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PREFACE 

Urban land economics deals with the processes and patterns of land 
utilization where man and his artifacts are assembled in communities. 
The subject matter is embraced within the framework of general land 
economics, which covers the utilization of the entire earth's surface and 
"the natural forces and productive powers above or below that space 
over which the owner has property rights." 1 In turn, land economics 
is but a branch of general economics; economics is a study of the wealth
getting and wealth-spending activities of man and is therefore a study 
of human behavior. When such behavior is consistent and prepictable, 
hypotheses and principles are derived which are the foundatiobs of the 
science of economics. 

The subject matter of economics has become highly specialized as 
various economists have refined our understanding of particular areas 
of economic behavior. Thus we have such branches as agricultural eco
nomics, finance, international trade, labor economics, and land economics. 
These several branches of economics are not to be viewed as separate 
building blocks assembled to create a general economic science. The 
branches are overlapping and intermingled in content. They are inte
grated through the agency of a set of general principles that comprise 
"economic theory." This conceptual framework of theory is the starting 
point for inquiry in all the branches of economics; explorations in any 
one of the branches may lead to modifications and revisions of this 
framework. 

There has long been a need for an organized body of knowledge as a 
guide for individual business decisions and public-policy determinations 
affecting urban land utilization. The aggregate of attention to urban 
land economics within the last thirty years is small, so that we are still 
at an early stage in the development of this branch of economics. 
Enough of fact and understanding has accumulated, however, so that 
the framework or rationale may be discerned and so that there is some 

1 Ely, R. T., and G. S. Wehrwein, Land Economics (New York: The Macmillan 
Company, 1940), p. vi. 
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vi PREFACE 

meat on the bones. This volume is an attempt at a basic statement; in 
a field that is immature it can hardly be a final statement. 

Our purpose is to present an orderly body of facts and principles that 
have more or less direct application to the utilization of urban land. 
Because the processes of land use are essentially economic processes, the 
subject matter is properly classified as economics. Most of the princi
ples to be discussed are drawn from the general framework of economic 
theory but are presented here in their special application to land utiliza
tion. The very organization of the book is derived from the funda
mental economic concept of the market. 

The thesis of this volume is that the determination of urban land use 
is a market process. The use that is made of each parcel is the result 
of economic competition alnong alternative uses. Thus the processes of 
city growth are economic processes and the pattern of land use is the 
product of the urban land market. Accordingly, the major divisions of 
the primary subject matter in this book are demand, supply, and market 
interactions. 

The first chapter deals with the commodity that is traded in the 
marke~rights in land. The discussion is placed within an institutional 

. context because an understanding of the institution of private property 
and itS dynamic nature is essential to an understanding of economic 
processes in the urban land market, where institutional factors are of 
such great influence. · 

The next group of chapters presents the demand factors in the urban 
land market. The underlying forces of urbanism are described and are 
found to be economic in character. The city is analyzed as a social 
organism; the noneconomic aspects of demand for the services of land 
are considered. The special nature of the demand for various types of 
land use is analyzed with particular attention to the demand for housing. 

In the presentation of the supply side of the market, there are descrip
tive and analytical discussions of the construction industry and the 
building process. The importance of urban land credit in the operations 
of the re~l estate market is recognized in the chapters on real estate 
finance. Special attention is given to the home mortgage market and 
to the growth and repercussions of federal intervention. 

The culminating subject matter in the consideration of the urban land 
market first covers an analysis of market functions and organization, 
with a separate chapter on the housing market. Land income and value 
are next discussed as intermediate products of market forces, for it is 
the comparative productivity of alternative forms of cand use that is the 
primary determinant of the final employment of each parcel. Finally, 
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CHAPTER 1 

THE INSTITUTIONAL .ASPECTS OF REAL 
PROPERTY 

The commodity traded in the real estate :market takes the form of 
rights in land. These rights are found il'.l. a wide variety of combinations 
constituting various forms of ownership or tenure, which have evolved 
out of the necessities of commerce and to meet the need for split interests 
in land. The privileges and duties of ownership enforced by the rules of 
law, together with the limitations imposed by society through law and 
regulation, constitute the modern institution of property, under whose 
aegis all transactions in real estate are consummated. ·-

The first task is to identify the property. object, urban land~ and to 
consider the physical characteristics of land. Attention will then be given 
to the institution of property, its origins and evolution, for it is this social 
institution which has crystallized the rights in land into merchantable 
entities, and it is property and contract that are the very foundation of 
our economic order. Finally, there is to be a brief discussion of the more 
common interests in land, subdivisions of that bundle of rights in real 
estate which constitutes full OV~<"Dership. There can be no attempt to 
present the voluminous rules of law that determine the precise content 
of each of these variant interests in land. For that, the student is re
ferred to one of the many excellent treatises on real property law.1 

There will be, however, a definition sufficiently descriptive to reveal 
the fundamental rights and privileges in each form of ownership or ten
ure. 

tQrban Land Defi~ed j 
The early economists considered land as coextensive with all natural 

resources. One writer has expressed this concept as follows: " ... land . 
1 McChesney, N. W., Principles of Real Estate Law (New York: The Macmillan 

Company, 1927); Grange, W. J., Real Estate (New York: The Ronald Press Com
pany, 1937); Kratovil, Robert, Real Estate Law (NeWJ York: Prentice-Hall, Inc., 
1946). 

1 



2 URBAN LAND ECONOMICS 

is •.. the complex of natural opportunities offered to labor and cap- · 
ital." 11 But we shall adopt the more physical view that the word "land" 
refers to the crust of the earth and the epace above it: That which we 
consider to b€nd may be classified as follows: 8 

r 

/ I. Surface land 
./ 

A. Agricultural land 
B. Forest land 
C. Land for transportation and communication 
D. Recreational land 
E. Land for site purposes 

1. Urban-transportation 
manufacturing 
mercantile 
residential 
recreational 
institutional 

2. Non urban building sites 
II. Water resources · 

III. Subsurface mineral rights 
IV. Supersurface air rights 

Urban land, then, is surface land of economic value as the location 
.of various land uses within urban areas.) The term "urban" is difficult 
to define with exactness. There is no difficulty in recognizing the main 
body of a city or town, characterized by a more or less dense agglomera
tipn of people and· buildings. But within the urban-rural fringe, where 
city and co~try meet, it is difficult to establish definite boundaries for 
strictly urban land. In· fact(!he city, in a broad sense, is composed 
of a number of overlapping and irregular zones of political, social, and 
economic influence, each zone with its focus in the same central urban 
nucleu~ but with the periphery of each zone geographically independent 
of the other zones. There is no single boundary marking the terminus of 
all urban influences. The bulk of this. book is to be concerned with the 
characteristics of urban land, so that we shall be in a much better po~i
tion to define it at tl;le end than at the start. Suffice it to say here that 
we are concerned with land ·tliat exhibits the characteristics of urban 
land, land that,'"in the opinions of men who own it or are negotiating for . . 

2Geiger, G. R., The Theory of the Land Question (New York: The Macmillan 
Company, 1936}, p. 17. 

a Classification after Ely, R. T., and G. S. Wehrwein, Land Economics (Ann Arbor, 
. Mich.; Edwards Bros., Inc., 1936,. subsequently published by The Macmillan Com

. 'pany, New York, 1940}, p. 5. 
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it, is now used or is destined to be used for activities that are charac
teristic of q{ban areas. 

,~,·. . 
Physical Characteristics of Urban Land 

he economic characteristics of an are in part determined .by the · 
physical characteristic'0 Certainly the physical ~but~ of any com- · ' 

-c-niodity are factors of great weight in determining the processes of pro- · 
t duction, the channels and techniques of distribution, and the nature 
"\. of its use or consumption. · 
~~@pac!. · The most significant physical dimension of urban land is area . 
..=::tV' e shall see that, in dealing in urban land, the commodity traded is the 

control of space, for land of this class derives its value from use as th~. 
site or locus of buildings and other improveme§ I~_ is _true, _further
more, that the shape oG£e space is of importance m determining the use 
to which it can be put.\ For example, a deep, narrow parcel located in a 
bnsiness district might be suitable only for a parking lot or small store 
building, whereas a parcel of the same area, but with greater frontage 
and less depth might provide the site for an office building. (Xhus both 
the space provided and the shape of that space are physical character-

\ istics of urban land that influence economic behaviiJ -· · 
') lmmobilit . The space on the earth's surface cannot be moved or 

~ansported. J~ach unit lies in an immutable physical relationship with 
every otherynit: (Th?s urban land must be used where it is found and 
cannot be shifted to a more favorable mark_£]' It lies helplessly vull!.er
able to external social and economic forces which determine its use and 
influence its value. 

1\ lndestructibilit . Space on the earth's surface cannot be created or 
J destroyed. Unlike the buildings with which it is combined to produce the 

services of urban real estate, space cannot become depleted, though the 
buildings fall and the city disappear. 

-;:) Heterogeneity. The geometric division of the earth's surface into areal 
~11m s o ownership has imparted to each unit an individuality that arises 

from its geological characteristics and from its special geometric relation
ship' to every other unjtr ·and to the several elements of the physical 
worg;:) No two building lots are oriented identically with respect to 
any other lot or "to all lots, nor with respect to the wind and the sun. 
These differences may or may not have economic significance. However~ 
~ortant physical variations often do exist between locations ~nd weigh 

heavily in the determination of va~ In addition to ~ifferences in o.rien
tation, there are differences in soil conditions which affect the cost of 
erecting buildings or improvements on the site. (,Variation in costs of 

• 
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improvement as well as in desirability for various uses may arise from 
differences in contour, gradient, and elevati~ 

[The Public Dom~ ' 
In Colonial days in this country, the King of England, as original 

owner of all land claimed for the British Crown, conveyed large tracts to 
proprietors and companies for exploitation. \in some cases, these owners 
established forms of feudal tenure, but most"'"of the land was ultimately 
sold or granted to individual settl~ ~fter the Revolutionary War, the 
last remnants of feudalism were wiped out by legislat~~ The Federal 
government came to own the public domain, which inc uded vast areas 

·J;tretching west from the original thirteen states. The public domain was 
·. ~xtended by purchase, conquest, and treaty, and a total of 1,309,591,680 
a~res came under the full control of the Federal government.• Under 
the Constitution, the states or territories had no original rights in such 
land. ITt became a national policy to alienate or sell off to private owners 
the. ptilili'c domain. This policy was based on the belief that the wide 
extension of land ownership would result in the highest productivity for 
the nati~Furthermore, the revenue from the sale of the public domain 
was counted on to get the country out of debt. The practice of retain
ing public lands in ·government ownership for recreational purposes did 
not come until 1872, when Yellowstone National Park was established. 
The first reservation of forest lands came in 1891.11 

. Much of the public domain was sold off at a price that, from 1820 to 
189'1, was stabilized at $1.25 per acre regardless of quality.8 Under the 
homestead law, passed in 1862, land was granted free to a settler who 
would occupy and improve his homestead. At the end of five years of 
occupancy, a deed or patent was issued to the settler granting him full 
ownership. This patent or deed from the United States government, 
whether the land was acquired by purchase or under the homestead plan,_ 
beca:rqe the basis of all subsequent ownerships in the chain of title. 

Two-thirds of all the land area of the United States has been disposed 
of under the various land acts. There remains in public ownership some 
430 million acres, of which about one-half is administered by some 
branch of the Federal government for recreational, conservation, and 
other purposes; much of the balance of the public lands is unreserved and 
unappropriated, but an additional 142 million acres is reserved as graz
ing districts.' 

•Ely; R. T., and G. S. Wehrw,ein, Land Economics (New York: The Macmillan 
Company, 1940), p. 89. 

II Ibid., p. 90. T Ibid., p. 96. 
8 /bid .. ·; 
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1 fan# M ~~ement and Descriptio~ 
t:'£lie ancient method for describing tracts of land was known as "de

scription by metes and bounds:J This method, which is still used under 
some circumstance~volves reference to certain natural landmarks such 
as trees, stones, or the confluence of riveEiJ The description begins· at 
some point located with reference to a natural landmark and sets forth 
the directions and distances that define the boundary of the plot from 
the point of origin to succeeding points around its perimeter until the 
point of origin is once more reached. This method of description is still 
used in the older sections of this country. However, it has the obvious 
disadvantage of requiring unusual care and precision in order to avoid 
errors. Furthermore, the landmarks occasionally disappear and the 
points of reference shift with the passage of time. 

Much of this country was originally surveyed by the Federal govern
ment before the public domain was sold off to private individuals. In 
the process of surveying, lines of reference were established and per
manent monuments installed so that there is provided a convenient and 
certain method of land description. In the process of the original gov
ernment survey the country was marked off with 20 principal meridians 
or lines running directly north and south. At intervals of 6 miies, lines 
were run parallel with the principal meridians. However, because of the 
curvature of the earth, the lines dividing the land into 6-mile strips 
gradually converged, so that it was necessary to correct the lines every 
24 miles. The main east and west lines were called "base lines," .. and 
lines were run parallel to the base lines every 6 miles. The result of 
this process was to produce blocks of approximately 6 miles square, 
which are known as "townships." The townships were surveyed and cut 
into squares of 1 mile on each dimension, which are known as "sections." 
Each section contains approximately 640 acres. These sections have 
been customarily subdivided into halves or quarters and even smaller 
fractions to accommodate the normal units of ownership in agricultural 
areas. 

When it is necessary to describe plots of land of relatively small 
dimensions, such as city lots, direct reference to the original survey be
comes cumbersome. This difficulty has been overcome by the practice 
of recording entire subdivisions and referring to individual lots by lot 
and block number. When subdivisions are originally laid out, a map is 
prepared that is keyed into the government survey. The entire tract 
is identified by an exact legal description; which is certified to by the 
surveyor and the owner. When the proposed subdivision has met all 
legal requirements and has been approved by the authorities, their ap-
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proval is indicated on the map and the map is filed with the official re
cording office for entrance into the official plat book. This map becomes 
a matter ol public record and the individual lots in the subdivision may 
be described simply by reference to the lot number and block number 

·.·and the recorded name of the subdivision.8 

~~·Institution of Properti) 
': In its popular connotation,fue term "property" refers to land and 

buildings in the case of real property and to various movable articles in 
. the case of personal property. But the real estate market deals in rights, 
·not directly in the land and buildings that are the property objectJ For 

.. instanceqn making a le1se, the right of possession is exchange<rfor a 
considera ton known as "rent'." In an outright sale of land, full owner
ship involving a complex of rights is the economic good that changes 
h~~:nds. These rights, and the legal limitations that define them, are con
stituents of t~e- s~Cial institution of prope@ 

~
~operty, in the sense of ownership, has been defined as "the exclusive 
ight to control an economic good." 9 Pr2P._erty has no significance where 

ihe property object has no economic val~ Property raises a wall about 
. ownership to exclude all others. Property cannot defend itself and can
not exist without an enforcing agency created by society.10 Only human 
beings have the capacity for ownership; property would have no meaning 
outside the realm of human relationships, for property cannot exclude 
others where no others exist. 

IThe distinction between public and private property is based upon the 
n~e of the owner. Private property is controlled by individuals or 
organizations of individuals such as corporations and partnerships. Pub
lic property belongs to governmental agencies. There is another property 
type known as "qualified property" to cover objects that have an un
certain sta~ such as wild fish and game, which are the property of 
the state UD;til shot or captured and which thereupon become private 
property provided that the game laws of the state were not violated.11 

Various explanations of the origjns o{Private prope~have been ad
vanced. For instance, property is@"~metimes explained as a natural rig@ 
Again, in Roman law,. the right o property is based on occupancy or 

' s Fisher, Ernest M., Advanced Principles of Real Estate Practice (New York: 
The Macmillan Company, 1930),.pp. 54-57. 

u Ely, R. T.,. Property and Contract in Their Relation to the Distribution of 
Wealth (New York: ·Th~ Macmillan Company, 1914), vol. I, pp. 101-102. 

lODorau, H. B., and" A. G .. Hinman, Urban Land Economics (New York: The 
Macmillan Company, 1928), Chaps. 16 and 17. 

11 Ely and Wehrwein, op. cit., pp. 76-77. 
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seizure. Others have contended that the individual has inherent rights 
in that which he produces by his own labor. The theistic conception is 
that property is ordained by God.12 J But none of these explanations 
properly takes account of the evolutionary aspects of private property. 
They fail to recognize the fact that property and society hav~ evolved 
side by side, that property has been continually reshaped to meet the 
changing economic and social needs of men. Thus we arrive at the social'. 
theory of property, which explains the institution as having evolved as 
..!!__medium for the promotion of the general welfare. It follows, then, that 
since society is dynamic, so must be the institution of property, to be 
subjected to constant alteration as man's notions of the general welfare. 
shift and evolve and as technological advance calls for new patterns· t>f 
social organization.18 ' • · 

We are inclined to take for granted this basic institution of property, 
which has evolved with our economic organization and is an essent\al 1 

part of it. Down through the centuries, property has been molded and 
fitted to the needs of the social organization, needs that are ever changing 
through the broadening of knowledge, the surges of social movi'!ments, 
the slow changes in the social mind, and the advances of technology.,, 
In order to clarify the evolutionary nature of the property institution it iJ 
will be well briefly to sketch its development and to illustrate the point 
that changes in the property concept have been associated with changes 
in man's way of life and with advances in technology. 

Primitive manlin the earliest stage~subsisted by the direct appropria
tion of the gifts ~nature in the for~of game, berries, and fruits. (band 
had no value and belonged to no one in particul~ave for an ephemeral 
claim that existed so long as o~ancy lasted but could not be main
tained against a stronger man. @ith the development of a crude social 
organization, taking the form of the clan or tribe, came the tribal sanc
tion to the evolving notion that each individual was~ be protected in 
the ownership of that which he had captured or ma~ The tribal en
forcement of these rights was found to be necessary to tribal unity, but 
recognition was not extended beyond the possessions of those persons 
comprising the clan. en came the pastoral stage and with it the be
ginnings of the family as a primary social unit. Land became directly 
productive for grazing.purposes, and differences in quality came to im
part special value to certain tracts. Land .was no longer a free g_~ 
There arose the notion of tribal rights in areas where the herds of the 
clan were accustomed to graze. Boundary disputes between 'tribes were 
in themselves a recognition of tribal rights in laD;d. 'But land -p.sed for 

12 Ely, op. cit., vol. II, Chap. 22. 
13 lbid., p. 546 and Chap. 6. See also Ely and Wehrwein, op. cit., pp. 99-106. 
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pasturage, as well as theUaJLd within the communal enclosure, was the 
common property of the tri§J and no individual could claim any portion 
of it as his own. 
~griculture increased in importance, the notion already accepted in 

the case of personal property, to the effect that a man must be pro
tected in what he produced, came to be applied to 1~ At first, how
'ever, agriculture was cooperative. Then, as the family unit became more 
·important, temporary assignments of separate plots were made to each 
family, at first for one season only. f Later, in recognition of a kind of 
equity evolving from the improvemenhf producti~ by special skill or 
exceptio~! industry, the assignments extended over a number of crop 
years. The next step was the development of permanent possession vested 
in the pa riarchal or collecthre fam~ Individual hereditary property 
finally evolved as the patriarchal holdings began to be split up among 
th.e sons who founded new families and as the patriarchal system of 
family organization declined. The institution of private property has 
continued to evolve from this point in its history, but the changes have 
been less fundamental than those which have been already outlined.14 

.. {Fewi:tz Tenu§ 
The major evolutionary shift in recent centuries in the institution of 

property was the disappearance of·the feudal system of holding. In 
the manorial-feudal era through which the E~opean nations passed(the 
ownership of all land was vested in the king. Lords of various r~s 
under the king were granted rights in large tracts in retUrn for obliga
tiotis and services, which usually included the provision of men and arms 
for the royal linri.,D. ~asants and serfs under the lords were granted 
limited rights in land in return for rents and servic0 From this system 
there gradually emerged our modern form of free proprietorship as the 
required services were converted into money rents and continuing ob
ligations were extinguished by lump-sum payments.16 

LRealty, Personalty, and Fixtu;eBJ 
Properlyrlghts imply law, for law must define property and provide 

the vehicle of enforcement by society. It is by this means that possession 

lfDorau and Hinman, op. cit., pp. 262jJ. See also: North, N. L., and D. Van 
Buren, Real Estate Titles and Conveyancing (New York: Prentice-Hall, Inc., 1927), 
p. 2; Laveleye, Emile De, PTimitive Property (London: Macmillan & Co., Ltd., 
1878, translated from the French by G. R. L. Marriott), pp. 3jJ.; Lewinski, J., The 
Origin of Property (London: Constable & Co., Ltd., 1913); Lafargue, P., The Evo
lution of Property (Chicago: Charles H. Kerr and Company, 1910). 

l&EJy and Wehrwein, op. cit., p. 8. 
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resolves into property. It will be recalled that property in personal ob
jects developed earlier than private ownership in land. In both cases, 
the basic conce~ of ownership was the same and probably arose for the 
same reasons.f:::G. the case of personal objects, there was the notion that 
it was mutuallY\dvantageous for all men to join in protecting the owner .. 
ship of each individual in the things that he produced.rin the case of 
land, it came to be recognized that an individual could a~ value to land 
by his efforts in grading and working the soil, draining it, :-~ding 
fertilizer, thus creating an equity to be protected by group ac · . Al
though the underlying ideas of property are similar for both personal and 
real property, the rult:s of law that have grown up about them differ 
in material respects. (the reasons for these differences are found in ~ 
special physical and economic characteristics of the property objec~ 
For example~d is :fixed and cannot be moved or concealed, whereas 
most.items o persona.{ property are transportable and small enough t<? 
be hidden from sig~ Again, the units of land ordinarily dealt in are 
of relatively great value as compared with units of personal property.~ 
fact, in early times, most wealth was in the form of landed prope® 
Another factor in the development of special rules for real property 1s 
found in the origins of English common law under the feudal system of 
land tenure, wherein land was held from an overlord whereas personal 
property was free of such claims. 

The basic differences in the rules of law governing real property · 
(realty) and personal property (personalty) give importance to a care
ful distinction between these two classes of property. A few examples of 
the legal effect of these differences are in point.18 · 

1. In general, the transfer of title in real estate is by a written in-:1 
strument, whereas the ownership of personalty may usually be transferred 
by delivery. 

