LOCAL PUBLIC POLICY AND THE RESIDENTIAL
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Although local public policies must be legally sound and administratively
feasible, they must also adapt to the urban social, economic, and political processes
with which they are merged if they are to be effective in influencing those processes.
This article considers the nature of one such process, the residential development
process by which land is changed from nonurban use to urban residential use and the
implications for local public policies. By conceptualizing the development processes
and the role of public policy within these processes, we attempt to gain insight into the
problem of designing local public policies to guide residential development.

Our approach views the residential process as the cumulative result of a complex
of decisions and actions by individuals and groups, each being guided by his own in-
centives—the household consumer by basic needs and preferences, the developer-
entrepreneur by the profit motive, the predevelopment landowner by a mixture of
pecuniary and personal motives. The approach is also based on the micro-behavioral
aspects of the development processes—individual units of property, individual pre-
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development landowners deciding to sell or to hold property, individual developers
purchasing sites and producing individual residential products for sale, and indi-
vidual households choosing among alternative residential units.

Although the approach in this article is primarily conceptual, it is firmly based
on a series of in-depth interviews and other extensive field data concentrating on
Greensboro, North Carolina, but including other North Carolina Piedmont cities
as well. The empirical approach, relying heavily on taperecorded interviews,
is experimental. It is being tested in other cities of different sizes and different
growth characteristics and is being extended to other decision agents in both the
development and the redevelopment processes. In addition to our own empirical
work at the Center for Urban and Regional Studies, the conceptualizations also draw
upon related literature and research done in other areas of the country. Because of
this, we feel the basic conceptualizations about public policy merged with the
residential processes should have general nationwide applicability to urban areas,
although many of the specific findings would require recalibration in applications to
specific urban areas due to our primary dependence upon one study area.

I :
ConceptuaL OVERVIEW OF THE REsipEnTIAL DEVELOPMENT PROCESS '
Residential development may be seen as land in an urban area passing through
a sequence of states over time. Beginning with a unit of land in nonurban use on
the periphery of an urban area, one could trace the transition from an initial state
of nonurban use through several stages of development to a state of active residential
use by a household. A typical chain of states for a unit of land is showa in the top
row of figure 1. Local public policies for urban residential growth might be con-
ceived as an attempt to control the spatial and temporal probabilities of units of land
changing from one state to another.

The evolution of the property through this observable chain of sequences is a
result of another process not quite so easily observed. This is the complex set of
critical decisions which are made over time by a group of key and supporting de-
cision agents. The key decision agents include the landowner, the developer, and
the household. Their decisions are necessary in order for land to evolve through
the sequence of states. The relationship of these decisions and decision agents to
the sequence of states is illustrated in figure 1. For example, at the beginning of
the process at the left side of the figure, for land to move into the state of active
consideration for residential development, both the developer and the landowner
must decide to consider the land for purchase and sale in anticipation of residential
development.

Going one step deeper into our conceptual framework, we introduce three sets of
decision factors to explain the decisions which in turn explain the evolution of
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property through the development process. The lower portion of figure 1 shows
the three sets of decision factors: contextual, decision agent, and property char-
acteristics. Each of the sets of factors influences the decision process in a unique way.
The contextual factors provide the macro environment for development decisions—
namely, the considerations which limit and determine the overall rate and type of
change in the urban community and the general structure of the population of
decision agent characteristics and property characteristics. Property characteristics
describe the property about which decisions are made. Finally, decision agent char-
acteristics are ¢rucial in explaining important variation in decisional behavior among
decision makers in the face of similar contextual and property characteristics.

" At this point we can introduce the relationship of local public policy to the
conceptualization of the residential process. We see local public policy as an attempt
to influence the residential evolution of land by affecting the basic decision factors.
As shown in the bottom of figure 1, the influence of local public policies on the
evolution of land is indirect, being channeled through constraining contextual and
property characteristics; policy does not affect landowner characteristics directly.
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The important aspects of the public policy are its content, the differentiation of the
application of this content to properties over space and time, and finally the expected
variation in reactions of the different decision makers to the policy content.

Let us conceptualize an overview of local public policy merged with the residential
development process by integrating the relationships discussed above. The evolution
of urban property through a sequence of states is the result of a series of decisions.
Inputs to each decision process in the sequence consist of three sets of decision
factors. The output of the decision process is a determination of whether or not
there is to be a change in the state of the property. The influence of local public
policy on the outputs of these decision processes and hence on the evolution of prop-
erty is channeled through the input decision factors. Figure 2 illustrates the rela-
tionships between the decisions, the decision factors, and the policy factors to be
explored in this paper.

FIGURE 2
ELEMENTs IN THE RESIDENTIAL DEVELOPMENT Process: AN ANALYTICAL FRAMEWORK
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In the following three sections we utilize the above conceptualizations in dis-
cussing the decision of the predevelopment landowner to sell or not to sell, the loca-
tional decision of the developer-producer to develop a property or to lbbk for another
location, and the selection of a residential place by a household consumer.

