MODULE 9:PRIVATE 
 THE POLITICS OF URBAN LAND DEVELOPMENT
The Contemporary Real Estate Industry and its Historic Emergence
The real estate industry, it would seem, is a major player in urban politics. Many so-called urban issues affect its basic interests or, more accurately the interests of some of its different parts. For the real estate industry is a highly complex entity and in order to understand its politics we need to have a grasp of that complexity. At the same time some understanding of how it has evolved and has come to occupy a distinct and separate niche in the social division of labor will also be useful. Both of these issues are addressed in this section.

The Contemporary Real Estate Industry
Consider first the immense variety of agents who defensibly are part of the real estate industry in any urban area we might choose::


realtors


builders


developers



architects

mortgage companies

builders' supply firms


plumbers

carpenters


electricians


civil engineers

savings and loans

title search companies


surveyors

contractors


property insurance companies


landscapers

property companies

property management

A word of explanation on some of these. Developers of residential property purchase land, lay down roads and insert utilities and subdivide it into lots; the lots are then sold to individual builders. Contractors carry out the road construction and the excavation necessary for water and sewer lines. Property companies speculate in land though they may also hold office, retail or apartment developments for the revenue they generate in the form of rent. Property managers represent the owners of large office complexes, shopping centers and apartment developments: they look after the advertising, letting, rent collection, mowing and tree care, repair work and generally interface between tenant and owners. Obviously many of these roles are even more specialized. Some developers specialize in commercial properties while others in residential. Most house builders are not equipped to take on the construction of office buildings or shopping centers. Some property companies specialize in shopping centers, others in apartments. Still others are just land speculators, buying land in what they believe is the right place, holding it until it is developable and then selling it for what they hope will be a healthy markup.

To add to the complexity there are variable degrees of vertical integration in the industry. The production and sale of single family homes involves a variety of different stages: land ownership / development / building / final sale. All these stages may be combined in the operations of the same corporation. The corporation may buy the land and hold it for some years, subdivide and install utilities, build according to designs supplied by its own architects, use its own carpenters and other skilled craftspeople in putting up the houses, and then sell through its own realtors. It may even have an agreement with a savings and loan whereby it provides its own initial loan screening of potential buyers. Some large residential builders are like that. But there are also many, many small builders who buy lots from developers, use designs they have purchased from a local architect, then contract with independent excavators, bricklayers, carpenters, plumbers, etc., to put the structures up. They then engage the services of an independent realtor to market them.

Another division one should be aware of is that between contract and speculative work. Large builders are almost entirely speculative in their operations: they build houses not knowing who the buyers will be or even if, should they be very unlucky, there will even be buyers at all. Smaller builders also build speculatively but they will also be the ones who do contract work. Individuals may buy lots from developers and then hire a builder to build a house according to their specifications. There is also a repair and rehabilitation market that is contract in character, as in the gentrification market.

The same distinction applies to office development. When the demand for office space is booming developers can obtain the financing to put up new developments/office towers without having to provide assurances to the banks that are providing the financing that there are definite tenants for the space. But under conditions like those prevailing more recently where central cities in particular have been awash in unrented space banks have grown much more cautious and usually want some commitment from a major tenant before releasing the purse strings. 

The logic is slightly different in the case of shopping centers. In that instance developers seek out name tenants – the big Department store chains in particular – not just to please the banks but also to market the development to other tenants. Major Department stores bring in the customers and the smaller more specialized stores can take advantage of that access.

The Emergence of Real Estate as a Financial Asset

Real estate in the form of land and 'improvements' to the land, like physical structures and utilities, is a fundamental condition for anything that we do. We need shelter and so we need real estate. Employers, be they retailers, manufacturers, service industry people, also need real estate if they are to stay in business. But there has been a shift in the way in which this real estate component, this real estate condition for our activity, is supplied: it has become more specialized and separated off from other activities; and also more integrated into the financial circuits of our capitalist societies than it was previously.

With respect to specialization, consider the changing relation of real estate users to real estate in the case of retailers and office employers. In the days of the corner shop or the downtown store it was typical for the retailer to own the premises from which the activity was conducted. Stores weren't rented; they were purchased. Instead of having to meet rental payments out of revenues, revenues included a rental element which the owner – because he/she was the owner – kept. In other words when retailers complained about the impact of some location change on their profits – parking regulations on the adjacent street, slum clearance in adjacent areas – what they were really complaining about was a deterioration in the rents they got to pay to themselves; i.e. their profitability was almost entirely a result of the features of the location of their store and hence the value of the premises on the real estate market. Today, of course, the situation has changed quite drastically. Most retail premises are rented from a shopping center owner. A similar story could be told with respect to office premises.

The history of housing in these regards is more complicated. In the early days of the Industrial Revolution industrial employers often ended up building and owning the houses in which their workers lived since that was the only way in which they could attract labor. In other words coal mines, new steel mills, sprang up inaccessible to any urban agglomeration and so isolated from any feasible housing supply. Nobody was interested in building housing for rental since the economic specialization of mining and steel towns made owning real estate there very risky unless you had, like the employer itself, some other incentive for providing the housing. Where there were a number of employers together the story was different. The demand for housing was taken care of by a specialized rental housing sector and employers quickly withdrew from housing provision and the risks it entailed for them
. 

Even then real estate as a separate source of revenue in the form of rent remained undeveloped compared with what it was later to become. This is because so much of the rental property fell into the hands of those who lacked both the incentive and the power to treat it as a financial asset to be compared with the advantages/disadvantages of holding other financial assets; and to the extent that it continued to be held, to be developed so as to maximize the revenue it provided.

What do I mean by this? A lot of rental property was purchased by husbands as a source of reliable income for their wives if they should die before them and leave them without any other source of income apart from savings out of salaries. At a time when the welfare state was poorly developed this was very attractive. For the wives it was treated as precisely that: not something whose advantages were to be traded off, compared with other investments like municipal bonds, stock but something to be kept as a reliable source of income. Likewise, and so long as the property functioned like that, there was no incentive to develop its rent-yielding qualities. Moreover, given the fact that the, now widowed, owner might live next door to the rental property the qualities of tenants as neighbors might be just as significant as the rent they were willing to pay. In short, the goal was not maximizing the stream of revenue from all possible sources, of which the apartment property bequeathed by a husband might be one possibility, but only one possibility that might be liquidated in favor of more attractive investments, including apartment property somewhere else. Part of the reason for this was lack of knowledge; the widow in all probability didn't know of alternative forms her investment might take.

Compare this with the situation today when most apartment property is owned not by widows
 but by apartment companies. Their calculus is a vigorous rent-maximizing one. Owning apartments is their business and streams of rent are used not to support the subsistence needs of a widow in old age or to diversify the revenue sources of small shopkeepers but to purchase still more apartments elsewhere. As the property holdings accumulate so they are compared one with another. Low yielding developments are sold or redeveloped. If parking is a problem in attracting tenants then perhaps the answer is tearing down some of the units and replacing them with off street parking. If other apartment complexes are attracting tenants away from you because they have swimming pools then build a pool; and if that means demolishing rent yielding units, then tear others down and replace them with high rises to cover the cost. Development and redevelopment, in other words, is with a sharp eye to the market and anticipating that market: exploring new rental concepts like all-senior developments or so-called retirement communities or ones with on-site recreational facilities – an athletic club, for instance.  

The pressure for this comes from the fact that these are businesses that see particular real estate projects as one possibility for investment among others. The discipline, in other words, comes from not just the real estate market as a whole, though this is important as the examples of competitive behavior outlined in the previous paragraph indicate. It also comes from the sources of finance for these ventures. The final market for the ownership of apartment developments and office complexes, for example, is often some insurance company or pension fund. The reason for this is that both sorts of investor are attracted by investments that yield steady revenues rather than those, like industry, which are more unpredictable over time: they have a fairly constant demand for revenues to pay off insurance and pension claims and rental income provides one answer. So to sell their projects to this final market developers have to come up with something that is attractive.

