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What are zoning laws, how do they work, and what are their economic 
effects? 

This explainer is intended to be a guide to the purposes and mechanics 
of local land-use regulations, including zoning, as well as the economic 
debates over their effects, especially on the housing market, and how to 
reform them.

1. What Zoning Is

Zoning is a set of laws that regulate how property owners may use their 
land, in particular by drawing zones where certain uses are and are not 
permitted. Most zoning laws are local ordinances adopted by county or 
municipal governments, but some are state laws adopted by legislatures 
or executive agencies.

While zoning regulates building, “zoning codes” are different from “build-
ing codes.” Building codes are standards for construction meant to address 
life safety issues, such as fire safety and energy efficiency.

Planners and local governments often treat “zoning” separately from other 
land-use or development regulations. Regulations affecting the subdivision 
of land, the layout of site plans, and environmental standards like those 
having to do with development activities near wetlands or above aquifers 
are all closely related to zoning. Sometimes these laws are found in zoning 
ordinances and sometimes in separate ordinances. “Master plans” are typi-
cally advisory documents meant to inform zoning changes, but in practice, 
they often diverge sharply from what zoning ordinances actually allow.

Zoning is a relatively recent phenomenon in the United States. New York 
City adopted the first comprehensive zoning ordinance in 1916, but cities 
had implemented piecemeal land-use regulations before this date.1 

Zoning quickly spread nationwide. Under Secretary of Commerce Herbert 
Hoover, the federal government adopted a draft “zoning enabling act” in 
1924 and promoted its enactment by state legislatures. Most states quickly 
adopted zoning enabling acts in the 1920s. Excluding the then-territories 
of Alaska and Hawaii, the last state to adopt a zoning enabling act was 
Washington (1935).
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Before zoning, land use was regulated through private covenants: con-
tracts that limited how landowners could use their property, and that “ran 
with the land,” meaning they passed to future buyers and renters. Private 
covenants are still important in the US, but they are now used mainly for 
two purposes: creating conservation easements that limit development 
on agricultural land or wilderness, and establishing homeowners’ associa-
tions that manage common facilities and regulate development in a single 
neighborhood.

Why did zoning start in the 1910s and 1920s? One reason may be the rise 
of the automobile, which allowed workers for the first time to live far from 
their jobs. As suburban neighborhoods grew, residents sought to keep ur-
ban uses at a distance. Zoning was a tool for that separation.

Progressive Era optimism about the ability of experts to use scientific prin-
ciples to re-engineer daily lives through government also played a role. 
Within the field of urban planning, the early progressives’ ambitions gave 
way in the 1940s and 1950s to even grander “high modernist” visions to 
redesign cities according to abstract principles of beauty and order (Scott 
1998). These ideological commitments played a role in the American “ur-
ban renewal” projects of the 1950s and 1960s that bulldozed neighbor-
hoods, widened roads, drove highways through the centers of cities, and 
rezoned land to require large parking lots and front yards.

Some scholars still debate whether racism played a role in the devel-
opment and spread of zoning. Certainly, some cities tried to use zoning 
for racial and socioeconomic segregation, even after the Supreme Court 
struck down explicitly racial zoning in 1917. But there were also prominent 
black advocates of zoning (Glock 2022). FDR’s Federal Housing Admin-
istration (FHA) used redlining — excluding certain neighborhoods from 
their mortgage guarantee program — to reinforce urban segregation. To 
this day, many zoning boundaries follow the red lines that the FHA drew 
suspiciously closely (Rothstein 2017; Trounstine 2020). Urban renew-
al policies, especially interstate highway construction, damaged urban 
working-class areas of cities, both predominantly black and ethnic-white 
(Peterson 2023). Perhaps the most supportable conclusion is that racism 
sometimes played a role in the purposes to which zoning was put, but the 
level of racism in society is not a good predictor of the stringency of zoning 
over time, since especially restrictive forms of zoning first emerged in the 
1960s and then spread to fast-growing regions during the period from the 
1970s through the 2000s.
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In fact, a social trend that tracks better with the rise of especially re-
strictive zoning is the spread of anti-growth environmental attitudes in 
the 1960s and 1970s (Fischel 2015). During this era, environmentalism was 
closely associated with anti-population-growth views, and ultra-low-densi-
ty zoning seems to have emerged first in places with strong environmental 
movements. Up to the present day, local Sierra Club chapters have often 
been key vehicles for anti-housing activism (Elmendorf 2023), despite the 
fact that low-density zoning in metropolitan areas tends to encourage sprawl.

