
suitable living environments. Ninth, although
the Federal Government is to be commended for
initiating programs to utilize Federally owned
lands for residential purposes with emphasis
upon the development of low- and moderateincome housing, the amount of Federally owned
vacant land in the largest central cities (with the
exception of Washington, D.C.) is quite limited.
Hence, the extent to which Federally owned
land can serve as a major resource for housing
development is also limited. Tenth, the overwhelming proportion of the urban land base is
located outside of central cities, in their surrounding suburbs. Moreover, unlike the central
cities, the amount of vacant buildable land in
the suburbs continues to expand as Federally assisted highway and mass transportation programs bring more land into the urban complex.
Eleventh, because of the availability of large
tracts of suburban land at relatively inexpensive costs, new industrial and commercial developments in urban areas have tended to locate
in suburban areas. Many, if not most, of these
new jobs are in industries and at skill levels
within the competence of the unemployed lowand moderate-income and ill-housed populations
of the central cities. However, these jobs for the
most part remain inaccessible and unknown to
the core area populations who are locked into
their present status by the unavailability of suitable jobs in the central cities and the unavail.
ability of an adequate land base to provide for
major employment growth. Twelfth, utilization

of the suburban vacant land supply to develop
substantial low- and moderate-cost, job-linked
housing units offers the only hope of securing
the necessary vacant land base to deal with the
subs-tandard housing problems and with the unemployment and underemployment problems of
the Nation's largest cities. Thirteenth, the adoption of restrictive zoning policies, including large
lot sizes and high minimum house sizes, by suburban communities has rendered it most difficult
to undertake substantial subdivision activity,
whether for middle income households, or for
low- and moderate-income households. Moreover,
zoning for upper-middle-income housing is accompanied by prohibtitions against other than singlefamily housing and, to a lesser extent, high-rise
luxury housing. Fourteenth, as a result of these
developments in suburban zoning, the residential holding capacity of the urban land base
has been drastically reduced at the same time ,that
the residences permitted to be built are beyond the
financial reach of most families living in substandard housing, and indeed of low- and moderate-income families generally. Fifteenth, and
finally, the resultant imbalances in intrametropolitan housing markets between land-poor central cities, which contain substantial unsound
housing, and land-rich suburbs, which exclude
low- and moderate-cost housing, are likely to
vitiate the Nation's goal of constructing six million low- and moderate-cost housing units in
the next decade, unless something is done to
change policies which have brought us to our
current empass. What must be done, and soon,
is to open the entire metropolitan land base to
housing of all forms and price levels so that a
more balanced distribution of racial and income
groups can be permitted to take place along
with a more rational physical relationship between jobs and residences.
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lot sizes and high minimum house sizes, by sub-

urban communities has rendered it most difficult

to undertake substantial subdivision activity,

whether for middle income households, or for
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panied by prohibtitions against other than single-
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The Cost of Residential Land

In this chapter we analyze post-World War

II trends in the costs of residential land in the

United States. Data are drawn primarily from

Federal Housing Administration records for the

Nation as a whole, for individual states, and for

selected metropolitan areas. Special considera-

tion is given to the changing relationship be-

tween land costs, the costs of site improvements,

and total development costsâfor both single-

family and multi-family housing. We have also

analyzed changes in land costs within central

cities with emphasis upon the movement of land

prices in redevelopment areas.

In this chapter we analyze post-World War
II trends in the costs of residential land in the
United States. Data are drawn primarily from
Federal Housing Administration records for the
Nation as a whole, for individual states, and for
selected metropolitan areas. Special consideration is given to the changing relationship between land costs, the costs of site improvements,
and total development costs-for both singlefamily and multi-family housing. We have also
analyzed changes in land costs within central
cities with emphasis upon the movement of land
prices in redevelopment areas.

Single-Family Homes

Changes in Land Costs, 1950-1967:

Single-Family Homes

National Trends

Residential land costs have increased substan-

tially in the last 17 years largely as a re-

Changes in Land Costs, 1950-1967:
National Trends

sult of the imbalance between the demand for

land particularly in urban areas, and the rela-

tively fixed supply of urban land available for

residential development. In 1950 the average

price of a developed site for a new one-family

home insured by the FHA was $1,035. By 1967

the price had risen to $3,766. This represents

an increase of 15.5 per cent per year for each year

of the 1950's and 1960's (Table 43). By com-

parison, the Consumer Price Index rose less than

40 per cent since 1950, or 2i/2 per cent per year.

The price of building sites for one-family homes

thus rose 600 per cent faster than the price of all

consumer items (Table 44).

Although the percentage increase in the price

of building lots was 138 per cent in the 1950's

(compared with 56 per cent in the 1960's), the

major dollar increase has taken place in the

years 1960-1967. In this seven-year period alone,

the average price of a one-family building site

increased by $1,296.

The average price of sites in existing single-

family home transactions insured by FHA has

also risen albeit at a slower rate. Between 1950

and 1967, site costs for FHA existing homes

rose 205 per cent in 17 years, or 12.0 per cent per

year. However, National FHA data relating to

site costs for existing housing are unrepresenta-

tive of the actual situation in resale housing in

the Nation's large metropolitan areas. We con-

sider this question more fully in discussing

changes in site costs for selected metropolitan

areas.

To place these increases in site costs in proper

perspective, we consider next the movement of

total development costs in FHA one-family

dwellings in the period 1950-1967. This is also

shown in Table 43. In 1950 the average valua-

tion of new one-family homes was $8,594. By

1960 it had risen to $14,605; in 1967 average

values exceeded $18,925. Thus in this 17-year

period the increase in the value of FHA-insured

homes exceeded $10,330, or $608 a year. This is

equivalent to an annual percentage increase of

7 per cent.

A similar increase took place in the value of

Residential land costs have increased substantially in the last 17 years largely as a result of the imbalance between the demand for
land particularly in urban areas, and the relatively fixed supply of urban land available for
residential development. In 1950 the average
price of a developed site for a new one-family
home insured by the FHA was $1,035. By 1967
the price had risen to $3,766. This represents
an increase of 15.5 per cent per year for each year
of the 1950's and 1960's (Table 43). By comparison, the Consumer Price Index rose less than
40 per cent since 1950, or 2V2 per cent per year.
The price of building sites for one-family homes
thus rose 600 per cent faster than the price of all
consumer items (Table 44) .
Although the percentage increase in the price
of building lots was 138 per cent in the 1950's
(compared with 56 per cent in the 1960's), the
major dollar increase has taken place in the
years 1960-1967. In this seven-year period alone,
the average price of a one-family building site
increased by $1,296.
The average price of sites in existing singlefamily home transactions insured by FHA has
also risen albeit at a slower rate. Between 1950
and 1967, site costs for FHA existing homes
rose 205 per cent in 17 years, or 12.0 per cent per
year. However, National FHA data relating to
site costs for existing housing are unrepresentative of the actual situation in resale housing in
the Nation's large metropolitan areas. We consider this question more fully in discussing
changes in site costs for selected metropolitan
areas.

To place these increases in site costs in proper
perspective, we consider next the movement of
total development costs in FHA one-family
dwellings in the period 1950-1967. This is also
shown in Table 43. In 1950 the average valuation of new one-family homes was $8,594. By
1960 it had risen to $14,605; in 1967 average
values exceeded $18,925. Thus in this 17-year
period the increase in the value of FHA-insured
homes exceeded $10,330, or $608 a year. This is
equivalent to an annual percentage increase of
7 per cent.
A similar increase took place in the value of
existing homes insured by the FHA. In 1950,
for example, average FHA value in existing
homes was $8,865. The higher price of existing
homes in the early postwar period reflected the
widespread housing shortages, and the consequent differential which buyers had to pay in
purchasing available existing properties, which
were usually of better quality and of larger size
(1,006 square feet in existing housing vs. 8~8
square feet in new housing). By 1960, the value
of existing one-family houses had risen 47 per
cent to $13,043; by 1967 it had risen 84 per cent
to $16,298. As in the case of site costs, however,
aggregate National data tend to understate the
extraordinary rise in the value's of FHA-insured
existing homes in major metropolitan areas.
These data point out that contrary to the
popular view, new FHA housing costs have not
been increasing at a significantly higher rate in
the 1960's than in the 1950's. Indeed, in the
1960's the value of new one-family homes insured through FHA increased by $580 compared
with an increase of $500 per year in the 1950's.
For existing housing, on the other hand, the
comparable figures are $580 per year in the
1960's and $325 per year in the 1950·s.
Since site costs increased faster than overall
housing costs in this 17-year period, to what extent are the dollar increase in housing costs attributable to higher prices for building sites?
For the period as a whole, site costs in new
FHA homes rose by $2,630, compared to a rise
in total housing costs of $1 0,330. Hence site
costs accounted for less than 26 per cent of the
increase in FHA value in the period 1950-1967.
For existing homes, site costs accounted for upwards of 32 per cent of the rise in FHA value in
the same period, indicating an increase in land
values in developed areas.
In the 1960's, the rise in land and land development c .. ~~ ~ I ?e I more significant. Between

existing homes insured by the FHA. In 1950,

for example, average FHA value in existing

homes was $8,865. The higher price of existing
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TABLE 43.

TABLE 43. Financial Characteristics of FHA One-Family Home Transactions for Selected Years

New Homes

FHA Estimated

Market

Property

Price

Year

Value

of Site

1950

$ 8,594

$1,035

1952

10,184

1,227

1954

10,847

Financial Characteristics of FHA One-Family Home Transactions for Selected Years

Year

FHA Estimated
Property
Value

1950
1952
1954
1955
1956
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

$ 8,594
10,184
10,847
12,008
13,334
14,326
14,605
14,855
15,125
15,460
16,189
16,522
17,176
17,984
18,924

New Homes
Market
.Price
of Site

Site!
Value

$1,035
1,227
1,456
1,626
1,887
2,223
2,372
2,477
2,599
2,725
2,978
3,130
3,442
3,627
3,766

12.0%
12.0
13.4
13.5
14.2
15.5
16.2
16.7
17.2
17.6
18.4
18.9
20.0
20.2
19.9

FHA Estimated
Property
Value

Existing Homes
Market
Price
of Site

Site!
Value

$ 9,298
10,424
11,919
11,949
12,689
13,023
13,180
13,268
13,661
14,270
14,490
14,782
15,390
15,479
16,298

$1,150
1,296
1,591
1,707
1,931
2,150
2,357
2,354
2,503
2,721
2,850
2,981
3,218
3,254
3,504

12.4%
12.4
13.3
14.3
15.2
16.5
17.9
17.7
18.3
19.1
19.7
20.2
20.9
21.0
21.5

Source: Federal Housing Administration, Division of Research and Statistics.

1,456

1955

12,008

1,626

1956

13,334

TABLE 44. Consumer Price Index, U.S. City Average
for All Items, 1946-1966

1,887

1958

14,326

2,223

1959

14,605

2,372

1960

14,855

2,477

1961

15,125

2,599

1962

15,460

2,725

1963

16,189

2,978

1964

16,522

3,130

1965

Year

All Items
(1957-59=100)

1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966

68.0
77.8
83.8
83.0
83.8
90.5
92.5
93.2
93.6
93.3
94.7
98.0
100.7
101.5
103.1
104.2
105.4
106.7
108.1
109.9
113.1

Purchasing
Power of
Consumer
Dollar
(1957-59=$1.00)

1.47
1.28
1.19
1.20
1.19
1.11
1.08
1.07
1.07
1.07
1.06
1.02
.99
.98
.97
.96
.95
.94
.92
.91
.88

Source: u.S. Department of Labor. Bureau of Labor Statistics.

1960 and 1967 site costs for new FHA housing
rose by $1,296 compared with a rise in house
value of $4,040. Site costs thus accounted for
more than 32 per cent of the rise in overall housing costs in these years. In existing housing,
site costs accounted for a still higher percentage of
the increase in total housing costs in the 1960's:
34 per cent. In sum, despite the fantastic rise in
raw land costs and in the costs of land improvement, these factors cannot be said to be the
primary cause of the overall increase in housing
costs since 1950, and more particularly since
1960.
A more determinative cause of the rIse In
overall house value, shown in Table 45, has
been the increase in construction costs per
square foot (defined here as cost, less site, per
square foot). Construction costs in new FHA
homes rose from $8.75 in 1950 to $11.66 in 1966.

17,176

3,442

1966

17,984

3,627

1967

18,924

3,766

Source:

Federal Housing Administrati

on, Division o

Site/

Value

12.0%

12.0

13.4

13.5

14.2

Original from

15.5

16.2

16.7

17.2

17.6

18.4
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Jf we use as a base the 1,262 square-foot average house insured by the FHA in 1966. the construction cost component of overa ll development
cosu rose from SI I,OH in 1950 to $14.715 in
1906.
This is equ ivalent to !6 pel'cent o f the increase in FHA va lue between 1950 and 1966. Aggrega te data on the movement of construction
costs in new FHA one-family homes omi t significant di fferentials in construction costs for
housing of different price classes, as shown in
Table 46. This data shows clearly that ronstruction costs per square foot decrease as total
stluare foo lage incre:lses.
Although site ex penditu res may not be the
primary ca lise of the rising costs of FHA onefamily housing, the increase in the price of developed lots has brought about a major and
seemi ngly irrevocable change in the ratio that
site costs bear to total development costs in new
one-famil y hOllsing. As a rcsu lt of the increase
in sit e costs, sile eXI>t!ndilUTes now account for a
larger and larger sh;u'e of total development
costs in new FHA homes. Between 1950 and
1965, for instance, the si te/ va lue ratio in FHA
one·f:unil y homes rose from 12.0 percent to 20.0
percent. The existi ng housing rise was from 12.4
percent i n 1950. to 2 1. 5 percent in 1967 . For the
same dollar cost-say, 20.00O-a purchaser receives $ 1.600 less house for his money in 1967
than he would have received in 1950. Similarly,
a pUt'chaser of a $20,000 exist ing house recei\'e5
$ 1,820 less house in 1967 than he would have
received in 1950. Equally significant, consumers
of ne\\' housing arc compelled to allocate nearly
twice as much of th eir mortgage dollar for si te
expend itures in 1967 as they did in 1950. However, as show n in the upward movement of si te
COSts in existing housing, the increase in land
v,due is likely to constit ute the bulk of the shortterm in cre:lse ill th e valuc of new FHA propert ies.
Ironica ll y, although lhe average price of a development sile ha s increased by $324. or 9 percent. between 1965 and 1967 (when tighteness
in the money market and rising imere5t rates

TABLE 45. Average Cost per Square Foot (Less Sill:)
and Calculated Area, New FHA One-Fami ly Homes.
Selected Years

<00,'

Per Sq . Fl.

1950

$ 8.75
9.69
10.13
10.78
10.79
11 .16
11 .18
11 .28
11 .46

1952

1954

"'-.94

...

($II. fI

990
1,049
1956
1,104
1958
1,138
1959
1.140
1960
1,142
1961
1,141
1962
11 .50
1.16..
11.73
l ,l&'
196'
1964
1.206
11 .66
1965
11 .66
1,226
1966
1.262
11 .66
~R.pr."nls the E.tlmtled R.pl.cement Cost leu m.. ~£
price 01 eqlliv.lent sIte, divided by e.lcul.ted .re•.
SOllrce: flde,..1 Hou.ln. Admlnistrltlon, civl,lon of Resear",
and StatistIcs.
1955

Average Cost Per Square Foot (less Si l.'
and Calculated Area, New FHA One-Family H ou.s~~.
1965.

TABLE 46.

Calculated Area·

Cost (Leu 5",-\
Per SQu.,. fuo)
Less than 800
$12.76
800 to 899
12.79
900 to 999
12.86
1000 to 1099
12.43
1100 to 1199
11 .97
1200 to 1299
11.58
1300 to 1399
11.37
1400 to 1499
11.22
1500 to 1599
11.02
1600 to 1699
10.92
1700 to 1799
10.61
1800 to 1899
10.46
2000 or more
10.42
·Rep..... nl$ the Estlmeted Repl.cement COst less merlce! J. _t>o
of equIvalent alte. dlvldlld by ca lculated " ...
Source: Ftoder.I Mou.lna: AdmlnlstraUon, Division 01 Res ... r1:n
and Statistics.
(Sq ua ... F. .t)

caused a major jump in overa ll housing (O~I •
the si te/ value ratio in new FHA one-fau,jlv
housing decli ned slightly in these years fru .1t
20.0 percen t to 19.9 percent: i.e. the percenl,I"e
increase in housi ng cosu exceeded the COlli , ,trable in crease in the costs of developed siws.
This slirvey of the movement of site casu III
FHA national data would not be complete with·
o ut an assessment of the impact or sile costs VII
housi ng by price class and region . The fOI'lIll !
is shown in Tables 47 and 48. wh ich show tl ·t
relationship between the price of sites and 1· 11/\

Ongmal from

I
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IL"s Sit.)

Vo,

Av.r.",
C,Iculated
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property values on the one hand, and the rela-

tionship between site/value ratios and FHA

property values on the other. Table 49 considers

only new housing, while Table 50 concerns only

existing properties; both tables show 1967 data

only. Site costs by region (state and metropolitan

area) are considered at some length in succeeding

sections.

Several aspects of these relationships should

be noted. First, the price of a site and the site/

property values on the one hand, and the relationship between site/value ratios and FHA
property values on the other. '.Table 49 considers
only new housing, while Table 50 concerns only
existing properties; both tables show 1967 data
only. Site costs by region (state and metropolitan
area) are considered at some length in succeeding
sections.
Several aspects of these relationships should
be noted. First, the price of a site and the site/
value ratio in new housing rise proportionately
with the value of the dwelling unit. That IS,

value ratio in new housing rise proportionately

with the value of the dwelling unit. That is,

TABLE 47. Distribution of Price of Site and Site/

Value by Property Value, FHA One-Family Homes, 1967

New Homes

TABLE 47. Distribution of Price of Site and Site!
Value by Property Value, FHA One-Family Homes, 1967

FHA Estimate

Average

Price

of Site

Average

Site/

Value

of Property

Value

All Units

$3,766

19.9%

Less Than $8,000

â

â

$8,000 to $9,999

$1,208

13.2

10,000 to 11,999

1,882

16.8

12,000 to 13,999

New Homes
Average
FHA Estimate
Averafe
of Property
Price
Site
Value
of Site
Value
All Units
$3,766
19.9%
Less Than $8,000
$1,208
13.2
$8,000 to $9,999
10,000 to 11,999
1,882
16.8
12,000 to 13,999
2,353
17.9
14,000 to 15,999
2,670
17.7
16,000 to 17,999
3,127
18.4
18,000 to 19,999
3,594
19.0
20,000 to 21,999
4,045
19.3
22,000 to 24,999
4,720
20.3
6,395
25,000 to 29,999
23.6
30,000 or more
8,849
26.9
Source: Federal Housing Administration, Division of Research
and Statistics.

2,353

17.9

14,000 to 15,999

2,670

TABLE 48. Distribution of Price of Site and Site/
Value by Property Value, FHA One-Family Homes, 1967

17.7

16,000 to 17,999

3,127

18.4

18,000 to 19,999

3,594

19.0

20,000 to 21,999

4,045

19.3

22,000 to 24,999

4,720

20.3

25,000 to 29,999

6,395

23.6

30,000 or more

8,849

26.9

Source: Federal Housing Administration, Division of Research

and Statistics.

TABLE 48. Distribution of Price of Site and Site/

Existing Homes
FHA Estimate
Average
Averafe
of Property
Price
Site
Value
of Site
Value
All Units
$3,504
21.5%
Less than $8,000
$1,431
20.0%
$8,000 to $9,999
1,740
19.2
10,000 to 11,999
2,134
19.3
12,000 to 13,999
2,520
19.3
14,000 to 15,999
2,996
20.0
16,000 to 17,999
3,594
21.2
18,000 to 19,999
4,319
22.9
20,000 to 21,999
4,922
23.5
22,000 to 24,999
5,462
23.5
25.000 to 29,999
6,417
23.8
30,000 and over
8,259
25.3
Source: Federal Housing Administration, Division of Research
and Statistics.

middle and upper-income families pay a higher
proportion of their total housing costs for land
and land development than do low- and moderate-income families. With one exception, such
factors as better location, better soil, access to
community facilities, etc. may be reflected in, but
would not seem to be largely accountable for the
disproportionately higher site/value ratios in
middle- and upper-middle-income housing. Once
again, discussion of regional differentials is considered below. For example, 96 percent of FHA
homes priced below $10,000 and 63 percent of
homes priced under $12,000 have site costs below
$2,000. On the other hand, 87 percent of homes
priced above $25,000 and 97 percent of homes
priced above $30,000 have site costs greater than
$4,000. Indeed, in $30,000-and-above homes, 42.6
percent of the units have site costs in excess of
$10,000. In dollar 'terms, housing priced below
$10,000 has an average site cost of $1,208 as compared with $8,849 for housing priced at $30,000
and above. Site value differentials in new FHA
housing are equally striking-rising from an
average of 13.2 percent in homes priced under
$10,000 to an average of 26.9 percent in homes
priced at $30,000 and above. However, there is
considerable variation in the site/value ratios
within each price class. For example, nearly 52
percent of new homes priced below $10,000, and
32 percent of homes priced under $12,000 had
site/value ratios below 12 percent. Conversely,
23 percent of homes priced above $25,000 and
33 percent of homes priced at $30,000 and above
had site/value ratios greater than 30 percent!
In existing housing, the average price of onefamily homesites is somewhat higher in the
middle- and upper-middle-income price classes
($15,000 to $30,000), but somewhat lower for
both low- and moderate-cost housing and for
housing priced above $30,000. However, the
site/value ratio in existing homes is greater for
all price classes excepting only the most expensive homes. Since existing homes are likely to
be located closer to the centers of metropolitan
areas, higher site/value ratios reflect, in our
view, the appreciation in the land components
of these houses. \Ve conclude that where site
costs can be held below $2,500 per unit, the
private sector is capable of producing at the present time, new moderate-cost housing priced at
$15,000 and below. Where site costs can be held
below $1,500 per unit, the private sector is producing housing for lower-income groups, al-

Value by Property Value, FHA One-Family Homes, 1967

riginal from

FHA Estimate

of Property

Value

All Units

Less than $8,000

$8,000 to $9,999
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though not for groups significantly below the
poverty line. In making this assertion we are
not unmindful of the fact that the number of
units produced at $15,000 and below constituted
less than 2 percent of the nation's new onefamily homes in 1966. We also recognize that
the bulk of these units were built in smaller
metropolitan areas and in rural areas (particularly in the South). However, since smaller metropolitan areas and rural areas in the South
and elsewhere, contain millions of ill-housed
low- and moderate-income households, the private sector may be able to develop a privately
financed, nonsubsidized, supply of standard
housing for these groups if land costs could be
kept at or below the above figures, and if present site/value ratios in $15,000 and below housing were unchanged.
The rise in site costs and in overall development costs since 1950 has had a significant effect
on the income needed to purchase new FHA
hOllsing. In 1950, for example, mortgagors' average annual income for new FHA one-family
home transactions was $4,213, or $81 per week.
(Table 49.) By 1960 average annual income increased 80 percent to $7,584, equivalent to a
weekly income of $146. By 1966 mortgagors' income for new FHA one-family homes had risen
to $9,029, or $174 per week. These figures consider effective income only-income minus taxes.
They do not consider total family income. In
the same seventeen-year period, however, average current family income in the United States
rose from about $4,000 per year to more than
$7,000. Nevertheless, in 1967 average effective
income of FHA new home purchasers was
greater than average current family income for

TABLE 49. Mortgagor's Average Annual Income, FHA
One-Family Homes, Selected Years
Average Annual Income
Year

New Homes

Existing Homes

though not for groups significantly below the

poverty line. In making this assertion we are

not unmindful of the fact that the number of

units produced at $15,000 and below constituted

less than 2 percent of the nation's new one-

family homes in 1966. We also recognize that

the bulk of these units were built in smaller

metropolitan areas and in rural areas (particu-

1950
1955
1960
1963
1964
1965
1966

$4,213
5,975
7,584
7,991
8,108
8,349
9,029

$4,837
6,177
7,243
7,741
7,853
8,147
8,523

larly in the South). However, since smaller met-

ropolitan areas and rural areas in the South

Source: Federal Housing Administration, Division of Research
and Statistics.

and elsewhere, contain millions of ill-housed

low- and moderate-income households, the pri-

vate sector may be able to develop a privately

financed, nonsubsidized, supply of standard

housing for these groups if land costs could be

kept at or below the above figures, and if pres-

ent site/value ratios in $15,000 and below hous-

ing were unchanged.

The rise in site costs and in overall develop-

ment costs since 1950 has had a significant effect

on the income needed to purchase new FHA

housing. In 1950, for example, mortgagors' aver-

age annual income for new FHA one-family

home transactions was $4,213, or $81 per week.

(Table 49.) By 1960 average annual income in-

creased 80 percent to $7,584, equivalent to a

weekly income of $146. By 1966 mortgagors' in-

come for new FHA one-family homes had risen

to $9,029, or $174 per week. These figures con-

TABLE 50. Percentage Distribution of Mortgagor's
Annual Income, FHA One-Family Homes, 1966
Mortfagor's
Annua Income
Less than $4,000
$4,000 to $4,999
5,000 to 5,999
6,000 to 6,999
7,000 to 7,999
8,000 to 8,999
9,000 to 9,999
10,000 to 11,999
12,000 to 14,999
15,000 and over
Total

sider effective income onlyâincome minus taxes.

Average

They do not consider total family income. In

New Housing

Existing
Housing

0.7%
2.9
8.3
16.4
15.9
12.7
12.9
15.0
10.6
4.6
100.0%
$9,029

1.3%
4.6
10.9
18.1
15.7
12.1
12.0
13.4
8.7
3.2
100.0%
$8,523

the same seventeen-year period, however, aver-

age current family income in the United States

Source: Federal Housing Administration, Division of Research
and Statistics.

rose from about $4,000 per year to more than

$7,000. Nevertheless, in 1967 average effective

income of FHA new home purchasers was

greater than average current family income for

TABLE 49. Mortgagor's Average Annual Income, FHA

One-Family Homes, Selected Years

Average Annual Income

Year New Homes Existing Homes

1950 $4,213 $4,837

1955 5,975 6,177

the nation as a whole. Yet, as we shall see,
FHA insured one-family homes are priced lower
than homes financed through all other means.
The percentage of distribution of mortgagors'
annual income for FHA one-family homes is
even more interesting. For the percentage of new
homes purchased by families with incomes below

1960 7,584 7,243

1963 7,991 7,741

1964 8,108 7,853

1965 8,349 8,147

1966 9,029 8,523

Source: Federal Housing Administration, Division of Research

and Statistics.

TABLE 50. Percentage Distribution of Mortgagor's

Annual Income, FHA One-Family Homes, 1966

Mortgagor's

Annual Income

Less than $4,000

$4,000 to $4,999

5,000 to 5,999

6,000 to

7,000 to

8,000 to

9,000 to

10,000 to 11,999

12,000 to 14,999

15,000 and over

Total

Average

6,999

7,999

8,999

9,999
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$7,000 is less than the percentage by families

with incomes of $10,000 and above (Table 51).

Hence, the conclusion is unmistakeably that

financed homes accounted for the bulk of all
one-family homes sold for under $15,000 in each
of these years. If the relationship between site/
value ratio and price class in FHA housing is
representative of the relationship in non-FHA
housing, the great bulk of the one-family homes
built in the United States carry site costs considerably in excess of 20 percent of total development costs. Although comparison of site expenditures by type of financing is almost impossible (as a result of the unavailability of adequate data covering site costs in conventionally
financed housing) a 1964 survey of land prices
paid by members of the National Association of
Home Builders may shed some light on this
question. The survey found the average market
price of sites for single-family homes to be
$4,567 in 1964. This compares with average site
costs in FHA one-family dwellings of $3,130. If
this figure is representative, it appears that site
costs in FHA housing are not characteristic of
site costs in the bulk of one-family homes 'built
in the Ullited States; if anything, FHA site data
tends to understate the relationship between

$7,000 is less than the percentage by families
with incomes of $10,000 and above (Table 51).
Hence, the conclusion is unmistakeably -that
FHA homes are rapidly pricing themselves out
of the low- and moderate-income housing
market.

FHA homes are rapidly pricing themselves out

of the low- and moderate-income housing

market.

Comparisons with Non-FHA One-Family

Homes. In Figures 1 and 2 we illustrate the

median sales price (by type of financing) of all

new homes sold in the United States in the years

1963 through 1966. The charts show, first, that

housing financed by FHA was priced lower than

housing financed by any other financing mecha-

nism. By the fourth quarter of 1967, for example,

the median sales price for conventionally fi-

nanced single-family homes exceeded $27,000 as

compared with $17,700 for FHA-financed homes.

Second, the charts show the price differential be-

tween FHA and non-FHA one-family homes to

be widening in each of the past five years. Third,

they show that FHA-financed homes constitute

a declining share of all homes sold in the United

States. Finally, they show that FHA- and VHA-

financed homes accounted for the bulk of all

one-family homes sold for under $15,000 in each

of these years. If the relationship between site/

Comparisons
with
Non-FHA
One-Family
Homes, In Figures I and 2 we illustrate the
median sales price (by type of financing) of all
new homes sold in the United States in the years
1963 through 1966. The charts show, first, that
housing financed by FHA was priced lower than
housing financed by any other financing mechanism. By the fourth quarter of 1967, for example,
the median sales price for conventionally financed single-family homes exceeded $27,000 as
compared with $17,700 for FHA-financed homes.
Second, the charts show the price differential between FHA and non-FHA one-family homes to
be widening in each of the past five years. Third,
they show that FHA-financed homes constitute
a declining share of all homes sold in the United
States. Finally, they show that FHA- and VHA-

value ratio and price class in FHA housing is

representative of the relationship in non-FHA

housing, the great bulk of the one-family homes

built in the United States carry site costs con-
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TABLE 51.

Suburban Raw land Price Appreciation Above Fann land Prices, Selected U. S. Cities, 1964

-'"

Plrtanl

City

Stat.

Atl~nt.

Go.

C.I.

Bert<eley

N.C.

Chlu10tte
Cincinnati

Ohio

Wyo.

Cheyenne

N.J.

Camden

Tel.
Ohk>

Dallas
Dayton

low.

Oes Moines

P •.

HI/Tisbur.

'nd.

,ndianapolis

Tenn.
Minn.
Nabr.
Fl • •

MemphiS

Minneapolis
Omaha
Orlando

Portland

Ore.
Mo.

Syracuse

N.Y.

SprinJ/field
Wlshlnliton, D.C.

MISS.
(Md.)

St. Louis

Wichita

Kans.

APCIrec"hon
OVer Firm

,,~

Suburban

Price,
kN
(11
$ 1,791
10.614
2,633
3,696
3,000

Price'

(3HZ)

$127
460

$ 1,664
10,154

26
600
108
282
26S

2,974
3,220
7,169
2,498
1,520
2,033
2,559
3,516
1,992
2,717
2,782
3,972
4,534
2,435
1,382

1,310","
2,207
1,025
1,211
11,438

2,.
282

1,785
2,255

m

2,852

293
16S

3,681

166

2,160
2,821
3,089
4.073
4,673
2,600

104

307
99
139
165
349

1,731

''is
114

5,785

1,678

.....

(1H2I

("

j:ffi
2,789

Apprec: lll ion

A<N

'"

i:l~

5,420

1,564

.,7

6,638
886
574
916
813
2,131
1,186

2,613
906
4,019
3,262
1,476

3"

1,485
1,372

Source, N"HB Ind U.S . Department 01 "'I,ieullu,.,

land costs ;lntl housing costs for new one-family
hou sing. On th~ basis of th~ 1964 survey by
the National Association of Home Builders, Professor Alan Schmid of i\ l ich igan State University
developed estimates of the pric~ of suburban raw
land for selected cities. Thes~ estimat~s are
shown in Table 52. Suburban land values w~re
then c;olTelated with information on the price of
agricultural land in the same areas, supplied by
the Un ited States Department of Agriculture.
The results are abo shown in Table 52 in terms
of pri ce aJ>pr~ciation per a cr~ r~suhing from the
conversion of farmland to urban development.
Although th~ data deals with raw land prices
0111 )" if we assume a density of four u nits to th~
acrc and an a"crage front-site development
(frontage) COSt of 35 percent per linear foot , it
is possible 10 ca lculatc the approximate price of
a deve loped lot in each suburban area. To take
one example, subu rban raw land costs in the
Minne;lpolis area in 1964 were .$2, 160 per acre,
or $540 per unit. (We ignore the actual unit
yield per acrc :It this d~nsity, which is probably
no more than three units to the acre.) If JOt
widths for quarter acre sites are estimated to be
100 fect, then site development cosu per unit are
approximately $3,500 or more than 600 percent
b'Teater than the costs of raw Jand. In a1l, raw
tolllel and land improve m~nt costs per unit in
subu rba n i\ l inneapolis are in the area of $4,050
pel' unit , excl usive of extraordinary site-related
costs required by local subdivision regulations
for street lights, sidewalks, access roads, specially
constructed garages, land dedicat ion, etc. Actual
site COStS per unit including th se f~ t~ T$ may

Th e Supply and A vailability of Land

amount to nearly $5.000 in the l\linneapolisSI. Paul area. This is co n sid~rab l y in excess of
the site cost indicated in FHA national data .
The National Association of Home Builders
believes that the pritt of a building lot determines the sale price of the unit which will be
built on it. The NAHB hold.s that an average lot
con of $4,567 "would most likely mean a home
selling for $22,500 to $25,000." Thus the Association states that th~ recent increases in the
cost of land are a major factor in pricing much
of the lo ..... er and moderate-income groups out of
the market for new housing at the present
time. While this statement is indicative of the
concern of the Homebuilden with the housing
problems of low- and moderate-income households, it shou ld not cause us to fail to recognize
that the rules of thumb which formerly governed
the relationship between land costs and sales
price no longer hold ~way over most of the nation's builders, including the membership of the
National Association of Home Builders. No
longer are home builders developing sites with
land·to-value ratios of 10 to 15 percent, as was
the case ten and twenty yean ago. In 1964 (as
indicated by comparison of the 1964 NAHB estimate of site costs ($4,567) for single· family units
with median sales price of new uniu sold in the
United States (~19,500) in the same year) national
site/ value ratios range betw«n 20 and 25 percent. However, if land cruts continue to rise and
if the untapped market for new housing remains
in the low· and moderate-income groups, then
builden may be compelled to build at still higher
site/ value- 'u Mroffier to maintain their mar·
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kets and make possible the development of hous-

ing for these groups. Indeed, the development

of new housing at high site/value ratios may in-

directly work to the advantage of low- and

moderate-income groups by forcing builders to

kets and make possible the development of housing for these groups. Indeed, the development
of new housing at high site/value ratios may indirectly work to the advantage of low- and
moderate-income groups by forcing builders to
eliminate nonessential items from the physical
house and to install less costly facilities than
they would otherwise be inclined to do.

Changes in Land Costs by States, 1960-1966

eliminate nonessential items from the physical

house and to install less costly facilities than

they would otherwise be inclined to do.

Changes in Land Costs by States, 1960-1966

Analysis of post-1960 changes in site costs for

the individual states is very revealing of the im-

pact of geography on land and housing costs in

Analysis of post-1960 changes in site costs for
the individual states is very revealing of the impact of geography on land and housing costs in
the United States. In Tables 47 and 48 we show
changes in site costs, property values, and site/

value ratios for each state for 1960 and 1966. Examination of this data suggests that national figures do not reflect adequately the movement of
land and housing prices in the different sections
of the country. For example, in twelve of the 50
states (Alaska, Arizona, California, Connecticut,
Hawaii, Louisiana, New Hampshire, North
Carolina, North Dakota, Rhode Island, Virginia, and Washington) the cost of a site for a
single-family home rose by more than 50 percent
between 1960 and 1966. Yet none of these states
appear to be in the same stage of develop men t
as any other. In fact, it is difficult to imagine
two states more dissimilar than Hawaii and
North Carolina, which have the highest in-

the United States. In Tables 47 and 48 we show

changes in site costs, property values, and site/

value ratios for each state for 1960 and 1966. Ex-

TABLE 52.
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amination of this data suggests that national fig-

New Hom e s

ures do not reflect adequately the movement of

1960

land and housing prices in the different sections

Average

of the country. For example, in twelve of the 50

states (Alaska, Arizona, California, Connecticut,

Hawaii, Louisiana, New Hampshire, North

Carolina, North Dakota, Rhode Island, Vir-

ginia, and Washington) the cost of a site for a

single-family home rose by more than 50 percent

between 1960 and 1966. Yet none of these states

appear to be in the same stage of development

as any other. In fact, it is difficult to imagine

two states more dissimilar than Hawaii and

North Carolina, which have the highest in-

Property
State
Value
Alabama
$15,085
Alaska
29,851
Arizona
13,782
Arkansas
14,321
California
17,154
Colorado
15,486
Connecticut
15,254
Delaware
14,810
Dist. of Col.
Florida
14,120
Georgia
14,440
Hawaii
21,722
Idaho
16,381
Illinois
15,711
Indiana
14,431
Iowa
15,023
Kansas
15,212
Kentucky
13,861
Louisiana
15,303
Maine
13,583
Maryland
15,458
Massachusetts
14,921
Michigan
14,985
Minnesota
15,602
Mississippi
13,700
MiSSOUri
14,956
Montana
15,597
NebraSka
15,093
Nevada
16,797
New Hampshire
13,471
New Jersey
15,140
New Mexico
13,934
New York
15,656
North Carolina
13,331
North Dakota
15,678
Ohio
15,353
Oklahoma
13,748
Oregon
14,405
Pennsylvania
14,572
Rhode Island
13,119
South Carolina
13,557
South Dakota
14,050
Tennessee
13,877
Texas
13,684
Utah
15,598
Vermont
14,781
Virginia
14,968
Washington
14,896
16,953
West Vir~inia
15,447
WisconSin
15,468
Wyomin/i
Puerto ico
13,357
TOTAL
14,980
SOUrce: Federal Housing Administration, Division

TABLE 52. Financial Characteristics of One-Family Home Transactions, FHA, 1960, 1966, Selected SMSAs

State

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

Delaware

Dist. of Col.

Florida

Georgia

Hawaii

ldaho

lllinois

lndiana

lowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

New York

North Carolina

Market
Price
of Site
$2,390
3,305
2,097
2,307
3,517
2,792
2,213
2,427
2,478
2,057
6,502
1,905
2,900
2,307
2,204
2,160

2,654
2,626
1,199

2,280

2,028
2,645

2,160

1,645
2,655
2,043

2,202

1966
Price of
Site as
Percent
of Value
15.8
11.1
15.2
16.1
20.5
18.0
14.5
16.4
17.5
14.2
30.1
11.6
18.5
16.0
14.7
14.2
19.1
17.2
8.8
14.7
13.6
17.7
13.8
12.0
17.8
13.1
14.6
15.0
11.6
16.2
15.0
16.0
15.9
12.1
17.9
13.9
14.6
15.5

2,515
1,567
2,451
2,097
2,512
2,114
1,894
2,754
1,915
2,105
2,265
1,384
10.5
1,859
13.7
1,817
12.9
2,127
15.3
1,886
13.8
2,031
13.0
1,750
11.8
2,300
15.4
2,042
13.7
2,629
15.5
2,363
15.3
2,286
14.8
27.7
3,696
2,492
16.6
of Research a nd Statistics.

Average
Property
Value
$17,043
33,473
17,358
16,214
22,546
18,522
18,523
17,223
16,854
17,087
27,533
17,935
18,409
16,233
17,587
16,843
15,169
18,187
14,865
17,963
17,451
17,164
18,890
15,500
16,951
18,391
17,856
20,030
15,361

2,846
2,619
11,259
1,984
3,383
2,772
2,947
2,578
3,097
3,661
1,684
3,062
2,898
2,963
3,138
2,025
3,038
2,515
2,846
3,342
2,522

16.9
15.3
40.9

19,227

2,738

14.2

16,702
19,176
16,871
15,851
16,548
16,601
15,814
16,508
15,932
16,435
16,327
17,455
17,754
18,248
19,546
17,904
17,493
18,595
17,173
18,099

3,668
2,855
3,372
2,387
2,668
2,809
2,214
2,197
1,936
2,577
2,310
2,815
2,400
3,496
3,219
3,557
3,156
2,669
4,952
3,544

16.0
14.9
20.0
15.1
16.1
16.9
14.0

-

Original from

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania
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355

Price of
Site as
Percent
of Value

Market
Price
of Site
$ 2,350
5,594
3,191
2,500
5,890
3,150
3,738
2,966

UNIVERSITY OF MINNESOTA

16.7
18.4
15.4
26.1
17.0
20.2
17.2

18.4
17.1
16.8
15.3
20.4
20.1
17.0
16.6
17.3
16.6
17.9
13.7
15.9
16.7
16.4

15.7
14.1
16.1
13.5
19.2
16.5
19.9
18.0
14.4
28.8
19.6

TABLE

53.

Financial Characteristics of One-Family Home Transactions, FHA,

Property
Value

TABLE 53. Financial Characteristics of One-Family Home Transactions, FHA, 1960, 1966

Existing Homes

Average

Property

State

Value

Alabama

$13,036

Alaska

26,464

Arizona

12,879

Arkansas

12,262

California

14,212

Colorado

13,164

Connecticut

15,747

Delaware

12,803

Dist. of Col.

14,805

Florida

13,245

Georgia

13,422

Hawaii

20,093

ldaho

13,479

lllinois

14,974

lndiana

12,975

lowa

13,238

Kansas

12,311

Kentucky

13,273

Louisiana

EXisting Hom e s
1960
Average
Price of
Market
Site as
Price
Percent
of Site
of Value

State
Alabama
$13,036
Alaska
26,464
Arizona
12,879
Arkansas
12,262
California
14,212
Colorado
13,164
Connecticut
15,747
Delaware
12,803
Dist. of Col.
14,805
Florida
13,245
Georgia
13,422
Hawaii
20,093
Idaho
13,479
Illinois
14,974
Indiana
12,975
Iowa
13,238
Kansas
12,311
Kentucky
13,273
Louisiana
13,504
Maine
11,276
Maryland
13,794
Massachusetts
13,478
Michigan
13,244
Minnesota
15,323
Mississippi
11,774
Missouri
12,670
Montana
15,337
Nebraska
13,366
Nevada
16,687
New Hampshire
11,802
New Jersey
14,518
New Mexico
12,823
New York
14,667
North Carolina
11,989
North Dakota
13,614
Ohio
14,271
Oklahoma
11,051
12,228
Oregon
Pennsylvania
11,119
Rhode Island
11,527
South Carolina
11,800
South Dakota
11,598
11,581
Tennessee
11,099
Texas
14,015
Utah
Vermont
10,646
Virginia
14,074
13,463
Washington
14,088
West Virginia
14,325
Wisconsin
14,392
Wyoming
10,980
Puerto Rico
13,343
TOTAL
Source: Federal Housing Administration, Division

$2,180
3,123
2,333
1,985
3,407
2,554
2,789
2,140
2,240
2,638
2,050
6,396
1,532
2,713
1,763
2,013
1,673
2,301
2,604
1,152
2,302
1,971
2,141
2,452
1,591
2,051
2,037
2,057
2,681
1,234
2,964
2,171
2,885
2,123
1,960
2,188
1,713
1,903
1,736
1,399
1,835
1,509
1,953
1,756
2,045
1,220
2,371
2,274
2,524
2,611
2,160
2,702
2,369

16.7
11.8
18.1
16.2
24.0
19.4
17.7
16.7
15.1
19.9
15.3
31.8
11.4
18.1
13.6
15.2
13.6
17.3
19.3
10.2
16.7
14.6
16.2
16.0
13.5
16.2
13.3
15.4
16.1
10.5
20.4
16.9
19.7
17.7
14.4
15.3
15.5
15.6
15.6
12.1
15.6
13.0
16.9
15.8
14.6
11.5
16.8
16.9
17.9
18.2
15.0
24.6
17.8

1960, 1966
1966

Average
Property
Value

Market
Price
of Site

$14,560
28,108
14,275
13,581
18,126
15,692
16,708
14,429
18,059
14,130
15,095
27,595
14,586
16,175
13,197
14,343
23,982
13,747
16,236
12,863
16,277
15,720
14,941

$ 2,410
4,500
2,929
2,359
5,627
3,060
3,425
2,371
3,436
2,863
2,537
12,437
1,767
3,126
2,046
2,499
2,211
2,657
3,666
1,494
3,008
2,835
2,356

13,155
14,733
16,287
14,278
19,131
13,807

1,859
2,749
2,335
2,555
3,847
1,910

14,323

2,360

14,378
15,513
14,536
13,061
14,448
14,083
13,609
13,243
13,955
13,666
13,275
15,854
14,224
16,093
16,658
15,858
13,811
16,649
17,468
15,458

2,424
2,612
2,654
2,103
2,631
2,493
2,072
2,059
2,019
2,319
2,186
2,967
1,805
3,197
3,208
3,063
2,951
2,487
5,516
3,181

-

-

Price of
Site as
Percent
of Value

16.6
16.0
20.5
17.4
31.0
19.5
20.5
16.4
19.0
20.3
16.8
12.1
19.3
15.5
17.4
15.8
19.3
22.6
11.6
18.5
18.0
15.8
19.7
14.1
18.7
14.3
17.9
20.1
13.8
23.0
16.5
23.9
16.9
16.8
18.3
16.1
18.2
17.7
15.2
15.5
14.5
17.0
16.5
18.7
12.7
19.9
19.3
19.3
21.4
lL'.9
20.6

of Research and Statistics.