Moreover, real estate investment as a whole has to compete with other forms of investment, particularly in the case of the smaller investor. There is a sizeable salariat in countries like the United States whose members have spare cash that they are looking to invest: to pay for college tuition, to embellish already sizeable retirement nest eggs and legacies. There are a number of ways in which they can invest in real estate. They can own stock in an REIT or real estate investment trust which operates like any limited liability company and invests the money of its stock holders in various real estate projects or developments. Another form is the limited partnership in which the investments of large numbers of people are pooled and used to purchase shopping centers, office developments from which there will be a stream of revenue and the possibility of capital gains in the future. One difference is that limited partnerships are not tradable like stock. But the important point here is that the smaller investor is bombarded with lots of other offers for using his/her spare cash: mutual funds, municipal bonds, limited partnerships in oil drilling. 

Other links tying real estate companies with the finance spigot are the banks. Banks lend money for the initial construction. But they too have a variety of options available for their scarce funds. So real estate as a sector for investment has to compete with all these other forms of investment if it is to get the money needed to go on developing.

And real estate companies are interested in 'going on developing'! They have an expertise, a knowledge, networks, which are not applicable to any other form of business enterprise. Real estate development calls for a highly specialized knowledge. Some of this is technical: a knowledge of the possibilities inherent in particular sites, for example. Other knowledge is a knowledge of people. Networks have to be constructed to access new investment opportunities or clients for the buildings and developments you are planning. The specialization that has taken place in the business, again in response to competition, means networking with architects, builders, mortgage companies and the like.

Compare this with a situation in which occupants sit on real estate that they own: retailers and wholesalers owning their premises, offices and industries, cinemas, restaurants, trucking depots, likewise. Their profitability depends, in part, on the rents accruing to their particular sites but they don't distinguish between the rental portion and the profits that accrue as a result of non-locational factors like the efficiency of their enterprise, exclusive franchises they own, or the nebulous 'good will' of customers. Under such circumstances it is unlikely that they will realize the changing rental possibilities of their real estate. It might be, for example, that, as a result of changes occurring in the area, it would pay it to redevelop the property for some other purpose and rent property elsewhere for its main line of business, using the profits from sale of the property to invest in that business. But it is unlikely that it will ever know the possibilities simply because its business focus is not real estate but (e.g.) trucking, wholesaling, operating a junk car lot, cinema, etc. Only if its profitability became precarious might it be moved to explore these alternatives.

Likewise with their sense and knowledge of location and the rent-yielding potential of particular locational arrangements, real estate development companies are in a position where they can offer new opportunities for profit to retailers and other types of occupant for their rental properties. Consider the shopping center. It is attractive to the retailer since occupying premises there makes him/her accessible to the market: the shopping center is a node for shoppers. But is also offers economies that have nothing to do with the locational advantages it is providing. An astute property manager for a shopping center will try to ensure a mix of tenants such that there is minimal competition between them: one florist, one art gallery, one bookstore, for example, and no more. In addition the shopping center allows certain costs to be cut simply through a pooling of services. The tenant shares parking with all other tenants instead of having to develop his/her own. Janitorial and security services can be shared, with perhaps the latter yielding lower property insurance premiums. So shifting responsibility for premises has its advantages and these depend on the development of a specialized knowledge formed, in turn, in the context of fierce competition.

The Real Estate Interest
The fundamental interest of the real estate industry, the focus that distinguishes it from other major sectors of the economy, is the appropriation of land rent. The revenues of property development companies, in other words, their ability to obtain higher revenues than their rivals, stems not from their provision of particularly attractive facilities but from their monopoly of locationally desirable land. Others can put up equally attractive facilities elsewhere but if the site those facilities occupy doesn't meet the (locational) standards of rivals, then the annual rent they can command from tenants, or the sum they can obtain from buyers, will be less. This means that (e.g.) builders who build to contract are not appropriating land rent. They sell a product – a house, an office building – but not the land on which it stands. Speculative builders, on the other hand, do invest in land and hope to buy it cheap and sell it, with a building on it, dear.

Land rent refers to what the land on which structures stand will rent for if the structures aren't there. It has a close relation to land value. In perfectly competitive markets annual rent equals the current annual rate of interest multiplied by land value. Alternatively expressed, land value is equal to the annual rent divided by the annual rate of interest. So if the value of land is $10,000/acre and the annual rate of interest is 6%, then the annual rent is $600 per year, per acre. The relation to the rate of interest follows from what was said earlier about treating land as a financial asset comparable to others: someone who invests in land expects an annual return equal at least to the rate of return on bank deposits, a rate of return given by the rate of interest. In perfectly competitive markets any excess above that which the landowner hopes to claim will be eliminated as a result of the competition with the sellers of still other financial assets.

Different pieces of land in different land markets vary in the per acre rents they can attract. These differences derive from two sources: differences in their locational advantages/disadvantages relative to each other; and the relative scarcity of land with the appropriate qualities. The first is the source of what is known as differential rent and the second provides landowners with what is known as scarcity rent.

Differential Rent
With respect to differential rent, there is (e.g.) a difference in what a property development company will pay for land for shopping centers depending on how close the land is to a freeway interchange. Land right next to the interchange will command a very high rent indeed while land further away will be less attractive simply because it lacks the accessibility advantages which will make any shopping center built there attractive to the shopper. Other factors enter in. The land will be worth slightly less for shopping center purposes if the precinct is 'dry' forbidding the sale of liquor. This is because it means that it will be harder to attract restaurants as tenants and supermarket tenants will be unable to sell alcohol. Liquor stores will also be excluded as potential tenants. So politics affects differential rent in a very obvious guise here. We can also imagine it being used to create interchanges where they didn't exist before.

Similarly consider the factors affecting land rent when it is a question of housing. Historically land values declined with distance from the central business district. Residential lots closer to the city center could command a premium due to their advantages of accessibility to places of work. Today that has to be set against such considerations as public safety and schools quality. In addition there has been a decentralization of employment so that living in the suburbs may put one closer to work than a residential location closer to the central city. Partly for this reason there have been long term tendencies for the rents of suburban land to rise relative to the rents of central city land, though central city rents still remain considerably higher.

Land rents are also affected by adjacent land uses. In NIMBY cases homeowners complain about the threat to their property values but what they really mean is the threat to their land values or, alternatively, what they could rent their house for to a tenant if they so chose. The rents that shopping centers can command from tenants increase as the surrounding area fills up with housing. And then there are all manner of other factors affecting land values for housing like air pollution levels and distant views of Pacific sunsets.

Scarcity Rent

Land with particular combinations of locational advantages, therefore, will attract higher bids so that the owners will be able to appropriate higher rents than in the case of land that lacks that combination. What however if there should be a shortage of land with the particular combination in question? In some urban property markets there may be lots of raw land with city services zoned residential ready for residential development while in others there is much less relative to the demand for it. So in some urban property markets raw land that is serviced and appropriately zoned will be able to command a premium rent that is not possible elsewhere: a premium stemming from the relative scarcity of the land in question. This is the source of scarcity rent.

In some cases scarcity rents may be transient. The demand for residential lots resulting from rapid in-migration may outpace the supply of appropriately zoned and serviced land. But as those rents are bid up landowners lacking the zoning and services will start bringing pressure to bear on city governments so that they too can share in the bonanza. But the effect of the increased supply of serviced and zoned land is to bring rents down and eliminate their scarcity component.

In still other instances, however, scarcity rents may be more enduring. In Britain so-called green belt legislation restricting peripheral development has put serious limits on the geographic expansion of cities. This has increased the value of land that can be developed or redeveloped. Empirically the resultant high residential land values have distinct effects. Residential lots tend to be very small, there is quite a bit of redevelopment of existing residential property, particularly where it sits on relatively large lots, and the cost of land has made high rise development for public housing more attractive.