2. How Zoning Works

The basic role of zoning is to separate potentially annoying or noxious 
uses from residential neighborhoods. Economist William Fischel calls this 
“good housekeeping zoning” (Fischel 2015, 325). 

Traditional zoning isn’t the only way to regulate nuisances. One former 
city planner and zoning skeptic notes that, rather than dividing a city into 
districts with different permitted uses, ordinances could simply specify 
that obnoxious uses may not locate within a certain distance from an ex-
isting home (Gray 2022). Under traditional zoning, a nuisance use can be 
located close to a home so long as it’s just over the line in a zoning district 
where that use is allowed.

From early on, zoning went beyond regulating genuine nuisances. The famous 
Euclid v. Ambler Supreme Court case that upheld the constitutionality of zon-
ing in 1926 was about an ordinance that forbade the building of apartments 
in one part of the village of Euclid, Ohio. The majority opinion held that re-
stricting apartments was a reasonable use of the government’s police power, 
since “very often the apartment house is a mere parasite, constructed in order 
to take advantage of the open spaces and attractive surroundings created by 
the residential character of the district,” and apartment houses in residential 
districts “come very near to being nuisances” (272 US 394–95). 

Today, almost all zoning ordinances limit residential densities, even in the 
most densely populated neighborhoods in the country. Setting aside land for 
detached, single-family housing is also standard. Single-family zoning is virtu-
ally unknown outside the US and Canada (Hirt 2014), but limits on residential 
densities are near universal (Hughes 2025). Limits on densities may, within 
reason, safeguard the value of residential properties in a neighborhood.
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Another application of zoning is to make sure that new development “pays 
its own way.” If new development requires building roads or expanding 
schools, zoning regulations can require the development to pay enough 
in property taxes to cover the marginal cost of providing these services. 
Requiring that new homes purchase a lot of land with their house, through 
minimum lot sizes, might be a roundabout way of doing this.

Another, arguably simpler way of ensuring that developments make fiscal 
sense for the local community is to use narrowly constructed impact fees. 
Impact fees are payments that property owners have to make in order 
to build a certain kind of development. These funds can then be used to 
upgrade infrastructure, hire teachers, or otherwise fulfill the need created 
by the new development.

Like any other government exaction, impact fees can be — and often have 
been — abused. They only make sense if they cover the net cost of a de-
velopment to local property taxpayers. Since development typically raises 
the value of property substantially, it always pays at least part of its own 
way. The most credible academic research on this question suggests that 
multifamily housing and small-lot single-family subdivisions tend to pay 
their own way fully through their added property tax revenues, at least 
when it comes to school enrollment impacts (Gallagher 2016; 2019). If 
that’s true, then it wouldn’t make sense to impose school impact fees on 
these types of developments.

If a property owner wants to do something that is prohibited under zoning, 
localities offer processes for various exceptions. It’s impossible for a zoning 
ordinance and a zoning map to anticipate all possible valuable uses for ev-
ery specific piece of land for all time. The most typical process is to obtain 
a “variance,” or a waiver of the zoning regulations in a particular instance. 

Alternatively, the map itself can be changed through a rezoning — but this 
process usually makes sense only for large projects. These processes are 
at least somewhat discretionary; a property owner is never entitled to a 
variance or a rezoning.



The Economics of Zoning, Explained

7

3. Understanding Your Local Zoning

To see what kinds of regulations your area has, you can look up your local 
zoning or development ordinances and zoning map. Here’s what to look for.

In larger towns that have the assistance of professional staff in drawing up 
regulations, ordinances will typically have a table of uses and a table of di-
mensional regulations. The table of uses will tell you what uses are allowed 
or prohibited in each district, and the table of dimensional regulations will 
tell you the minimum and maximum requirements for lots and buildings.