2. Estates of curtesy and dower apply to realty but not to personalty. 
3. The rules governing the disposition of property upon the death of 

the owner differ substantially as between personalty and realty. 
4. Creditors usua.lly cannot levy upon realty until personalty has been 

exhausted. 
'. 5. The laws of the state in which realty is located govern the interests 
in it, whereas personalty is controlled by the laws of the state in which 
the owner is domiciled. 
· For most purposes, realty, or real estate, refers to land, buildings, 
and those objects which are permanently and definitely affixed thereto. 
All things not realty are personalty. On the border line between these 
two classes of property are found fixtures, articles that have the primary 

18 North and Van Buren, op. cit., p, 27. 



10 . URBAN LAND ECONOMICS 

characteristics of personalty but which have become so much a part of 
the land that they have assumed the characteristics of realty.J Frequent 
disputes arise in connection with the sale of real estate concern),1lg whether 
or not certain items are rightfully a part of the property. \Jkms that 
can be identified as fixtures go with the land even if not specificaUy men· 
tloned in the contract or deed. For example, in the sale of a house, the 
question may arise as to whether or not the window shades, the re· 
frigerator, or the awnings go with the hous~ Similar questions often 
arise between landlord and tenant, mortgagee and owner, and mortgagee 
and holder of a chattel mortgage. 

While no inclusive rule can be stated as a basis for defining fixtures, 
it is generally true that the method of attachment to the land and build· 
ing, the use to which the attachment is put, and the intention of the 
parties are the controlling considerations.~ between mortgagor and 
mortgagee, articles are generally assumed to be a part of the property 
unless it was clearly not the intent of the owner. The law favors the 
tenant in his right to remove at the end of his lease the fixtures that he 
has installed such as counters, shelves, and electrical appliances, but 
where he has made permanent improvements the removal of which would 
injure the property, he may not dismantle the~Most of the disputes 
that arise in real estate transactions because of the difficulty of defining 
fixtures may be avoided by an adequate statement in the written in· 
strument, contract, deed, mortgage, or lease, covering the intent of the 
parties with respect to every item not indisputably an integral part 
of the property. 

! . 

[Eor~ of Owner~iJ 
Ownership has been frequently described as a bundle of rights. In 

the present state of its development, the institution of private property 
does not permit an individual absolute and unlimited rights in land. His 
rights may be exclusive of other individuals, but, as we have seen, 
society has reserved certain rights, such as taxation and eminent domain, 
and exercises a control over the right of use. Thus the bundle of rights 
in the hands of an owner has been reduced as the concept of social 
obligation has expanded. 
~ership of real estate is not a simple concept, for ownership may 

take a number of foE§ The rights comprising the complete bundle 
that makes up full ownership may be subdivided and the single rights 
or smaller groups of rights may be conveyed to other persons. Owner
ship may be enjoyed in the present or the future; and it may be that 

11 Grange, op. cit., pp. 303, 304. 
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the privileges are shared ~ong two or more persons under a number 
of possible arrangements.\!..,!.n general, ownership may b~ said to consist 
of the right of use, the right of exclusion, and the right of dispositio€] 
The right of use and the right of exclusion are the bases of the right w 
possession, something allied to but distinct from ownership and the at
tribute of ownership that is the foundation of its value. We think of 
complete ownership as inclusive of all rights, except those reserved by 
the state. The subdivisions of ownership composed of single rights or 
groups of rights are known as "estates." 18 All the legal implications 
of these many forms of ownership are too complicated to be considered 
here; the reader is referred to one of the standard works on real estate 
law. We shall limit our consideration to the more common forms of 
estates. • . -, 
(Fee Simple Estate. A fee simple estate is the highest form of owners4!2J 

un""der existing law. (fi. inclu~es all the fundamental rights of use, ex- ! 
elusion, and disposition, limited only by the rights reserved to the stati:} 
In common parlance, the holder of a fee simple estate is known as the 
"owner," although the term is sometimes loosely used to describe the 
purchaser of a property where & long-term contract for deed is involv~ 
The fee simple estate is classm)a by the law as a freehold estate 18 and · 
as an estate of inheritance. ~is of perpetual duration, belonging to 
the owner and his heirs forever or until it is conveyed to anotbW 
(yt~ Estate. A life estate is a freehold estate not of inheritance. It 

creates an ownership that endures during the life of the holder, terminat
ing at his death and either reverting to the grantor or passing to a third . 
person, known as the "remainderma0 It is important to note that 
the interest created by a life estate is entirely extinguished at the death 
of the original holder whether or not he has disposed of his interest to 
a~ther. ~ estates are most frequently created by ~ 
~tates Pur Autre Vie. An estate pur autre vie is a freeho d estate that 

endures for the life of some third person, neither the grantor nor the 
grante,V An example is the interest in real property that is granted a 
husband by his father-in-law for the duration of the life of his wife. 
(Dower and Curtesy. The right of dower exists in its common-law form 

in'--nbout one-half ..o.( our states, but elsewhere it has been abolished or 
modified by statu3) Under the original rule, a widow has a one-third 
interest in all the real estate which her husband owned, not only at his 

18 Ibid., p. 5. 
19 Fisher (in his Advanced Principlea of Real Estate Practice) defines this type 

of estate as that which is dependent upon the life of an inruvidual, in contrast to 
the les:! than freehold estate, which is independent of life or lives. A freehold estate 
may endure for the length of a life or lives or even longer. 
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death but also at any time during their marriage. This right lies in
choate until the death of the husband and then becomes vested in the 
widow. The statutory modifications by the several states have varied 
both the nature and the extent of this interest. 

Curtesy is the interest of a husband in the property of his wife and 
corresponds to the dower estate. However, it is effective only when there 
are children who may inherit-the property. In most states curtesy has 
been either abolished or modified to ·permit a wife to sell her property 
without the consent of the husband. 
I Hcn:n~stead) In some states there is provided by statute{!_ special 

riglit vested m the owner-occupant of a home whereby the property is 
exempt from the claims of creditors arising from any debt except taxe:D 
The statutes set an upper limit to the amount of this exemption. 
~tate for Years. Estates for years are classified among estates less 

than freehold, or leasehold estates. Other common forms of leasehold 
estates are ten;ncY.atwill,· tenancy from year to year, and tenancy by 
sufferance':) Estates of this kind create the relationship of landlord and 
tenant. ~ey involve the transfer to the tenant of only a portion of the 
bundle of rights, primarily the right of possession. 

An estate for years is a leasehold having a definite or determinable 
term expressed in years or months. Where it is for more than one year 
it is ordinarily created by a written instrument in accordance with an 
almost universal statutory requirement. 
{J:eruzncy at Will. A tenancy or estate at will is the lowest form of 

ownership in Ian£) The estate has no determinable duration since it 
may be terminated at the will of either the landlord or the tenant. The 
holder of such an interest has no rights that can be conveyed. This 
type of estate' sometimes comes into being when a tenant secures posses
sion of premises under a lease that is void under the Statute of Frauds, 
and where possession is continued without express agreement. 

"-j rTenancy by Sufferance. Tenancy by sufferance may arise in cases 
\ ~re the tenant remains in possession of premises after his original 

right to possession has expired, as in the case of a holdover tena~ The 
tenant is liable for fair value for the use of the property and may be dis
possessed at the will of the landlord . 
. C:J:..enancy from Year to Year. Tenancy from year to year (month to 
month, week to week) is an estate without a fixed duration but under 
an arrangement for the payment of an agreed rent per year, month, or 
wee!) The tenancy may be terminated by either landlord or tenant 
with proper notice as fixed by custom or statute. 

Present and Future Rights. The rights that constitute ownership are 
always of the present, but the enjoyment of. the benefits of ownership 

' 
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may be either present or future. Rights providing for immediate enjoy
ment are known as "estates in possession," while rights providing for 
future enjoyment are called "estates in expectancy." Estates in ex
pectancy may be either reversions or remainders. Reversions are rights 
to future enjoyment, which will revert to an owner upon the expiration 
of an estate in possession that he has conveyed to another. For instance, 
a landlord reserves the right to the use of his premises at the termination 
of a lease. 

A remainder, like a reversion, is the right to enjoy the use of real 
estate after the expiration of the rights of a grantee in an estate in 
possession, but it is a right that vests not in the original grantor, but in 
a second grantee. Thus A, the owner of a fee, may grant an estate in 
possession to B for life, and at the same time convey to C a future estate 
to be enjoyed after the death of B. . 
~ ultiple Ownership"':) Where ownership vests in a single person, the 

situation is describedin law as "an estate in severalty." However, the 
same rights may be shared by two or more persons in a number of 
relationships, the more important of which are known as "tenancy in 
common," "joint tenancy," and "tenancy by the· entirety." A tenancy 
in common exists where two or more persons hold an undivided interest 
in the same estate, the interest of each individual being nearly as in
tensive as if he held the property in severalty. Joint tenancy differs 
from tenancy in common in one essential, i.e., under a joint tenancy each 
tenant holds the right of survivorship in the shares of his co-tenants. 
Thus at the death of one of the joint tenants his share goes not to his 
heirs but to the surviving joint .tenants. It is significant that the con
veyance of his interest by a joint tenant converts that interest into a 
tenancy in common. 

Tenancy by the entirety is a special form of joint tenancy used in 
some states only where the co-tenants are husband and wife. · It differs 
from ordinary joint tenancy chiefly ·in that neither husband nor wife 
alone may convey any interest in the property. 

Incorporeal Rights. There is a class of rights in real estate that are 
not fomiSofo:WOership, but which are rather in the nature of privileges 
of use of the property of another. The more important forms of these 
incorporeal rights are called "easement," "license," and "franchise." 

An easement is a right that may be enjoyedby whoever is "the owner 
of a parcel of real estate, known as the "dominant estate," providing for 
the limited use of another parcel, known as the "servient estate." The 
most familiar form is the right of way enjoyed by a landowner over the 
land of another. Easements are said to attach to the land, and any 
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conveyance of the dominant estate carries the easement with it for the 
benefit of the grantee. 

A license is the right granted to an individual, for his sole benefit, 
to perform certain acts on the land of another, and may not be trans
ferred. A, franchise is a form of license granted by public authority for 
the performance of acts deemed to be of public service. 

Liens. A lien is an interest in real estate that exists. in favor of a 
creditor when real estate is used as security for a debt or for the per
formance of some obligation. 'A lien is not strictly a form of ownership 
but is in the nature of a financial interest in property. For instance, 
a mortgage made to secure a debt creates a lien on the mortgaged prop
erty, which the lender may enforce in case the terms of the loan are 
not met. Other liens may be imposed by law after default on an ob
ligation, as in the case of tax liens and mechanics' liens. 

Transfer of Title 
It has already been explained that, in the area that was originally 

p~blic domain, the chain of title for any individual tract must have 
originated in a public grant or patent from a state or from the Federal 
government. Subsequent changes in ownership might arise under various 
circumstances. (The most common circumstance is, of course, the sale of 
property, in which title is passed between two living persons by private 
grant. ) However, ownership may also change by descent or devise in 
case of the death of the owner. Under certain conditions rights approach
ing full ownership may be acquired by adverse possession where the 
owner ceases to assert his ownership. 

In the ca.se of conveyance of title .by private grant, title is passed by 
the use of a legal instrument .:known as a "deed." The deed records 
the names of the grantor and grantee, contains "operative words of 
conveyance," and describes the property so that it can be identified 
with no question. Deeds must be properly executed and acknowledged 
in accordance with statutory requirements. The most common form of 
deed is known as a "warranty d~ed," which contains wording stating 
that the grantor guarantees his ownership, his right to convey title, and 
the freedom of the property from liens and encumbrances except those 
mentioned in the instrument itself. The grantor guarantees that the 
grantee shall not be disturbed in his ownership by anyqne who may be 
able to prove a paramount title. Other types of deed are sometimes 
used under different circumstances, such as the "quitclaim deed" which 
contains no warranty but simply conveys to the grantee only those 
rights whlch the gt:antor ma'y possess at the time of the conveyance. 
Sheriff's deeds are. used in the case of foreclosures and transfe~ to the 

\ 
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grantee only those interests with which the offtcial proceedings have 
been concerned.20 

-Public Records of Ownership . 
The statutes in all states require the recording of all instruments 

affecting the title to real estate. Thus, deeds must be recorded i'n order 
to be valid, as well as other legal instruments that encumber or affect 
title, such as m'ortgages and liens. There is provided in each jurisdiction 
an office of public record usually located in the county courthouse and 
administered by an officer known as~ the "County Recorder" or "Register 
of Deeds." It is possible to· trace back the chain of title tq any property 
by reference to the instruments copied into the public records. The origin 
and disposition of all interests are indicated and a complete history of 
·the ownership of the property can be prepared. By this procedure it is 
possible to determine whether the title to a property is clear or whether 

• it is imperfect or defective because of past interests that have not been 
satisfied. 

Limitatiqns on Private Property 
We have considered the development of private property in land as a 

facilitating instrumentality of economic activity, as an institution evolved 
to implement wealth-getting and wealth-spending transactions. But'. in 
this process of evolution, society has found it advisable to establish certa'ln 
limitations upon private property, to enforce regulations and restrictions 
that inhibit those private actions which may result in social harm. The 
power of property has been made exclusive but not absolute.2q Recent 
changes in the institution of property have taken the form of broadening 
limitations on the use of property through the exercise of the reserved 
powers of the state. , 

While, in general, our Federal and state constitutions define and protect 
private property and tend to perpetuate this institution in its modern 
form, there exists legal machinery for altering private property in the 
social interest. The power of government to regulate the use of private 
property has been reserved through specific provisions in our constitu
tions-provision for taxing property for public purposes and thus limiting 
the benefits of ownership, provision known as "eminent domain" for the 
taking of property for a ptlblic use with just compensation, and, finally, 
a general provision termed "police power" for controlling the property 
object in its relationship to society so that its use may· be consonant 

2o Fisher; op. cit., p. 62. · 
21 Dorau and Hinman; op. cit., Chaps. 16 and 17, present the social theory of prop~ 

erty and give methods of social control over land utilization. • i 
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with the general welfare. The courts are the instrumentalities for the 
interpretation of these constitutional provisions. And it is through the 
changing judicial definitions of "public purpose" and "general welfare" 
that the institution of property is molded to accord with shifting and 
expanding social objectives . 

.__ f_~lic.e Power: Cyntil the last few decades the police power was used 
only to restrict or suppress the uses or attribufes of property that were 
considered to be detrimental to the public welfare.) The courts were 
willing to accept, as in the public interest, legislation prohibiting the 
use of land to create a public nuisance or tending to endanger health and 
safety. But during recent years the interpretation of the public welfare 
has been expanded to approve of a more positive regulation of property 
through laws that determine within rather narrow limits the use to which 
land_ may be put. (Thr2ugh a series of evolutionary steps the police 
power has become the basis tor the regulation of building methods and 
materials through building ordinances and for the control of land use 
through zoning, subdivision, and planning regulations) 
(Regulation based upon the police power may not oe applied except 

for the general welfare and in the interests of the public health, safety, 
and morals;)and there need be no public compensation to the owners of 
the properties affected. In the end, it is the courts that establish limits 

• to the police power in the process of judicial review of legislative action. 
The coUrts are called upon to make distinction between those permissible 
burdens on property which are of general social benefit and hence not 
compensable, and those burdens which either constitute the taking of 
property for a public purpose and require compensation or are of such 
limited benefl.t as to be indefensible. 
:.:_There is a school of thought which holds that the use of land, particu
larly in urban areas, is so broadly vested with the public interest that 
it should be regulated as a public utility~ Others favor the outright pub-

. lie ownership of all urban land so that its development and redevelop
ment may be closely controlled for the benefit of the community as a 
whole. (it is not uncommon for European cities to acquire large tracts of 
periphe~al agricultural land in order to control its development as it ripens 
for urban use;) but in this country such a practice would be of doubtful 
constitutionality. We are still far removed from a general acceptance 
of a system of public control that would regulate the rate of improvement 
of vacant land or the .price to be charged for the services of real estate. 
Police powers as presently interpreted are adequate to control the orderly 
,arrangement of land use in areas of new urban growth, although the 
rate of growth is not controlled. The unfortunate fact is that the avail
able powers are not used in many of those suburban political subdivisions 
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where subdividing and new construction are creating the cities of the 
future. _ 

Eminent Domain. The power of eminent domain has been reserved by I 
society in order to ensure that public agencies may acquire the land that \ • 
is needed for various public purposes. The acquired property must be 
destined for use by a public agency and a just compensation is paid to the 
owner for the property rights of which he is deprived. This situation is 
in contrast to the expropriation of rights under the police power, where 
no compensation is made and no public use made of the rights with
drawn. Governmental agencies resort to the power of eminent domain 
to acquire land for public buildings, parks, streets, and other public uses. 
This power is sometimes granted by the states to public utilities, such as 
railroads, when it can be demonstrated that benefits will redound to the 
public. 

In recent years, the power of eminent domain has been extended by 
judicial interpretation to include the right to condemn more property than 
is actually required for the public use that is contemplated. This power, 
known as "excess condemnation," is justified as a means of solving the 
problem of odd-shaped lot remnants such as might be created in widening 
a street or cutting a new street through previously subdivided territory.22 

The acquisition of excess land contiguous to the improvement permits 
replotting to fit the changed situation and avoids fragmentary Jots that 
are not usable. In some cases excess land may be necessary to protect or 
enhance the beauty of public improvements .. Finally, excess condemna
tion permits the governmental unit to assist in financing the develop
ment by the resale of the surplus area and thus to benefit from any in
crease in land values resulting from the improvements. 

Under the power of eminent domain, rights in property are acquired 
by governmental authorities for public use through a court action known 
as "condemnation proceedings." The rights taken may be full ownership 
or some lesser though substantial right such as an easement. In some 
states only the right of use of the property may be taken, the title re-. , 
maining vested in the owner. Thus when the public use is abandoned: i 
the physical possession reverts to the titleholder. i 

Although the procedure varies between states, it may be said that both"' 
the right of the condemnor to acquire the property and the amount of the 
damages due the owner are matters of judicial determination. In de
termining the right to condemn, the issue is whether or not the use pro
posed for the property is a public use. Thus, as in the case of the police 
power, the limits of eminent domain are determined by the courts in the 

, .u Dorau and Hinman, op. cit., p. 274. 
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defining of a public use. The boundaries of private property, therefore, 
may be varied indefinitely as a result of a changing judicial viewpoint 
on the proper limits of governmental activity.23 

The amount of the award to be paid the owner of a condemned prop
erty is determined by the court, or an appointee of the court, after an 
opportunity has been given both the owner and the condemnor to present 
evidence and witnesses as to the value of the real estate. In general, 
market value has been accepted as the basis for the award, although 
courts differ in their definition of market value. Where only part of the 
property is condemned, the award is based on the difference between the 
value of the entire property and that part to remaitt in the hands of the 
owner. 

Taxation . ... The power of .taxing real estate to meet the costs of govern
ment has been reserved by the states and has been delegated to their. 
political subdivisions. Taxation constitutes an important restriction 
on private property in land as a limitation on the benefits of ownership.' 
In extreme cases, taxes that absorb the entire income produced by real 
estate effect a virtual confiscation of private property. Taxation may be 
used as an instrument of public policy in influencing the use of land. 
For instance, a burdensome tax on vacant land may hasten its improve
ment; tax exemption on new stl'lJctures may stimulate building; in New 
Zealand.a graduated land tax was adopted in an effort to break up large 
estates.26 

2s Grange, op. cit., p. 389. 
24 Ely and Wehrwein, op. cit., 'p. 111. 



CHAPTER 2 

THE ECONOMICS OF URBANIZATION 

As a background for the study of the demand for urban la.nd, we shall 
need to consider the basic forces that underlie urban organization-the 
social, economic, andtecii'iiicaf fi'Ctori" that have_ joined in the creatio~ 
of cities and which --are responsible for their growing importance in our 
national life. We shall consider the city as an economic mechanism that 
has evolved in response to the ever-changing economic needs of society 
in the production, consumption, and distribution of goods and services. 
Not all the factors that affect the demand for real estate are economic, 
however. Social factors must also be .considered; in Chap. 3 we shall 
examine the city as a social complex in order to learn of the charac-teristics 
of the people who inhabit cities, and to study the urban way of life as it 
may affect the demand for land. 

After dealing with the general economic and social forces ot demand, 
we shall be ready to turn to a more definite analysis of each of the 
several types of demand for the services of land. These types include the 
demand for residential use, for retailing, wholesaling, manufacturing, 
and recreational use, and for public use. 

Analysis of the geographical distribution of urbim land uses will be. 
reserved for special attention in a later section, for the forces of demand ~ 
constitute only one of a number of sets of !actors that share in determin
ing the urban land use structure. Factors of production and of social 
control also must be considered before we are :ready to' study the com
posite effect of all the active forces that influence land utilization. 

The history of the world, to a considerable extent, is the history of 
cities. From the early days of civilization, cities have been the ~tet.L 
of political p!m!:,er, the seats ol.2:_~~-igiQ!!~.J!lfluencj1 and the fo@_~f the 
development of science and art. Trade in the ancient world centered in 
th~at Mediterranean seaports, which rose and fell in supremacy and 
power as their military might mounted and waned. In later times, the 

• cities of the Hanseatic League became dominant in their sphere and the 
19 
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economic dominion of England had its focus at the Port of London. 
Cities have been the magnetic poles to which have flowed goods and 
wealth from tributary areas and to which have been attracted the most 
able, the most energetic, and the most ambitious of the population. From 
the cities of the world there have emanated the dominating influences of 
civilization. Political, military, economic, and cultural power has reached 
out from a single city, as Rome or London, into the far corners of the 
world; and trade has been the traveling companion of power. The cul
tural influences of cities have molded world society. 