Nevertheless these sorts of comparisons between different property markets, implicit or otherwise, can conceal the degree to which all rents contain a scarcity component. After all, if every piece of land had the attributes demanded by the developers of shopping centers then the rents that could be commanded for such purposes would plummet. Too much land available for any particular purpose is hazardous to the health of the real estate industry. There can't be too much land serviced and zoned residential or the money will go out of residential development. Likewise there is a limit to the rents that can be appropriated from residential development that is set by the existence of a competing supply of houses: those already built and which their owners for various reasons are seeking to sell. As that competing supply diminishes so the possibilities of reaping rents on the urban periphery increase. In other words, the abandonment of residential property in the inner city, so apparent in places like St.Louis, Detroit and parts of New York, lends fuel to suburban housing booms and hence to the value of raw land in the suburbs.

So scarcity is not a fact of life, something natural, but is socially created: not necessarily in any intended way, but created as a result of human interventions, actions, even if often uncoordinated with one another. Without this ongoing social creation the real estate industry would collapse. Consider some of the diverse ways in which this works.

First, note how the nature of real estate products has changed over the years. Houses with single car garages replaced those with only street parking; houses with double car garages replaced those with single car garages; houses with two bathrooms replaced those having only one; houses on cul-de-sacs and winding streets replaced the earlier ones located on the characteristic grid iron street pattern of the American city, and so on. Table 6.1 provides evidence for some of these changes. We can see similar changes in the case of other real estate products: the shopping center and then the enclosed mall; and the office park. This sort of succession of innovations should not surprise us. Developers are in competition with each other, and builders likewise. Product differentiation is one of the ways of attracting the business. Sometimes this is clearly related to other social changes; the automobile has been especially important for such innovations as the suburban shopping center. In other cases this articulation is less apparent: the residential development around a golf course or lake, for example. So while the developer may have purchased the land cheap selling it expensive depends on putting something on it that will attract the consumer's eye. There is a lot of competition out there, not just with other developers who have purchased land cheap and hope to sell it at a healthy markup with structures on it, but also all the existing owners of buildings and the land on which they stand: the homeowners, office-building owners and so forth.

Table 6.1
Changes in Development Morphology, 1920-1980*. 

	PRIVATE 
YEAR
	PERCENT OF DEVELOPMENTS WITH CURVED ROADS
	PERCENT OF DEVELOPMENTS WITH CUL-DE-SACS

	1920
	0.0 
	0.0

	1930
	0.0
	0.0

	1940
	12.5
	12.5

	1950
	27.0
	27.0

	1960
	43.0
	55.0

	1970
	51.0
	46.0

	1980
	58.0
	66.0


*
Based on samples of residential plats recorded in zero years for Franklin County, Ohio.

There are other ways in which the developer can squeeze more value out of the land purchased. As I noted earlier the juxtaposition of different land uses with respect to each other affects rents. On a large acreage a developer can plan multiple uses and locate them so as to enhance the rents that can be obtained. A shopping center may go in first but it will be surrounded by residential buildings so providing a market for the shopping center. On the other hand it will be important to buffer owner occupied housing from the shopping center if the lots on which they stand are not to be devalued, perhaps through a ring of apartment houses.

To the extent that the new real estate concepts catch on with the consumer, so the market prices of older products lag, and in a real estate market characterized by an overall decline in demand over time they may actually fall. It is not just the values of the total product that is lagging or falling in such cases, however. It is also the value of the land on which they stand. The reason for this is that with existing structures on it, it is costly to redevelop. Property ownership is typically highly fragmented meaning costly land assembly procedures. On top of that structures have to be cleared before redevelopment can take place. So redevelopment of inner city or even inner suburban property for shopping centers complete with their characteristically large car parking areas is very expensive indeed.
 As a result the demand just isn't there and values fall. This is of no consequence to the real estate developer since he/she has already moved on to where the land comes in large parcels and does not have existing structures requiring demolition.

A useful image in thinking about the metropolitan area as an arena of real estate development is the frontier. The frontier is where the lucrative rents are to be appropriated and it lies precisely where the city is pressing out into surrounding undeveloped areas. Behind the frontier is an area where the developer has already unloaded his/her, rapidly dating, product onto final consumers who will bear the costs of devaluation or a slower appreciation in value as they come into competition with the new products being offered further out
. Many of these will be homeowners. Some will be other real estate companies. The development of shopping centers has been going on for a sufficiently long period of time, for example, for the older vintages of centers to be experiencing difficulties as a result of the development of newer, fancier, perhaps enclosed ones, further out. But their owners, unlike the hapless homeowner, are able to spread their risks investing not just in the older ones but in the newer ones too.

This is not to say that there will be no opportunities for appropriating rent in already developed areas. There are downtown shopping malls, for instance, and the government often eases the way for them by using the right of eminent domain to help assemble the land. Urban renewal has been another way of overcoming the obstacles to redevelopment: the right of eminent domain was important there, though so too were hefty federal subsidies for land clearance and installation of new streets and utilities. Some developers can also do well by the speculative purchase of properties in areas that look as if they might just gentrify. Even so, and in general, the urban periphery is where most of the money is to be made.

As demand shifts to the periphery under the stimulus of the new products being offered so it is further boosted by changing geographies of real estate finance. Declining property values or even the possibility of declining values are a threat to existing owners. They are also a threat to those financial agencies – banks, savings and loans and mortgage companies – that provide the finance for those wanting to purchase such property. The problem is that if values are falling, and in the event of foreclosure, the financial agency might not be able to recover the unpaid balance of the loan. Making loans for the purchase of property in more suburban areas does not face the same threat since values tend to be appreciating there. The response of the financial agencies has been a certain selectivity with respect to the spatial rationing of credit. Loans are willingly extended for purchase of suburban property but for areas further in, particularly in the inner city, there is likely to be much more skepticism on the part of loan officers. This is the origin of the widely noted 'redlining': the idea, that is, that financial agencies are guided in their day-to-day decision making on the granting of mortgage credit by the disposition of areas surrounded by red lines on their maps. Within those areas extending credit for the purchase of property is judged to be highly risky. One effect of this, however, is to displace demand out towards the edge of the city, to properties for the purchase of which the banks, savings and loans are willing to make mortgage loans. Consequently the rent-appropriating abilities of the real estate companies working on the suburban frontier are further fortified.

Of course, redlining is by no means inevitable. In urban property markets where there is some constraint on the supply of land for development relative to demand the values of inner city properties are likely to remain more buoyant and to retain their loan-worthiness. Indeed in rapidly expanding cities where the rate at which raw land is serviced and so becomes developable is exceeded by the rate at which the local population is expanding this is very likely to be the outcome. It is, in other words, the older cities of the Midwest and Northeast, cities like Philadelphia, Chicago and Detroit that have been more affected by redlining than Sunbelt cities like Denver and Phoenix.

But what this discussion means is that the correspondence in interest between the real estate industry and the growth coalition, so anxious to bring new investment into the city, is only a partial one. To the extent that the flow of value through a city's firms, households and local government expands for whatever reason – the arrival of new branch plants, the expansion of the city as a retirement community – then demand for real estate will boom. In consequence we should not be surprised at the way in which developers support the goals of the urban growth coalition. But even if the city's economy remains static there are still rent appropriating opportunities available to them as they create so-called 'new concepts in living' to attract the existing homebuyer in the city in their direction and away from other owner-occupied property.

But while rent appropriation depends on the creation of scarcity, that scarcity has more determinants than the balance between the supply of urban land and whether or not there are newcomers to create a demand. As we have seen demand can be stimulated through the creation of new real estate products. But more than that there are social changes which, while initially at least outside the control of the real estate industry, they are able to take advantage of. 