Figure 1 (next page) shows a portion of a table of uses from Nashua, New 
Hampshire’s zoning ordinance. Like the vast majority of other zoning ordi-
nances in the US, the Nashua ordinance considers a use prohibited unless 
it is expressly permitted. Some uses are only permitted if they are “acces-
sory” to specific other uses, that is, they are not the main use of the land. 
Some uses are neither permitted nor prohibited outright, but require a 
special permit from a land-use board. These special permits are typically 
offered on a partially discretionary basis, such that a landowner has to 
prove that the new use will meet pre-established criteria.
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Figure 1: Part of Nashua, New Hampshire’s Table of Uses

As you can see from Figure 1 (above), the commercial uses that happen to 
be listed here — different kinds of lodging establishments — are not a per-
mitted use in any of the residential districts, but they are in the downtown 
and business districts, and they are allowed by a special permit in some of 
the urban residential districts. This kind of separation of uses is typical.
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Home businesses, however, are treated as an accessory use. Most zoning 
ordinances will allow home-based businesses in at least some neighbor-
hoods, but they typically impose restrictions such as maximum square 
footage or maximum number of employees, to limit the size and impact 
of these businesses.

The zoning districts in the columns of Figure 1 (previous page) are plotted 
on a zoning map. Figure 2 (below) displays a portion of the zoning map 
for Nashua. There are two types of zoning districts on this map: base dis-
tricts and overlays. Base districts correspond to the regulations that apply 
outside an overlay. An overlay district modifies the regulations in the base 
district in certain respects (but not others). These modifications could 
make the regulations stricter or less strict.

Figure 2: A Portion of Nashua’s Zoning Map

Finally, Figure 3 (next page) shows a portion of Nashua’s table of dimen-
sional regulations. These regulations limit how much you can build. Maxi-
mum density regulations limit the number of dwelling units you can build 
per acre. Minimum lot sizes tell you how much land you must have per 
house. Minimum setbacks tell you how far back the building must sit 
relative to lot lines. Maximum setbacks are less common but are gain-
ing in popularity as planners lose interest in the high-modernist ideal of 
low-slung buildings surrounded by seas of grass and asphalt. Floor area 
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ratios limit how much floor space you can build relative to the size of the 
lot; they’re an especially complex way to limit building space. Finally, 
minimum open space percentages, sometimes specified as maximum lot 
coverages, are in theory justified as a flood-prevention measure, making 
sure there’s enough space for rainwater to permeate the soil. To use them 
properly for flood prevention, however, they would need to scale with the 
size of lots and the flood-proneness of the surrounding area. It might be 
more efficient sometimes just to pay people to keep some land as open 
space.

Figure 3: Nashua’s Table of Dimensional Regulations
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Regulating uses and dimensions aren’t all that zoning ordinances do, but 
they’re among the most consequential. A nationwide project to map and 
tabulate key zoning ordinances affecting housing development is underway: 
the National Zoning Atlas. If you’re lucky enough to have your area covered 
by this atlas, you can dig into the data and see what types of housing are 
allowed where. The “snapshots” tool lets you compare jurisdictions by the 
percentage of land area they make available for certain types of housing.

4. The Consequences of Zoning

Economists pay attention to zoning because zoning makes it harder and 
more costly to build housing. Zoning is also often the only tool residents 
possess to limit nearby land uses that may lower their own property values 
without constituting true nuisances.

Everyone agrees zoning raises the cost of housing, but debate continues 
over whether it does so primarily by restricting supply, or also by increas-
ing demand. If zoning is a wise tool for regulating nuisances and making 
neighborhoods more pleasant, it should boost housing demand as well as 
constrain supply.

Zoning limits housing supply in two ways: raising monetary costs and 
raising time costs. We have already seen the first of these. Zoning often 
requires more land to be used to build than a property owner might prefer 
to buy. Zoning can also raise the monetary cost of building by requiring 
particular building features, such as parking spaces.