13,504

Maine

11,276

Maryland

13,794

Massachusetts

13,478

Michigan

13,244

Minnesota

15,323

Mississippi

11,774

Missouri

12,670

Montana

15,337

Nebraska

13,366

Nevada

16,687

creases in percentage cost for one-family homesites in this period. On the other hand, seven
of the 50 states, (Arkansas, Colorado, Florida,
Idaho, Missouri, Michigan and Wyoming) experienced a rise in site cos-ts of less than 15 percent
in this same period. Here, too, it is difficult to
perceive a relationship in terms of development
stages between any two of these states. In one
state (Alabama) site costs actually declined between 1960 and 1966, despite the fact that this
state ranked 18th in the number of FHA-insured
one-family home mortgages issued in 1966.
Not only do changes in site costs differ
markedly between states, but changes in site/
value ratios appear equally divergent. For instance, in 11 of the 50 stales (Alabama, Arkan-

New Hampshire

14,518

New Mexico

12,823

from
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nglnal

11,802

New Jersey

sas, Florida, Idaho, Illinois, Michigan, Missouri,
New Mexico, South Carolina, Tennessee, and
Wyoming) the site/value ratio in FHA onefamily homes actually declined between 1960
and 1966, although the national figures show an
increase in site/value ratios of more than threeand-a-half percentage points in this period.
Some of these states, notably Alabama, Florida,
Illinois, Michigan, and South Carolina, have
been the locus of significant FHA building activity in this period. Indeed, Michigan and
Florida ranked fourth and fifth in the nation
in the number of homes insured through FHA.
Examination of the third of our three factorsproperty values-is also illustrative of the limitations inher~nf in the use of aggregate national
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data; for, as shown in the accompanying table,

the post-1960 increase in FHA value for one-

family homes has fluctuated between 15 and 20

percent a year for most states. This increase is

not out of line with the general rise in prices

since 1960. However, in several states which have

experienced major increases in residential con-

struction activity since 1960, house value has

risen sharply. In California, for instance, aver-

age house value has increased 31.4 percent in

these six years; in New Mexico it has increased

38.0 percent; in Arizona, 25.4 percent; in Wash-

ington, 31.2 percent, and in North Carolina,

25.3 percent. Significantly, these states (along

with Florida and Texas) have experienced very

rapid population growth in the 1960's. The

above analysis has considered only new homes.

Yet the movement of site costs, property values,

and site/value ratios in existing FHA homes is

also interesting as an indication of interstate dif-

ferentials in housing costs and as an indication

of the additional expenditures which home-

buyers are willing to undertake in tight housing

situations. This is shown in Table 52.

In sum, since 1960 site costs for both new and

existing FHA housing have increased sharply in

the nation as a whole. However, average site costs

and average housing costs still remain at mod-

erate levels in many states, particularly in those

states (mainly southern) that had the highest

percentages of unsound housing in 1960.

Changes in Land Costs in selected Metropolitan

data; for, as shown in the accompanying table,
the post-1960 increase in FHA value for onefamily homes has fluctuated between 15 and 20
percent a year for most states. This increase is
not out of line with the general rise in prices
since 1960. However, in several states which have
experienced major increases in residential construction activity since 1960, house value has
risen sharply. In California, for instance, average house value has increased 31.4 percent in
these six years; in New Mexico it has increased
38.0 percent; in Arizona, 25.4 percent; in Washington, 31.2 percent, and in North Carolina,
25.3 percent. Significantly, these states (along
with Florida and Texas) have experienced very
rapid population growth in the 1960's. The
above analysis has considered only new homes.
Yet the movement of site costs, property values,
and site/value ratios in existing FHA homes is
also interesting as an indication of interstate differentials in housing costs and as an indication
of the additional expenditures which homebuyers are willing to undertake in tight housing
situations. This is shown in Table 52.
In sum, since 1960 site costs for both new and
existing FHA housing have increased sharply in
the nation as a whole. However, average site costs
and average housing costs still remain at moderate levels in many states, particularly in those

states (mainly southern) that had the highest
percentages of unsound housing in 1960.
Changes in Land Costs in selected Metropolitan
Areas, 1960-1966
In general, we considered aggregate national
data on site costs and housing costs in FHA
one-family homes. We found that in the years
1960-1966 site costs in FHA housing increased
46.4 percent for new home transactions. \Ve also
found that total development costs (FHA value)
increased by 21.0 percent for new homes and
16.7 percent for existing homes. Finally, we
found that the site/value ratio in FHA onefamily homes increased from 16.7 percent for new
homes, and from 17.7 percent to 21.0 percent
for existing housing. We now consider the extent
of these changes for selected metropolitan areas.
Following this, we consider in detail the movement of land costs and housing costs in two metropolitan areas, St. Louis and Minneapolis.
In Tables 54 and 55 we show changes in site
costs, FHA values, and site/value ratios (for new
and existing homes) for 29 metropolitan areas.
These include all of the nation's large metro
complexes-with a 1960 population of 1,000,000
or more-which contain the bulk of urban substandard housing stock.
Several points should be noted at the outset.

Areas, 1960-1966

In general, we considered aggregate national

data on site costs and housing costs in FHA

TABLE
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one-family homes. We found that in the years

1960, 1966, Selected SMSAs

New Hom e s

1960-1966 site costs in FHA housing increased

46.4 percent for new home transactions. We also

found that total development costs (FHA value)

increased by 21.0 percent for new homes and

16.7 percent for existing homes. Finally, we

found that the site/value ratio in FHA one-

family homes increased from 16.7 percent for new

homes, and from 17.7 percent to 21.0 percent

for existing housing. We now consider the extent

of these changes for selected metropolitan areas.

Following this, we consider in detail the move-

ment of land costs and housing costs in two met-

ropolitan areas, St. Louis and Minneapolis.

In Tables 54 and 55 we show changes in site

costs, FHA values, and site/value ratios (for new

and existing homes) for 29 metropolitan areas.

These include all of the nation's large metro

complexesâwith a 1960 population of 1,000,000

or moreâwhich contain the bulk of urban sub-

standard housing stock.

Several points should be noted at the outset.

TABLE 54. Financial Characteristics of One-Family Home Transactions, FHA, 1960, 1966, Selected SMSAs

Property

SMSA

Value

Atlanta

$15,008

Baltimore

14,423

1960
Market
Price
of Site

Property
Site/
SMSA
Value
Value
Atlanta
14.3%
$2,145
$15,008
13.9
Baltimore
14,423
2,003
Birmingham
15.2
15,194
2,308
Boston
14.9
14,916
2,218
Buffalo
Chicago
19.2
17,425
3,346
Cincinnati
15,926
3,289
20.7
Cleveland
2,051
14.7
13,997
Dallas
15,616
2,877
18.4
Denver
18.2
Detroit
14,868
2,711
Houston
14,495
2,123
14.6
2,572
17.5
14,705
Indianapolis
16,683
2,488
14.9
Kansas City
Los Angeles·Long Beach
18,334
4,122
22.5
14,262
2,658
18.6
Louisville
13,682
16.9
Memphis
2,319
16,620
3,389
20.4
Miami
16,187
3,275
20.2
Milwaukee
15,598
2,173
13.9
Minneapolis-St. Paul
16,513
3,673
22.2
New Orleans
16,004
2,624
16.4
New York
Newark
Paterson, Clifton·Passaic
Philadelphia
14,412
2,202
15.3
14,688
2,844
St. Louis
19.4
San Diego
17,496
4,046
23.1
17,536
San Francisco
3,295
18.8
Washington, D.C.
17,931
2,943
16.4
Source: Federal Housing Administration, DiviSion of Research and Statistics.

Birmingham

15,194

Boston

â

Buffalo
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Property
Value

1966
Market
Price
of Site

Site/
Value

$17,439
15,894
17,250

$2,863
2,668
2,418

16.4%
16.8
14.0

16,052
19,522
17,752

2,720
3,571
3,684

16.9
18.3
20.8

16,952
18,788
17,027
16,882
15,994
16,971
22,205
14,439
17,124
17,017
18,665
19,098
19,194
17,802

2,436
3,226
3,008
2,593
2,774
2,889
5,963
2,851
2,714
3,518
4,990
3,262
4,642
3,506

14.4
17.2
17.7
15.4
17.3
17.0
26.9
19.7
15.8
20.7
26.7
17.1
24.2
19.7

17,810
17,183
20,713
23,639
25,549

2,990
3,276
5,294
5,877
5,095

16.8
19.1
25.6
24.9
19.9
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TABLE 55.

Financial Characteristics of One-Family Home Transactions, FHA, 1960, 1966, Selected SMSAs

E .. lstlne: Hom ••
1960
M,rk.t
Properly
Pric.
Sit.!
V,lue
'MSA
of Site
Villue
Atlanta
$13,937
$2,194
15.7%
Baltimore
12,185
1,807
14.8
Birmingham
13,094
2,244
17.1
Boston
14,641
2,377
16.2
Buffalo
13,504
2,142
15.9
Chicaao
16,097
3,237
20.1
Cincinnat i
15,421
2,753
17.9
Cleyeland
16,132
2,60B
16.2
Dallas
11 ,314
16.3
1,843
Denver
13,112
2,606
19.9
Detroit
13,133
2,150
16.4
Houston
11,856
2,256
19.0
Indianapolis
13,276
1,819
13.7
Kansas City
12,777
1,848
14.5
los An"eleS.lona: BelIC h
14,241
3,745
26.3
louisvil •
13,614
2,499
18.4
Memphis
10,542
2,212
21.0
Miami
13.134
3,088
23.5
Milwaukee
15,B55
3,B25
24.1
Minneapolis-St . Paul
15.559
2,601
16.7
New Orleans
14,969
27.1
4,052
New York
15,565
3,543
22.B
Newark
16.339
3,462
21.2
Paterson, Clilton· Pas5aic
17,567
4,622
26.3
Philadelphia
10, 490
1,611
15.4
St. lou is
13 ,317
2,39B
IB.O
Sim Diego
15,760
4,43B
28.2
San Francisco
14,377
3,200
22.3
Wuh ington, D.C.
15,472
2,868
IB.5
soun::.: Feder.1 Houslna Adm inillrlltion, Oivil ion of R'lelIrch .nd StlltisUCI.

To begin with , site COSIS ror new houses under·
went a n increase or 50 percent or more (4!/:!:
percent per year) in on ly ten or these areas (A t.
lallla . Ualtimore, Los AngeleS-Long Beach, Milwauk.ee, Minneapolis-Sl. Paul, New York, Phila·
delphia. San Diego, San Francisco. and Washing·
ton , D.C.) On the other hand, site costs rOS(:
quite moderately (less tha n !IV! percent per year)
in the remaining SMSAs a nd in SMSAs or equal
importance (Chicago. Detroit, Kansas City, St.
Louis, Dallas, Denver, ~ Iemphis. Miami.)
This is not to suggest that the level of site costs
on new FHA one-ramil y ho using was such as to
permit the de\'clopmem of homes selling at $ 15,000 and below. O n the cOlllrary, none of these
S~ I SA's had si te costs of ~2,500 0 1' below, while
six areas- San Diego, San Fra ncisco-Oakland, Los
Angeles-Lo ng Beach, t\Jilwaukee, New Orleans,
and \Vashington, D.C.-had si te costs in excess
of $4,000 per unit. It is to show tha t many
S~ I SA s-inciuding II of the 29 in the accompanying table, and virtually all of the nonCali£ornia SMSAs not included in the table-had site costs in 1966 that were below $3,000. In
these areas, assu ming a site/ value ratio of 20 percenl , it ought to be possible to construct a su pply
or new mode rate-cost ho us ing-$ 15,OOO :md
below (and some low·cost hous ing at $10,000 and

Th e Sllpply and Availabilil of

'la

~

p-,>

Villue
$15,951
13,599
16,585
17,675
13,686
17,140
IM35
16,143
14,083
15,716
15,151
14,287
13,558
14,883
18,385
13,162
13,962
14,389
13,753
16,802
IB,360
19.374
19,331
2 1,551
14,564
14,542
17,288
18,924
19,994

1966
Mllr1I..t
P, . .

of Site

$2,829
2,209
2,723
3,702
2,378
3,436

3,099

3,063
2A04
3,145
2,353
2,671
2,082
2,498
6,599
2,576
2.598
3,314
3,662
3,559
4,B91
5,834
4 ,707
6,059
2,683
2,940
5,065
5,587
4,175

S,te
V.lue
17.7%
16.2
16_4
20.'
17.4
20.0
20.1
19.0
17.1
20.0
15.5
IB.7
15.4
16.8
35,9
19.6
IB.6
23.0
26,6
2 1.2
26.0
30.1
24.3
28.1
IB.4
20.2
29.3
29.5
20.'

below). The fa ct that so rew houses with fHA
financing are sold at this price ca nnot be said to
be wholly the result of risi ng la nd cosu.
Many builders of new FHA housing are building at si te/ value ratios considerably below 20
percent . Indeed, in only seven of our 29 S~ISAs
is the site/ value ratio in ne w FHA units above
20 percent; in most cases it is between 16 percC'nt
and 18 percent. As a result. the value of FHA
propenies in these metropolitan areas is comiderably higher than the $ 15,000 which we have defined as the upper limit or moclerate-cost onefamily housing. In Atlanta, for example. housing cosu (FHA value) were $5,124 higher in
1966 than would be the case if the :\\'C'rage nationa l site/ value ratio of 20 percent were maintained : in Memphi s, housing COsts were $3,554
higher than would have been the case under a
20 percent she/ val ue ratio; in Minneapolis-St.
Paul the figure was $2,788; in Philadelphia it
was $2,800 ; in Dallas, $4,847: in Detroit , $1,987:
in Baltimore, $5. 160; in Houston $5,917; and in
Kansas City. $2,526. Needless to say. by the same
toke n, housing COSIS in areas with site/val ue
ratiru in excess of 20 percent would increase.
Three questions presen t themselves: First. assuming land emu C'ould he held ~tah l l!', ..hould
developers or new FHA units be urged, as a

On I n I fn"rn
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matter of public policy, to build structures with

higher site/value ratios in one-family homes

where economically feasible (construction costs,

of course, may not permit this to occur). While

such a policy entails acceptance of present land

costs, it may well result in more significant short-

run housing gains for families in need of low-

and moderate-cost housing than would alternate

policies designed to reduce land costs. Second,

to what extent are high site costs in both FHA

and non-FHA one-family housing attributable to

rising expenditures for site development as op-

posed to the rising price of raw land? Third, to

what extent are these increases in site develop-

ment costs attributable to public policies rather

than to increases in labor and materials? We

consider these questions in our discussion of the

movement of site costs and housing costs in the

Minneapolis-St. Paul and St. Louis Metropolitan

area.

Similar observations apply to FHA transac-

tions in existing one-family homes. Although na-

tional data show an increase of 38.3 percent in

site costs for existing housing, only ten of these

29 SMSAs show increases in site costs of more

than 30 percent. These are the areas that have

matter of public policy, to build structures with
higher site/value ratios in one-family homes
where economically feasible (construction costs,
of course, may not permit this to occur). While
such a policy entails acceptance of present land
costs, it may well result in more significant shortrun housing gains for families in need of lowand moderate-cost housing than would alternate
policies designed to reduce land costs. Second,
to what extent are high site costs in both FHA
and non-FHA one-family housing attributable to
rising expenditures for site development as opposed to the rising price of raw land? Third, to
what extent are these increases in site development costs attributable to public policies rather
than to increases in labor and materials? We
consider these questions in our discussion of the
movement of site costs and housing costs in the
Minneapolis-St. Paul and St. Louis Metropolitan
area.
Similar observations apply to FHA transactions in existing one-family homes. Although national data show an increase of 38.3 percent in
site costs for existing housing, only ten of tliese

29 SMSAs show increases in site costs of more
than 30 percent. These are the areas that have
experienced rna jor housing shortages in onefamily homes since 1960. In most of the remaining Sl\'ISAs site costs for existing housing
increased less than 21 percent in the same six
years, or less than 3Y2 percent a year.
In terms of total development costs in existing
housing, the table shows that in 16 of the 29 areas
total costs were less than $16,000 in 1966. Indeed, in many of these areas and in most of the
non-California areas not included in the table,
existing housing, where available, could be
found for less than $15,000. In the Philadelphia
area, for example, average value was $14,564; in
St. Louis, $14,542; in Memphis, $13,962; in
Louisville, $13,162; in Baltimore, $13,599; in
Buffalo, $13,686; in Miami, $14,389. On the basis
of this data we conclude that regardless of increases in land values in developed areas, a substantial number of existing homes are presently
available at costs which are within the moderateincome range. l\Ioreover, if it were possible to
construct a major supply of new moderate-cost

experienced major housing shortages in one-

family homes since 1960. In most of the re-

maining SMSAs site costs for existing housing

TABLE 56. Property Characteristics, New and Existing One-FamilY Houses, Sec. 203, 1960-1966, MinneapolisSt. Paul H.M.A.

increased less than 21 percent in the same six

Year

Property
Value

AVERAGE
Property
Replacement Cost

1960
1961
1962
1963
1964
1965
1966

$15,598
16,548
17,112
17,259
17,821
18,623
19,098

$17,008
17,563
18,288
19,020
19,243
19,794
20,269

1960
1961
1962
1963
1964
1965
1966

$15,559
15,974
16,202
16,021
16,123
16,526
16,802

$18,666
19,044
19,179
19,324
19,243
19,450
19,930

years, or less than 3i/2 percent a year.

In terms of total development costs in existing

housing, the table shows that in 16 of the 29 areas

total costs were less than $16,000 in 1966. In-

New

AVERAGE
Number
Calculated
of
Area
(SQ. tt)
Rooms

Price of
Site as
Percent
of Value

Market
Price
of Site
Hom e s

deed, in many of these areas and in most of the

non-California areas not included in the table,

existing housing, where available, could be

found for less than $15,000. In the Philadelphia

area, for example, average value was $14,564; in

St. Louis, $14,542; in Memphis, $13,962; in

$2,173
2,506
2,584
2,661
2,812
3,010
3,262

13.9
15.1
15.1
15.4
15.8
16.2
17.1

1,042
1,042
1,085
1,066
1,078
1,088
1,067

5.2
5.3
5.4
5.5
5.5
5.5
5.5

16.7
17.6
18.8
19.7
19.9
20.3
21.2

1,054
1,074
1,053
1,050
1,061
1,063
975

5.4
5.4
5.2
5.2
5.3
5.3
5.4

Louisville, $13,162; in Baltimore, $13,599; in

Buffalo, $13,686; in Miami, $14,389. On the basis

Existing Hom e s

of this data we conclude that regardless of in-

creases in land values in developed areas, a sub-

stantial number of existing homes are presently

available at costs which are within the moderate-

income range. Moreover, if it were possible to

construct a major supply of new moderate-cost

TABLE 56. Property Characteristics, New and Existing One-Family Houses, Sec. 203, 1960-1966, Minneapolis-

St. Paul H.M.A.

$2,601
2,814
3,041
3,150
3,208
3,352
3,559

Source: Federal Housing Administration. Division of Research and Statistics.

AVERAGE _ . . AVERAGE

Price of

Property Market Site as Calculated Number

TABLE 57. Available Market Price of Equivalent Site, New One-Family Homes, Sec. 203, 1960-1966, Minneapolis-St. Paul H.M.A.

Property

Percentage

Distribution

Replace-

Year

Avera,e
Market rice
of Site

1960
1961
1962
1963
1964
1965
1966

$2,173
2,506
2,584
2,661
2,812
3,010
3,262

Price

Percent

Area

of

Year

Value

ment Cost

of Site

New Homes

Less
Than

$1.000

$2.000

$3.000

$4.000

$1.000

$1.999

$2,999

$3,999

$4,999

or
More

0.2
0.1

40.5
19.8
6.7
8.1
5.3

48.1
51.7
63.2
57.1
49.5
36.2
24.7

9.8
26.9
26.3
29.0
37.7
58.5
57.2

1.3
1.3
11.2
4.4
7.0
4.9
16.5

.3
.3
2.9
1.3
.5
.2
.9

0.2

to

.7

Rooms

1960

$15,598

$17,008

to

Source: Federal Housing Administration, Division of Research and Statistics.

of Value

(Sq. ft)

to
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to

$5.000

housing, the filtering principle could release
many thousands of additional existing units
(priced between $ 10,000 and $ 15,000) for fami ·
lies now compelled to remain in unsatisfactory
housing.

Th e MinTl eapolis·St. Palll Metropolitan Area
I. Trt:ntls i" Sitt! COlts and T otal Dt!vdopm t!nt
Costs. The level of new housing cosu in the
Twin Cities l\ letropolitan Area can be seen from
examination of FHA data for single·family
homes. It should be remembered, however, that
FHA data is weighted in favor of lower·priced
homes, and therefore is not truly representative
of the actual si tuation in the Minneapolis·SI.
Paul area; that is, th e data understate the aver·
age cost of new ho using in the T win Cities complex . As shown in Tables 57 :md 58 the value
of new one·famil y hou ses rose from $ 15,598 in
1960 to $ 19,098 in 1966, or 23 percent. For
exi ~ tin g one·famil y hornell property valu es have
risen 4.9 percent in the same period, from $ 15,·
559 in 1960 to $ 16,802 in 1966.
The percentage di stribulion of property
values iu FHA housing is morc revealing of the
rising housing costS in the Twin Cities area. In
1960, N t:ll rl'1 'tnfl of Iht! rl l!'W FHA un its in O,t:
Miml t:apofis·St. Pa u l art:a wt:rt: prict:d bt:low
$14/)00. By 1965, well before the tightness in
the mo ney markets, un its priced at this level de·
c1ined to 0.'1 percent of annual prCKiuction . In
1966 no un its were produced in the Minneapolis.
51. Pa ul area be low $ 14,000. On the other hand
55.2 percem of FHA one· family un iu were
priced abol,t: 20,000 in 1966 as compared "" ith
6.8 perce nt in 1960.
,Vhat part of this increase in housing costs in
the Twin Cities area between 1960 and 1966 can
be attribut ed to increases in land and land im·
provement costs? In 1960 the market price of a
developed site for FHA one·family units was
$2,IH. This wa s eCJu ivalelll to 15.9 percent of
FHA properl }' v:tlue. Hy 1966 the market price
of a site had risen [rom $ 1,089 to $5,262 ; the site/
value ratio also rose from 15.9 percent in 1960
to 17.1 percent in 1966. While site costs rose
50 percent in these years, it is important (0 point
out that these COStS accounted for less than onethird of the rise in housing costs in the Minneapolis-St. P:lld area in the same period. The
percentage distribution of site COSts since 1960
is somewhat more revealing of the mo\'ement of
land prices in Ihe Twin Cities area. In 1960,
for example, 40.5 percent of new FHA homes
carried site COStS of less than $2,000. By 1966 this
percentage hat! decl ined to 0.7 percent. In part
the increase in si le c.osu is allri ~\a ble to N!Th e Supply an d A 1Jailability of Land

creases in the price of raw land and to increases
in the labor component of land development .
However, the real reason for the increase in site
cosu in FHA housing lies elsewh ere, particularly
in zoning related changes in land and land im·
provement requirements which have had a signifi cant impact on unit site costs in the Min·
neapolis-SI. Paul area.
2. Zoning and Sill!' Cruts in tIlt: Mimuapolis·St.
Pa ul Art!a. The relationship bt'twttn loning
and the production of lower moderate-cost housing will be discusSoed at length in succeeding
chapters. Here we consider only selected aspects
of zoning and their relationship to site costs and
un it development cosu.
Three current zoning and hou sing practices in
the J\·l inneapolis·St. Paul area should be noted
at the outset. First is the increasing min imum
lot size for single-family dwellings in suburba n
sections; second, the practice of overwn ing fol'
single·fami ly as oppos<:d to multi.famil y housing
types in the same suburban sections; and third
is the use of subdivision regu la tions to increase
unit lot costs and o\enlll development costs,
These zoning practicrs were inst itu ted in suburban ~Iinneapolis-S t. Paul as a tonseq ut nce of
rapid development in the late 1950's ami 19605,
and the ensuing need to control and provide for
infrastructure costs for schools, hospita ls. streets,
water and sewer systems, and other amenities.
Fiscal considerations, ralher than housing considerations, have thus come to dom ina te subur·
ban zoning in the Minneapolis·St. Paul area.
Indeed, in Hennepin and Ramsey Coun ties,
which ha\'e experienced the most rapid popu!.,tion increases in retent years, sound land-use
planning has become syno nymous with fiscal
zoning, which is to say with p lanning [or the
maintenance of the community's tax. base.
Th e theoretical basis for municipal fisca l zon·
ing and planning in the Twin Cities area was
put forward in a recent speech by the Director
of Planning lor the State o [ Minnesota, Mr.
Raymond Olson . In an address to the Metropolitan Development Guide Committee of the Citizens League of Minneapolis, Mr. Olson referred
to the highly competitive situation which exists
in the Twin Cities area between mundpalities
and between counties. The competi tion , he
noted, is two·sided : First, there is the competi·
tion for new, high valuation de\ e1opmem ,
which will return more in taxeJ than it absorbs
in public expenditures. Second is the competi·
tion for high valuation industrial and commer·
cial uses, which absorb minimal infraStructu re
expenditur
in relation to their tax yield.
Where the 'offiCe it-idR' for such uses is unsuc-
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cessful, the cost consequences of uncontrolled

development, in his view, are simply intolerable.

Communities facing millions of dollars of in-

frastructure costs lack the tax base essential in

floating bonds and in meeting annual operating

and maintenance costs. In such cases communi-

ties have to be totally self-dedicated in the com-

petition for high valuation uses.

As an example of such a community, Mr.

Olson cited the case of Bloomington, Minne-

sota, where he had served as Planning Director

from 1959 to 1966. When Mr. Olson began his

work in Bloomington in 1959, the city had about

45,000 people but no public water and sewer fa-

cilities, no permanent streets, few parks, and

split-shift schools. The average age of the popula-

tion was about 20 years. The community was

deeply in debt, had little industry, high tax

rates, and large numbers of low-valuation sub-

divisions. To add to these problems, about 2,000

homes a year, mostly of low and moderate valu-

ation, were being constructed. Bloomington

faced the need to build some $30 to $50 million

dollars in immediate public improvements sim-

ply to meet the needs of its existing popula-

tion. The community's major asset was its sup-

ply of relatively flat vacant land which was about

to be opened to development by a new Federal

freeway. As Mr. Olson put it, ". . . so about

1960 (the city) sat down to figure out how to

get out of these problems."

The first priority, according to Mr. Olson,

was the need to control growth. "The rate of

home building had to slow down if there was

any chance of getting the volume of public im-

provements under control." Furthermore,

Bloomington had to increase the average valua-

tion of its new subdivisions to increase the tax

return per acre. The City Council analyzed the

return per acre of various types of improve-

ments and decided that any house under $22,-

000 was a net drain on the community's public

budget. The City Council also decided that de-

velopers, as opposed to rate-payers, would be re-

quired to pay for almost everything in the way

of improvements in a subdivision. "It was felt

this would reduce the number of developers

wanting to build in the city, and reduce the

city's municipal bond obligations."

To assure that development controls remained

in the hands of public agencies, the council

also decided that no subdivision development

would be permitted without water and sewer

facilities; but the city would control the pace

of extension of these facilities. Generally speak-

ing, development was to be extended about half

a mile westward each year. While this meant

that landowners in the western part of Bloom-

ington would be unable to secure urban prices

for former agricultural lands, they were bought

off, so to speak, by a revision of the municipal

tax structure which permitted their properties

to be taxed as low-valuation farm property.

"Once this policy was laid down firmly," Mr.

Olson noted, "developers were able to adjust

their plans accordingly. Land owners at the west-

cessful, the cost consequences of uncontrolled
development, in his view, are simply intolerable.
Communities facing millions of dollars of infrastructure costs lack the tax base essential in
floating bonds and in meeting annual operating
and maintenance costs. In such cases communities have to be totally self-dedicated in the competition for high valuation uses.
As an example of such a community, Mr.
Olson cited the case of Bloomington, Minnesota, where he had served as Planning Director
from 1959 to 1966. When Mr. Olson began his
work in Bloomington in 1959, the city had about
45,000 people but no public water and sewer facilities, no permanent streets, few parks, and
split-shift schools. The average age of the population was about 20 years. The community was
deeply in debt, had little industry, high tax
rates, and large numbers of low-valuation subdivisions. To add to these problems, about 2,000
homes a year, mostly of low and moderate valuation, were being constructed. Bloomington
faced the need to build some $30 to $50 million
dollars in immediate public improvements simply to meet the needs of its existing population. The community's major asset was its supply of relatively flat vacant land which was about
to be opened to development by a new Federal
freeway. As Mr. Olson put it, " . . . so about
1960 (the city) sat down to figure out how to
get ou t of these problems."
The first priority, according to Mr. Olson,
was the need to control growth. "The rate of
home building had to slow down if there was
any chance of getting the volume of public improvements under control."
Furthermore,
Bloomington had to increase the average valuation of its new subdivisions to increase the tax
return per acre. The City Council analyzed the
return per acre of various types of improvements and decided that any house under $22,000 was a net drain on the community'S public
budget. The City Council also decided that developers, as opposed to rate-payers, would be required to pay for almost everything in the way
of improvements in a subdivision. "It was felt
this would reduce the number of developers
wanting to build in the city, and reduce the
city's municipal bond obligations."
To assure that development controls remained
in the hands of public agencies, the council
also decided that no subdivision development
would be permitted without water and sewer
facilities; but the city would control the pace
of extension of these facilities. Generally speak-

ing, development was to be extended about half
a mile westward each year. While this meant
that landowners in the western part of Bloomington would be unable to secure urban prices
for former agricultural lands, they were bought
off, so to speak, by a revision of the municipal
tax structure which permitted their properties
to be taxed as low-valuation farm property.
"Once this policy was laid down firmly," Mr.
Olson noted, "developers were able to adjust
their plans accordingly. Land owners at the western end of the city knew they would not develop for about 10 to 15 years. Partly as a consequence of this, land values at the western end
of the city remained fairly low, and the city
was able to move out there and buy the entire
shoreline of Bush Lake, as recently as the early
1960's, for abou t $1,000 an acre." These decisions of the City Council with regard to land
use and development were translated into binding requirements in Bloomington zoning ordinance passed in 1960.
The ordinance divides the city into six residential districts, numbered R-IA to R-5. The
single-family districts are R-IA to R-3. Zone
R-IA, for example, is designed for areas where
public water and sewers are not available and
where, "because of the terrain and other natural features. it would be possible to develop
on large lots homes that will be able to stand
the added expense when utilities do have to be
extended to serve the area." In considering the
type of structures required to be placed in District R-IA, we should recall the statement by
Mr. Olson, quoted above, in which he said that
the rate of extension of utilities is determined by
the city. The decision to utilize the R-IA District for large-lot. high-valuation, single-family
houses appears to be consistent with this viewpoint. The reasonableness of the requirements,
however, is another matter. For example, the
lot width for single-family residences in District R-IA is set at 200 feet. Assuming average
site development costs of $35 per running foot,
site development costs alone in this district will
run to more than $7,000 per unit. In addition
to a 200-foot lot width, the minimum lot area
permitted in District R-IA is one and one-half
acres.
Still more significant, from the point of view
of zoning's relationship to rising housing costs,
is the minimum floor area requirements of District R-IA, set at 1,700 square feet. The cost
consequence~ .of a 1,700-square-foot minimum
floor area a" . ~s ] iOalculable. Assuming conJ
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ern end of the city knew they would not de-

velop for about 10 to 15 years. Partly as a conse-

quence of this, land values at the western end

of the city remained fairly low, and the city
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struction costs of $15.92 per square foot, which

was the average cost for all single-family houses

insured under FHA Section 203 mortgage in

1966, the minimal construction costs for a single-

family dwelling in Bloomington's R-1A District

were $27,064. Thus, construction costs and site

development costs for a minimal house in the

R-1A District come to more than $34,000. If we

add to this sum the costs of raw land, builder's

profit, sales charges, etc., it is difficult to see how

a house in this district can be produced for less

than $45,000.

In the other single-family residential districts,

the required minimum lot widths, lot areas, and

floor areas are somewhat lower. Even here, how-

ever, a community would be hard pressed to

justify the minimums on the basis of public

health, welfare, or safety. In the R-1 and R-2

districts, for example, lot widths are set at a

minimum of 100 feet; this compares to an 80-

foot lot width for single-family residences in the

R-3 district and for single-family residences built

as conditional uses in R-4 and R-5 districts.

Again, assuming site development costs of $35

per running foot, site development costs in these

districts range from $3,500 per unit in R-1 and

R-2 to $2,800 per unit in R-3, R-4, and R-5.

Lot areas in these single-family districts range

from one-quarter to more than one-third of an

acre. More importantly, minimum floor areas in

R-1 and R-2 districts also appear excessively

high. In R-1, minimum construction costs

amount to nearly $22,300 for single-family resi-

dences; in R-2, minimum construction costs are

$19,000. In R-3, and in other residence districts,

minimum construction costs amount to more

than $16,500. Thus, in R-1 district land devel-

opment and floor area (construction costs) costs

amount to a minimum of $25,790; in R-2, they

amount to a minimum of $22,600. In the re-

maining residence districts, these same costs come

in at a minimum of $19,300. If we include other

costs for raw land, etc., it is clear that a mini-

mum price of a single-family house in the city

of Bloomington was more than $24,000 in 1966.

These estimates do not include the cost of off-

street parking facilities. Every single-family resi-

dence in the city of Bloomington is required to

have two off-street parking spaces. Each space,

moreover, must equal 300 square feet; i.e., there

must be 600 square feet of garage space per

dwelling unit. If we assume construction costs

are $10 per square foot for heated garages (which

are necessary under the climatic conditions of

Minneapolis) the minimum cost of garage space

per single-family dwelling unit is $6,000. If we

include land, land development, construction,

and garage costs, the minimum consumer hous-

ing cost for single-family units in the city of

Bloomington was $30,000 in 1966. This com-

pares with average housing costs of less than

$19,000 in 1960.

Bloomington is not the only community in

the Minneapolis-St. Paul area using this ap-

struction costs of $15.92 per square foot. which
was the average cost for all single-family houses
insured under FHA Section 203 mortgage in
1966. the minimal construction costs for a singlefamily dwelling in Bloomington's R-IA District
were $27.064. Thus. construction costs and site
development costs for a minimal house in the
R-IA District come to more than $34.000. If we
add to this sum the costs of raw land, builder's
profit. sales charges. etc .• it is difficult to see how
a house in this district can be produced for less
than $45,000.
In the other single-family residential districts,
the required minimum lot widths. lot areas. and
floor areas are somewhat lower. Even here. however, a community would be hard pressed to
justify the minimums on the basis of public
health. welfare, or safety. In the R-I and R-2
districts. for example, lot widths are set at a
minimum of 100 feet; this compares to an 80foot lot width for single-family residences in the
R-3 district and for single-family residences built
as conditional uses in R-4 and R-5 districts.
Again. assuming site development costs of $35
per running foot, site development costs in these
districts range from $3,500 per unit in R-I and
R-2 to $2.800 per unit in R-3. R-4. and R-5.
Lot areas in these single-family districts range
from one-quarter to more than one-third of an
acre. More importantly. minimum floor areas in
R-I and R-2 districts also appear excessively
high. In R-I. minimum construction costs
amount to nearly $22,300 for single-family residences; in R-2, minimum construction costs are
$19.000. In R-3, and in other residence districts.
minimum construction costs amount to more
than $16.500. Thus, in R-I district land development and floor area (construction costs) costs
amount to a minimum of $25.790; in R-2. they
amount to a minimum of $22.600. In the remaining residence districts. these same costs come
in at a minimum of $19.300. If we include other
costs for raw land. etc.• it is clear that a minimum price of a single-family house in the city
of Bloomington was more than $24.000 in 1966.
These estimates do not include the cost of offstreet parking facilities. Every single-family residence in the city of Bloomington is required to
have two off-street parking spaces. Each space.
moreover. must equal 300 square feet; i.e .• there
must be 600 square feet of garage space per
dwelling unit. If we assume construction costs
are $10 per square foot for heated garages (which

proach to land development, as is illustrated by

the experiences of some of the largest builders

in the Twin Cities area.

One builder originally purchased land in Mu-

nicipality A in the early 1960's. At that time

the municipality did not have a municipal sani-
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are necessary under the climatic conditions of
Minneapolis) the minimum cost of garage space
per single-family dwelling unit is $6,000. If we
include land, land development. construction.
and garage costs. the minimum consumer housing cost for single-family units in the city of
Bloomington was $30.000 in 1966. This compares with average housing costs of less than
$19.000 in 1960.
Bloomington is not the only community in
the Minneapolis-St. Paul area using this approach to land development. as is illustrated by
the experiences of some of the largest builders
in the Twin Cities area.
One builder originally purchased land in Municipality A in the early 1960's. At that time
the municipality did not have a municipal sanitary sewer system. All homes constructed in the
municipality had septic tanks. The lot size requirements at the time were 100 feet x 135 feet.
The developer's proposed subdivision consisted
of 450 acres, and he requested that required lot
sizes be reduced to 85 feet x 135 feet because of
his voluntary installation of a sanitary sewer
system for the subdivision which would be
turned over to the municipality. This request
was granted after considerable discussion. The
municipality had to be shown the type of houses
and the price range in which it was planned to
build. The smallest house was 1,144 square feet.
which was 244 square feet above the municipality's minimum requirement. The developer also
agreed that all the houses sold would have at
least a single garage measuring 14 feet by 22
feet. In the developer's view. if he had agreed
to build only to the minimum requirements he
would not have had the lot size reduced.
In the first year of operation. the developer
sold over 300 homes in this subdivision. This
caused the school board to become very concerned with the impact of this extensive housing development on the existing school system.
The school board met with the municipal officials and told them it was their duty and obligation to slow down building in the area.
In subsequent years the following has been
done to slow down building activity in Municipality A:
A. Building code changes:
I. Minimum square footage of houses was
raised from 900 to 1.100 square feet.
2. Double attached garages with a minimum
size of 20 feet x 22 feet were required.
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3. Driveways were required to be either con-

crete or bituminous instead of gravel or dirt,

which had been permitted theretofore.

B. Subdivision requirement changes:

1. The municipality adopted a policy of

paying for the installation of sanitary sewer

trunk, water trunk, sewage treatment plant,

water supply storage by a hook-up charge on

new construction rather than an assessment on

acreage. Thus, existing landowners and home-

owners did not have to pay for any of these

facilities until they actually used them. This

meant a larger cost to the builder than if it had

been done on an assessment basis. Naturally, the

builder's cost was passed on to the homebuyer,

who was thereby compelled to pay a higher cost

for housing than would have been the case on

an assessment basis.

2. Specifications on curb and gutter, streets,

installation of sewer and water were all up-

graded resulting in an increase of developer's

costs of approximately $500 per lot.

C. General attitude:

1. At a public meeting, a councilman made

the statement that it was the duty of the coun-

cil to see to it that there was not too much

home building in any one year in the munici-

pality, and that the council should use such

tactics as increased lot size requirements, delays

in improving plots, rezoning, etc. to accomplish

this goal.

2. The building inspector forced the adop-

tion of numerous building methods that added

to costs, even though these methods were not

required by the building code. The council's

attitude was that whatever the building inspec-

tor insisted upon they would support. In other

words, they refused to review developer's com-

plaints.

3. The developer requested that the build-

ing code be changed to allow installation of plas-

tic plumbing. If changed, such plastic plumbing

would have meant a cost saving of $100 on this

single item. Conclusive evidence was presented

that the plastic plumbing was as good or better

than what was currently being used. However,

the building inspector refused to permit this in-

novation.

4. The developer then approached the vil-

lage manager and the village engineer on the

possibility of building a mobile home park in

their municipality. The engineer and the man-

ager said they would use every means at their

disposal to prevent any mobile home park from

entering their municipality.

The council has just recently proposed a new

ordinance to change the minimum lot size from

an 85-foot frontage to a 100-foot frontage, and

to change the minimum house size from 1,100

square feet to 1,250 square feet. When the vil-

lage manager was asked the reason for this

change he said it was to slow down the amount

of single-family home building in the commu-

3. Driveways were required to be either concrete or bituminous instead of gravel or din,
which had been permitted theretofore.
B. Subdivision requirement changes:
1. The municipality adopted a policy of
paying for the installation of sanitary sewer
trunk, water trunk, sewage treatment plant,
water supply storage by a hook-up charge on
new construction rather than an assessment on
acreage. Thus, existing landowners and homeowners did not have to pay for any of these
facilities until they actually used them. This
meant a larger cost to the builder than if it had
been done on an assessment basis. Naturally, the
builder's cost was passed on to the homebuyer,
who was thereby compelled to pay a higher cost
for housing than would have been the case on
an assessmen t basis.
2. Specifications on curb and gutter, streets,
installation of sewer and water were all upgraded resulting in an increase of developer's
costs of approximately $500 per lot.
C. General attitude:
1. At a public meeting, a councilman made
the statement that it was the duty of the council to see to it that there was not too much
home building in anyone year in the municipality, and that the council should use such
tactics as increased lot size requirements, delays
in improving plots, rezoning, etc. to accomplish
this goal.
2. The building inspector forced the adoption of numerous building methods that added
to costs, even though these methods were not
required by the building code. The council's
attitude was that whatever the building inspector insisted upon they would support. In other
words, they refused to review developer's complaints.
3. The developer requested that the building code be changed to allow installation of plastic plumbing. If changed, such plastic plumbing
would have meant a cost saving of $100 on this
single item. Conclusive evidence was presented
that the plastic plumbing was as good or better
than what was currently being used. However,
the building inspector refused to permit this innovation.
4. The developer then approached the village manager and the village engineer on the
possibility of building a mobile home park in
their municipality. The engineer and the manager said they would use every means at their

disposal to prevent any mobile home park from
entering their municipality.
The council has just recently proposed a new
ordinance to change the minimum lot size from
an 85-foot frontage to a 100-foot frontage, and
to change the minimum house size from 1,100
square feet to 1,250 square feet. When the village manager was asked the reason for this
change he said it was to slow down the amou nt
of single-family home building in the community. So much for Municipality AI
Another large-scale developer's experience, in
this case with subdivision regulations, is also
revealing of the cost consequences of zoning for
high valuation development. This developer
proposed to build 180 units of moderate-cost
housing in Municipality B in the MinneapolisSt. Paul area. After reviewing his plan, which
was drawn to above-minimum standards, the
local planning commission insisted on the inclusion of II additional items totaling $592,500.
These items included six additional lots for
parks, underground electric lines, street lights,
concrete curbs, sidewalks, walkways, and storm
sewers, over and above what had been designed
and tentatively approved previously. In submitting his proposal, the developer indicated present finished lot costs of $3,500. The inclusion
of these eleven additional items recommended
by the planning commission would have resulted
in addi tional cost per lot of $3,286, bringing the
total finished lot costs to $6,786.
A third situation involving one of the previous builders occurred in Municipality C. Here,
the municipality was exacting additional public
land dedication by the developer as the price,
so to speak, for granting building permit. Thus,
six and a half acres were required to be dedicated for park, thirteen and a half acres for
drainage basis, and nearly seventeen acres for
school property. In addition to dedicating the
builder's own land, the municipality required
that the builder undertake the expense of developing that land. Total land developments
costs for these acres came to $128,781. Since the
subdivision totaled 497 acres, and 1,240 lots, the
net impact of these public land dedication policies was to increase the unit cost of housing in
the subdivision by more than $1,000.
St. Louis Metropolitan Area
1. Trends in Site Costs and Housing Costs. Although suburban raw land costs in the St. Louis

nity. So much for Municipality AI

Another large-scale developer's experience, in

this case with subdivision regulations, is also

revealing of the cost consequences of zoning for

high valuation development. This developer

proposed to build 180 units of moderate-cost

housing in Municipality B in the Minneapolis-
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area were $4,673 per acre in 1964 as compared

with Â§2,160 per acre in the Twin Cities area

(Table 56), site costs for developed one-family

lots were only 16 percent higher in St. Louis

than in Minneapolis (Table 58). By 1966, site

costs in the two areas were nearly identical, de-

spite the differential in their suburban land

prices.

Not only were differences in site costs rela-

tively minor in both areas, but the movement of

site costs between 1960 and 1964 (Tables 58 and

59) shows that such costs increased more rapidly

in Minneapolis. While part of this is attribut-

able, doubtless, to the larger lots characteristic

of the Twin Cities area (and to local zoning

policies rather than the desires of individual

families) it runs contrary to what should have

taken place, given differences in raw land

prices.

Comparison of property values in the two

areas further demonstrates the complicated re-

lationship between land costs and housing costs,

for, as we see it, despite the fact that raw land

costs were 100 percent more in St. Louis than

in Minneapolis, housing costs for FHA one-

family units in St. Louis were $16,626 in 1964,

compared with 517,821 in Minneapolis. By 1966,

property values in Minneapolis increased to $19,-

098, while values in St. Louis increased to $17,-

183. This suggests, and suggests very strongly,

area were $4,673 per acre in 1964 as compared
with $2,160 per acre in the Twin Cities area
(Table 56), site costs for developed one-family
lots were only 16 percent higher in St. Louis
than in Minneapolis (Table 58). By 1966, site
costs in the two areas were nearly identical, despite the differential in their suburban land
prices.
Not only were differences in site costs relatively minor in both areas, but the movement of
site costs between 1960 and 1964 (Tables 58 and
59) shows that such costs increased more rapidly
in Minneapolis. While part of this is attributable, doubtless, to the larger lots characteristic
of the Twin Cities area (and to local zoning
policies rather than the desires of individual
families) it runs contrary to what should have
taken place, given differences in raw lartd
prices.
Comparison of property values in the two
areas further demonstrates the complicated relationship between land costs and housing costs,
for, as we see it, despite the fact that raw land
costs were 100 percent more in St. Louis than
in Minneapolis, housing costs for FHA onefamily units in St. Louis were $16,626 in 1964,
compared with $17,821 in Minneapolis. By 1966,

property values in Minneapolis increased to $19,098, while values in St. Louis increased to $17,183. This suggests, and suggests very strongly,
that the cost of raw land in the metropolitan
area does not necessarily determine either site
costs or housing costs in these areas. For this
reason public policies that seek to control the
cost of raw land may have no meaningful impact on the cost of developed lots or of the housing that is built on the lot.
This is not to say that either site costs or
housing costs in the St. Louis area are at levels
which encourage production of low- and moderate-cost housing. Far from it: while the distribution of FHA housing costs for one-family units
for the years 1960 through 1966 shows that in
1966 no units were produced under $12,000,
compared with 11.4 percent in 1960, conversely,
in 1960 only 9.4 percent of new FHA units
were priced above $20,000 compared to 20.8 percent two years later and 14.8 percent in 1966.
To what extent is this slow but steady increase
in the cost of housing in the St. Louis area attributable to zoning-related factors?
2. T1'ends in Zoning and Site Costs. In answering this question we consider the case of St.
Louis County, which is outside of and surrounds

that the cost of raw land in the metropolitan

area does not necessarily determine either site

costs or housing costs in these areas. For this

reason public policies that seek to control the

cost of raw land may have no meaningful im-

TABLE 58.

Financial Characteristics of FHA One-Family Units,

pact on the cost of developed lots or of the hous-

st.

Louis Metropolitan Area, 1960-1966

NEW HOUSING

EXISTING HOUSING

ing that is built on the lot.

Averaee
Price
of Site

This is not to say that either site costs or

housing costs in the St. Louis area are at levels

which encourage production of low- and mod-

erate-cost housing. Far from it: while the distri-

bution of FHA housing costs for one-family units

for the years 1960 through 1966 shows that in

1966 no units were produced under $12,000,

compared with 11.4 percent in 1960, conversely,

in 1960 only 9.4 percent of new FHA units

were priced above $20,000 compared to 20.8 per-

cent two years later and 14.8 percent in 1966.