It is widely known that busing for racial balance in central city school districts led to widespread flight of middle class households in the direction of suburban school districts. This created a real estate bonanza, not just for the residential developers but also for the developers of all those other ancillary land uses, like shopping centers, athletic clubs, restaurants, to serve the new population. Once processes like that are in motion, however, the developers acquire an interest in their perpetuation. In the context of white flight and the racial re-segregation of schools there was talk about extending busing to embrace all school districts in a metropolitan area. This was anathema to the developers and something they actively opposed, not merely because it would have reduced a demand for their product but also because they had purchased land anticipating a continuation of white flight. They therefore stood to sustain serious losses on their land purchases.

This underlines the fact that maintaining scarcity at a level at which big money can be made in the form of rents is to a substantial degree politically mediated. Real estate developers have to be involved politically. They need to see that the demand for what they are offering is maintained. They need to monitor the supply of serviced land with appropriate zoning so that enough is ready to be developed, but not so much as to threaten rents.

Maintaining demand means maintaining the conditions that create demand, as in the busing example indicated above. A major bogy for the real estate industry in the United States has been the possibility that the federal government would withdraw its support for owner occupation. This takes the form of hefty tax advantages. Interest on mortgage payments is tax deductible, as are local property taxes. The danger is, particularly at a time when the federal government confronts a serious long term debt problem, that the tax deductibility of mortgage interest, at least, might be abolished, for the subsidies involved are huge. Invariably, proposals along these lines are actively opposed by groups such as the National Association of Real Estate Boards, groups on which the developers, particularly the residential developers, are well represented. In this, of course, they have the support a very large constituency: all those homeowners who benefit from that subsidy.

Developers and owners of rental properties, on the other hand, have faced different sorts of threats. Looming large for them are rent control and public housing. Rent control threatens them in a very obvious way: it limits their ability to appropriate rent. This affects not just existing properties but also the attraction, of more accurately lack of it, of developing new apartment complexes. Public housing, on the other hand, is a stiff competitor for the tenant's money since rents are subsidized. Accordingly public housing in the United States has always faced an uphill battle, owing largely to the opposition of real estate interests.

There are also more local threats. A recent one for the developers of single family housing is the impact fee. As we noted earlier this is a charge on the builder for each house sold. It can be as high as $2,000 per unit. The argument in favor of impact fees is that new development creates a variety of public costs, like the need for new schools and roads, that would otherwise have to be met not just by new residents but by existing ones as well. Developers have been staunch in their opposition, particularly in areas characterized by a certain slackness in housing markets for this reduces their ability to compete with the sales of existing homes.

At a certain level of demand, resulting from the introduction of new real estate concepts, government subsidy programs, suburban flight, etc., a variety of conditions that are 'socially constructed', rent appropriation on the suburban frontier becomes feasible. It is at times like these that developers push for the annexation of their land to the city so that they can obtain city services and so develop. Requests for re-zonings increase, as does the pressure on the city to expand its water and sewer lines into the peripheral areas where the land of the developers awaits their wealth-creating force. As demand retreats so these requests fall away, which means that rents are always kept within certain bounds: bounds that provide the real estate developer with a healthy return on his/her investment.

As demand enters the decline phase of the cycle, of course, the prices of raw land fall and this is a good time for the developers to replenish their land banks. Real estate trends are set, there is a sense of the direction in which the city is likely to develop in the future, so the developers get ahead of that advancing frontier and enter into various sorts of agreements and options for land purchase with farmers.

This brings us to the problem of time for the real estate companies and how they go about trying to mitigate the problem. Time is a problem for them since, on the one hand, they need to buy land well ahead of when it might be developable. The hope is that sometime in the future, an uncertain future, the land can be sold, developed or not, at a considerable markup. But meantime its ownership is not cost free. Money is invested in the ownership of the land but it shows no return, unlike investing the equivalent money in stock or certificates of deposit. Worse yet, the owner is being taxed. Apart from the opportunity costs of owning land – the cost of foregoing a stream of revenue from investing the money in something else – there are, therefore, holding costs.

To some degree these can be mitigated by some low cost development of the land. Demolished buildings in the downtown area rapidly become parking lots. Out on the edge of the city uses like driving ranges can provide some revenue at minimal expense. Alternatively the land may be kept under farming. Indeed, if it is, then the owner may be able to take advantage of an interesting loophole which came into existence for reasons that had nothing to do with protecting the interests of developers but which they have colonized for their own purposes and whose abolition they vigorously resist. 

The background to this are the tax problems of farmers. For property tax purposes, land is supposed to be assessed at its 'highest and best use'. On the edge of the city these uses are urban and urban values are much higher than the values typically assigned to farmland. This became a problem for the economics of farming and, as a result, farmers' lobbies in a number of States led campaigns for relief. Relief has taken the form of assessment of such land, so long as it continues to be farmed, not at its highest and best use but simply as farmland. This means in practice that real estate developers and property companies speculating in land on the suburban periphery can avoid higher taxes simply by leasing the land to a nearby farmer.

By far the biggest offset to the costs of holding raw land, however, or even land that has been subdivided and provided with roads, and utilities, stems from the structure of the local property tax. This is a tax not just on land, but also on the improvements to the land. Property tax bills show the assessment of the value of the land and of the improvements – the house, or office building etc. sitting on it – respectively. Almost invariably the improvements component greatly exceeds the land component of the total assessment to which the tax rate is applied in order to calculate the tax payment. Accordingly, and all other things being equal, the property tax yield from an acre of land that has been developed compared with an acre of land of similar (land) value will be much greater. 

The form of the property tax is not a settled issue. There is a long history of argument in favor of a tax that would fall purely on land. There are important reasons why improvements should be exempt and why land should carry the full burden. What this means, however, is that given the present form of the property tax those holding just land are being subsidized in their tax payments by those who own not just land but also the improvements on the land. One does not have to be very prescient to see that: i) this greatly diminishes the holding costs of those owning raw land or even land that has been developed but not to the point of carrying buildings; ii) any move away from the present property tax in favor of one falling entirely on land – a so-called land tax – would be strongly resisted by the developers and property companies.

Being able to hold land off the market is clearly crucial to maintaining scarcity rents. To the extent that demand is falling then rents can only be maintained by appropriate changes in supply. These may be met partly by the abandonment of inner city properties. But equally if not more important is postponing the development of land that the builders and developers have accumulated in their land banks. Being able to postpone in this way, however, depends on the economics of the case: in particular keeping holding costs down.

What drives this social construction of scarcity and hence the scarcity component in rents is competition. This can be viewed from numerous angles. There is first the competition between the real estate industry on the one hand and all other branches of the social division of labor on the other. They are all competing for the investor's attention and maintaining their profitability is important to achieving this goal. On some issues, therefore, we can expect the real estate industry, or at least important components of it, to act in concert. They will join together to oppose abolition of the tax deductibility of mortgage interest, and to oppose the abolition of special tax consideration for farmland on the urban periphery.

But developers also compete against each other and this competition is highly politicized. Their ability to appropriate rents depends on the actions of local governments. Appropriating rents depends on persuading local government to send the water and sewer lines in your direction rather than in the direction of the landholdings of your competitors. Likewise you want the State to construct a new freeway interchange next to your land rather than the land of some other developer; for only then can you be certain that the increased rents will accrue to you as the shopping center developers come looking for land rather than to other property owners.

The limit to competition is the rent that can be appropriated. As more development comes on line and rents start to fall, then developers and property companies retreat and defer development to the future. Time as well as space is of the essence therefore. It is not just a matter of having land in the right place with all the necessary permits, re-zonings, physical infrastructure and so forth, but also at the right time. To the extent that a developer is disadvantaged in this regard, for whatever reason, then there may be attempts to undercut the prospects of competitors who are ahead of you in the time frame of development and threaten to narrow your own rent appropriating possibilities.

Struggles between the developers of shopping malls provide good examples of this. A metropolitan area can only sustain so many regional malls at any one time and they can't be too close together if they are all to survive. Plans are made, permits and the necessary highway connections and interchanges sought by developers owning land in different places. But, let us assume, one gets ahead, announces plans for the mall, even lines up major tenants. Other developers are further back in the process, encountering unexpected delays. But there is now a threat to the developer who shortly before looked to have the best chance of winning the race. The re-zonings that were thought secure are being challenged by local residents and a referendum is planned. Competitors now see an opportunity. If the rezoning can be overturned then they will have more time to bring their own plans to fruition. Accordingly they give financial backing to the residents and the coalition that the residents put together under the banner of Citizens for Responsible Zoning or some such title. 