Zoning also raises the time cost of building housing. Getting approvals, 
especially for special permits or variances, takes time — often an uncertain 
amount of time.

Zoning raises the cost of housing in a way that more closely resembles a 
fixed, per-unit tax than a tax that scales with the value of the property 
(“ad valorem”). Developers have an incentive to develop higher-priced 
properties, so that the fixed “land use tax” represents a smaller propor-
tion of the ultimate sale price. For this reason, we should be cautious 
about attributing rising housing costs solely to larger and higher-quality 
homes. Houses are probably inefficiently large and high-quality, especial-
ly in more regulated regions. Lots of Americans want starter homes but 
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are unable to find them, because even a small house is costly to build in a 
manner consistent with zoning.

Some economists have found that zoning can raise the demand for housing 
and make neighborhoods nicer to live in, compared to the alternative of 
completely unregulated land use (Speyrer 1989; Lin 2024; Gyourko and 
McCulloch 2024).

Quite a few studies have found that stricter zoning makes housing devel-
opment more costly and less efficient, and may even account for the oth-
erwise hard-to-explain decline in construction productivity in the United 
States (Siegan 1972; Glaeser et al. 2005; Hsieh and Moretti 2019; Molloy 
2020; D’Amico et al. 2024). 

One of the most startling examples of this phenomenon comes from Palo 
Alto, California, home to Stanford University and the headquarters of HP 
and the former headquarters of Tesla. Even at the very center of the global 
tech economy, most of the housing in Palo Alto is restricted to low-slung, 
single-family neighborhoods because of zoning laws. The only part of town 
where housing is legal to build at significant density is far away from corpo-
rate headquarters, next to San Francisco Bay and industrial port facilities. 
Still, it receives all the major residential construction (Ellickson 2022).

On the one hand, it’s understandable that homeowners in Palo Alto are 
nervous about allowing big apartment buildings down the block. On the 
other hand, the economic costs of freezing their neighborhoods in amber 
are gigantic. In principle, you could make Palo Alto homeowners better off 
by allowing high-density construction in their neighborhoods and giving 
them a big chunk of the increase in land value that results.2 But traditional 
zoning doesn’t have mechanisms to authorize side payments of this kind.

The national evidence that zoning stringency and housing costs correlate 
is quite strong. For example, Figure 4 (next page) shows that in counties 
with stricter zoning, the ratio of median home value to median household 
income is higher.
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Figure 4: Correlation Between Zoning Stringency and 
Housing Costs 

Adapted from Sorens (2018)

Now, the causality might go both ways. Places that are nicer to live in or boast 
faster wage growth will have higher housing demand and therefore higher 
prices and population growth. That population growth might prompt these 
places to tighten their zoning regulations, yielding a partly spurious correla-
tion between regulatory stringency and housing costs.

But if that alternative causal channel were the main explanation, it would be 
surprising to see more strictly regulated areas experiencing slower population 
growth. That argument depends on zoning being the result of rapid growth, 
rather than the cause of high costs and slow growth. If more strictly regulated 
places show high costs and slow growth, that should fortify our conclusion that 
the high costs are a consequence of strict zoning.

And that’s exactly what we do see. Figure 5 (next page) shows the relationship 
between zoning stringency and net migration rates at the state level. States 
with stricter zoning are losing people to states with looser zoning. This chart 
likely understates the negative causal effect of zoning on net migration, since 
states with historically high migration were more likely to tighten zoning in 
the first place.
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Figure 5: Correlation Between Zoning Stringency and Net 
Migration Rate

Adapted from Sorens (2021)

These charts are suggestive and easy to understand, but from economists’ per-
spective, the only gold-standard evidence of causal effects comes from inter-
ventions that are more plausibly random. Careful studies of zoning regulations 
changes generally find that when regulations are loosened, housing production 
goes up, and housing costs go down, relative to the counterfactual — but the ef-
fect on costs depends on the geographic scale of the change (Cheung et al. 2023; 
Greenaway-McGrevy 2023; Büchler and Lutz 2024). Localized changes have al-
most no effect on local housing costs, while a regional change has a substantial 
effect on regional housing costs.