I
Tue DECISIONS OF THE PREDEVELOPMENT LANDOWNER .

Land assumes the state of urban interest when a decision agent considers the
land as having urban development potential. With the attainment’ of this state,
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the prevailing use, usually agricultural, begins to share the determination of the
value of the land with the potential urban use of the land. The land use thus be-
comes transitional.! It generates an income stream which, when capitalized, supple-
ments the speculative value of the land based on its potential urban use. Sometimes
this transitional nature of the use is obvious—e.g., junk yards and used car lots.
But sometimes it is disguised as the old use which is carried on to help tide the
landowner over the transitional period when the land is in the state of urban
interest, but is not yet under active consideration for development by a developer
or the current landowner. Nevertheless, the old use is actually being made in-
creasingly obsolete by the increasing proportion of the value of the property attrib-
utable to existing and anticipated land use changes and urban investment all about.

Let us examine the transitional landowner’s decision to hold or to sell in order
to try to explain why some land in the urban fringe becomes residentially developed
and why other land does not. A useful conceptualization of the landowner views
him as a

rational individual who attempts to maximize his satisfaction from a given stock
of pecuniary and nonpecuniary assets, including the land. Primarily, the land-
owner’s decision to sell or hold the land depends upon his satisfaction from the
pecuniary income from the land in the form of current and expected income, rela-
tive to income from alternative investments.?

The pecuniary aspect of the landowner’s decision to sell or to hold the land relates
to the net annual holding cost of the land, the costs that would be incurred in shift-
ing to another investment, the opportunity costs of capital, and the time period of
the investment® “Secondarily, the landowner’s decision depends upon his relative
satisfaction from nonpecuniary income from the land in the form of ‘farming as
a way of life,’ the land as a residence, ‘love of the land,’ or privacy and status,”

It appears that both pecuniary and nonpecuniary motives are too important to be
ignored in the explanation of the predevelopment landowner’s decision to sell or to
hold. Some research stresses the pecuniary and other research suggests the im-
portance of the nonpecuniary. Speculative pecuniary motives were found to be
most important in separate studies by Maisel and by Lessinger in California. Maisel
tentatively concluded that “the possibilities of capital gains have become the dom-
inant factor influencing ownership of land upon which urban development would
be expected in the next decade or two. ... In the past 12 years [1959-1962], almost
half of the land held by the earlier owners was sold to those primarily interested

1 See J. Lessinger, The Determinants of Land Use in Rural-Urban Transition Areas: A Case Study
of Santa Clara County, California, 1957 (unpublished thesis in University of California Library).

2See J. E. Smith, Toward a Theory of Landowner Behavior on the Urban Periphery, 1966, at 53
(unpublished thesis in University of North Carolina Library).

21d. at 32-46.

*1d. at 53-54.
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in capital gains.”® Lessinger also found that although the fruitgrowers’ willingness
to hold the land in transitional agricultural use “could theoretically result either
from expectation of speculative rates of return or from intangible returns . . . [i]n
the actual case area under study, speculative interests predominate.”® But in support
of the importance of nonpecuniary motives, Kenney found that “while price and
profit motivations loomed large as both primary and secondary factors affecting
the decision to sell, personal circumstances and land oriented factors (property
characteristics) play key roles in these decisions.”” Kenney’s conclusion is reinforced
by Bahl, who commented on why intervening land in his study area was passed
over: “Information which could be gained from the owner of one of the large
intervening tracts of land and from many secondary sources suggests that the land
in question was withheld, at least partially, for personal reasons.”®

The following equation, formulated by Smith, is a concise statement of the

factors entering into the conceptualized decision of the landowner to hold or to
sell:?

o P npy — (e np
PV= = (a® 4 a®) — (e® +e™®) |, EV—C
=1 (r+1)* +(I+r)“

PV—the present value of the land, where:

ai®—the annual pecuniary income from the property in year t
a"—the annual nonpecuniary income from the property in year t
eiP—the annual pecuniary expense on the property in the year t
et"™—the annual nonpecuniary expense on the property in the year t

r—the opportunity cost of capital, .., the rate of return foregone on a possible
alternative investment

n—the number of years that the land would be held
EV—the expected value or market price in the year of sale, n

C—the transfer and transaction costs associated with a shift in investment

Upon estimation of the present value, PV, the landowner follows the traditional
decision rule: sell the land if his (landowner’s) estimated present value falls below
the present market price of the land. )

Factors which tend to encourage the sale of the land are those which lower the
present value estimate or raise the current market price. Factors which lower the
present value estimate are those that decrease the numerator and increase the de-
nominator of the equation. Thus, factors that decrease the estimates of annual

S Maisel, Land Costs for Single-Family Housing, in Carirornia HousiNe Stubies 1, 56 (Center for
Planning and Development Research, University of California at Berkeley, 1963).