What makes the politics of real estate development so intense is the fact of local dependence. Developers are highly dependent on place-specific conditions for their profitability. This place-dependence occurs at a number of different scales. It is in part a dependence on conditions in particular urban property markets. As Michael Ball has written in discussing residential developers in Britain:


Firms need good information about local housing and land markets. Getting that information necessitates close contact with local landowners, estate agents, surveyors, planners, builders and others involved in grapevines of information about a locality. Management can only gain that knowledge by frequent local visits and meetings. This puts a sharp limit on the geographical spread of a builder's operations. At most an enterprise can operate on a regional basis of, say, two hours' travelling time from its office, but many are limited to much smaller distances to avoid wasted time spent in travel. (Housing Policy and Economic Power: 134)

It is considerations like this, of course, which accounts for the support that the real estate industry typically gives to local economic development policies: policies designed to enhance the basic sector of the local economy and hence demand for their particular products. Local dependence of the sort described in the quote immediately above makes movement into other urban property markets in other parts of the country highly problematic. Likewise, and in the United States, this place dependence heightens developer sensitivities to State legislation: State legislation regarding the assessment of farmland for tax purposes, or legislation making annexation more or less difficult. If a developer finds moving between one urban property market and another difficult then this also means that moving between States will also be hard to accomplish.

The scale of the individual municipality in which a property company owns or is developing land is equally if not more significant. Money is sunk into land, and land is the quintessentially immobile condition. Decisions on re-zonings, the provision of highways, waterlines and sewer lines, can mean the difference between a big gain and a big loss; and if it is a big loss then clearly there is no way of transferring the land into the jurisdiction of a municipality that might be more considerate in its decisions. Once development gets underway then it may be quite protracted. During that period of time all manner of threatening issues can emerge, issues that due to the immobile character of the development the developer has no alternative but to fight. As one residential developer in the Columbus area expressed it in the course of an interview:


"...we get into some big long-term stay projects and we darn well better start looking to protecting your interests there..."

His response to growth control initiatives in one suburb where his firm had a land development interest was then described:


"We tried to turn it around, we got others with us and we went in actively talking to the boards of education and talking to the chamber of commerce and talking to the governmental officials and everybody we could... (we said) Listen up and don't sit back and let the people shove you around, if you believe in this or you wanna aim for that then get active and get something done. Get stuff in the newspaper, so be positive about it because you're not trying to do anything but get proper truth out in the marketplace and get rumor and untruth out that would affect the votes".

The intensity of the stakes involved helps us understand the very high level of corruption for which land use politics has become notorious. This is not to argue that all local government decisions governing land use are corrupt, by any means. But if one is to judge from the literature it is common. It doesn't necessarily take direct forms so that it may – in fact usually does – go undetected. Thus it may be a matter of long term considerations like business contracts or campaign finance contributions rather than money in a grubby packet handed over in a bar after the council meeting. But rather than moralize over corruption it is something we need to understand in terms of the constraints and opportunities that are built into the economic and political structure. There are two things to consider.

The first derives from our discussion above of local dependence and is, simply put, that the stakes are immense. The 'right' government decision – rezoning, public works, rejection of impact fees – can mean the difference between huge gain and just as huge a loss. On the other hand there is no market in these local government decisions. Rezonings are not sold to the highest bidder nor are public works projects like water line extensions. So what incentive does a city councilor, city engineer, have to give your needs as a developer priority over the needs of another or over the needs (in rezoning issues) of local residents? There is, in other words, an incentive for developers to provide 'incentives' to city councilors, public officials, etc. to make the 'right' decisions.

The Real Estate Industry and Popular Resistance
In North America and in Britain the politics that brings the real estate industry into contact with the people is predominantly a localized one. It involves groups of homeowners contesting, for example, the re-zonings sought by developers and, indeed the terms on which developers are allowed to develop, as in the case of demands for impact fees. By and large the occupants of apartments are more quiescent.

The sense of domination of popular politics by homeowners needs to be seen both historically and in terms of the popularity of homeownership as a form of access to housing. In the US and in Britain most households live in their own houses: homeownership rates hover at present somewhere in the mid-sixty percent range. In the US most of the remaining households live in private apartments. In Britain, on the other hand, the alternative to owner occupancy is primarily public housing and the private rental sector is very small indeed hardly amounting to fifteen percent of the total, though it has been increasing of late. In both countries the minority status of renters alone is a reason why renter issues are less prominent.

This was not always so. As late as the nineteen thirties in both countries the vast majority of households lived in rental accommodations and the conditions under which they lived occasionally became a public issue. We need to remind ourselves that in the history of urban housing protests against rents and against the conditions of the housing being rented were far from uncommon. Rent control was a popular cause in many cities as were the unhealthy conditions under which people had to live. They were issues not only with the tenants but also with liberal reformers and account for the emergence in the course of the nineteenth century of a movement for public housing. 

Housing, it was argued, was such an essential condition of people's lives that it should be taken out of the profit calculus and be subject to public control. In Britain this was precisely what happened and after World War Two, with the election of a reforming Labour government, there was a vast expansion of the public housing stock, offering healthful, comfortable accommodations at relatively low rents. Part of the success of public housing in Britain in keeping rents down was its so-called pooled cost approach. Housing built earlier in time is always much cheaper than that built later both in terms of construction and land costs. For the public housing stock as a whole rents were always proportional to original costs rather than set according to what people were willing to pay, as was the case in the private rental market and what the market value of the property was. But the rents for those in the older, lower cost housing were proportionally higher and those in the more recent, higher cost housing, proportionally lower. Instead of reflecting greater ability to pay and greater costs for more recent housing, therefore, a cross-subsidy from those in the older stock allowed rents to be kept down. In this way low rents could prevail without subsidy from the rest of the population though in fact there often was a subsidy out of local property taxes. In evaluating the pros and cons of public housing this needs to be borne carefully in mind, particularly when set against the truly immense public tax subsidies that homeowners in Britain, as well as in the US, benefit from: i.e. the tax deductibility of mortgage insurance.   

In the United States there was also a move for public housing during the late 'thirties and in the immediate postwar period. But in that instance the campaign lacked the sharp ideological bite given it in Britain by the Labour Party and its anti-capitalist rhetoric, not to say fervor. In the US public housing was strenuously opposed by the real estate industry which saw it as a threat to rent appropriation. This was because it saw public housing as taking large numbers of households out of the real estate market altogether. The provision of public housing by local housing authorities in the US was always a voluntary matter and some States didn't allow even that danger to rear its ugly head; they would not pass the necessary enabling legislation to allow participation in the federal program. Furthermore, the provision of public housing was geared to federal subsidies and these could be controlled by Congress. In Britain, on the other hand, local authorities had to provide public housing, though the scale on which they did this varied a great deal. In smaller towns and suburban municipalities where the Labour Party was relatively weak, for example, the ruling Conservative party was sensitive to the demands of local builders, realtors and savings and loans and tended to be modest if not downright stingy in the ambitions of its public housing programs. Indeed footdragging in the provision of public housing is one of the major ways in which the exclusionary character of more middle class municipalities in Britain, particularly suburban ones, has historically asserted itself. 

The issues that neighborhood organizations of homeowners take up with developers are well known: ones of amenities, loss of open space, congestion. These are often expressed in the form of opposition to the re-zonings frequently required before development occurs or to the annexations which, by making the extension of water and sewer lines closer in time, make development that much more likely. In areas undergoing rapid development impact fees are also likely to become an issue but, as pointed out above, will invariably be opposed by developers.