Year

FHA Value

1960
1961
1962
1963
1964
1965
1966

$14,688
14,997
16,533
16,388
16,626
17,030
17,183

Site/Value

$2,844
2,952
3,225
3,253
3,264
3,290
3,276

19.4
19.7
19.5
19.8
19.6
19.3
19.1

FHA Value

Average
Price
of Site

SiteIValue

$13,317
13,578
14,136
13,840
14,381
14,848
14,542

$2,398
2,483
2,654
2,810
2,974
3,028
2,940

18.0
18.3
18.8
20.3
20.7
20.4
20.2

Source: Federal Housine Administration. Division of Research and Statistics.

To what extent is this slow but steady increase

in the cost of housing in the St. Louis area at-

tributable to zoning-related factors?

2. Trends in Zoning and Site Costs. In answer-

TABLE 59. Percentage Distribution of Property Values, New FHA One-Family Houses, St. Louis Metropolitan
Area, 1960-1966

ing this question we consider the case of St.

PROPERTY VALUES-PERCENTAGE DISTRIBUTION

Louis County, which is outside of and surrounds

TABLE 58. Financial Characteristics of FHA One-Family Units, St. Louis Metropolitan Area, 1960-1966

NEW HOUSING

EXISTING HOUSING

Average

Average

Price

Price

Year

FHA Value

of Site

Year

1960
1961
1962
1963
1964
1965
1Qf;6

Less
Than
$10,000

$10,000
to
$11.999

$12.000
to
$13.999

$14.000
to
$15.999

$16.000
to
$17.999

2.6
2.7

11.4
15.9
8.4
2.0
1.3

35.1
25.3
18.4
14.2
10.7
8.5
1.8

24.4
27.6
33.2
43.7
38.3
34.1
41.7

10.5
12.5
14.3
19.3
25.8
27.5
29.9

Site/Value

of Site

Site/Value

1960

$14,688
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6.6
4.5
4.9
8.1
10.7
15.1
11.8

$20,000
to
$21.999

5.2
5.8
8.1
7.4

Original from
364 UNIVERSITY OF MINNESOTA

C:"'uce: Feelera, Housine Administration. Division of Research and Statistics.
FHA Value

$18.000
to
$19,999

$22.000
to
$24.999

9.4
11.5
20.8
4.3
5.5
5.1
5.9

$25.000
or
More

3.2
1.9
1.6
1.5

St. Louis city on the Missouri side of the river.

St. Louis County has been the principal locus

of most of the outmigration from the city in re-

cent years. By the early 1960's the population

exceeded the city's by more than 150,000. The

county is divided into 94 municipalities, all of

which have local zoning powers, and an unin-

corporated area which is under the control of

the county government. In Table 60, we show

the costs of normal one-family subdivision de-

velopment in the unincorporated portion of St.

Louis County by county zoning districts. The

data were compiled by Air. Alfred Kahn of St.

Louis for the year 1967. In Table 61, we show

total houses completed by price class (mainly)

in the unincorporated areas of the county, for

the years 1963-1967. Table 60 clearly shows that

one-family housing priced below $15,000 cannot

be produced in zoning districts R-1, R-2, R-3

and R-4. Nevertheless, less than 10 percent of

the vacant land in the unincorporated area of

St. Louis County is zoned for R-5 development

(6,000 sq. ft.) and less than 15 percent is zoned

for R-4 development (7,500 sq. ft.). On the

other hand, more than 50 percent of the va-

cant land supply of the county is zoned for R-1

type housing, which have total low cost of $9,375

per unit compared to $2,725 per unit in R-5

areas and $3,386 in R-4 areas.

Clearly, zoning and subdivision requirements

have created additional costs in development.

Frontage requirements and setback require-

ments have created lot wastage and additional

St. Louis city on the Missouri side of the river.
St. Louis County has been the principal locus
of most of the outmigration from the city in recent years. By the early 1960's the population
exceeded the city's by more than 150,000. The
county is divided into 94 municipalities, all of
which have local zoning powers, and an unincorporated area which is under the control of
the county government. In Table 60, we show
the costs of normal one.family subdivision development in the unincorporated portion of St.
Louis County by county zoning districts. The
data were compiled by i\Ir. Alfred Kahn of St.
Louis for the year 1967. In Table 61, we show
total houses completed by price class (mainly)
in the unincorporated areas of the county, for
the years 1963-1967. Table 60 clearly shows that
one-family housing priced below $15,000 cannot
be produced in zoning districts R-I, R-2, R-3
and R-4. Nevertheless, less than 10 percent of
the vacant land in the unincorporated area of
St. Louis County is zoned for R-5 development
(6,000 sq. ft.) and less than 15 percent is zoned
for R-4 development (7,500 sq. ft.). On the
other hand, more than 50 percent of the vacant land supply of -the county is zoned for R-I
type housing, which have total low cost of $9,375
per unit compared to $2,725 per unit in R-5
areas and $3,386 in R-4 areas.
Clearly, zoning and subdivision requirements

improvement cost.

have created additional costs in development.
Frontage requirements and setback requirements have created lot wastage and additional
improvement cost.
The St. Louis County Subdivision Regulations require a minimum 70 ft. of frontage for
lots that are 7,500 sq. ft. in area. Lots that are
over 6,000 sq. ft. in area but under 7,500 sq. ft.
require 50 ft. of frontage. If a house can be built
on a smaller lot and save 20 ft. of frontage, this
is a saving of $700 in improvement cost at $35 a
linear foot of improvement cost. Under the St.
Louis County Planned Environment Unit Procedure a builder could do this and put the extra
land in open space as part of the subdivision. If
he uses the land for a combination of singlefamily units and multiple-family units in a
Planned Environment Development he can also
increase his yield in the total number of dwelling units as much as 10 percent. This happens
because a normal subdivision seldom can get the
maximum legal lot yield because of topography,
cuI-de-sacs and other design requirements. The
savings possible on a Planned Environment or
Density Development subdivision on improvement costs per unit can be significant.
A problem of development in St. Louis County
in the past has been that developers built wide
houses that buyers seemed to want with necessary large frontage and additional improve-

The St. Louis County Subdivision Regula-

tions require a minimum 70 ft. of frontage for

lots that are 7,500 sq. ft. in area. Lots that are

TABLE

60.

Costs Related to Normal One-Family Subdivision Development in

st.

Louis County

over (i,000 sq. ft. in area but under 7,500 sq. ft.

require 50 it. of frontage. If a house can be built

Estimated
Land Cost
Per Acre

on a smaller lot and save 20 ft. of frontage, this

is a saving of S700 in improvement cost at $35 a

Zone

linear foot of improvement cost. Under the St.

Louis County Planned Environment Unit Pro-

cedure a builder could do this and put the extra

land in open space as part of the subdivision. If

he uses the land for a combination of single-

family units and multiple-family units in a

Planned Environment Development he can also

increase his yield in the total number of dwell-

R-l
R-2
R-3
R-4
R-5

(1 Acre)
(15,000 sq. ft.)
(10,000 sq. ft.)
(7,500 sq. ft.)
(6,000 sq. ft.)

H·

5

5,000
5,250
°O
5,000
,000

Lot
Yield
Per Acre

0.9
2.5
3.5
4.5
5.0

Land
Cost
Per Lot

r

ooo

2,000
1,500
1,111
800

Average
Frontage

Improvement
Cost ~er Lot @
$3 per ft.

125 ft.
100 ft.
80 ft.
65 ft.
55 ft.

$4,375
$3,500
$2,800
$2,275
$1,925

Total of Lot
Cost Plus
Improvement

Indicated
House Cost
(Total Lot &
Improvement
Cost)

n·

B75
27,500
21,500
16,930
13,625

5,500
ft·375
,300

3,386
2,725

Note: In the central-west portion of the County land zoned for R-2 is being used for houses in the $35,000 to $45,000 price range
because of the high status location.
Source: Federal Housing Administration, St. Louis Office.

ing units as much as 10 percent. This happens

because a normal subdivision seldom can get the

maximum legal lot yield because of topography,

TABLE
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Total Houses Completed in St. Louis County in Area North of Page Avenue

cul-de-sacs and other design requirements. The

savings possible on a Planned Environment or

Density Development subdivision on improve-

ment costs per unit can be significant.

A problem of development in St. Louis County

in the past has been that developers built wide

houses that buyers seemed to want with neces-

sary large frontage and additional improve-

TABLE 60. Costs Related to Normal One-Family Subdivision Development in St. Louis County

lndicated

House Cost

Estimated

Land Cost

r

Price Group

Number

Under $12,500

0
843
712
435
587
156
25
19
2,777

2 ,500-14,999
15,000-17,499
17,500-19,999
rO. OO I>-24.999
25,000-29,999
30,000-34 999
35,000 & 6ver

1963
Percent

0
30.4
25.6
15.7
21.1
5.6
0.9
0.7
100.0

1964
Percent
Number

1965
Number
Percent

1966
Percent
Number

0
243
888
983
357
231
6
20
2,728

0
114
464
905
789
217
34
2
2,525

0
16
393
649
609
295
47
6
2,015

0
8.9
32.6
36.0
13.1
8.5
0.2
0.7
100.0

TOTAL
Note: These figures exclude production by builders who build less than five houses per year.
Source: Federal Housing Administration, St. Louis Office.

Per Acre

Lot

Land

lmprovement

Total of Lot

0
4.5
18.4
35.8
31.2
8.6
1.3
0.1
100.0

The Supply and Availa6ility of-Land

0
0.8
19.5
32.2
30.2
14.6
2.3
0.3
100.0
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1967
Number Percent

0
71
236
678
680
169
141
3
1,978

0
3.6
11.9
34.3
34.3
8.0
7.2
0.1
100.0

mellt costs. Currently builders are developing
subdivisions under the Planned Environment
Unit Procedure in St. Louis County and offer·
ing a relatively large house with a minimum
frontage in order to reduce improvement cOSts.
The ga rage is located in the front of the strucLUre, with resulting 52 ft. frontage instead of
previously needed 75 ft. of frontage to accommodate the same basic house. At $35 a front
foot for improvement costs a sav ings of $805 per
house is indicated. Clearly, in the St. Louis and
Twin Cities areas, if land costs can be held
stable rather than increase to the benefit of the
seller, it would appear that sign ificant land and
land improvement COSt savings can be accomplished by increasing density, i.e. by eliminating unreasonable restrictions on land use intensity.

anomalous si tuation is due in part to the decline in Section 207 building in the core area of
New York, the exception noted above, where
FHA has insured luxury housing at land costs
of $50 and $60 per square foot. It is due also,
we think, to the growing acceptance or multi·
family housing in suburban areas (where land
values are lower than in central cities). and to
the tendency of suburban multi-family builders to seek FHA mortgage insurance. This is
not to suggest that lower site costs in Section
207 housing, (compared with site COStS of SecTABLE 62. Media Mortgage Amount, per Unit and as
a Percentage of Replacement Value, FHA Sec. 207,
Multi-Family Housing Transactions, Selected Years,

1950-1966
Veer

Multi-Family Housi1lg
1n the previous sect ions we have considered,
at some length, the movement of site costs and
housing COSlS in single·family housing. We now
consider site cosu and development costs in
FHA multi·family housing programs. These programs and their FHA titles are: Section 207,
Section 213, Section 220, Section 22 1 l\hrket Interest R ate, a nd Section 22 1(d )(3) Below "·farket inte resl Rate. Regrettabl y, the FHA does
nOt maintain data on multi-family housi ng programs by states or metropolitan areas. Thus, our
anal ys is mu st be conducted in te rms of national
figures.
ClIal/ges 11/ Lalld Costs-FHA Milia-Family
H ousillg Program
Til e Section 207 Program . Section 207 is the
major multi-family housing program of the Federal H ousi ng Administration. Greater mortgage
commitments have been made for Section 207
housing, for instance, than for the other four
prognuns combined.
As shown in Table 62, the median mortgage
amount per unit in Section 207 housing (80
percent to 90 percent of development costs)
wellt from $6,366 in 1950, to $17,095 in 1964,
for an increase of 12.0 percent per unit. Between 1960 and 1966, however, mortgage
amount s in Section 207 housing increased only
mode rately, from 14,088 per unit, to $ 15,124.
Data on site costs in Section 207 housing go
back only to 1963. In that year median site
costs were 2,076. By 1966, they had declined by
28.8 pe rcent, to $1 ,478 per unit. This rather
Tlt e Supply alld Availability '0/ Land

1'50
1955
1960
196'
1964
196'

,-,

Morta;ll\.e
Per Un it

$ 6,366

8,506
14,088
15,964
17,095
16,116
15,124

MortJ:a:e Amount
as rcentlp
01 Reelleem'!IIt
,,~

85.6"'-

80.0

B9.6

89.0

90.0

89.'
89.2

I ...
SOurce, Federl! Houllna: Admintltllltion, Division of ReHIre"
and

SUotisUes.

tion 203 one-family housing) result in markcdly
lower development COSts or in Significantly lower
monthly housing expenses. Indeed, in 1966 only
2.2 percent of all Section 207 units had monthly
rentals of less than $ 120 per month, while 30.6
percent had monthly rentals in excess of $200
per month.
One final point: the site/ value mtio in all
FHA 207 multi-famil y units in 1966 was only
11 .1 percent, compared wi th 19.9 percent in onefamily units in the same year (Table 64). Site/
val ue ratios in Section 207 bousing arc the result
not only of lower unit land prices but o[ the
higher construction cost per square fOOl characteristic of multi-famil y construction. Thl': extremely low site/ value ratios in Section 207 housing, and the equally low dollar amount for perunit site costs, raise serious questions as to
whether public policies designed to reduce unit
land costs in muili-family housing (except in
places such as i\bnhauan) can have a meaningful impact on the total development costs
or on the monthly rentals of such multi-family
housing.
Section 220 Program. Unlike the Section 207
program, Section 220 mortgage insurance is limited to urban renewal areas only. It provides
mortgage insur nee equal to 90 percent
angina trom
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TABLE 63.
FHA Sec.

1963-1966

TABLE 63. Average Price of Site per Dwelling Unit,

FHA Sec. 207 Multi-Family Housing Transactions,

1963-1966

Percentage Distribution

of Dwelling Units

Average Price

of Site per

Dwelling Unit

Less than $500

$ 500 to 749

750 to 999

1,000 to 1,294

1,250 to 1,499

1,500 to 1,749

1,750 to 1,999

2,000 to 2,249

2,250 to 2,499

2,500 to 2,749

2,750 to 2,999

3,000 to 3,249

3,250 to 3,449

3,500 to 3,749

3,750 to 3,999

Ave~e Price of Site per Dwelling Unit,

207

AveraKe Price
of S e per
Dwelling Unit

ulti-Family Housing Transactions,
Percentage Distribution
of Dwelling Units

1966

1965

1964

1963

Less than $500
3.2%
1.3%
2.7%
$ 500 to 749
1.7
3.1
8.4
4.5
750 to 999
7.6
15.9
6.8
11.4
1,000 to 1,294
26.0
11.5
5.1
8.9
1,250 to 1,499
26.2
7.8
16.0
9.4
1,500 to 1,749
2.9
20.0
6.6
4.1
1,750 to 1,999
6.7
7.0
4.9
9.0
2,000 to 2,249
1.3
1.8
5.5
2,250 to 2,499
5.2
4.5
2.5
15.9
2,500 to 2,749
3.7
1.1
.4.7
2,750 to 2,999
1.2
3.5
3.6
1.9
3,000 to 3,249
11.6
5.0
3,250 to 3,449
2.5
1.6
7.8
3,500 to 3,749
6.7
8.1
2.5
.5
3,750 to 3,999
4.7
3.5
17.5
4,000 to 4,249
4.7
.8
4,250 to 4,449
1.0
4,500 to 4,749
.8
2.7
4,750 to 4,999
8.5
.9
3.0
5.5
5.0
5,000 or more
TOTAL 100.0% 100.0% 100.0% 100.0%
$1,737
$2,076
$1,406
MEDIAN PRICE $1,478
Source: Federal Housing Administration, Division of Research
and Statistics.

4,000 to 4,249

4,250 to 4,449

4,500 to 4,749

4,750 to 4,999

5,000 or more

TOTAL

TABLE 64. Price of Site as a Percentage of Replacement Cost, FHA Sec. 207 Multi-Family Housing Transactions, 1963-1966
Price of Site as
Percentage of
Replacement Cost

MEDlAN PRlCE

Source: Federal Housing Administration, Division of Research

and Statistics.

TABLE 64. Price of Site as a Percentage of Replace-

ment Cost, FHA Sec. 207 Multi-Family Housing Trans-

actions, 1963-1966

1966

1.7

7.6

26.0

16.0

6.6

4.9

2.5

2 to 3.9
4 to 5.9
6 to 7.9
8 to 9.9
10 to 11.9
12 to 13.9
14 to 15.9
16 to 17.9
18 to 19.9
20 or more

1966

Percentage Distribution
of Dwelling Units
1964
1965

17.0
.9
29.0
22.0
17.5
8.1
5.5
100.0%
11.1%

11.0
10.2
37.7
21.2
9.2
7.1
.9
2.7

5.9
15.0
24.8
13.5
16.1
7.0
7.9
7.0

-

2.8
100.0%
8.3%

1963

7.6
11.5
16.0
14.9
12.2
13.6
7.8
10.6
5.0

.8

100.0%
TOTAL
100.0%
MEDIAN RATIO
7.5%
9.9%
Source: Federal Housing Administration, Division of Research
and Statistics.

3.6

8.1

17.5

1965

3.2Â°/

3.1

15.9

11.5

26.2

2.9

6.7

1.3

15.9

3.7

1.9

2.5

2.5

â 2.7

5.5

(roughly) of replacement value. In addition,
where the builder is designated as the urban
renewal developer (as is usually the case), mortgage commitments may include an additional
10 percent sponsor's allowance. This has not
served to reduce monthly rentals in Section 220
housing. In 1959, per-unit mortgage commitments for Section 220 housing averaged $14,114
(Table 65). At 87.3 percent of replacement
value, this meant that development costs were
approximately $16,167--or more than $1,000
above the development costs for FHA one-family units in the same year. By 1962, total development costs in Section 220 units were $18,978

($17,081 divided by 90.0 percent), or nearly
$2,900 above development costs for one-family
units. As a result, more than 90 percent of the
Section 220 units built in 1962 carried monthly
rentals of more than $140.00. Since 1964, perunit development costs in Section 220 housing
have declined by more than $2,000, to $16,803,
and the percentage of units renting for $140 and
below has increased to 14.8 percent. This may
TABLE 65.
Median Mortgage Amount per Unit and as
a Percentage of Replacement Value, FHA Sec. 220
Transactions, Selected Years, 1959-1966
Mortgage Amount
Mortgage
as Percentage
Amount
of Reelacement
Year
Per Unit
alue

1959
1960
1962
1963
1964
1965
1966

$14,114
14,484
17,081
16,027
17,725
16,845
14,859

Source: Federal Housing Administration, Division of Research
and Statistics.

indicate a change in the direction of the program; nevertheless, Section 220 housing cannot
really be said to be a resource for moderatemeans families.
For our present purposes, the significance of
these development costs lies in their relationship to site costs (Table 66). Since 1963, site
costs in Section 220 housing have been declining to the point where they are below those in
the Section 207 program. Moreover, the ratio of
site cost to replacement value in Section 207
housing is less than 50 percent of the ratio in
Section 207. It is unlikely that site costs in the
Section 220 program could be reduced substantially, for not only is the land sold to developers at a low write-down price, but the municipality, in most cases, pays for improvement of the
site. In any case, it is extremely doubtful
whether a reduction in unit land costs comparable to that of 1963-1965 could or would
have an appreciable impact on monthly rentals.
In our view, land costs are not the critical issue
in the cost of Section 220 housing.
TABLE 66.
Median Price of Site and Site/Value
Ratio, Section 220 Transactions, 1963-1966
Median Price
Median
of Site per
Site! Replacement
Year
Dwelling Unit
Value
1966
N.A.
N.A.

1965
1964
1963

$1,170
1,312
1,815

$1,478

$1,406

1964

1.3%

8.4

6.8

The Supply and Availabzlity of L and

5.0%
8.2
7.3

Source: Federal Housing Administration, Division of Research
and Statistics.

100.0%

100.0%

87.3%
88.6
90.0
82.1
88.8
88.9
88.9
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TABLE 67. Median Price of Site and Site/Value
Ratio, Section 213 Transactions, 1963-1966

TABLE 67. Median Price of Site and Site/Value

Ratio, Section 213 Transactions, 1963-1966

Year

1966

Year

Median Price
of Site per
Dwelling Unit

Median
Site/ Replacement
Value

1966
1965
1964
1963

$2,714
3,308
2,839
2,165

11.4%
17.6
17.4
10.2

Source: Federal Housing Administration, Division of Research
and Statistics.

1965

1964

1963

Median Price

of Site per

Dwelling Unit

$2,714

3,308

2,839

2,165

Median

Site/Replacement

Value

11.4%

17.6

17.4

10.2

Source: Federal Housing Administration, Division of Research

and Statistics.

Section 213, Cooperative Program. The FHA

Section 213 housing program insures mortgages

on cooperative housing projects of five or more

units. The projects belong to and provide hous-

ing for members of nonprofit cooperative cor-

porations. Although Section 213 mortgages cover

sales-type as well as management-type projects,

we consider site costs and unit costs only for

the latter.

Site costs in the Section 213 program are

higher than in any other FHA multi-family

housing programs. In 1963, for example, median

site costs were $2,165; by 1966 they had risen

25 percent, to $2,714âan increase of 8 percent

a year (Table 68). In the same period, however,

Section 213, Cooperative Pmgram. The FHA
Section 213 housing program insures mortgages
on cooperative housing projects of five or more
units. The projects belong to and provide housing for members of nonprofit cooperative corporations. Although Section 213 mortgages cover
sales-type as well as management-type projects,
we consider site costs and unit costs only for
the latter.
Site costs in the Section 213 program are
higher than in any other FHA multi-family
housing programs. In 1963, for example, median
site costs were $2,165; by 1966 they had risen
25 percent, to $2,714-an increase of 8 percent
a year (Table 68). In the same period, however,
total development costs per unit (mortgage
amount divided by mortgage replacement value
ratio) rose from $12,330 to $19,273-for an increase of $56, or $6,943, in three years (Table
68). Since these cooperative projects are built by
nonprofit corporations it is assumed that this
increase is attributable to factors other than
higher profits.
Since increased site costs accollnted for only
10 percent of the increase in total development

total development costs per unit (mortgage

amount divided by mortgage replacement value

ratio) rose from $12,330 to $19,273âfor an in-

crease of S56, or $6,943, in three years (Table

68). Since these cooperative projects are built by

TABLE 68. Median Mortgage Amount per Unit and
Median Ratio of Mortgage Amount to Replacement
Value, FHA Sec. 213 ~anagement-Type Cooperative
Transactions, Selected Years, 1951-1966

nonprofit corporations it is assumed that this

Year

Mortgage
Amount
Per Unit

Median Ratio
Mortgaie' Replacement
Value

1963
1964
1965
1966

$11,826
14,601
17,247
18,522

95.9%
96.2
96.0
96.1

increase is attributable to factors other than

higher profits.

Since increased site costs accounted for only

10 percent of the increase in total development

TABLE 68. Median Mortgage Amount per Unit and

Median Ratio of Mortgage Amount to Replacement

Value, FHA Sec. 213 Management-Type Cooperative

Transactions, Selected Years, 1951-1966

Source: Federal Housing Administration, Division of Research
and Statistics.

Year

1963

1964

1965

1966

Mortgage

Amount

Per Unit

$11,826

14,601

17,247

costs, we are compelled to ask whether land
costs are a significant factor in the consumer
cost of cooperative housing, for, as in the case
of the Section 207 program, land costs account
for less than 12 percent of total development
costs. Even if it were possible to eliminate site
costs entirely in Section 213 housing, 1966 total
development costs would still preclude such

housing from serving as a resource for low- and
moderate-income families. While every effort
should be made to reduce land costs in Section
213 and all other programs, it is well to consider the extent to which other forms of housing subsidy may be necessary to bring costs
down to low- and moderate-income levels.
Section 221, MaJ'ket Rate Program. The Section 221 market rate program is designed to finance mortgages for families forced to relocate
as a result of government programs. Forty-year
mortgages are available to such families at a
maximum interest rate of 6 percent plus Y2 percent for mortgage insurance.
Since the Section 221 program has not been
used in a major way in new construction, the
data in Tables 69 and 70 is primarily for existing housing.
TABLE 69. Median Price and Site/Value Ratio, Sec.
221 Market Interest Rate Transactions, Selected Years
Year

Median
Price
of Site

Site/
Value

1966
1965
1964
1963

$1,184
1,296
985
766

7.5%
7.6
8.1
5.9

Source: Federal Housing Administration, Division of Research
and Statistics.

TABLE 70. Median Mortgage Amount per Unit and as
a Percentage of Replacement Value, FHA Sec. 221
Market Interest Rate Transactions, Selected Years,
1959-1966
Year

Mortaage
Amount
Per Unit

Mortaage Amount as
a Percentage of
Replacement Value

1963
1964
1965
1966

$10,341
11,027
13,971
13,185

85.9%
86.7
87.9
88.0

Source: Federal Housing Administration, Division of Research
and Statistics.

From 1963 to 1966 median site costs in the
Section 221 program increased by 54 percentfrom $766 per unit to $1,184. Nevertheless, the
relationship between site costs and replacement
value in Section 221 housing remained essentially the same-from 5.9 percent in 1963 to 7.5
percent in 1966. Doubtless these site costs reflect
the fact that Section 221 housing tends to be located in racially isolated and declining areas
which have relatively low land values as compared with the largely white areas-which are
the locus of Section 207 and Section 213 housing. However, the cost of such housing to consumers was stilI considerable. In 1963 replacement value of Section 221 housing was $12,088;
by 1966 it had risen to $14,982.

18,522

Median Ratio

Mortgage/ Replacement

Value

95.9%

96.2

96.0
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That Section 221 housing is presently serving
only the cream of the displaced moderate-income
population is clear.
That Section 221 housing is presently serving

only the cream of the displaced moderate-income

population is clear.

Section 221(d)(3), Below Market Interest Rate

Program. The one major program in the Fed-

eral Housing portfolio designed to deal with the

bulk of the low- and moderate-income group is

the Section 221(d)(3) program. This program

provides mainly nonprofit corporations with 3

percent, 40-year mortgages for up to 100 percent

of development cost, for both sale and rental

housing. Here, we consider only rental housing

(Tables 71 and 72).

In 1963 the replacement value of new Sec-

tion 221(d)(3) housing was $11,077. Moreover,

at $849 per unit, site costs in this housing were

less than in any FHA multi-family housing pro-

gram. By 1966 the replacement value of new

Section 221(d)(3) housing had increased by

$3,661, to $14,738. Further, this remarkable rise

in the total cost of Section 221(d)(3) housing

took place against the background of stable site

costs. Thus, site costs, whether for raw land or

for land improvement, cannot be said to be

responsible in any sense for the fact that the

221(d)(3) program is pricing itself out of the

market for low- and moderate-income house-

holds. Although site costs have not risen, median

rent in Section 221(d)(3) housing increased from

$86.69 in 1963 to SI 10.54 in 1966.

A Note on Site Costs in Elevator and Non-

elevator Structures. It may be interesting to

observe differences in site costs and replacement

costs per unit for elevator and non-elevator

Section 221( dX3), Below Market Interest Rate
Pmgram. The one major program in the Federal Housing portfolio designed to deal with the
bulk of the low- and moderate-income group is
the Section 221(d) (3) program. This program
provides mainly nonprofit corporations with 3
percent, 40-year mortgages for up to 100 percent
of development cost, for both sale and rental
housing. Here, we consider only rental housing
(Tables 71 and 72).
In 1963 the replacement value of new Section 221(d) (3) housing was $11,077. Moreover,
at $849 per unit, site costs in this housing were
less than in any FHA multi-family housing program. By 1966 the replacement value of new
Section 221(d)(3) housing had increased by
$3,661, to $14,738. Further, this remarkable rise
in the total cost of Section 221 (d)(3) housing
took place against the background of stable site
costs. Thus, site costs, whether for raw land or
for land improvement, cannot be said to be
responsible in any sense for the fact that the
221(d)(3) program is pricing itself out of the
market for low- and moderate-income households. Although site costs have not risen, median
rent in Section 221 (d)(3) housing increased from
$86.69 in 1963 to $110.54 in 1966.

TABLE 71. Median Price and Site/Value Ratio, Sec.

221 Below Market Interest Rate Transactions, 1963-

1966

TABLE 73. Site Costs per Unit in Elevator and Non-

Elevator Structures Selected FHA Multi-Family Housing

Program, 1965

A Note on Site Costs in Elevator and Nonelevator Structll1·es. It may be interesting to
observe differences in site costs and replacement
costs per unit for elevator and non-elevator

Year

1966

1965

1964

TABLE 71. Median Price and Site/Value Ratio, Sec.
221 Below Market Interest Rate Transactions, 19631966
Year

Median Price
of Site

Site/Value

1966
1965
1964
1963

$830
856
898
849

5.5%
6.4
6.3
7.2

1963

Median Price

of Site

$830

856

898

Source, Federal Houslna: Administration, Division of Research

849

and Statistics.

Site/Value

5.5%

6.4

6.3

TABLE 72. Median Mortgage Amount per Unit and as
a Percentage of Replacement Value, FHA Sec. 221(d)(3)
Below Market Interest Rate Transactions, 1963-1966

7.2

Source: Federal Housing Administration, Division of Research

and Statistics.

Year
TABLE 72. Median Mortgage Amount per Unit and as

a Percentage of Replacement Value, FHA Sec. 221(d)(3)

Below Market Interest Rate Transactions, 1963-1966

Mortgage Amount

as a Percentage

1963
1964
1965
1966

Mortgage Amount
Per Unit

$10,601
12,432
12,815
13,559

Mortgage Amount
as a Percentage
of Reelacement
alue

95.7%
97.9
94.6
92.0

Source: Federal Housing Administration, Division of Research
and Statistics.

TABLE 73. Site Costs per Unit in Elevator and NonElevator Structures Selected FHA Multi-Family Housing
Program, 1965
Program

Sec. 207
Sec. 220
Sec. 213
Sec. 221 MIR
Sec. 221 BMIR

Program

Sec.
Sec.
Sec.
Sec.
Sec.

207
220
213
221 MIR
221 BMIR

All Units

Median Price of Site
Walk-up

$1,406
1,170
3,308
1,296
856

All Units

$18,750
23,400
18,700
17,500
13,265

$1,279
1,072
3,178
947
678

1963 $10,601 95.7%

1964 12,432 97.9

1965 12,815 94.6

1966 13,559 92.0

Source: Federal Housing Administration, Division of Research

The Su pply and A vailabilrty of L and

$1,492
1,224
4,864
1,405
1,066

Replacement Cost-Median
Walk-up
Elevator

$14,530
13,230
19,500
13,160
11,110

$20,720
25,500
41,560
18,730
15,680

Source: Federal Housing Administration, Division of Research
and Statistics.

(walk-up) structures. This is shown in Table 73
for five multi-family housing programs for 1965.
The data show, first, that elevator construction results in higher site costs per unit than
equiyalently financed walk-up construction.
These differences are most pronounced, interestingly, in the cooperative housing program
(Sec. 213) and in the two moderate-income
housing programs (Sec. 221 (d)(3) ~Iarket Rate
and Sec. 221 (d)(3) Below Market Rate programs). In the Below l\Iarket Interest Rate program, for example, site costs in elevator units
were 48 percent higher than in non-elevator
units. At first glance, differences in site costs
would appear to result from the concentration
of elevator structures in central cities, which
have higher raw land costs. However, the higher
densities characteristic of central cities (d. Chapter I) should offset these higher initial land
costs. That this is not the case suggests that
other cost inducing factors (such as fireproofing,
stairwells, etc.) are present in elevator structures that are not present in walk-up structures.
This is shown by the marked differentials that
exist between replacement costs for elevator and
non-elevator units (Table 73). In the Below
Market Rate program, per unit replacement costs
were S4,570 greater in elevator than in nonelevator structures. This is a differen tial of 41
percent in this critical program. In the cooperative housing program the diffe,rential amounted
to a fantastic $22,060, or 113 percent. In the
Section 220 program, the differential was $12,270, or 93 percent. On the basis of these differentials in both site costs and development costs
we conclude that the elimination of elevator
construction is the surest and most effective

Mortgage Amount of Replacement

Year Per Unit Value

Elevator

Original from
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method of reducing site costs, development costs,

and housing expenses in multifamily housing,

particularly where the market to be served is in

the lower half of the moderate-income group.

For obvious reasons, elevators will not be elim-

inated if multi-family housing continues to be

concentrated in land-poor areas of central cities,

where high-density elevator construction is re-

quired to bring down unit land costs in the first

place. Hence, we believe that, until multi-family

housing can be built at low densities in the

land-rich suburbs of our metropolitan areas, it

method of reducing site costs, development costs,
and housing expenses in multifamily housing,
particularly where the market to be served is in
the lower half of the moderate-income group.
For obvious reasons, elevators will not be eliminated if multi-family housing continues to be
concentrated in land-poor areas of central cities,
where high-density elevator construction is required to bring down unit land costs in the first
place. Hence, we believe that, until multi-family
housing can be built at low densities in the
land-rich suburbs of our metropolitan areas, it
is unlikely that significant savings can be effected in multi-family site costs.

TABLE 74. Per Unit Valuation of New Privately Owned
Housing-By Type, 1963-1967
Year

Averafa8AII
Multi- mlly
Units

1963
1964
1965
1966
1967*

$7,793
8,003
8,053
8,412
8,271

In Structures with
Three or
Five Units
Two Units
Four Units
or More

$8,509
8,818
9,027
9,203
9,569

$7,893
8,336
8,373
8,522
8,462

$7,700
7,880
7,922
8,293
8,124

·Preliminary
Source: United States Department of Commerce, Construction
Reports, C42-68-4, April 1968.

Zoning, Site Costs, and Housing Costs
in Multi-family Development: The Case of
Minneapolis-St. Paul

is unlikely that significant savings can be ef-

fected in multi-family site costs.

A Note on Non-FHA Multi-family Housing

Costs. Although we have not been able to se-

cure reliable data on site costs for non-FHA

multi-family housing, Federal data on construc-

tion valuation of new housing suggests that FHA

units are among the most expensive multi-

family units being produced in the United

States. This is shown in Table 74, which pre-

sents per unit valuation for all privately owned

new nonsingle-family units (including FHA

units), by housing types for the years 1963 to

1967. In the nation as a whole, for example,

average construction costs for multi-family hous-

ing was $8,053 per unit in 1965. This should be

compared with the differential between replace-

ment costs and site costs in each of the FHA

multi-family insuring programs, shown in Table

74. For example, construction costs in the 221

(d)(3) Below Market Rate program were $12,409

in 1965. This is S4,356, or 54 percent, greater

than construction costs for all nonpublic multi-

family housing in that year. In Section 207,

housing construction costs were $9,291 greater

per unit than for all new multi-family housing.

In the Section 220 program, construction costs

were SI4,177, or 176 percent, greater.

Not only are construction costs much lower in

all multi-family housing than in FHA housing;

more importantly, the level of such costs sug-

gests, and suggests strongly, that the develop-

ment of for-sale multi-family housing (whether

on a condominium or cooperative basis) would

go far toward expanding the supply of low-cost

housing in the United States.

TABLE 74. Per Unit Valuation of New Privately Owned

HousingâBy Type, 1963-1967

Average All

In Structures with

Multi-family

Three or

Two Units Four Units

Five Units

A Note on Non-FHA Multi-family Housing
Costs. Although we have not been able to secure reliable data on site costs for non-FHA
multi-family housing, Federal data on construction valuation of new housing suggests that FHA
units are among the most expensive multifamily units being produced in the United
States. This is shown in Table 74, which presents per unit valuation for all privately owned
new nonsingle-family units (including FHA
units), by housing types for the years 1963 to
1967. In the nation as a whole, for example,
average construction costs for multi-family housing was $8,053 per unit in 1965. This should be
compared with the differential between replacement costs and site costs in each of the FHA
multi-family insuring programs, shown in Table
74. For example, construction costs in the 221
(d)(3) Below Market Rate program were $12,409
in 1965. This is $4,356, or 54 percent, greater
than construction costs for all nonpublic multifamily housing in that year. In Section 207,
housing construction costs were $9,291 greater
per unit than for all new multi-family housing.
In the Section 220 program, construction costs
were $14,177, or 176 percent, greater.
Not only are construction costs much lower in
all multi-family housing than in FHA housing;
more importantly, the level of such costs suggests, and suggests strongly, that the development of for-sale multi-family housing (whether
on a condominium or cooperative basis) would
go far toward expanding the supply of low-cost
housing in the United States.

Contrary to common belief, restrictive zoning
practices are not limited in their objectives to
single-family housing. Indeed, restrictive zoning
practices have had, and continue to have, a significant impact upon multi-family housing costs.
To illustrate this, consider the Survey and Analysis of the Village of Roseville, Minnesota, prepared for the Roseville Planning Commission.
The Survey points out that the development of
available land for single-family homes in Roseville is nearing the saturation phase, and, consequently, a high percentage of the remaining vacant residential land must be utilized for some
type of multi-family development. The authors
point out that many suburban dwellers look
upon multi-family dwellings with fear and suspicion in the belief that such developments will
reduce property values, will require expenditure
of additional services, will greatly increase the
school roll, and will result in the introduction
of socially undesirable persons. They point out
that "all of these reasons could be valid bases
for rejecting apartments if the community had
no control over the quality of the construction,
the size of the site, and the location of the buildings." Roseville was able to exercise such control through its zoning. In the future control
should be extended through development of a
Housing Code. It is further suggested, as part of
the Village'S Comprehensive Planning Program,
that the present zoning ordinance be revised to
provide for greater flexibility in developing various types of multi-family structures "while insuring that the quality of these units will be of

Year

Units

or More

1963

1964

1965

1966

1967*

$7,793

8,003

8,053

8,412

8,271

$8,509
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a quality compatible to adjacent single-family

homes acceptable in areas not previously zoned

for multiple dwellings. By maintaining high-

quality and controlled density, there is no rea-

son why apartments and town-houses cannot be

as great an asset to the community as the homes,

businesses, and industries."

Elsewhere in the report, the relationship be-

tween quality of housing and tax base is stated

even more boldly. The quality of housing is

"the key to the quality and availability of mu-

nicipal services such as fire and police protec-

tion, utilities, road maintenance, and the local

school system. . . . Thus the condition of the

housing base and its close relationship to the

economic base make it imperative that housing

characteristics be analyzed as an important part

of the total planning process." As part of this

planning process, the authors suggest that both

past and present residential construction trends

must be determined to provide a basis for esti-

mating the volume, quality, and type of devel-

opment which may be reasonably expected in

the future. Special problems and concerns such

as "the economic and social impact of multi-

family development and the upgrading of multi-

family zoning requirements" must also be ex-

amined in the context of the community's com-

prehensive planning process to insure the high-

est standard of future residential development.

We draw attention to the repeated use of the

word "quality" as synonymous with value or

public worth. We call attention, also, to the

emphasis on the desirability of apartments as

an acceptable form of housing construction

purely on the basis of their net tax impact. Fur-

ther on in the Roseville report, it is pointed out

that "very few children are in schools from

apartments." This fact is then utilized to dem-

onstrate the tax advantage of high-quality

multi-family housing construction.

The city of Bloomington, Minnesota, has de-

veloped comprehensive zoning and planning

codes governing multi-family housing which

shed considerable light on the problem on re-

strictive zoning or multi-family developments.

For example, minimum land area require-

ments for apartment developments in Bloom-

ington range from 4,275 square feet for three-

bedroom-apartment units in a one-story multiple-

family structure to 1,620 square feet for an effi-

ciency unit in a multiple family structure of

six stories. Similarly, the requirements for the

average multiple-family structure, which is a

three-story structure, range from 3,895 square

feet for a three-bedroom unit down to 1,840

square feet for an efficiency unit. For each park-

ing space provided under a multiple-family

building, 300 square feet of floor area may be

deducted from the total area requirements noted

above. It should also be noted that each unit

in a multiple-family structure is required to be

provided with an off-street parking space; i.e.

a covered space of not less than 300 square feet.

To add still further to the allocation of total

a quality compatible to adjacent single-family
homes acceptable in areas not previously zoned
for multiple dwellings. By maintaining highquality and controlled density, there is no reason why apartments and town-houses cannot be
as great an asset to the community as the homes,
businesses, and industries."
Elsewhere in the report, the relationship between quality of housing and tax base is stated
even more boldly. The quality of housing is
"the key to the quality and availability of munici pal services such as fire and police protection, utilities, road maintenance, and the local
school system . . . . Thus the condition of the
housing base and its close relationship to the
economic base make it imperative that housing
characteristics be analyzed as an important part
of the total planning process." As part of this
planning process, the authors suggest that both
past and present residential construction trends
must be determined to provide a basis for estimating the volume, quality, and type of development which may be reasonably expected in
the future. Special problems and concerns such
as "the economic and social impact of multifamily development and the upgrading of multifamily zoning requirements" must also be examined in the context of the community's comprehensive planning process to insure the highest standard of future residential development.
We draw attention to the repeated use of the
word "quality" as synonymous with value or
public worth. We call attention, also, to the
emphasis on the desirability of apartments as
an acceptable form of housing construction
purely on the basis of their net tax impact. Further on in the Roseville report, it is pointed out
that "very few children are in schools from
apartments." This fact is then utilized to demonstrate the tax advantage of high-quality
multi-family housing construction.
The city of Bloomington, Minnesota, has developed comprehensive zoning and planning
codes governing multi-family housing which
shed considerable light on the problem on restrictive zoning or multi-family developments.
For example, minimum land area requirements for apartment developments in Bloomington range from 4,275 square feet for threebedroom-apartment units in a one-story multiplefamily structure to 1,620 square feet for an efficiency unit in a multiple family structure of
six stories. Similarly, the requirements for the
average multiple-family structure, which is a

costs per unit in multiple-family structures, off-

street parking areas must be paved with ex-

pensive Portland cement or bituminous concrete

surface; garages must have the same construc-

tion or appearance as the main building; park-
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three-story structure, range from 3,895 square
feet for a three-bedroom unit down to 1,840
square feet for an efficiency unit. For each parking space provided tinder a multiple-family
building, 300 square feet of floor area may be
deducted from the total area requirements noted
above. It should also be noted that each unit
in a multiple-family structure is required to be
provided with an off-street parking space; i.e.
a covered space of not less than 300 square feet.
To add still further to the allocation of total
costs per unit in multiple-family structures, offstreet parking areas must be paved with expensive Portland cement or bituminous concrete
surface; garages must have the same construction or appearance as the main building; parking areas must have interior concrete curbs, and
sidewalks must be provided from parking areas
to the entrances to the building. Needless to
say, all of these costs, as well as others which
we have not mentioned, such as the growing
requirement that elevators be placed in all threestory structures, are shifted backward to the
apartments. In this way, effective site costs per
unit are brought to single-family levels.
To avoid direct limitation on the right of the
property owner or developer to build apartments of a type and character that meet reasonable standards acceptable under the law, suburban communities in the :\linneapolis-St. Paul
area utilize the condi tional use permi t system to
approve or disapprove applications for multifamily development. The conditional or special-use permit is a technique developed to provide for the rarely occurring, but necessary and
desirable land use that, because of its rarity, need
not be provided for within the general framework of the zoning regulations. Despite the intent of the law, most multi-family housing in
suburban Minneapolis-St. Paul appears to have
been built not in multi-family zones but in
single-family zones. In the city of Bloomington,
for example, 201 out of 225 multiple-family
structures were placed in zones in which they
were "generally not suitable." In 1967, the number of multiple-family structures placed in
zones for which their use was unsuitable
amounted to more than 50 percent of all new
dwelling units erected in Bloomington in that
year. In addition, conditional-use permit is used
to control the type and quality of multi-family
housing development. Even where multi-family
uses are permitted, local planning bodies in the
Twin Citks are em
, powered to examine the plans
nglna rom
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II
of a multi-family developer before issuing a
building permit. Thus, lhe final determination
as to what gets built in the way of multi·family
hOllsing is left in the hands of the local officials.
As examples of the way in which the conditional
permit system is employed by planning commis·
sions to raise the site costs of multi-fami ly de·
velopment, we cite two cases drawn from Bloomington's town records. The first case concerns a
1967 sta ff report 0 11 the application of Skyline
Builders, Inc. to build a multi-family residential developmem in a single-family district. The
report contains a recommendation that this
property, due to size, loca tion, topographical
features, surround ing environment, etc., is an
... ideal site for a high quality apart ment de·
Tlelopme'li . .. bllildings shou ld be of considerable size and height, ' fire resistant constrllction witli elevalors, tmderground parhing
and/ or bnsem ent pnrking, w imming pool,
play areas, salina, and all of t he other amen i·
ties that will be provided for apartment dwell·
ers in order 10 make it a very desirable and
sought-after apartment developm ent. Th e
Planning Director feels that to consider two
slory , wood fram e bllildj"gs 0'1 tllis property
would be 011 uneconomical use of the iml d,
mId hnve tile result of wasting ml excellent
npartmellt site; it wOllld be tmdesirable from
the standpoint of city devt:lopment, and
TlJollld, ;'1 fa ct, pre·empt and pre·determine Q.
low relltal apart mell t developmen t for th is
area for I/InllY years to com e.
Here the co ndi tiona l·use permit is being utilized to discourage the construction of low-sitecost housing, and thereby to discourage the produ ction of lower and more moderate rental units.
Although the planning Commission can overrule iu staff, in this case, and presumably in
most other cases, the report was approved and
the application for the project denied.
T he second case involves a discussion with the
Bloomi ngton Planning Commission o f rent Ie\,els in a proposed multi-family development. The
project in question was to have rentals of $ 170
for one-bedroom uni ts, $200 for two-bedroom
units, and $240 for three·bedroom u ni ts. On
June 10, 1967 this matter (case #5942 was
again brought lip for hearing and discussion
whereupon a member of the Commission, James
King, said he "would support the motion (i.e.,
motion to deny the condi tional use) on the
basis of the number p( three·bed 'oo'r- U1f t , t nd

the resulti ng impact this would have on the
school situation ." The Plann ing Commission
did, in fact, deny a permi t for a conditional
use for the proposed development. Subsequently,
another application for development of the same
si te was approved ; however. the intended use
was for development of 84 single-family at·
tached units, plus 30 si ngle-family free-standing
units.
On the basis of our experiences in various
areas of the country, we believe the sitWllion
described here is representative of suburban
mu lti-fam ily zoning activi ties in the country as
a whole. The Minneapolis and St. Paul areas
may be in the forefront in recognizing the es·
sentia l need for multi-family housing; however,
the multi-family house that is being produ ced
is designed to rent at leve!a which assure similar social class occupancy in both single·family
and multi-family housing.
Land Costs in Central Gity Urbml Renewal
Areas and in Suburban Areas
In Table 75 we listed raw land prices for
suburban parts o f 21 selected metropolitan
areas. This table is reproduced on the following
page. For 259 areas studied, the average sub·
urban raw land pri ce was $3 ,030 in 1964: this
represented a 52 percent increase in prices in
lour years, or U percent per year.
While Jand converted to u rban use is priced
many hundreds, and indeed thousands, of times
above farm land prices, it is well to consider
suburban la nd prices in ligh t of land prices in
central cities. This is particularly necessary at
Ihe present time when major policy decisions
regarding the location and type of new housing for low- and moderate-income families are
about to be made. Opinion in the country is
alre.. dy polarizing about two alternatives: redevelopment and renewal of the core areas of our
cenlral cities through urban renewal, and model
cities-type programs, or the abandonment o(
major portions o[ the blighted core areas in
favor of development of job-linked low· and
moderate-coSt housing in the nation's suburbs
and in new towns. To provide greater information to those charged with policy-mak.ing re·
sponsibilities in the housing area, we developed
a set of tables that show the cost of land pur·
chased in the urban renewal programs in se·
lected ccntral citi es. When compared with the
table on suburban raw land prices, these tables
permit uprt61~t fm ,_ B)ance the fiscal conse·
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TABLE 75.