®J. Lessinger, supra note I, at 221. .

7K. B. KENNEY, PRE-DEVELOPMENT LAND OWNERSHIP FACTORS AND THEIR INFLUENCE ON RESIDENTIAL
DeveLorMENT 31 (Research Memorandum submitted to Center for Urban and Regional Studies, Institute
for Research in Social Science, University of North Carolina, Sept. 21, 1965).

8R. W. BanL, A Brutcrass LEAPFRrOG 18 (1963).
°J. E. Smith, supra note 2, at 47.
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pecuniary and nonpecuniary income, and/or increase the annual pecuniary and non-
pecuniary expenses, and/or increase the transfer and transaction costs of selling the
land, and/or decrease the estimated future value, and/or increase the rate of return
on alternative investments would all tend to encourage the sale of the land by lower-
ing the present value estimate.

In light of the Jandowner’s investment calculus above and the three sets of factors
(contextual, property, and landowner characteristics), there are at least three channels
through which local governmental policy appears to affect the transition of land:
(z) through influencing the landowner’s annual income and expenses and thus the
profitability of the investment; (2) through influencing the estimated future value
of the land and thus the profitability of the investment; and (3) through influencing
the present market value of the land relative to the Jandowner’s estimated present
value and thus affecting the decision to hold the land for investment or to sell.

Annual expenses are strongly influenced through local taxation policy; in fact,
taxes on raw land may often represent the major cost in holding raw land as an
investment.®® Smith found that the cost of taxes more often than not exceeds the
current income, even though taxes as a percentage of the market value of the land
may be minimal. In addition the impact of taxes is direct; each year the landowner
must find the funds to meet this cost. The impact of local policy on income of the
landowner is provided through the limitations placed by zoning on the economic
use of the property. However, findings from Smith’s study suggest that current
income considerations are usually not as important as expenses in the landowner’s
calculus.

The impact of local policy on the estimated future value of the land, however,
is less direct than its influence on current income and expenses. The certainty
and availability of knowledge of future governmental actions related to spatial ex-
tension of public investment, such as highways, water and sewer system, and schools,
can have an important stabilizing effect on estimates of future value. Zoning, if
stable, can influence estimated future value by its limitation on potential use of the
property. But the future value depends on so many other factors that the influence
of policy is limited.

Under any given set of contextual and property characteristics influenced by
public policy, the characteristics of the owner appear to be important in influencing
the transition of a unit of land to urban residential use. There is empirical evidence
to support the model’s implication that if the landowner has major nonpecuniary
motives for holding the land in addition to investment motives, he is less likely to
sell simply because he is deriving more annual income from holding than he would
be if he was not deriving satisfaction from those nonpecuniary motives.!* Further-
more, wealthy Jandowners tend to have high net worth and high liquidity. Both of

101d. at 104.
11 1d. at 99-100 (table 22).
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these facts encourage holding onto the land because of lower rate of return on altern-
ative forms of investment for these people and because they run less risk by holding
the less liquid asset of land than does an owner who does not have other liquid
assets.’®

The property characteristics will also be important influences on the transition of
land. Annual income, especially from farming, is dependent upon physical property
characteristics such as topography, ground cover, and soil conditions of the land
and structural improvements. The better the land for deriving an annual income,
the higher the present value of the property for the landowner and therefore the less
likely he is to sell. It is also important to note that physical property characteristics
are not easily influenced by local governmental policy. However, the present market
price and expected future market value depend especially on those existing and
expected locational characteristics, such as prestige level of the location, accessibility
(school, employment, shopping, recreation activities), and institutional characteristics,
such as zoning protection, availability of public services, and subdivision regulations,
that might apply to the site. These are affected by present and future government
facilities, services, and regulatory controls. If services are already available to the
site, then the present market value may compare very well with the future expected
market value, and given that the latter would have to be discounted over time this
would encourage earlier completion of the transition to urban residential use.

But the effectiveness of policy as an influence upon the transition of land to
urban use will depend very much on other contextual, property, and decision agent
characteristics. For example, the effectiveness of tax policy will depend on the con-
textual variable of the general rate of land value appreciation in the area, the spatial
distribution of the decision agent characteristic of income, and importance of non-
pecuniary motives for holding land among the landowners. “In areas with very
rapid rates of appreciation, say on the order of 20 percent, only very heavy taxes on
land would eliminate the investment potential” of holding land!® Second, the
impact of heavy taxes is less on wealthy landowners because the rate of return on
alternative investments is less. Third, the impact will be less on landowners who
have significant nonpecuniary motives for holding the land in addition to their
pecuniary motives because this intangible current income increases the present value
to the landowner but does not affect market value.