One of the factors that has heightened the concerns of resident homeowners is the sheer size of many contemporary land use developments. No longer is it a corner shop. More likely it is a shopping center. And the small apartment development of, say, sixteen units has been displaced by one planned to house hundreds of households. New developments for owner occupancy are no different. But when it is a matter of adding two hundred new households and their members to local roads, to local schools, or simply taking up space on the visual horizon, the effects are very different from developments that are more modest in scale and which used to be much more characteristic.

Part of the push for increased scale comes from the product differentiation that has taken place. In terms of apartment developments it's easier to cover the costs of a clubhouse, tennis court and a swimming pool the more apartments there are in the development. The same logic applies to developments of owner occupied housing with their golf courses, lakes, jogging and bike trails and so forth. Likewise shopping centers can take advantage of economies of agglomeration, but if they are to do so they have to be on a scale that will facilitate that agglomeration!

Production technologies have pushed in the same direction. Simply put, the larger the housing or apartment development, and all other things being equal, the cheaper it is to put up each house and apartment. In this regard the American builder Levitt and Sons showed the way:


In 1947 Levitt acquired 1400 acres of Long Island farmland about 30 miles from New York City and proceeded to revolutionize the housebuilding industry. By 1948 Levitt was completing more than 35 houses per day and 150 houses per week and rapidly selling the low-cost product....How did Levitt do it? Levitt adapted assembly line techniques to the mass production of housing. An army of trucks speeding along new-laid roads stopped and delivered neatly packaged bundles of materials at exact 100 foot intervals. Giant machines followed the trucks, digging rectangular foundations in which heating pipes were embedded. Each site then became an assembly line on which houses were built. Men, materials and machines moved past each site in teams, each performing one of 26 operations over and over again from site to site according to standards derived from systematic studies of time and motion. (B.Checkoway (1980) 'Large builders, federal housing programs and postwar suburbanization', International Journal of Urban and Regional Research 4:1, pp.26-27)

There were other aspects to Levitt's success in reducing costs
. But the one that I want to draw attention to here is the way in which mass production depended on the scale of development. It was only worthwhile having 'Men, materials and machines mov(ing) past each site in teams, each performing one of 26 operations over and over again from site to site' if there were large number of sites on the same development. To have carried out this sort of logic where the individual sites were in different developments would not have been nearly as economical since there would have had to be so much dead time as workers, having worked through the last site on a particular development, had to move on to the first site in the next development. 

Renters, on the other hand, at least today, seem much more quiescent. Part of this may be due to the fact that for many renting is seen simply as a short phase in their lives while they are accumulating the deposit to allow home purchase. They may object to the rents they are paying or even the conditions under which they are living but given their relatively short time horizon as renters, any benefits they might see from anti-landlord struggles are relatively insubstantial in their magnitude. Conversely this may account for the way they are treated: landlords know that student renters aren't going to be there for very long, for example, and so are unlikely to protest at their treatment.

Nevertheless rental accommodation can be an issue, particularly when localized shortages are pushing up rents or creating a situation in which gentrification is an attractive option for landlords. This was the context for the introduction of linkage policies in the late 'eighties booming economies of Boston and San Francisco. And where gentrification has been on a massive scale involving the action, coordinated or otherwise, of a few large landlords there has also been opposition.

Land Use Planning and Its Politics
Private and Public Planning
Land use planning is extraordinarily important to firms in the real estate industry: a necessary condition for their activities, even if in its details, or sometimes in its general thrust, developers and land speculators oppose it. In substantial part this returns us to some of the arguments we set out in Module Five when discussing organization for local economic development. For as in that case there are also, for developers, problems of the free rider, monopoly and transaction costs: problems which to some degree may be handled by the individual developer but can never be handled solely in this way: the state in the form of land use planning is a critical auxiliary. There is 'private' planning but it can never stand on its own and always has to be complemented by public planning.

Everything that the developer takes for granted within the bounds of his/her development cannot be taken for granted at the edges of the development; and what happens at the edges of respective developments has to coordinate if the developer is to realize the goal of maximizing land rent. The development will be designed with a careful view to maximizing land rent: the big, upscale houses will be built around, and have views of, the golf course. There will be a shopping center in the middle of the development, a shopping center from which the developer expects to obtain a continuing stream of revenue once all the houses are sold and their owners patronize the center. The center will, of course, be carefully screened from the surrounding houses by a barrier of trees and parkland so that it will not detract from the values of any houses. Streets will be carefully laid out to provide most of the residents with quiet cul-de-sac sites. The developer will lay down the water and sewer lines accordingly. Land will be donated to the local school district to make sure that there will be a school accessible to residents. In some – admittedly exceptional – instances additional monies will be made available for the school itself. For whatever she owns, the developer is the planner and has total control over the implementation of that plan.

At the boundaries of the development, or of the land the development of which is imminent, things are quite different. Here the control of the developer evaporates. Before she can lay down roads and utilities within the development they have to arrive at the edge of the property. Development cannot start until that happens and that is out of the developer's control. Likewise, while the developer may carefully plan the geography of land uses within the development so as to maximize the return in the form of rent or land sales, there may be problems along the edge. Adjacent landowners can't be told what to do with their land. They might sell it for warehouses, which could have an adverse effect on the rent appropriating possibilities of any adjacent residential development.

The larger the development, of course, the greater the degree to which one can be independent of others, including local government with its highways, water and sewer lines. Major developments can sometimes afford to install their own freeway interchanges. They may also be big enough to be able to provide their own water supply and sewage treatment though the economies of scale are such as to make them quite expensive for all but those developers building on a grand scale: on the scale of new towns, for example. 

But the bigger the development the bigger the risks. Large blocks of land cost large amounts of money and may mean that a land speculator or developer is putting all her eggs in one basket. Most speculators and developers prefer to spread their risks by buying land in a variety of locations. There are ways round this. Developers can also spread their risks by combining just some of their money with that of others in order to put together the necessary sum and at the same time not over-commit to one particular project. 

A more intractable problem, as we saw earlier, is that of land assembly. Large blocks of land facilitate the appropriation of very attractive streams of ground rent because they allow the internalization of all manner of externalities. But those landowners who would have to sell in order to allow others to put together these large blocks recognize this and the power that they consequently have. By holding out for a large fraction of the potential ground rent from the assembled land they can discourage and perhaps ultimately sabotage the land assembly process. 

The need for some complementary state activity, therefore, can only be reduced and can never be eliminated. In purchasing land, in deciding what to put on that land, developers face serious uncertainties. They don't know what is likely to go up on adjacent pieces of land and they don't know when the water and sewer lines and perhaps the highway extensions will arrive. City planning, the planning of land uses and of physical infrastructure, mitigates this problem. It does not eliminate it altogether but it reduces it considerably. A zoning map provides some assurance. It's not watertight because people can always apply for re-zonings. But there again, if they do they can always be opposed. Likewise the plans of the city water and sewer department and the county highway engineer are useful. They're only plans and what they plan may be a long time coming due to unforeseen financial problems. But they're much better than nothing. And given the fact that the county engineer is an elective office the developers may be able to hold him/her to the plans simply through the control of campaign finance. Moreover, in the provision of the actual water and sewer lines and highways the land assembly problem can be solved through the right of eminent domain which the state can assert as for a public purpose – the health and safety of the people who will live in the houses, for example – even though the immediate purpose is a very private one: facilitating the appropriation of land rent.

Metropolitan Planning
So local government can significantly reduce the problems that developers face from the fact that their developments have boundaries. Private planning is complemented by public planning. But the public planning of a given municipality also needs its own complements: the planning of adjacent municipalities. For just as private developers have boundary problems so too do municipalities. In brief, however perfect the planning process might be, either public or private, the border problem just won't go away. Planning is a local government function and local governments plan with a view to the interests of their taxpayers and landowners – or, at least, some of them. In other words, the interests of those in other local government jurisdictions have no legal standing and are not likely to be taken into account in determining what the planning priorities are. There is, in brief, a problem of metropolitan planning.  