CITY

Suburban Raw Land Price Appreciation Above Farm Land Prices, Selected U.S. Cities, 1964

STATE

Suburban
Pricel
Acre

Farm
Pricel
Acre

(1)

(2)

APfreciation
1)-{2)

Percent
Appreciation
Over Farm
Value
(3)-(2)

TABLE 75. Suburban Raw Land Price Appreciation Above Farm Land Prices, Selected U.S. Cities, 1964

(3)
$ 1,664
10,154
2,399
3,414
2,974
3,220
7,169
2,498
1,520
2,033
2,559
3,516
1,992
2,717
2,782
3,972
4,534
2,435
1,382
5,420
1,564

Suburban

Price/

CITY STATE Acre

(1)

Atlanta Ga. $ 1,791

Berkeley Cal. 10,614

Charlotte N.C. 2,633

Cincinnati - Ohio 3,696

Cheyenne Wyo. 3,000

Camden N.J. 3,820

Dallas..- Tex. 7,277

Dayton Ohio 2,789

Des Moines Iowa 1,785

Harrisburg Pa. 2,255

Indianapolis Ind. 2,852

Memphis Tenn. 3,681

Minneapolis Minn. 2,160

Omaha ..Nebr. 2,821

Orlando Fla. 3,089

(4)

Atlanta............ __... _..........Ga.
$ 1,791
Berkeley..............__....._.... cal.
10,614
2,633
Charlotte......... _...............N .C.
3,696
Cincinnati_......... _...........Ohio
3,000
Cheyenne ............ _......... _Wyo.
3,820
Camden ........................... N.J.
7,277
Dallas ...............................Tex.
2,789
Dayton ...... _ ..................... Ohio
1,785
Des Moines ...................... lowa
2,255
Harrisburg ...................... Pa.
2,852
I ndianapol is .....................lnd.
Memphls........................ _Tenn.
3,681
2,160
Minneapolis ....... _.......... _Minn.
2,821
Omaha ............_................ Nebr.
Orlando ............................Fla.
3,089
4,073
Portland .. _.......................Ore.
4,673
St. Lou is.......................... Mo.
Syracuse_........................ N. Y.
2,600
1,731
Spri nJlield_..................... Mass.
5,785
Washington, D.C•............(Md.)
Wichita_.._....._._ ............ Kans.
1,678
Source: NAHB and U.S. Department of Agriculture.

$127
460
234
282
26
600
108
282
265
222
293
165
168
104
307
99
139
165
349
365
114

quences of new housing programs oriented toward renewal and redevelopment of blighted
areas of central cities.
In Column 1 of Table 76 we show the number of acres purchased in the urban renewal
programs of 18 central cities, including all the
major cities in the United States. In Column 2
we list the average cost per acre of land purchased by the urban renewal agencies of these
18 central cities. These figures were calculated
directly from records submitted by the local
urban renewal agencies to the Department of
Housing and Urban Development in Washing-

ton. They represent a nonweighted average of
the cost of all land purchased by the local
agency since the locality began to participate in
the urban renewal program. In Columns 3 and
4 of Table 76, we show the number of acres
resold to developers in these cities as well as
the reuse value of urban renewal land. Strictly
speaking, the two columns do not necessarily
deal with the same pieces of property. For example, as of June 1968, the City of Detroit
purchased 644 acres for its urban renewal pro·
gram at an average price of $120,500. In addi·
tion, the Detroit agency acquired 14.2 acres

1,310%
2,207
1,025
1,211
11,438
537
6,638
886
574
916
873
2,131
1,186
2,613
906
4,019
3,262
1,476
396
1,485
1,372

Portland Ore. 4,073

St. Louis. Mo. 4,673

Syracuse N.Y. 2,600

Springfield Mass. 1,731

Washington, D.C (Md.) 5,785

Wichita..... Kans. 1,678

Source: NAHB and U.S. Department of Agriculture.

Farm

Appreciation

Over Farm

Percent

Price/

Appreciation

Value

Acre

(Dâ(2)

(3)â(2)

(2)

(3)

(4)

$127

$ 1,664

1,310%

TABLE 76.
June 1968

Average Purchase Price and Resale Price per Acre, Urban Renewal Program, Selected Central Cities,

460

10,154

2,207

234

2,399

1,025

282

3,414

1,211

26

2,974

11,438

600

3,220

537

108

7,169

6,638

282

2,498

886

Number
of Acres
Purchased
877.
235.
431.

Average Cost
of Land
Purchased
(per acre)
$ 46,000
288,000
222,000

City
Atlanta
Baltimore
Boston
800.
199,000
Chicago
Cleveland
355.
164,000
194.
121,000
Detroit
644.
483.4
89.4
530,000
18.5
Los An~eles
379.
119,000
280.
Louisvi Ie
105.
206,000
86.4
Milwaukee
262.8
138,000
202.
Minneacolis
215,000
9.8
New Oreans
9.4
669,000
406.5
442.
New York
2,216.
105,000
1,234.5
Philadelphia
314.
423,000
222.
Pittsburgh
159,000
433.2
460.8
St. Louis
181.4
147,000
180.3
St. Paul
261.9
260,000
251.9
San Francisco
372,000
254.
Washington, D.C.
274.7
Note: Numbers may not add to totals because of rounding.
Source: Department of Housing and Urban Development, Renewal Assistance Administration.

265

1,520

574

222

2,033

916

Number
of Acres
Sold
770.
259.5
197.8
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Averafe Price
of and
Resold
(per acre)
$ 17,000
66,000
53,000
32,000

37,000
28,000
398,000
37,000
121,000
53,000
59,000
158,000
39,000
105,000
54,000
30,000
162,000
209,000

riginal from
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Average
Difference
(per acre)
$ 29,000
222,000
170,000

167,000

127,000
93,000
132,000
82,000
85,000
85,000
56,000
502,000
66,000
318,000
105,000
117,000
98,000
163,000

through nonpmch ase, includi ng donation of
land, vacat ion of properties, etc. Thus, total
land in the program was 648.2 acres. Of this
total, 481H acres had been resold to developers
by J une o f 1968, a t a n average cost to the de"eloper of 2i, no per acre.
The difference between the average cost per
acre and the averagc rcsale price per acre is
show n in Col umn 5 of Table 76. While the figures in Column 5 do not represent the writedown per acre for specific projects, they do represent the effective writedown per acre for the
local urban rcnewal progra m. Under the Hous·
ing Act of 19·19, the Federal Gove rnment pays
two-t h irds of the project wri tedown in urban
rene\\'al areas.
Several additional poi nts should be noted.
First , the average resale price of urban renewal
land renects the usc 10 wh ich t he la nd will be
put. The res;lie price of land to be used for residen ces ,lIso refl ects th e zoned density of fumre
de velopment. Second. total land purchased in
these 18 local mban renewal programs-lO,8 12
acres-amounts to an infin itesimal percentage of
all blighted la nd in these center cities. Third,
assuming no increase in the price of land in these
cemr;1I cities and no increase in the resale price-wh ich must be kept low enough to perm it lowa nd moderate-cost housi ng-..... e can calculate the
a pproximate writcdo ..... n per acre for any of these
18 cities by multipl ying the number of acres to
be purchased by thc fi gure in Column 3. Since
t wo- third~ of this writedown will be paid by the
Federal Covern ment (assuming no major

cha nges in the Federal program), we can also
calculate the Federal share of these land costs.
H New York City, to take one example, decides
to bring 500 additional acres into its urba.n renewal program-an area considerabl) smaller
than a nyone of i15 (our malor ghettos-total
land cost would amount to ~3M,500,OOO, using
the average la nd COSlS for the program as a
whole.
If !WO additional acres were purchased for the
\Vashington, D.C. urban renewal program, total
land COSts would amount to $ 111 .600.000. H the
Chicago urban rene wal agency added 800 acres
to its p test:1ll 800, land costs would amount to
159,200,000, and so on .
These figurcs should be compared ""ith the
price of land in the suburbs surround ing the
cities (Tables 75). Assuming urban renewal
age ncies were allowed to purchase suburban land
at a cost per raw acre of $8,000 in 1968. the
differential between subu rba n land COStS and central ci ty land costs is nothing less than astronomi·
ca l: $!I!lO,OOO,OOO for 500 aCl'es in the New York
area ; $ 109,000,000 for 300 acres in the Washing·
lOn, D.C. area , and $ 15!I,OOO,OOO for 800 acres in
the Chicago area.
Of course these figures assume that land prices
will re main stable, parti cularly in central city
renewa l areas. However, this has not been the
case. To show the rise in the price paid per
acre o\'e r time---tha t is, the increase in core area
la nd prices-we also calclliated the a\-erage crut
of land purchased by these local urban rene",al
programs before 1960 and after 1964.

TABLE 77. Cost of Land per Purchased Acre, Urban Renewal Prosram, Selected Central Cities, by Date of
Initiation of Projects
COSt of Unci

I)e(

Acre

ProJeelli
lIellln

C,t)'

Altar 1964
$ 79,500

•

Atlanta

103,000

Batl imore

Boston

125,000

202,000

Chicago
Clevetand
Detroit
Los Angeles
Louisville
Mil wilukee
Minneilpolis
New Orleans
New York
Philadelphia

65,000
93,000

160,000
131,000
222,000

35,000
180,000

132,000

171,080

94,000
233,000

560,000
43,000

955,000
430,000

PittsbUrgh
470,000
St. Louis
171,000
St. Pa ut
56,000
San Francis.co
91,000
Washington, D.C.
33719P:'h i I from
Source: Department of HOlIsln •• ncI Urban..peYeIOPme(!t, R.IM.... t .... sil~~WfO~ INNESOTA
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277,000
247,000
173,000

187,000

495,000
1~,000

235,000
570,000
428,000

Site costs per acre were calculated for proj-

ects begun before 1960 and for projects begun

since 1964. Only land to which title had been

taken is included in the calculations. The re-

sults are shown in Table 77. In 13 of the 15

cities that had acquired land before 1960 and

after 1964, costs per acre in urban renewal areas

were significantly higher after 1964 than before

1960. In Boston, for example, the average prices

paid were $103,000 per acre before 1960 and

$247,000 after 1964; in Cleveland the compa-

rable figures were $65,000 vs. $160,000; in

Louisville, $35,000 vs. $132,000; in New York

$560,000 vs. $955,000; in Philadelphia, $43,000 vs.

$430,000, and so on. It should be pointed out

that the figures in Column 1 are an average of

all projects started between 1948 and 1960;

hence they tend to understate the price level

characteristic of the late 1950's, thereby increas-

ing the differential between Column 1 and Col-

umn 2. Nevertheless, the extent of the differen-

tial makes it abundantly clear that land costs in

core areas of central cities have increased very

rapidly between the 1950's and the 1960's.

This discussion of central city land values has

compared the costs of renewal land with the

costs of suburban vacant land. This should not

be taken to mean that renewal land is the only

form of developable land in central cities, or

that the costs of renewal land, which is located

mainly in downtown areas, are on a par with a

fringe area vacant land costs in these same cen-

tral cities. Clearly this is not the case. Still, it

should be pointed out that the limited and

rapidly disappearing supply of such vacant

land, and the zoning and land use policies,

which determine land use, have greatly limited

the contribution which fringe area vacant land

can make to the development of low- and mod-

erate-cost housing in central cities. In many

cities, therefore, renewal land (limited as it may

be) has become the only land resource available

to private enterprise for development for needed

low- and moderate-cost housing.

Summary and Conclusions

In summarizing this chapter on the costs of

residential land in the United States, we make

the following points:

1. Site costs for one-family dwelling units

have been increasing rapidly in many areas of

the country since the early 1950's. Part of this

Site costs per acre were calculated for projects begun before 1960 and for projects begun
since 1964. Only land to which title had been
taken is included in the calculations. The results are shown in Table 77. In 13 of the 15
cities that had acquired land before 1960 and
after 1964, costs per acre in urban renewal areas
were significantly higher after 1964 than before
1960. In Boston, for example, the average prices
paid were $103,000 per acre before 1960 and
$247,000 after 1964; in Cleveland the comparable figures were $65,000 vs. $160,000; in
Louisville, $35,000 vs. $132,000; in New York
$560,000 vs. $955,000; in Philadelphia, $43,000 vs.
$430,000, and so on. It should be pointed out
that the figures in Column I are an average of
all projects started between 1948 and 1960;
hence they tend to understate the price level
characteristic of the late 1950's, thereby increasing the differential between Column I and Column 2. Nevertheless, the extent of the differential makes it abundantly clear that land costs in
core areas of central cities have increased very
rapidly between the 1950's and the 1960's.
This discussion of central city land values has
compared the costs of renewal land with the
costs of suburban vacant land. This should not
be taken to mean that renewal land is the only
form of developable land in central cities, or
that the costs of renewal land, which is located
mainly in downtown areas, are on a par with a
fringe area vacant land costs in these same central cities. Clearly this is not the case. Still, it
should be pointed out that the limited and
rapidly disappearing supply of such vacant
land, and the zoning and land use policies,
which determine land use, have greatly limited
the contribution which fringe area vacant land
can make to the development of low- and moderate-cost housing in central cities. In many
cities, therefore, renewal land (limited as it may
be) has become the only land resource available
to private enterprise for development for needed
low- and moderate-cost housing.

increase is due to the rise in raw land prices

in suburban parts of metropolitan areas, where

most new one-family housing has been built.

Part is due also to suburban zoning require-

ments which require large lot sizes in one-fam-

ily districts. Despite these increases, however, raw

land costs are not the largest factor in the sharp

rise in site costs in one-family homes in recent

years.

2. The critical determinants of site costs, par-

ticularly in urban areas, are the costs of land im-

provements. These improvements average $35

per linear foot of lot width, depending upon

Summary and Conclusions
In summarizing this chapter on the costs of
residential land in the United States, we make
the following points:
1. Site costs for one-family dwelling units
have been increasing rapidly in many areas of
the country since the early 1950's. Part of this
increase is due to the rise in raw land prices
in suburban parts of metropolitan areas, where

the severity of local subdivision regulations. In

1966, the median lot width in one-family FHA-

insured homes was approximately 80 feet; (the

median lot size was 8,328 square feet). Thus, at

$35 per linear foot, land development costs

amounted to $2,800, compared to total median
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most new one-family housing has been built.
Part is due also to suburban zoning requirements which require large lot sizes in one-family districts. Despite these increases, however, raw
land costs are not the largest factor in the sharp
rise in site costs in one-family homes in recent
years.
2. The critical determinants of site costs, particularly in urban areas, are the costs of land improvements. These improvements average $35
per linear foot of lot width, depending upon
the severity of local subdivision regulations. In
1966, the median lot width in one-family FHAinsured homes was approximately 80 feet; (the
median lot size was 8,328 square feet). Thus, at
$35 per linear foot, land development costs
amounted to $2,800, compared to total median
site costs of less than $3,800. Land development
costs thus accounted for over 70 percent of site
costs in FHA one-family homes. Raw land costs,
on the other hand, accounted for less than $1,000
per unit of median FHA one-family homes, or
between 5 percent and 8 percent of median total
property costs. In housing priced above $22,000
on the other hand, raw land costs may climb to
10 percent and 12 percent of development costs.
3. The rise in the costs of land improvements
has been due in no small part to suburban landuse policies that are designed to increase perlot investment to encourage the production of
high-valuation (and high tax-yield) housing. Indeed, fiscally-motivated zoning and subdivision
actions are responsible for much of the increase
in site costs in one-family housing since the middle 1950's.
4. Contrary to popular belief, the rising site/
value ratio in one-family housing has not
served to increase the cost of housing. Higher
site/value ratios probably indicate builder absorption of added site costs as well as a tendency toward construction of higher-priced
houses. In some respects, site/value ratios are
not too high, but too low. If Federal and State
Governments encouraged developers to work at
higher site/value ratios, through appropriate incentives the result could be the reappearance of
800 and 900 square-foot units containing minimal custom features and maximum use of standard (and precast) elements. In this way the annual supply of $10,000-$15,000 one-family housing might be substantially increased_
5. Site costs in most FHA multi-family housing, including the costs of raw land and land
development, average less than one-third of site
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costs for one-family housing. However, the per-

unit development costs of this multi-family hous-

ing is not significantly below the development

costs of (non-California) FHA one-family hous-

ing.

6. Site/value ratios in FHA multi-family hous-

ing are much lower than for one-family dwell-

ings: In most FHA multi-family programs they

range from 5 percent to 11 percent of replace-

ment value, or from $600 to $1,800 per unit.

The land component of these site costs accounts

for only 3 percent to 5 percent of total develop-

ment costs, or from $350 per unit in $14,000

housing to $900 per unit in $18,000 housing.

For this reason, a reduction in raw land costs

would not significantly affect development costs

or rent levels in multi-family housing.

7. Site costs in multi-family development are

adversely affected by local zoning ordinances

which restrict unduly the amount of vacant land

available for multi-family development. More

important, the land just isn't zoned where the

builder finds the demand in the market. The

resultant scarcity of building sites serves to in-

crease the price of land in areas where multi-

family housing is a permitted use. Zoning and

suburban subdivision requirements which affect

minimum lot size, coverage, and parking facili-

ties also serve to increase site costs per unit in

multi-family housing.

It can therefore be concluded that public poli-

costs for one-family housing. However, the perunit development costs of this multi-family housing is not significantly below the development
costs of (non-California) FHA one-family housmg.
6. Site/value ratios in FHA multi-family housing are much lower than for one-family dwellings: In most FHA multi-family programs they
range from 5 percent to 11 percent of replacement value, or from $600 to $1,800 per unit.
The land component of these site costs accounts
for only 3 percent to 5 percent of total development costs, or from $350 per unit in $14,000
housing to $900 per unit in $18,000 housing.
For this reason, a reduction in raw land costs
would not significantly affect development costs
or rent levels in multi-family housing.
7. Site costs in multi-family development are
adversely affected by local zoning ordinances
which restrict unduly the amount of vacant land
available for multi-family development. More
important, the land just isn't zoned where the
builder finds the demand in the market. The
resultant scarcity of building sites serves to increase the price of land in areas where multifamily housing is a permitted use. Zoning and
suburban subdivision requirements which affect

mlmmum lot size, coverage, and parking facilities also serve to increase site costs per unit in
multi-family housing.
It can therefore be concluded that public policies intended solely to reduce costs of raw land
(irrespective of the effects of restrictive zoning
and subdivision regulations) will have little effect on costs in FHA-type multi-family housing.
8. Land prices in central city urban renewal
areas have been rising even more rapidly than
have suburban land prices. Moreover, the level
of land prices in urban renewal areas is significantly higher than the level of land prices
in suburban areas. This is true not only of acquisition values but, more importantly, of resale
(reuse) values as well.
Urban renewal-type areas contain the bulk of
central city substandard housing stock. They also
contain the overwhelming percentage of the
non-white population of central cities. Increasingly, they are the locus of central city unemployment and underemployment. The convergence of these factors suggests the dimensions of
the cost of central city redevelopment, which is
to be undertaken without any assurance that
jobs will be available in or near these areas
after redevelopment. On the other hand, the

cies intended solely to reduce costs of raw land

(irrespective of the effects of restrictive zoning

TABLE
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and subdivision regulations) will have little ef-

fect on costs in FHA-type multi-family housing.

8. Land prices in central city urban renewal

areas have been rising even more rapidly than

have suburban land prices. Moreover, the level

of land prices in urban renewal areas is signifi-

cantly higher than the level of land prices

in suburban areas. This is true not only of acqui-

sition values but, more importantly, of resale

(reuse) values as well.

Urban renewal-type areas contain the bulk of

central city substandard housing stock. They also

contain the overwhelming percentage of the

non-white population of central cities. Increas-

ingly, they are the locus of central city unem-

ployment and underemployment. The conver-

gence of these factors suggests the dimensions of

the cost of central city redevelopment, which is

to be undertaken without any assurance that

jobs will be available in or near these areas

after redevelopment. On the other hand, the

TABLE 78. New York City Urban Renewal Land Costs, 1952-1967

Date

Land Acquired

Cost of

Acquisition

by Purchase

(xlOOO sq. ft.)

Land

Project Name

Begun

(x$1000)

Land Acquired
Date
b~ Purchase
AC3uisition
(x 000 SQ. ft.)
egun
Project Name
491
7/52
1. Corlear's Hook
480
7/52
2. Harlem
495
7/52
3. North Harlem
963
8/52
4. West Park
313
6/53
5. Morningside
264
11/53
6. Columbus Circle
1,213
5/54
7. Pratt Institute
781
6/54
8. Fort Greene
385
12/54
9. N.Y. University-Bellevue
649
8/55
10. Washington Square
448
11/57
11. Seward Park
1,807
2/58
12. Lincoln Square
196
5/58
13. Park Row
1,265
11/59
14. Seaside-Rockaway
890
6/59
15. Penn Station South
1,788
11/59
16. Hammels-Rockaway
102
6/61
17. Park Row Extension
928
9/61
18. Lindsay Park
290
11/62
19. Cadman Plaza
1,282
1/63
20. West Side
275
7/64
21. Tompkins Square
554
11/64
22. Brooklyn Borough S.W.
612
12/64
23. Bellevue South
790
3/65
24. Washington Street
702
5/66
25. Bronx Park South
100
11/66
26. First Ave.-East 101 St.
161
5/67
27. Lincoln-Amsterdam
7/67
28. East River
298
10/67
29. Coney Island
715
11/67
30. Seward Park Extension
SOurce: Department of Development, New York Housing and Development Adm!::. ' 5 r~l C

Cost of
Land
(x$l000)

5,562
1,403
13,626

4.71
19.06

842

,from

$/sq.ft.

1. Corlear's Hook

7/52

491

$4,626

The Supply and Availability of Land

3MNIVERSITY OF

$/sq. ft.

$9.52
10.92
9.70
15.99
16.24
4?53
6.11
8.82
20.38
29.83
18.29
24.35
20.05
4.06
21.35
4.72
22.20
9.34
19.41
23.24
18.96
36.19
30.72
31.65
9.03
8.42
34.55

$4,626
5,244
4,801
15,399
5,088
11,709
7,415
6,890
7,850
19,357
8,184
43,994
3,930
5,138
19,003
8,450
2,265
8,667
5,630
29,800
5,216
20,051
18,800
25,000
6,339
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comparatively low land costs in suburban parts

of metropolitan areas (where most of the new

blue-collar and grey-collar jobs have been lo-

cated) suggests that substantial savings in hous-

ing costs as well as substantial gains in em-

ployment will be achieved by locating the bulk

of the new low- and moderate-cost housing sup-

ply outside of central cities, provided institu-

tional barriers to the development of such hous-

York City illustrates the upward trend in land
costs over time and the downward trend in land
values with distance from tlhe center of the city.
Table 78 lists the Federally-assisted Urban Renewal projects in New York City as of November, 1967. Twenty-two projects are located
in Manhattan, six in Brooklyn, and one each
in Queens and in Bronx counties. Prices paid
for land range from a high of $43.50/sq'£t. in
the Columbus Center project, located near the
center of Manhattan, to $4.06/sq.£t. in SeasideRockaway, 15 miles away.
Chart 3 shows the variation in prices paid for
Urban Renewal Land in New York with distance from mid-Manhattan. Even though many
factors in addition to distance from mid-town

comparatively low land costs in suburban parts
of metropolitan areas (where most of the new
blue-collar and grey-collar jobs have been located) suggests that substantial savings in housing costs as well as substantial gains in employment will be achieved by locating the bulk
of the new low- and moderate-cost housing supply outside of central cities, provided institutional barriers to the development of such housing can be eliminated.

ing can be eliminated.

Appendix AâUrban Renewal Land

Prices in New York City

New York City has had over 15 years of ex-

perience with Urban Renewal. Close examina-

tion of the prices paid for renewal land in New

York City illustrates the upward trend in land

costs over time and the downward trend in land

Appendix A-Urban Renewal Land
Prices in New York City
New York City has had over 15 years of experience with Urban Renewal. Close examination of the prices paid for renewal land in New

values with distance from the center of the city.

Table 78 lists the Federally-assisted Urban Re-

Chart 3: Variation of Prices Paid for Urban Renewal Land in New York Clty, by Distance From
Columbus Circle
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influence land values in a city as complex as New

York, the generally downward trend as one gets

farther away from Columbus Circle is clear.

(The numbers on the graph identify the proj-

ects as listed in Table 78.)

The upward trend in central city land values

over time is also obvious when the data is pre-

influence land values in a city as complex as New
York, the generally downward trend as one gets
farther away from Columbus Circle is clear.
(The numbers on the graph identify the projects as listed in Table 78.)
The upward trend in central city land values
over time is also obvious when the data is presented graphically. Chart 4 shows the prices paid
for Urban Renewal land in Manhattan from

1952 to 1967, with lines connecting projects
that are adjacent or in close proximity to each
other. The only exception to the upward trend
is the unusually expensive Columbus Circle project, which while fairly close to Lincoln Square
(12) is on much more expensive land.
Of course, the location of urban renewal projects in the midst of blighted areas strongly affects the level of land values in surrounding
blocks.

sented graphically. Chart 4 shows the prices paid
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IV. Public Policies Affecting the Availability

and Cost of Residential Land

Basic to any discussion of the impact of pub-

lic policies on the availability and cost of land

for residential development is the recognition of

the peculiar nature of land. Four aspects of land

should be noted here: its uniqueness, its perma-

nence, its ubiquity, and its inherent lack of

value. No two pieces of real property are alike

in every way; each is unique in one or more of

the criteria by which land is noted or recorded.

Similarly, land is a nonreproduceable, perma-

nent asset that was here before man arrived,

and will remain long after he is gone. The

uniqueness and the permanence of land have

given it a special status in American Lawâfor

example, land is the only commodity whose

disposition must be registered with agencies of

local government. Third, land is ubiquitousâ

all, or nearly all, human activities take place on

the land, and that "under all is the land." Fourth

and finally, land is intrinsically without valueâ

the value that we ascribe to real property is a

socially created value. As Ernest Erber puts it,

"Land has value as a potential resource . . . only

if accessible to human labor. Urban land is sim-

ply space, its value determined by situs." These

aspects of land render it inevitable that govern-

ment policies and programs have an effect on the

availability and the cost of land. The effect may

result from positive governmental actions such

as the development of Federally assisted high-

way, housing, or open space programs that

clearly affect the way land is used in a given

area. Equally potent effects may result, however,

from negative government actions, such as the

failure to tax profits from land sales as ordinary

income, or to tax idle, and formerly agricultural,

land in urban areas in terms of its value for

urban development.

In this chapter we discuss briefly several

government programs and their policy bases

which have had a marked impact upon the

cost and availability of land in urban areas. We

consider the impact of these disparate policies

upon urban development patterns generally, but

with particular reference to their role in creat-

ing present land, labor, and housing market im-

balances in metropolitan areas, which have given

rise to negative and adverse fiscal and service

consequences for both central cities and suburbs.

Some Observations Concerning National Land

Planning in the American Experience

The United States does not now have, and

probably never had, a national development pol-

icy in the modern sense of the term. Neverthe-

less, from the founding of settlements along the

Atlantic Coast to the founding of empire along

the coasts of Cuba and the Philippines, land de-

velopment issues have been at the center of

public concern in what is now the continental

IV. Public Policies Affecting the Availability
and Cost of Residential Land

Some Observations Concerning National Land
Planning in the American Experience

Basic to any discussion of the impact of public policies on the availability and cost of land
for residential development is the recognition of
the peculiar nature of land. Four aspects of land
should be noted here: its uniqueness, its permanence, its ubiquity, and its inherent lack of
value. No two pieces of real property are alike
in every way; each is unique in one or more of
the criteria by which land is noted or recorded.
Similarly, land is a nonreproduceable, permanent asset that was here before man arrived,
and will remain long after he is. gone. The
uniqueness and the permanence of land have
given it a special status in American Law-for
example, land is the only commodity whose
disposition must be registered with agencies of
local government. Third, land is ubiquitousall, or nearly all, human activities take place on
the land, and that "under all is the land." Fourth
and finally, land is intrinsically without valuethe value that we ascribe to real property is a
socially created value. As Ernest Erber puts it,
"Land has value as a potential resource ... only
if accessible to human labor. Urban land is simply space, its value determined by situs." These
aspects of land render it inevitable that government policies and programs have an effect on the
availability and the cost of land. The effect may
result from positive governmental actions such
as the development of Federally assisted highway, housing, or open space programs that
clearly affect the way land is used in a given
area. Equally potent effects may result, however,
from negative government actions, such as the
failure to tax profits from land sales as ordinary
income, or to tax idle, and formerly agricultural,
land in urban areas in -terms of its value for
urban development.
In this chapter we discuss briefly several
government programs and their policy bases
which have had a marked impact upon the
cost and availability of land in urban areas. We
consider the impact of these disparate policies
upon urban development pauerns generally, but
with particular reference to their role in creating present land, labor, and housing market imbalances in metropolitan areas, which have given
rise to negative and adverse fiscal and service
consequences for both central cities and suburbs.

The United States does not now have, and
probably never had, a national development policy in the modern sense of the term. N evertheless, from the founding of settlements along the
Atlantic Coast to the founding of empire along
the coasts of Cuba and the Philippines, land development issues have been at the center of
public concern in what is now the continental
United States. While America contained an immense national patrimony with enough land for
a thousand generations, colonial, state, and Federal governments, mindful of the depressed
condition of the landless European masses and
desirous of encouraging settlement of the interior, very early conceived of this patrimony,
not only as the bedrock of na-tional wealth and
power (and of individual fortune), but as an
instrument for bringing into being a more egalitarian social order. The Headright System of
the seventeenth century, the Northwest Ordinance of the eighteenth century, and the Homestead Act of the nineteenth century testify to
continuing governmental efforts utilizing the
public land for socially beneficial purposes. The
social planning of land use, therefore, has early
and ample precedent in American life.
Often, the methods whereby the public lands
were distributed did not reflect the libertarian
social and economic theories upon which the
distribution was based. Speculators, wealthy individuals, and influential corporations, for example, gained title to immense tracts of the
public domain. While their activities raised the
price of land to its eventual settlers, speculation, especially in the interior of the country,
also gave stimulus and direction to settlement
patterns in the United States. (Many of the
cities and towns of the Midwest and Great Lakes
areas were once wholly owned and plotted by
speculators.) Throughout this long period, however, persons wanting land were usually able
to acquire it and to acquire it at relatively low
prices, either by outright purchase, or on an
early version of the installment plan-either
from Federal or state governments, or from private land companies.
Even more significant, from the beginning of
colonial America the proceeds of public land
sales were used to support schools and churches

United States. While America contained an im-

mense national patrimony with enough land for

a thousand generations, colonial, state, and Fed-

eral governments, mindful of the depressed

condition of the landless European masses and

desirous of encouraging settlement of the in-

terior, very early conceived of this patrimony,

not only as the bedrock of national wealth and

power (and of individual fortune), but as an
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and to provide for needed community facilities.

In the course of time, public land sales also sus-

tained the building of roads and canals, the de-

velopment of transportation systems span-

ning the continent, and the establishment of the

now famous state university systems. In these

ways, land development policies sought to shape

and define the nation that was emerging on

American soil: a nation in which most families

lived on their own land, a nation without the

extremes of wealth and poverty characteristic of

European society, a nation without teeming cit-

ies, a nation in which public order and safety

came, not from the barrel of a gun, but from

the affection that each man felt for the society

in which he had a property stake. In short, an

American version of the age-old dream of a loyal

and prosperous peasant, or yeoman, society.

The present search for a meaningful land pol-

icy, the desperate shortage of land to meet the

housing needs of low- and moderate-income

families in a nation 99 percent undeveloped,

and the presence of armed troops patrolling the

ghettos of our great cities, serve as ironic re-

minders of the havoc that time and circum-

stance often play with the best intentions of

man.

In one sense, our present situation has re-

sulted not from the failure of earlier land de-

velopment policies, but from their abandon-

ment. By the end of the nineteenth century,

most of the habitable land in the public do-

main had passed into private ownership. With

its passing, Federal and state governments gradu-

ally lost interest in the social and political con-

sequences of land distribution. What remained

from the earlier period of active intervention

in the private sector was the concern with con-

servation and recreation (the moral equivalent

of our present emphasis upon beautification),

which is to say, with the quality of the physi-

cal environment. The quality of the individuals

who lived in this physical setting, and the con-

ditions of their lives, no longer appeared as ap-

propriate subjects for Federal legislation.

As war, depression, and industrial growthâ

and a quest for racial justiceâdrove families off

of the land and into the cities, public policy

permitted the land surrounding these cities to

remain undeveloped and unused until artificial

scarcity drove up its price and it was considered

ready for development. Population was thereby

permitted to press upon land supply to the point

where two-thirds of the American people have

and to provide for needed community facilities.
In the course of time, public land sales also sustained the building of roads and canals, the development of transportation systems spanning the continent, and the establishment of the
now famous state university systems. In these
ways, land development policies sought to shape
and define the nation that was emerging on
American soil: a nation in which most families
lived on their own land, a nation without the
extremes of wealth and poverty characteristic of
European society, a nation without teeming cities, a nation in which public order and safety
came, not from the barrel of a gun, but from
the affection that each man felt for the society
in which he had a property stake. In short, an
American version of the age-old dream of a loyal
and prosperous peasant, or yeoman, society.
The present search for a meaningful land policy, the desperate shortage of land to meet the
housing needs of low- and moderate-income
families in a nation 99 percent undeveloped,
and the presence of anned troops patrolling the
ghettos of our great cities, serve as ironic reminders of the havoc that time and circumstance often play with the best intentions of
man.
In one sense, ollr present situation has resulted not from the failure of earlier land development policies, but from their abandonment. By the end of the nineteenth century,
most of the habitable land in the public domain had passed into private ownership. With
its passing, Federal and state governments gradually lost interest in the social and political conseqllences of land distribution. What remained
from the earlier period of active intervention
in the private sector was the concern with conservation and recreation (the moral equivalent
of our present emphasis upon beautification),
which is to say, with the quality of the physical environment. The quality of the individuals
who lived in this physical setting, and the conditions of their lives, no longer appeared as appropriate subjects for Federal legislation.

As war, depression, and industrial growthand a quest for racial justice--drove families off
of the land and into the cities, public policy
permitted the land surrounding these cities to
remain undeveloped and unused until artificial
scarcity drove up its price and it was considered
ready for development. Population was thereby
permitted to press upon land supply to the point
where two-thirds of the American people have
come to live in urban areas that occupy about 1
percent of the nation's land base.
If the decline in the supply of marketable
public lands is responsible, at least in part, for
the Federal Government's loss of interest in the
social consequences of land distribution during
the first third of the twentieth century, extraordinary developments in the American economy,
notably the Great Depression and its attendant
joblessness and poverty, provoked widespread
concern among planners and government officials with some of the consequences of Federal inaction. Two problems in particular greatly
disturbed the Administration that took office in
1933: overcrowding and concentration in the
cities, together with depopulation of the countryside, on the one hand, and, on the other,
the rise in household tenancy, primarily in the
cities, but in the rural areas as well. The first
problem, overcrowding in the cities and depopulation in the countryside, was perceived to result not only from the concentration of employment in the cities in a period of falling farm
prices, but also to the general unattractiveness
of rural life. The second problem, the rise in
tenancy, was perceived to be due to the absence
of credit mechanisms for nonfarm housing and
to the general unavailability of amortisable
mortgage loans. The paradox of bread lines in
the city and rotting crops in the countryside; of
lack of open space compared with a lack of people, seemed intolerable to an Administration
that took office largely as a result of the nation's failure to appreciate the underlying dynamics of its economic life.
The New Deal responded to these problems
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by passing a series of acts that, in the aggre-

gate, constituted a kind of proxy approach to

national development planning. The electrifica-

tion of rural America, the provision of mort-

gage security for fanners, the development of

new low-density, experimental communities, the

institutionalization of mortgage insurance for

nonfarm housing meeting Federal standards were

all initiated in this period, as was the Public

Housing Program which sought to replace slums

with low-cost housing.

Although these actions were taken seriatim,

they reflect certain key strands in New Deal do-

mestic thought associated particularly with Pres-

ident Roosevelt and with Rexford Tugwell.

These were:

1. The need to decentralize the nation's

population centers.

2. The need to reduce densities in the na-

tion's large cities.

3. The need to improve the amenities avail-

able to rural Americans.

4. The need to foster the growth of new

housing close to the land for families liv-

ing in the teeming cities.

Conceptual limitations notwithstanding, New

Deal policies and programs and their philosophi-

cal descendants, such as the Urban Renewal

Program and the corpus of Federal transporta-

tion programs, constituted the first modern ap-

proach to national urban development planning

in the United States.

In the past 30 years the Federal Government

has become increasingly involved in urban ques-

tions. Generally speaking, this involvement has

taken the form of joint Federal and/or state

and local government participation in Federally

financed loan and grant programs. The num-

ber of such programs is constantly growing and

their areas of concern extend from urban re-

newal and public housing to health and hos-

pital care, highways, open space, public schools,

antipoverty programs, and water and sewer fa-

cilities.

Most Federal aid programs are based upon

local initiative and local demand rather than

upon direct Federal action. As a result, the key

decisions regarding utilization of the programs

rest with state and local officials who are able

to reject programs they are not in sympathy

with. Where local officials are anxious to par-

ticipate in Federally assisted programs, however,

they can usually determine the nature and ex-

tent of their participation. In the area of high-

way development, for example, state highway

departments prepare annual highway building

programs which are then submitted to the De-

partment of Transportation for approval. Since

the Federal agency defers, as a matter of course,

to reasonable proposals put forth by state and

local governments, these latter are usually able

to make critical land use and location decisions

by passing a series of acts that, in the aggregate, constituted a kind of proxy approach to
national development planning. The electrification of rural America, the provision of mortgage security for farmers, the development of
new low-density, experimental communities, the
institutionalization of mortgage insurance for
nonfarm housing meeting Federal standards were
all initiated in this period, as was the Public
Housing Program which sought to replace slums
with low-cost housing.
Although these actions were taken seriatim,
they reflect certain key strands in New Deal domestic thought associated particularly with President Roosevelt and with Rexford Tugwell.
These were:
1. The need to decentralize the nation's
population centers.
2. The need to reduce densities in the nation's large cities.
3. The need to improve the amenities available to rural Americans.
4. The need to foster the growth of new
housing close to the land for families living in the teeming cities.
Conceptual limitations notwithstanding, New
Deal policies and programs and their philosophical descendants, such as the Urban Renewal
Program and the corpus of Federal transportation programs, constituted the first modern approach to national urban development planning
in the United States.
In the past 30 years the Federal Government
has become increasingly involved in urban questions. Generally speaking, this involvement has
taken the form of joint Federal and/or state
and local government participation in Federally
financed loan and grant programs. The number of such programs is constantly growing and
their areas of concern extend from urban renewal and public housing to health and hospital care, highways, open space, public schools,
antipoverty programs, and water and sewer facilities.
Most Federal aid programs are based upon
local initiative and local demand rather than
upon direct Federal action. As a result, the key
decisions regarding utilization of the programs
rest with state and local officials who are able
to reject programs they are not in sympathy
with. Where local officials are anxious to par-

ticipate in Federally assisted programs, however,
they can usually determine the nature and extent of their participation. In the area of highway development, for example, state highway
departments prepare annual highway building
programs which are then submitted to the Department of Transportation for approval. Since
the Federal agency defers, as a matter of course,
to reasonable proposals put forth by state and
local governments, these latter are usually able
to make critical land use and location decisions
regardless of their impact on the locality or on
the metropolitan area, subject only to procedural
safeguards and to Federal agency regulations.
In sum, on the one hand, the Federal Government is statutorily powerless to select appropriate sites for most Federally assisted programs, while on the other, Federal programs are
used by localities to pursue policies of fiscal
mercantilism that aggravate metropolitan social
and economic disparities.
The reasons for this paradoxical state of affairs lie in the nature of the Federal system, in
which powers not specifically granted to the National Government are retained by the states.
Preeminent among the powers reserved to the
states is control over land. In most states this
power has been delegated by appropriate enabling legislation to local government. The uses and
abuses of state and local control over land use,
and their relationship to on-going Federal housing and transportation programs constitute the
theme of the following sections.
Federal Housing Programs
The need for rethinking the impact of Federal policies on land development is nowhere
more evident than in the case of Federal housing programs, particularly the three major programs of mortgage insurance, Public Housing,
and Urban Renewal. More than any single program, Federal mortgage insurance for singlefamily homes, administered by the Federal Housing Administration (FHA), has transformed the
nature and social characteristics of urban areas
in the United States. This extraordinary impact
that FHA has had on urban development patterns has been due, in part, to the number of
units that received FHA mortgage insurance. In
the 33 years since the creation of FHA, for
example, more than 2,750,000 new one-family
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dweilings, and 1,600,000 existing one-family
dwellings, have been purchased with the assistance of FHA financing.
FI·IA·s major contribu tions, however, lie elsewhere : in the procedures that it created for construction and financing of one-£amily home~,
including minimum property sta ndards, 10""
down payment, long-term amortization, and
lump sum monthly payments, and in the rapidity
with which it accepted the fact that new housing to deal with postwa r shortages and to provide for America's future population must be
built on new land on the outskirts of American cities and not in the overcrowded cities
themselves. The postwar 5uburb:1I1 movement
was fundam entally the result of this fateful decision by FHA . It is not ins ign ifica nt that FHA 's
geogr:.ph ic:.J focus <l nd the procedures whereby
it approved OJ' d isappmved appli cations for
mortgage insu rance com mitments have become
yardsticks that com mercial banks and other lending institutions employ in their own mortgage
business.
For our present pUl'poses, the significance of
the dccision to locate new housing primarily in
suburban subdivisions rather than in redeveloped central ci lies lies not in the mban sprawl
and the wastdul land pract ices that followed in
its wake, but in the fact that FHA's social polio
cies lagged beh ind its housing policies.
For more than 110 years, disadva ntaged income and racial grou ps were systematically unabl e to securc "ccess to new FHA housing in
the suburbs at the very time, as we have noted,
that emplo)'lllelll opportunities suitable to their
skill leve ls were :tlso leaving the cities for sub·
urban loca tions. The FHA gave offidal recognition 10 the restrictive covenants that had been
promoted by real estate interests in all sections
of lhe LOlllIU y ill Lin: 1920'~ ami 19!JO's to ex,
c1ude Negroes from the more desirable parts of
the dlY. FHA went so far in this direction that
its Underwritillg M(lIIltal warned prospective
builders thaI " if a neighborhood is to obtain
stabili ty, it is necessary that properties shall continue to be occupied by the same socia l and radal group." The Malllllli also advised appraisers
to lower prope rty valua tion in interracial neighborhoods. Leal'ing nothing to chance, FHA furnished a model race restrictive covena nt, and,
in effect, rdused 10 insure loans for home conslructi on wi t hout impo~i l inn nf Ih ;1.[ or another
acceptable restrictive agreement. As a result or
Th e Supply and A vailability of Lnnd

FHA's racial policies, Negrocs and other minority groups, and the urban poor generally, were
denied acceu to suhulbau huusillg: aud Wefe
left to pile up in the central citics.
Although the FHA eliminated racially restrict ivc covenallls from iu Undtmllriting Manual
followi ng the Supreme Court's dedsion in the
case of Slu:l1y v. Kramer, agenc), policy remained
largely indifferent to the housing needs of minor·
ity families throughout the 1950'5. In recent
years, the FHA 's attitudes with regard to racial
equality in Federally assisted housing ha\e undergone considerable change, The Executive
Order on Equal Opportunity in Housing, is·
sued in November of 1962, played a critical
role in bringing about recognition within the
FHA of the impact of exclusionary poJicie'i direeled agai nst Negt·ocs, as have the growing pressures on the part of Negro families for implementation of the Order. Agency policy is now
wholeheartedly in fa vor o f open housing, and
th is policy is being madc known to officials in
the local insuring offices.
Still, a 1967 report on FHA practices at the
local level issued by the American Friends Services Com mi ttee poi nts out the great discrepancy
between agency policy and official practices, and
underscored the need for effccti\.'e equal opportunity programs with FHA to o\errome bureaucratic opposition to ol>c n housi ng.
While FHA has undoubtedly imprmed the
housing condi lioll5 of lhe grea t bulk 01 the
American people, its past failure to respond arfirmati,'ely to the housi ng needs of disad\.·antaged groups has been a major factor ill creating the present crisis ill urban land.
Til e Federal Pllblic HOIISi1lg Program: Although it was not designed 10 deal with the
consequences of FHA's racia lly restrictive poliLies, the;: PuuliL HUllsiuK Prugram has been
forced to beat' the brunt of criticism for the
low- ami moderate·cost housing gap in our cent ral cities. In reality, it is only recently that
publi c housing has come 10 be looked upon as
a central city program. For more than 20 'fears
a substantial portion or the annual public housing supply was built in smail towns in both
urban and rural areas, \Vith the influx into the
cities of low·income Negroes and o ther racial
and et hnic minorities, however, the bulk of new
public housing has !xen built in central cities.
Public housing is increasingly perceh'ed as Negro
housing or as minority group hOWling, .since, in
Ori inal fl'tlm
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the larger central cities, more than 75 percent of

public housing units are occupied by racial and

ethnic minorities.