In this section we have discussed the major decision agent in the area of urban
interest, 7., the area of transition. The factors influencing a landowner’s decision
are similar whether the potential buyer is a developer who is actively considering it
for residential development or a speculator who intends to hold the land for future
appreciation of its value. Therefore, whether or not the land advances to the next
state—that of actively being considered for development—depends then not only on

1214, at 74-78.
131d. at 116.
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the intention of the landowner to sell but most importantly on the buyer’s evaluation
of the property specifically as an input into the residential development process.
Let us therefore move to the middle stages of the residential development process
and to the developer as the major decision maker.

1II

THE DeveLorEr’s THREE-STAGE LocatioNat Decision: 1o CoNsiper LAND, T0
Purcrase Lanp, anp To DeveLor Lanp For ResipEnTIAL Use

The three decisions to be discussed in this section carry the land from the state
of urban interest to the state of being physically developed for residential use, state
four in figure 1. They will be considered as related subdecisions in one overall loca-
tional decision made by what we consider to be the key decision maker in these
middle stages of land transition—the residential developer.

In general, a site may pass from the state of urban interest to the state of active
consideration for residential development when any one of several agents assumes
initiative to contact other agents regarding the possible sale of a tract of land for
residential purposes and not merely for further holding in anticipation of capital
gain. The developer becomes the key decision maker because basically it is he who
must insert the intention to develop the land as a means of profit rather than relying
on land value appreciation for capital gain. If the developer feels that a tract may
generally fill the specifications for the market he is seeking to meet or that there
exists a potential demand for housing appropriate to a specific site called to his at-
tention, and if he can obtain a tentative agreement from the landowner to sell, he
then proceeds to the next decision stage in his locational decision process—the land
purchase decision. It represents an entrepreneurial locational commitment in the
technical production process for manufacturing the new residential housing supply.
When the developer decides to purchase a site, he generally is making a commitment
not only to an investment in the land but also to the much broader investment in a
particular residential development which is to be produced on the site. The land
purchase decision is crucial in the spatial pattern of conversion of the land to urban
housing. The prior decision to consider the land is anticipatory to this decision; the
latter decision to develop the land is anticlimatic to this decision, for the experience
in our study area suggests that development typically follows within less than five
years and probably in a form not much different than the development programmed
at the time of the purchase.** Once the land is purchased it is again the developer
who is the principal agent in deciding the rate at which the property holdings are
to be converted to completed residential packages.

Let us conceptualize a generalized locational decision to which we can relate

S, F. Warss, J. E. Smrts, E, J. Kaiser & K. B. KeNNEY, ResIDENTIAL DEVELOPER DECISIONS: A

Focusep View oF THE UreaN GrowTH ProcEss 58 (Urban Studies Research Monograph, Center
for Urban and Regional Studies, Institute for Research in Social Science, University of North Carolina,

1966).
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local public policy and the aforementioned three sets of decision factors. The
developer arrives at the locational decision by first reaching a very tentative decision
to go ahead with development at a specific site subject to further investigation. In
commencing this first stage of the three-stage location decision, the developer may
follow one of two approaches. In what we call the marketing approach, the de-
veloper first identifies a demand for a specific price range of housing. After identi-
fying certain crude site specifications for such housing, he then begins an active
search for suitable land. In the other approach, which we call the contact approach,
the developer’s attention is called to the availability of a tract of land by another agent
in the development process, such as a landowner, realtor, or lawyer acting as a broker
for a landowner. Upon identifying a suitable housing product for the site, he may
ascertain that a demand exists for that housing product. We have found in our em-
pirical work that the generalized approach in the development industry consists of
periodic searches superimposed upon random contacts made by other agents.!® Once
the developer makes the tentative decision to go ahead, largely on intuition, he gen-
erally obtains a sixty- to ninety-day option, or in some other way comes to a temporary
agreement with the landowner which will allow time for investigating the decision
before fully committing himself to a purchase of the site.

This most important purchase decision stage actually involves a series of sup-
porting studies and decisions regarding economic feasibility and risk. This stage
requires numerous interactions with supporting decision participants in the develop-
ment process, especially checks with financial intermediaries and public officials.
The first order of business is often an economic feasibility study. This study evalu-
ates the profitability of the proposed location in terms of its cost implications (the
land engineering study) and its revenue implications (the marketability study).
From a land engineering study the developer obtains a feasible plat of lots and street
layout, required on-site and off-site improvements, and so on, which enable him
to make an estimate of the average developed lot cost. To this estimate of developed
lot cost (prorated cost of raw land and estimated physical development costs), he
adds overhead costs and a “fair” profit. (Several developers mentioned the specific
figure of twenty-five per cent as a desirable markup to cover overhead and fair
profit) In the marketability study, the developer determines, usually intuitively,
whether or not there is sufficient demand in terms of annual sales volume for the
price range of residential package (house, lot, and location) under consideration.
The average lot value is a major output of the marketability study. At this point the
developer compares estimated costs and revenues; he compares the minimum ac-
ceptable lot value (cost to the developer) to the estimated average lot value (revenue
to the developer) to determine the profitability of the site.