This problem can assume diverse forms. The construction of a bridge, or the carrying out of highway widenings might be more in the interests of the taxpayers/property owners of an adjacent jurisdiction than in those of the jurisdiction whose local government is responsible for carrying out those improvements; in which case they are less likely to get done. There may also be more serious threats to the long term viability of the real estate market in the area. A common situation of this sort is where local governments over-zone for industry and under-zone for residential uses, the situation described by Saxenian in your first book of Readings when writing about Silicon Valley. From the standpoint of the individual local governments the purpose of this is fiscal: attract in uses which are fiscally enhancing and keep out those which aren't (i.e. which bring in children to educate, people to police, people to provide parks for, etc.). But this can create problems for everybody. On the one hand it makes the expansion of employment relatively easy by making available large amounts of land zoned for that particular purpose; on the other hand it drives up housing prices by restricting the availability of land for housing. This can in turn impact on the attractiveness of the area for employment by driving up wages. Unilateral action by any one local government in the form of zoning substantially larger areas for housing and less for employment generating activities is inadvisable from their standpoint. For on the one hand it would lower housing prices throughout the metropolitan area and hence facilitate industrial development in all local governments. And on the other hand, the local government carrying out this rezoning on behalf of housing would be faced with a growing fiscal problem due to the relatively smaller amounts of land zoned for employment there. As the metropolitan area once again became more attractive to industry so the workers would concentrate where the land was zoned for housing.

These problems can be mitigated in a diversity of ways. There may be an attempt to externalize the problem onto a higher agency of the state like the State or federal government. This can be done by making those higher levels responsible for some of the costs of social provision, so mitigating the fiscal consequences of local development: pushing the cost of education on to the State for example. This type of response, of course, would ultimately reduce the incentives for the sort of fiscal competition between local governments that creates problems in metropolitan areas. Other State and federal programs can be interpreted in a similar way. 

Planning could be made a metropolitan function and a new agency of the state established for that purpose. But so long as (e.g.) local governments continue to have substantial revenue needs, as long as school quality depends on local land use (apartments vs. low density single family?) creating such an agency would be fraught with difficulty. Infrastructural planning on a broader spatial basis – parks, highways, mass transit, water and sewerage – seems to be the most that one can hope for. There are elements of this in the Columbus area as in the formation of a quasi-metropolitan water and sewerage authority. But the fact that that authority is 'quasi-' and so remains under the tutelage of the City of Columbus and can be used for the fiscal purposes of that City clearly creates difficulties. A number of these have recently come home to roost as in the schools annexation issue and the desperate attempts of the City to preserve its 'growth corridors' (see Module Five). 

Contesting Planning
As I commented earlier in this discussion, developers need the planning of various state agencies but they also often find themselves resisting it. This is for two major reasons. In the first place the land use plans of local government, and their implementation, create a map of advantage and disadvantage: some developers will gain, others will lose. Some developers can look forward to the early arrival of the water and sewer lines while others have to wait. Subsequent to annexation land will be rezoned by the local government doing the annexing. These rezoning decisions may benefit some landowners and work to the disadvantage of others. One can anticipate, therefore, struggles between some developers and landowners and others over the geography of planning policy. Those with stakes in downtown property may oppose the prioritization of peripheral development in city planning documents. In other cases it may be the fine details of the plan that are significant. The location of a new water tower designed to solve water pressure problems in the suburbs can seriously devalue land planned for residential development while increasing the value of the land of those further away, who can now develop as a result of the elimination of water pressure problems. But developers may also find themselves resisting not just the geography of the plan or its details. They may also be threatened by the financial provisions of the plan or the mechanisms through which it is to be implemented. The question may be raised, though almost certainly not by the developers: for whom does planning take place? for the developers? or for the broader public?

The various state agencies that draw up implement the land use plans are part of local government: as such they can be subject to the canons of democratic responsibility. They may try to avoid it, they may be 'captured' by developers or particular factions of developers, and they may develop rules of operation which seem merely technical rather than working to the advantage of developers. But there is always the possibility that they will be subject to public scrutiny and to popular resistance. This may take the form of a direct popular revolt as in referenda on issues that city council has legislated on; or by the actions of city council or particular city councilors.

There are, of course, plenty of reasons why there might be popular concern and why this concern might generate 'solutions' not at all to the liking of the developers. The role of new development in creating congestion – congestion of schools, highways, of storm sewers – is a common issue. The solutions proposed are hardly likely to meet with the approval of the developers, particularly when their own 'planning' has not made allowances for them. Impact fees have already been mentioned. 

Another proposal that one finds emerging in these debates, and which may even be approved by a city planning department, is to make development contingent on the availability of infrastructure. This would mean that not only would there have to be the water and sewer lines, without which all developers would agree there can be no development. In addition the highways would have had to have been expanded to take the projected traffic, the new schools would have to be in place along with the fire stations – or at least funds would have had to have been appropriated for those purposes. But the planning horizons of the developer are unlikely to mesh with those of this sort of public planning. Developers want to develop when the market is hot, when busing for racial balance results in rising home values in the suburbs, when inner city riots create mass panic, not when all the necessary infrastructure is in place. For these public investments may be very delayed, particularly given all the other pressures for money that local government is subject to: pressure for operating funds, wage increases, implementing federal and State mandates, and the like.

Another popular cause has been greater grassroots control of land use regulation. Homeowners are often frustrated by rezoning decisions that go against them, that they believe will, when acted on by the landowner or developer, threaten their amenities and property values. Neighborhood organizations may resist at meetings of the city zoning commission and of city council but their efforts do not necessarily meet with success. This may lead to movements for (e.g.) a decentralization of zoning decisions to the neighborhood level: the granting of veto power to neighborhood commissions on which residents are represented, for instance. For the developers the warning signals will ring. They are much more likely to get their re-zonings if power remains with local government itself simply because on any one decision local government is responsible not just to the residents affected but to all the voters in the municipality. Re-zonings can be justified with references to 'increasing the city's tax base', 'easing the city's housing supply problem' and so forth.

Even so, more popular forces may find that they have allies in local government: particular agencies or Departments, for example. Runaway annexation and peripheral development can run up against the professional standards of local fire and police departments unless monies are made available at the same time for their expansion, for the construction of new fire and police stations to serve the new developments. And local school boards are often the most fervent of advocates for impact fees. The alternative is often overcrowded classrooms. Bond levies can be voted on and even passed so that the funds can be raised to construct new schools. But teachers and school administrations know that too much of this courts taxpayer resistance, particularly to those operating levies which, from their standpoint, are what really matter.

Appendix A: Real Estate As A Financial Asset

To clarify what I was saying about the way in which real estate has become a financial asset:

1. Some general points as context:

1.1 Any firm, entrepreneur, operates on the basis of a knowledge of a particular product or service and what it takes to produce and market it. This knowledge is always distinctive to the particular product or service in question. Building houses or dealing in land require different expertises than making automobiles!

1.2 Those who have acquired a specific knowledge don’t give it up readily. It has proven profitable to them in the past and it took some time and energy to acquire. They have a stake in continuing to use it. However, in order to continue to use it they have to stay in business and they have to expand. Expansion allows command over more assets and having those assets under one’s control reduces the likelihood you will go under. But expansion means having a continuing stream of revenue to put into the business. 

1.3 In order to raise that money you may take out a loan from the bank, go public and sell shares in the business, or sell partnerships in it. That means, however, that others have a claim on your future revenues. The shareholder is looking for a dividend, the bank is looking for a return of principle + interest, the limited partner wants a return or he/she won’t back other of your projects in the future. In some cases these claims take the form of a marketable title: a shareholder certificate, a bond.

1.4 The fact that others have a claim on your revenues heightens the need for maximizing profits. This launches the firm on a continuing search for some competitive edge: new products or services that give the firm some market power, for instance.