The social and racial characteristics of fami-

lies living in public housing currently play a

major role in determining the availability and

cost of land for low-income housing. Not un-

expectedly, this is due to the intragovernmental

character of the public housing program, in par-

ticular to the fact that public housing can only

be developed by local agencies that are author-

ized to build housing in a limited geographical

area.

In many suburban areas, for example, local

officials simply refuse to build public housing,

as is their legal right. In central cities, on the

other hand, officials often refuse to authorize

public housing on vacant or little utilized land

for fear of political reprisal. Hence, the intra-

governmental aspect of public housing has a

negative impact upon the metropolitan area

distribution of low-income families, particularly

Negro families. With certain exceptions, new

public housing in central cities is developed only

in Negro areas, or, as in Atlanta or Chicago, in

areas that are destined to become all-Negro in

the near future. Since such Negro areas are

found primarily in developed sections of cen-

tral cities, local housing authorities are com-

pelled to demolish existing unitsâwhich, in

theory, could be rehabilitatedâin order to build

the larger central cities, more than 75 percent of
public housing units are occupied by racial and
ethnic minorities.
The social and racial characteristics of families living in public housing currently play a
major role in determining the availability and
cost of land for low-income housing. Not unexpectedly, this is due to the intragovernmental
character of the public housing program, in particular to the fact that public housing can only
be developed by local agencies that are authorized to build housing in a limited geographical
area.
In many suburban areas, for example, local
officials simply refuse to build public housing,
as is their legal right. In central cities, on the
other hand, officials often refuse to authorize
public housing on vacant or little utilized land
for fear of political reprisal. Hence, the intragovernmental aspect of public housing has a
negative impact upon the metropolitan area
distribution of low-income families, particularly
Negro families. With certain exceptions, new
public housing in central cities is developed only
in Negro areas, or, as in Atlanta or Chicago, in
areas that are destined to become all-Negro in
the near future. Since such Negro areas are
found primarily in developed sections of cen-

tral Clues, local housing authorities are compelled to demolish existing units-which, in
theory, could be rehabilitated-in order to build
new units. (The impact of public housing related demolition has rarely been considered in
the literature on public housing, although it
seriously undermines the contribution that public housing has made to the solution of the lowcost housing problem. In New York City, for
example, more than 75,000 low- and moderatecost units were demolished to make way for construction of 140,000 units of new public housing. Hence, in 33 years, New York City added
less than 70,000 low-cost units to its stock of
such housing, or a little more than 2,000 units
a year.)
Not only has the decision to build on developed land resulted in the demolition of substantial amounts of needed low-cost units, but it
has compelled local housing authorities to develop new units at very high densities (upwards
of 200 units per acre in New York City, for example), and on expensive land. As shown in
Table 79, estimates of average site costs per
dwelling unit in public housing were $3,034 in
1966, nearly double those in other Federal multifamily housing programs! Indeed, site costs for
public housing are almost as expensive as site

new units. (The impact of public housing re-

lated demolition has rarely been considered in

the literature on public housing, although it

seriously undermines the contribution that pub-

TABLE 79. Avera~ Site Acquisition and Improvement Cost Estimates per Unit Without Contingency at Start of
Construction, by H
Regions, Fiscal Years 1959-1966
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Not only has the decision to build on devel-

oped land resulted in the demolition of sub-

Cost component
and
Fiscal year
Site acquisition

All
Regions

1959
1960
1961
1962
1963
1964
1965
1966

$1,225
1,305
1,642
1,435
1,572
1,561
1,301
1,339

$1,416
2,250
2,501
2,135
3,022
2,921
1,819
1,704

$1,494
1,519
1,420
1,585
1,709
1,650
1,829
1,695
$2,791
2,824
3,062
3,020
3,281
3,211
3,130
3,034

Atlanta

REGION
Chicago

$1,452
1,370
1,666
1,957
1,606
1,076
1,488
1,691

$1,403
711
863
736
1,051
1,036
1,266
1,239

$ 930
1,661
1,701
1,596
1,453
1,373
1,141
1,263

$1,594
516
1,222
1,669
777
1,400
915
1,398

S 703
1,597
671
945
387
987
1,217
829

$ 216
312
230
260
700
375
457
702

$1,516
968
1,227
1,425
1,870
1,406
1,573
1,375

$1,438
2,342
1,631
1,664
2,036
1,896
2,179
1,648

$1,577
1,705
1,736
2,074
1,760
1,688
2,091
2,092

$2,667
1,386
1,200
1,071
1,302
1,323
1,362
1,323

$1,209
1,418
1,380
1,556
1,676
2,099
1,674
1,652

$1,651
1,601
2,116
1,890
1,555
2,060
1,982
1,724

$1,435
1,400
1,659
2,161
1,524
3,986
3,140
2,484

$2,932
3,218
3,728
3,560
3,892
4,327
3,392
3,079

$2,890
3,712
3,297
3,621
3,642
2,972
3,667
3,339

$2,980
2,416
2,599
2,810
2,811
2,724
3,357
3,331

$3,597
3,047
2,901
2,667
2,755
2,696
2,503
2,586

$2,803
1,934
2,602
3,225
2,453
3,499
2,589
3,050

$2,354
3,198
2,787
2,835
1,942
3,047
3,199
2,553

$1,651
1,712
1,889
2,421
2,224
4,361
3,597
3,186
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Fort Worth San Francisco Puerto Rico
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costs for FHA one-family homes. Moreover, as

shown in Table 80, average estimated construc-

tion costs for public housing unitsâ$12,866 in

1966âwere equal to construction costs in luxury

multi-family housing financed by FHA and

nearly equal to construction costs in FHA fi-

nanced one-family homes. Even when allowance

is made for public bidding, for quality of con-

struction, for high-cost locations, and for the

size of units, construction costs in public hous-

ing still remain significantly greater than for

any other housing units built with Federal fi-

nancial assistance. It should be noted that pub-

lic housing has recognized the high cost prob-

lem and has attempted to initiate the turnkey

program. This program has tended to reduce

costs, in some cases quite significantly. How-

ever, site selection problems affect turnkey de-

velopers as they affect public housing agencies:

that is, local approval must precede construc-

tion.

Tables 79 and 80 show that average estimated

development costs in public housing in 1966

were $15,894 per unit. True unit costs, with

provision for contingencies, averaged about

$17,000 per unit, while, in cities such as New

York, Chicago, Philadelphia, and Boston, unit

costs may exceed $20,000. This is more than the

cost of FHA insured single-family homes in these

areas.

If the lack of wisdom in building massive,

segregated, and unattractive public housing

costs for FHA one-family homes. Moreover, as
shown in Table 80, average estimated construction costs for public housing units-$12,866 in
1966-were equal to construction costs in luxury
multi-family housing financed by FHA and
nearly equal to construction costs in FHA financed one-family homes. Even when allowance
is made for public bidding, for quality of constructinn, for high-cost locations, and for the
size of units, construction costs in public housing still remain significantly greater than for
any other housing units built with Federal financial assistance. It should be noted that public housing has recognized the high cost problem and has attempted to initiate the turnkey
program. This program has tended to reduce
costs, in some cases quite significantly. However, site selection problems affect turnkey developers as they affect public housing agencies:
that is, local approval must precede construction.
Tables 79 and 80 show that average estimated
development costs in public housing in 1966
were $15,894 per unit. True unit costs, with
provision for contingencies, averaged about
$17,000 per unit, while, in cities such as New
York, Chicago, Philadelphia, and Boston, unit
costs may exceed $20,000. This is more than the
cost of FHA insured single-family homes in these
areas.
If the lack of wisdom in building massive,

segregated, and unattractive public housing
projects in the heart of our cities were not evident on moral and aesthetic grounds, it should
be eviden t from this discussion of the financial
consequences of the refusal to build public housing on vacant land outside the core sections of
our metropolitan areas.
Regrettably, criticism of public housing tends
to stress Congressional pressures to keep development costs down or, more directly, such criticism condemns the failure of Congress to appropriate sufficient funds for the program. However, the key criticisms that should be leveled
against public housing are not the unreasonable
cost limitations or the lack of funds (although
the program is egregiously underfunded), but
the public policies that have permitted funds
already appropriated to be used to develop highcost housing for low-income people in areas removed from new job opportunities.
While Congress must bear responsibility for
failure to fund the program adequately, Executive Agencies are responsible for deferring to
state and local decisions that seek to maintain
high-density public housing in segregated areas
to contain growing Negro populations while encouraging low-density private housing in white
areas. Unless public housing can be built at
low densities and on vacant land, it will continue to playa very limited role in solving the
hOllsing problems of low-income groups. This
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TABLE 80. Average Dwelling and Nondwelling Construction and Equipment and Other Cost Estimates per Unit
Without Contingency at Start of Construction, by HAA Regions, Fiscal Years 1959-1966
Cost comcfonent
an
All
Fiscal Year
Regions New York
Philadelphia
Dwelling construction and equipment

Atlanta

1959
1960
1961
1962
1963
1964
1965
1966

$7,837
7,804
7,583
7,979
8,361
8,290
8,618
9,616

$11,045
10,620
11,408
9,320
10,175
9,629
10,421
11,240

$9,625
7,883
7,744
8,450
8,824
9,018
8,705
9,794

$9,252
9,073
8,938
9,029
8,965
10,403
10,625
11,339

$5,787
5,985
6,112
6,333
6,743
8,606
8,380
9,699

357
267
290
372
418
426
468
567

$ 227
222
231
257
252
414
363
475

$

302
292
243
589
477
574
601
606

$ 401
251
267
335
379
394
571
677

$ 187
220
252
299
412
532
544
549

$ 155
202
227
242
253
252
276
374

$ 1,283
1,287
1,276
1,500
1,505
1,573
1,586
1,599

$1,114
1,169
1,248
1,231
1,290
1,245
1,313
1,427

$ 1,531
1,200
1,104
1,178
1,398
1,321
1,512
1,574

$1,316
1,374
1,388
1,249
1,399
1,276
1,438
1,616

$1,191
1,426
1,433
1,455
1,268
1,434
1,852
1,827

$ 758

$9,007
9,259
9,721
9,218
9,877
9,752
9,961
10,690

$10,451
10,539
10,727
11,284
11,708
11,620
11,152
11,732

$ 9,896
11,252
10,426
10,496
11,798
11,484
11,907
12,022

REGION
Chicago

Fort Worth

San Francisco

Puerto Rico

the public policies that have permitted funds

already appropriated to be used to develop high-

cost housing for low-income people in areas re-

moved from new job opportunities.

While Congress must bear responsibility for

failure to fund the program adequately, Ex-

ecutive Agencies are responsible for deferring to

state and local decisions that seek to maintain

Nondwelling construction and equipment

1959
1960
1961
1962
1963
1964
1965
1966

$ 264
254
284
404
422
498
502
575

$

222
287
360
461
612
571
574
657

$

high-density public housing in segregated areas

to contain growing Negro populations while en-

couraging low-density private housing in white

areas. Unless public housing can be built at

low densities and on vacant land, it will con-

tinue to play a very limited role in solving the

housing problems of low-income groups. This

TABLE 80. Average Dwelling and Nondwelling Construction and Equipment and Other Cost Estimates per Unit

Other accounts·

1959
1960
1961
1962
1963
1964
1965
1966

$1,191
1,195
1,294
1,277
1,370
1,358
1,519
1,595

$ 1,327
1,267
1,548
1,426
1,488
1,533
1,758
1,896

Without Contingency at Start of Construction, by HAA Regions, Fiscal Years 1959-1966

Cost component

• The other accounts are administration, liquidated damans, interest, initial oP8[Jtln, de, cjt, and plannln,.
Source: Houslns Assistance Administration.
nglna from

and All

REGION

Fiscal Year Regions

New York

Philadelphia
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760
840

948

933
1,302
1,201
1,119

will require stronger Federal action than has as

yet been forthcoming. It will require, for ex-

ample, that decisions relating to the develop-

ment of public housing no longer be left in

the hands of local groups whose primary aim

is not to build public housing at all. Where

this is the case, the Federal Government should

consider stepping in to compel development of

such housing as the price, so to speak, for re-

ceipt of other Federal grant programs. If neces-

sary, the Federal Government should itself build

public housing where local authorities firmly re-

fuse to do so on the same basis as the military

housing construction programs.

The Federal Urban Renewal Program: The

confusion and overlapping of Federal housing

programs is clearly evident from examination of

the purposes of the Urban Renewal Program

launched under the Housing Act of 1949. While

the Federal Housing Administration has financed

housing for middle-income whites in the sub-

urbs, and the Public Housing Administration

has built housing for low-income blacks in cen-

tral cities, the Urban Renewal Administration

has spent billions of dollars to persuade middle-

income whites not to move to the suburbs, and,

in the process, has torn down more low-cost

units than have been built under public aus-

pices in our inner cities. In so doing, the Urban

Renewal Program has generated more enemies

than any single Federal program.

In discussing the impact of the Urban Re-

newal Program on the cost and availability of

land, it is important to recognize that urban

renewal has failed in its primary objective of

keeping middle-income whites in central cities.

More white households left New York City, for

example, during the first four years of the 1960's

than have moved into urban renewal housing

in the entire country since the start of the pro-

gram. Not only has the rate of white outmigra-

tion failed to slow down in response to urban

renewal expenditures, but it appears to have

increased in recent years, as evidenced by ra-

cial changes in cities as diverse as St. Louis,

Newark, Washington, D.C., Atlanta, Baltimore,

Philadelphia, Pittsburgh, Chicago, San Fran-

cisco, and Minneapolis.

The characteristics of families moving into

urban renewal housing projects are illustrative

of the confusion of goals in Federal housing

and land programs. With very few exceptions

mainly in recent years, the high cost of urban

renewal land has resulted in development of

high-rise luxury dwellings in urban renewal

areas. These dwellings usually contain between

one and two bedrooms. Although we hear much

talk about the need to keep white families in

the city to prevent the public schools from be-

coming completely segregated, urban renewal

housing effectively excludes families with more

than one or two children, and families who are

of low and moderate income. A substantial por-

tion of the tenantry in urban renewal housing,

moreover, is composed of former suburbanites,

will require stronger Federal action than has as
yet been forthcoming. It will require, for example, that decisions relating to the development of public housing no longer be left in
the hands of local groups whose primary aim
is not to build public housing at all. Where
this is the case, the Federal Government should
consider stepping in to compel development of
such housing as the price, so to speak, for receipt of other Federal grant programs. If necessary, the Federal Government should itself build
public housing where local authorities firmly refuse to do so on the same basis as the military
housing construction programs.
The Federal Urban Renewal Program: The
confusion and overlapping of Federal housing
programs is clearly evident from examination of
the purposes of the Urban Renewal Program
launched under the Housing Act of 1949. While
the Federal Housing Administration has financed
housing for middle-income whites in the suburbs, and the Public Housing Administration
has built housing for low-income blacks in central cities, the Urban Renewal Administration
has spent billions of dollars to persuade middleincome whites not to move to the suburbs, and,
in the process, has torn down more low-cost
units than have been built under public auspices in our inner cities. In so doing, the Urban
Renewal Program has generated more enemies
than any single Federal program.
In discussing the impact of the Urban Renewal Program on the cost and availability of
land, it is important to recognize that urban
renewal has failed in its primary objective of
keeping middle-income whites in central cities.
More white households left New York City, for
example, during the first four years of the 1960's
than have moved into urban renewal housing
in the entire country since the start of the program. Not only has the rate of white outmigration failed to slow down in response to urban
renewal expenditures, but it appears to have
increased in recent years, as evidenced by racial changes in cities as diverse as St. Louis,
Newark, Washington, D.C., Atlanta, Baltimore,
Philadelphia, Pittsburgh, Chicago, San Francisco, and l'vlinneapolis.
The characteristics of families moving into
urban renewal housing projects are illustrative
of the confusion of goals in Federal housing
and land programs. With very few exceptions
mainly in recent years, the high cost of urban
renewal land has resulted in development of
high-rise luxury dwellings in urban renewal
areas. These dwellings usually contain between
one and two bedrooms. Although we hear much

talk about the need to keep white families in
the city to prevent the public schools from becoming completely segregated, urban renewal
housing effectively excludes families with more
than one or two children, and families who are
of low and moderate income. A substantial portion of the tenantry in urban renewal housing,
moreover, is composed of former suburbanites,
whose children have grown up and now occupy
separate households. Urban renewal has offered
such families a subsidized housing buy in the
inner city.
In Chapter III we examined the land costs
of urban renewal projects in our major cities.
Here we reiterate that the enormous sums spent
on the acquisition of land in central cities for
development of such high-rise luxury units have
failed to benefit those groups most in need of
housing. If anything, the housing problems of
the low- and moderate-income groups of central cities have been made worse as a result
of urban renewal demolition.
As in the case of public housing, much of the
confusion regarding the Urban Renewal program has resulted from the Federal Government's difficulties in compelling local renewal
agencies to enforce Federal rules and regulations
in carrying out local urban renewal programs.
This has made it quite difficult for the Federal
Government to insure that adequate relocation
housing, to take one example, is made available
to all relocatee families displaced from urban
renewal areas. Despite the existence of firm Federal agency guidelines covering relocation, it is
the local public agency that is responsible for
compiling the schedule for relocation resources
which is then submitted to the Department of
Housing and Urban Development (HUD). In
some cases, notably in the controversy over the
medical center project in the City of Newark,
official estimates of relocation needs and resources are utterly without foundation. In Newark, the local public agency wanted to add still
further to its relocation workload of more than
12,000 families and individuals, claiming an
ability to handle these many families despite an
effective vacancy ratio in the city of less than
Y2 of I percent. Unless HUD was prepared to
undertake an analysis of the Newark housing
market, it would have no way of determining
whether the data submitted was accurate. Had
this been done, however, the dimensions of Newark's housing crisis would have been obvious,
and the application for additional loan and
grant funds returned at the outset. The failure of
the Federal program to require that communities
construct l,~rii ', gfroni ts equal in number to

whose children have grown up and now occupy
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separate households. Urban renewal has offered

such families a subsidized housing buy in the

inner city.

In Chapter III we examined the land costs
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tne number ot units demolished as a result of

the Urban Renewal program constitutes a seri-

ous criticism of the program.

To a certain extent, however, the Urban Re-

newal program is not to blame for this situa-

tion. In line with the joint Federal-local nature

of Federal housing efforts, responsibility for de-

velopment of relocation housing was earlier

placed in the hands of local housing authori-

ties; often, as in the case of Englewood, New

Jersey, and Greenburgh, New York, both in

the New York region, these housing authorities

refuse to build the housing that is required for

relocation purposes.

One interesting side effect of the land shortage

in central cities is the competition for sites be-

tween urban renewal agencies and public hous-

ing agencies which serves to bid up the price of

land in central cities. Frequently, slum landlords

retain their properties in expectation, not of

higher rents, but of high condemnation awards

from one or the other of these agencies.

One of the most remarkable aspects of the

Urban Renewal program in the United States is

Congress' failure to authorize the use of con-

demnation and write-down powers to acquire in-

expensive vacant land on the peripheries of our

cities and in their surrounding suburbs for de-

velopment of low-density multi-family relocation

housing. Instead of spending $200,000 to $500,-

000 per acre to acquire land in the core areas

of our central cities, urban renewal procedures

tne number ot umts demolished as a result of
the Urban Renewal program constitutes a serious criticism of the program.
To a certain extent, however, the Urban Renewal program is not to blame for this situation. In line with the joint Federal-local nature
of Federal housing efforts, responsibility for development of relocation housing was earlier
placed in the hands of local housing authorities; often, as in the case of Englewood, New
Jersey, and Greenburgh, New York, both in
the New York region, these housing authorities
refuse to build the housing that is required for
relocation purposes.
One interesting side effect of the land shortage
in central cities is the competition for sites between urban renewal agencies and public housing agencies which serves to bid up the price of
land in central cities. Frequently, slum landlords
retain their properties in expectation, not of
higher rents, but of high condemnation awards
from one or the other of these agencies.
One of the most remarkable aspects of the
Urban Renewal program in the United States is
Congress' failure to authorize the use of condemnation and write-down powers to acquire inexpensive vacant land on the peripheries of our
cities and in their surrounding suburbs for development of low-density multi-family relocation
housing. Instead of spending $200,000 to $500,000 per acre to acquire land in the core areas

these facilities. This is yet another illustration
of the consequence of Federal acquiescence in
land use policies and practices of local governments which use Federal funds to slow down
land development and thereby raise the cost of
land placed on the market. In the case of water
and sewage grants, these practices have become
so widespread as to constitute a vertiable scandal.

of our central cities, urban renewal procedures

states, however, were unable to meet their share

could be used to acquire suburban land at $5,000
and $10,000 per acre, near areas of expanding
employment opportunities. The failure to take
this road has served to widen the imbalances between income and racial groups in our metropolitan areas.

of the cost of highway construction; it was
clear therefore that if the nation's traffic problems were to be solved, additional funds would
have to come from the Federal Government.
Throughout the early years of the 1950's state
and Federal highway officials lobbied intensively
for the Federal Government's assumption of a
greater share of highway construction costs.
These efforts culminated in 1956 with the passage of the National Defense and Interstate
Highway System Act, which established a 41,000mile network of interstate, interconnected highways, in which the Federal Government agreed
to pay to the states 90 percent of the costs of
construction of intrastate segments. By opening
up immense tracts of land on the outskirts of
the nation's central cities to new residential and
industrial development, the Highway Act of 1956
has had a remarkable effect on the form and
development pattern of America's urban areas:

The Federal Transportation Programs
The suburbanization process in the United
States slowed considerably after the early 1950's,
when the inner suburbs surrounding our great
cities were largely built up. In part this was
due to the influx of people into areas without
an adequate road or rail system. The traffic problems that were created reduced the safety of the
public roads and made the journey to work an
intolerable experience. Some states, notably, New
York, New Jersey, California, Michigan, responded to these traffic problems by undertaking
extensive roadbuilding activities. However, most
states lacked the resources to develop comprehensive highway systems to serve their metropolitan areas.
Federal aid for state highway construction was
available (in the form of 50 percent grants) under the Highway Acts of 1921 and 1944, which
created the Federal Aid Primary, and ·the Federal Aid Secondary Highway Systems. Most

could be used to acquire suburban land at $5,000

and $10,000 per acre, near areas of expanding

employment opportunities. The failure to take

this road has served to widen the imbalances be-

tween income and racial groups in our metro-

politan areas.

Federal Water and Sewer Grants

Other Federal programs administered by HUD

exercise considerable impact upon the availabil-

ity and cost of land in urban areas. These are

the grant programs covering basic water and

sewer facilities authorized in the Housing Act

of 1965. Population growth in suburban areas

is seriously taxing the capacity of the soil to ab-

sorb sewage effluents. As a result, public sewage

systems, including sewage treatment plants, are

becoming indispensable to the continued growth

of suburban populations in metropolitan areas

throughout the country. However, as shown in

our discussion of land costs in the Minneapolis-

St. Paul Metropolitan Area, the fact that new

development in suburban communities can take

place only in sewered and watered sites enables

municipal officials to control the rate of devel-

opment by controlling the rate of extension of

these facilities. This is yet another illustration

of the consequence of Federal acquiescence in

land use policies and practices of local govern-

ments which use Federal funds to slow down

land development and thereby raise the cost of

land placed on the market. In the case of water

and sewage grants, these practices have become

so widespread as to constitute a vertiable scan-

dal.

Federal Watel' and Sewer Gmnts
Other Federal programs administered by HUD
exercise considerable impact upon the availability and cost of land in urban areas. These are
the grant programs covering basic water and
sewer facilities authorized in the Housing Act
of 1965. Population growth in suburban areas
is seriously taxing the capacity of the soil to absorb sewage effluents. As a result, public sewage
systems, including sewage treatment plants, are
becoming indispensable to the continued growth
of suburban populations in metropolitan areas
throughout the country. However, as shown in
our discussion of land costs in the MinneapolisSt. Paul Metropolitan Area, the fact that new
development in suburban communities can take
place only in sewered and watered sites enables
municipal officials to control the rate of development by controlling the rate bf extension of

1.

e

UNIVERSITY OF

The Federal Transportation Programs

The suburbanization process in the United

States slowed considerably after the early 1950's,

when the inner suburbs surrounding our great
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As a result of the new highways it has
become economically practicable to develop low density housing in a substantial
part of . the urban land base, compared
wit rt • J }. . !y. high density develop-
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2.

ment that had been characteristic of resi-

dential land uses during the earlier pe-

riod of suburban growth.

2. The automobile has become indispensable

to nearly every aspect of community life

3.

in these new communities; in turn, this

has required that extensive land be de-

voted to roads, parking facilities, gasoline

stations, automobile repair shops, and so

forth.

3. By making new lands accessible to the cen-

tral city, the Federally assisted highway

program has played a critical role in rais-

ing land costs above their agricultural

level, creating windfall profits for land-

owners in the line of development, and

guaranteeing similar profits to those who

can afford to hold on to their lands until

development catches up with them. This

has resulted in higher land costs than

would have been the case if our tax laws

had declared gains from the sale of land

4.

to be ordinary income.

4. Densities in the new suburban areas are

too low to permit the construction of ade-

quate facilities not only for water and

sewage disposal, but for intrasuburban

transit facilities as well.

5. The availability of substantial tracts of re-

5.

cently priced vacant lands along major

transportation routes has been instrumen-

tal in luring industrial and commercial

firms out of central cities to suburban lo-

cations, with adverse consequences for the

fiscal and employment problems of these

cities.

6. The decentralization of employment in

the urban areas has reversed the commu-

tation patterns that had been characteris-

tic of the suburban labor force for many

years. To take one example, in 1940, 70

percent of the work force of Westchester

County in the New York standard metro-

politan statistical area, commuted to jobs

in New York City; by 1960, 70 percent

of the work force of Westchester County

commuted to jobs in Westchester. This

reversal in commutation pattern carries

with it, inevitably, a lessening of social and

psychological ties to the central cities on

6.

ment that had been characteristic of residential land uses during the earlier period of su burban growth.
The automobile has become indispensable
to nearly every aspect of community life
in these new communities; in turn, this
has required that extensive land be devoted to roads, parking facilities, gasoline
stations, automobile repair shops, and so
forth.
By making new lands accessible to the central city, the Federally assisted highway
program has played a critical role in raising land costs above their agricultural
level, creating windfall profits for landowners in the line of development, and
guaranteeing similar profits to those who
can afford to hold on to their lands until
development catches up with them. This
has resulted in higher land costs than
would have been the case if our tax laws
had declared gains from the sale of land
to be ordinary income.
Densities in the new suburban areas are
too low to permit the construction of adequate facilities not only for water and
sewage disposal, but for intrasuburban
transi t facili ties as well.
The availability of substantial tracts of recently priced vacant lands along major
transportation routes has been instrumental in luring industrial and commercial
firms out of central cities to suburban locations, with adverse consequences for the
fiscal and employment problems of these
cities.
The decentralization of employment in
the urban areas has reversed the commutation patterns that had been characteristic of the suburban labor force for many
years. To take one example, in 1940, 70
percent of the work force of Westchester
County in the New York standard metropolitan statistical area, commuted to jobs
in New York City; by 1960, 70 percent

vacant land base in the core city, has opened the
way to extensive outmigration of population
from central cities to suburbs. In part, this outmigration is the result of the high incidence of
overcrowding and substandardization within the
central city. In part, it is the result of growing
family income, which has enabled millions of
families to bid for more commodious and expensive housing types which could be built only
on fringe areas. By and large, as we have noted,
the families that have moved out of central
cities are middle-income, mobile, young, and
white.
The movement of these groups out of central
cities has opened large numbers of housing units
to incoming population groups, largely Negroes
and Puerto Ricans. These newcomers are primarily of low or moderate income as compared
with the families who moved out of the city.
One important consequence of the changing population base in these central cities is the growth
of severe fiscal strains which stem from the fact
that the cities' new residents contribute less to
the cities' tax roles than they absorb in municipal expenditures. This, added to the outmigration of white middle-class families, has
gravely weakened the municipal tax base and
given rise to widespread concern for the ability
of central cities to deal with the mounting social and economic problems.
The ensuing decline in public services, particularly in comparison with the level of public
services in suburban areas, constitutes a further
inducement to families who can afford to do so
to leave the central city for suburban locations.
Finally, the movement of substantial numbers
of families to suburban residences has, almost
overnight, created a resident labor force in these
suburbs, the existence of which constitutes a
major inducement to industrial and commercial
firms seeking to relocate from central city locations. To complete the circle, the movement
of well-paying jobs to suburban areas, along with
their superior public services, and more attractive residential areas, has served to entice many

of the work force of Westchester County

additional families to leave the central cities for

commuted to jobs in Westchester. This
reversal in commutation pattern carries
with it, inevitably, a lessening of social and
psychological ties to the central cities on
the one hand, along with a growing involvement in suburban affairs on the
other.

suburban residences.
Thus while the central city has been left to
care for the poor, the elderly, the uneducated,
the untrained, and the disadvantaged, suburban
areas have been syphoning off the most economically valuable portion of the central city
population (blacks as well as whites, in recent
years). However, the nation's suburbs are also
experiencing severe strains in their ability to
find the fiscal resources required to meet the
needs of their :E.eop,.le.
In mos rc! -Hrfliil ties the basic utili ty infra-

the one hand, along with a growing in-

volvement in suburban affairs on the

other.

Impact of Federal Housing and Highway

Programs on Central Cities and Suburbs

The existence of vacant residential land in

suburban areas, compared with the absence of a

vacant land base in the core city, has opened the

way to extensive outmigration of population

from central cities to suburbs. In part, this out-

migration is the result of the high incidence of

overcrowding and substandardization within the

central city. In part, it is the result of growing

family income, which has enabled millions of

families to bid for more commodious and ex-

pensive housing types which could be built only

Impact of Federal Housing and Highway
Programs on Central Cities and Suburbs
The existence of vacant residential land in
suburban areas, compared with tp e absence of a
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on fringe areas. By and large, as we have noted,

the families that have moved out of central

cities are middle-income, mobile, young, and

white.
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structure has already been built, and in some
cases fully paid for. Moreover, the decline in
central city population has served to reduce the
need for net additions to the supply of such fa·
cilities although replacement of outworn structures is a constant drain on central city cap i.
tal budgets. In suburban communities, on the
other hand, few if any utility infrastructures are
in existence. Thus, in a relatively short period
of time, as indicated in our discussion of zoning
in the city of Bloomington in subu rban Minne·
apolis-St. Paul, suburban areas have been com·
pelled to finan ce the development o[ schools,
hospitals, health facilities, police stations, fire
houses, along with the other facilities and ameni·
ties characteristic of su burban life in the United
States. Since upwards of 80 percent of govern·
ment revenues in subu rban areas come from
property tax paymen ts, the residents of these
areas have been forced to allocate an ever·in·
creasing share of their monthly housi ng ex·
penditures for property tax paymen ts. In many
suburban jurisdictions tax rates are nearly equal
to those in the central city . While suburbanites
receive, generally speaking, a higher quality of
publi c services for their tax dollar, the constant
upward movement o[ property tax rates has ne\'·
ertheless given risc to a concern for the fiscal
consequences of unrestrained com munity devel·
opment. In turn, as we have seen, concern for
the fiscal implications of development is at the
base of the growing tendency of suburban locali·
tics to adopt a variety of restrictive controls
over land use that arc designed to raise unit
land costs, and thereby to discourage fu rther low
valuation development.
TaJe Policit:s and Devdopmt:llt Controls
in Suburban A rt:as
In considering the fiscal consequences of rapid
suburban development and the ensuing attempt
on the pan of new suburban residents to reo
strict funh er development, we should note the
extent to which federal and local tax policies
aid and abet the parochial desires of suburban
residents. Pre-cminent among these policies is
the treatment of income from the sale of real
property which is taxed, not at ordinary rates,
but at special or at capital gains rates that are
never more than 50 percent of ordinary tax rates.
Hence. it becomes profitable for land owners or
for speculators who purchased land in the path
of development to hold their land off the mar·
ket in expectation of receiving higher Rrices

. I
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and with the full knowledge that the resuhant
gain of capital will be taxed at favorab le rates.
In the case of farm la nd in suburban jurisdic·
tion, the advantages of withholdi ng land [rom
development arc enhanced by the assessment
practices of local go.. crnment which assess va·
ca nt land at iu agricultural value, while assess·
ing improved land in terms of its market value.
A revision of local propeny tax policies to com·
pel payment of taxes on the basis of market
values only, while it would, it is felt, yield con·
siderable additional revenue (depending upon
the amount of vacant land in a community).
However, it would have the paradoxical effect
of stimulating new residential development,
which, in turn, wou ld shift the level of property
tax ratcs upward. For this reason, communities
are willi ng to trade off moderate increments in
tax payments to stave off what they concei\'c to
be ex traordinarily high potential increments
shou ld the commu nity'S vacant land base again
enter the developmel1l proccss.
In centra l cities, on the other hand, the deci·
sion not to tax vacant land at the same rates as
improved property has a contrary impact. Here.
because of the absence of a significant ,'acant
land base the land component of improved propeny, especially in blighted arca ~ of central cities,
may be more va lu able than the su·ucture. How.
e\'er, the property as a whole is taxed in terms
of its income flow, which is usually very low.
and not in terms of its potential for redevelopment. Given tlie demand for land in central
cit ies--this policy constitutes an incentive 10
owners of blighted property to hold on to their
investment. Without doubt, the real property tax
is a critical fa ctor in the inability of central
city governments to compel property o,,"'ners in
bligh ted areas to rehabilitate their substandard
dwelling units.
In sum, both in central cities and in suburbs,
local property taxes, coupled with the favorable
federal treatment of income gains from land
sales, has an irrational and negative impact upon
local fiscal and social condition. In our view, a
revision of local properly taxes designed to
favor structures other than land, along with the
taxation of the increment in land value resulting from propinquity to public consuuction pro·
grams or to high-valu ation private development,
could go far toward revitalizing local govern·
ment by providing fiscal incentives for the
orderly l.h:VelOplllt:llt of urban vacant lallo..l alld
for the t imely rehabilitation of blighted areas.

Onglnal from

3s8JNIVERSITY OF MINNESOTA

v.
V. Federal and State Strategies To Promote

Land Development

We began this study by examining imbalances

in the supply and demand for residential land

that characterize urban areas in the United

States. We pointed out that these imbalances are

the result of the concentration of economic ac-

tivity in urban areas which led to the descent

of millions of rural families upon the relatively

fixed urban land base accessible to employment.

We also pointed out that these imbalances re-

sult from the interaction between market deci-

sions over land use on the one hand, and, on

the other, from government policies and prac-

tices that encourage withholding of land from

residential development to conserve municipal

expenditures and that fail to restrain the anti-

social and parochial excesses inherent in the pri-

vate allocation of urban space. Together, pri-

vate and public land use policies in urban areas

have given rise to a crisis in the organization

of urban life of such magnitude and impor-

tance as to threaten the basis of economic and

social order in America by giving rise to violent

reactions on the part of groups unable to gain

access to strategically sited land, and to equally

violent responses on the part of the constituted

authorities. What is at stake, therefore, in the

realignment of responsibility and power over the

distribution of urban space and in the diffusion

of population over a larger land area than is in

residential development at the present time is

nothing less than the welfare of the nation and

the future of representative democracy in the

United States.

In this chapter we discuss strategies and tac-

tics that contribute to reversing the forces that

have brought us to our present crisis, that can

promote the orderly development of the re-

maining urban land base, and that can bring

about significant change in the structure of

urban life in America.

For purposes of analysis we restate three as-

pects of the urban land problem whose solution

demands immediate action by public and private

groups:

1. The problem of unequal access to land,

which has resulted in the geographical

separation of racial and income groups in

the United States, between urban and

rural areas and between cities and sub-

urbs, and which has given rise to eco-

nomic forces that, unless they are attacked

radically, will perpetuate not only geo-

graphic, racial, and income separation, but

their concomitants of poverty and job-

lessness on the one hand, and affluence

and security on the other.

2. Related to the issue of equality of access

is the problem of population concentra-

tion, which, in the context of limited

urban space, has given rise not only to

the shortage of urban residential land and

to higher raw land costs, but also to the

diversion of an immense share of the na-

Federal and State Strategies To Promote
Land Development

We began this study by examining imbalances
in the supply and demand for residential land
that characterize urban areas in the United
States. We pointed out that these imbalances are
the result of the concentration of economic activity in urban areas which led to the descent
of millions of rural families upon the relatively
fixed urban land base accessible to employment.
We also pointed out that these imbalances result from the interaction between market decisions over land use on the one hand, and, on
t?e other, from government policies and practIces tha t encourage withholding of land from
residential development to conserve municipal
expenditures and that fail to restrain the antisocial and parochial excesses inherent in the private allocation of urban space. Together, private and public land use policies in urban areas
have given rise to a crisis in the organization
of urban life of such magnitude and importance as to threaten the basis of economic and
social order in America by giving rise to violent
reactions on the part of groups unable to gain
a~cess to strategically sited land, and to equally
vIolent responses on the part of the constituted
authorities. What is at stake, therefore, in the
realignment of responsibility and power over the
distribution of urban space and in the diffusion
of population over a larger land area than is in
residential development at the present time is
nothing less than the welfare of the nation and
the future of representative democracy in the
United States.
In this chapter we discuss strategies and tactics that contribute to reversing the forces that
have brought us to our present crisis, that can
promote the orderly development of the remaining urban land base, and that can bring
about significant change in the structure of
urban life in America.
For purposes of analysis we restate three aspects of the urban land problem whose solution
demands immediate action by public and private
groups:
1. The problem of unequal access to land,
which has resulted in the geographical
separation of racial and income groups in
the United States, between urban and
rural areas and between cities and suburbs, and which has given rise to economic forces that, unless they are attacked
radically, will perpetuate not only geo-

graphic, racial, and income separation, but
their concomitants of poverty and joblessness on the one hand, and affluence
and security on the other.
2. Related to the issue of equality of access
is the problem of population concentration, which, in the context of limited
urban space, has given rise not only to
the shortage of urban residential land and
to higher raw land costs, but also to the
diversion of an immense share of the national wealth to the owners and marketeers of urban land. Unless the concentration of population in our present urban
configurations can be checked and reversed, neither the low- and moderateincome households that are presently illhoused and unemployed, nor the young
middle-income households that will be
searching for housing in the next decade.
can expect to live in a decent home in a
suitable living environment within a reasonable distance from their place of work.
3. The uncoordinated and contradictory policies and practices of Federal and state governments that in theory are designed to
regulate the private use of land in the interests of the general welfare. but that in
actuality are responsible for the misuse
and abuse of public power to withhold
land from development and to exclude
low- and moderate-income families from
developing areas.
In brief, the proposals we are concerned with
consider (a) the promotion of equal access to
land, (b) tht: diffusion of population, and (c)
the promotion of planned, inclusive, residential
developments based upon public control and
regulation of land availability.
Proposals To Promote Equal Access to Land
Promoting Racial Equality in
Access to Land and Housing
In considering the question of access to land
and, presumably, to the housing units built on
the land, we must consider several levels at
which the question of access may be said to
function. First, in our view, is the right to purchase and sell land and housing, a right that is
at the base of the question of equality of opportunity, and that has been denied, under color
of law, to Negro and other minority group
families throughou t the postwar period of massive subnr I ' ~f\~iA o ~'P Chapter IV we pointed

tional wealth to the owners and market-

eers of urban land. Unless the concentra-

tion of population in our present urban

configurations can be checked and re-

versed, neither the low- and moderate-
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out that the Federal Government bears a heavy

responsibility for today's intraurban racial di-

visions as a result of the racially exclusive poli-

cies pursued by the Federal Housing Adminis-

tration not only in the 1930's, but in the first

years after World War II when suburban settle-

ment patterns were being implanted over the

countryside. In the 1950's the rate of Negro

population growth in suburban areas increased

sharply, particularly in the older suburban cities

that surround such major cities as New York,

Philadelphia, San Francisco, Chicago, Washing-

ton, D.C., from which white families were mov-

ing at a very rapid rate. By 1960, however, the

percentage of urban Negroes who lived in sub-

urban areas amounted to less than 20 percent,

compared with nearly 50 percent for urban

whites. In the first six years of the 1960's, more-

over, when more than 100 percent of urban

white population growth took place outside cen-

tral cities, the percentage of urban Negroes liv-

ing outside these cities failed to rise. A Census

Bureau study of population changes in urban

poverty areas for the period 1960 to 1966, de-

scribed in The New York Times of August 17,

1968, noted that the concentration of Negro

population that was found in these poverty areas

in 1960 and in 1966 was thinning out. The

Bureau suggested that this process of thinning

out might be attributed to Negro migration to

the suburbs. However, the unavailability of

housing both in central cities and in suburbs

for families of moderate and even middle in-

come in these last few years has made it very

difficult, even for white families, to secure sub-

urban housing at rents and prices they could

afford. To assume that Negro families who suf-

fer from housing discrimination in every sec-

tion of the country could gain a substantial

share of the nation's available suburban hous-

ing supply without confronting enormous racial

residential barriers is most unlikely.

In our view, the decline of population densi-

ties in central city poverty areas is due more to

the outmigration of central city white families,

which opened new in-city areas to Negro occu-

pancy. While Negroes are now able to find hous-

ing in many sections of central cities that were

formerly closed to them, the overall concentra-

tion of Negro families within the central cities

has not lessened, but has been increasing in re-

cent years.

Throughout this study we have stressed the

fact that the racial isolation of Negro and other

minority groups within central cities has adverse

economic consequences for these groups, to say

nothing of adverse social and psychological con-

sequences. A significant index of the economic

burdens that such racial isolation imposes upon

Negroes is the failure of Negro unemployment

to decline in the 1960's at a rate commensurate

with the decline in unemployment among

whites. Although Negroes comprise less than 35

percent of the population of the 10 largest cen-

tral cities, they account for more than 50 per-

out that the Federal Government bears a heavy
responsibility for today's intraurban racial divisions as a result of the racially exclusive policies pursued by the Federal Housing Administration not only in the 1930's, but in the first
years after World War II when suburban settlement patterns were being implanted over the
countryside. In the 1950's the rate o( Negro
population growth in suburban areas increased
sharply, particularly in the older suburban cities
that surround such major cities as New York,
Philadelphia, San Francisco, Chicago, Washington, D.C., from which white families were moving at a very rapid rate. By 1960, however, the
percentage of urban Negroes who lived in suburban areas amounted to less than 20 percent,
compared with nearly 50 percent (or urban
whites. In the first six years of the 1960's, moreover, when more than 100 percent of urban
white population growth took place outside central cities, the percentage of urban Negroes living outside these cities failed to rise. A Census
Bureau study of population changes in urban
poverty areas for the period 1960 to 1966, described in The New York Times of August 17,
1968, noted that the concentration of Negro
population that was found in these poverty areas
in 1960 and in 1966 was thinning out. The
Bureau suggested that this process of thinning
out might be attributed to Negro migration to
the suburbs. However, the unavailability of
housing both in central cities and in suburbs
for families of moderate and even middle income in these last few years has made it very
difficult, even for white families, to secure suburban housing at rents and prices they could
afford. To assume that Negro families who suffer from housing discrimination in every section of the country could gain a substantial
share of the nation's available suburban housing supply without confronting enormous racial
residential barriers is most unlikely.
In our view, the decline of population densities in central city poverty areas is due more to
the outmigration of central city white families,
which opened new in-city areas to Negro occupancy. While Negroes are now able to find housing in many sections of central cities that were
formerly closed to them, the overall concentration of Negro families within the central cities
has not lessened, but has been increasing in recent years.
Throughout this study we have stressed the
fact that the racial isolation of Negro and other

minority groups within central cities has adverse
economic consequences for these groups, to say
nothing of adverse social and psychological consequences. A significant index of the economic
burdens that such racial isolation imposes upon
Negroes is the failure of Negro unemployment
to decline in the 1960's at a rate commensurate
with the decline in unemployment among
whites. Although Negroes comprise less than 35
percent of the population of the 10 largest central cities, they account for more than 50 percent of the unemployed in these cities. At the
root of this imbalance between population and
unemployment is the movement of unskilled
and semiskilled job opportunities to suburban
areas, which has made it very difficult for unskilled members to find well-paying jobs in central cities. Hence, it is of critical economic importance that Negroes be permitted to move
freely to jobs and housing outside of central
cities. The Civil Rights Act of 1968, with its
comprehensive coverage and its moral force as
the law of the land, has opened the way (or the
Federal Government to move forthrightly to
bring about a better and more rational allocation of labor skills within metropolitan areas
by opening up the suburban housing market to
Negro workers and their families. Whether it
will act effectively to enforce the legislation remains to be seen, However, evidence that the
Federal Government is concerned with the need
to open developing land areas to minority group
families is underscored by a brief filed amicus
curiae by the Department of Justice in the St.
Louis open housing case, Jones v. Mayer, wherein the Governmen t took official notice o( the economic and social consequences that result from
the "fencing out" of these minority groups from
developing parts of metropolitan areas. Still
more significant as a potential spur to Federal
action in implementing the 1968 Civil Rights
Act, is the Supreme Court's decision in the aforementioned case, in which the Court restated the
contemporaneity of the 1866 Civil Rights Act's
declaration that all citizens in the United States
"have the same right as white citizens thereof"
to purchase, lease, sell, buy, and hold real and
personal property, and thereby to participate on
the same basis as whites in the growing industrial development of the nation's suburbs.
To aid in overcoming public and private opposition to Negro penetration of suburban rings
in our major metropolitan areas, we propose that
other co~ _~~ . ~? I ctions be taken by Federal

cent of the unemployed in these cities. At the

root of this imbalance between population and

unemployment is the movement of unskilled

and semiskilled job opportunities to suburban

areas, which has made it very difficult for un-
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and state governments to implement the intent

of the Civil Rights Act. The suggested courses

of action which follow are predicated upon the

need for a positive Federal presence on a metro-

politan area level in the struggle for equal hous-

ing opportunities. As examples of such actions,

we urge that:

1. Federal Executive Boards, composed of the

directors of the major Federal program

in a given area, be required to prepare

annual surveys of racial population

changes in metropolitan areas. These sur-

veys should be drawn up on the basis of

close contacts with Negro and other minor-

ity group agencies and with other public

and private agencies concerned with equal

opportunity in housing. Where a Federal

Executive Board has reason to believe that

a systematic denial of equal opportunity

in housing exists in all or part of the

metropolitan area, and where it can be

shown that minority group families are

thereby deprived of access to land and

housing near employment locations,

Boards should be empowered to:

a. Develop equal opportunity programs in

housing and issue housing action guide-

lines for all Federal agencies operating

in the metropolitan areas, as is currently

being done by the Federal Executive

Board of St. Louis.

b. Withhold funds from programs under

its members' jurisdictions (e.g., water

and sewer grants, Federal mortgage in-

surance, etc.) from communities

wherein minority families are unable to

purchase land or housing.

c. Urge the Department of Justice to file

suit against appropriate public and pri-

vate officials in communities denying

equal access to Negroes and other minor-

ity groups, contrary to the 1968 Civil

Rights Act.