The history of civilization is a history not only of growing dominance 
of cities, but also of an increasing proportion of the population living 
in cities. Before the Industrial Revolution, this rate of increase was 
moderate and irregular, but the development of factory techniques of 
production. brought sharp increases in the urban population. In the 
United States, urban growth was more rapid than in the European nations, 
which emerged more gradually from the town economy of the l\Iiddle 
Ages "t~ modem industrial urbanism.1 

The Fu11Ctional Basis of the Urban Economy 
The explanation of the urban organization of society will be found in 

the socioeconomic activities that require the concentration of people, 
buildings, and machines within relatively small areas. The demand for 
urban land arises from the need for appropriate space for the performance 
of these activities. Thus, as a first step in the analysis of demand, we 
shall need to identify the functions that are characteristically urban. 
, Our approach will be historical, tracing the interactions of the economic, 
social, and technical forces that have joined in changing society from 
predominantly rural to predominantly urban. When we understand why 
we have cities} we shall be able to determine what economic and social" 
functions are concentrated in them and to identify the basic forces of 
~ . 

• . ijemand for the services of urban real estate. We shall see that the par-
. ticula:r' manner in which the combination of these factors impinges upon 
each urban area determines its economic and social characteristics and its 
rate· of growth. • In a later discussion we shall deal with the city as an 
economic mechan1sm in which the spatial distribution of the various land 
uses is detenpined by the functions to be performed and by the com
petition of these land uses in the real estate market. 

} Thi'process of urbanization has been complex, but the basic forces can 
; be riadily identified. In generaJ, tlie change from a rural to a predomi
nantly urban mode of living has been the accompaniment of a change from • 
a simple handicraft economy to an advanced type of modern industrial-, . 

'. 
1 National Resources Committee, Our Cities (Washington, D.C.: U.S. Govern-

. ment Printing Office, 193(), p. 26. 
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ism.2 In a sense, cities have developed as integral parts of the .pro- ll 
ductive and distributive machinery. The spatial pattern of functional 
areas, the street system, and the buildings that crowd the landscape, 
together with the people who inhabit and use them, exist· as a part of 
the economic equipment. It is true that our cities have not had the bene
fit of the skilled planning that has produced efficient machines and 
factories. But though this lack of control and the absence of conscious 
design have given rise to many inefficiencies in their operation as parts 

- of the productive and distributive machinery, it remains_ that the basic 
urban form is essentially functional._ ----

\/Early Urban Forms. A brief view of the nature and functions of cities 
in- th-e medieval era, prior to the emergence of an industrial economy, 
will aid in understanding the functional nature of urban organization 
and how it reflects the cultural characteristics of the contemporary society. 
Medieval cities were not unique in the supplying of a basic need which 
is found in even the most rudimentary forms of social groupings-the 
need for a place of assembly. Not only is man a gregarious creature, 
finding pleasure and comfort in group contacts, but even the most simple 
form of communal organization calls ror an established place for govern
mental and judicial gatherings. LClosely associated with these needs is 
the need for a central shrine for the conduct of group religious rites.8 

Another fundamental need, at least until the development of modern 
methods of warfare, was a site appropriate for defense against the com
mon enemy. From early times, the city had functio'ned as a fortress, 
and among the first substantial structures to be built were protecting
walls against the enemy. Thus all early city forms were enclosed, 
originally serving primarily as places of assembly and retreat, and not 
until later developing as places of permanent residence and trade.~ But 
as civilization progressed and cultural institutions solidified, fuefunctions 
of the places of assembly and defense were extended to include the locus 
of the temple and the homes of priests, magistrates, and artisans. 

After the ~all of the Roman Empire, the castle and the cathedral or 
monastery were nuclei for town formation.l1 The concentrations about 

· the castles arose through the need for homes for the soldiers, the weapon 
makers, and the other craftsmen who served the lord and his men. The 

2 lbid., p. 1. ; 
8 Pirenne, Henri, Medieval Cities: Their Origin and the Revival of Trade (Prince

ton, N.J.: Princeton University Press, 1925), pp. 56-57. 
• • This statement applies generally to the acropolises of the Greeks, the oppida of 
the Etruscans, thf:! Latins, and the Gauls, the burgen of the Germans, the goroda of 
the Slavs, and the kraals of the South African Negroes. . 

GSmith, Adam, The Wealth of Nations (New York: Modem Library, Inc.), Book 
III, Chap. 3, p. 373. · . 
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castle chapel served as a parish church, and the castle wa.Ils provided 
refuge against the enemy. The castle was the administrative and political 
center of the area.11 ~ -- -

-ThE) perVasive- fnfluence of religious life and ecclesiastical organization 
in the Middle Ages led to urbanlike developments around the numerous 
cathedrals and monasteries." The prestige of the bishops during this 
period gave great importance to their places of residence; furthermore, 
the diocese was an important administrative unit. The town was made 
up of the various religious establishments, structures for the priests, the 
scholars and students in ecclesiastical schools, servitors, and artisans. 
There were also found storehouses and granaries for the harvests of the 
tenant farmers of the demesne. These religious centers were often forti
fied. All the towns of this period served as the location for weekly mar
kets to which the peasants of the surrounding areas brought their produce. 

The medieval fortress town is described by one writer as a 

••.• walled enclosure of somewhat restricted perimeter, customarily circular in 
form and surrounded by a moat. In the center was to be found a strong tower 
and a keep, the last redoubt of defense in case of attack. A permanent garrison 
of knights was kept stationed there. • •• The" prince had a house in each of 
the burgs of his territory, where be stayed with~e course of 
the continual changes of residence which war or administrative duties forced 
upon him. Very often 11:.. ch~el, or a church, flanked by the buildings necessary 
to house the c~, raised its belfry above the battlements of the rampart. , 
Sometimes there were also to be found by the side of it quarters intended for 
the judicial assemblies whose members came, at fixed periods, from outside to 
assemble in the burg. Finally, what was never lacking were a granary and 
cellars where were kept, to supply the necessities of a siege should the case 
arise and to furnish subsistence to the prince during his stays, the produce of 

- the neighboring demesnes.s 

Such a center 
••. produced nothing of itself, ·ved by revenue from the surrounding country, 
and bad no Qther economic role than tha o a simple consumer ••.. The towns 
and burgs were merely fortified places and headquarters of administration. 
Their inhabitants enjoyed neither special laws nor institutions of their own, and 
their manner of livin~ did not distinguish them from the rest of society.9 

This discussion of the medieval town, sketchy though it has been, serves 
- to demonstrate that the existence and the form of the town were the 

s Ashley, W. J., "The Beginnings of Town Life in the Middle Ages," Quarterly 
Journal of Economics,• vol. X, p. 373, July, 1896. 

T Pirenne, op. cit., p. ~6. 
s Ibid., p. 74. . 
9 lbid.,•p. 76. 
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direct reflections of the cultural characte~istics of the times. This point 
might be further illustrated by the transformations that occurred in 
western Europe during the twelfth century. During this era, commerce 
and handicraft industry took their places with agriculture and, together, 
these activities began to replace warfare and religion as the major pre
occupations of society. Agricultl}~al products. were used tnore exten· 
sively as objects o.f barter or as the raw materials of manufacture. One 

.historian c~mtnents on these changes as follows: 

Under the influence of trade,. the old Roman cities took on new life and were 
repopulated, or mercantile groups formed round about the military burgs and 
established themselves along the sea coasts, on river banks, at confluences, at the 
junction points of the natural routes of communication. Each of them con
stituted a market which exercised an attraction, proportionate to its importance, 
on the surrounding country or made itselt felt afar.10 

We have, in this period of European history, the broadening of the 
foundations of the present interdependent world economy reflecting a 
pervasive specialization of men and machines, cities and regions. In this 
period, there developed the strong interdependence of city and country 1 

... the country attending to the provisioning of the towns, and the towns, sup• 
plying, in return, articles of commerce and manufactured goods. The physical 
life of the burgher depended upon the peasant, but the social life of the peasant 
depended upon -the burgher. For the burgher revealed to him a more com
fortable sort of existence, a more refined sort, and one which, in arousing his 
desires, multiplied his needs and raised his standard of living.u 

The handicraft manufacturing of the times developed with the prolifera
tion of individual skills and the specialized production of various towns 
and regions. Without the concomitant development of the machinery of 
trade, no such specialization could have occurred. It is evident that trade 
and specialization were fundamental forces in the important cultural 
changes of the times which led to the growth of cities as integral, func
tioning parts of the social and economic system. Because of the changes 
"in the activities carried on in the urban areas, tlie . form of the town 
changed and adapted itself to its ne~ functions. The houses and shops 
of the artisans and tradesmen could no longer be contained within the 
walls and burst out beyond them into the surrounding countryside. 'fhe 
marketplace, as well as the castle and the cathedral, became a focus of 
interest and activity. 

This brief historical treatment of urban functionalism has served to 
10 Ibid., p. 104. 
u Ibid., pp. 105-106. 
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lead us into a mm:e detailed consideration of the basic forces of agglom-
. eration that have been revealed-trade and the division of labor. __ 
~ ::?xchange as an Urbanizing For_ce. J'he familiar evidence of history, 
which reveals that the great cities of the ancient world were largely cen

. ters of transport and trade, strongly suggests the importance of exchange 
as an urbanizing force. By the term "urbanizing force" we simply mean 

1 a function that requires for its performance 'the geographical concentra-
1 tion of people and appropriate facilities. Trade and transport have long 
been city builders, and we must explore the reasons behind this relation-
ship. · 

In the ancient world, trade was largely in the nature of an exchange 
of various raw materials among the territories of their extraction and to 
a much lesser extent the ·exchange of raw materials for manufactured and 
processed goods. This type of trade was based on territorial specializa
tion in those regions of the known world which were served by transport_ 
facilities. The cities of the. times were most often situated on good har
bors or on inland w~ter routes; they were the loci of docks and shipyards 
and the homes of captains and sailors. The merchants also found it most 
convenient to live at these tra:nsport nodes: as did the moneylenders who 
financed trading expeditions or provided working~ capital for the mer
chants. Storage facilities were required as well as inns for the traders 
from the hinterland. The military establishments of the times, particu
larly the naval bases, were located in these trading centers; and, because 
of their strategic position, they often served as political capitals. 

! · It is apparent that historically cities have developed as integral parts 
jof the machinery of exchange. Tr~de requires the concentration of cer
.tain facilitiee and of man power.· Even in its simplest form, trade in-. 
volves the physical movement of goods;_thus transportation and trade are 
~·inseparable. The facilities -of exchange tend to concentrate at points of 
'transshipment, at the.intersections of major transport routes, and at 
terminal points of communication. Whether the method of transportation 
be ship, airplane, railroad, or camel caravan, physical facilities and man 

\ power are required for the servicing of the transport equipment, for the 
! unloading ·and loading of goods, for sorting and storing, and for the 
' conduct of the merchants' business. In addition, there are essential 
: auxiliary services, such as financing and insuring, which bring together 
~still more people. ' . _ ... 

_Specialization and trade are associated phenomena. I:q the early cen
turies of the civilized world, specialization was largely· territorial and 
trade was mainly in raw. materials among the areas of their origins. 

!Another early development based on specialization was the exchange of 
•-foodstuffs for processed goods between town and country. As the handi
-craft economy took form and as the number of individual skills multi-
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- plied and the variety of manufactured p;oducts increased, there was ajl 
corresponding expansion of trade and a necessary increase in the con
centrations of the complementary facilities of exchange. · ' 

This discussion has been a demonstration of the fundamental economic 
principle that specialization of productive activity creates an interde
pendence that necessitates the exchange of goods and services.(Not only 
does the exchange process give rise to urban concentrations, where the 
_machinery of trade is assembled, but another agglomerative force derives 
from the fact that those persons ·and groups who are interdependent a.nd 
must exchange goods and services find it most convenient to live and 
work near one another so that exchange may be most efficiently and most 
expeditiously effected:~ Another advantage in the proximity of the vari
ous specialists is that'a greater variety of goods and services becomes 
available for exchange. As the division of labor is extended, so must be 
the market in order to absorb the fruits of increased productivity; and as 
the market is extended, so must there be an expansion of the machinery 
of trade and transport at strategic locations. Thus specializatiob, tta~e,' 
and urbanization move forward hand in hand. · 

'_ Manufacturing and Urban~m. It is largely true that, up to the In
dustrial Revolution, trade was the primary urbanizing factor. In addi
tion, of course, cities were founded at religious shrines qr as memorials .. 
Other settlements might be found at the sources of raw materials. Bu~ 
manufacturing and the processing of the fruits of the earth were of mino~ 
consequence in the development of urbanism. During the Middle Ages, 
with the development of the guild system, cities became more important 
as manufacturing centers and there was an increase in local specializa
tion of product. ButGt was the spread· of machine methods, the vast ac
celeration in the division of labor that resulfted, and large-scale, factory 
production that, following the Industrial Revolution, became the primary 
forces leading to urban expansion. At the same time, with increasing 
production in quantity and variety of product, came correspoii<Iiilglyin-
creased facilities for trade.") -----···-· - . 

The development of large-scale production and progress in the division 
of labor have gone hand in hand. It is true that specialization of eco
nomic functions was advancing slowly before the Industrial Revolution. 
The moderate division of labor that had occurred came about through 
the improvement and complication of handicraft methods, the develop
ment or discovery of new products, and, as a consequence, natural apti
tudes and interests that led individuals to devote themselves exclusively 
to special tasks .. Bui!the rapid spread of factory methods during the last 
hundred years h~s cre~ted a high degree of technical division of labor and 
has heightened the occupational and territorial specialization'that has, 

. . ) 
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been developing.12 It has been pointed out that the Industrial Revolu
tion was not alone a. matter of new machinery of production; there was 
.also a cheapening of transportation costs, the use of coal as fuel, and the 
removal of trade barriers, freeing industries to locate where it was most 
economically advantageous for them to do so.13 

t(Jt is readily observable that modern manufacturing methods involve 
arge-scale production, which, in turn, brings together large numbers of 
eople and vast physical facilities. It is also observable that manufactur .. 

ing plants of various kinds and sizes are often found in groups) It will 
be well to understand some of the reasons back of these phenomena. 

The economies of large-scale production are well known, but a brief 
review will be useful. Alfred Marshall assigns three main advantages to 
large-scale production: ·economy oU,kill, economy of machin~, and 
economy of materials.~4. A large-scale plant can obta1neCoiiO:rilles of skill 
by continuing to keep each of its employees constantly engaged in the 
most difficult work of which he is capable, and yet so to narrow the range 
of 'his work that he can attain the facility and excellence that come from 
long-continued practice. A small business is under a disadvantage be .. 
cause of the growing variety and expensiveness of machinery. In a 
large establishment there are many expensive machines each made for 
one small use. The third economy that Marshall mentions comes about 
because a }arge business can buy its raw materials in great quantities and 
therefore more cheaply than a smaller sized plant. A large-scale enter .. 
prise can buy raw materials in the cheapest market and at the most 
profitable time and store them until needed; it can also hold its finished 
product until the most favorable opportunity for sale arises. Because a 
large-scale plant buys and sells in large quantities it gains the advan-

. tage of lower transportation costs. Again, a large-scale plant can attain 
economies of motive power and in maintenance of plant. It can attain 
savings in wages by securing the most extensive division of labor and 
by employing the most highly specialized ability. And only a large-scale 
organization can attain economies in the utilization of by-products that 
become profitable to handle only in large quantities.16 Savings can also 
accrue to a large plant in obtaining credit.18 

12Dorau, H, B., and A. G. Hinman, Urban Land Economics (New York: The 
Macmillan Company, 1928), p. 28. · 

18 Hoover, Edgar M., Location Theory and the Shoe and Leather Industries 
(Cambridge, Mass.: Harvard University Press, 1937). 

u Marshall, Alfred, Principles of Economics (London: Macmillan and Company, 
Ltd., 8th ed., 1930), Book IV, Chap. 11, pp. 278-290. 

16Weber, Adna F., The Growth of Cities in the Nineteenth Century (New York: 
The Macmillan Company, 1929), pp. 194-196. 

16 Weber, Alfred, Theory of the. Location of Industries, ed. by Carl Joachim 
Friedrich (Chicago: University of Chicago Press, 1929), p. 127. 
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(In addition to the advantages of large-scale production, there are 
advantages in the geographical concentrating of manufacturing activity.) 
The local aggregation of several plants carries still further the advantages 
of the large-scale plant.11 In some industries,(!.he development of special
ized machines and processes is carried)to a point where such machines 
and processes become the basis for auxiliary industries serving many 
plants with a specialized type of service, which even the larger estab-

-lishments find it economical to farm out. The automobile industry in 
the Detroit area is a good example of the extensive development of small 
parts plants, each one turning out one small item, which can be sold to 
several automobile manufacturers for less than it would cost to make in 
their own plants. · 

The local concentration of industry offers advantages in ~he greater 
facility for replacing and repairing machinery.) Furthermore, techno
logical refinements and improvements· in manu{acturing methods come 
about more easily through the interchange of information and the· mo
bility of technicians and skilled workers. There is a tendency for produc
tion methods to be more rapidly leveled up to the best known. techniques. 
Inventive talent is stimulated and more highly skilled professional tech
nicians appear to serve the various industries. 
(With respect to the labor force, there are advantages in industrial 
concentrations. ')New industries find it easier to get under way in areas 
where there is already a supply of trained workers. (!. large industrial 
community will provide all levels of skill in the labor force and thus at
tract many different types of industry., It has been noted that light in
dustries that can utilize female labor often grow up in the vicinity of 
heavy industries and employ the wives and daughters of the men en
gaged in primary prod~ction or extraction activities:) The utilization of ! 
this productive energy contributes further to the advantages of concen- l 

. tration, since it probably tends to keep down labor costs in the primary 
activity in which the family heads are engaged.18 

Once a particular type of industry has become entrenched in an area, 
there are factors at work that lead to still further concentration. Among 
these factors are the general advantages of industrial concentration, 
which have already been discussed.18 Local capital is more readily avail
able because of the familiarity of bankers with the business. A trained 
labor force is at hand; the local transportation facilities are geared to 
the industry and familiar with its needs; the industry is assured of sup-

17 Ibid., pp. 128-130. 
18 Haig, R. M., "Toward an Understanding of the Metropolis," Quarterly Joumal 

of Economica, vol. XL, pp. 179-208, 1926. 
· 19 Ross, E. A., "The Location of Industries," Quarterly Joumal of Economics, 
vol. 10, pp. 262-263, April, 1896 • 

• 



28 URBAN LAND ECONOMICS 

port by a community that is intimately familiar with its problems; en· 
gineering and managerial talent bred in the industry is at hand; from a 
marketing viewpoint, the prestige of a location in the acknowledged center 
of the industry is a valuable asset; finally, the area where the productive 
facilities of the industry are concentrated offers many advantages for 
distribution of the product in the form of established channels and auxili· 
ary marketing services. 

' f Steam and Transportation. The use of steam power for manufacturing 
and the improvements in transportation and communication have been 
'strong forces in the process of Urbanization. Steam power is most cheaply 
I generated in large quantities and must be used close to the point of 
production. Thus, before the development of methods of transmission 
for electrical power, manufacturing plants were necessarily grouped 
closely about the power source. 

Centralization of manufacturing and distribution could never have 
j occurred without the parallel development of improved methods of trans· 
· portation, on the one hand, while, on the other, the limited nature of the 

facilities available in the past favored the concentration of industry and 
commerce in a circumscribed physical territory. There is no need to retell 
the story of the rapid strides in water, rail, highway, and air transport, 
for it is a well·worn tale. Rapid transport, reduced costs of carriage, 
and the interlacing of transportation lines in more modern times have 
made possible a wide physical separation between the point of extraction 
of raw materials, the point of fabrication, and the point of final consump· 
tion. Although these advances have permitted a wider territorial sepa· 
ration of producing and distributing functions, they have also contributed 
to specialization and the division of labor as well as to the mobility of 
labor. Thus in selecting locations it is possible for industry to give less 
weight to convenience to the market and more consideration to the lower 
manufacturing costs that could be attained, for example, by use of water 
power or local pools of labor. As Hoover puts it, "the effect of all·round 
cheaper transfer is to give greater locational influence to differences in 
processing costs." 20 And again, with cheaper transportation costs, 

••• Industries distributing to relatively scattered markets find they can now 
serve them just as well from a greater distance and concentrate their operations 
in fewer,· larger, and more effici;nt processing units, each with a larger market 
area. Correspondingly, industries collecting materials from relatively scattered 
sources now find it possible to concentrate processing operations in fewer, larger, 
and more efficient units, each with a larger supply area. Any particular com· 

20Hoover, Edgar M., The Locat~n of Economic Activity (New York: McGraw· 
Hill Book Company, Inc., 1948), Chap. 10, p. 167. 

4 
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munity or region becomes less self-sufficient, and interregional trade grows on 
the basis of specialization according to processing advantages.21 

Thus, cheaper transfer costs may contribute to the further concentration 
of a given industry in areas that are particularly economical for its 
operations. : 

Developments in intracity transportation have been nearly as important 
as the improvements on intercity transport. Without the facilities of i 

. street railway, bus, and private car, the frictions created by the mass! 
movements of men and goods within the city would have prevented the 
development of cities of the degree of size, complexity, and efficiency that 
characterize our economy. 
v· Ancillary Urban Actit--ities. The activities of man that are funda- : 
mental as agglomerative forces in the formation of cities are those which i 

I 

we have already considered-extraction, manufacturing, and trade. ·But:, 
wherever these forces or any other primary forces have brought settle
ments into being, there will appear a complement of other activities, which 
in varying ways and degrees will contribute as urbanizing factors. 
'"'"FINANCE. The large-scale operations of production and trade that 
ch~acterize the city have been facilitated by developments in financial 
methods and institutions. Cities early became the centers of finance and 
the loci of the banking function. The· concentration of accumulated 
capital seeking investment materially aided the founding of new enter
prises and the expansion of going concerns. Facilities were developed 
for the financing of both small- and large-scale trading operations, and 
investment markets developed in the form of stock and bond exchanges. 
' OTHER B"C"SINESs FUNCTIONS. The city, as the center of manufacturing 
and distribution and as the· point of convergence of lines of communication 
and transportation, is the natural locus for a number of facilitating busi
ness functions that are separated from the physical aspects of production 
and trade. Thus, in the performance -of the functions of managing and 
administering, the corporate headquarters of far-flung business organiza
tions are located in the huge office buildings of large cities. Here also 
are situated factors and agents who buy and sell goods without physical 
possession. The risk-bearing function is performed by insurance organi
zations, and investigating, advising, and record-keeping services are 
offered by business consultants, investment counsels, statisticians, law
yers, and accountants.22 

21 Ibid., pp. 167-168. 
22 Haig, R. M., Major Economic Factors in llfetropolitan Growth and Arrange

ment (New York: Regional Plan Association, 1927), vol. I, •p. 23. 
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"--"'sERVICES. There has grown up an increasing number of specialized 
personal services offered to urban residents on a commercial basis. In 
the professional field there are doctors and dentists, architects and engi
neers, photographers and nurses. At a somewhat different level are bar
bers and bootblacks, janitors and domestic servants. Laundries, dry
cleaning establishments, and restaurants offer relief for a price to the 
tired housewife. 
-JtECREATIONAL1 POLITICAL, AND RELIGIOUS ACTIVITIES. There have grown 
up in our urban areas a wide variety of secondary activities not directly 
associated with production or trade. These activities have developed to 
serve social needs and as manifestations of the rising standard of living 
in cities. Recreational facilities have been provided in the form of parks, 
playgrounds, and theater~. Governmental activities have been increasing 
in nuiQber and complexity and include education, fire protection, police 
service, public-health control, and the administration of numberless or
dinances and regulations. Churches and their staffs serve the religious 
needs of the community. 

