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introDuction 
The nationwide study written by Randal 
O’Toole and recently released by the Amer-
ican Dream Coalition estimates the extra 
costs or “penalties” added to the prices 
of homes due to local government smart 
growth planning or growth management 
planning. The study shows that the main 
effect of smart growth planning is “to cre-
ate an artificial housing shortage and make 
housing unaffordable to many families.”1 

So-called smart growth planning is a 
deceptive way to impose restrictive life-
styles on people who are not allowed to 
make lifestyle decisions for themselves, 
giving them fewer choices, not more. The 
hallmark of smart growth planning is to use 
governmental restrictions to force more 
and more families into high density hous-
ing, drastically reducing the availability of 
single family homes. 

There are multiple ways to implement 
such planning, but the most widely used are 
urban-growth boundaries, requiring green-
belts and minimum open space require-
ments, building design codes, historic pres-
ervation, limiting building permits, lengthy 
permitting processes, impact fees and 

executive SuMMary
Since the late 1980s, housing prices in 
North Carolina have increased rapidly in 
some cities while in others prices have 
grown more slowly.  Asheville and Wilm-
ington for example, are known for large 
increases in their housing 
prices over the last 15 years, 
while in Fayetteville and 
Hickory housing prices 
have grown much more 
slowly.  Why is this? 

A new study by econo-
mist Randal O’Toole pub-
lished by the American Dream Coalition 
demonstrates that the key difference is re-
strictive land use policies imposed by local 
governments.  Cities that have established 

aggressive growth management plans or 
so-called smart growth plans, not just in 
North Carolina but around the country, 
have artificially created housing shortages 
which in turn drive up prices.  O’Toole’s 

research shows this for cit-
ies nationally and in North 
Carolina. This report high-
lights O’Toole’s research 
and explains why housing 
prices in North Carolina 
have increased in some 
areas and not in others.  It 

also explains what North Carolina cities 
must do to keep housing prices affordable 
for North Carolina’s moderate and low-in-
come citizens.

inclusionary zoning. These planning poli-
cies reduce the supply of housing because 
builders are given less land to build on and 
have to go through a lengthier and costlier 
process to obtain permits. The demand for 
housing is still there, though, and with less 
housing available, housing prices are driven 
up artificially. 

the iMportance of hoMeownerShip
What are the consequences of higher hous-
ing prices? More and more middle- and 
low-income citizens cannot afford housing, 
and that in turn decreases the homeowner-
ship rate. 

Homeownership rates in United States 
grew dramatically in the post–World War 
II era. Unfortunately, that growth stag-
nated, and from the 1960s to the present 
homeownership has grown more slowly, 
staying in the 60 percent range, well behind 
many European countries. Eleven European 
countries have homeownership rates above 
70 percent, with Hungary achieving 94 
percent homeownership.2

Homeownership is an important part 
of the nation’s economic, social and politi-
cal well-being. First, the equity acquired in 

Nationwide, cities with estab�
lished, aggressive “smart growth” 
plans have artificially created 
housing shortages which in turn 
drive up prices.
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a home boosts the economy and gives the 
owners a chance to do such things as start 
a small business. Second, there is a strong 
correlation between homeownership and 
family stability, as homeowners tend to stay 
in an area longer than renters. Studies have 
shown that homeownership also increases 
civic participation as 69 percent of hom-
eowners vote compared with 44 percent of 
renters.3 Finally, there is also a strong cor-
relation between the growth and education 
of children and homeownership, as children 
of homeowners are less likely to drop out of 
school and are more likely to live in a home 
that is well taken care of.4 

As Figure 1 indicates, homeownership 
rates in the states have changed dramati-
cally in the last 100 years. Mississippi and 
South Carolina made rapid gains, having 

fiGure 1: hoMeownerShip rateS, 1900-2005

Source: U.S. Census Bureau
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started well below the national average 
early in the century and now moved to 
positions exceeding the national average. 
On the other hand, California and Oregon, 
two leaders in the smart-growth move-
ment, have not fared as well. For the first 
sixty years of the last century, California 
was near the national average in homeown-
ership. California started its experiments 
with growth restrictions in the late 1960s, 
and homeownership began to dip below the 
national average to a current position near-
ly 10 percentage points below the national 
average. Home prices have soared to some 
of the highest in the nation, and low- and 
middle-income people find it nearly impos-
sible to buy a house. In 1900, Oregon was 
almost 10 percent above the national aver-
age in homeownership. Once again, smart-



�

J o h n  l o C k e  f o u n d at i o n

planning  penalt ies  in  north  Carol ina

growth policies have influenced housing 
prices in Oregon so that homeownership 
has fallen relative to the national average.

overpricinG anD the planninG penalty
O’Toole uses a variety of methods to de-
termine how growth management and 
smart-growth planning increases the price 
of housing. His primary tool is the home 
value–to–family income ratio used as a 
determinant of affordability.5 The ratio is 
found by dividing the median-home value 
by the median-family income in a specific 
metropolitan area. For example, if the 
median-home value is $100,000 and the 
median-family income is $50,000, then by 
dividing the home value–to–family income 
ratio is 2.0. 