This economic feasibility test is tempered by a consideration of investment risks.
Some of the more important risks suggested in the interviews are:

14, at 31.
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Risks associated with the calculation of marketability. A striking characteristic
of development entrepreneurship is the unsystematic approach to analysis of
marketability. ‘The fact component of this analysis is weak. This appears
especially true of the controlling facts—those concerning the estimates of the
level of market demand, the proper composition of the residential package
components of house, lot, physical neighborhood, and location to meet con-
sumer preferences in that market and alternative site availability.!®

Risks associated with land inventory—one risk is not being able to find
suitable land when needed. A two- or three-year inventory in each mar-
ket sector engaged in by the developer was considered reasonable by our
sample, while a one-year inventory is minimum. The time is a function
of the lag time between land purchase and the finished product being ready
for the market. The smaller the inventory the more susceptible the developer
is to purchase more marginal sites because of the risk of being without a product
to sell at a future date.

If the land is to be held beyond the time it takes to develop the residential
product on the land, then the developer must devote more consideration to the
risks of changes in the price of the land and changes in consumer preferences
or demand in the market for which the land is being evaluated. In our own
empirical work we found that longer term land holding was not common prac-
tice. Most developers purchased land for a short-term inventory of suitable
land to meet specific markets rather than for long-term speculation in appreci-
ation of land values.

Risks associated with local public actions—the “if and when” risks of tax
reassessment, annexation, installation of public capital improvements, such as
schools, water and sewerage facilities, and highways. Changes in requirements
imposed by health, subdivision, and zoning regulations, and so on, are all
critical enough to affect profitability for the investment. Several developers in
our sample were hurt by these risks. One did not get his land into a school
district after he had counted on this. Another was left holding a number of
lots unsuitable for septic tanks after the County Health Department stiffened
its regulations.

Risks associated with obtaining necessary supporting decisions from financial
intermediaries. These are critical in the developer’s ability to complete the
proposed development.

18 This unsystematic approach to decisions by development entrepreneurs appears to be a definite char-
acteristic of the industry. In addition to our interviews, see Wheaton, Public and Private Agents of
Change in Urban Expansion, in M. WEBBER AND OTHERS, ExproraTiONs INTO URBAN STRUCTURE 168
(1964); Twin CitiEs METROPOLITAN PLANNING ComMM'N, SELECTED DETERMINANTS OF RESIDENTIAL DE-
verLopMENT 3 (Background Document No. 1, Series on Determinants of Urban Development, St. Paul,

Minn.,

1962).
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In considering these above risks, it is only reasonable for the developer to attempt
to reduce them. In fact, a substantial portion of the developer’s entrepreneurial
activity and strategy while holding an option is to ascertain and reduce these risks.
He will make conservative decisions about the style of house, for example, to avoid
risking disapproval of financial intermediaries. He will check his sources of perma-
nent financing and insurers and guarantors of such financing (especially FHA and
VA) for their tentative approval of the site and the residential package, but pri-
marily at this time their approval of the price range of the residential package and
the lot value. He will also check with public officials about subdivision regulations,
zoning changes, school district boundary changes, scheduled public improvements
to the site, and so on. And there are numerous other checks to be made in order
to line up the affirmative locational decision.*”

Let us examine the developer’s locational decision sequence in the light of the
analytical framework shown in figure 2. Again we are hypothesizing that the
factors which influence the locational choice are contextual, property, and developer
characteristics, and, indirectly, local public policy channeled through these sets of
factors.

Again, the influence of local public policy on the residential developer’s decision
process is channeled primarily through the set of contextual factors and the set of
property characteristics. But just as in the other residential decisions, the decision
maker’s characteristics will affect the reaction of the developer to the other two sets
of factors. On the basis of our interviews and our conceptualizations of the decision
process, we hypothesize that an influence can be analyzed by examining its effect
on the expected costs, the expected revenues, or the risk of the investment.

The effect of contextual, property, and developer characteristics on marketability
and revenue tend to dominate costs considerations in our study. If this is true gener-
ally, local public policy affecting revenues would tend to have more leverage than
policy affecting costs. Property characteristics are key for they provide most of the
basis on which the developer estimates costs and marketability of the proposed develop-
ment. Our interviews indicated the estimated effects of property characteristics on
marketability of the residential product far outweigh the estimated effects on cost
of producing the product. One reason may be that cost implications for various
sites were not quite as uncertain to the developer, nor did they tend to vary as much
as marketability effects. In general, the higher the price range, the more important
are the estimated marketability effects of the site characteristics as opposed to cost
considerations.