Agricultural Surplus. Had it not been for tremendous advances in 
agricultural productivity, huge aggregations of people divorced from 
the soil would have been impossible, Cities are made up of persons who 
do not cultivate the soil; the very existence of these people presupposes 
a surplus food supply, which, in turn, assumes both a great fertility in the 
soil and an advanced stage of the agricultural arts.23 The great city is a 
community that is dependent upon the exchange of the goods and services 
produced in it for the products of the soil, It is a historical fact that 
improved methods of farming and the widespread use of machinery have 
produced a vast excess of food above the requirements of the farm popula
tion, '(~ich has b. een sufficient to feed the rapidly growing urban popula
tion, _\!he division of labor between the city and the country has re
sulted Jn workers on the soil whose increased specialization has made 
them mor~ efficient producers. The increased use of fertilizers, the de-

-velopment of highly scientific methods of production, and the extension 
of the transportation system have permitted the opening of distant and 
i virgin fields.24 

The agricultural surplus not only enabled a population divorced from 
the soil to arise, but, according to one writer, resulted in forcing people 
away from the soil. As this writer p11t~ it, 

,. 

When the rural population has once become sufficiently numerous to carry on 
cultivation in the most profitable way, all further growth becomes disadvantage-

n Weber, Adna, op. cit., p. 162. 
24Jbid. 
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ous; whereas the materials with which the varied manufacturers deal are 
practically unlimited in amount and there is no other check to possible growth 
to such industries than the difficulty of finding markets for their products.26 

Thus, increased agricultural efficiency released man power, which, was \ 
recruited for urban service.28 1 1 ._ 

The importance of increased productivity in the development of ur
banism does not end here, however. For the increased productivity in 
agriculture caused a decline in the prices of farm products and a reduced 
income for farmer's. The results of this fall in income were a decrease 
in economic opportunities in rural areas and an impetus to rural migra
tion into the city. A positive economic pressure on rural families to 
move to the cities in the hope of making a better living thus emerged.27 

Table 1 indicates the development of productivity in agriculture in 
more recent times. 

TABLE 1. INDEXES OF AGRICULTURAL PRODUCTIVITY • 

Total Employ- Output Per cent change in 
Year output ment 

per output per worker 
worker in each decade 

1870 100 100 100 20 
1880 150 125 120 9 
1890 189 145 130 15 
1900 238 159 149 8 
1910 273 169 162 11 
1920 299 167 179 26 
1930 345 153 225 26 
1940 379 134 284 .. 

Mean: 16 

*Barger, Harold, and Hans H. Landsberg, Amorican Agriculture, 1899-1939 (New York: National Bureau 
of Eoonomio Reeearch, Inc., 1942), p. 253, 

Using 1870 as a base, total output increased from 100 in 1870 to 379 in 
1940, and output per worker increased from 100 in 1870 to 284 in 1940. 
The table also indicates that the greatest rises in productivity took place 
between 1910 and 1930. 

25 Ernie, Rowland Edmond Prothero, The Pioneers and Proaress of Enalish Farm
ing (New York: Longmans, Green & Co., Inc., 1888), p. 38. 

26 Dorau and Hinman, op. cit., pp. 22jJ. 
27 Gist and Halbert, Urban. Society (New York: The Thomas Y. Crowell Com

pany, 1933), p, 93. 
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The degree to whlch man power and horsepower have been replaced 
by mechanized equipment is indicated by the fact that, while there were 
only about 1,000 tractors on American farms in 1910, this number steadily 
increased until by 1942 there were about 1,880,000 tractors in use. 
Similarly, the use of trucks on American farms increased from only 
2,000 in 1911 to 935,000 in 1940; the number of automobiles used on the 
farm increased from 50,000 in 1910 to 4,185,000 in 1940.28 

> Sanitation. Modern sanitation is an essential condition to the existence 
of our modern cities. Ancient and medieval cities were noisome and 
unhealthy, with death rates so high that the cities were maintained only 
by extensive immigration from rural areas to replace the victims of con
tagious disease and lack of medical care. The modem city is only pos
sible because of modern 'medicine and sanitation. 

Life for masses of people spacially removed from and yet closely dependent 
upon a constant supply of water, food, fuel, and raw materials is in itself con
ditioned by a high degree of technological development and the perfection of 
administrative organization. But the task of conquering the hazards of life 
among a vast congested population, such as inhabits a great city, in the face 
of disease, can be appreciated better if we consider that before the advent of 
modern sanitation the deaths in cities of the Western world exceeded the 
births by a considerable margin .••. The ample provision of pure water, the 
perfection of centralized sewerage and waste disposal systems, the insurance of 
a safe food supply, and the prevention and control of contagious diseases are 
the chief measures that for more than a century have made it possible for most 

1 
Western cities to maintain population by lowering the death rate.29 

Pure water in adequate quantity is a fairly recent development. The 
general' use of gas and electricity for street lighting and home use began 
within the memory of living men. Sewage collection and disposal is 
so recent that a substantial proportion of urban dwellings are not yet 
connected with the public system. Where contagious diseases wiped out 
·whole populations in the medieval period, public-health practices, sani
tary codes, and rules of quarantine in more recent times have sought to 
control contagious diseases and·have succeeded to a large extent. Modem 
fire protection through building codes and efficient fire-fighting equipment 
have all but removed the danger of general conflagrations. Thus, modern 
techniques that are so new that they have been generally employed in 
only the progressive, industrial nations of the world have made possible 

· l!SBarger, Harold, and Hans H. Landsberg, American Agriculture, 1899-1939 (New 
York: National Bureau of Economic Research, Inc., 1942), p. 204. 

29National Resources Committee, op. cit., p. 31. 
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that concentration of population in cities which is the natural develop
ment of our evolving economy.S0 

Location of Cities 
-~--a~alysiSOf the factors that determine the location of cities will 
throw further light on the functional basis of the urban economy. Geog~

raphy, of course, _has had much to do with the location of industry. and 
_CQrrillierce and thus with the pattern of settlemeJ!~. On this point Alfred 
Marshall has written, "Many various causes have led to the lqcalization 
oi industries; but the chief causes have been physical conditions, such as 
the character of the climate and the-soil, the existence of mines and 
quarries in the neighborhood, or within easy access by land ox: water." 81 

Adam Smith recognized the relationship of geographicai location and 
the growth of industry and commerce when he wrote 

••• (the inhabitants) of a city, situated near either the seacoast or the bank 
of a navigable river, are not necessarily confined to derive (their subsistence 
and the whole materials and means of their industry) from the country in 
their neighborhood. They have a much wider range, and may draw them from 
the most remote corners of the world, either in exchange for manufactured 
produce of their own industry, or by performing the office of carriers between 
distant countries, and exchanging the produce of one for that of another. A 
city might in this manner grow up to great wealth and splendor, while not 
only the country in its neighborhood, but all those to which it traded, were 
in poverty and wretchedness. 12 

In the preindustrial period, when wars swept the lands and life was 
cheap, those localities prospered which were favorable to defense. Many 
Greek colonies were located on a promontory or an island; the Etruscan 
cities were located on hilltops; and thus we can partially account for 
Athens and the Acropolis, Rome on its seven hills, Paris on an island, 
and London in the swamps. 13 

\\"'hen trade began to assume a predominant role in society, those areas·, 
were favored which were located at breaks in transportation along the· 
lines of communication between the sources of products and their final 
markets. Se!~l~ments were usually situated at _the following points:" 

so Ely, R. T., and G. S. Wehrwein, Land Economic& (New York: The Macmillan 
Company, 1940}, pp. 415-417. 

s1 Marshall, op. cit., p. 268. 
82 Smith, op. cit., Book III, Chap. 3, p. 379. • 
83 Hurd, Richard M., Principles of City Land 'Values (New York: The Record and 

Guide, 1924}, p. 22. 
84 Ibid., pp. 22-24. 
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1. Where oceans or· other navigable bodies of water met land. 
2. At "breaks" in mountain chains. 
3. Where ocean and river or other navigable water bodies met or crossed. 
4. At obstructions in the river requiring unloading. 
5. At intersections of land trade routes. 
6. At points where the type of transportation used required servicing. 
7. Where the mountain met the plain. 
8. Where there was access to a rich hinterland or tributary area. 

As industry became important those locations grew most rapidly which 
.~ held some economic advantage for specific types of manufacturing. Such 
. 'localities might possess one or more of the following attractions: 

i 

1. Raw materials of a particular type. 
2. Power resources that 'were necessary for a certain type of industry. 
3. Trained labor with special skills . 

. 4. Climate particularly suited to a given type of production. 
5. Large market for a certain type of product. 

Although in the majority of urban areas, manufacturing and trade are 
the chief activities, there are many urban areas that owe their existence 
to other human activities. There are political capitals where the laws 
are made and from which they are administered; there are educational 
and religious centers and resort and health centers; and there are mining 
centers and settlements associated with other extractive processes. The 
point to be made here is that such special-function cities, also, are neces
sarily tied to locations of special natural advantages. Thus political 

l capitah! have been placed with regard to centrality in the area of juris
diction, with the primary purpose of securing a location of.optimum ac
cessibility;. recreational and health centers have been located in areas 
where the climate or other aspects of the geographic site contain elements 
that are advantageous for recreational or health purposes; and the rela
tion of mining centers to geographical situation is almost too obvious to 
mention. 

· Location of. Industry 
- Manufacturing areas tend to develop in proportion to the locational ad
vantages offered to prospective incoming industries or to expanding activi-

. ties of industries already established. Thus· city growth is in part the 
product of industrial expansion and thus the sum of the growth of in
dividual industries. It is necessary, therefore, to examine the considera
tions that lead to the location of an industrial enterprise. There are_ 

1 many factors that influence plant location-weight, size, and bulk of both 
'raw materials and finished product, source of raw materials, location of 
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markets for the product, the freight rate structure, and labor supplies, to 
mention the major items. The final decision is based on consideration 
of all these factors, and, theoretically, the plant will be located at that ( 
point which provides the optimum advantage, the point of least cost. 

A leading writer on the location of industry, Alfred Weber, has in
dicated that there are factors of a general nature and factors of a special 
nature that influence the location of industry. The general factors are 
_costs of transportation, labor, and rent. These general factors influence 
the location of every industry more or less in one way or in another. On 
the other hand, such factors as the perishability of the raw materials or 
the finished product, the relations between the weight of the raw materials 
when processed and the value and weight of the final product manufac~ 
tured, the influence of the degree of humidity in the air upon the manu~ 
facturing process, and the dependence upon fresh water in the manu~ 
factliring process are special factors that relate to the location of 
particular industries. 36 

The major costs involved in manufacturing are costs of procurement, 
i.e., purchasing and bringing the necessary materials and supplies to the 
site of processing; costs of processing, i.e., transforming the materials 
into more valuable forms; and costs of distribution, i.e., selling and de~ 
livering the output. Processing costs depend upon the prices of produc~ 
tive factors and the amounts of these factors needed in· the manufacture 
of any product. Thus, the cost and availability of the productive factors 
would influence the location of an industry. There are many productive 
agents, a fact which tends to complicate the locational problem of deter· 
mining the point of least cost.88 Procurement costs can be lessened by 
locating near.the productive factors and distribution costs can be reduced 
by locating near markets. . 

The costs of transportation or transfer include the cdst of assembling 
the materials needed in manufacturing the final product and the costs of 
getting the final product to the consumer. Such costs fall into the 
category of general locational factors and we might say that, if all other 
costs and advantages are the same for different areas, "industry will 
be attracted to those locations which have the lowest costs of transport, 
having regard for both the place of consumption and the place of the de· 
posits of raw materials." 87 The basic factors that determine transport 
costs are 

1. The weight to be transported. 
2. The distance to be covered. 

BG Weber, Alfred, op. cit., p. 20. 
se Hoover, op. cit., Chap. 1, pp. 7-8. 
87 Weber, Alfred, op. cit., p. 41. 
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3. The type of transportation system and the extent of its use. 
4. The nature of the region. 
5. The nature of the goods to be transported, i.e., the qualities that, beside 

weight, determine the facility of transportation. 

As Weber· puts it, "The factor of transport costs will draw industrial 
production to those places where the fewest ton-miles originate during 
the entire process of production and distribution." 38 

As our economic system has become more highly organized and special
ization has increased, the contacts among individuals and organizations 
have increased tremendously. Materials and manufactured products in 
all stages of processing must be moved from specialist to specialist in the 
complex procedure of fabrication and distribution. Thus a location at a 
strategic spot on the web of transport and communication is essential 
to the carrying on of urban functions of trade and production. For these 

! reasons, cities, towns, and villages will be found at the "nodal" positions 
on the organized routes of communication, i.e., where two or more routes 
meet or cross.89 From the standpoint of transportation costs as a whole, 
advantageous production points are found sometimes at the sources of 
raw materials, sometimes at markets, and sometimes at particularly 
favorable intermediate points, which are determined by the relative 
proportions of various materials used, the freight rate structure, and the 
sequence of material sources, junctions, and markets on the transporta-
tion network.•0 · 

~: The influence of raw materials on industrial location may be illumi
:riated by examining the four functional categories: ubiquitous materiais, 
:localized materiais, pure materials, and weight-losing materials. Ubiq
uitous materials are found everywhere and exert no locational force. 
Localized materials are found only in special areas; the extent to which 
they exert a locational force depends upon what proportion of weight is 
lost in the production process. Where no weight is lost, they are called 
"pure materials"; there is no saving in carriage to be gained in any 
particular location.41 

Wheat is an example of a material that loses weight in the process of 
manufacture; 270 pounds of wheat will mak~ up into 196 pounds of 
flour. Coal, on the other hand, disappears completely in the manufactur
ing process and contributes no weight to the product. Considering the 
loss in the weight'of wheat transmuted into flour, other things being equal, 

s8 Ibid., p. 48. 
se Hoover, Edgar M., in The Problem of Cities and Towns (Cambridge, Mass.: 

Report on the Conference on Urbanism, Harvard University, March 5-6, 1942), p. 2 
40 Hoover, The Location of Economic Activity. 
41 Weber, Alfred, op. cit., p. 53. 
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flour mills will tend to locate near the wheat fields rather than near the 
market; but, since fuel is required and since it is fully weight losing, 
there is a locational pull toward the coal mines. Differential freight 
rates, however, disturb this pattern, since rates on coal and wheat are 
lower per pound than the rate on flour.'2 The locational factbrs become 
very complex when several raw materials are concerned, each with a 
different weight-loss ratio. In some cases, the shape and bulk of the 

_finished product has more significance than· its weight through the effect 
on freight rates or difficulty of transport. For example, it is more costly 
to ship agricultural machines than the materials that are used in making 
them; thus manufacturing of this k~nd has tended to locate near the 
points of use. In general, processes that increase the weight, bulk, or · 
perishability of materials that are processed tend to locate near the 
markets. Manufacturing that works in weight-losing materials tends to 
be found nearer sources of materials. In some cases the manufacturing 
process is split, as in the case of automobile production, where it has 
been found economical to ship parts for assembly into finished cars at 
points convenient to concentrated markets. 

A producer will seek to locate in an area where his total processing 
costs are minimized, "a location conducive to high utilization of the pro
ductive capacity of factors and scale of output appropriate to that lo
cation.'' ~3 

tAnother important consideration in industrial location is labor supply. f 
We have noted that the increase in the rural population and increased 
agricultural productivity enabled industry to arise. While it is true that 
"foot-free" population gathers where there are economic opportunities 
for employment, it is equally true that industry tends to concentrate \ 
where there is a qualified and adequate labor force. Some industries seek . 
an adequate supply of unskilled labor; other 1naustries require skilled 1 
labo~; ~u. industries are influenced by differentials in wage rates _an~_ seek 1 
to mmimize net labor costs. Large, varied, experienced, and flexibly or.:. 
ganized local labor markets are conducive to low-cost production. "Local 
concentration of an industry fosters the development of a labor force par
ticularly productive in that industry."" For example, a concentration of 
workers skilled in making automobiles is found in Detroit, a group skilled 
in making moving pictures in Hollywood, and a force of skilled workers in 
the needle trades in New York. 

We have already considered how ~ertain economies result from the 
concentration of industry. These advantages also exert a directional in-

~2Eiy and Wehrwein, op. cit., pp. 418-421. 
43 Hoover, The Location of Economic Activity, Chap. 5, p. 89. 
«Ibid., Chap. 7, p. 111. 
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fluence. Some industries are locationally linked to others by either 
transportation economies or by economies arising from the complementary 
use of productive factors.u) A clear example of advantageous locational 
juxtaposition is found where two industries have a direct trade connec
tion, the ode supplying the other with materials or equipment. Thus, if 
the "selling" industry is oriented toward the market to effect the maxi
mum economies and if the "buying" industry is strongly material
oriented, the two industries will find it mutually beneficial to be located 
in the same area. 

Another case of bedeficial territorial juxtaposition will be found where 
economies of locational integration _are the result. In the steel industry, 

·blast furnaces and steel furnaces both involve high temperatures, and 
economies result if the intermediate product, iron, is transferred in a 
molten state rather than first cooled into pigs. Thus, we find that iron is 
smelted and the steel manufactured in the same area. 

A third. type of beneficial association occurs when there are two or 
more industries using jointly produced materials or manufacturing jointly 
demanded products. Thus the producers of automobile parts are ter
ritorially concentrated and the processors of the by-products of the pack
ing industry cluster together in packing centers. A fourth type results 
. from the complementary use of productive factors. Labor may be such 
a factor, as in the silk industry, where the wives of the coal miners ve 
used to make the silk. 

It has been made evident that industries may be material-oriented, 
labor-oriented, or market-oriented, depending upon the importance of 
each . factor in producing and distributing the product. (In addition, 

' special factors are often present. For example, where an hem is highly 
·perishable, industry must locate near the market regardless of cost. 
Climate or power requirements affect the location of an industry. The 
woolen textile industry requires a particular type of climate, and the 
aluminum industry requires vast amounts of hydroelectric power. Paper-

' making calls for great quantities of water of proper chemical purity. 
Commercial activities &.nd industrial activities generally find it to 

their respective advantage to locate in the same areas. The urban areas 
1 as the centers of manufacturing concentration, the loci of important 
I markets, and the focal points of transportation have been the points where 
commercial activities have found it advantageous to concentrate. One 
writer has indicated that the structure of transportation costs 

• • • reduces the number of advantageous procurement and distribution points . 
• • • on the organized transfer network, then, are certain strategically located 

UJbid., Chap. 8, pp. 117-118. 
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transfer "nodes" with Epecial locational advantag!s as procurement and dis
tribution points and therefore as processing centers for all kinds of activities 
in ..-bich transfer roets are loeationally important. There is onl7 a limited 
number of such nodal points, and each is a production center for manufactur
ing as well as for trading and intermediate handling operations. Since the 
transfer advant.<lges of these points rests partly on large-volume •trame and 
frequent and fiexll>le service. there is evidently a cumulative pre.s&ll'8 toward 
concentration of transfer advantage." · 

.functitmall"ariation among c~ 
There is a species of epecialization among citi:S as among men. al

though it can ne¥er be so sharply defined. In the majority of urban areas 
in the l:nited States, manufacturing or trade is the chief activity, but 
in many cases cities reflect a variety of a...c:pects of our culture. One 
writer says that "all large cities are more or less multifunctional, and the J 
classification of a city as industrial does not imply the absence of trade. 
There are shades of gradation between and among [~) and some 
cities are borderline." n 

Weimer and Hoyt classify c:ities in the United States as" 

1. Cities devoted primarily to ~ which includes seaports, lake ports, 
river cities. and railroad terminals and junctions. Farming centers can 
al3o be included here. 

2. lndtL....ma.l cities, including thcee devoted chiefly to tbe JD&Dufaeturing 
and processing of commodities. 

3. Cities that rely chiefly on extractive activities, such as mining, lumber
ing, fuhing, and similar types of economic activity. 

4.. Political cities, including all those for which the activities of a sta.te or the 
Federal government provide the ba.sie income source. 