2. Federal Assistance should be provided to

private developers who agree to construct

housing for Negro and/or mixed racial oc-

cupancy in land-rich sections of metro-

politan areas, to expand the supply of

housing available to such families in

areas formerly closed to them. Assistance

could take the form of legal counsel in

overcoming opposition to prospective mi-

nority group land and housing purchasers,

or, it could involve the purchase of mar-

ketable properties by the Federal Govern-

ment for resale to such developers. Spe-

cial considerations, including the making

of loans under the Small Business Admin-

istration's programs, could be given to mi-

nority group developers working for the

first time in suburban areas. Alternatively,

the Small Business Administration might

itself develop a new program to encourage

and state governments to implement the intent
of the Civil Rights Act. The suggested courses
of action which follow are predicated upon the
need for a positive Federal presence on a metropolitan area level in the struggle for equal housing opportunities. As examples of such actions,
we urge that:
1. Federal Executive Boards, composed of the
directors of the major Federal program
in a given area, be required to prepare
annual surveys of racial population
changes in metropolitan areas. These surveys should be drawn up on the basis of
close contacts with Negro and other minority group agencies and with other public
and private agencies concerned with equal
opportunity in housing. Where a Federal
Executive Board has reason to believe that
a systematic denial of equal opportunity
in housing exists in all or part of the
metropolitan area, and where it can be
shown that minority group families are
thereby deprived of access to land and
housing near employment locations,
Boards should be empowered to:
a. Develop equal opportunity programs in
housing and issue housing action guidelines for all Federal agencies operating
in the metropolitan areas, as is currently
being done by the Federal Executive
Board of St. Louis.
b. Withhold funds from programs under
its members' jurisdictions (e.g., water
and sewer grants, Federal mortgage insurance,
etc.)
from
communities
wherein minority families are unable to
purchase land or housing.
c. Urge the Department of Justice to file
suit against appropriate public and private officials in communities denying
equal access to Negroes and other minority groups, contrary to the 1968 Civil
Rights Act.
2. Federal Assistance should be provided to
private developers who agree to construct
housing for Negro and/or mixed racial occupancy in land-rich sections of metropolitan areas, to expand the supply of
housing available to such families in
areas formerly closed to them. Assistance
could take the form of legal counsel in
overcoming opposition to prospective mi-

3.

4.

nority group land and housing purchasers,
or, it could involve the purchase of marketable properties by the Federal Government for resale to such developers. Special considerations, including the making
of loans under the Small Business Administration's programs, could be given to minority group developers working for the
first time in suburban areas. Alternatively,
the Small Business Administration might
itself develop a new program to encourage
the creation of minority group homebuilding organizations to construct housing throughout metropolitan areas near
employment locations.
Federal and state financial assistance
should be made available to help in staffing open occupancy housing programs on
a metropolitan area level. These programs
should be given the power to function as
areawide referral agencies in bringing together vacant or prospectively vacant
dwelling units that received, or are receiving, any form of Federal or state assistance on the one hand, and minority
group homeseeking families on the other.
In this way, turnover in the existing stock
of housing could be made to contribute to
the promotion of equal access to land and
housing for all citizens. The dwindling vacancy ratios in most of the nation's metropolitan areas and the decreasing supply of
new housing annually coming on the market, suggests that the creation of housing
referral agencies is an indispensable element in achieving the nation's housing
goals.
The Workable Program limitation on development of housing types presently suitable to the need of Negro and other minority group families should be repealed.
Under the present law the pledge contained in the 1949 Housing Act-"a decent
home in a suitable living environment for
every American family"-is seriously compromised by the concentration of public
housing, 221 (d) (3) housing, and other
forms of Federally assisted low- and moderate-income housing within central cities.
This concentration must now be reversed
by opening the entire metropolitan land
supply to the creation of low- and moderate-cost housing and neighborhoods.

the creation of minority group home-

building organizations to construct hous-

ing throughout metropolitan areas near

employment locations.

3. Federal and state financial assistance

should be made available to help in staff-

ing open occupancy housing programs on
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Eliminating Legal and Institutional Barriers

to Equality of Access to Land and Housing

Eliminating racial discrimination in housing

will not in itself bring about an end to racial

segregation in our urban areas. Access to land

and housing is not to be understood as involv-

ing only equality of opportunity in regard to

the existing housing supply. It involves also the

elimination of legal and institutional barriers

that in the name of the conservation of munici-

pal expenditures prohibit the development of

low- and moderate-cost housing on the bulk of

the metropolitan vacant land supply. Preeminent

among these barriers are zoning ordinances, sub-

division regulations, and building codes, which:

Eliminating Legal and Institutional Barriers
to Equality of Access to Land and Housing
Eliminating racial discrimination in housing
will not in itself bring about an end to racial
segregation in our urban areas. Access to land
and housing is not to be understood as involving only equality of opportunity in regard to
the existing housing supply. It involves also the
elimination of legal and institutional barriers
that in the name of the conservation of municipal expenditures prohibit the development of
low- and moderate-cost housing on the bulk of
the metropolitan vacant land supply. Preeminent
among these barriers are zoning ordinances, subdivision regulations, and building codes, which:

1. Raise the price of land and housing be-

yond the financial reach of families in

I.

need of adequate shelter, and beyond the

financial reach of low- and moderate-

income families generally.

2. Preclude construction or emplacement of

housing types that are necessary to meet

the shelter requirements posed by house-

2.

holds of varying sizes and incomes.

3. Reduce the holding capacity of in-lying

vacant residential land through low-

density zoning, which effectively excludes

75 to 80 percent of families in need of

shelter from access to the urban land base.

Strategies to overcome the disabling effects of

fiscally motivated zoning ordinances, subdivision

regulations, and building codes must involve a

realignment of authority and responsibility for

3.

Raise the price of land and housing beyond the financial reach of families in
need of adequate shelter, and beyond the
financial reach of low- and moderateincome families generally.
Preclude construction or emplacement of
housing types that are necessary to meet
the shelter requirements posed by households of varying sizes and incomes.
Reduce the holding capacity of in-lying
vacant residential land through lowdensity zoning, which effectively excludes
75 to 80 percent of families in need of
shelter from access to the urban land base.

the enactment and administration of these land

use and housing controls. This is not to say that

localities should have no voice in the promulga-

tion of reasonable land use standards. It is to

say that the test of reasonableness must be based

upon a metropolitan rather than a local defini-

tion of the term.

In the case of zoning ordinances, the process

of defining reasonable standards would involve,

first, the making of annual surveys of housing

needs for metropolitan areas in terms of race,

income, and household size of needy households;

second, as in Chapters I to III, metropolitan

housing needs should be plotted against the

metropolitan supply of vacant residential land

to draw up a balance sheet, so to speak, that

relates the impact of local zoning policies to

metropolitan housing problems.

A third step would involve developing a se-

ries of projections as to the future holding ca-

pacity of various sectors of the metropolitan

area. Holding capacity, as used here, does not

refer to the zoned capacity of a particular sec-

tion, but, rather, to the physical capacity of the

land for residential development, taking into

account, soil conditions, access to transportation,

topography, and so forth.

The fourth step would involve development

of model zoning, subdivision, and building codes

that set forth assigned densities for every com-

munity in the metropolitan area, with slight

variations in density permitted on the basis of

Strategies to overcome the disabling effects of
fiscally motivated zoning ordinances, subdivision
regulations, and building codes must involve a
realignment of authority and responsibility for
the enactment and administration of these land
use and housing controls. This is not to say that
localities should have no voice in the promulgation of reasonable land use standards. It is to
say that the test of reasonableness must be based
upon a metropolitan rather than a local definition of the term.
In the case of zoning ordinances, the process
of defining reasonable standards would involve,
first, the making of annual surveys of housing
needs for metropolitan areas in terms of race,
income, and household size of needy households;
second, as in Chapters I to III, metropolitan
housing needs should be plotted against the
metropolitan supply of vacant residential land
to draw up a balance sheet, so to speak, that
relates the impact of local zoning policies to
metropolitan housing problems.
A third step would involve developing a series of projections as to the future. holding ca-

pacity of various sectors of the metropolitan
area. Holding capacity, as used here, does not
refer to the zoned capacity of a particular section, but, rather, to the physical capacity of the
land for residential development, taking into
account, soil conditions, access to transportation,
topography, and so forth.
The fourth step would involve development
of model zoning, subdivision, and building codes
that set forth assigned densities for every community in the metropolitan area, with slight
variations in density permitted on the basis of
previous land use trends, and differences in assigned holding capacity. Wherever possible,
however, minimum lot size requirements should
be uniform for topographically similar areas.
The objective would be to eliminate the competition between communities for high-valuation
development by removing the mechanisms
whereby such high-valuation development is
rendered inevitable.
In the case of restrictive and costly building
codes, a slightly different approach to the problem of cost reduction is called for. As we pointed
out in Chapter IV, many areas of the country
have already adopted so-called Model Building
Codes that are based upon performance standards. Too often, however, the administration
of these codes and their gaps in coverage compromise the intent of the legislation. For this
reason, an effort should be made to further simplify building codes to accelerate the introduction of new materials and new processes as they
become available.
Shifting responsibility and authority over zoning from municipalities to counties and metropolitanwide agencies raises serious questions as
to the substance of the powers to be granted to
these higher levels of government. Should
county and metropolitanwide agencies be empowered to preempt local zoning? Or, should
they be given only review and approval powers
over municipal planning and zoning actions?
Second, is it politically realistic to attempt a
shifting of responsibility in the area of zoning
away from local government? Third, what is the
nature of the sanctions that would have to be
employed by county or metropolitan zoning
agencies to secure local acceptance of imposed
changes in residential holding capacity? One
alternative would be for the states to enact legislation providing for county review and approval
of municipal zoning and planning action for
mllnicipali, ies cof , sa , 50,000 population. A secnglFld

I

previous land use trends, and differences in as-

signed holding capacity. Wherever possible,

however, minimum lot size requirements should

be uniform for topographically similar areas.

The objective would be to eliminate the com-
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ond would involve the enactment of state legisla-

tion authorizing metropolitan planning agencies

to review and approve local zoning and planning

policies in line with existing or proposed metro-

politan land use, transportation, or housing

plans. Still a third alternative would involve the

enactment of state legislation creating new area-

wide land development agencies empowered to

regulate all phases of land use and develop-

ment with a metropolitan area.

One of the virtues of the first alternative is

that by vesting authority at the county level in-

stead of at a more distant governmental level,

opposition to loss of local control over zoning

might be considerably reduced. Adoption of the

second alternative would entail the risk of grant-

ing metropolitan planning agencies more power

than they would be able to employ effectively;

for it is common knowledge that metropolitan

planning agencies are by and large politically

ineffective in overcoming the parochial self-

interests of their constituent public bodies. The

third alternative, the creation of areawide land

development agencies, would require a degree

of commitment to metropolitanwide solutions to

intraurban social and economic disparities that

is not likely to be present in most suburban

communities, for reasons intrinsic to the com-

petitive nature of local government in urban

areas.

With regard to possible sanctions that could

be employed to secure local acceptance of com-

pulsory zoning changes, it is likely that nothing

short of preemption of the zoning power or the

withholding of needed Federal and state aid

could convince localities to change their zoning

ordinances to facilitate racial and income de-

segregation in the metropolitan area.

Assuming that a state determines to vest au-

thority over zoning, subdivision regulations, and

building codes in metropolitanwide or county

agencies, what standards should be promulgated

by these agencies in attempting to bring about

a fair balance in population and land use in a

given metropolitan area?

1. Minimum lot sizes for single-family dwell-

ings should be limited to a half acre, ex-

cept in nonurbanized portions of metro-

politan areas. Other forms of density zon-

ing, such as elimination of multi-family

housing from an entire district, should

also be eliminated, particularly in metro-

politan areas suffering from a shortage of

low- and moderate-cost housing.

2. Minimum house size requirements and oc-

cupance permits that control the number

of persons who can legally reside in a

dwelling unit should also be eliminated,

unless it can be shown that they serve to

protect the public health and safety. In

such cases, the burden of proof would lie

with the municipalities.

3. Communities should not be permitted to

zone out certain structural building types

that can make significant additions to the

ond would involve the enactment of state legislation authorizing metropolitan planning agencies
to review and approve local zoning and planning
policies in line with existing or proposed metropolitan land use, transportation, or housing
plans. Still a third alternative would involve the
enactment of state legislation creating new areawide land development agencies empowered to
regulate all phases of land use and development with a metropolitan area.
One of the virtues of the first alternative is
that by vesting authority at the county level instead of at a more distant governmental level,
opposition to loss of local control over zoning
might be considerably reduced. Adoption of the
second alternative would entail the risk of granting metropolitan planning agencies more power
than they would be able to employ effectively;
for it is common knowledge that metropolitan
planning agencies are by and large politically
ineffective in overcoming the parochial selfinterests of their constituent public bodies. The
third alternative, the creation of areawide land
development agencies, would require a degree
of commitment to metropolitanwide solutions to
intraurban social and economic disparities that
is not likely to be present in most suburban
communities, for reasons intrinsic to the competitive nature of local government in urban
areas.
With regard to possible sanctions that could
be employed to secure local acceptance of compulsory zoning changes, it is likely that nothing
short of preemption of the zoning power or the
withholding of needed Federal and state aid
could convince localities to change their zoning
ordinances to facilitate racial and income desegregation in the metropolitan area.
Assuming that a state determines to vest authority over zoning, subdivision regulations, and
building codes in metropolitanwide or county
agencies, what standards should be promulgated
by these agencies in attempting to bring about
a fair balance in population and land use in a
given metropolit~n area?
1. Minimum lot sizes for single-family dwellings should be limited to a half acre, except in nonurbanized portions of metropolitan areas. Other forms of density zoning, such as elimination of multi-family
housing from an entire district, should
also be eliminated, particularly in metropolitan areas suffering from a shortage of
low- and moderate-cost housing.

supply of low- and moderate-cost housing.

Of particular importance is the need to

rule out prohibitions against development

of all forms of low-density multi-family

housing from suburban areas.
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Minimum house size requirements and occupance permits that control the number
of persons who can legally reside in a
dwelling unit should also be eliminated,
unless it can be shown that they serve to
protect the public health and safety. In
such cases, the burden of proof would lie
with the municipalities.
3. Communities should not be permitted to
zone out certain structural building types
that can make significant additions to the
supply of low- and moderate-cost housing.
Of particular importance is the need to
rule out prohibitions against development
of all forms of low-density multi-family
housing from suburban areas.
4. Mobile homes should be permitted
throughout suburban areas in so-called
mobile home parks, in which the mobility
is sacrificed for larger lot sizes and permanent placement. Municipalities should
also be denied the opportunity to prohibit
trailer parks or other forms of accommodations for mobile homes from their jurisdictions.
5. The principle of maximum access between
homes and jobs should be required to be
placed in all zoning ordinances so that
communities that seek to encourage the
developmen t of new industrial growth
would be compelled to permit the development of new moderate-cost worker
housing reasonably close to the job sites.
Minimum lot sizes have been increasing
steadily in recent years to the point where the
bulk of the land supply in some of the nation's
largest urban areas is reserved for very low
density single-family home construction. To the
extent that these increasing lot sizes represent
the actual desires of the American people, a case
can be made for maintaining them intact in
areas not suffering from a housing shortage or
from substantial substandard dwellings. However, there is some doubt as to the views of
the American people on this question. The University of Michigan's Survey Research Center,
in a report issued some years ago on the housing desires of the American people, found that
85 percent of American families wanted to live
in free-standing, single-family homes, on lots of
up to half an acre. Yet, as we have seen, lot
sizes are increasing so rapidly in suburban areas
that one-acre, two-acre, and four-acre zones are
now quite comm1o n. In the New York region,
nglna rom
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as we have seen, more than half of the zoned
vacant land supply is reserved for single-family
hUllles 011 lou of morc Ihim half an acre. Not
only do these high minimum lot size requirements increase raw land COSts, land development
COSlS, and housing costs in urhan areas, but, by
sharpl y decreasing residential densities, they
threaten to create artificial land shortages in the
nation's urban areas.
For all of these reasons we question whether
density comrois constitute a \'alid use of the p0lice power in urban areas. In our view the adoption of a reasonable lot size requirement of say,
half an acre, better comports with the growing
demand for urban land, while, at the same time.
posing no threat to those who wish lO purchase
more thall one lot to maintain privacy and exdu ~ i \'e ness.

i\linimum house size requirements also constitllle ;111 arbitrary method of regulating the
type of household that may be permitted to reside in political jurisdiction or neighborhood.
In th e name of upholding standards, high minimum house size requirements serve mainly to
preven t the development of the type of housing
that was instrumental in alleviating the hou sing crish of the late 1940'5, that is. the bungalow
IYlle structure with 800- and 900-sqllare-foot interior space designed for the nuclear family,
with the possibility of adding more rooms at 1
later date. In OU I' ,·iew. government has a positive responsibilit y to foster the development of
a variety of house sizes that can accommodate
the many types and sizes of families that prefer 10 li\'e in free-standing single-family homes.
To the extelll that minimum house size requirements impede the development of such a variety of house sizes, they hal' effective resolution
of metropolitan housing problems.
Still IIIUle Cli li(:ll frum tin: puint oC vit:w uf
the unm et housi ng needs of low- and moderateincome families arc the numerous and subtle
devices whereby communities exclude precisely
those types of dwelling units that can accommodale families of restri cted incomes. The word
subtle is chosen to illustrate the fact that few
zoning ordinances specifically exclude lowdensity multi-family housing, which can be developed at reasonable costs, from their communities. However, by overzoning for single-family
housi ng, these communities put a premium on
land that is 70ned for multi_family devt'!lnpment,
thereby crea ting pressures for high-densiLY highrise zones in which land costs c n be allocated

The SllpPly and Availability of LAnd

over a larger number of dwelling units. This
type of situation mak.es it extremely difficult
for multi-family builders to bring in u ni ts at
rents or prices affordable by low- or moderate·
income families, willI the result that new housing tends to be limited to costly single-famil),
units and equally cosily multi-family uniu_
An example of more direct exclusion of lowand moderate-cost housillg is provided by zoning
ordinances that prohibit families from living in
mobile homes, whether on single lots or in mobile home parks. Yet mobile homes constitute
one of the least costly forms of housing in the
United States. A fully furnished 700-squart'!-foot
mobile homt'!, for t'!)wmple. may be purch:ued
for less than $5,000. Similarly. a fully furnished
I AOO-square-foot Illobile home---equivalent to a
large four-bedroom single-family house-may be
purchased for less than $9,000: this should be
compared with $20,000 and $!JO,OOO prke lags on
equivalent nonmobile homes. However. for
what can best be described as snob reasons,
municipalities from one end of the count.ry to
the other excl ude mobile homes frotU their jurisdictions. Again. the intent is to uphold standards. In Ollr "iew, Illobile homes ought to be
permitted in every section of every metropolitan area, and their wide.r LIM: ought to I't'ceivt'
encouragement from public agencies. Certainly.
local government should not be permitted to
exdude such units for arbitrary re:uolts.
Finally, the inchl5ion of the principle of maximum access between homes and jobs in all zoning ordinances is critical to the de,'elopment of
needed job-linked housing programs in the nation's metropolitan areas. Precedent for this reco mmendation exists in the statement on findings
of the Demonstration Cities and l\ letropolitan
Development Act of 1966, and in the Guidt!lirlfS,
iuueu lJy the Dcpartllltm o [ H ousiliK anu Uaban
Development for the legislation in whidl recognition is given to the need to overcome housing and job location imbalances in urban areas
and also to the need -to revise 70ning ordinances
and other laws and regulations that impede resolution of program objectives, among wluch is
"beLler access between homes and jobs." At a
minimum, the adoption of this proposal could
result in local acknowlt'!dgment of responsibility
£01' building housing along with jobs in landrich sections of metropolitan areas. At a maximum, it could I~ad to rnmprt'!hensivt'! planning
for manpower and housing development {or a
section otdQrUM ~Ie of a metropolitan area.
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Before concluding this section on strategies to

eliminate legal and institutional barriers to the

development of low- and moderate-cost housing,

we should point out that financial incentives

must be provided to communities that will be

affected by an influx of new families in order

not to tax unfairly the existing residents of the

community. Such incentives should take the form

of tax structure awards for radically and eco-

nomically inclusive land use planning. The spe-

cifics of these incentive proposals are discussed

in our section on proposals to aid in the diffu-

sion of population.

Before concluding this section on strategies to
eliminate legal and institutional barriers to the
development of low- and moderate-cost housing,
we should point out that financial incentives
must be provided to communities that will be
affected by an influx of new families in order
not to tax unfairly the existing residents of the
community. Such incentives should take the form
of tax structure awards for radically and economically inclusive land use planning. The specifics of these incentive proposals are discussed
in our section on proposals to aid in the diffusion of population.

Reducing Land Development Costs

Since land development costs play a major

role in pricing the bulk of the urban land sup-

ply beyond the reach of low- and moderate-

cost housing developers, proposals to lower land

development costs are a necessary element in

promoting equality of access to urban land and

housing. It will come as no surprise to learn

that subdivision regulations and building codes

tend to shift backward to the purchasers of new

houses costs that in many cases are properly

public, but which, because of their expense, can-

not and will not be borne by local governments.

This is somewhat different, at least in degree,

from the attempt of many suburban communi-

ties to secure sidewalks, decorative street light-

ing, wide access roads, storm sewers, and so

forth, from developers of new housing, and also

from the equally prevalent attempt of many

communities to have developers dedicate land

for open space, parks, schools, and other public

purposes. In these latter instances there is doubt

as to the fairness of requiring such abrogation

of property rights as the price for securing a

building permit.

Reducing the land development costs in sub-

urban areas requires a threefold strategy:

1. Reduction in the width (frontage) of

building lots, either through lowering

minimum lot size standards, or through

developing cluster zoning or planned unit

developments in lieu of free-standing

single-family homes on large lots.

2. Preemption of local powers over subdivi-

sion regulations, and the vesting of such

powers in county, state, or metropolitan-

wide agencies authorized to prescribe uni-

form subdivision regulations based upon

generally accepted definitions of the pub-

lic as well as the private aspects of the

preparation of residential land.

3. Absorption by state and/or Federal agen-

cies of all or part of the cost of land

preparation in low- and moderate-cost

housing developments in suburban areas

Reducing Land Development Costs
Since land development costs play a major
role in pricing the bulk of the urban land supply beyond the reach of low- and moderatecost housing developers, proposals to lower land
development costs are a necessary element in
promoting equality of access to urban land and
housing. I.t will come as no surprise to learn
that subdivision regulations and building codes
tend to shift backward to the purchasers of new
houses costs that in many cases are properly
public, but which, because of their expense, cannot and will not be borne by local governments.
This is somewhat different, at least in degree,
from the attempt of many suburban communities to secure sidewalks, decorative street lighting, wide access roads, storm sewers, and so
forth, from developers of new housing, and also
from the equally prevalent attempt of many
communities to have developers dedicate land
for open space, parks, schools, and other public
purposes. In these latter instances there is doubt
as to t-he fairness of requiring such abrogation
of property rights as the price for securing a
building permit.
Reducing the land development costs in suburban areas requires a threefold strategy:
1. Reduction in the width (frontage) of
building lots, either through lowering
minimum lot size standards, or through
developing cluster zoning or planned unit
developments in lieu of free-standing
single-family homes on large lots.
2. Preemption of local powers over subdivi-

sion regulations, and the vesting of such
powers in county, state, or metropolitanwide agencies authorized to prescribe uniform subdivision regulations based upon
generally accepted definitions of the public as well as the private aspects of the
preparation of residential land.
3. Absorption by state and/or Federal agencies of all or part of the cost of land
preparation in low- and moderate-cost
housing developments in suburban areas
(for which precedent exists in the inclusion of land development costs as eligible
project expenses in connection with Title
I urban renewal grant programs).
Implementation of this strategy could reduce
the costs of land development for single-family
homes to the point where these expenditures
would account for no more than 8 or 10 percent of total housing costs. The elements of
this strategy apply as well to the problem of
land development controls in multi-family housing. The proliferating tendency for suburban
communities to require multi-family developers
to provide high land requirements per unit, in
addition to full fireproofing, covered garages,
black-top paving, and utility piping, to say nothing of elevators, pools, solaria, playgrounds, and
so forth, has already raised site costs in some
suburban multi-family housing developments to
single-family site cost levels. Hence, the promulgation of uniform subdivision regulations and
building codes covering multi-family as well as
single-family developments could prevent communities from imposing upon developers the
obligation to provide such amenities, thereby
opening new lands to low- and moderate-cost
housing developers otherwise excluded from
slIch areas.
The local character of the housing construction industry, in particular, the fact that most
builders operate entirely within one metropolitan area, suggests that uniform subdivision regulations would tend to equalize land development costs for comparable housing types within
a metropolitan area. However, the widespread
practice of withholding approval of applications
for building permits, as a means of compelling

(for which precedent exists in the inclu-

sion of land development costs as eligible

project expenses in connection with Title

I urban renewal grant programs).

Implementation of this strategy could reduce

the costs of land development for single-family
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homes to the point where these expenditures

would account for no more than 8 or 10 per-

cent of total housing costs. The elements of

this strategy apply as well to the problem of

land development controls in multi-family hous-

ing. The proliferating tendency for suburban
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builder acquiescence to the construction of these
amen ities, would have to be faced . Accordingly,
we propose:
I. An amendment to state zon ing e nabling
legislation to abrogate the powers of local
governments to withhold bu ild ing permits from prospective developers mceting
a ll necessary zon ing, building code, and
su bdivision requirements, for a period in
excess of six weeks.
2. A funher amend ment reduci ng the discretionary power of local planning a nd zoning commiss ions to authorize multi-family
housing onl y on a conditional or special
basis, thereby avoiding t he need to create a pcrm illed multi-family zone.
3. A funher amendme nt establishing de fac to
multi -family residentia l zones in any zoning district that conta ins 10 perccnt or
morc of a community's post- 1950 multifami ly housi ng su pply. The purpose of
th ese amendments would be to unmask
the su bterfuges by which multi-family
units <Ire placed in more desirable singlefamily zones by special permi ssion of the
local pla nning and zoning agency in return for buil der agreement to abide by
the subdivision regulations desired by
local officials.
Proposals to Reduu the COlleelltrutiml
in Urbml Areas
Earlier we noted tha t the descent of popula tion upon the limited urban land base accessi ble to em ployment centcrs was responsible fOI"
much of the imbala nced growth in housing,
employme nt , and land development in uI1ban
areas. Here we consider ways to slow down the
movement of rural people to the nation's urban
centers, and to reverse the current tendencies
for popu lation growth to ce nter in the very
largest urban configu rat ions.
The Rand Cor poration Study of land· use patterns in 48 large American ci ties, cited in Chapter 2 of this report, amply documents the postwar decline in population and employment
densi ties in the major cities. We believe this
patt ern wi ll continue into the foreseeable fu ture as a result, of, on the one hand, the availability of subsl<lntial tracts of vaca nt residential

0/ Populatioll
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land on the ou tsk irts of the nation's major cen·
tral ci ties, compared wi th the u nava ilability of
vacant residenti al land with in the5e cities, and
on the other, the seemingly un iversal desire of
fa milies with young child ren to live in Jowdensi ty environments that are, b} a nd large. not
reproduceable within these large cent ral cities.
While the imbalance in land supply will insure that cemral city popu lations will not increase su bstantiall y in the coming years, it is
d ifficu lt to predict thc population changes tha t
may take place in these cities as a result of the
movement of rural families, pa rticularly Negro
and Puerto Rican fam ilies, f rom the [arms to
the cities. In the long r un, if present la nd use
patterns are permitted to continue it is likely
that Negroes, Puen o Ricans, Mexican Americans, and other minority groups, such as the
elderly and the white poor, will come to dominate the populations of the major central cities, with severe economic consequences for
these groups, for the cities in which they Jive,
and for the nation as a whole. I'or {"Oncomi tant
with the conti nui ng movement of midd le·income
families out of the cities will occur the co ntinuing movement of blue-collar and gra}-collar
jobs and economic opportuni t ies away from
these cities to more economically acha n laged
sections of the metropol itan area and of Ihe nation. Thus, it is not solely a matter of freedo m
of choice wheth er the conl entration of these
minority groups in central cities should be permitted to continue. Far more than is currently
recognized, the diffusion of population genera lly,
but of disadvantaged groups in particul ar,
throughout subuI1ban parts of met ropolitan
areas has passed beyond the realm of freedom
of choice. The real issue, as we \'iew the problem, is whether the postwar trends in employ·
ment and population location GIn be reversed.
If not, if industry cannot be brought bad. in
sufficient num bers to overcome the los~ of jobs
it may become necessary to develop new courses
of action to bring together within reasonable
distances of each other jobs and people who
need jobs in our urban cen ters.
The question of the concentration of population in UI,ban configuration s as a whole is perhaps more signifi cant in terms of its longrange impact u pon America n life tha n is the
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question of the concentration of minority groups

within central cities. Ironically, the population

problem of urban areas is not yet perceived to

exist, except by students of the urban scene. By

the year 2000, however, the number of persons

who will be living in urban areas will increase

by more than 100 million, or roughly 75 per-

cent, with the bulk of this urban population

growth taking place in the very largest urban

areas. While there should be no doubt about

the capacity of our urban areas to house even

this many additional persons at high densities,

there is strong reason to doubt whether the en-

suing concentration of population in a nation

as immense as the United States will contribute,

to any sufficient degree to the nation's well-

being. In our view, the quality of life that will

result from the concentration of so many mil-

lions of persons in so small an area must neces-

sarily suffer in comparison to the quality of

life that could be enjoyed if population were

more evenly dispersed over the entire nation.

Diffusing population concentration will re-

quire a fourpoint strategy:

1. The continuing decentralization of popu-

lation from cities to suburbs within our

present urban areas through the develop-

ment of comprehensive metropolitanwide

land development and housing programs,

which will require (a) the elimination

of barriers to more effective land utiliza-

tion in suburban parts of metropolitan

areas; (b) the provision of appropriate

fiscal aids to local and state governments

that will be experiencing major popula-

tion growth and tax structure changes;

and (c) the establishment of outreach,

referral, and information services, and ap-

propriate financial incentives to encourage

families living in central cities to migrate

to different parts of the metropolitan area.

2. The second major strategic goal implicit

in the decision to decentralize the con-

centration of population in urban areas

is the revival of rural life, by which we

mean not only the need to revive the

family farm (perhaps in a different ver-

sion), but, also, the need to revive small

town and small city life. There can be no

doubt as to the unwisdom of programs

question of the concentration of minority groups
within central cities. Ironically, the population
problem of urban areas is not yet perceived to
exist, except by students of the urban scene. By
the year 2000, however, the number of persons
who will be living in urban areas will increase
by more than 100 million, or roughly 75 percent, with the bulk of this urban population
growth taking place in the very largest urban
areas. While there should be no doubt about
the capacity of our urban areas to house even
this many additional persons at high densities,
there is strong reason to doubt whether the ensuing concentr,ation of popul'ation in a nation
as immense as the United States will contribute,
to any sufficient degree to the nation's wellbeing. In our view, the quality of life that will
result from the concentration of so many millions of persons in so small an area must necessarily suffer in comparison ito the quality of
life that could be enjoyed if population were
more evenly dispersed over the entire nation.
Diffusing population concentration will require a fourpoint strategy:
1. The continuing decentralization of population from cities to suburbs within our
present urban areas through the development of comprehensive metropolitanwide
land development and housing programs,
which will require (a) the elimination
of barriers to more effective land utilization in suburban parts of metropolitan
areas; (b) the provision of appropriate
fiscal aids to local and state governments
that will be experiencing major population growth and tax structure changes;
and (c) the establishment of outreach,
referral, and information services, and a-ppropriate financial incentives to encourage
families living in central cities to migrate
to different parts of the metropolitan area.
2. The second major strategic goal implicit

doubt as to the unwisdom of programs
that seek to improve the life of the urban
poor in the context of a free and mobile
society in which the majority of the desperately poor live in rural areas. For, as
the President's National Advisory Commission on Rural Poverty pointed out,
in its report on The People Left Behind~
"If economic and social conditions are
greatly improved in our central cities
without comparable improvement in rural
areas, additional incentives will be created for migration to the cities. In the
end, therefore, the special housing, education, employment, and other special
programs for the central cities may lead
to increased migration, thereby complicating the very problems we are trying to
solve." By extension, this same criticism
can be made of programs that concern
themselves totally with urban areas to the
exclusion of the needs of rural families,
both farm and nonfarm, for work and opportunity. Until we solve our rural problems and create incentives to keep rural
people from descending upon the cities,
we can never solve the problems of the
cities or the problems of their urban areas.
This will require, at a minimum, a revision of present agricultural programs to
provide jobs and/or basic subsidies to less
efficient farmers and the encouragement
of industrial development in the cities and
towns of rural America so that the young
people and the older people who live in
these areas will not be compelled to choose
between migration to the cities and an
unsatisfactory and financially unrewarding
life in the countryside. Finally, it will require purposive efforts to create in rural
America a kind of life comparable in its
capacity for cultural and educational

in the decision to deccn tralize the con-

growth as exists mainly in central cities

centration of population in urban areas
is the revival of rural life, by which we
mean not only the need to revive the
family farm (perhaps in a different version), but, also, the need to revive small
town and small city life. There can be no

at the present time.
Revision of present manpower programs
to bring about an end to imbalances in
urban and national labor markets is the
third element of a nationwide strategy to
bring about population decentralization.

that seek to improve the life of the urban

poor in the context of a free and mobile

society in which the majority of the des-

perately poor live in rural areas. For, as

the President's National Advisory Com-

mission on Rural Poverty pointed out,

in its report on The People Left Behind,

"If economic and social conditions are

3.

greatly improved in our central cities

without comparable improvement in rural

areas, additional incentives will be cre-

ated for migration to the cities. In the

end, therefore, the special housing, edu-

cation, employment, and other special

programs for the central cities may lead

to increased migration, thereby complicat-

ing the very problems we are trying to

solve." By extension, this same criticism

can be made of programs that concern

themselves totally with urban areas to the
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The objective here should be to create a

rational computer based program for

matching jobs and workers in the United

States to replace the currently irrational

rural to urban migration patterns (in

which rural people seek employment in

precisely those cities that suffer from an

excess of jobless workers) with more "ra-

tional" migration patterns, in which rural

migrants move to cities that suffer from

an inadequate labor supply.

Equally critical is the need to begin to

think in terms of comprehensive urban de-

velopment planning about the concept of

employment opportunity, job vacancy, and

labor mobility. In determining the loca-

tion of low- and moderate-cost house-

building programs, new highway, air and

rail facilities, and job training assistance,

the critical factor ought to be the loca-

tion of the 1,000,000 to 1,250,000 new jobs

that will be developed in the United States

in the coming year. Under our present

and ill-conceived manpower programs, we

have no way of monitoring the industrial

location and plant construction process in

order to gain advance knowledge (num-

ber, type, skill level, and wage scale) of

the new jobs that will be created in the

United States. In some ways, the accumu-

lation of the type of information is more

significant than the accumulation of job

vacancy dataâwhich is also of critical im-

portance to a sound manpower program.

For example, national land planning for

inclusive residential and new city devel-

opment would be possible if advanced

knowledge were available about plant lo-

cation.

These are but some of the ways in

which, without subsidy, it would be pos-

sible to achieve a better national, state,

regional, and metropolitan balance be-

tween jobs and population.

4. The last element in the grand designâ

but by no means the least significantâis

the imperative need to construct new cit-

ies and new towns in the United States to

absorb a significant part of the 100,000,000

new persons who will be living in

urban areas by the year 2000. New town

The objective here should be to create a
rational computer based program for
matching jobs and workers in the United
States to replace the currently irrational
rural to urban migration patterns (in
which rural people seek employment in
precisely those cities that suffer from an
excess of jobless workers) with more "rational" migration patterns, in which rural
migrants move to cities that suffer from
an inadequate laJbor supply.
Equally critical is the need to begin to
think in terms of comprehensive urban development planning about the concept of
employment opportunity, job vacancy, and
labor mobility. In determining the location of low- and moderate-cost housebuilding programs, new highway, air and
rail facilities, and job training assistance,
the critical factor ought to be the location of the 1,000,000 to 1,250,000 new jobs
that will be developed in the United States
in the coming year. Under· our present
and ill-conceived manpower programs, we
have no way of monitoring the industrial
location and plant construction process in
order to gain advance knowledge (number, type, skill level, and wage scale) of
the new jobs that will be created in the
United States. In some ways, the accumulation of the type of information is more
significant than the accumulation of job
vacancy data-which is also of critical importance to a sound manpower program.
For example, national land planning for
inclusive residential and new city development would be possible if advanced
knowledge were available about plant location.
These are but some of the ways in
which, without subsidy, it would be possible to achieve a better national, state,
regional, and metropolitan balance between jobs and population.

4.

The last element in the grand designbu t by no means the least significant-is
the imperative need to construct new cities and new towns in the United States to
absorb a significant part of the 100,000,000
new persons who will be living in
urban areas by the year 2000. New town
and new community development in the
United States has lagged behind comparable movements abroad. The reason behind the situation is not the incapacity of
the American economy to develop new
cities, but the peculiar division of authority and responsibility for insuring domestic happiness that exists in our Federal
system of government. Abroad, new cities
are developed by national and state governments, not by private groups. Hence,
such developments are often conceived in
terms of broad national goals, such as expansion of home o'\\'11ership, the diffusion
of low-inmme households throughout the
nation, the preservation of greenbelts on
the ou tskirts of major cities, the decentralization of industry, and so forth.

In the United States, on the other hand, new
town developments (exclusive of defenseoriented cities such as Los Alamos, New Mexico, Oak Ridge, Tennessee, and Cape Kennedy,
Florida, which received Federal financial assistance) are begun mainly by private groups or
individuals whose social objectives, to the extent that they exist, usually exceed their financial capacity to realize them. Again, unlike foreign new towns, privately developed communities in the United States are built largely for
single income and racial groups that can afford
to pay for the development of unsu'hsidized infrastructure facilities for the luxury housing that
is subsequently offered to the public. Nowhere
do we find new city development in the United
States conceived of as part of the solution to the

and new community development in the

United States has lagged behind compar-

able movements abroad. The reason be-

hind the situation is not the incapacity of

the American economy to develop new

cities, but the peculiar division of author-

ity and responsibility for insuring domes-

tic happiness that exists in our Federal

system of government. Abroad, new cities

are developed by national and state gov-

ernments, not by private groups. Hence,

such developments are often conceived in

terms of broad national goals, such as ex-

pansion of home ownership, the diffusion

of low-income households throughout the

nation, the preservation of greenbelts on

the outskirts of major cities, the decen-

tralization of industry, and so forth.

In the United States, on the other hand, new
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problem of lack of mobility within present urban

areas. Nor do we see new cities as offering op-

portunity to move away from the outmoded

urban patterns established in the eighteenth and

nineteenth centuries, with their sumptuary dis-

tinctions between worker and capitalist and be-

tween tenement and townhouse. Yet, it is this

latter type of development that we refer to in

suggesting that new cities and new towns must

play a critical role in alleviating anticipated

population concentration in urban areas and in

reducing racial and income segregation within

these urban areas.

In terms of tactics, implementing this diffu-

problem of lack of mobility within present urban
areas. Nor do we see new cities as offering opportunity to move away from the outmoded
ufoban patterns established in the eighteenth and
nineteenth centuries, with their sumptuary distinctions between worker and capitalist and between tenement and townhouse. Yet, it is this
latter type of development that we refer to in
suggesting that new cities and new towns must
play a critical role in alleviating anticipated
population concentration in urban areas and in
reducing racial and income segregation within
these urban areas.
In terms of tactics, implementing this diffusion strategy must involve:

sion strategy must involve:

1. Equalizing access to cities and suburbs,

I.

without regard to race, color, or household

income.

2. Developing a massive and dispersed sup-

ply of low- and moderate-cost housing in

suburban parts of metropolitan areas,

2.

along with more intensive utilization of

land on the urban periphery.

3. The provision of grants-in-aid to sub-

urban communities that experience rapid

population increases resulting from the de-

velopment of subsidized or publicly as-

3.

sisted low- and moderate-cost housing.

4. Restriction on growth of central cities.

5. Development of new cities and new towns.

Although we have already considered pro-

posals to equalize access land and housing, we

reiterate our belief that equality of access to

suburban housing is the surest and most effec-

tive way of dealing with the employment and

4.
5.

Equalizing access to cities and suburbs,
without regard to race, color, or household
income.
Developing a massive and dispersed supply of low- and moderate-cost housing in
suburban parts of metropolitan areas,
along with more intensive utilization of
land on the urban periphery.
The provision of grants-in-aid to suburban communities that experience rapid
population increases resulting from the development of subsidized or publicly assisted low- and moderate-cost housing.
Restriction on growth of central cities.
Development of new cities and new towns.

unemployment problems of minority group

families, and with the growing welfare burdens

that joblessness and poverty impose upon cen-

tral cities. The key, then, is housing, and hous-

ing of a particular kind, namely, low- and mod-

erate-cost housing at low densities on suburban

land within a reasonable distance from expand-

ing employment areas.

To begin to reverse the concentration of low-

and moderate-cost housing in central cities we

propose that present legislation establishing the

various publicly assisted housing programs be

amended to authorize central city public hous-

ing and urban renewal agencies to function out-

side of such cities in the areas of land devel-

opment and housing construction and acquisi-

tion. These agencies should be compelled to

function on a county level or, even more to the

point, on a metropolitan area basis, so that site

selection for low-rent public housing and for

urban renewal relocation is not limited to ex-

pensive and densely populated sections of the

Although we havea-lready considered proposals to equalize access land and housing, we
reiterate our belief that equality of access to
suburban housing is the surest and most effective way of dealing with the employment and
unemployment problems of minority group
families, and with the growing welfare burdens
that joblessness and poverty impose upon central cities. The key, then, is housing, and housing of a particular kind, namely, low- and moderate-cost housing at low densities on suburban
land within a reasonahle distance from expanding employment areas.
To begin to reverse the concentration of lowand moderate-cost housing in central cities we
propose that present legislation establishing the

various publicly assisted housing programs be
amended to authorize central city public housing and urban renewal agencies to function outside of such cities in the areas of land development and housing construction and acquisition. These agencies should be compelled to
function on a county level or, even more to the
point, on a metropolitan area basis, so that site
selection for low-rent public houSiing and for
urban renewal relocation is not limited to expensive and densely populated sections of the
urban core if other, less costly sites are, or can
be made available.
We propose, secondly, that such country or
metropolitan area urban renewal agencies be
given condemnation powers to enable them to
acquire substantial tracts of vacant land on the
periphery of their metropolitan areas for development of racially and economically inclusive,
but economically independent, new towns and
new communities, using Federal write-downs to
reduce land costs and to construct infrastructure facilities. Land could be sold to the local
public agencies or to other puhlic and quasipublic development groups, and to private developers. In fact, given the low land costs that
would be characteristic of such an urban renewal area and the assumption by public agencies of many items that would normally be included in the costs of land preparation, the assembly of suburban land for private home building may prove to be the key to the revival and
continued expansion of the nation's homebuilding industry.
Since new town programs require an employment base if they are to become viable and inclusive entities, it is surely a happy circumstance that urban renewal age' ,des, simultaneously with their residential land development
program, can sell or lease land to industrial and
commercial firms that would locate employment
generating facilities in the area. Alternatively,
urban renewal agencies might purchase land
surrounding the site of a new university, college, Federal installation, or privately developed industrial facHity, to secure an economic
base that might warrant the creation of a new
town.

urban core if other, less costly sites are, or can

be made available.

We propose, secondly, that such country or

metropolitan area urban renewal agencies be

given condemnation powers to enable them to

acquire substantial tracts of vacant land on the

periphery of their metropolitan areas for devel-

opment of racially and economically inclusive,

but economically independent, new towns and

new communities, using Federal write-downs to

reduce land costs and to construct infrastruc-

ture facilities. Land could be sold to the local

public agencies or to other public and quasi-
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One of the more sanguine consequences of
the program outlined above is the fact that the
inadequa te fund:; annually authoril.ed for Tille
I land acquisition purposes could be stretched
imm easura bly furthe r in the acquisition and
prepa ra tion of suburb.1n land than they could if
their use was limited to the acquisition and
preparation of land in central cities. Another
favorab le consequence that would result from
the de,·clopment o f a sub51antial supply of
housing for low· and moderate- (and even middle-) income familles in new towns would be
the availa bilit y of relocation housing for per.
sons disp laced by publi caUy supported in-city
demo lition programs. The opportunity to move
to a g;mle n-type house in a suburban setting
dose to jobs, schools, churches, and recrea tional
fa cilities would doubtless be of considerable at·
tra ction to rclocatee families as they would to
practi cally all fami l ies living in substandard environments. In addition , if the pace of new suburban construction were equal to the rate of
demolition it would be possible to develop building programs in which agency directed relocation from blighted areas would provide needed
land resources to rebuild the central city.
Still anoth er propos:ll to e ncourage the diffu sion of population in urban areas involves the
establishmen t, in every metropolitan area, of
metropo litan housing development corporations
to mobi lize the resources of the private and
public sectors to construct a supply of job-l inked
housing in suburban areas. The sole and continu ing responsibility oC these corporations
wou ld be to develop housing for low- and moderate-income famili es by using its own resources,
or by spinning off subsidiary corporations to
cotUract with local groups interested in building
housing. These metropolitan housing developIlICIH corporations should be give n the power to
preempt local zoning, subdivision, and building cooe requirements that would impede fu lfillment of its objectives ; the relevant precedent
here is the New York State Public Development Corporation, which is also empowered to
preempt local land use controls.
They should :lIsa be give n the power to establish a regional land bank based upon their own

land purdlases or upon gifts and donations. In
this way, the housing developmem corpora lions
would be auured or a steady pdce-comrolled
supply of residential land. Where the priva te
land market is experiencing a major u pward
movement inland prices, the corporation ~h ou ld
be empowered to ~ 11 sites to private builders
and use the proceeds to favor iu own goa lJ..
Significantly, each of these de\·elopment proposals would result in a more intensi,e use o f
vacant residential land than is presently the case
in suburban areas. For, although there is no
reason why a variety of housing t) pes cannot
be developed under these pl"Oposals, the bulk of
the units that will be constl"ucted will prob3bly
be in planned unit developments to save on
expe nditures for la nd developmen t. This wi ll
perm it considerable savings on roads and utilities, at the same time that it will open the way
to more intensive neighborhood ami commu·
nity ]i fe than is possible in low-density suburbs.
A major intangible in all th is is the att itude
of the receiving community. We h ave no doubt
that the average suburban commun ity would
prefer not to have iu vacan t land base developed for low- and moderate·cost housing, espe·
cially if the prospecthe occu pants of this housing :Ire to be minority group families. \foreover, if public authorities force the abroga te of
the land use comrols to bu ild low- and moderate-cost housing, local ralC pa)ers will be saddled with fisca l burdens thal are not of their
own making; for this reason it is essen tial that
strategies to d iffuse population conce ntra tions
also envision the paymem of impacted area·
type granH to communities tha t open their land
and housing supply to low· and moderateincome families. The effect of sud l grants would
be to enable local govern menU to provide
n~~detl servict:s not o llly for low- antl moderateincome famili es, bUl for all groups. Accordingly,
to provide positive encouragement to suburban
areas that willingly accept low- and moderateincome families, we propose that there be created wi thin state and Federal agencies a p rogram of impacted area grants to be given to
such communities on the basis of formulae that
lake imo consideration the number of new per-
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sons entering the community in a given period

whose income is below the median income of the

community. Such grants could be based also

upon the number of new children in the com-

munity, as is currently the case in areas where

children of military personnel attend local

schools. Since school taxes account for the bulk

of the expenditures of local government, state

and Federal legislation might be enacted to

provide for either the temporary or the perma-

nent absorption of the added financial require-

ments for schools posed by the presence of new

low- and moderate-income households in the

area. Programs such as this would also tend to

equalize quality of education throughout metro-

politan areas. The passage of a general aid to

education measure, based upon per people au-

thorizations and upon supplementary payments

for areas populated by, or experiencing rapid

population growth of, low- and moderate-income

groups, could accomplish the same end.