2. The case of real estate: Real estate has become no different from any other product or service. Real estate firms (developers, builders, property companies) have a knowledge that can be turned to profitable purpose but they need streams of money in order to support their ventures. That means they have to be attractive to the providers of loan finance. In order to do that they have to be highly profitable and that means being competitive. Otherwise banks won’t lend to them, they’ll lend to others and to other sorts of business. Likewise people won’t want to buy their limited partnerships or shares. In short real estate firms are competing with everyone else for loan finance. Money moves around according to relative profitability. This increases their need to be profitable, to innovate with new types of real estate product, to push for or defend various forms of regulatory relief important to their bottom lines (e.g. the rules governing annexation that are currently being debated in Ohio). Without that loan finance they have a resource – their knowledge – that can no longer be turned to profitable purpose. They have to start again from scratch in some other business and that is expensive; alternatively they have to go and work for someone else, which will be far less remunerative than working on their own.

3. This assumes, however, that there is a real estate industry; that real estate in its various forms – apartments, retailing facilities, owner occupied housing – has become the specialized product of firms producing it, managing it, leasing it, for profit; of firms, that is, which are dependent purely on real estate and which have developed a knowledge appropriate to that particular product. 

The emergence of real estate as a branch of the social division of labor took a long time, however. For a long time it was the responsibility of firms whose business focus lay elsewhere. Industrial firms owned housing in order that their workers should have somewhere to live but their main focus was producing coal, steel or whatever. Retailers owned their own premises but their main focus was retailing and not managing their land for maximum rent. Likewise a lot of apartments were owned by small businesspeople: retailers who might occupy the first floor of a building and rent out the remainder; lawyers or physicians. The same could be said about research institutions, hospitals, even  schools. In these instances too, making money out of real estate was not the major focus, their principal form of knowledge though in some cases they might own sizeable portions of it (e.g. school playing fields). 

In consequence a lot of land, many sites, were not allocated to those uses which would in fact maximize their rents. Retailers continued to occupy the same site even when they could have realized a significant capital sum from their sale. The same went for small colleges or schools, many of which have (e.g.) only recently sold off playing fields for development at the instigation of the specialized real estate sector. This suggests that one effect of the emergence of real estate as a financial asset is that urban geographies have become more efficiently organized: that the uses to which land in different locations ‘should’ be allocated given its rent-producing possibilities are more likely to come about – due to the competitive pressures to which real estate firms are subject – than would have been otherwise the case.

Appendix B: Scarcity Rent

I wanted to clarify what I mean when I say that there is always a scarcity element in land rent. For sure landowners can gain an increment in rent if the particular sort of land they happen to hold is in short supply relative to demand. So in Silicon Valley, for instance, those with land zoned residential can sell for much more than in other parts of the US where the balance in zoning between residential and non-residential is more favorable to residential uses.

But there is something else that needs to be understood. Even if (e.g.) there were no imbalances in the land zoned for different uses there would still be a sense in which land would be scarce and so the owners would earn a positive rent. In order to understand this we need to understand the relation between scarcity and capitalist markets. 

In short: Capitalist markets function so as to reproduce scarcity. To the extent that (e.g.) some commodity becomes less scarce either owing to an increase in supply, a decrease in demand, or both, then capitalists will shift resources out of that sector, supply will decrease and prices (and hence rates of return) will once more increase. The market for urban land is no different.

We can grasp something of this through a consideration of the redlining / abandonment phenomenon. Redlining is a sign of an oversupply of housing relative to demand. Home values and therefore land values are falling in certain parts of the city because the housing there lacks a demand. This may be because of the creation of alternative and more desirable housing in the suburbs, creating an oversupply of housing; or it might be due to a decline in the city's population (Youngstown might be interesting from that standpoint). The banks withdraw money for purchase there since a high risk attaches to such an investment if they should have to foreclose. That reduces the demand for housing even more. The only way in which a rent can be earnt in those circumstances is by converting to apartments and maintaining net rental levels by minimizing maintenance expenditures (this is called 'milking' a property of its value) and squeezing in more tenants (by subdividing the property) who would not otherwise be able to afford housing. 'Milking' may also be facilitated by going delinquent on property taxes. The end state of this process is abandonment: the owner walks away from the property and leaves it to the city in lieu of property taxes. As a result housing units are taken off the market, supply is reduced and rents are maintained for everybody else. 

The other side of this particular coin is overshooting in the supply of new housing in the suburbs, thus creating an oversupply in the metropolitan housing market as a whole. This oversupply is driven by the competitive nature of new housing development. To attract the consumer the new housing on the edge of the city will incorporate all the latest design improvements / innovations. The resultant demand for this housing inflates land values there which makes investing in mortgages for purchase there attractive to the banks. This will result in a general 'moving up' in housing quality for everyone as the more well to do vacate existing dwellings in order to move out to the new housing. But the bottom line is that supply increases relative to demand and existing homeowners, particularly in the inner city, are left with a devaluing asset. And having sold their 'new' houses the developers are ready to move further out and repeat the process.

Likewise the owners of raw land will always get a positive rate of return on their investment. They have a stake in buying land well ahead of time and ahead of the wave of development because they can buy cheap at that stage. If the rate of return on land with urban services is attractive then they may seek annexation in order to get the water and sewerage necessary to marketing their land to a developer or builder. But if that rate of return looks a bit marginal they will postpone annexation. This means that the rents of those who own land with urban services are maintained: scarcity is reproduced. 

Of course, there is the holding cost problem. But so long as the land is retained under agriculture it can benefit in some states from concessionary property tax treatment. And in addition, and regardless of state property tax policies with respect to agricultural land, so long as the property is not annexed the tax rate will almost certainly be lower. Just check it out: property tax rates tend to be higher in cities than in surrounding rural areas. This means that developers / land speculators can hold on to the land until the time is ripe and they can get a more than adequate rent on it. On the other hand, they don't want to hold the land too long if they are to show a healthy rate of return on it when they eventually sell.

� For an expanded discussion of this topic see Appendix A at the end of this Module.


          � Under any circumstances, employers are anxious to get out of the housing business since it ties up capital and increases their exposure to risk in the case of a severe business downturn – they would still have to pay off the loans taken out to build the housing and housing is an investment of long life with a lengthy amortization period; in addition each employer needs to adjust his/her workforce over time so there is no assurance that they would be filling the houses they own at any one time – better to pool their housing under separate ownership and the separate owner, i.e. landlord, can spread his/her risks across the variable employment trajectories of the major firms in the area.





          � Small businesspeople, like shopkeepers and lawyers, were also common as landlords. In the British case and just before the First World War, "...those with capitals of between GBP1,000 and GBP20,000, who owned 36.2% of the national wealth, owned 53% of the house property and business premises." (Simon Clarke and Norman Ginsburg, "The Political Economy of Housing", Kapitalistate 4/5 (1976), p.78).


� See also Appendix B at the end of this Module.


� Except, that is, where de-industrialization leaves large industrial sites for redevelopment.


� A word of clarification about the frontier metaphor: I am not arguing that all frontiers are characterized by elevated rents compared with the area already developed. On the Western frontier in the nineteenth century, and despite the fertility of the soil encountered in the Great Plains, one suspects that rents may have been higher further east owing to the density of the transportation network there and the easier access to markets. A better analogy is the Southern cotton plantation which worked on a principle of exhausting the soil and then moving on to virgin land. In that instance there is no doubt that land rents were higher on the frontier.


          	� Checkoway continues: 'Every possible part and system was preassembled, prefabricated or precut to specification and size in the factory, and then brought to the site ready to assemble with machinery developed just for the purpose. As operations were shifted from site to shop, scheduling and delivery grew in importance. Materials reached the site only minutes before a team would arrive to perform its particular operation. Mechanization and labour-saving machinery, forbidden or prohibitive in traditional operations, were everywhere evident in Levittown. Levitt was less a builder more a manufacturer of houses.' So part of Levitt's secret was the deskilling of the workforce which the prefabrication of parts permitted.
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