5. Recreational and health resorts, as well as cities in which retired people 
m:ide. 

6. Educational centers. 

Of cities de¥oted principally to commerce there are seaports, such as 
Baltimore, Boston, Galveston, San Francisco, New Orleans, and :Mont
real; lake porta, such as Bufialo, Duluth, and Port Huron; river cities, 
such as LouisYille and l!emphis; and .railroad tenninals and junctions, 
mch as Chicago, Atlanta, and Sptj.ngfield, Ill. Of cities devoted to manu
facturing there oc:cur gradations of Epeeialization. Some areas specialize · 

.. Ibid., Oiap. s. pp. 11.9-120. 
u IIaniB, Chauncey, "A Functional Cla.sEification of Cities in the United States, • 

TlwJ Grographiccl Review, voL XXXTU, p. SO, January, 1943. 
"Weimer, Arthur, and Homer Hoyt. PriN:iplu o/ Vrbaa Rool E~tate (New York: 

Tbe Ronald Prei!8 Company. 1939), p. 31. 
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heavily in the production of particular products, such as Detroit in 
automobiles, Gary in steel, or Fall River in textiles. In other cities 
manufacturing activities are more diversified, such as New York, Chicago, 
and Boston. Of the cities dependent upon extraction there are two types. 
One type includes cities devoted chiefly to the extractive industry itself, 
such as Hibbing, Minn., near which are located the huge open iron-ore 
pits. The second type are processing centers that are dependent upon 
particular supplies of raw materials and which might decline in popula
tion if the extractive operations ceased. Such cities include Birming
ham, Ala., and the Scranton-Wilkes-Barre, Pa., area.49 

Many cities are dependent upon governmental activities, such as Wash
ington, D.C., or any one of the state capitals of the United States. 
Recreational and health resorts include Miaini Beach because of its 
climate, or Waukesha, Wis., because of its mineral water. Cities func
tioning as educational centers range from such areas as Ann Arbor, Mich., 
where education is the primary function, to Madison, Wis., where govern
mental activities and educational activities share importance. Other 
specialized cities include army and navy bases, such as San Antonio 
and Norfolk, New London and Pensacola; medical centers such as Roch
ester, Minn.; and insurance centers such as Hartford, Conn. 

Table 2 indicates the relative importance of basic sources of employ
ment in leading Anierican cities. 
(It is possible to classify a few cities on the basis of a predominant 

basic activity, but, in varying degree, almost all cities are multifunc
tionalJ The Chicago metropolitan area is an example of a high degree 
of diversification of function: a wide variety of commodities is produced; 
it is an important center of trade and transportation; and it has been 
increasing in importance as a financial center. Another obstacle to use
ful classification is that, regardless of the productive, distributive, or 
service ac~ivities that may constitute the chief functions of various com
munities, \here are a number of secondary processes that appear in every 
urban community. For example, the intracity distribution of goods and 
services is an activity that is common to all cities. Almost all cities 
serve as the distributive center for the surrounding rural territory. Some 
banking services are always needed, and all cities are provided with some 
form of transportation facilities." In every city the population engaged 
in the chief activities must be serriced in numerous ways. Governmental, 
retailing, recreational, and religious activities are universal in urban 
areas. Finally, certain types of manufacturing, which, for various rea-

•• McMichael, Stanley, and Robert F. Bingham, City Growth and Values. (Cleve
land: The Stanley McMichael Publishing Organization, 1923), pp. 31-32t 
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TABLE 2. RELATIVE IMPORTA.NClil oF BASic SoURCES oF EMPLOYMENT IN 

SELECTED AMERICAN CITIES • 

Percentage of total employment in b~c 
activities . 

City 

Manu- Extractive 
Special 

facturing 
Trade 

industries 
sources of 

employment 
' 

Birmingham, Ala ....... 38 22 40 0 
Los Angeles, Calif ...... 23 57 5 15 
Denver, Colo ........... 25 46 0 29 
Hartford, Conn ......... 60 30 0 10 
Miami, Fla ............ 15 25 0 60 
St. Petersburg, Fla ...... 0 0 0 100 
Chicago, Ill ........... 50 50 0 0 
Gary, Ind .•........... 100 0 0 0 
Ames, Iowa .••........ 0 20 0 80 
New Orleans, La ....... 25 65 0 10 
Washington, D.C ....... 10 10 0 80 
Boston, Mass .......... 50 40 0 10 
Detroit, Mich .......... 75 25 0 0 
Hibbing, Minn ......... 0 0 100 ·0 
Gulfport, Miss ......... 20 34 12 34 
Albany, N.Y ........... 50 35 0 15 
Schenectady, N.Y ...... 90 10 0 0 
Greensboro, N.C ....... 80 20 0 0 
Bismarck, N.D ......... 0 40 0 60 
Dayton, Ohio .......... 80 20 0 0 

41 

• Weimer, Arthur, and Homer Hoyt, Principlea of Urban Real EstaU (New York: The Ronald PrMa 
Company, 1939), p. 46. 

sons, are oriented toward the market are present in all cities. Such manu
facturing includes that which produces either highly perishable or break
able items, items that have a low value relative to weight, items based on 
raw materials that are not weight losing. Examples of such products in
clude bottled milk, beer, and carbonated water, bakery goods, newspapers, 
and bricks. 

A final point on classification is that, since cities reflect the activities 
of a people in a given state of technology, resources, and the arts, the 

. functions of cities and therefore the bases of a functional classification 
will change as the civilization and technical knowledge shift and as 
changes occur in the use and location of natural resources. 
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The Economic Base 
This chapter has developed the fact tha~cities are functional organisms 

in contemporary society; that the very existence of cities is accounted 
for by economic functions that induce concentration; and that there are 

, yariations among cities in the pattern of functions. ) 
(Population tends to flow from areas of relatively less economic op-

; portunity to areas of relatively greater economic opportunity. Thus, 
when a primary economic activity is expanding, the chance for employ
ment draws workers from farms and villages or. from other urban areas 
where primary activities are shrinking.'( As thil popuiation becomes ur
banized, the employment opportunities in secondary and service activities 
draw in still more workers from outside. )Cit is apparent that the size and 
prosperity of the population and the number and nature of economic 
activities .that are in operation will determine the amount of land that 
is needed for the various urban uses~( It is also true that the nature of 
the economic activities in the area will directly influence the structural 
pattern of the city. The industrial city will need more space for factories 
and for the modest homes of workers; the political capital may have 
little industry but; with its higher level of income, will need more space . . 

. for cultural and recreational activities and for the more than ample homes 
of professional men and white-collar workers.'(The nature of the primary 
occupations will be reflected in the cultural backgrounds of the persons 
attracted to it and in the age and sex distribution of the group; these 
characteristics, in turn, will bear upon the demand for urban land and 
uponthe land use pattern of the community.) 
' l A clear understanding of the economic base of a particular city is requi
, site to an understanding of the demand for the land located in it. No 
prediction of the factors that influence the demand for the services of 
urban land can be made without forecasting the future trends in the basic 
economic activities of the area. City planning, planning to meet the 
housing needs of the community, forecasting populations trends, fore
telling the real 'estate market, appraising land values, predicting tax 
revenues-all and many other prognostications call for an analysis of 
the economic base of the area as a first step. 

In general, the process of appraising the economic base of a community 
is a matter of gathering all available facts of economic significance, 
analyzing past experience and present status, and basing the forecast on 
an extension of recent trends as modified by those factors of change which 
can be discerned. More specifically this procedure involves a prediction 
of the nature, volum&, and stability of employment and income in the 
community, and a forecast of the characteristics of the population. As a 
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(first step, there should be an inventory of local economic resour~es-the 
geographic advantages of the community, the man-power resources; and 
the productive activities now being carried on or potentially capable of 
being carried on within the area.) The primary or "city-building" activi
ties should be identified, i.e{those activities which bring into the co~mu
nity purchasing power from outside-the manufacture of goods exported 
to outside markets, the performance of professional services for non
residents, wholesale and retail trade serving areas beyond the community, 
other activities such as specialized recreational services offered to people 
outside the area, and state or Federal governmental facilities) (Secondary 
or service functions are those activities which are mainly supported by 
workers in the primary industries. Retail trade, personal services, con
struction, local transportation~, and local utilities are examples of sec
ondary industries) The ratio of secondary to primary employment varies 
among cities. In New York it has been estimated at 212 persons in 
secondary occupations to 100 ~ primary industries.50 In Detroit the 
ratio is said to he 117 to 100.51 lit is probable that the higher ratios will 
be found in older, more mature cities and in cities with relatively high 
family incomes. A ratio of less than one to one would be unusual for a 
community of moderate size or larger.) · 
( Having identified the primary industries~he next step is to study their 
history and analyze their prospects in the area. It is important to ap
praise the competitive position of the local establishments in the national 
picture';'; to establish their relative efficiency, and ~o determine whether 
they are gaining or losing relative to similar establishments in other areas) 
The dominant characteristics of the primary industries should be studied 
and the underlying trends in the demand for the products of the industries 
should be appraised. The stability of this demand should also be ex
amined. An attempt should be made to evaluate the vulnerability of 
each local industry to change, i.e., to estimate to what extent the industry 
can adjust to changes in technology and to variations in the nature of 
demand and whether it is in a strong financial position sa that it can 
meet price competition, finance technological improvements, or weather 
a depression. Studies of wage rates and annual earnings in each employ
ment should be made as a basis for forecasting the future level of in
comes. 
' Forces of Change. The analysis of the economic base of a community 
requires both a cross-section description and the identification and evalua
tion of the forces of change. We now examine some of the more important 

60 Regional Plan Association, Economio Status of the New York Metropolitan 
Region in 1944 (New York: Regional Plan Association, 1945). 

61 Detroit City Plan Commission,. The Economio Base, 1944. 
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(factors that may influence basic economic activities and modify the exist
i~ economic pattern.) 
(The fluctuations in • national economic health affect all cities in some 

;degree) There are marked differences among industries and occupations 
!with respect to sensitivity to changes in general business conditions. 
Some industries react quickly and violently; other activities respond more 
slowly and moderately. Automobile production and the heavy machinery 
industries, for example, have histories of wide fluctuations. At the other 
extreme is governmental employment, which in the Federal area actually 
increased during the last depression. In industrial areas, the decline in 
job opportunities and in earnings which accompanies a business depres
sion results in outward population movements often of major proportions; 
returning prosperity reverses the flow. There is evidence that during 
periods of industrial stagnation there is· a tendency for capital to seek 
new locations in order to lower costs. However, it is in times of active 
new fnvestment that there occurs the more important geographical shifts 
in productive equipment and capacity; changes in the pattern of actual 

,J>roduction occur in all phases of the business cycle.62 

(_ Changes in transportation facilities and in costs of carriage may bring 
\about shifts in the economic base of a community.") Improved freight 

. schedules, the expansion of trucking, and the development of such new 
facilities as air freight are often cause for shifts in relative locational 
advantages. For example, a separation of industrial functions may be 
inade possible, as in the case of the automobile industry. All-season 
highways and dependable truck transport now make it feasible to pro
,duce a variety of small automobile parts in Ann Arbor, Ypsilanti, and 
·other small towns from 25 to 50 miles from Detroit, to be shipped into the 
central plants for assembly. Another example is the increasing number 
of automobile assembly plants in locations far from the fabricating 
plants but convenient to the major markets. The gradual rationalization 
of the freight rate structure for the country will reduce the special loca
tional advantages now enjoyed by some areas and will enhance the posi
tion of other districts. 
( As technological advance in industrial processes replaces men with 
m~chines, the workers released into the general labor pool become avail
able to attract additional industries into the area; or they may drift into 
other localities where their skills are in demand. In either event, shifts 
in· local industrial patterns will occur;J It has been argued that as an 
industry comes to technical maturity, skill requirements and other cen
tralizing considerations diminish in importance and decentralization often 

62 Hoover, The Location of Economic Activity, Chap. 9, p. 146. 
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occurs.n The decreasing dependence on specialized labor gives greater 
freedom to the industry in seeking locations that are advantageous from 
other standpoints.64 In general, it may be said that changes in the manu
facturing processes of an industry may alter the importance of access to 
market, to materials, or to sources of power. New methods that cut down 
waste or result in a better quality product at no higher cost may reduce 
or enhance the advantages of a given location for an industry. The 
discovery of a useful by-product or of a new use for a by-product can 
have important locational significance. The development of new energy 
sources may give added flexibility in industrial location; for example, 
the development of electrical power for industrial use has been a decen
tralizing factor. It is challenging to speculate on the results of the in
dustrial application of atomic energy. 
(Many urban areas are dependent upon activities that are directly re
lated to the exploitation of natural resources. When the resources ap
proach depletion, or when, as in the case of mining, only low-grade ores 
remain, the whole economy of the area is seriously affected.) The Great 
Lakes cutover region is an example of almost complete resource depletion; 
in this area, many towns that were booming during the logging days 
have almost completely disappeared or have been reduced to vestigial 
communities dependent upon summer resorters. 

Diversification. Diversification in basic industries in a community 
often provides a special resistance to the deteriorating forces of change 
or business depression. Thus a part of the analysis of the economic 
base of an area is an examination of the particular combination of eco
nomic activities that are found there. In general it may be said that the 
greater the variety of employments in a community, the less will be the 
dependence upon any one of them and the stronger the resistance to 
change. The stability of income and employment that is the product of 
diversification may result from compensating seasonal fluctuations among 
local industries, the variability among the industries in their sensitivity 
to external changes in general business conditions, and a greater facility 
in the replacement of declining industries in the area. Another advantage 
of diversification is the fuller use of complementary labor groups, such 
as wives and daughters of facto rkers, with a resulting broadening 
of the employm ase an a greater stability of family earnings.61 

A one-industry town is generally less stable than a community where 
there is diversification of activity. However, the nature of the particular 
industries concerned is perhaps more important than the degree of diver-

68 Ibid., Chap. 10, p. 174-175. 
04 Ibid. 
65 /bid., Chap. 17, p. 285. 
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sification. It is well recognized that certain industry types are more 
volatile than others; for example, the construction industry and the pro
duction of durable goods are subject to wide cyclical fluctuations while 
food processing, trade, consumer services, and the manufacture of non
durable consumer goeds are more stable.611 Thus, diversification among 
the lnore volatile types of employment may provide less resistance to de
pression than specialization in a single activity that is characterized by 
stability. For example, a single-industry community that is supported 
by the insurance industry or by some tax-supported public activity may 
have greater economic resistance than a city with a more diversified back
ground of heavy industries. 

Q~!lnging!!!ctorll_~_!!!bl!'(':_iZCL_tion 
The forces that lead to concentration of people in cities are in part 

physical and in part cultural, using this term in the broadest sense. The 
physical consideration is the "costs of friction," i.e., the energy and time 
required to move people, goods, and information from place to place. 67 

Thus, with the increasing complexity of production and distribution, with 
the proliferation of artifacts and the infinite specialization of function, 
the more important (in the aggregate) becomes the physical proximity, 
or stated in the converse, the more costly becomes dispersion. This 
principle is immutable and grows out of the laws of physics. However, 
the impact of this basic relationship is 1nodified by cultural forces; and 
because the cultural framework of society is ever changing, so there are 
continual changes in the final direction and strength of the factors that 
affect city growth and structure. The history of urbanism demonstrates 
that, while the underlying impulsion toward concentration is unchang
ing save in intensity, there are additional factors that appear and dis
appear with changing social organization and with technological advance. 
In fact, at the present there are certain forces that are tending to counter
act the pressure toward concentration of population and industry and 
which may forecast a further diffusion of urban population into suburbs 
and small cities rather than an increasing concentration of jobs and people 
in our great urban centers. The strength of these forces of diffusion is 
unpredictable, but their direction is plain. It will be seen that some of the 
very factors that have been responsible for the growth of great cities, 
such as the improvements in manufacturing and transportation methods, 
are now working in an opposite direction. 

We may reveal the changing factors of urbanization by examining 

611 Ibid., p. 287. 
n See Haig, op. cit., p. 38. 
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separately the cultural phenomena that in the past have been influential 
in the evolution of urbanism. 
...: Defense. In early times, "protection of life and property was ••• the 
most vital :reason for urban centralization." 58 The compact, walled cities 
of that era reflect the importance of defense. The development of hom .. 
bardment artillery long since has rendered such arrangements obsolete; 
and the military tactics of today call for dispersion rather than con- I 
~entration of urban facilities. Protection of the vital war-production 
facilities requires that they be decentralized, with the production process 
for each armament item broken down and physically dispersed. The 
atomic bomb has greatly strengthened the argument for a general dis .. 
persal of population. 

There is little evidence in this country that military considerations have 
encouraged decentralization. During the recent war, much was said 
about dispersion, but the facts are that the development of additional in
dustrial capacity to meet war needs took place largely in and about the 
existing areas of industrial concentration and so contributed to more · 
rather than less centralization. • 
_, Religion. The centralizing power of religious influence and organiza· 
tion, which once came to a focus in the cathedral town, the shrine, or the 
bishopric, no longer plays a significant role among the factors of urbanha. 
tion. 
,..., Political Power. Historically, the centers of government were found at 
focal points in the existing communication system along with the centers 
of trade. \ Governmental functions were well centralized and because of 
poor facilities for communication, those having business with officials 
were forced to come in person to the seat of power~ With the development 
of modem political and administrative techniques and modem methods 
of communication, political power has become more decentralized in loca• 
tion.f The existence of a multiplicity of independent political subdivi
sions, towns, and cities within the framework of a higher sovereign body 
and the maintenance of administrative services in many different centers 
have been a force, if somewhat mild, toward decentralization. 

; Other factors of a governmental nature that are tending to disperse~ 
irrban populations include the heavy property taxes levied in central\ 
cities, which may drive citizens and industries to peripheral locations ! 
where the tax burden is lower. I The existence of restrictive building codes 
and zoning ordinances accounts for some of the undesirable construe-/ 
tion and chaotic land use pattenfin outlying areas where, for one reasonj 
or another, families and business seek freedom of action. 

I 

58 Hoyt, Homer, "Forces of Centralization and Decentralization," Arnericma Jour
nal of Sociology, vol. XL VI, no. 6, p. 845, May, 1941. 
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"' Agriculture. The increasing use of agricultural products as industrial 
raw materials is having some small decentralizing influence in leading 
to the establishment of processing plants near the sources of supply in 
rural districts. There is also some increase in food-processing activities 
located in small towns and villages in agricultural regions. 
v Trade. There have been gradual changes taking place in the distribu-. 
tion system, which have multiplied its channels and have reduced the 
points of concentration. For example, the decline of wholesaling activities 
and the increase in direct buying from the manufacturer have resulted 
in the diminishing of an important urban function. The increasing 
standardization of commodities has contributed to this change at the 
wholesale level and at the same time has facilitated the buying at retail 
through the mail, particultuly from the mail-order houses. The increas
ing accessibility of the cities to the rural population, the wide circulation 
of metropolitan newspapers, and suburban delivery service are broaden
ing the trading areas of cities and tending to increase the concentration 
of certain marketing activities. But though the market center itself may 
increase in size as a result,'there is a strong decentralizing effect on the 
location of residential districts. Furthermore, the increasing variety of 
goods offered in the smaller cities because of improved trucking facilities 

· and the spread of chain stores to the smaller places has reduced the 
relative consumer advantage of living in the. central city. The incon
veniences of congestion in the larger centers and the difficulties of parking 
encourage the diffusion of the retailing function. 
~ Manufacturing. Earlier considerations of the relationships between 
industrial development and urbanism have pointed out that certain recent 
developments have led toward diffusion rather than concentration. For 
example, the spreading substitution of electrical power for steam power 
tends to equalize the energy cost advantages of large urban plants and 
small suburban or '\Tillage factories. 59 Because of the ease of distributing 
electricity, there is no longer the same advantage in concentrating pro
duction at the source of power. Again, the increasing use of water power 
for generating electrical energy has multiplied the locations suitable for 
manufacturing. Another locational influence of electrical power is 
brought to bear through the design of industrial plants. 'l\'hen steam was 
the power source, compact, multistory structures were used in order to 
minimize the transmission loss in carrying power from a central point to 
the points of application through a system of shafts, belts, and pulleys. 
Modem factory design calls for large single-story plants, which are more 
efficient in the handling of the horizontal movements of materials and 

&II Hoover,.The Location of Economic Activity, Chap. 10, p. 181. 
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products. Such plants require large sites, with the result that there is a 
greater compulsion to locate on cheap land outside the central city. 
Another advantage of peripheral locations is in lower taxes and in the 
lower costs of providing the extensive parking areas that are required 
for the cars of employees. f 

The advantages of the concentration of industrial activities have been 
pointed out as one of the explanations of urbanism. However, concentra
t_ion carried too far results in offsetting disadvantages. The sheer physical 
concentration of plants can create excessive costs of traffic congestion. 
Industrial concentration may be carried to a point where the land costs 
and tax valuations are inflated; 80 the heavy demand for labor may ac
celerate increases in wage rates.61 Furthermore, where there is a 
chronic pressure on the labor supply, restrictive practices and labor dis
putes are more likely to flourish.83 As labor costs increase, manufacturers 
are encouraged to develop laborsaving machinery, and, with the increas
ing substitution of machines for men. and an increase in the proportion of 
semiskilled operatives at the expense of the sJrilled workers, there is less 
need to be located at the source of a specialized labor pool. Plants may 
find it advantageous to move to less congested areas to take advantage 
of lower labor costs. 

The lower labor costs in the smaller communities reflect not only lower 
wage rates but also greater productive efficiency. In part, this higher 
productivity is a result of the closer employer-employee relationships 
that are found in the smaller places. Moreover, because unionization is 
more widespread in the large cities, many producers look to the small 
towns as points of possible escape from union exactions. The advantage 
of the small town will decrease as unionization spreads or as minimum
wage laws or other factors tend to raise wage rates in small communities. 

In the earlier stages of the Industrial Revolution, the existence of a 
labor pool was highly important in industrial locatian. Factories and 
workers were crowded together in industrial communities. Today in
dustry is much less dependent upon concentrations of workers. We have 
pointed out that as machinery replaces man power and as fewer skilled 
workers are required in industrial processes, greater flexibility in location 
is possible. Furthermore, the workers themselves are more mobile than 
in the past; the widespread use of the personal automobile, made pos
sible by improving highway systems, has greatly extended the labor 
market area within which plants may locate. The workers themselves 
are to an increasing extent indicating a preference for suburban living. 

60 Weber, Alfred, op. cit., p. 132. 
-61 Marshall, op. cit., p. 272. 
82 Hoover, The Location of Economic Activity, Chap. 7, p. 114. 
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The tendency for shorter hours and more leisure time is increasing the 
desirability of a suburban or small-town home with space for gardening 
and with easy access to recreational opportunities. 

In an earlier part of the chapter, we pointed out that recent develop .. 
ments in transport, notably trucking, and the rationalization of the 
freight rate structure were decentralizing factors. Until recently, air 
transport has been a centralizing influence, since only the larger cities 
were equipped with adequate air terminals. Recent developments in 
feeder lines have placed an increasing number of smaller communities on 
the airline network and the further improvement of the helicopter prom• 
ises an even wider extension of air transport. We cannot now foresee the 
results of the spread of private :flying· or the locational significance of 
jet-type power plants for .aircraft. 