The last area that we consider in seeking to

promote the diffusion of population is the ques-

tion of new cities and new towns outside of

the major metropolitan areas. Three problems

present themselves:

1. The need for advance acquisition of land

on a major scale, either through eminent

domain proceedings, or through long-

range land purchase programs.

2. The need to provide financial assistance

for new towns and new cities developers

in securing extended mortgage loans pri-

marily for land acquisition and prepara-

tion.

3. The need to rethink the issue of spon-

sorship and its impact upon the rate of

construction, the establishment of self-

governing political institutions, and the

maintenance of racial and ethnic inclu-

siveness.

The proposals that follow are based upon a

consideration of these questions. They recom-

mend:

1. Enactment of state and Federal legisla-

tion establishing new town development

corporations to plan, construct, and op-

erate, for a limited period, a new town

or a new community.

2. Enactment of state and Federal legisla-

tion providing low-interest loans and

grants for acquisition and preparation of

land for new towns and new communi-

ties. These loans and grants would be

available to privately financed new town

developers as well as to the publicly cre-

ated new town corporation.

3. Enactment of legislation to provide tax

benefits to large employment generating

industries in suburban and rural areas to

encourage industrial sponsorship of new

communities serving a variety of interest

groups.

4. Enactment of state and Federal demon-

sons entering the community in a given period
whose income is below the median income of the
community. Such grants could be based also
upon the number of new children in the community, as is currently the case in areas where
children of military personnel attend local
schools. Since school taxes accoun.t for the bulk
of the expenditures of local government, state
and Federal legislation might be enacted to
provide for either the temporary or the permanent absorption of the added financial requirements for schools posed by the presence of new
low- and moderate-income households in the
area. Programs such as this would also tend to
equalize quality of education throughout metropolitan areas. The passage of a general aid to
education measure, based upon per people authorizations and upon supplementary payments
for areas populated by, or experiencing rapid
population growth of, low- and moderate-income
groups, could accomplish the same end.
The last area that we consider in seeking to
promote the diffusion of population is the question of new cities and new towns outside of
the major metropolitan areas. Three problems
present themselves:
1. The need for advance acquisition of land
on a major scale, either ,through eminent
domain proceedings, or through longrange land purchase programs.
2. The need to provide financial assistance
for new towns and new cities developers
in securing extended mortgage loans primarily for land acquisition and preparation.
3. The need to rethink the issue of sponsorship and its impact upon the rate of
construction, the establishment of selfgoverning political institutions, and the
maintenance of racial and ethnic inclusiveness.
The proposals that follow are based upon a
consideration of these questions. They recommend:
1. Enactment of state and Federal legislation establishing new town development
corporations to plan, construct, and operate, for a limited period, a new town
or a new community.
2. Enactment of state and Federal legislation providing low-interest loans and
grants for acquisition and preparation of

stration programs to experiment with new

forms of community development on pub-

licly owned land.

5. Enactment of legislation providing special

relocation allowances and rent supple-

ments to low-income families willing to
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land for new towns and new communities. These loans and grants would be
available to privately financed new town
developers as well as to the publicly created new town corporation.
3. Enactment of legislation to provide tax
benefits to large employment generating
indus.tries in suburban and rural areas to
encourage industrial sponsorship of new
communities serving a variety of interest
groups.
4. Enactment of state and Federal demonstration programs to experiment with new
forms of community development on publicly owned land.
S. Enactment of legislation providing special
relocation allowances and rent supplements to low-income families willing to
migrate from central cities to new communities. Job training and job placement
services would be provided to all persons moving into the new community.
6. A White House conference on New Cities
for America.
The first proposal for the establishment of
new town development corporations is based
upon the British experience with new town development and administration, which is discussed in Chapter V. The thrus.t of the recommendation is our recognition of the need for
vesting plenary authority over land planning,
construction, and operation, at least in its early
stages, in the hands of a body fully competent
to layout, design, and build a town or city
from the ground up. To assist in assembling
land, the corporation should be given powers
of eminent domain.
The second recommendation is made in view
of the enormous sums of money required to
purchase land and install improvements prior
to the development of housing, that is, prior
to the re.turn on investment. Hence, the need
to provide moderate-term, low urban loans and
grants for particular public purposes to developers of new towns. In the New Communities
Act of 1968, passed as par,t of the recently enacted Omnibus Housing Act, the Congress went
far in meeting this and similar recommendations by establishing a new insurance and guarantee program for land development for new
communities. The FHA will guarantee land issued by private new town developers. (In addition, the new Act authorizes HUn to make sup-
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plementary grants to states and localities, in con-

nection with Federally aided water, sewer, and

open space land projects that assist new com-

munity development.)

In recommendation Number Three, we extend

the principles that will be contained in the new

town development corporations to private in-

dustrial firms that agree to sponsor new com-

munities on or near their own employment cen-

ters. Loans and grants would be available to

such a firm in acquiring land and in preparing

it for community development. Recommenda-

tion Number Four is based upon our belief that

major technical innovations are likely to occur

in building a new town from the ground up;

government, because of its interest in these tech-

nological innovations, ought to support a va-

riety of demonstration programs to encourage

competition for good design and for quality en-

vironmental control in new communities.

Recommendation Number Five is made in

view of the known social and psychological diffi-

culties that low-income groups, and many

middle- and upper-income groups as well, ex-

perience outside of their neighborhoods. It

seems entirely appropriate, therefore, to provide

financial incentives to families willing to move

to new communities who, by definition, are un-

able to afford the cost of long distance moving.

Finally, recommendation Number Six would

have the new President who will take office in

January of 1969 issue as his first Executive

Order, a call for a National Conference on

New Cities for America, to meet in October of

1969. The symbolism and the commitment that

this act would bring to the struggle to diffuse

population concentrations would be worthwhile

indeed. The recommendation of the conference

could become a key element in the President's

1970 legislative program. Equally significant, the

convening of national and international au-

thorities on new town and new community de-

velopment would stimulate public discussion

and support for national programs for new cities

for America.

Proposal To Encourage the Planned

Development of Urban Land

While the foregoing sections considered the

questions of land acquisition and development

for public interest purposes, the proposals were

not placed in a context of national urban de-

velopment needs. Yet, as we said in Chapter IV,

plemen.tary grants to states and localities, in connection with Federally aided water, sewer, and
open space land projects that assist new community development.)
In recommendation Number Three, we extend
the principles that will be contained in the new
town development corporations to private industrial firms that agree to sponsor new communities on or near their own employment centers. Loans and grants would be available to
such a firm in acquiring land and in preparing
it for community development. Recommendation Number Four is based upon our belief that
major technical innovations are likely to occur
in building a new town from the ground up;
government, because of its interest in these 'technological innovations, ought to support a variety of demonstration programs to encourage
competition for good design and for quality environmental control in new communities.
Recommendation Number Five is made in
view of the known social and psychological difficulties that low-income groups, and many
middle- and upper-income groups as well, experience outside of their neighborhoods. It
seems entirely appropriate, therefore, to provide
financial incentives to families willing to move
to new communi,ties who, by definition, are unable to afford the cost of long distance moving.
Finally, recommendation Number Six would
have the new President who will take office in
January of 1969 issue as his first Executive
Order, a call for a National Conference on
New Cities for America, to meet in October of
1969. The symbolism and ,the commitment that
this act would bring to the struggle to diffuse
population concentrations would be worthwhile
indeed. The recommendation of the conference
could become a key element in .the President's
1970 legislative program. Equally significant, the
convening of national and international authorities on new town and new community development would stimulate public discussion
and support for national programs for new cities
for America.

Proposal To Encourage the Planned
Development of Urban Land
Whi,le the foregoing sections considered the
questions of land acquisi.tion and development
for public interest purposes, ,the proposals were
not placed in a context of national urban development needs. Yet, as we said in Chapter IV,
the absence of national urban development planning in the United States is responsible, in large
part, for the disjointed, uncoordinated, and often
contradictory, effects of Federal, state, and local
programs that affect land use policies and practices. Here we attempt to describe some of the
elements thaot must be included in comprehensive urban development planning, and suggest the creation of appropriate agencies to
carry out these plans. (At the outset, we should
note that the terms urban land development
and urban development planning are used interchangeably; similarly, in referring to land development agencies and to urban development
agencies, we mean the same kind of organization that is charged with responsibility for
carrying out the orderly development of the
land supply of an urban area.)
The controlling recommendation in this section is a proposal to create a national urban
development agency within the Executive arm
of the United Sta,tes Government that would be
responsible for developing national goals and
priorities to guide future land use and development in urban areas where most of the people
of the country live and work. As used here, national urban development planning means the
integraltion of metropolitan area, state, and regional laws with national planning, based upon
macroeconomic factors to achieve balanced, orderly, and constructive growth in all sections of
the country.
Planning for national urban development
would be based upon functional analyses of
land supply, population distribution, housing
needs, and employment growth land location
within the nation as a whole and within its

the absence of national urban development plan-

ning in the United States is responsible, in large

part, for the disjointed, uncoordinated, and often

contradictory, effects of Federal, state, and local

programs that affect land use policies and prac-

tices. Here we attempt to describe some of the

elements that must be included in compre-

hensive urban development planning, and sug-

gest the creation of appropriate agencies to

carry out these plans. (At the outset, we should

note that the terms urban land development

and urban development planning are used inter-

changeably; similarly, in referring to land de-

velopment agencies and to urban development

agencies, we mean the same kind of organiza-

tion that is charged with responsibility for

carrying out the orderly development of the

land supply of an urban area.)
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urban areas. Imbalances in land supply, which

create disturbances in housing and employment

markets could become the basis for policy de-

cisions with respect to the use of Federal levers

to make additional land available. Federal land

banks, consisting of surplus land and some land

in marginal military and nonmilitary use, could

be created to make land available to private

groups or to provide land resources to be de-

veloped by the government itself. Joint public

and private "Comsat"-type corporations could

also be chartered and given the power to con-

demn and purchase land for residential and new

community development on the fringes of our

urban areas.

To be effective, however, national urban de-

velopment planning must be related and must

relate to state and regional land development

planning. Accordingly, we propose that the states

create state and regional urban development

agencies that would be responsible for develop-

ing state and regional goals and priorities, and

we propose, further, that no strings-attached

block grants be made to these agencies by the

Federal Government.

Among the questions thait these state and re-

gional planning agencies would be concerned

with include the impact of tax policies upon

urban land, the development of annual land

utilization goals, and trends in land costs and

their impact upon housing development. As in

the case of the Federal Government, recogni-

tion of imbalances in land, labor, and housing

markets between cities and suburbs could trig-

ger the use of state and regional resources to

bring about needed change.

In terms of land supply, such resources might

include:

1. Revision of state laws to permit the ex-

traterritorial purchase of land by central

cities for development of low- and mod-

erate-cost housing to assist in the solution

of central city housing problems.

2. Creation of satellite cities in suburban and

rural parts of metropolitan areas.

3. Enactment of legislation authorizing state

and municipal agencies, and nonprofit

and limited profit private groups to

acquire land in advance of development

for construction of low- and moderate-

cost housing, to ensure the maintenance

of price stability in residential land, and

to provide land resources for future de-

urban areas. Imbalances in land supply, which
create disturbances in housing and employment
markets could become the basis for policy decisions with respeot to the use of Federal levers
to make additional land available. Federal land
banks, consisting of surplus land and some land
in marginal military and nonmilitary use, could
be created to make land available to private
groups or to provide land resources to be developed by the government itself. Joint public
and priva1te "Comsat"-type corporations could
also be chartered and given the power ,to condemn and purchase land for residential and new
communi ty development on the fringes of our
urban areas.
To be effective, however, national urban development planning must be related and must
relate to sta,te and regional land development
planning. Accordingly, we propose that the states
create state and regional urban development
agencies that would be responsible for developing state and regional goals and priori.ties, and
we propose, further, that no strings-attached
block grants be made to these agencies by the
Federal Government.
Among the questions thCllt these state and regional planning agencies would be concerned
with include ,the impact of tax policies upon
urban land, the development of annual land
utilization goals, and trends in land costs and
their impact upon housing development. As in
the case of the Federal Government, recognition of imbalances in land, labor, and housing
marke.ts between dties and suburbs could trigger the use of state and regional resources to
bring about needed change.
In terms of land supply, such resources might
include:
1. Revision of state laws to permit the extraterriltOrial purchase of land by central
cities for development of low- and moderate-cost housing to assist in the solution
of central city housing problems.
2. Creation of satellite cities in suburban and
rural pants of metropolitan areas.

3.

Enactment of legislation authorizing state
and municipal agencies, and nonprofit
and limited profit private groups to
acquire land in advance of development
for construction of low- and modera tecost housing, to ensure the maintenance
of price stability in residential land, and
to provide land resources for future development.
4. Enactment of state legislation authorizing
municipal and areawide taxation of land
value increments in urban areas, to recover pant of the increased value of land
resulting from population growth, and
from Federal and state expenditures for
highway development and related areas.
5. Enactment of state legislation authorizing
state, municipal, and metropolitanwide
experiments with sight value taxation, to
increase the relative burden of land to improvements to reduce speculation and encourage the development of vacant and
underimproved land, and to encourage the
redevelopment of blighted slum and ghetto
areas.
6. Enactment of state legislation empowering
municipalities and areawide governments
to revise assessment rates for farm properties within a given radius of major central cities, to discourage withholding of
farm lands from urban development.
In proposing tha,t governments establish comprehensive national and state and regional urban
development planning programs, we do not intend to suggest that the plans proposed by these
agencies become official plans. We do suggest
that governments have a responsibility to look
beyond individual urban programs to assess
their joint and interrelated impact upon urban
land use patterns and upon the intraurban distribution of population, land supply, and employment, and that in such an assessment the
key factor is the extent to which these programs advance equality of access to the benefits of ul1ban life for all who live in urban areas.

velopment.

4. Enactment of state legislation authorizing

municipal and areawide taxation of land

value increments in urban areas, to re-

cover part of the increased value of land

resulting from population growth, and

from Federal and state expenditures for

highway development and related areas.

5. Enactment of state legislation authorizing

state, municipal, and metropolitan wide

experiments with sight value taxation, to

increase the relative burden of land to im-

provements to reduce speculation and en-

courage the development of vacant and

underimproved land, and to encourage the

redevelopment of blighted slum and ghetto

areas.
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VI . In formation Needs for Monitoring Land
Supply and Demand in Urban Areas
111 l h is Lha plt:' wt: prt:st:ll t a hrid le\·it:w or
the data-social and ph ysical-which government shou ld acculllu late in order to provide a
period ic rev ie'\' of land supply and deman d in
urba n areas.
The organizat ion of land use in fo rmat ion is
receiving considera ble attention at the present
time, as a result, la rgely, of the opportunity
presented by systems a nalysis to transform the
morass or loca l data related to lan d (tax assess·
ment records, zoni ng ma ps, land transfers, building permi ts, etc.) into a locationally controlled
compu ter program. Th ree recenl studies deal·
ing wit h -the <ILlest ion of land use in formation
are of p ioneering importance, and should be
noted here. The first, Lan d Use It/formation:
A Critical Srm ley of u.s. Statistics lI, ciuding
Possibilities for Greater U1Iifo rmity, was wril·
ten by Marion Clawson and Ch,lrlcs L. Stewart
for R ESOU R CES FO R TH E FUTU RE. The
second, T he R ole of Localional COlltrol ill al1
h ' formntir.m System, was developed by the Pl anning Department of St. Louis County for the
East·West Gateway Coord inat ing Cou nci l of the
St. Louis :\ Iell'opolita n Area . T he th ird, by R oben D . Ca mpbell and H ugh L. Le Blanc, A IJ h i·
/Ol'lllflfioll S)'Jft!11I lor Urball P{Ollll;IIg, was wril'
len for the Depa rtment of Housing and Urban
De \·elopment. These stud ies have grea tly influ enced our pl'eselll disclission of the data reo
q ui remen ts for monitori ng land suppl y a nd demand in urban area s.
A comprehensive da ta system abou t land su p·
ply and demand in urb;m areas should be
based on the relationsh ip, emphasized th rough·
out Ih is study, between land lI SC and land use
cont rols on the one ha nd , and ( he social, eco·
lIomi<., a lld r,.Lia i t;olU po~ i lioli for UI'I.o... 11 a reas

th e othe r. Sin ce plan ners pla n first for people and only secondari ly fm' a reas, it is critical
tha t physical needs be based 0 11 the known characterist ics of lhe peopl e who live wi lh in lhe
planners' jurisdiotion. Accord ingl)', the u se of
more traditional data series relati ng to land
use infor mat ion, such as im provements on the
land, land tenu re, land market acti vi ty, etc.,
must be supplemented by the use of other
eq ually significa nt fa ctors, such as for example,
residem ial hold ing capaci ties, laning, the racial
r nmpm';linn nf par,if'lI lal' ar"a~ , f'1f'. In addition.
and for similar reasons, the loca tional aspects
of land usc info rm at ion should be correlated
0 11
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with demographic data concerning race, income
class, occupation, journey to work, etc. of the
peop le who live on lhe land. Likewise, land
use information o n industrial and commercial
areas should include d ata on the number of
employees, by sex. and race, a racial ami in·
come analysis oC the occupa tions of all employed persons, t he med ian monthly salary, the
medial hourly wage, and the employment peak,
if seasonal. T he inclusion of t h~ social [actors will give concreteness to the traditional land
use Cactors and th ere by permi t the aggregation
of an extremely usefu l base wh ich could provide the factual groundi ng in planning for the
physical a nd human renewal of particular
areas.
In our view, an info rmat ion syslem to monitor cha nges in land supply a nd demand ~hould
begin with an analysis of residelllial land requi rements. The key factor h ere is the adeq uacy of esti mates of t he number of sllbstandani dwell ing uni ts and t he potential (or rehabili·
ta tion plus Ihe nUlll bu of new households thaI
can be expected 10 enter the area's housi ng
market. Assumptions rela ting to land require·
ments shou ld be clearly pointed ou t in terms
of the o\'erall goa l which should be the time·
sequ enced elimin ation of all substandard housing a nd Ih e con servation or th e ~xistin8 ~Iock.
Secondly, our informat ion system should incl ude a comprehensive analysis of the land supply in lhe urban area, identified according 10
the fo llowi ng at tributes:
I.
2.

3.
4.
5.
6.

7.
8.
9.

Loca l ion
Zoning
Holding ca pacity
Acti vi ty on the land
Intensity of la nd use
Su itabili ty of -the land (or urban develop.
menr
Land T enu re
Land Prices
I nterrelati ons ill land use and value between different tracts of land .

For obviolls reasons these categories cannot be
kep t e ntirely discrete. If act ivity on the land is
residential, this indica tes that there has been
some impro\'ement made on the lan d , whether
it be a mobile home, a tem, a hotel or a (ollege
dormitory. While efJor15 should be made to eli·
' 3 h l i ~h d31a sPrieJl. which are of "pure line;" i.e.
which do not intermingle infonnaLion about two
or more ~u~prj ~fri.n single datum, it may be
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necessary in the social planning of land use to

use classifications such as "public housingâ125

units," which lump together the distinct con-

cepts of activity, tenure, and intensity of use in

order to describe adequately both social and

physical aspects of land use.

As a preliminary matter, it may be useful to

recognize that some categories are more determi-

native of future development than others. For

example, location is the one unchangeable at-

tribute of a parcel of land. (The existence of a

parcel of land, however, may change, through

flooding, draining, filling, or drying up of rivers.

There is also the problem of establishing the

minimum area to be recognized as a separate

body of water.) Once the location of a parcel of

land is identified, data relating to any of the

other categories can be associated with that

parcel.

Activity is also a basic concept to which the

other concepts must be related. Thus, the rele-

vant natural qualities, the description of im-

provements, and the measure of intensity of ac-

tivity all depend largely on the kind of activity

on the land. The social and industrial analogues

of location and activity might be the race and

income class of land users and the condition of

their dwelling units, or the race and income

group of employees working on a particular

parcel and their journey to work.

1. Location

There are many systems for locating and iden-

tifying land parcels in the United States. Both

the Coast and Geodetic Survey and the Geologi-

cal Survey have developed their own systems

based on a latitudinal and longitudinal grid.

The Bureau of the Census has developed a Na-

tional Location Code. There are also many mu-

nicipal geographic location systems created to

facilitate local planning and revenue collection.

While there is no single comprehensive land

parcel identification system and small area classi-

fication scheme which covers urban areas and is

suitable for all purposes, data recorded on the

basis of one system can, in most cases, be trans-

lated into another system with relative ease.

Clawson and Stewart include the following items

in a metropolitan land use study:

a. Parcel location: Parcel number, street ad-

dress, legal description; grid coordinates;

parcel number of other parcels compris-

ing a unit; tax assessor's lot-block num-

ber.

b. Political jurisdiction: Municipality, school

district, special district, township, county,

state.

c. Planning statistical area: Census tract, cen-

sus block, planning unit, residential area,

community, industrial district, urban re-

newal project, traffic analysis zone.

Inclusion of these items in location analysis

of urban land, for example, would permit ready

correlation with demographic data compiled by

the Bureau of the Census. Identification of each

necessary in the social planning of land use to
use classifications such as "public housing-125
units," which lump together the distinct concepts of activity, tenure, and intensity of use in
order to describe adequately both social and
physical aspects of land use.
As a preliminary matter, it may be useful to
recognize that some categories are more determinative of future development than others. For
example, 10c3Jtion is the one unchangeable attribute of a parcel of land. (The existence of a
parcel of land, however, may change, through
flooding, draining, filling, or drying up of rivers.
There is also the problem of establishing the
minimum area to be recognized as a separate
body of water.) Once the location of a parcel of
land is identified, data relating to any of the
other categories can be associated with that
parcel.
Activity is also a basic concept to which the
other concepts must be related. Thus, the relevant natural qualities, the description of improvements, and the measure of intensity of activity all depend largely on the kind of activity
on the land. The social and industrial analogues
of location and activity might be the race and
income class of land users and the condition of
their dwelling units, or the race and income
group of employees working on a particular
parcel and their journey to work.

1. Location
There are many systems for locating and identifying land parcels in the United States. Both
the Coast and Geodetic Survey and the Geological Survey have developed their own systems
based on a latitudinal and longitudinal grid.
The Bureau of the Census has developed a N ational Location Code. There Cilre also many municipal geographic location systems created to
facilitate local planning and revenue collection.
While there is no single comprehensive land
parcel identification system and small area classification scheme which covers urban areas and is
suitable for all purposes, data recorded on the
basis of one system can, in most cases, be translated into another system with relative ease.
Clawson and Stewart include the following items
in a metropolitan land use study:
a. Parcel location: Parcel number, street address, legal description; grid coordinates;
parcel number of other parcels comprising a unit; tax assessor's lot-block number.

parcel could then include the number of per-

b.

c.

Political jurisdiction: Municipality, school
district, special district, township, county,
state.
Planning statistical area: Census tract, census block, planning unit, residential area,
community, industrial district, urban renewal project, traffic analysis zone.

Inclusion of these .items in location analysis
of urban land, for example, would permit ready
correlation with demographic data compiled by
the Bureau of the Census. Identification of each
parcel could then include the number of persons per unit, their race, income, education, occupation, whether they own an automobile,
their journey to work, etc.
Note should be taken of the possibility of different land uses at different vertical levels, underground, surface level, and above ground. Parcels at one level mayor may not coincide with
parcels at other levels. Thus, identification must
be accurate at each level for the purpose for
which the data are needed, and parcel location
and identification must be relatable to location
and identificat,ion at each other level.

2. Zoning
The permitted use of every parcel is to be
identified together with evidence of recent rezonings or applications for rezoning. Pending municipal ordinances which would affect zoning
should also be noted. As indicated in Chapter
II zoning districts should also be identified by
the quality of their soils and by their permitted intensity. Use districts should be identified
by permitted residential structures (one-family,
two·family, three- and four-family) within the
larger residential area. Lot size, house size, coverage, parking requirements, and other restrictions as to use should be noted for each parcel
and each district, as is done for assessment rolls.
Zoning information should be kept by race and
income class, and this should be correlated with
the percentage of non-conforming uses (e.g., the
number of existing low-value homes in an area
recently rezoned for large lots) in a given zoning
district.
More importantly, the imputed cost of building new residential structures at the minimum
lot and house size should be calculated for each
district, as was done in Chapter III for Bloomington, Minnesota. This would, of course, include data on land prices per acre, per net lot,
and per dw~lljng unit, and the price of existing
nglnal from

sons per unit, their race, income, education, oc-

cupation, whether they own an automobile,

their journey to work, etc.

Note should be taken of the possibility of dif-

ferent land uses at different vertical levels, un-
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improvements, if a ny, which would ~ torn down
o r redeve loped.
J. Holdi"g Capacity
The holding capacity of every area sho uld be
calculated, as discussed in Chapter II. H owever,
assumptions concern ing fami ly size, lot oversize,
and reside nt ial and no nresidential land uses
should be revised as new inform at ion becomes
available a nd as new tre nds are foreseen . Holding ca pacity analyses wi ll permit instant comparison between zoned capacity and land requireme nts; he nce. they wi ll playa critical t ole
in po licy formu lation in the areas of housing
a nd land use planning. Overlay maps would appear to be an appropriate method or depicting
the interrelationship between housing and land
requirements of a metropolitan area and i ts
current zOlled holding capacity.
The relationship between building costs, residenti al holding capacity, a nd employment holding capacity should be ca refull y noted . Coordina tion of such information will illustrate pre5e nt and future relationships between labor markets a nd housing markets in urban areas.
4. Activity on the Lmld
It has a lready been noted that act ivity on the
land is a fundament a l concept in any survey
of la nd use. The ca tegory of activi ty on land
becomes even more important within lhe context of this study because the topic of concern
here, uroan housing, is itsel f an activity (usu.
a ll y termed " reside ntia l" ) which takes place on
land. The degree of detail in which activi ties
are classified depe nds o n the purpose for which
the classification is bei ng made. Major classificat ions which have ga ined wide acceptance and
which are most often used, however, are, in
addit ion to residential, agriculture, recrea tion,
manufaclUring, forestry, and retail trade, among
others.
Laud classificat ion problems arise, in the first
instance, because of the multiplicity of uses on
a givc n parcel. Another complication is introduccd by the three-dimensional use of land . Activ it), takes p lace no t only o n the earth's surface but beneath it a nd above it as well. Subte rranca n activities include, in addition to the
extraction of natural resources, such prevalent
activities in urba n areas as the transmi ssion of
water, sewage, and e lectrica l currents.
B Cl;t.U~C vf till': fUUl.lam(:nla l importance of ac'
tivity as a ca tegory of land use, much work has

already been devoted to colle<:ting and classify.
ing data in this category; for example, the ra.
miliar and detailed work of the Bureau of the
Census. Much of the data collected by the Censm Bureau is not re.1ated to land as such, and
hence is more relevant to such categories as improvements o n Jand th an to the category of ac·
livi lyon the land.
Or prime importance in this connection is the
hand book recently published by the Urban R enewal Administration and the Bureau of Public Roads, called Standard und Use Coding
Manua l. The Manual is, in e ffe c;t, a synthesis
of previous efforts to develop a comprehensive
scheme for dassifying land uses, particu larly in
urban areas. It classifies land use at four different levels and establishes a coding system for
identifying the various classifica tions. At the
highest level of aggrega tio n, ther e are n ine ca tegor ies of activity. At the second level there are
67 categories, wh ile there are 294 and 772 at the
fourth . T he nine broad categories are:
Residential
Manufacturing (2)
Transportation, commu nication, and utilities
Trade
Services
Cultural, entertai nment, a nd recreational
Resource production and ex traction
Undeveloped land and water areas

Ir .....e follow the category o[ resi dential uses
dow n to lhe second, third, and fourth levels,
we find that the Man ual divides " residential"
uses into six subcategories: household unilS,
group quarters ; residential hotels ; mobile home
pa rks or couru, transient lodgi ngs, and other
reside ntia l Ilot elsewhere coded. The subc-.ttegory
"'group quarte rs" is further subdivided at the
third lcvel into six elements: rooming a nd
boarding houses; mem bership lodgings, residence halls or dormitories, retirement hom es
and orphanages, religious quarters, and o ther
g roup quarters not elsewhere coded . Finally•.. ~
ligio us quarters" is divided into convenlS, monasteries, rec'lories, a nd other rel igious quarlen
not elsewhere coded.
,. btleusity 01 Land Use

The inte nsi ty of la nd use may be measured in
many ways. Its form depends on the activi ty or
activities on the land. It might be exprCMed in
tel illS of the I"aLio of total Roor area to I.m d SUI -race area, or in the case of industrial or com·
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mercial uses it may be expressed by volume of

retail sales or value added per unit of floor

area. In the case of residential housing, it might

be measured by the proportion of land area cov-

ered by buildings, by dwelling units per acre,

by number of persons per room, or by square

feet of floor space per person.

Intensity of land use is conceptually easily

measurable. As Clawson and Stewart put it,

such measurements "consist of either (a) greater

annual inputs of labor, capital, other materials,

and management per unit of area, or (b) greater

usage or output of product or services per unit

of area." However, land use intensity is more

meaningful when regarded as a standard

or norm rather than as an absolute. Thus, if in

the United States one room per person is con-

sidered the minimum for decent housing, less

than one room per person may be said to con-

stitute crowding, or if reversed, to indicate lack

of crowding. For purposes of analysis, it might

be desirable to establish grades of intensity,

whether in general terms such as "light," "mod-

erate," and "heavy," or in terms of persons per

acre or structures per acre. Such terms are mean-

ingful only if defined in objective and quanti-

tative terms.

Special problems arise in connection with the

measurement of vacant land, or of underutilized

land, as indicated in Chapter II. Any data sys-

tem that seeks to relate land supply and de-

mand will have to define what it will regard as

vacant land. We assume that vacant land in

urban areas would include land in agricultural

use and land not in active use. The important

thing is that careful, comprehensive, and up-

to-date data is maintained on parcels designated

as vacant. At the start of construction activity,

for example, the land should be removed from

the vacant land roll. The abandonment of a

residential property as determined by a local

building inspection would require placement of

the property on the vacant land roll.

6. Suitability of Land for Urban Development

The extent to which vacant or underutilized

land can be brought into more intensive de-

velopment is dependent to a large extent upon

the condition of the soil. For this reason, esti-

mating the probable land supply available for

residential use, especially for low- and moderate-

merciaI uses it may be expressed by volume of
retail sales or value added per unit of floor
area. In the case of residential housing, it might
be measured by the proportion of land area covered by buildings, by dwelling units per acre,
by number of persons per room, or by square
feet of floor space per person.
Intensity of land use is conceptually easily
measurable. As Clawson and Stewart put it,
such measurements "consist of either (a) greater
annual inputs of labor, capital, other materials,
and management per unit of area, or (b) greater
usage or output of product or services per unit
of area." However, land use intensity is more
meaningful when regarded as a standard
or norm rather than as an absolute. Thus, if in
the United States one room per person is considered the minimum for decent housing, less
than one room per person may be said to constitute crowding, or if reversed, to indicate lack
of crowding. For purposes of analysis, it might
be desirable to establish grades of intensity,
whether in general terms such as "light," "moderate," and "heavy," or in terms of persons per
acre or structures per acre. Such terms are meaningful only if defined in objective and quantitative terms.
Special problems arise in connection with the
measurement of vacant land, or of underutilized
land, as indicated in Chapter II. Any data system that seeks to relate land supply and demand will have to define what it will regard as
vacant land. We assume that vacant land in
urban areas would include land in agricultural
use and land not in active use. The important
thing is that careful, comprehensive, and upto-date data is maintained on parcels designated
as vacant. At the start of construction activity,
for example, the land should be removed from
the vacant land roll. The abandonment of a
residential property as determined by a local
building inspection would require placement of
the property on the vacant land roll.

cost housing, requires knowledge of soil condi-

tions and associated development characteristics.

6. Suitability of Land for Urban Development

The effect of various soil types on site devel-

opment costs have made soils a significant de-

terminant of land use and housing types. The

location of low-density tract development, for

example, is quite sensitive to soil differences, in-

cluding differences in slopes, drainage, ease of

excavation, suitability for foundations and roads,

and potential for alternate uses. Two soil types,

found in varying amounts in most areas, are

conducive to tract development: level to gently

sloping sandy soils with sandy surfaces and

sandy or gravelly substrata, and level to gently

The extent to which vacant or underutilized
land can be brought into more intensive development is dependent to a large extent upon
the condition of the soil. For this reason, estimating the probable land supply available for
residential use, especially for low- and moderatecost housing, requires knowledge of soil conditions and associated development characteristics.
The effect of various soil types on site devel-

sloping soils with silty or loamy surfaces and

sandy or gravelly substrata. Both of these soil

types contain the following development char-

acteristics which have made them important to

developers of low-cost houses:

a. Sewage effluent is rapidly dissipated and
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opment costs have made soils a significant determinant of land use and housing types. The
location of low-density tract development, for
example, is quite sensitive to soil differences, including differences in slopes, drainage, ease of
excavation, suitability for foundations and roads,
and potential for alternate uses. Two soil types,
found in varying amounts in most areas, are
conducive to tract development: level to gently
sloping sandy soils with sandy surfaces and
sandy or gravelly substrata, and level to gently
sloping soils with silty or loamy surfaces and
sandy or gravelly substrata. Both of these soil
types contain the following development characteristics which have made them important to
developers of low-cost houses:
a. Sewage effluent is rapidly dissipated and
water dispersion is quite good; this permits onsite septic tanks.
b. Excavation costs are quite low in some
areas containing these soil types, owing to a lack
of rocks and boulders, to the workability of
soils throughout the winter months, and to the
more efficient use of machines following rains.
c. Lower grading costs because of level land.
d. Lower road and parking lot costs because
these coarse soils require less preparation and
basing.
Since these development characteristics are indispensable for building low- and moderate-cost
subdivisions, it is important to point out that
in most metropolitan areas the supply of vacant
land containing these characteristics is quite limited, especially in inlying suburbs. Indeed, land
suitable for tract development with on-site disposal systems has all but disappeared in the firstring suburbs of New York, Philadelphia, St.
Louis, Minneapolis, San Francisco, and Los Angeles. Development of the remaining vacant land
in these inlying communities may involve higher
site preparation costs (because of slopes, slow
to poor drainage, need for central sewage systems, high road construction costs, etc.). While
much of this remaining land is suitable for development, soil conditions will not readily permit
construction of low- or moderate-cost housing.
Thus, correlation of zoning, soil conditions, and
land requirements in a given area may mean
that public subsidies to reduce or absorb site
development costs are indispensable to the development of the needed housing.
The second aspect of suitability concerns the
existence of water and sewer facilities. As in
the case of Bloomington, Minnesota, extension
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of water and sewer facilities to new land may

well encourage their development, while refusal

to extend the facilities will almost certainly re-

tard development of anything other than high-

of water and sewer facilities to new land may
well encourage their development, while refusal
to extend the facilities will almost certainly retard development of anything other than highcost housing. Thus, data should be kept on
water and facilities available to each piece of
land, and on the rate of extension of these facilities in different sub-areas.

cost housing. Thus, data should be kept on

water and facilities available to each piece of

land, and on the rate of extension of these fa-

cilities in different sub-areas.

7. Land Tenure

Land tenure refers to ownership, use, and en-

joyment of land. As Clawson and Stewart put

it, "The relevant tenure considerations depend

on the activity for which the land is used. Ten-

ure involves legal, institutional, and economic

considerations. Tenure classification would have

to take account of private land ownership, pri-

vate renting or leasing of privately owned land,

public control over private land uses, public

ownership classifications, and private use ar-

rangements on public land, among other mat-

ters." An important part of the data on tenure

in urban areas concerns public limitations on

use of land. This would include zoning, sub-

division, setback, and pollution controls, and

any other regulation of the activities of the

owner or user of land. It is also important to

have information about private limitations on

land use, such as easements and covenants run-

ning with the land. Tenure data must have a

vertical classification as well. It is important to

know not only who owns a given piece of land

surface, but also who has rights to the subsurface.

Data concerning the ownership and use of air

space are also becoming more and more impor-

tant.

Since our concern is not only with land as

such but with its conversion to urban uses, trans-

fers of ownership should be recorded, along

with the selling price, the previous price paid,

the price of improvements, etc.

8. Land Prices

Data on the movement of land prices is an

essential element in estimating the supply and

demand for land in urban areas. The first re-

quirement in classifying land according to value

is to relate price to location. This will enable

correlation between land values, imputed de-

7. Land Tenure
Land tenure refers to ownership, use, and enjoyment of land. As Clawson and Stewart put
it, "The relevant tenure considerations depend
on the activity for which the land is used. TenJ.lre involves legal, institutional, and economic
considerations. Tenure classification would have
to take account of private land ownership, private renting or leasing of privately owned land,
public control over private land uses, public
ownership classifications, and private use arrangements on public land, among other matters." An important part of the data on tenure
in urban areas concerns public limitations on
use of land. This would include zoning, subdivision, setback, and pollution controls, and
any other regulation of the activities of the
owner or user of land. It is also important to
have information about private limitations on
land use, such as easements and covenants running with the land. Tenure data must have a
vertical classification as well. It is important to
know not only who owns a given piece of land
surface, but also who has rights to the subsurface.
Data concerning the ownership and use of air
space are also becoming more and more important.
Since our concern is not only with land as
such but with its conversion to urban uses, transfers of ownership should be recorded, along
with the selling price, the previous price paid,
the price of improvements, etc.

velopment costs, and income levels of groups

that need rehousing. The second requirement

involves monitoring changes in land prices over

time. This could be done, although with some

difficulty, by computerizing deed records ac-

cording to tax-stamp valuations. A data series

on land costs over time would make possible

close observation of land speculation and its im-

pact on land values and house building. It would

also permit public agencies to purchase less ex-

pensive land for public improvements and to

purchase land for residential development at cur-

rent prices in anticipation of increases in land

value.

A third requirement would be to relate land

8. Land Prices
Data on the movement of land prices is an
essential element in estimating the supply and
demand for land in urban areas. The first requirement in classifying land according to value
is to relate price to location. This will enable
correlation between land values, imputed development costs, and income levels of groups
that need rehousing. The second requirement
involves monitoring changes in land prices over
time. This could be done, although with some

difficulty, by computenzmg deed records according to tax-stamp valuations. A data series
on land costs over time would make possible
close observation of land speculation and its impact on land values and house building. It would
also permit public agencies to purchase less expensive land for public improvements and to
purchase land for residential development at current prices in anticipation of increases in land
value.
A third requirement would be to relate land
values to the current use or activity of the land.
This .information should, in turn, be correlated
with soil and topographic data, since these also
affect land values. Next, land values should be
correlated with the type of improvement on
the land and with the intensity of use for the
urban areas as a whole. It will then be possible
to relate land and improvements to intrametropolitan tax levels and to the incidence of taxation by income class. It is hoped that the result
will be a comprehensive, areawide data system
which could serve for the basis for revision of
allocation formulas in Federal, state and metropolitan grant programs in housing, education,
health, welfare, recreation, etc.
A good working model of a land value classification system, which would have to be expanded in coverage and in the amount of data
collected, is the Lust series on land transfers for
Montgomery County in the Washington, D.C.
~Ietropolitan Area.

9. Interrelations in Land Use and Value
Between Different Tracts of Land
The value of land and its use, especially in
urban areas, are significantly influenced by factors external to the property. What is done on
other tracts of land is often more determinative
of what can be done with a piece of land than
the intent of the owner, particularly in zoned
areas. Hence, it is necessary to collect data about
interrelations of land uses between areas. Of
particular importance is information about the
access of a tract of land to transportation facilities. Access may be measured in terms of distance from one tract to another or in terms of
travel time, where this is more significant than
physical distance. Moreover, as Clawson and
Stewart point out, if data on physical location of land, including tracts used for transportation, is available, the access of any area
with respect to any other area is easily calculated.

values to the current use or activity of the land.

This information should, in turn, be correlated

with soil and topographic data, since these also

affect land values. Next, land values should be

correlated with the type of improvement on

the land and with the intensity of use for the

urban areas as a whole. It will then be possible

to relate land and improvements to intrametro-
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This is of utmost importance in matching job

and worker in urban areas (through the pro-

vision of housing subsidies to families or loca-

tional subsidies to plants).

In compiling a land use information system to

monitor changes in the supply and demand four

certain general principles should be observed.

First, data should always be collected for the

smallest unit of land (parcel, lot, acre, etc.), so

that aggregations of small units can be grouped

to provide information on a block, a neighbor-

hood, community district, city, or county. Sec-

ond, responsibility for collecting land use data

should be entrusted to metropolitan planning

agencies. Third, the collection of land use in-

formation should be regarded as a major objec-

This is of utmost importance in matching job
and worker in urban areas (through the provision of housing subsidies to families or locational subsidies to plants).
In compiling a land use information system to
monitor changes in the supply and demand four
certain general principles should be observed.
First, data should always be collected for the
smallest unit of land (parcel, lot, acre, etc.), so
that aggregations of small units can be grouped
to provide information on a block, a neighborhood, c'ommunity district, city, or county. Second, responsibility for collecting land use data
should be entrusted to metropolitan planning
agencies. Third, the collection of land use information should be regarded as a major objec-

tive of the Federal Government in its urban
grant programs. Hence, appropriate incentives
should be offered to metropolitan planning
agencies for the preparation of detailed, locationally based land information systems covering entire SMSAs. Continuation of other metropolitan grant programs should be made contingent upon completion of the system by a
~iven date, say 1972.
These metropolitan plans can provide the raw
material, so to speak, for development of metropolitan, regional, and national urban development policies whose goal would be the social
planning of land use to achieve a just and open
society.

tive of the Federal Government in its urban

grant programs. Hence, appropriate incentives

should be offered to metropolitan planning

agencies for the preparation of detailed, loca-

tionally based land information systems cover-

ing entire SMSAs. Continuation of other metro-

politan grant programs should be made con-

tingent upon completion of the system by a

given date, say 1972.