Zoning should also make commercial and industrial development more difficult 
and costly. In many cases, however, communities are more willing to allow com-
mercial development than residential, since it shifts some of the property tax 
burden away from residential owners. This remains an area of future research, 
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and state policymakers have been exploring ways to relax zoning rules for home-
based commercial uses, such as childcare.

5. Options for Reform
Policymakers have looked to zoning reform in recent years as a way to 
bring down housing costs. This is a partial list of reforms that states and 
cities have been trying.

5.1. Institutional and Process Reforms
Process-level zoning reforms currently being tried include:

•	Providing a quick appeals process or appeals board for zoning denials to 
reduce the time cost of development.

•	Tightening who has standing or may challenge housing-friendly rezonings.

•	Compensating owners for regulatory takings. Under current jurisprudence, 
the federal Constitution only requires compensation for regulatory takings 
that eliminate economically viable uses of land, necessitating state-level 
reforms.34

•	Raising voter turnout by aligning local election calendars to state elections, 
as a motivated minority of anti-building homeowners have outsized pull 
in off-cycle elections (Einstein et al. 2020).

•	Using “shot clocks” to limit the time local boards can delay permit appli-
cations.

•	Allowing builders to use certified third-party inspectors and other private 
agencies.

•	Centralizing zoning, allowing state government to define all the possible 
zoning districts that its local governments can use, allowing local govern-
ments to then map these districts as they like. This approach raises the risk 
that anti-housing groups will focus on state-level influence.

•	Decentralizing zoning by allowing neighborhoods or even single streets to 
opt out of local zoning, if they recognize the financial benefit in allowing 
more housing to be built. 

•	Making covenants more attractive, including authorizing city governments 
to use their own resources to enforce private covenants (Gray 2022).
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5.2. Zoning Preemption
State governments could simply preempt local zoning in some areas, giv-
ing landowners defined rights to develop certain kinds of housing.

•	Build starter homes. In 2025, Texas enacted the first limit on minimum lot 
sizes in cities, making it easier to build subdivisions of small-lot homes.

•	Promote “missing middle” reforms. Some states have ended sin-
gle-family zoning in larger cities or in areas that have access to water 
and sewer infrastructure, allowing developers to build out the “missing 
middle” typologies: duplexes, triplexes, and fourplexes.

•	Reduce parking minimums. Parking minimums are one of the most 
irrational land-use controls, and more than 100 cities have limited or 
abolished them.

•	Legalize accessory dwelling units. Quite a few states have now passed 
laws giving single-family homeowners the right to build a small apart-
ment or tiny home on their lot.

•	Legalize manufactured housing. States are increasingly requiring local 
governments to allow manufactured housing wherever they allow sin-
gle-family housing.

•	Legalize single-room occupancies, allowing dorm-like arrangements 
with shared kitchens or bathrooms, which function as the lowest rung 
on the housing ladder and may do the most to reduce homelessness.

5.3. Financial Incentives
Many states now offer some financial incentives or technical assistance to lo-
cal governments that want to reform zoning in a housing-friendly direction. 
Some states now give additional infrastructure dollars to local governments 
that permit more housing. New Hampshire’s Housing Champions program 
is an example. The ROAD to Housing Act that recently passed the US Senate 
would do the same with some federal funds. 

Financial incentives work best when localities must demonstrate a real in-
crease in permitting, not just a legal change, as a condition of continuing to 
receive the incentive. Localities have innumerable ways to block or discour-
age projects they don’t want, so actual permitting data reveal a community’s 
regulatory stance more accurately than the text of its zoning ordinances.
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6. Advantages and Alternatives to Zoning
Many Americans believe that zoning serves useful functions in protecting 
their quality of life and property values. In established neighborhoods, 
private covenants are difficult to create, making zoning the primary way to 
govern land use. Economics helps clarify the tradeoffs of zoning and how 
it can be reformed to serve its essential functions at lower cost.

For more on the politics and economics of zoning and how to reform it, 
see my AIER white paper, “Unbundling Zoning.”
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2  This kind of deal is what economists call a “Coasean bargain” (Coase 1960). It 
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