The adoption of urban ways of living by rural people, the wider range 
of articles available from mail-order houses, and the accessibility of cities 
by car and bus for purposes of entertainment and shopping are factors 
tending to reduce the attractions of city life for country folk. On the 
other hand, the increasing •frictions of city life, the confusion, and the 
cramping are decreasing the attractions of city life for city folk. 
. No one can predict the outcome of the struggle between the centriEetal 
and the centrifugal forces that are exerted upon our rii1nn~_areaf.Tt 
the present, 1t appears that the forces of diffusion are gaining strength, 
but it is quite possible that this gain will be offset by the devising of 
methods for decreasing the costs of congestion and for making the city 
a more attractive place to live. The use of elevated highways and the 
'provision of more and better parking space for private cars offer encour
aging possibilities. Perhaps our great cities can be replanned and re
built before the forces of deterioration have gone too far. 

A future "revolution" of equal significance with the industrial revolu
tion is possible a~d even probable. Who can contemplate the coming 
atomic age without speculating on the effects on population distribution 
that might result from the application of atomic energy to industrial 
processes and even for domestic use? What new forms of transportation 
await us as we learn to use jet propulsion for purposes other than the 
destruction of our fellow men? 

We may expect the metropolitan areas of the country to continue to 
grow in relative importance. At least nothing is now in view to make 
them economically obsolescent. Improved long-distance transportation 
increases their advantage as focal points. A large share of the newly built 
war plants are in metropolitan areas; the facilities are modern and of the 
most advanced design. Many of these facilities are available for new or 

I 
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expanding industries and will be· the natural loci of industrial growth 
for some years.83 

Urbanism i~ the United States 
Let us briefly trace the growth of urbanism in the United States. Urban . . ~ . 

population is defined by the U.S. Bureau of the Census as that hvmg m 
cities and other incorporated places having 2,500 inhabitants or more, 
all the remainder being classified as rural. In 1790, only 5.1 per cent of 
the total population was urban, but by 1940 that proportion had increased 
to 56.5. During the first 50 years of our history, the rate of change in 
the proportion was slow, for urban population had reached a level of only 
10.8 per cent by 1840. By 1900, the proportion had increased to 39.7 
per cent and urbanization continued at a rapid pace until 1930, when the 
ratio leveled off at 56.2 per cent, or virtually the same level as was found 
10 years later. In the decade from 1930 to 1940, the increase in the total 
population of the United States was at a lower rate than in any other 
decade in history, and, as we have seen, there was almost no change in 
the proportion of the population that was ur~an. This stability in the . 
urban-rural ratio is explained in large part by economic conditions. The 
depression of the thirties reduced economic opportunity in cities, led to 
extensive urban unemployment, and brought about a substantial emigra
tion from urban areas, particularly in the years from 1932 to 1934. The 
tide gradually turned as conditions improved, but the loss was hardly 
more than made up by the end of the decade (see Table 3). 

The differential increase in urban and rural populations has been a 
direct result of differential economic, social, and cultural opportunities 
that have existed in cities. The rural population has grown most rapidly 
during periods when new agricultural lands were being opened up. But 
the rate of growth of the rural population has been slowed down as the 
frontier disappeared and as technological improvements in agriculture 
led to a steadily rising productivity per man. Concurrently, the consump
tion of agricultural products was being restricted by the increase in in
ternational trade barriers, the low income elasticity for agricultural 
products, and the growing intensity and frequency of industrial fluctua
tions resulting, in the depression stage, in curtailed purchasing power and 
reduced consumption of agricultural products. As a result of this agri
cultural "surplus," together with the great rise in industrial, trade, and 
service activities, cities increased both in number and in size. Indicative 
of this shift from agricultural to industrial and commercial pursuits is 
the fact that in 1850 about 50 per cent of all workers were engaged in 

es Hoover, in The Problem of the Cities (lnd Towns, pp. 3-4. 
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TABLE 3. URBAN AND RURAL PoPULATION oF THE UNITED STATES, 1790 To 1947 • 

Urban population Rural population 
Census Total • 
year population 

Number Percent Number Percent 

1947 142,061,000 83,860,000 59.1 58,201,000 40.9 
1940 131,669,275 74,423,702 56.5 57,245,573 43.5 
1930 122,775,046 68,954,823 56.2 53,820,223 43.8 
1920 105,710,620 54,157,973 51.2 51,552,647 48.8 
1910 91,972,266 41,998,932 45.7 49,973,334 54.3 
1900 75,994,575 30,159,921 39.7 45,834,654 60.3 
1890 62,947,714 22,106,265 35.1 40,841,449 64.9 
1880 50,155,783 14,129,735 28.2 36,026,048 71.8 
1870 38,558,371 9,902,361 25.7 28,656,010 74.3 
1860" 31,443,321 6,216,518 19.8 25,226,803 80.2 
1850 23,191,876 3,543,716 15.3 19,648,160 84.7 
1840 17,069,453: 1,845,055 10.8 15,224,398 89.2 
1830 12,866,020 1,127,247 8.8 11,738,773 91.2 
1820 9,638,453 693,255 7.2 8,945,198 92.8 
1810 7,239,881 525,459 7.3 6,714,422 92.7 
1800 5,308,483 322,371 6.1 4,986,112 93.9 
1790 3,929,214 201,655 5.1 3,727,559 94.9 

• U.S. Bureau of the Census, CurTenl Population Reporlo, Seriee P-3, no. 21; Seriee P-20, no. 9. 

nonagricultural pursuits; by 1945 this proportion had risen to 84.3 per 
cent (see Table 4). 

Greater economic opportunities in American cities drew not only the 
· farm population of the United States, but also peoples from other lands. 
A large proportion of the immigrants who :fled their native lands for 
political or economic reasons to seek the treasures of the American cities 
found their way to the industrial cities of the North. Around the turn 
of the century,· from 500,000 to 900,000 persons per year were being 
admitted to this country. Immigration laws have now reduced this flow 
to around 50,000 per year (see Table 5). 

In addition to the better job opportunities found in cities, the cities 
have exerted another magnetic force drawing young men and women 
from farm and village into the urban maelstrom. The cities, with their 
concert halls, museums, libraries, opera and legitimate theaters, higher 
educational institutions, research and publishing activities, professional 
organizations, and religious and welfare institutions, are great and at
tractive cultural centers. The bright lights of the city, romanticized in 
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TABLE 4. FABll PoPULATION AND EKI'LOYMENT, 1910-1945 • 

Farm Per cent Employment Per cent 
Period population of total in agriculture of total 

(millions) population (millions) employed 

1910-1914 32.2 34.0 11.2 
191&-1919 32.0 31.2 10.7 
19»-1924 31.4 28.7 10.4 26.3 
192&-1929 30.4 25.7 10.1 22.8 
1930-1934 31.1 25.0 9.7 24.2 
193&-1939 31.0 24.1 9.5 21.8 
1940-1944 28.3 21.1 8.6 17.1 

1945 28.2 18.1 8.1 15.7 

I 
' • Population estimate& prepared jointly by U.S. Departments ol Agriaulture and Commeree; empl..,... 
,ment estimates, U.S. Departments of Commeree and u.bor, ~in pan on data from U.S. Depanmem 
ol Agriculture. 

• 
TABLE 5. hoaGRATION INTO THE UNITED STATES, 1821 TO 1944. 

Year 
1821-1830 
1831-1840 
1841-1850 
1851-1860 
1861-1870 
1871-1880 
1881-1890 
1891-1900 
1901-1910 
1911-1920 
1921-1930 
1931-1940 
1940-1944 

Number 

143,439 
599,125 

1,713,251 
2,598,214 
2,314,824 
2,812,191 
5,246,613 
3,687,564 
8,795,386 
5,735,811 
4,107,209 

528,431 
203,589 

• U.S. Department of Commerce, Bureau of the Ce118118, BlatUiieal Ar..trad of 1M u .. w SW..., 19-U-
1946 (Washington, D.C.: U.S. Government PriutiDg Ollioe, 194fj), 66th no., p. 109, Table 113. 

song and story, and the lure of the adventure and excitement they promise 
have created dissatisfaction among rural youth and led them to seek their 
fortunes in the far cities. For them the freedom and stimulation to be 
found in the great urban areas have always stood in golden contrast to 
the dull routine and limitations of their home life. It is significant that 
following both the First and the Second World Wars thousands of re
turned soldiers, originally from rural areas and disliking to return after 
having once been emancipated, moved into the cities in search of jobs .. 
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Before the developments of modem methods of sanitation and waste 
removal in cities and the great strides that medical science has made in 
recent decades, the death rate in cities was very high. But today cities 
are much more healthful places in which to live, and death rates have 
been greatly reduced. In fact, in spite of the relatively low birth rate in 
cities, urban areas as a whole do show some growth through natural in
crease, i.e., an excess of births over deaths.64 

The urbanization of our nation has been accompanied, of course, by 
an increase in the number and importance of large cities. From 1900 
to 1930, the percentage of the total population that was found in and 
near the 63 metropolitan zones centered about cities of 100,000 persons 
or more had increased from 36.9 to 42.2 per cent.65 In 1890 there were 
three cities with populations over 1 million and in 1930 there were five 
such cities. Table 6 shows the pattern of distribution of the urban popu
lation among city size groups. 

TABLE 6. PERCENTAGE OF URBAN PoPULATION IN CITIEs oF VARIOUS SIZES, 1920 To 

1940 * 

Percentage of urban population 

Populatio:a 

1920 1930 1940 

2,500-5,000 .............. 8.1 6.8 6.7 
5,000-10,000 .· ............ 9.2 8.5 8.9 
10,000-25,000 .....•...... 13.0 13.2 13.4 
25,000-100,000 ........... 19.1 18.7 19.9 
100,000-500,000 .......... 18.8 23.5 21.5 
500,000-1,000,000 ......... 12.1 8.4 8.2 
.1,000,000 and over •••..... 19.7 20.9 21.4 

Total .•................ 100.0 100.0 100.0 

* 1940 Census, Popul.ati<m, vol. I, p. 32, Table 12. 

Although there continue to be migrations, new areas of exploitation and 
expansion, and technological changes that influence the location of popu
lation, the pattern of settlements seems to have established an uneasy 

· equilibrium. We may expect no substantial change within the next few 
decades in the present population configuration, which finds the heaviest 

84 U.S. Bureau of the Census, Population, Series P-3, no. 21, Nov. 15, 1941. 
6& McKenzie, R. D., The Metropolitan Community (New York: McGraw-Hill 

Book Company, Inc., 1933), p. 21. 
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densities in the Northeast, the Middle West and west coast. There has 
been a long-term tendency to concentrate near deep water, on the sea
coasts and the Great Lakes. As we shall note within the major geo
graphic regions, the tendency is definitely toward local agglomeration, 
with the metropolitan aggregations distributed widely over the countryr 66 

, It has been estimated by the Bureau of the Census that the total popu
fation of the country increased from 1940 to 1947 by more than 10 
million persons or to about 142 million. This 7-year increase was more 
thim the total increase of the preceding decade, reflecting the abnormal 
wartime birth rate. As long as the birth rate remains above normal, we 
may expect a high rate of population increase, possibly for the next 
several years.e7 

; The current severe housing shortage is evidence that urban areas 
are gaining substantially in population. During the war, there were 
great internal migrations in this country. In all, some 15 million per• 
sons, excluding members of the armed forces, changed their places of 
residence from one area or community to another. Many of these persons 
were war workers moving from farms and rural areas to cities. Al• 
though a substantial proportion have returned to their original homes, 
there has been a deposit of millions of people left in our urban areas com
posed of recent immigrants who plan to remain permanently.68 As a 
result of the wartime population shifts, there is evidence that the South 
and particularly the West have made some gain at the expense of the 
North. The high concentration of wartime population movements is 
evidenced by the fact that from 1940 to 1943 the civilian population of 
137 metropolitan counties increased by 1,627,000 or 2.4 per cent, thus 
more then offsetting by immigration the loss of population to the armed 
services. There was a loss in population in 56 of these areas and a gain 
of 9.6 per cent in 81 of the communities. At the same time, that part 
of the country which is outside of the metropolitan counties lost 7.3 per 
cent of its population.69 

Population experts forecast that future city growth will proceed at a 
slower rate than in the past. Retarding factors are the decline in the 
birth rate and the cessation of foreign immigration. Cities will be mainly 
dependent upon rural-urban migration for growth. While we may expect 
metropolitan areas to grow at a faster rate than the rest of the country, 
we shall not see such rapid spurts as were experienced during the first 

66 Ibid., p. 22. 
61 U.S. Bureau of the Census, Series P-46, no. 1. 
68 Ibid., Series P-20, no. 2. 
69 Hauser, Philip M., Journal of Marketing, January, 1944. 
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quarter of this century. The steady decline in the rate of population 
growth of the nation as a whole and the imminence of population 
stability are bound to dampen the expansion of urban areas.70 

M etropolitanism 
As a functional entity, the city is not defined by its political boundaries 

' for its influence spreads far beyond the city limits. With the coming of 
improved methods of communication, notably the automobile and the 
telephone, the old urban form of a compact community that was sharply 
separate economically and socially from the surrounding rural territory 
has been replaced by a more open settlement, in which town and country 
merge gradually and in which the central city has, in effect, simply 
expanded its communal. life over a wider and less intensively developed 
area.11 The underlying forces that have led to the concentration of people 
in urban areas are still present, but better communication and trans
port have reduced the advantage of compactness in the physical arrange
ment of functions. 

The Bureau of the Census has recognized the social and economic unity 
of the central city and its environs and has set up what are called "metro
politan districts."( The metropolitan district is not a political unit "but 
rather an area including all of the thickly settled territory in and around 
a city or group of cities. It tends to be a more or less integrated area 
with common economic, social, and, often, administrative interests." 12). 

For statistical purposes, the Bureau has set up such a district for each 
city of 50,000 or more population, including sometimes two or more such 
cities in one district. In addition to the central city or cities included 
in such a district, all adjacent and contiguous minor civil divisions or 
incorporated places having a population of 150 or more per square mile 
are included to make up the metropolitan district, and in some such dis
tricts a few less densely populated contiguous divisions are included on 
the basis of special qualifications. Sometimes only a portion of a minor 
civil division is included where the remote sections are sparsely settled. 

In 1940, 140 such metropolitan districts were set up, containing a total 
population of 62,965,773, which represented 47.8 per cent of the total 
population of the United States. Of this number of persons concentrated 
in and around the urban centers in the United States in 1940, 68.3 per 

To Jaffe, Abram J., "Population Trends and City Growth," The Annals, Novem
ber, 1945. 

n McKenzie, op. cit., Chap. 6. 
TZU.S. Department of Commerce, Bureau of the Census, Census of Population, 

1940, vol. I (Washington, D.C.: U.S. Government Printing Office, 1942), p. 11. 
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cent were located within the central city and 31.7 per cent were located 
in the surrounding area. 
i , The census data on the growth of the rural nonfarm population dem
onstrate the numerical importance of the group that lives near but not 
in incorporated places and which is composed mainly of urbanites whose 
occupations and culture are essentially of the city. In 1940, the rural 
nonfarm population of the country was 27 million as compared with 74 
million urban and 30 million rural farm population. From 1930 to 1940, 
the rural nonfarm population increased by 14.2 per cent while the urban 
population grew by 7.9 per cent. 
: Additional evidence of the spread of metropolitanism is shown in the 
growth of the cities, towns, and villages that are satellite to large cities. 
Table 7 shows that from 1920 to 1930 such places grew much faster than 
communities of the same size beyond the influence of a central metro
politan city. 

TABLE 7. RATE oF PoPULATION INcREASE IN SMALL CITIEs AND IN RuRAL TERRITORY. 

' WITHIN AND WITIIOUT METROPOLITAN DISTRICTS, BY SIZE OF CITIES, 1920-1930 * 

Type and size 
of place 

Rural area .............. . 

2,5()()-5,000 ............. . 
5,000-10,000 ............ . 
10,000-15,000 ........... . 
15,000-25,000 ........... . 
25,000-50,000 ........... . 
50,000-100,000 ........... . 

Rate of increase 

Within 
metropolitan 

districts 

54.8 

b'9.8 
47.7 
39.6 
26.6 
32.8 
20.5 

Without 
metropolitan 

districts 

3.7 

16.9 
19.6 
20.5 
23.0 
20.7 
11.0 

• McKenzie, R. D., TheM elTopolitan Communit71 {New York: McGraw·Hill Book Company, Inc., 1933), 
Table 22, p. 48. The metropolitan districts used are those of 1930 {U.S. Census, 1930, Metropolitan D~ 
lrict&), but the citiee and rural areas are classed according to their population in 1920, Territory rural in 
1920 is counted rural in 1930, although it may have contained one or more incorporated placee in 1930. 
Abridged from Table 10 in Populalion Trends in the United States, by Warren S. Thompson and P. K. 
Wbelpton. 

Every populated settlement is the point of origin of a complex of\ 
social and economic forces that spread into the hinterland. Even the 
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crossroads trading center extends its influence beyond the little grouping 
of stores and homes. It is an assembly point for certain farm products 
of the rural hinterland; it is the point of distribution of artifacts and 
foodstuffs; news is exchanged and opinions formed around the cracker 
barrel of the general store; and the social activities of the rural commu
nity center in the church, the grange hall, and the movie house. The 
pattern of relationships is not essentially different for the great metro
politan centers. The larger the community the greater the variety of 
activities and thus the more varied the relationships between central 
city and hinterland and the more extensive the zones of influence. The 
increase in the frequency and intensity of relationships may account for 
the growing tendency toward a leveling of the social differences between 
town and country. 
· The larger metropolitan centers are clusters of communities, a central 
nucleus surrounded by a constellation of subcenters. These minor points 
of concentration may be existing towns and villages that have come 
within the expanding influence of the central city, or they may be new
born dormitory or industrial suburbs. The economic and social focus of 
the subcenters is toward the central city, and all contacts with other met
ropolitan areas are through the central city. The larger the metropolitan 
aggregation, the greater is the tendency toward specialization of the 
differentiated parts and areas.78 The greater the specialization, the 
greater the interdependence of the clusters that make up the metropolis. 

The economic, political, and social influence of every community takes 
the form of a set of overlapping, roughly circular zones of various extent. 
In the simple case of the crossroads village, the trading zone and the zone 
of social influence are essentially the same, but a large city, with its 
myriad activities and functions, extends its outward influence in infinite 
ways. Its zones of influence are complex and multitudinous. The eco
nomic relationships are reflected in such zones as the trading area and 
the commuting zone. But the trading area is different for various types 
of product. Certain goods are sold at retail only in the central city; other 
articles may be purchased in any satellite community. The wholesale 
zone is, of course, far more extensive than the retail trading area. Zones 
·of influence of recreational activities are varied. People may come 25 to 
50 miles to attend the legitimate theater, but even the downtown movie 
palace may not draw many customers from beyond the central city. 
There are zones of a physical character such as those determined by the 
electrical distribution system, the sewage district, or the water system. 
The political influence of the city hall extends only to the city limits, 

7S McKenzie, op. cit., p. 81. 
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rthough various governmental administrative regions may extend beyond 
·the city limits. The social influence of the city is measured in part by 
'the zone of newspaper circulation for the metropolitan papers or by the 
'limits at which suburban telephone tolls begin. Thus there is difficulty 
.in defining urban and rural territory, for the influence of the city may be 

) 

found in various combinations far out in the hinterland. Another 
characteristic of urban influences that hampers this determination is 
their gradient nature.74 Thus many zones shade off, as the distance 
from the central city increases, to a limit that is ragged and ill defined. 
! The rural-urban fringe is a transition zone between the concentrations 
bf people and structures that we classify as towns and cities and the areas 
~hat are predominantly in agricultural use.711 In this transition zone we 
find a wide variety of land uses, some urban and some rural in character; 
in fact, certain land uses, such as golf courses, private schools, fair 
'grounds, sewage disposal plants, and airports are situated in the fringe 
,
1areas for sound locational reasons. It is the fringe area that provides 
,the space for urban expansion, and the land in this territory is in various 
'stages of ripening for conversion to strictly urban use and for absorption 
by the city. The people who occupy this zone are a mixture of truck 
farmers, home owners who work in the city, junk dealers, and others, 
some urbanites, some farmers, and some native and natural to the pe
riphery. In our study of the economics of urban land utilization and in 
considering the city as a functional entity that has emerged to serve the 
needs of modern Western civilization, the hinterland areas of the central 
city must be treated as functional parts of the city itself. 

74 McKenzie, op. cit., p. 76. 
Til Wehrwein, G. 8., "Land Uses in the Rural-urban Fringe," in the Proceedings 

of the Commonwealth Conference, University of Oregon, 1942. 



CHAPTER 3 

THE CITY AS A SOCIAL COMPLEX 

In the preceding section we have attemptea to discover the underlying 
forces that have given rise to the phenomenal growth of cities. We have 
seen that the great concentration of people and buildings and machines 
in urban areas has been the result of an economic and technical evolu
tion in a number of fields and that it has been coordinate with the de
velopment of a complex economic organization that has multiplied the 
production of wealth and raised the standard of living. The city has 
been pictured as an economic mechanism wherein the basis of demand 
for the services of land is the need for sites for the performance of the 
economic functions of production, consumption, and distribution. This 
relationship between the rise of urbanism and the evolution of our modem 
economic system is recognized in a recent sociological study of the city. 
"There appears to be a genuine functional relationship between the two, 
such that the unique features of the modem great city-its raison d' etre, 
its organization, and its spacial structure--can only be understood in 
terms of the contractualistic value system under which it has emerged." 1 

,'(In the processes of the production, distribution, and .consumption of 
1 economic goods and services, the human element is central, for under-
· lying all economic relationships are the behavior patterns, the value sys
• terns, and the psychology of the human beings who participate in economic 
:processe~ Thus underneath all economic laws, the final basis of human 
action i~ultural and psychological; it follows that the problems of the 
structure of cities, the earnings of the buildings that house the urban 
population in their life functions, and the very growth of cities tum on 
individual and collective taste and preference as shown in l'j,Ocial habits 
and customs. One authority on urban structure and growth "Tites, 
" •.• As long as human activity continues to alter the conditions of city 

lFirey, Walter, Land Use in Central Boston (Cambridge, 1\Ia.ss.: Harvard Univer
sity Press, 1947), pp. 252-253. 
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life, and human tastes, prejudices, fashions, habits, and customs continue 
to vary, city structure and values will shift and change." 2 

. 