These metropolitan plans can provide the raw

material, so to speak, for development of metro-

politan, regional, and national urban develop-

ment policies whose goal would be the social

planning of land use to achieve a just and open

society.
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apprenticeship. as strategy. 122-123
programs. 127-128
shortage. 122
trained by union. 128. 134
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fees as per cent of project cost, 43

fees as per cent of total construction

cost, 29-31

Assets

fixed, 149, 164

depreciable, 160
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demand, 163
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"fire proof," 59

foundation, 17, 29
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interior, 29

new, 153-154, 156
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market variables, 184
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demand, 163
economies, 69
"fire proof," 59
foundation, 17, 29
framing, 12, 17, 37, 71
housing, cost, II5-II6, II7, 134-135
interior, 29
new, 153-154, 156
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in-place, 60
labor, 57-59
land, 57, 59-60
legal, 57, 59
lot, 57
materials, 57-60
opportunities to reduce, 58
overhead, 57, 59
reduction, 57, 60
sales, 57
savings, 59

capital, 150, 161, 163
clearing, 72-73
construction
affected by weather, 48-49
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potential savings, 184
shipping prefabricated unit, 15
structure
by cause, 87-89
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water and sewer, 72
Corps of Engineers, 157
Cox, Reavis
concentration ratios, 128
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availability and cost of land, 386
Guidelines, 394
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builders, survey, 101

land prices, 43

Developer, of mobile home park, 21

Development costs

amortization, 49-50

architectural and engineering serv-

ices, 9

as percent of total project cost, pre-

fabricated single-family unit, 17

breakdown for single-family unit, 10-

13, 17-19, 44

comparison for single- and multi-

family units, 9-10, 15

definition, 43

historical and geographical trends, 43

mobile home, 25

mobile home park, 24-25

multi-rise apartment unit, 31-33, 44

rehabilitated multi-family unit, 37-

40

site in mobile home park, 26

Dilapidation, 79

Discrimination, 123

Diseconomy, 87, 92-97

Domar, E. D. et ah, 80

Double deflation method, 253

Dry wall, 37

builders, survey, 101
land prices, 43
Developer, of mobile home park,21
Development costs
amortization, 49-50
architectural and engineering services, 9
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mobile home, 25
mobile home park, 24-25
multi-rise apartment unit, 31-33, 44
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site in mobile home park, 26
Dilapidation, 79
Discrimination. 123
Diseconomy. 87. 92-97
Domar. E. D. et al., 80
Double deflation method. 253
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Dunlop. John T .• on construction labor
problem. 126
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Dunlop, John T., on construction labor

problem, 126

E

Dwelling unit, see Unit

Eckstein, Otto, 92

Economic Report of the President and

Council of Economic Advisers,

1968, the, 254

Economic units, 85-86

Efficiency, in construction (see also

Prices and Labor productivity)

growth, 149, 151, 152-153, 156

index, 161

measure, 151, 152-153
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rate of advance, 149, 153, 156, 162

Efficiency, constraints, see Zoning ordi-

nances and Building codes

Electrical work, time required for plac-

ing conduits, 29

Electricity, 272-273

Ely, Richard T., 92

Employment

intermittency, 259

seasonality, 243, 250, 251, 253, 272,

277, 278, 282

winter work, 251, 282

Engineering News Record, 81

Engineering News-Record index, 153

"Envelope", 35

Erber, Ernest, 379

Europe, piecework system, 125

Excavation

foundation, 73

roadway, 73

wet, 73

Executive Order on Equal Opportunity

in Housing, 382

"Expected economy", 264

Externality, 162

Financial and corporate community,

effect on scope of industrialization,

184

Financing (see also Mortgages)
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Economic Report of the President and
Council of Economic Advisers,
1968. the. 254
Economic units. 85-86
Efficiency, in construction (see also
Prices and Labor productivity)
growth. 149. 151. 152-153, 156
index. 161
measure. 151. 152-153
new construction. 156
rate of advance. 149. 153. 156. 162
Efficiency. constraints. see Zoning ordinances and Building codes
Electrical work. time required for placing conduits. 29
Electricity. 272-273
Ely. Richard T .• 92
Employment
intermittency. 259
seasonality. 243. 250, 251. 253. 272.
277,278. 282
winter work. 251. 282
Engineering News Record, 81
Engineering News-Record index, 153
"Envelope". 35
Erber. Ernest. 379
Europe. piecework system. 125
Excavation
foundation. 73
roadway. 73
wet. 73
Executive Order on Equal Opportunity

in Housing. 382
"Expected economy". 264
Externality, 162
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Financial and corporate community.
effect on scope of industrialization.
184
Financing (see also Mortgages)
conventional, 10, 15,21.28.35
external. 202
interim, single-family homes. 10
mobile home, 21
mobile home park. 24
part of total development costs. 43
regional differences, 49-50
Fire-proofing. 71
Fire risks, 98-99
Foote, Nelson N. et alo, 81
Force account. 163, 164. 245. 263, 267.
274
Foreclosures, 205, 225
Fulloemployment. 214. 216. 222. 225. 230
Funds
college endowment, 208
"external". 199, 213
flow, 195. 199.203.204.207,209.210,
211, 220. 225, 226. 227, 229. 232.
233
pension, 208
public, 231. 235
residential mortgage. 223
Field Market Analysis Service. study of
housing needs, 319
Families, low-income. 231. 232
Farber. David A.• 274
Farmers, 116
Federal Government (see also Government housing; Government programs)
credit policies, 134
general. 124. 208. 209, 219. 231. 232.
235,268.275.278.281,282
impact on housebuilding, 121
involvement in low-cost housing, 121
obligations, 231, 233. 235
policies toward housing. 132
Federal Government agencies
Federal Home Loan Bank system.
208.209.210.211.229
Federal Housing Administration, 10.
15, 24, 28, 35, 43, 50, 209. 212. 233.
321, 368-372
Federal housing and highway programs. 383, 389-390
Federal National Mortgage Association, 208. 209. 210. 211. 232
Federal Public Housing Program.
383, 384-387
Federal transportation programs. 388389
Federal Urban Renewal Program.
383, 387-388
Federal water and sewer grants, 388
history, 381-383

promotion of land development. 392399
Federal Housing Administration (FHA)
Field Market Analysis Service. study
of housing needs. 319
housing. 10. 15. 24. 28, 35. 43. 50.
209. 212. 233
land development policies. 381-382.
401
multi-family housing, 366-370
racial policies. 382
residential land costs. 115
1I11derw7 iting Manllal, 382
Federal housing programs, 266.267.277
Federal housing programs
mortgage insurance. 381
overlapping, 385
Public Housing, 381, 382-385
Urban Renewal. 381. 385-386
Federal Public Housing Program
construction costs, 383. 384
criticism. 384
demolition v. rehabilitation. 383
intragovernmental character. 383
racial considerations, 382-383
site costs. 383-384
.oederal Reserve
open market operations, 200. 232
policies. 198. 200. 203. 205. 206, 210.
211. 212. 230. 232
.'ederal transportation programs
land development. 381
National Defense and Interstate
Highway System Act of 1956. 386387
Federal Urban Renewal Program
character of program. 385
cost and availability of land. 385
criticism. 385-386
definition. 336
land development, 381
purpose. 336
Federal water and sewer grants
Housing Act of 1965. 386
HUD grants, 386
land development, 386
FHA, see Federal Housing Administration
o
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Gafney, Mason, 117
General Electric Company. Tempo Research Division. U.S. Housing
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Gillies. James. 118. 119
GNP deflator. 156. 158. 160
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(GFPC) , 254-255

Gordan's Final Price of Structures

(GFPS) , 254

index studies, 154, 155-156, 158, 159,
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Government housing assistance pro-

grams, 195, 209, 210, 215, 219, 228

(GFPC) , 254-255
Gordan's Final Price of Structures
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Government housing assistance programs, 195, 209, 210, 215, 219, 228
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Grebber et al., 153-154, 157

Government programs, 215, 219, 227,
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Grants, Federal Government, 273, 386
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HABER, on unions, 122, 126

Habitat '67, 185

Healy, Robert, 79

Hearle, Edward F. R., see Neidercorn-

Hearle memorandum

Heating, time required for placing of

conduits, 29

Herzog, J. P.

construction cost, 118-119

large scale builders study, 118-119

mobility of builders, 119

"High durables" economy, 264, 282

"High services" economy, 264

Hod Carriers and Laborers, 122

Home Owners Loan Corporation, 209

Home rule, 97

Homeownership index, 159

"Home purchase" component, see

Homeownership index, the

Homes (see also Costs and Demograph-

ic factor)

building, 243, 244, 248, 254, 260, 277,

279, 283

households

budgetary decisions, 198, 199, 200

mobility, 201, 202

net formations, 202, 214, 215, 226

population, 201, 202, 214, 216

new

costs

affected by labor inefficiency, 126

affected by union practices, 125-

126

affected by wage increases, 123-

124

compared to other consumer

items, 132

effect of costs of raw land, 116

effect of increasing output, 118-

119

low-rent, 132

physical structure, 126-127

price theory, 129

quantity and quality, 121

single-family residential, 129

total labor input as percentage,

121-122

price of site, 115

value, 115-116

Home, John, 232

House and Home, 100-101

Housebuilding

competition, 117

construction

instability, 120-121

wages, 122-123

industry

entry and exit pattern, 117

HABER, on unions, 122, 126
Habitat '67, 185
Healy, Robert, 79
Hearle, Edward F. R., see NeidercornHearle memorandum
Heating, time required for placing of
conduits, 29
Herzog, J. P.
construction cost, ll8-ll9
large scale builders study, ll8-ll9
mobility of builders, 119
"High durables" economy, 264, 282
"High services" economy, 264
Hod Carriers and Laborers, 122
Home Owners Loan Corporation, 209
Home rule, 97
Homeownership index, 159
.. Home purchase" component, see
Homeownership index, the
Homes (see also Costs and Demographic factor)
building, 243, 244, 248, 254, 260, 277,
279,283
households
budgetary decisions, 198, 199, 200
mobility, 201, 202
net formations, 202, 214, 215, 226
population, 201, 202, 214, 216
new
costs
affected by labor inefficiency, 126
affected by union practices, 125126
affected by wage increases, 12!!124
compared to other consumer
items, 132
effect of costs of raw land, ll6
effect of increasing output, 118ll9
low-rent, 132
physical structure, 126-127
price theory, 129
quantity and quality, 121
single-family residential, 129
total labor input as percentage,
121-122
price of site, 115
value, ll5-ll6
Horne, John, 232
House and Home, 100-101
Housebuilding

ize by

competition, 117
construction
instability, 120-121
wages, 122-123
industry
entry and exit pattern, 117
general, 79-80
size of firms, ll8
inputs, 128 (Table 4)
land costs, ll8
monopolistic elements, ll7 -ll8
Housing Act, 1968, proposal, land requirements, 307-318
Housing adjustment, see Rehabilitation
Housing (see also Construction; Housebuilding; Homes; Mobile homes)
developments, size, 185
industI'lalization
definition, 181
evolution
by-products, 182
mobile home, 182-183
on-site-division of labor, 182
predictions, 182
rate, 182
industry
as a system, 81-83
attempt for stability, 120
consumption and redistribution
phase, 84
distribution phase, 84
production phase, 83-84
low-income
credit demands, 219, 232
problem, 195, 2ll, 212, 213, 219.
225, 228, 235
market
demand, 195,201,202,203,205,208,
2ll, 212, 213, 219, 225, 227. 228.
230
effect of European governments,
185
effect of market diffusion on size,
184-185
effect on scope of industrialization,
184
efficiency by function, 115, 121
factors in imperfection, ll5-ll6
limits of size, 184-185
local character, 120
Washington Metropolitan Area, 184
minimum standard, 212
price increases, 79-81, 84
stock, 131-132
substandard, 213
Housing proposal
six million unit low- and moderatecost, land requirements
Series One
alternatives, 1,2, 3,4,5,6, 7 and
8, 309-314
land requirements, 307, 308-314
location, 308
occupancy, 308
types of housing, 308
Series Three
Original
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alternatives, 316
land requirements, 316-317
location, 316-317
Series Two
alternatives, 1,2 and 3,314-316
land requirements, 314-316
location, 314
occupancy, 314
types of housing, 314
Housing units, types analyzed, 7
Houston, Texas, deed restrictions, 96
HUD, see Department of Housing and
Urban Development

IBEW, see Union of Electrical Workers
Incentive system, union opposition, 125
Income groups
higher, 118
low, 132
middle, 118
Income
consumers, 115-116
taxable, 132
Income-Dacy index, 152, 159
"Income originating", 155, 156, 158,
159, 161
Indexes
Boeck and Associates, 153, 159, 160
Consumer Price, 156, 159, 160
cost, 79, 81, 153, 158
Department of Commerce Composite,
155, 158, 160
efficiency of construction, 161
Engineering and News-Record (ENR),
153
GFPC, 155, 158, 159, 160
homeownership, 159
Incorne-Dacy, 152, 159
input price, 158
price, 79, 81-82
rent, 159
Inflation, 195, 214, 215, 216, 221, 225,
227, 228, 230
Input (see also Labor; Productivity;
Technique)
cost indexes, 153, 158
input-price indexes, 158
labor, 132, 134
markets, structure, 162
non-labor, 127-128
output analysis, 127
productivity, 152, 153, 159
requirements, 149, 155
substitution, 161
techniques, 162
total, 150
unit of, 152
Institutional factors, 83, 90, 94
Insurance
companies, 198, 199, 204, 205, 206,
207, 212
coverage
FDIC, 231
from FSLlC, 231
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on mobile homes, 25

public deposit, 231, 235

rates, 98-99

Interest Rate Control Act, 232

Interest rates, 198, 199, 200, 203, 211,

212, 213, 214, 220, 222, 232

International Labor Organization, 157,

161

Intermediary, financial, 198, 199, 204,

219

Interstate Commerce Commission, the,

on mobile homes, 25
public deposit, 231, 235
rates, 98-99
Interest Rate Control Act, 232
Interest rates, 198, 199, 200, 203,
212,213,214,220,222,232
International Labor Organization,
161
Intermediary, financial, 198, 199,
219
Interstate Commerce Commission,
159
Inventory control, 57
Investment, capital, 58
Iron industry, 128

apprentice. 59
by union. 127
union
AFL-CIO.244
collective bargaining, 244, 256, 257,
260, 261
scale. 258. 261
unskilled. 59
Land (see also Land development;
Lot(s); Suburbs; Taxes; Residential
land requirements; and Urban
areas)
acquiring. 9. 10. 15. 43
assessment. 116-117
availability. 9
character. 381
cost. 8. 9-10. 15. 44. 115-117, 118,
133-134
demand. 43
fringe, 119
raw, 12. 17. 37.43-44.116,133-134
scarcity. 43
supply and demand. informational
needs
activity on land. 406
holding capacity. 406
intensity of land use. 406-407
interrelations in land use and value
between different tracts of land.
408-409
land prices, 408
land tenure, 408
location, 405
suitability of land for urban development, 407-408
zoning, 405-406
value by region, 48
write-downs. 44
Land development
policies
American Friends Services Committee. 382
Federal housing and highway programs, 381, 38
Federal Public Housing Program.
381. 382-385
Federal transportation programs,
386-387
Federal Urban Renewal Program.
381. 385-386
Federal water and sewer grants, 386
history. 379-381
outmigration to suburbs, 387
tax pOlicies and development controls, 388
promotion by Federal and State Governments
equal access to land
eliminating legal and institutional barriers, 392-395
racial equality, 389-391
reducing and development costs.
395-396
planned development of urban
land, 402-403
reducing concentration of popula- .

211,
157,
204,
the,

159

Inventory control, 57

J

Investment, capital, 58

Iron industry, 128

Johnson Administration, Housing Act,

1968, proposal, land requirements,

307-318

Joint Economic Committee (GNP pro-

jections) , 218, 219, 221

Journeyman, 243, 244, 253, 258, 260,

Johnson Administration, Housing Act,
1968, proposal, land requirements,
307-318
Joint Economic Committee (GNP projections) , 218, 219, 221
Journeyman, 243, 244, 253, 258, 260,
274,275,278,281,283

274, 275, 278, 281, 283

K

Kaplan, Laurence Q., 126

"Key" men, 245-246

Labor (see also Costs and Unions)

K
Kaplan, Lawrence Q., 126
"Key" men, 245-246

cost, 32, 44, 45, 126, 134

construction

elements of oligopoly, 127

L

innovations, 131

low-income groups, 132

materials used, 127

disputes, 10, 15, 21, 28, 35

fluctuation in demand, 122

force, 243, 244, 245, 247, 256, 257, 272,

274, 278, 279, 281, 282, 284

inefficiency, 126, 127

input, 121-122, 123, 127, 132

International Organization, 157, 161

learning curve, 57

market

general, 162

loose, 283

tight, 244, 245, 276, 282

non-union, 123

off-site, 49, 123

on-site, 59, 123

practices, 57, 59, 134

problems, 59, 126-127

productivity, 59, 149, 151, 152, 153,

155, 157, 158, 161

quality of union vs. non-union, 134

reduction, content, 57

scarcity, 46

shortages, 245, 253, 264, 273, 279, 282

skilled, 69, 70

supply, 134

training

apprentice, 59

by union, 127

union

AFL-CIO, 244

collective bargaining, 244, 256, 257,

260, 261

scale, 258, 261

unskilled, 59

Land (see also Land development;

Lot(s); Suburbs; Taxes; Residential

land requirements; and Urban

areas)

Labor (see also Costs and Unions)
cost, 32,44,45, 126, 134
construction
clements of oligopoly, 127
innovations, 131
low-income groups, 132
materials used, 127
disputes, 10, 15, 21, 28, 35
fluctuation in demand, 122
force, 243, 244, 245,247,256,257, 272,
274, 278, 279, 281, 282, 284
inefficiency, 126, 127
input, 121-122, 123, 127, 132
International Organization, 157, 161
learning curve, 57
market
general, 162
loose, 283
tight, 244, 245, 276, 282
non-union, 123
off-site, 49, 123
on-site, 59, 123
practices, 57, 59, 134
problems, 59, 126-127
productivity, 59, 149, 151, 152, 153,
155, 157, 158, 161
quality of union vs. non-union, 134
reduction, content, 57
scarcity, 46
shortages, 245, 253, 264, 273, 279, 282
skilled, 69, 70
supply, 134
training
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tion in urban areas. 396-402
Lathers. 125
Lathing. 37
LeBlanc. Hugh L., 407
Lender, 29
Levinson. Harold. on unions. 121-122.
125. 126
Lewis. H. Gregg. on unionization of
building construction workers. 123
Life insurance companies. as lenders. 29
Loan-value ratios. 218
Los Angeles. California
a\'ailable residential land, 326-329.
337-338
building costs. 47
land prices. 43
lot sizes. 115
wages. 48
zoning efforts. 90
Lot(s)
community standards in size, 116
increases in market price, 115
minimum size ordinances. 133
size. 115-116. 133
subdivision. 116
Lot size. 96-97
Low-cost homes. and quantity selling.
10
Low-income families, 9. 29, 37
Lubove. Roy. 91
"Lumping", definition. 124
Lund. P. j., 164
Lustron home. usc of assembly line
procedure. 185

M
Maintenance costs
affected by age of building. 50
codes. 89
component of occupancy costs. 50
new apartment. 8
rehabilitated unit. 8
Maisel. Sherman
building industry. 127
labor input. 124
land speculation, 116
lot value changes. 115
institutional factors affecting efficiency. 119
manufacturing concentrating ratios,
127-128
real estate agents, 129
scale. 119
union practices. 126
value of residential land, 325
Management. as factor in success or
failure of industrialization. 182, 186
Mandelstamm. Allan B., 125-126
Manpower Development and Training
Act. 282
Manufacturers
interviews. 15
unavailability of mortgages, 15
Manufacturing
concentration ratios, 127
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wages comparn:l to construction industry, 12'-124
Markeu
a pp raisa l of conditions by b uilder,
to,52
b u)'c:n, 86--87, 130
capita l, 199, 205, 222, 228
cn luation by developer, 25
final'lCia l, 195, 197, 198, 100,200,203,
20-1, 205, 207, 210, 211 , 222, 225,
226, 228, 250, 235

housing, I lg
housing a nd mortgage
"credit" effecn, 211
'-income" effecn, 145
'-in~t abilit y'-, short -term , 211, 252,

m
'·inn': ntory"' adj unmenu, 211
oligolX'listic, 127
rea l estate, efficiency, 150
restrainu, norma l, 59-00
sellen',86-87, 150
str ucture a nd IX'wer, 85--86
Ma rketing plan, impl emenlation , 29
Mau prod uclion Management Speciali~lJ, recrui tment from other ind ustries, 187
Materials, bui lding
tomparisoll of tOSlS, 45
indexes of pricC!l, 46
percent of total tonllructi on cost, 9,
32, 41
sho rt age, 10, 15, 21, 28, ~
Jtanda rdizat iOn, 49
util ization prognm , .57
Mu u rity , elaims (Jee aho Markets,
financial)
capital marl;.et instrumenU, 199
monc:y markc:t instrumenu, 199
McCarthy, Michael D ., 151
Medi u m-risc: apartme nt bui lding
architcct and cl."ginceri ng cxpenses
tomparcd, 9
pa rt of total project COStl, 45
assumptions, 28
bids by IUOCOnlnctON, 29
brick ,,'orb, 29
construction cost, perce:nt of total
project, 9
de\'clo pment a nd con.\lTllctiol1 CO'5U,
9, ~1 -5~, 44
elcctrical worl;., 29
ClCca .... tion, 29
hca ling, 29
interior "'o rk, 29
maintena nce cost , 8
marketing plan , 29
materials, 29
mon th ly occu pa ncy cost, eomparcd to
rchabi litatro u nit , 11-9, !8
occu Jl3ncy cost , 32- 34
P ERT chart, de\'e lo pment and con·
struction, 30
pi lings, 29
plumbing, 29
project definition , 28

tllee:

qua lity diffc:re~, compared to reha·
bilitated unit , 8-9
roofing, 29
Jheet metal work , 29
4ile o( de bt TC ti rement, 11-9
ventilation, 29
Methodo logy, 7
MetrolX'liUln areas
index o f b uildi ng casu, 47
"·ages, 48
Me)'crson, Marti n, tl at. 81
Michigan (ue also Det roi t)
IInions in A nn Arbor, 125_ 126
II nions in Bay Ci ty, 126
Midwest
building C05'-', !!Clectn:l ci tio, 47
cOlu truction, 46-49
demand for land, 43
expendi tures (or housi ng, 50
financi ng_ 19--50
mainte:na nce COSI!, 50
utility costs, 50
~alue o f land, 48
wages in sc:lccted citiet, 48
Mills, 0, Q" 162
Mi lto n Gilbert and AuocialCS, 154, 157
Mincer, J acob, o n techn iques of ~ hu man capital", 127
Minimum lo t roning, 96
MineJooch, .' TlI.n k G .. 11 8
Mobile homes
3Tchitcct and engineeri ng
com pa red, 9
assum ptions, 2!
debt re:tire:ment , 8
definition, 21
de,-cJopment and construction

005U, 7, 25
casu compared, 9
finanCing, 8
inmrance, 25
ilwcst igation, 21
lega l restrictiOlIl, 21
month ly renta l space, 2 1
occupancy COlIt, 8, 21, 25, 27
PERT chart , 22
tales tax, 25
taxa tion, 25
transfer fee, 25
l ypical,7
Mohi le home pa rkl
appro .... ! of Governme n t, 24
con§lruction, 24--25
dL"lign, 22, 25
de:\'cJopme:nt , 21 , 25-2.5
parlicipanu im'oh-ed, 24
P ERT chart , 2!
plan ning, 24

prOfit, 24_25
sta ndards, 21
t)"pc:t, 24

Mobili ty, of worken, 243, 247, 255, 27!,
276, 278, 279, 280, 282, 284
Model Cities Act of 1966,277
ModcJcodes
I\;uic Building Code, 102
Original

41 6

Natiollll. l Buil d ing Code:, 102
Southern Building Code, 102
Uniform Build ing Code:, 102
Models
o f homel, 10
5Cltction of by mo bile home: bu yer, t l
Model Tenement Law., 9 1
Monopoly, 8b-87
Montgomery County. o\taryla nd
land prices, U
land value c1aulfieuion, 411
Mortgages
broken, 29, 32
eonvenliona l, 156
credi t, 80, 121. 135
( unds, 10, 15,28, 11 9, 129
interest, 132
lenders, 135
long-term, 8
mont hl y p:tpnenu, 156
permanent , 29
policies, 119
~awnabk ra tn, 28, 55
~Identia l

itnolinent, 19.5
market, 203, 205, 1.'08, 209, IBO. 211 ,
212, 215, 211!, 225, 227, 228, 235,

."

IInal'ailJtbility for prefab. ma nu factu ren, 15
Multi -fami ly d .. ell ings, 9W"
Mu lti-fa mily mn:li um ri6c! bu ildi ng, 7

N
NA H B, I~~ National Anc.;iation of
li omebu ildert
National Ad~oory Commi u ee: on R n",1
Poverty, TII~ Pcopl~ l.ejl Behind,

39'

Nat ional A.lISOClat.ioli of Uome Builders
(NA HB) , 58, 8 1
Na tiona l Board of Fi re llndrrwri ten,

'"

Natiolla l Bureau of f.conoruic

R~tch,

80

National DefenJoC a nd l otentale High ,
"'ay S)'Stcm Act of 1956, 586-!87
National £lfIC/rtCIII Codr, 101
Na/ionfll Plumb;,,! Codfl, 101
Nu ional W ood ... ork MfflJ, AWl, v_
N LRB, 124
Neighborhood, a ppnis;ll of by builder,
10
Ne:lIoo, Peet, and Kabehck, 157
Nc:potism, lI.I form of ntioning, 123
New Com m unitia Ac t of 1968, Omm bus H ousing Act, 401
New Deal. la nd dC'\'tlopm e:nt , 380-581
New apartment unilS, IU Medi um-rise
apartment building
New J ersey Operoning £ nginttrl, 278
New York
building priCCl, 47, 50
land prices,

fro
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New York City

available residential land, 331-333,

340-346

first zoning ordinance, 90

slum reform movement, 91

Niedercorn, John H., see Niedercorn-

Hearle memorandum

Niedercorn-Hearle memorandum, 324-

326

Non-price rationing, 123

Non-residential land requirements, 317

Non-residential systems, potential ap-

plication to housing, 181

Non-union, 257, 244

Northeast

building costs in selected cities, 47

construction, 46-48

financing, 50

maintenance costs, 50

New York City
available residential land, 331-333,
340-346
first zoning ordinance, 90
slum reform movement, 91
Niedercorn, John H., see NiedercornHearle memorandum
Niedercorn-Hearle memorandum, 324326
Non-price rationing, 123
Non-residential land requirements, 317
Non-residential systems, potential application to housing, 181
Non-union, 257, 244
Northeast
building costs in selected cities. 47
construction, 46-48
financing, 50
maintenance costs, 50
utility costs, 50
value of land, 48
wages in selected cities, 48
Northrup. Herbert. on unions, 123

Painters
as percent of total labor costs, 122
correlation of wages with unionization, 123
union restriction, 125
"Pare to Optimality", 92, 95
Parking facilities. 28
Penn-Jersey Transportation Study, 1960
to 1975, residential land needs,
300-301
PERT
as chart form, 77
chart. dealer contractor as developer,
15
chart, time standards, 7
efficient utilization of manpower, 278
review of analysis of medium-rise
apartment building, 28
review of analysis of single-family
unit, 10
Petro, Sylvester, 122
Philadelphia, "example house", 127
Piece rates
Scandinavia and Europe, 125
union opposition, 125
Piling. time to put in place. 29
Pittsburgh, Pennsylvania, available residential land, 335, 340
Plasterers. 125
Plastering. 37
Plumbers
as percent of total labor costs, 122
correlation of wages with unionization, 123
Plumbing
as percent of total project cost, 3
as offsite construction cost. 17
codes. 71
time for placing conduits. 29
Policy
monetary, effectiveness of, 163, 252,
277, 282
responses, 163
Political divisions, local. effect on cost
of land, 43
Portland, Maine. building code, 100
Practices, restrictive, 256, 257
Pre-construction preparation, 10, 15
Prefabricated parts. 126, 132
Prefabricated single-family unit
architectural and engineering expenses compared, 9
assumptions, 15
breakdown of development and construction cost, 18-19, 44
construction, 9, 16.-17
definition, 15
development and construction costs
compared,9
development cost, 17
financing. 8 .
in South, 48
occupancy cost, 8, 15, 17, 20
participants involved in development
and construction, 17
transportation. 15

utility costs, 50

value of land, 48

wages in selected cities, 48

Northrup, Herbert, on unions, 123

o

Obsolescence, problem of rehabilitated

unit, 8

Occupancy costs

amortization as percent, 50

common components to all five types

of housing, 50

comparison, 8

historical and geographical trends, 43

maintenance as percent, 50

medium-rise apartment building, 32

real estate as percent, 50

rehabilitated multi-family unit, 38, 41

single-family developer erected unit,

12, 14

single-family prefabricated unit, 17,

20

three bedroom apartment unit, 32, 34

utilities as percent, 50

Omnibus Housing Act, 401

One-family conventionally built home,

see Single-family unit, detached,

erected by a developer

One-family prefabricated home, see

Prefabricated single-family unit

Operating Engineers, 122

Operative Builders, 248

Ordinances, building, see Building codes

Output, physical, 159, 165

Output, real, 254, 255, 265

Overcrowding, 79

Overhead, 10

Overhead/Profit

as percent of total construction costs,

9, 32, 44

as percent of total development costs,

37

Owner occupied housing, 8

o
Obsolescence, problem of rehabilitated
unit, 8
Occupancy costs
amortization as percent, 50
common components to all five types
of housing, 50
comparison. 8
historical and geographical trends, 43
mainlenance as percent. 50
medium-rise apartment building, 32
real estate as percent. 50
rehabilitated multi-family unit, 38,41
single-family developer erected unit,
12, 14
single.family prefabricated unit, 17,
20
three bedroom apartment unit, 32, 34
utilities as percent, 50
Omnibus Housing Act, 401
One-family conventionally built home,
see Single-family unit, detached,
erected by a developer
One-family prefabricated home, see
Prefabricated single-family unit
Operating Engineers, 122
Operative Builders. 248
Ordinances, building. see Building codes
Output, physical, 159, 165
Output, real. 254, 255, 265
Overcrowding, 79
Overhead. 10
Overhead/Profit
as percent of total construction costs,
9, 32, 44
as percent of total development costs,
37
Owner occupied housing. 8

Painters

as percent of total labor costs, 122

correlation of wages with unioniza-

p

tion, 123

union restriction, 125

"Pare to Optimality", 92, 95

Parking facilities, 28

Penn-Jersey Transportation Study, 1960

to 1975, residential land needs,
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Prefabrication. 246, 265
Preliminary sketches
as percent of total construction cost,
29
medium-rise apartment building, 28
President Johnson's Housing message
(February 23, 1968) , 266
President's Committee on Urban Housing. 7-8. 212. 219. 228
Price
data. 165
deflector, 152. 156, 160
distortions, 162
index. 151-156, 157, 158, 160
measurement. 165
stability. 230
Principle of mutuality, see Thrift institutions
Product heterogeneity, 165
Production. mass. 60
Proouctivity (see also Output. real)
change. 151
growth, 153
increase, 267. 269, 272
input. 151
labor. 149. 151-158, 161,244,256,265,
267-269, 272, 279-283
physical. 156, 158
ratio. 151-152. 155, 158, 164
Profit margins, 94
Project cost, total
acquiring land as percent, 9
breakdown, 17
Property taxes, 86, 90. 91-92. 97
Public institutional factors
effect on final housing price. 132
in suburbia. 132
Public policy
construction, 119, 121, 134
raw land prices, 117

R
Racial considerations
equal access to land. 389-391
Federal Public Housing Program,
382-383
land requirements, 302-303
public policies. 382
Ram-set gun. 126
Rand Corporation. land use trends
study, 324. 396
"Recent Land Use Trends in 48 Large
American Cities", 324
Real estate
agent(s)
extent of use in California. 130
income of full-time, 129
services. 130
transfer costs, 135
turnover, 128
brokerage industry
capital and skill reqUirements, 128
comparison of large and small
firms. 129, 131
cost of services. 129-130
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in California, 129

innovation, 131

licensing and examination require-

ments, 128

number of persons, 128

personnel turnover, 128

post-World War II, 129

profits, 131

costs of land, 115

Recreational vehicle parks, 24

Redevelopment areas, building in, 59

Rees, Albert, on closed shop, 122

Rehabilitated housing

expenditures, 213, 214, 219

Government-subsidized, 283

relation to other urban problems, 304

reserves, 304

total

cost per unit, 35

definition, 35

PERT chart of time required, 36

validity, 304, 305

Rehabilitated multi-family unit

architectural and engineering ex-

penses

compared, 9

percent of total project, 43

construction costs

compared, 9

percent of total project, 93

occupancy cost, 38, 41, 42

development and construction costs,

9, 37-40

maintenance cost, 9

monthly occupancy cost, 8-9, 38

participants involved, 37-38

PERT chart of time required, 36

problem of obsolescence, 8

project definition, 35

purchase of building, 35

quality difference, 8-9

size of debt retirement, 8

Rental agent, 32

Renter-occupancy, as distinguished

from owner occupancy, 8

Rental, housing, 156

Rent index, 159, 160

"Replacement" demand, 215, 216

Research

Government-subsidized program, 162

technological, 60

Residential land costs

FHA multi-family housing

changes, national, 366-369

Section 207, 366-367

Section 213, 368

Section 220, 367

Section 221 Market Interest Rate,

368-369

Section 221 (d) (3) Below Market

Interest Rate, 369

site costs, elevator and non-elevator

structures, 369-370

non-FHA multi-family housing, 370

single-family homes

changes by State, 355-356

FHA, 348-353, 357-360, 362, 364

national trends, 348-355

non-FHA, 353-355

selected metropolitan areas

in California, 129
innovation, 131
licensing and examination requirements, 128
number of persons, 128
personnel turnover, 128
post-World War II, 129
profits, 131
costs of land, 1I5
Recreational vehicle parks, 24
Redevelopment areas, building in, 59
Rees, Albert, on closed shop, 122
Rehabilitated housing
expenditures, 213, 214, 219
Government-subsidized, 283
relation to other urban problems, 304
reserves, 304
total
cost per unit, 35
definition, 35
PERT chart of time required, 36
validity, 304, 305
Rehabilitated multi-family unit
architectural and engineering expenses
compared,9
percent of total project, 43
construction costs
compared, 9
percent of total project, 93
occupancy cost, 38, 41, 42
development and construction costs,
9, 37-40
maintenance cost, 9
monthly occupancy cost, 8-9, 38
participants involved, 37-38
PERT chart of time required, 36
problem of obsolescence, 8
project definition, 35
purchase of building, 35
quality diff~rence, 8-9
size of debt retirement, 8
Rental agent, 32
Renter-occupancy, as distinguished
from owner occupancy, 8
Rental, housing, 156
Rent index, 159, 160
"Replacement" demand, 215, 216
Research
Government-subsidized program, 162
technological, 60
Residential land costs
FHA multi-family housing
changes, national, 366-369
. Section 207, 366-367
Section 213, 368
Section 220, 367
Section 221 Market Interest Rate,
368-369
Section 221 (d) (3) Below Market
Interest Rate, 369
site costs, elevator and non-elevator
structures, 369-370
non-FHA multi-family housing, 370
single-family homes
changes by State, 355-356

e by

FHA, 348-353, 357-360, 362, 364
national trends, 348-355
non-FHA, 35J-355
selected metropolitan areas
changes in costs, 1960-1966, 357360
Minneapolis-St. Paul area, 360363
St. Louis area, 363-366
urban renewal areas, 372-375
zoning and site costs, multi-family
development, 370-372
Residential land requirements (see also
Housing proposal and Non-residential land requirements)
access to centers of employment or
transportation facilities, 323
availability for development
identification and measurement,
322-324
supply in central cities
Atlanta, 33J-334
Chicago, 329-330
Los Angeles, 326-329
Niedercorn-Hearle memorandum, 324
New York, 330-333
Pittsburgh, 333
San Francisco, 334-337
supply in suburban areas
Atlanta, 339-340
Chicago, 338
Los Angeles, 337-338
New York, 340-346
Pittsburgh, 338
San Francisco, 338-339
septic tanks, 323
slope factor, 323
water supply, 323
speculation. 32J-324
development controls, 324
eliminating substandard housing. 318
eliminating unsound housing. 321
gross estimates, 308-318
housing needs estimate. 318-321
Penn - Jersey Transportation Study.
300-301
six million unit housing proposal
density, 307
location. 307
Series One. Two and Three, 307317
types of construction, 307
uses
construction need v. land need. 299
density and housing types, 300-301
income and housing types, 301-302
racial factor, 302-303
rehabilitated v. new housing, 303305
rural areas, 305-306
varied, 299
Resort parks, 24
Resource
conserving at time of development.
135
riginal

418

waste, 88-90
Reserve Act of 1962, 208
Ribicoff Committee, Field Market Analysis Service Study, 319
Risk. assumed by larger builders, 120121
Roofing. 29
Roosevelt. President Franklin D .• land
development. 381
Rouse. James W., 304
Rural areas
decentralization of employment. 306
definition. 307
distribution of poor, 305-306
land requirements. 1I6, 117. 305-306
residential land requirements. 305306
substandard housing, 305
urban-rural differences. 306

s
San Francisco, California
available residential land. 334-336.
338-339
builders. 127
building costs. 47
housebuilding. study, 100
land prices, 43
limitations of output, 125
union policies, 125
wages, 48
Savings
acceleration. 230
account, 221, 222,223.226,227
depository. 221, 222, 227
flow, 197,204,205,206,207,230,231.
233
inflow, net, 204, 206. 207, 212, 222,
224, 226, 227, 230, 232
instrument, 230
market, 205, 206, 222
personal rate, 205, 220, 221, 222, 223
rate ceilings, 231
Savings and loan associations, economies of scale, 135
Septic tanks, 323
Scale
economy, 87-88, 96, 1I7, 1I8
efficiencies, 58-59
Schaaf, A. H., on real estate brokers,
129
Schultze, Charles L., 80
Seasonality, employment, 243, 250, 251.
253, 272, 277. 278, 282
Septic-system, as major on-site construct ion cost, 17
Service parks, 24
Sewage system, of mobile home park. 24
Sheetmetal, 29
Single-family house, cost breakdown.
183
Single-family unit. detached, erected by
a developer
architectural and engineering exfrom penses compared, 9
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assumptions, 10

assumptions, 10
breakdown of total cost, 10, 12
construction costs as percent of total
project cost, 9, 12
definition, 9-10
development and construction costs
compared,9
general and detailed breakdown,
IS, 14
development costs as percent of total
project cost, 12
financing, 8
in South, 48
interim financing, 10
labor and materials cost, 9
land
acquisition, 10
costs, 9
marketing, 10
occupancy cost, 8-9, 12, 15
participants in development and construction, 10, 12
PERT chart, 11
pre-construction preparation, 10
total construction time
clearing, 12
grading, 12
Single-family unit, detached "manufactured", see Prefabricated singlefamily unit
Site(s)
appraisal by builder, 10
availability, 21
clearance, S4
identification, 83
improvements, 43, 133-134
location, 28-29
mobile home buyer
cost for, 24
selection by, 21
mobile home park, development and
construction cost, 26
preparation, 83
price, 115-116
-rent, 8
Slichter, Sumner H., on unions, 125
Slope, factor in vacant land availability,
S2S
Sobotka, Stephen
degree of unionization correlated
with earnings, 12S
on union monopoly, 126
Social Security Administration
Continuous Work History, 280
data, 272, 28S
labor force, construction, 247, 25~.
261
Solicitor of Labor, the, 261
South
building costs in selected Cities, 47
construction, 46-49
demand for land, 4S
financing, 49-50
single-family unit, 48
utility costs, 50
value of land, 48

breakdown of total cost, 10, 12

construction costs as percent of total

project cost, 9, 12

definition, 9-10

development and construction costs

compared, 9

general and detailed breakdown,

13, 14

development costs as percent of total

project cost, 12

financing, 8

in South, 48

interim financing, 10

labor and materials cost, 9

land

acquisition, 10

costs, 9

marketing, 10

occupancy cost, 8-9, 12, 15

participants in development and con-

struction, 10, 12

PERT chart, 11

pre-construction preparation, 10

total construction time

clearing, 12

grading, 12

Single-family unit, detached "manufac-

tured", see Prefabricated single-

family unit

Site(s)

appraisal by builder, 10

availability, 21

clearance, 34

identification, 83

improvements, 43, 133-134

location, 28-29

mobile home buyer

cost for, 24

selection by, 21

wages in selected cities, 4b
Specialty trades,. 246
Speculation
increase on home prices, 116
land, 325-326
Sponsor-builder, 28-29
Standards, health and safety, 58
Standard Industrial Classification, 127
Standardization of components
Eastern and Western Europe, 185
limits, 184-185
need, 188
Standard Land Use Coding Manual,
406
Statistics of Income, 161
Steel, 128
Stewart, Charles L., land use, 404, 407,
408
Stimulants to industrialization, 186-187
Structural Clay Products Institute, 278
Structural frame, 32
Study method and procedure, 181
Subcommittee on Housing and Urban
Affairs of the Senate Committee on
Banking and Currency, 229
Subcontractor, 21, 29, 126
Subdivision
regulations, 8S, 91-92
standards, 116
Suburban dwellings, 59
Suburbs
land, 1I6, 134
local building policies, 132-133
raw land costs, 117
rise in site values, 117
tax policies and developmental controls, 390-391
Survey Research Center, 97
Surveys of Consumer Expenditures, 79
Sutherland, Justice, 90
Systems analysis, 59

T

mobile home park, development and

construction cost, 26

preparation, 83

price, 115-116

â rent, 8

Slichter, Sumner H., on unions, 125

Slope, factor in vacant land availability,

323

Sobotka, Stephen

degree of unionization correlated

with earnings, 123

on union monopoly, 126

Social Security Administration

Taft-Hartley Act, 122, 124
Taxation, 1I6-1I7
Taxes
local policy changes, 117
mobile home parks, 25
municipal tax, mobile home parks, 25
personal property, 25
part of occupancy cost, 50
post-war, 50
property, 50, 116-117, 132, 135
recurring cost, IS5
size, rehabilitated multi-family unit,

Continuous Work History, 280

data, 272, 283

labor force, construction, 247, 25ii,

261

Solicitor of Labor, the, 261

South

building costs in selected cities, 47

construction, 46-49

demand for land, 43

financing, 49-50

single-family unit, 48
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subsidies, 233, 234
Teamsters, 122
Technology
at present, 185
change, 120, 121, 122, 125-126, 149,
150, 151, 152, 154, 155, 158, 159,
160, 257, 265, 277, 283
effect on industrialization, 185
extent, 182, 185

utility costs, 50

value of land, 48

wages in selected cities, 4b

Specialty trades, 246

Speculation

increase on home prices, 116
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housmg, 162
"technology explosion", 157, 158,159,
160
uses
Habitat '67, 185
Lustron and Aisides homes, 185
mobile homes, 185
Techniques
definition, 149
implication for policy, 150
input, 162
materials handling, 159
production, 69, 70, 149, 152, 153, 161
Tempo Research Division, General
Electric Company, U.S. Housing
Needs: 1960-1978, 319
Tenant, 37
Theodore Roosevelt, 90
The People Left Behind, National Advisory Committee on Rural Poverty, 397
The Role of Locational Control in an
Information System, 404
Thrift institutions, 205, 210, 212, 2SI,
232, 233, 234
Time, as variable, 28, 35
Tower crane, 49
Trade Associations, 126
Trade-in, on mobile homes, 21
Training
apprenticeship, 245, 246, 256, 273279,282,283
Bureau of Apprenticeship and Training, 276
International Training Fund, 278
Manpower Development and Training Act (MDTA), 273, 275, 282
Transport costs, 89-90
Tugwell, Rexford, land development,
381

u
Union of Electrical Workers (IBEW) ,
122
Unemployment rate, 248, 250, 264, 272,
274, 283
Unions (see also Bloom, Gordon; Labor;
Michigan; San Francisco; Wages)
bargaining, 122-123, 124, 126
closed, 122-123
complaints against, 121-122
effect on technological change, 125126
impact on wages, 123, 126, 1M
labor training, 126, 134
opposition to incentive systems, 125
power, 122-124
power and practices, distinction, 124
practices affecting housing costs, 127
raising wages above "free market"
levds, 123
restriction of entry, 12S
restrictive rules, 125-126, I S4
role in preventing industrialization,
123-124
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wage rates, 45, 48, 122-123

weakening control over labor supply,

134

work rules, 126

Unit

design, 28

marketing, 10

prefabricated, 15

Urban areas (see also Metropolitan

areas)

construction, 29

definition, 307

demolition, 29

encouraging renewal, 117

land, 116-117, 133-134

lot sizes, 115-116

reducing concentration of popula-

tion, 396-402

unionization of building construction,

123-124

utility expenditures, 50

Urban land

definition, 322

encouraging planned development,

402-403

Urban Land Institute, population pro-

jections, 319

U.S. Bureau of Labor Statistics

bulletins published, 157, 159

construction activity, 281

employment and unemployment,

246-247, 258, 264,267, 275, 276, 278

Establishment Survey, 280

hourly union wages rate, 44

utilities costs, 50

U.S. Congress, 124

U.S. Department of Agriculture, 43

U.S. Department of Commerce

Building Cost index, 44

Composite ConstructionâCost Index,

254, 255

cost of housing production, 81

U.S. Department of Housing and Urban

Development, 211, 216, 219, 225,

226, 227, 230

U.S. Department of Labor, see US.

Bureau of Labor Statistics

US. Housing Needs: 1960-1978, study

by Tempo Research Division of

wage rates, 45, 48, 122-123
weakening control over labor supply,
134
work rules, 126
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design, 28
marketing, 10
prefabricated, 15
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construction, 29
definition, 307
demolition, 29
encouraging renewal, 117
land, 116-117, 133-134
lot sizes, 115-116
reducing concentration of population, 396-402
unionization of building construction,
12!-124
utility expenditures, 50
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definition, 322
encouraging planned development,
402-403
Urban Land Institute, population projections, 319
U.s_ Bureau of Labor Statistics
bulletins published, 157, 159
construction activity, 281
employment and unemployment,
246-247,258,264,267,275,276,278
Establishment Survey, 280
hourly union wages rate, 44
utilities costs, SO
U.s. Congress, 124
U.s. Department of Agriculture, 43
U.s. Department of Commerce
Building Cost index, 44
Com posite Construction-Cost Index,
254, 255
cost of housing production, 81
U.S. Department of Housing and Urban
Development, 211, 216, 219, 225,
226, 227, 230
U.s. Department of Labor, see U.s.
Bureau of Labor Statistics
u.s. Housing Needs: 1960-1978, study
by Tempo Research Division of
General Electric Company, 319
U.s. Supreme Court, 124

General Electric Company, 319

VS. Supreme Court, 124

VA, see Veterans Administration

Vacancy rate, "normal", 216

Vacant land

definition, 322

distinguished from buildabl'e land,

323

distinguished from land in use, 322

"Value added", 156, 158, 159, 164, 165

Value put-in-place estimates, 164, 281

Ventilation, 29

Veterans Administration, mortgages,

210, 233, 234

Village of Euclid, Ohio v. Ambler Real-

v
VA, see Veterans Administration
Vacancy rate, "normal", 216
Vacant land
definition, 322
distinguished from buildabl'e land,
323
distinguished from land in use, 322
"Value added", 156, 158, 159, 164, 165
Value put-in-place estimates, 164, 281
Ventilation, 29
Veterans Administration, mortgages,

ty Company, 90

Volume builders, 58

Volume purchase, 57
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Wages (see also Labor)
as affected by unions, 121-124, 126,
134
bargain, 162
construction labor, 156
differentials, 259, 263
greatest upward force on construction
cost, 44
increases affecting home prices, 123,
124, 134, 135
levels, 46, 48
on-site, percent of total construction
costs, 9, 49
rates, 57, 257, 259, 260, 261, 281
union, 44-45
Water supply, 323
Weather, 10, 15, 28, 35, 48, 59
West
building costs, selected cities, 47
construction costs and wages, 48-49
demand for land, 43
financing, 49-50
migrants, 43
utility costs, 50
value of land, 48
wages, selected cities, 48
"Whipsaw", definition, 124

Windows, 29
Wingo, Lowdon, time for urban renewal, 336
Wittrock, Jan, 162
Work
crews, 12
efficiency, 10, 15, 28, 35
transfer off-site, 265

z
Zoning
administrators, 96
affecting costs, 70
affecting land availability and development, 324
equal access to land and housing,
392-395
history, 43, 90-97
local control, 80
mobile homes, 21
Oakland, California, 93
ordinances
impact on housing costs, 85, 133,
135
subdivision ordinances, 1333
protection, 88
purposes, 90
regulations, 119, 133
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Wages (see also Labor)

as affected by unions, 121-124, 126,
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