Before smart growth restrictions, many 
metropolitan areas experienced home 
value-to-family income ratios slightly above 
2.0. If builders are allowed to build hous-
ing to meet the demand for housing, the 
price of housing will increase as a function 
of family income. That is, if family income 
in an area increases 10 percent, the price of 
housing will rise approximately 10 percent, 
all other factors being equal. When this 
happens, the home value–to–family income 
ratio will remain the same. It is only when 
housing prices rise much faster than family 
income, largely due to housing shortages, 
that the ratio increases. In some cities in 
California the ratio is 11, which means that 
median housing prices are 11 times greater 
than the median family income. 

Using this and other measures, O’Toole 
calculates the planning penalty for cities 
across the country. While smart-growth 
planning is not the only reason for price 
increases, he estimates that overpricing 
more than 20 percent is due to planning. 
From this he calculates the planning pen-
alty. For example, Santa Rosa, California, 
has a home value–to–family income ratio of 
7.95, which means that Santa Rosa’s median 
housing prices are nearly 8 times greater 
than its median family income. Housing is 

overpriced by 72 percent, and the planning 
penalty is $391,939. In other words, if there 
were no growth management controls, a 
typical 4-bedroom, 2.5-bath home in Santa 
Rosa would sell for nearly $392,000 less 
than the current price.

O’Toole calculates these planning 
penalties for the nation as a whole and 
concludes that in 2005, “planning-induced 
housing shortages add[ed] at least $275 bil-
lion to the cost of owner-occupied homes” 
purchased that year.6 It is estimated that 
low-density housing and “sprawl” add only 
$11,000 to the cost of housing, which is 
minor when compared to the tens of thou-
sands to hundreds of thousands of dollars 
that smart-growth planning has added to 
the cost of housing.7 For example, a typi-
cal 4-bedroom, 2.5-bath home that sold for 
$152,000 in Houston, a city with very little 
smart-growth planning, would sell for $1.27 
million in San Jose, California, a city that 
has used strict smart-growth planning since 
1974.8

north carolina’S planninG penaltieS
North Carolina’s housing price increases 
have not been that dramatic primarily be-
cause North Carolina’s cities have imposed 
fewer smart-growth policies. Asheville and 
Wilmington have begun to implement 
such policies, however, and are beginning 
to experience the consequences. In Ashe-
ville, homes are overpriced by 25 percent, 
and homebuyers pay a planning penalty of 
$13,901. In Wilmington, homes are over-
priced by 27 percent, and homebuyers pay a 
planning penalty of $21,675.

Figure 2 illustrates the differences be-
tween the North Carolina cities that have 
imposed smart growth planning and those 
that have not. Wilmington and Asheville 
have home value–to–family income ratios at 
about 3, considerably higher than the U.S. 
average of 2.24. Many other North Carolina 
cities are near or below the national aver-
age. This result does not appear to be due 
to Asheville and Wilmington having a high 
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fiGure 2: hoMe value–to–faMily incoMe ratioS
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Source: The Planning Penalty, Randal O’Toole, Appendix, p. 39.

proportion of retired people with a high 
level of wealth and low level of income. 
O’Toole documents lower home value–to–
family income ratios in similar cities such 
as Myrtle Beach, South Carolina (2.62) and 
Savannah, Georgia (2.55). 

To simplify this graph, Figure 3 aver-
ages Asheville and Wilmington to create a 
new line, NC Average 1, and averages the 
remainder of North Carolina cities (Ra-
leigh, Charlotte, Greensboro, Fayetteville, 
Hickory, and Jacksonville) for the new line, 
NC Average 2.9

Figure 3 clearly shows that most North 
Carolina cities (NC Avg. 2), which have few 
planning controls, are only slightly above 
the national average. But starting in the 
late 1980s, Asheville and Wilmington (NC 
Avg. 1), two cities with the most ingrained 
smart-growth policies, grew well above the 
U.S. average. 

If other North Carolina cities follow 
Asheville and Wilmington, they should 
expect the same result, rapidly increasing 
housing prices that quickly outstrip family 
income. This result hurts low- and middle-
income families the most.

Figure 4 compares North Carolina to 
cities in California. The majority of Califor-
nia cities have enacted smart-growth poli-
cies. The planning penalties for them in-
clude the following: Los Angeles, $316,489; 
Salinas, $494,198; San Diego, $350,858; and 
San Jose, $513,002. Again, the N.C. cities 
(NC Avg. 2) with minimal growth planning 
are well below these California cities. But if 
Wilmington and Asheville continue down 
the same path, their home value–to–family 
income ratios may soon coincide with those 
of California. 

Figure 5 shows that the penalty for 
planning holds for the Northwest region. 
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Their planning penalties are as follows: 
Medford, Oregon, $120,869 overpriced; 
Portland, Oregon, $60,460; Seattle, Wash-
ington, $132,965; and Bellingham, Washing-
ton, $103,090.