Of the property characteristics affecting marketability, locational characteristics
are clearly the most important. The frequency of the reply “location, location, loca-
tion” (to the question about the most important factor in the land purchase decision)

17 For a more detailed list of these checks and studies, sce Wheaton, s#pra note 16, at 154-96.
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supports this conclusion. And social prestige level of the location is clearly the most
important aspect of the locational characteristics. Local public policy may have
a substantial effect over a period of time on the accessibility of the site directly
through governmental investment policies concerning transportation improvements,
school and recreation facilities, and indirectly through zoning for shopping and
employment activities. Physical characteristics, such as rolling topography and trees,
also influence the amenity value of a site. Institutional characteristics, the most
direct reflections of local policy, have some marketability effects. Our study shows
that school district lines that tend to reflect differential standards, availability of
urban services, and zoning protection appear significant, particularly in higher priced
markets.

Despite the greater importance of the estimated marketability effects of site
characteristics in our study area, the developer cannot afford to concentrate on market-
ability at any cost. The locational decision still requires weighing of the costs and
thus it is possible for public policy to influence locational decisions by influencing the
spatial pattern of land and physical development costs. Again property characteristics
can be important, this time in two ways: First, topography, soil conditions, and
zoning influence the number of lots derivable from a tract. Second, topography, soil
characteristics, subdivision regulations, and zoning influence the costs of providing
streets, utilities, and even building construction.

With regard to property characteristics, we have found in our empirical study
that subdivision developers have stronger tendencies to locate where water and
sewer are available, contiguous to existing development; and more moderate ten-
dencies to locate where zoning protection exists, and where there is higher accessi-
bility to employment areas and where socioeconomic prestige level of the site
is higher. The physical characteristics of topography and soil conditions and the
accessibility to central business district and schools and nearest major highway do not
seem to be as important.®® Of course, this reflects only one study area with a special
set of contextual characteristics which could cause behavior different than would be
expected in general or observed in other specific urban areas.

As a contextual factor, public policy can also be a significant variable. It can
affect the amount of influence of property characteristics by limiting the general
quantity and spatial pattern of urban sites with certain site characteristics, particularly
the institutional ones; it can create or remove scarcity of particular property char-
acteristics. For example, it determines the quantity and spatial distribution of the
supply of land zoned for a certain minimum lot size. Policy factors may also affect
the cost function of the developer directly by establishing a maximum cost for
certain production processes. For example, the Greensboro study area has a policy
—”—For:detailcd analysis leading to this conclusion, see Kaiser, Location Decision Factors in a Pro-

ducer Model of Residential Development, a paper presented at the Regional Science Ass'n meeting, Phila-
delphia, Pa., Nov. 12-14, 1965 (revised and expanded, August 1966).
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establishing a maximum charge on installation of streets, water, and sanitary sewer
within the city limits. This reduced the effective development cost of sites within
the city limits which had difficult topographic and soil conditions. It also added a
degree of certainty to the developer’s estimates of production costs. Thus, by de-
termining the distribution of decision agent characteristics and site characteristics
and by helping to set the general atmosphere of the community, the contextual
factors can determine the amount of influence of individual decision agent charac-
teristics and site characteristics upon the spatial pattern of locational decisions for
urban residential development.

The developer characteristics, such as size of firm, entrepreneurial approach, and
nature of the production process used, will affect the locational behavior under
similar property and contextual factors. The attitude toward risk aspects of the
entrepreneurial approach, and the amount of prefabrication, efficiency in use of equip-
ment, skill in coordinating subdecisions of supporting decision agents will affect the
relative attraction of different kinds of sites. In our empirical tests we have found
significant differences between the locational decisions of large scale developers
(those developing over 100 lots per year) and the locational behavior of smaller
scale developers. Large scale developers appear much more sensitive than smaller
scale developers to accessibility, to availability of water and sewer, and to zoning
protection at all price levels of subdivisions.!® Since these property characteristics
reflect local policy, the findings suggest that policy makers should take into account
the proportion of locational decisions made by different types of developers.

v
Tue Houserorn’s DecisioN 7o PURcHASE or RENT

To this point the unit of property under discussion was the entire development
project or at least sections of subdivisions which were developed as units in speci-
fied periods of time. Upon development into residential packages, the unit of property
becomes that which can be associated with an individual dwelling unit. In the
case of single-family homes the site is the lot. In the case of multifamily structures,
the site becomes whatever private grounds can be associated with each dwelling unit
(e.g., garden apartments) plus whatever grounds several dwelling units share in
common that is not public property.

This is a significant change in focus. One obvious difference is in the impact of
each individual decision, which is now reduced to smaller parcels of urban space. The
number of decision makers increases many times and each one’s decision has a smaller
impact on the total, although in the aggregate this step in the chain of decisions is
extremely important. This step determines the nature of the population which will
reside in a sector of the community’s space. This step, by implication, determines
the nature and quantity of demand upon urban services; it establishes linkages, par-

114,
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ticularly movement linkages to other spatial, social, and economic sectors of the
community. When aggregated, the household locational decisions determine the
character of neighborhoods, their viability, and ultimately their renewability
and the movement patterns in the urban area.