Frank Knight says that "the economist meets the problem of conduct 
and motive at every point and stage of his work." 8 Each datum of 
conduct or behavior is the joint product of the individual, the situat~on, 
and the culture. Thus generalizations with respect to behavior must: be 
'made cautiously and with proper qualifications and limitations. Econ
pmists must work with such generalizations; they must forecast behavior 
under sets of given circumstances. But the economist is primarily con
cerned with behavior; he does not look behind conduct to its psycho
logical or ethical content. He must know how people act and react but he 
leaves the why to the social psychologist and the philosopher. 

It is a truism that human behavior varies with circumstances. In 
our study of the demand for urban land up to this point, we have dealt 
with the @:mand for urban land arising from the need for space for 
the performance of economic functions, and we have seen how human be
havior under changing circumstances brings about changes in the nature 
of this demand for spac~ We are now to 'turn our attention to the 
social characteristics of urbanites and their way of life, for these are 
circumstances that also condition demand and have a direct influence on 
the pattern of land use, on land values, tenure, and the type and design 
of buildings.' Thus we are now concerned with the sociological character
istics and circumstances that affect demand behavior with respect to 
urban land. From this point of view we shall consider cities as settle
ments of individuals living together in complicated economic and social 
contact. We are interested in urban population trends, in the nature of 
the people who inhabit cities, their age and sex distribution and racial 
and geographic origins. We are also concerned with social changes that 
may modify urban behavior patterns and thus affect the demand for the 
services of urban real estate. 

Sources of Urban Population 

By an examination of the origins of city people, it may be possible to 
gain some understanding of the factors in their characteristics and cul
tural backgrounds that may affect the demand for the urban land on 
which they live. In order for cities to grow or maintain their populations, 
births and immigration must offset deaths and emigration. The extent 

2 Hurd, Richard M., Principles of City Land Values (New York': The Record and 
Guide, 1924), p. 159. 

8 Knight, Frank H., The Ethics of Competition (New York: Harper & Brothers, 
1935), p. 78. 

• Wirth, Louis, "Urbanism as a Way of Life," American Journal of Sociology, 
vol. XLIV, no. 1, pp. 1-24, July, 1938. 
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to which at any given time the population of a city is composed of im
migrants or of native sons and daughters has cultural significance and 
thus significance with respect to the demand for land. To the extent 
that cities are self-reproducing,.they move toward cultural homogeneity; 
on the other hand, cities that feed upon immigration present greater 
variety and change in the nature of the demand for land. 

Table 8 gives an indication of the relative importance of immigration 
and net reproduction in accounting for the populations of a sample of 
American cities. · 

TABLE 8. RELATIVE IMPORTANCE OF VARIOUS SoURCES oF PoPULATION GnowTH 

IN 43 AMERICAN CITIES, 1890-1930 * 
JO 

Origins of population increll.':le, per cent 

Region Excess 
Total 

Foreign- Colored White 
of births 

hom migration migration 
over deaths 

Northeast •.•.••.•..•••.. 100.0 11.20 21.73 20.79 46.28 
South .•....• , .... , ..... 100.0 1.27 23.28 58.13 19.86 
West and Midwest ....•.. 100.0 18.58 14.25 53.89 50.44 
Pacific Coast ............ 100.0 9.52 3.00 78.03 9.45 

*Weimer, Arthur, and Homer Hoyt, Principles of Urban Real Eotate (New York: The Ronald Press 
j Company, 1939), p. 25 •• 

Natural Increase. It has already been pointed out that the high urban 
death rates of the past have declined sharply with advances in medical 
science and sanitation techniques and with the enforcement of health 
regulations. But the fall in urban mortality has been accompanied by 
a steady decline in the fertility of urban women; the urban population 
is not self-sustaining. This story of net reproduction rates for urban and 
rural areas in the United States from 1910 through 1940 is presented in 
Table 9. 

Since a net reproduction rate of 1,000 would mean that each genera
tion would just replace itself, it is clear that, even in the period from 1905 
to 1910, the urban replacement rate was below that necessary to pre
vent a decline in population. By 1940, that rate had fallen so low that 
if the urban birth and death rates were to remain unchanged, and if the 
urban population were not supported by immigration from rural nonfarm 
or rural farm areas or from foreign sources, the urban population would 
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TABLE 9. NET REPRODUCTION RATEs, URBAN AND RURAL: 1905-1910, 1930-1935, 
1935-1940, AND 1941-1946 * • 

Period 
Area 

1905-1910 1930-1935 1935-1940 1941-1946 

United States .•..... 1,336 984 978 1,202 
Urban ..••......... 937 747 726 976 
Rural nonfarm ...... 1,499 1,150 1,150 1,359 
Rural farm .•...• .., .. 2,022 1,632 1,661. 1,928 

-
• U.S. Btueau of the Censua, Populo,tion-Speciol Reporl8, Series P-1943, no. 5, Nov. 11, 1943; also 

Current Population Reporto, Series P-20, no. 8, Dec. 31, 1947. 

decrease by one-fourth in each generation.11 It is not yet clear whether 
the increase in the birth rate since 1940 is a temporary or more lasting 
reversal of the long-term trend. It is generally true that the rapid 
growth of cities, whenever it has occurred, has been mainly the result of 
population movements to urban areas from foreign lands or from farms 
and villages. 

Foreign Immigration. Before the restrictions on foreign immigration, 
the cities witnessed an inflow of newcomers from abroad. Some of these 
immigrants found their way into the agricultural, mining, and lumber~ 
ing areas of the Middle West, but the majority settled in the industrial 
cities of the East and in the Ohio Valley. Evidence of their numerical 
importance in cities is found in the proportion of foreign-born p~rsons 
in urban areas as contrasted with that in the rural and farm areas. In 
1930 almost two-thirds of the population in cities of 1 million and over 
were foreign-born or the children of foreign-born parents.• These groups 
tend to decline in importance with the size of cities. Because of shutting 
off immigration, the number of foreign-born in urban areas declined by 
2 million between 1930 and 1940, and the ratio to total urban popula~ 
tion was reduced from 16.2 per cent to 12.4 per cent.' Table 10 illustrates 
the extent to which the foreign-born are concentrated in our urban areas. 
It also indicates the degree to which the cessation of immigration has 
affected the flow of population from foreign sources to our urban areas. 

11 U.S. Bureau of the Census, Population-Special Reports, Series P-1943, no. 5, 
Nov. 11, 1943. 

8 National Resources Committee, Our Cities (Washington, D.C.: U.S. Government 
Printing Office, 1937), p. 9. 

7 U.S. Census, 1940, Population, vol. II, part I, p. 20, Table 5. 
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TABLE 10. PERCENTAGE DisTRIBUTION OF WmTE PoPULATION BY NATIVITY AND 

PARENTAGE FOR THE UNITED STATES, URBAN AND RURAL, 1930-1940. 

Urban Rural nonfarm Rural farm 

Nativity and parentage 

1930 1940 1930 1940 1930 1940 

--------- ------
Total. •......................... 100.0 100.0 100.0 100.0 100.0 100.0 

Native .......................... 82.6 86.6 92.1 94.5 95.2 96.4 
Native parentage ............... 52.9 61.5 75.4 81.2 81.6 85.9 
Foreigq or mixed parentage .•.... 29.7 25.1 16.6 13.3 13.6 10.5 

Foreign-hom ..................... 17.4 13.4 7.9 5.5 4.8 3.6 

* U.S. Bureau of the Census, Popvlaliun-8pocial Roporlll, Seriee P-15, no. 8, Feb. 12, 1943. 

The data in Table 10 indicate the importance of foreign population 
sources in urban growth as well as their much lesser importance in rural 
populations. About 96 per cent of the farm white population was native
born in 1940 and 86 per cent were of native parentage; 87 per cent of 
the urban white population was native-born and 62 per cent were of 
native parentage. Looking at it another way, 13 per cent of the total 
urban white popul~tion in 1940 was foreign-hom, and some 5.5 per cent 
of the rural nonfarm and 3.6 per cent of the farm white population was 
foreign-born in 1940. It is interesting that there seems to occur a down
ward gradation in the proportion of foreign-born as one leaves the urban 
areas. 

Indicative of the degree to which restrictions on immigration have 
reduced the number of foreign immigrants coming into our cities, Table 
10 indicates that, while in 1930 17.4 per cent of our urban white popula
tion was foreign-born, by 1940 this had dropped to 13.4 per cent. The 
proportion of the urban native white population with foreign or mixed 
parentage also fell between 1930 and 1940, while the percentage of native 
white population increased. The same story is repeated on a smaller scale 
with respect to the farm white population. It is apparent that recent 
trends are in the direction of an increasing proportion of whites of native 

·parentage in the urban population.8 

With urban reprpduction rates at a low level and with foreign im-

s McKenzie, R. D., The Metropolitan Community (New York: McGraw-Hill Book 
Company, Inc., 1933), p. 34. 
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migration practically stopped, the only remaining source for urban popu- ' 
lation maintenance or growth is the rural areas.9 

· Negroes in American Cities. Before discussing the role that the rural 
population must serve in preserving city populations, let us look at the 
role that the Negro population plays in city growth. The rapid urbaniza
,tion of Negroes during recent decades has increased their numerical iin
portance in cities (see Table 11). The heaviest migration has been to 
northern industrial areas, initiated by the shortages of labor during the 
First World War.10 The proportion of Negroes in American cities as a 
whole increased fr~m 6.6 per cent of the 1920 urban population to 7.6 
per cent in 1930 and 8.4 per cent in 1940. Between 1920 and 1930 the 
percentage of Negroes actually decreased in Southern cities and increased 
most substantially in the larger communities of the East, North Central, 
and Middle Atlantic states. Between 1930 and 1940, the increase con
tinued in these last-mentioned areas, but the earlier decline in Southern 
cities was reversed. During the war period, ending in 1947, there was a 
small decline in the South and increases in all other regions. 

TABLE 11. PEa CENT oF NEGROES IN URBAN PoPULATioN BY DISTRicrs, 1920, 1930, 
1940, AND 1947 * 

Districts 1920 1930 1940 1947 

United States ............... 6.6 7.6 8.4 10.7 

New England ............... 1.2 1.3 1.4 } 7.7 Middle Atlantic ............. 3.1 4.7 5.4 

East North Central. ......... 3.4 5.1 5.6 } 7.8 West North Central ......... 4.5 4.7 4.7 

South Atlantic .•............ 26.4 25.7 32.8 
,23.0 East South Central. ......... 28.6 27.3 28.2 

West South Central ......... 18.0 16.9 17.7 

1Iountain .................. 1.4 1.4 1.5 } 4.8 Pacific ..................... 1.2 1.4 1.8 

*U.S. Census, 1920, 1930, 1940 (Population); U.S. Bureau of the Census, Population BeporU, P-20, 
no. 9, Jan. 19, 1948. 

9 National. Resources Committee, Our Cities, p. 56. 
10 National Resources Committee, The Problems of a ChaTI{Jing Population (Wash

ington, D.C.: U.S. Government Printing Office, May, 1938), p. 99. 
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TABLB 12. PEa CENr or CiuNoB nr WBITB AND NoNWBITB PoPULATION or 
M LEADING !.IEmoPOLD'AN Drsnucrs, BT REGION, 1940-1947. 

West ••....•.••••••••.......•... 
li.Iountain •••••••.•..•......... 

])enver ••....•••.•.•....••.. 
Salt l..&ke City ••............. 

Pacific ••••••••••.•..•••.•.•... 
Los Angeles •••.••••••••••••. 
Portland .••••...•.••........ 
San Francisco-.•..•....•...... 
Seattle •••••.••••••..••...... 

North .......................... . 
New England •••....•.......... 

Boston ••.••.•.••.•..• : ..... . 
Lowell ...........•.......... 
NewHaven ••.••.•.......... 
Worcester •.....•............ 

Middle Atlantic .•...•..•....... 
Bethlehem ••••••••••...•.... 
New York ..•••...•....•..... 
~bda •••••••.......... 
Pittsburgh ••••.•............. 
Rochester •••••.••..•..•••... 
Scranton •......•............ 

East North Central ............ . 
Akron ••.••..•.... -· ....... . 
Chicago •••..••.............. 
Columbus •••••• - •. - ••...•... 
:Detroit ••..•.• - •..••...... - . 
Toledo •••••••••••••••••••••. 
Youngstown ........ ~ ....... . 

West North Central ........... . 
Minneapolis-St. Paul .•..... :. 
St. Louis •••••••••••••••..... 

South ..••...... - ... - ........... . 
South Atlantic .•............... 

Atlanta .................... . 
Baltimore .................. . 
Norfolk .....•......•........ 
WashUngton •.......•........ 

East South Central. - - ......... . 
13~~---·············· 
li.Iemphis ................... . 

West South Central ........... . 
I>allas •..•.•••.........•.... 
New Orleans ................ . 
San Antonio ................ . 
Tulsa ...................... . 

Per cent of increase 

White Nonwhite 

32.4 
19.9 
20.7 
18.5 
33.8 
32.4 
30.9 
38.1 
32.4 
6.7 
7.4 
8.1 
3.7 

13.5 
0.9 
6.5 
3.1 
6.0 

13.6 
4.8 

11.9 
-14.6t 

5.9 
18.1 
0.7 
2.0 

12.3 
11.3 
0.5 

10.4 
10.4 
10.4 
24.2 
25.9 
13.6 
19.0 
48.5 
32.8 
23.5 
22.9 
24.3 
21.5 
25.8 
13.6 
31.6 
13.6 

80.9 
117.9 
104.5 

• 191.1 
79.1 
88.6 
68.3 
66.2 
56.3 
48.0 
33.3 
33.8 
57.0 
40.0 

-30.0t 
44.2 

144.7 
50.2 
38.5 
13.5 
97.2 

-67.7t 
54.4 
91.0 
35.9 
6.7 

102.6 
34.8 
30.0 
57.1 
19.2 
59.6 
25.1 
33.3 
10.3 
51.2 
30.5 
32.8 
20.5 
23.6 
16.9 
10.5 
19.7 
6.1 

18.5 
9.0 

• Computed fmm U.S. Bmau ol. the Ceasus, c-P~ ~ Series P-21. DO&. 1-aS. July 

17, 19l7, t.bnJu&h Aa&. 21. 19D. 
t llea'ease. 
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During the Second World War, a migration of Negroes occurred that 
was similar to that of the First World War. Labor requirements in war
production areas brought forth a substantial movement of rural Negroes 
to shipbuilding centers, powder plants, arsenals, and even to the aircraft 
plants of the West. Indicative of the growth of the nonwhite population 
in urban areas during the Second World War, Table 12 shows the per
centage increase between 1940 and 1947 of the white and nonwhite popu
lation in 34 leading metropolitan districts in the United States. 

The greatest relative increases in the nonwhite population occurred in 
the 6 metropolitan districts in the West and the 18 metropolitan districts 
in the North, while the nonwhite population increased the least in the 
10 metropolitan districts of the South. The huge percentage increases 
in Denver and Salt Lake City are somewhat misleading, since the ab
solute increases were small. The actual nonwhite population in 1947 
was only 4,830 in Salt Lake City, a numerical increase of but 3,171 over 
a 1940 nonwhite population of 1,659; in Denver the numerical increase 
was 9,419 over a 1940 nonwhite population of 9,017. 

The nonwhite population in 34 leading metropolitan districts in 1940 
and 1947 as a percentage of the total population in each year is pre
sented in Table 13. The data indicate that an increase in the relative 
proportion of nonwhites to the total population occurred in all but 11 of 
the 34 metropolitan districts and that of the 11 areas in which the non
white population declined during the period, 7 were located in the South. 

Although many of our Northern and Western cities have gained in 
Negro population during the war, it would seem safe to assume that at 
least a majority of these came from rural areas and are thus part of the 
rural source for urban population growth. Our basis for this assumption 
is twofold. First of all the reproduction rates for urban Negroes are low 
and, secondly, in 1940, almost one-half (42.3 per cent) of all the Negroes 
in the United States were engaged in agricultural pursuits.11 

_£ural-urban .Migration.(_ Indications of the degree to which urban a!eas . 
are dependent upon rural migration for their growth)are found in Table 
14, which shows what one population expert estimates the urban popula
tion would be if this rural-urban migration were stopped. The estimate 
is that by 1950 the urban population would actually decrease if there 
were no migration. 

During the 1920's some 19 million persons moved to towns and cities 
fr-om rural areas, while some 13 million moved from towns and cities to 
farms, with the result that farms suffered a net loss to cities of about 

11 U.S. Bureau of the Census, PO'p'IJ]ation-Special Reports, Series P-1943, no. 4, · 
Table VI, Nov. 4, 1943. · · 
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TABLE 13. PER CENT o:r NoNWHITE PoPULATioN IN ToTAL PoPULATION 

IN 34 METROPOLITAN DISTRICTS, 1940 AND 1947 * 

Metropolitan district 

West 
Mountain 

Denver .•....•.............. 
Salt Lake City .............. . 

Pacific 
Los Angeles ........ · ........ . 
Portland ................... . 
San Francisco ............... . 
Seattle .....•.•••..••••..••.. 

North 
New England 

Boston ..................... . 
Lowell ..................... . 
New Haven ................ . 
Worcester ...........•....... 

Middle Atlantic 
Bethlehem ................. . 
NewYork .................. . 
Philadelphia ................ . 
Pittsburgh: ................ . 
Rochester ............. · ..... . 
Scranton ..........••....•... 

East North Central 
Akron ••.................... 
Chicago .................... . 
Columbus .................. . 
Detroit .................... . 
Toledo ..•................... 
Youngstown ................ . 

West North Central 
Minneapolis-St. Paul ........ . 
St. Louis ......••............ 

South 
South Atlantic 

Atlanta .................... . 
Baltimore .................. . 
Norfolk .................... . 
Washington ...........•..... 

.East South Central 
Birmingham ................ . 
Memphis .........•.......... 

West South Central 
Dallas ..................... . 
New Orleans ................ . 
San Antonio .•............... 
Tulsa ......•................ 

1940 1947 

2.3 3.9 
0.8 2.0 

4.4 6.1 
1.6 2.1 
4.3 5.1 
4.2 4.0 

1.6 2.0 
0.2 0.4 
2.8 3.4 
0.5 0.4 

0.5 1.3 
5.8 8.0 

10.9 13.0 
5.8 6.2 
0.9 1.5 
0..3 0.1 

4.1 6.5 
7.3 9.6 

10.5 9.4 
7.5 13.2 
4.5 5.3 
6.2 7.9 

1.1 1.2 
11.0 15.1 

29.3 28.7 
18.0 21.8 
32.8 30.1 
23.7 23.7 

41.6 41.7 
42.1 43.2 

15.7 15.0 
29.1 27.7 
6.7 6.1 

10.9 10.5 

*Computed from U.S. Bureau of the. Census, Current Population Report., Series P-21, nos. 1-115, July 
17, 1947, through Aug. 24, 1947. 
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TABLE 14. URBAN PoPULATION FOR UNITED STATES 1930 AND 1940 WITH EsTIMATES 

FOR 1950 AND 1960 * 
(in thousands) 

Rural-urban migrants included 
t 

Rural-urban migrants not included 

- Year Increase Increase 
Urban Urban 

population population 
Number Per cent Number Per cent 

1930 69,180.1 14,663.8 27.0 69,180.1 14,663.8 27.0 
1940 76,038.8 6,858.7 9.9 70,785.0 1,604.9 2.3 
1950 80,861.7 4,822.9 6.3 70,657.6 -127.4 -1.8 
1960 82,436.3 1,574.6 1.9 68,548.7 -2,108.9 -3.0 

*Thompson, Warren S., and P. K. Whelpton, EBiimales of Future Population by Statee. A aeries of 
tables prepared for the National Resouroes Planning Board (Washington, D.C.: U.S. Government Printing 
Office, 1934), Includes allowance of 4 per cent for underenumeration by the census of children under five 
years of age, 

6 million persons. During the decade of the 1920's, nearly two out of 
every five of the young people from the rural areas who had reached 
their twentieth birthday during the decade had moved to cities by 1930.12 

Late in the 1920's migration to cities slowed down and after 1929 
sharper reductions occurred in this movement. There are indications 
that between 1930 and 1940, years which included the depression and 
the war upswing, the net migration from farms to towns and cities 
was under 2.5 million.13 Another source estimated the net cityward 
movement from 1934 to 1940 at more than 500,000.u. 

The net movement from farms to urban areas for various periods is 
shown in Table 15. 

TABLE 15. NET FABM-crTY MovEMENTS* 

Period 
1920-1924 
1925-1929 
1930-1934 

Persuns 
3,331,000 
2,695,000 

598,000 

• Bureau of Agricultural Economics, Farm Popul<Jlitm E•limales (Washington, D.C.: U.S. Government 
Printing Office, Oct. 27, 1936). 

12 Baker, 0. E., and Conrad Taeuber, "The Rural People," 1940 Yearbook of 
Agriculture (Washington, D.C.: U.S. Government Printing Office, 1940), p. 841. 

1a Ibid., p. 842. 
14 U.S. Bureau of the Census, Internal Migration, 1935 to 1940, p. 4, Table II. 
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Table 9 indicated the role that rural areas can play in the growth 
of cities. Although the net reproduction rates in rural areas have been 
declining since 1905, the rural population by 1940 was still able to more 
than reproduce itself. Compared with the urban net reproduction rate of 
726, that in rural nonfarm areas was 1,150 and that in the rural farm 
areas was 1,661. One student of rural population growth maintains that 
during the 20 years ending in 1955, the total population of working age 
(18 to 65) in the nation will increase by about 14.5 million people. If 
there were no migration during this period some 3 million of these per
sons would be in cities, 4 million in rural nonfarm areas and nearly 7.5 
million, or fully half of the total, on farms. This authority points out 
that prospective needs for agricultural production could be filled without 
drawing upon any of these 7.5 million. Thus, this 7.5 million will be 
available for migration to urban areas.11 

It is estimated that during the war about 5.4 million civilians moved 
from farms to cities and other nonfarm areas. This exodus was partly 
offset by a shift to farms from nonfarm areas amounting to about 2.5 
million, leaving the nonfarm areas a gain of 2.9 million. The net gain 
of civilians from farm areas to cities thus averaged about 900,000 per year 
between 1941 and 1945. This figure may be compared with an average 
of 375,000 persons annually in the 1930's and an average of 630,000 per 
year in the 1920's.18 

Table 16 presents a picture of the changes in the farm population that 
took place between April, 1940, and January, 1947. 