Figure 6 demonstrates that the Moun-
tain West, which has fewer smart-growth 
policies, has lower home value–to–family 
income ratios than California, but they are 
higher than those of the cities in North 
Carolina without smart-growth policies and 
in the range of Asheville and Wilmington’s. 
An example of the West’s planning pen-
alties are as follows: Boulder, Colorado, 
$117,440 overpriced; Sante Fe, New Mexico, 
$94,225; Provo, Utah, $29,455; and Salt Lake 
City, Utah, $17,607.

Figure 7 shows the home value-to-fam-
ily income ratios for selected East Coast 
cities. Examples of the East Coast planning 

Source: The Planning Penalty, Randal O’Toole, Appendix, p. 39.

penalties are: Washington, DC, $135,056 
overpriced; Baltimore, Maryland, $59,091; 
Boston, Massachusetts, $225,143; and Jersey 
City, New Jersey, $178,789.

Figure 8 reflects O’Toole’s findings. 
The South has implemented far less smart-
growth planning, resulting in much more 
reasonable home value–to–family income 
ratios. For example, the four cities in Figure 
8 have no planning penalty whatsoever.

n.c.’S future with planninG penaltieS
North Carolina is slowly headed in the 
direction of California, the Northwest, and 
the East Coast, instead of holding the line 
with the rest of the South. In 2000 Gov-
ernor Easley appointed a Smart Growth 
Commission, put in charge of finding ways 
for North Carolina to curb “sprawl” and 
conserve “open space.” It released its pre-

fiGure 3: hoMe value–to–faMily incoMe ratioS — u.S. anD n.c. averaGeS
Home Value-to-Family Income Ratios: US & NC Averages
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fiGure 4: hoMe value–to–faMily incoMe ratioS — california
Home Value-to-Family Income Ratios: California
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fiGure 5: hoMe value–to–faMily incoMe ratioS — northweSt

Source: The Planning Penalty, Randal O’Toole, Appendix, p. 39.
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liminary recommendations in 2001, such 
as requiring all communities to establish a 
minimum level of planning, creating fiscal 
incentives to enact smart-growth plan-
ning, and establishing “Research North 
Carolina,” a network of state researchers 
and organizations to research growth and 
development patterns.10 

Davidson, Charlotte, and even the 
Raleigh suburb of Knightdale have begun 
enacting smart growth policies, wanting to 
follow in the footsteps of Wilmington and 
Asheville. Davidson was the first to begin 
implementing the Commission’s recom-
mendations in June 2001, beginning with an 
anti-sprawl ordinance. It forces developers 
to put high-density housing on one half of 
the land and leave the other half as open 
space. It also prohibits “franchise archi-
tecture” and drive-thru windows, forcing 
independent companies to conform to a 

certain look.11 
Charlotte has approved a $427 million 

light-rail plan that will force high-density 
housing development near the 15 light-rail 
stations.12 City officials believe that will 
help with traffic congestion, but when fully 
implemented, the light-rail system would 
serve only one percent of the commuting 
population.13 

Knightdale recently adopted stricter 
building and architectural standards. Town 
leaders have put an emphasis on pedestri-
an-friendly neighborhoods and compatible 
building architecture, and they have pro-
hibited metal and mobile structures. Last 
year the town council passed a resolution 
saying “new single-family homes should 
have a minimum value of 85 percent of the 
average sale price reported by Wake County 
for the previous year. That turned out to be 
$185,000 for 2004, well above Knightdale’s 

fiGure 6: hoMe value-to-faMily incoMe ratioS — Mountain weSt

Home Value-to-Family Income Ratios: Mountain West

0

1

2

3

4

5

6

1969 1979 1989 1999 2005

US average
NC Average 2
Boulder, CO
Santa Fe, NM
Provo, UT
Salt Lake City, UT
NC Average 1

Source: The Planning Penalty, Randal O’Toole, Appendix, p. 39.
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fiGure 7: hoMe value–to–faMily incoMe ratioS — eaSt coaSt

Source: The Planning Penalty, Randal O’Toole, Appendix, p. 39.
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fiGure 8: hoMe value–to–faMily incoMe ratioS — South
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average housing price of $161,000.”14 This 
requirement is a blatant move to drive up 
housing prices to keep out low- and middle-
income families, many of which are minor-
ity families seeking their first home. 

concluSion
If North Carolina continues to follow 

the current path of smart-growth plan-
ning, then it must be prepared to bear the 
consequences. Families will be faced with 

higher housing prices, which in turn will 
price low- and middle-income buyers out of 
the market. Our homeownership rates will 
decrease and make the American Dream a 
thing of the past.

Dr. Michael Sanera is Research Director and 
Local Government Analyst at the John Locke 

Foundation. 
Joanna Grey served as a research intern at the 

Locke Foundation from January to May 2006.
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