Let us examine the consumer household’s decision as a part of the residential
mobility process. The household moves from a former residence to the selected
residence in an attempt to fulfill more adequately basic shelter and accessibility needs
and to satisfy certain desires with respect to living qualities and social mobility, yet
staying within the constraints of a housing budget.

The household’s characteristics which appear to be important influences upon
residential mobility behavior are categorized into demographic and attitudinal
characteristics and previous residential experience.?® ‘The demographic characteristics
of household size, place of work, stage in the family life cycle, and activity pattern
determine household preferences for space, facilities, and accessibility in the residential
package. The attitudinal characteristics of social mobility aspirations, actual mobility,
and life style will determine the livability and prestige preferences governing the
selection of a residential place. Household income, of course, is the single biggest
factor in the residential budget, but aspirations, stage in the family life cycle, and
household size also shape the housing budget to a greater or lesser extent.

The list of property characteristics considered by the predevelopment landowner
and developer referred to the land. We must add the characteristics of the capital
improvements produced in the development process, for these now become very im-
portant in the future transition of the property. Thus, instead of site characteristics
we must, at this stage of the chain of events, consider all the characteristics of the
residential package consisting of not only the original physical, locational, and in-
stitutional characteristics of the site as modified by the developer but also (1) the
dwelling unit and other on-site improvements and (2) the social and physical
neighborhood created by the development process and the types of households
selecting residential packages nearby. The original site characteristics as modified by
the developer, and the dwelling unit and other on-site improvements added in the
production process, and the neighborhood around the site are inseparable; they are
combined into an indivisible package which the household must select on a “take
it or leave it” basis. The important characteristics with regard to the dwelling unit
include: space, design, tenure (f.e., whether a rental or purchase dwelling unit),
equipment, state of repair (if a used unit), or quality of construction (if either new
or used unit). The most important characteristics with regard to the site are the
locational as they imply: (1) an accessibility to the activity places which the house-
hold wishes to utilize, such as school, work place, shopping facilities, and doctor,
and (2) a socioeconomic prestige level of the immediate neighborhood.

20 Weiss, Kenney & Steffens, Consumer Preferences in Residential Location: A Preliminary Investiga-
tion of the Home Purchaser Decision, ResEArcH PREVIEWS, April 1966, at 1.
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A number of studies have been done both at the Center and elsewhere which
suggest relationships between household characteristics and characteristics of the
residential package.* Residential experience affects the household’s preferences and
selection. Previous owners who have lived in the area for a while place emphasis on
the social location.?* This is especially true for families of higher income. Previous
renters and households who have not lived long in the area tend to sacrifice both
social location and accessibility in favor of “more space for the money.”®® Since non-
rooted households tend to maximize cost considerations, they will generally locate in
the newer, large-tract subdivisions which are primarily on the outskirts of the urban
or metropolitan area. This suggests that fringe areas and large-tract developments
play an increasingly important role as reception areas for middle- and upper-income
newcomers to the metropolitan area.?*

Relating local governmental policies to household decisions, we feel that in a
private market economy the influence is not easily incorporated into a model. Ex-
ceptions are open housing laws which discourage private market discrimination
practices and therefore remove constraints which affect the household’s locational
choice. 'The limited public intervention indicates that governmental influence over
the spatial structure of housing accommodations and populations either will
have to be (1) indirectly applied by influencing the developer’s choice of resi-
dential products to be produced in various locations or (2) applied more directly
by influencing the course of change in the residential properties once developed and
in this way influencing the future housing characteristics of an area.

As an indirect influence, the effect of policy on landowners and developers can
be significant because their decisions precede those of the household in the resi-

91 Reference should be made to the rich literature on residential consumer preferences and residential
mobility for the multiplicity of household characteristics (needs, wants, and constraints) which influence
the choice of residential location and individual dwelling accommodations. Important references include,
among others, Bell, Socid Choice, Life Styles, and Suburban Residence, in THE SUBURBAN COMMUNITY
225 (M. Dobriner ed. 1958); Foley, Wurster & Smith, Housing Trends and Related Problems, in CALIFORNIA
HousiNG STUDIES, supra note 5, at 57; N. FoorE, J. Asu-Lucrop, M, M. FoLEy & L. Winnick, Housing
Cuoices ANp CoNsTRAINTS (1960); W. G. Gricssy, Housine MarkETS anp Pusric Poricy (1963); M.
MeyErsoN, B. Terrerr & W. L. C. WrEaToN, Housing, PEopLE aND CrTies (1962); P. H. Rosst, Wy
FaniLies Move (1955); L. F. Scunore, THE Ursan ScENE, especially pt. 4, The Sociocconomic Status of
Cities and Suburbs 201-41 (1965); and Wilson, Livability of the City: Attitudes and Urban Development,
in Ursan GrowrH Dynamics ch. 11 (F. S. Chapin, Jr. & S. F. Weiss eds. 1962).

For a series of related studies and follow up, see J. B. LansiNGg, ResipENTIAL LocaTioN anp Ursan
MopwiTy: THE SEcoNnp WAVE oF INTERVIEWS (Survey Research Center, Institute for Social Research, Uni-
versity of Michigan, 1966); J. B. Lansi & N, Barts, RESIDENTIAL LocatioN anp Ursan Mosmiry: A
MUuLTIVARIATE ANALYsts (Survey Research Center, Institute for Social Research, University of Michigan,
1966); Mueller, Consumer Aspirations and Housing Demand in the 1960’s, in Tue OutLook oN Con-
suMER Bemavior 47 (C. Lininger ed. 1964).

237, E. Arminger, Jr., Toward a Model of the Residential Location Decision: A Study of Recent and
Prospective Buyers of New and Used Homes, 1966, at 29 (unpublished thesis in University of North Caro-
lina Library).

28 1d. at 98.

3¢1d. at 98-99. See also GoverNor's Apvisory Coma’N oN Housing PROBLEMs, APPENDIX TO THE
Report oN Housing v CALIFORNIA 97 (1963).
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dential process. The developer determined the supply of new residential packages
and made the decisions about on-site and off-site improvements added to the
original site characteristics of the property. Especially important were the developer’s
decisions about the characteristics of the dwelling unit itself, because much of the
consumer’s housing choice appears to be based on the dwelling unit itself as opposed
to the neighborhood and local portion of the residential package.®®

As a more direct influence, local public policy can affect the course of change
in a developed neighborhood through its level of services to the neighborhood, its
housing and health codes, and zoning changes in the vicinity. By providing services,
protecting the area from incongruous uses and discouraging neglect of the physical
improvements, the local government encourages the maintenance of a residential
area while opposite policies will encourage deterioration of the physical plant and
possible change in the neighborhood composition. But much of the potential for
maintenance or deterioration was incorporated in the quality of construction and
planning of the original development; and much of the force for change or main-
tenance is beyond the local public policy in the socioeconomic context of the com-
munity which governs the economic vitality of the area, the residential and popula-
tion trends, federal policy regarding financing for used and new housing, and so on.

More needs to be known about the leverage of local governmental policy to decide
whether there is enough flexibility to warrant a strategy of attempting substantial
control of residential change after initial development or whether the more appropri-
ate strategy is to adapt governmental policy regarding service levels and so on to the
externally controlled change.

A\
InpLicaTioNs For Future PoLicy

The sequence of decisions in the residential development process illustrates the
complex interdependent chain-like nature of the process of urban residential change.
Our conceptualizations and empirical work thus far suggest that the design of public
policy to influence this change must recognize the variety of decisions and decision
makers to be involved in the process, the necessity to think in terms of influencing a
chain of decisions rather than any single decision or decision maker, and the direct
and indirect channels of influence through which local governmental influence can
be brought to bear on the process.

For example, the conceptualizations suggest that a taxation policy may encourage
some types of landowners to sell but not others, depending upon their wealth and
personal motives for holding the land. And a policy that encourages selling may not
necessarily lead to urban residential use of the land rather than further speculation
unless the site is also profitable for investment in residential development. The

28N, Foorz, J. Asu-Luchop, M. M. FoLEY & L. WINNICK, supra note 21, at 156, 183; and P. H. Rossi,
supra note 21, at 154.
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conceptualizations and empirical findings suggest that for landowners policies that
affect expenses have more leverage than policies affecting current income. The
reverse is true for the developers—that is, policies that affect revenues appear more
critical to the locational decision of the developer than those which affect costs of
development. Our research also gives evidence that decision agent characteristics
are significant; for example, large scale developers’ locational response to a policy
was found to be significantly different from that of smaller developers.

In sum, the research seems to suggest that mixes of policies, rather than single
policies, must be designed and/or evaluated—some of which are aimed at land-
owners, some at developers, and some at consumer households in already built-in
areas. It also suggests that the success of a policy mix in any one sector of the
urban region will depend upon the other noncontrollable physical, locational, and
institutional property characteristics of the area, sociceconomic interaction, and the
community’s ad hoc policy course of action. Finally, the effect of a policy mix will
also depend upon the characteristics of the key decision agents involved in the
residential process—on whom we have focused in this article, and over whom very
little direct control is currently, or is likely to be, available. A major aspect of the
residential process to which local governmental policy must adapt is the landowner-
developer-consumer chain of decision agents who operate in the private market
economy.