TABLE. 16. PER CENT OF CHANGE IN FARM PoPULATION, 194o-1947 * 

Date 

1940 
1944 
1945 
1946 
1947 

Increase or decrease 
sll1cepreceding date 

-16.5 
-1.3 
+6.6 
+2.6 

Increase or decrease 
sll1ce April, 1940 

-16.5 
-17.5' 
-12.1 
-9.8 

*U.S. Bureau of the Census, Farm Population: January,191,7, Seriee Census BAE, no. 10, Aug. 18,1947 • 

. A comparison of the total urban and rural populations of the United 
States in 1940 and 1946 is presented in Table 17. 

15 Baker and Taeuber, op. cit., p. 840. "::. . 
1& U.S. Bureau of the Census, Shifts in Farm Population, December, 1941, to March, 

1945, Series P-6, no. 6. " 
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TABLE 17. URBAN AND RURAL PoPULATION IN THE UNITED STATEs, 1940 AND 1947 • 
(in thousands) 

1940 1947 Per cent 
of 

Area. change, 
Number Per cent Number Per cent 194{}-1947 

United States ••...... 130,323 100.0 142,061 100.0 +7.9 
Urban •••••••••...... 73,830 56.7 83,860 59.0 +12.7 
Rural ..•.••••....••. 56,493 43.3 58,201 41.0 +1.7 
Rural nonfarm •••.•.. 26,428 20.3 30,896 21.8 +14.3 
Ruralfarm ........... 30,065 23.1 27,305 19.2 -9.6 

• U.S. Bureau of the Census, Currem PopulaHon Ropar!s, Seriee P-20, no. 9, Jan. 19, 1948. Civilian 
population, April, 1947, and total population, April, 1940. 

Our data show that the urban population had increased 11.3 per cent 
between 1940 and 1946, while the rural farm population had decreased 
8.2 per cent. In 1946, 60.0 per cent of the total population of the United 
States was located in urban areas. Since the total increase in the popula
tion of the United States between 1940 and 1946 amounted to only 5.1 
per cent and since the rural farm population declined by 8.2 per cent 
while at the same time the population of the urban areas increased by 
11.3 per cent, most of the population increase in urban areas must have 
been recruited from the farms. 

Migration to cities has been going on since the urbanization of this 
country got under way, with the result that a large proportion of the 
present urban population has a rural background. The manifestations of 
rural origins are found throughout the entire scale of values, for example, 
in the common urge of many city folks to seek recreation and relief 
in open spaces, to make week-end trips into the country, or to cultivate 
flower gardens and vegetable plots. 

'-p- j
1 

lat . Ch t . . __ opu wn arac ertstws 

'" Be ore m lCating the role which these population sources play in the 
demand for urban land, let us briefly indicate some of the chief character
istics of the urban population. This can best be done by.contrastiiigtbe 
following characteristics of the urban population with that of the'rural: 

, sex, §.ge,. marital status, family composition, educational attainment, 
~~upati.Onj} . • · . 

,§s. In general, cities contain mor~women than men. In 1940 there\ 
were 95.3 males for each 100 females, in all urban areas. In the largest j_ 
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(cities to which many foreign-born males have migrated and where there 
is ·a preponderance of occupations requiring more males than females, 
the ratio of males to females is higher than in the smaller sized cities.17 . 

-- Ta.ble 18 presents the number of males per 100 females in urban areas 
of different sizes and in rural areas in 1940. 

TABLE 18. NUMBER OF MALEs PER 100 FEMALES IK URBAN PLACES CLASSIFIED BY 

SIZE AND 1M RURAL Amu.s 1M THE UNITED STATES, 1940 • 

A reG 

United States ............................ . 
Cities of 100,000 or more ................• 
Urban piaceS of 10,()()()-100,000 .......... . 
Urban places of 2,500-10,000 ............ . 
Rural nonfarm •••••••.•.•.........•..... 
Ruralfarm •............................ 

];[ala 

per 100 
Females 

100.7 
96.1 
94.6 
95.8 

103.7 
111.7 

• U.S. Bureau of the Census, Special Populaliml Beporla, Series P-10, no. 21, Mar. 5, 1943. 

Table 18 indicates that the rural areas contain more men than women 
and that this preponderance is heaviest in the rural farm areas. In rural 

· farm areas there were 111.7 males for every 100 females, while in urban 
ptaces of 10,000 to 100,000 there were only 94.6 males for every 100 
females. The higher ratio in the largest cities is probably a reflection of 
a greater importance of occupations requiring male workers. 
I Age. Cities are characterized by a larger proportion of persons of 
. nilddle age and a smaller proportion of both children and aged than is 
.found in rural areas. This difference is most pronounced in the larger 
fitiesJ In 1930, the ratio of persons under 20 years of age to those be
tween 20 and 55 ranged from 58 in the large cities upward to 67 for small 
cities. In villages of less than 2,500 persons this ratio was 76 and on 
farms 116.18 

The ratio of persons over 55 years of age to the middle-aged also in
creased inversely to the size of city, ranging from 19 to 28 in 1930. Com
parable ratios were 29 for the farm population and 44 for inhabitants of 
agricultural villages. 

Table 19 shows the median age in urban places of different sizes and 
in rural areas in 1940. The data indicate rather clearly the prepon
derance of youth in the rural farm areas and the preponderance of 
middle-aged people in cities. It is interesting to note that there is a 

1'1' National Resources Committee, Our Cities, p. 9. 
1s Ogburn, William F., Social Characteristics of Cities (Chicago: International City 

Managers' Association, 1937), pp. lff. 
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-continuous downward gradation in the age of the population as we go 
from the more densely to the less densely populated areas. 

TABLB 19. MEDIAN AGB oP THE PoPULATION IN URBAN PLACES CLASSIPJEo BY SIZII 
AND IN RcRAL ARI:A.S IN THE UNITED STATES, 1940 • 

Area 
United States •••.•.••..•.•......••...•..•. 

Cities of 100,000 or more ...•••••....•.•.. 
Urban places of 10,~100,000 ••.........• 
Urban places of 2,50(H0,000 .•...........• 
Rural nonfarm ..•.....................•. 
Rural farm .........•.......•...•...•..•• 

Median 
Age 
29.0 
31.8 
30.8 
29.5 
27.7 
24.4 

• U.S. Bureau o1. tbe Ceusua, BP«Wl Poplllotitn& BeparU, Series P-10, no. 21, Mar. 5, 1943. 

.AC!!:_rital Status. Single life for the female population !lee~ more_ prey
alent in ctbes than in rural areas.1~ While 28.8 per cent of the urban 
female population 14 years old and older were single in 1940, 26.8 per 
cent of the rural female population 14 years of age and older were single. 
In 1947, a year when our data are influenced by war conditions, 23 per 
cent of the female urban population was single compared to 21.8 per cent 
of the rural farm female population. These data on marital status are 
presented in Table 20. The table also indicates that O_!ll' cities contain 
more persons who are 'Widowed or divorced than do our rural areas, for, 
while 5.1 per cent of the rural farm males and 9.1 per cent of the rural 
farm female population 14 years old and over were widowed or divorced 
in 1940, 5.6 per cent of the urban male and 14.2 per cent of the urban 
female population 14 years old and over were widowed or divorced. The 
same relationships are evident in the 1947 data. 

That there are relatively more divorced persons in the urban population 
than in the rural is indicated by the proportions of the white population 
15 years and over located in urban and rural areas who were divorced in 
1940. The ratios for urban males and females were 1.5- and 2.2 per cent; 
the corresponding ratios for rural persons were 0.8 and 0.7 per cent. 
'"'Family Composition. Urban families are smaller than_farm.!amilie:;. 
In 1940 the median size waill persOiiSk ~ities and 3.71 for rural farm 
families. The comparable figures in 1930 were 3.26 and 4.02.20 Table 21 
reveals a shift toward smaller families between 1930 and 1940. 

Another measure of significance is size of household, or the natural 
family plus lodgers, hired hands, servants, and related family members. 

111 National Resources Committee, OUT Citiea, p. 12. 
liD U.S. Census, 1940, Population, Families, p. 4, Table IV. 
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TABLE 20. PERCENTAGE DisTRIBUTION Ol' PERSONS FoURTEEN YEARS OLD AND Ovl:a 

BY MARITAL STATUS I'OB THE UNITED STATES, UBBAN AND RUBAL FARM, 1940 
AND 1947 * 

1940 1947 

Marital Male Female Male Female 
status 

. 
Rural Rural Rural Rural 

Urban farm Urban farm Urban farm Urban farm 

Total ............ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Single ..•......... 34.0 38.4 28.8 26.8 27.5 33.7 23.0 21.8 
Manied .... ·.· .... 60.5 56.5 57.0 64.1 66.6 60.9 61.5 68.7 
Widowed or 

divorced .•..... 5.6 5.1 14.2 9.1 5.9 5.4 15.5 9.5 

• U.S. Bureau m the Census, Cwnml Papu/Dlior& lkporW, Series P-20, no. 10. 

TABLE 21. l'EBcENTAGE I>JS'ramUTION OJ!' UBBAN FAMILIES IN THE UNITED STATES BY 

NmmEB Ol' PERSONs, 1930 AND 1940 • 

Number of persons 

All families ......•......... 

1 jlerson ...•......•..•..... 
2 persons ................. . 
3 persons ................. . 
4 persons ................. . 
5 persons ................. . 
6 persons ........•......... 
7 persons ................. . 
8 persons ................. . 
9 persons or more ......... . 

• u.s. Ceusus. 1930 and 1940. 

1930 

100.0 

8.0 
25.1 
22.1 
18.1 
11.6 
6.8 
3.8 
2.1 
2.3 

1940 

100.0 

11.1 
27.5 
22.9 
17.7 
10.0 
5.3 
2.7 
1.4 
1.5 
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In 1940 the median size of household was 3.16 persons in urban areas 
as compared with 3.0 persons as the median size of family.(The median-~ 
size household was found to be greater in small cities than in large cities, 
greater outside metropolitan districts, and greater in rural areas than 
in urban areas.21 i 
\./Educational Status. It is well known that rural educational facilities 
a!:~}~~adequate than urban._)t is not surprising, therefore, that, as of 
1940, only 7.6 per cent of the rural farm population 25 years old and over 
nad completed high school as compared with a figure of 16.6 per cent of 
the urban population in that age category; and only 1.3 per c~nt of the 
rural farm population 25 years old and over had completed 4 or more 
years of college as compared with 5.7 per cent of the urban population 
in that age category (see Table 22). 

TABLE 22. PERCENTAGE DISTRIBUTION 01!' PERSONS TwENTY-FIVE YEARS OLD AND 
OVER, BY YEARS ol!' ScHooL CoMPLETED, URBAN AND RURAL, 1940 • 

Years of school completed 
United 

Urban 
Rural Rural 

States nonfarm farm 

Persons 25 years old and over 100.0 100.0 100.0 100.0 

No school years completed ••• 3.7 3.6 3.4 . 4.7 

Grade school: 
1 to 4 years .............. 9.8 7.7 10.2 15.7 
5 and 6 years ............. 11.4 9.9 11.9 15.5 
7 and 8 years .....•....... 34.6 33.3 34.7 38.7 

High school: 
1 to 3 years ...•••••.••.•.. 15.0 15.9 15.2 11.8 
4 years ...••.....•.•..•.... 14.1 16.6 12:9 7.6 

College: 
1 to 3 years 5.4 6.0 5.7 3.4 
4 years or more ..•••.••..• 4.6 5.7 4.2 1.3 

Not reported ............... 1.4 1.3 1.7 1.3 

* U.S. Census, 1940, Population, voL II, part I, Table 13. 

()_ccupations. 'fhe types of occupations of urban dwellers vary mark· 
e_dly~in proportion among cities of different economic backgrounds ... There 

21 U.S. Bureau of the Census, Housing-Special Reports, Series H-44, no. 5, Dee. 30, 
1944. . 

'· 
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are, however, certain general classes of occupation that are characteristic 
of cities-manufacturing, trade, transportation and communication cler-, . , 
ical se~ic.El, _personal: and domestic service, and the professions. "The 
large-cities are turning more and more of their energies into commercial { 
and service channels with a consequent diminution of the importance of \ 
their manufactures." 23 

Indicative of this shift in the occupations of urban dwellers are the 
data for cities of 250,000 and over presented in Table 23. Although the 
data apply only to 1920 and 1930, the tendency is evident. 

TABLE 23. PER CENT. OF THE GAINFULLY EMPLOYED ENGAGED IN CERTAIN GROUPS 

OF INDUSTRIES IN THE CITIES OF 250,000 AND OVER (1930), 1930 AND 1920 * 

Man'ufaotur-

City ing and Trallll-
Trade Clerical mechanical portation 

industries 

1930 1920 1930 1920 1930 1920 1930 1920 

--------------
New York, N.Y •.. , .••.•..... 32.0 37.6 9.3 9.5 17.4 15.5 16.8 15.9 
Chicago, IlL ........•••...... 36.2 39.7 9.2 9.0 17.0 16.8 16.4 17.1 
Philadelphia, Pa. ...•...•.... 40.2 47.5 8.6 8.1 15.6 13.5 12.7 12.2 
Detroit, Mieh .......•.•...... 48.5 56.3 6.9 6.2 13.9 11.4 11.3 12.1 
Los Angeles, Calif •.••.•.•.... 26.2 31.6 7.4 8.6 21.8 18.6 12.9 11.4 
Cleveland, Ohio ...•.••.••... 44.3 52.9 9.5 7.3 13.8 12.5 12.0 12.4 
Boston, M ..................... 32.0 37.0 10.0 10.0 16.1 15.1 14.6 14.4 
Pittsburgh, Pa ....•.••..•.•.. 34.4 40.1 10.1 10.1 16.9 15.0 14.1 14.5 
&n Francisco, Calif •.•..•.... 27.1 30.9 10.6 10.1 18.5 16.3 16.1 14.2 
Milwaukee, Wis. ...•.•....... 46.3 51.9 7.8 7.2 14.8 12.6 13.0 12.9 
Washington, D.C •..•...•.•.. 19.1 18.9 7.6 7.1 13.4 9.7 21.8 30.9 
Minneapolis, Minn. .•.•.•.... 30.0 34.6 9.5 10.2 19 .. 6 18.8 16.1 15.1 
New Orleans, La. ..•..•.•.•.. 26.5 32.0 13.8 14.2 16.8 14.5 12.6 11.8 
Seattle, Wash. ................ 29.5 36.9 9.5 10.5 19.7 16.5 13.4 11.1 
Houston, Tex. ......•.•...... 29.5 30.2 10.7 11.8 17.3 16.0 13.4 14.5 
Columbus, Ohio ..•.•.•...... 32.8 40.1 11.1 10.9 16.9 15.1 12.0 12.0 
Denver, Colo •.•..•.••••..•.. 25.7 28.2 9.3 10.7 20.3 19.5 14.7 14.0 
Atlanta, Ga •....••••..••..... 24.7 27.7 8.5 10.5 17.4 16.7 14.7 14.4 
Dallas, Tex. ...•.•..•.....•.. 25.2 24.9 8.0 9.9 21.3 21.9 16.6 17.7 
Birmingham, Ala. ••••.•••.... 29.7 35.0 10.1 11.1 16.4 14.2 10.1 9.1 
Akron, Ohio .........••...... 52.5 65.9 6.1 3.7 13.5 8.9 9.7 9.8 
Memphis, Tenn •......•.••••. 27.7 28.2 10.2 12.2 18.2 18.6 11.2 10.6 
Providence, R.I ....•......•.. 44.4 53.1 7.2 7.1 14.9 12.4 11.5 10.7 

* National Resources Committee, Populali<m Sta!i81ic8, Urban Data, p. 12, Table 5. 
f Includes public servioe, professional servioe, and dom ... tio and personal servioe. 

'-Social Variations among Cities, · 

Other f 

1930 1920 

- --
24.2 21.1 
21.0 17.1 
22.3 18.2 
19.0 13.7 
28.4 25.2 
19.8 14.4 
26.3 23.0 
23.8 19.8 
26.5 26.7 
17.5 14.9 
37.5 33.0 
23.7 19.9 
29.1 26.3 
24.6 21.0 
27.6 25.6 
26.4 21.3 
27.0 23.2 
34.2 30.0 
27.7 24.1 
30.1 26.0 
17.5 11.3 
31.4 28.6 
21.3 16.4 

r• ---- . 

' The social aspects of the city are receiving our attention because of 
·the close relationship between the demand for the services of real estate 
I 

22 National Resources Committee, Population Statistics, Urban Data (Washington, 
D.C.: U.S. Government Printing Office, October, 1937), p. 12. 
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h
.and population growth, population characteristics, and the urban way. of 
living} We have been discussing the general nature of urban population 
as distinguished from rural population. There are, also, important social 
differences among cities, which give rise to differences in both . the 
quantity and the quality of the demand for land. These differences are 
~f economic origin, but are reflected in the rate of growth and in the social 

1characteristics of the populationJ A few examples of city differences will 
illustrate this principle and point out some of the important social varia
tions that may occur. 

In Table 24 are presented some comparative social statistics on four 
cities selected for their diversified economic backgrounds. St. Petersburg, 
Fla., is a resort city, a favorite of the aged and infirm; Washington, D.C., 
is the locus of an army of governmental employees; Detroit, Mich., is 
famous as the center of the automobile industry; and Fall River, Mass., 
is a textile center. The rate of growth varies widely among the cities. 
The discovery of Florida as a resort center is reflected in the rapid ex
pansion of St. Petersburg, while the healthy growth of Detroit derives 
from the widening use of automobiles and trucks. On the other hand, 
Fall River declined in population through the shifting of the textile in
dustry to the South. 

An excess of females over males is found in St. Petersburg, for women 
live l_onger than men; in Washington, where there are unusual economic 
opportunities for women clerks and stenographers; and in Fall River, 
where the textile mills employ large numbers of female operatives. De
troit shows an excess of men over women because of the great influx of 
single men looking for work in the mechanical industries. 

The racial distribution shows the effect of foreign immigration to the 
industrial centers of Detroit and Fall River. The age distribution re
flects the presence of the aged seeking refuge in Florida, and the young 
men from farms and villages seeking jobs in the growing automobile in
dustry in Detroit. Small families are characteristic of the resorters in 
St. Petersburg and of the clerks in Washington, while the industrial cities 
contain more of the larger families. 

The data on occupations show that only 46.7 per cent of all persons 
over ten years of age in St. Petersburg are gainfully employed, as com
pared with 54 per cent and 58 per cent in the other cities. Of those em
ployed, the proportion of those in trade and in the service groups is large 
in St. Petersburg. In Washington, the clerical occupations are uniquely 
important, while in the two manufacturing centers, the industrial group 
predominates. 
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vf.TABLE 24. CoMPARATIVE PoPULATION CHARACTERISTics SHoWING RATE OP GRoWTH 

---SEX RATIO, RAciAL DISTRIBUTION, AGE DISTRIBUTION, FAMILY SIZE, AND 
1 

OccuPATIONAL DISTRIBUTION FOR ST. PETERSBURG, FLA., WAsHINGTON, 

D.C., DETRoiT, MicH., AND FALL RIVER, MAss., 1930 • 

St. Petel'l!burg Washington Detroit Fall River 

Item 

Number Per Number Per Number Per Number Per 
cent cent cent cent 

Population Growth: 
1910 ................. 4,127 ..... 331,069 . .... 465,766 . .... 119,295 
1920 ................. 14,237 ..... 437,571 . .... 993,678 . .... 120,485 

Percentage increase .. ...... 245.0 . ...... 32.2 . ........ 113.3 ······· 1.0 
1930 ................. 40,425 ..... 486,869 . .... 1,668,662 . .... 115,274 

Percentage increase .. ...... '183.9 ······· 11.3 .......... 57.9 . ...... -4.3 
Sex ratio, females per 100 

males ............. ...... 113.6 ....... 110.0 . ........ 90.9 ······· 109.1 
Racial Distribution: 

Total ................. ...... 100.0 ······· 100.0 . ........ 100.0 . ...... 100.0 
Native white ..••....•• 30,499 75.4 323,982 66.5 1,040,860 66.4 82,689 71.7 
Foreign-born white ..•.. 2,473 6.1 29,932 6.2 399,281 25.5 32,078 27.8 
Negro ................ 7,416 18.3 132,068 27.1 120,066 7.7 382 0.3 
Other races ........... 37 0.2 887 0.2 8,455 0.4 125 0.2 

Age Distribution: 
Total. ................ ...... 100.0 ....... 100.0 ......... 100.0 . ...... 100.0 
Under 5 yeal'll ......... 2,563 6.3 32,304 6.6 146,610 9.3 10,315 8.9 
5-19 yeal'l! ............ 8,963 22.2 104,152 21.4 404,535 25.8 35,377 30.7 
20-44yeal'll ........... 15,137 37.4 221,515 45.5 758,161 48.3 41,235 35.8 
45-64 yeal'll ..•...•.... 9,393 23.2 99,873 20.5 215,999 13.8 21,881 19.0 
65 andover ........... 4,311 10.7 27,253 5.6 42,316 2.7 6,418 5.5 
Unknown ............. 58 0.2 1,782 0.4 1,041 0.1 48 0.1 

Size of Family: 
Total .............. •·· 12,688 100.0 125,554 100.0 370,293 100.0 27,001 100.0 
1 pel'l!On ......... •. • .. 1,893 14.9 16,609 13.2 21,012 5.7 1.963 7.3 
2 pel'l!Ons ........ ,. ,., 4,558 35.9 36,599 29.2 90,307 24.4 5,485 20.3 
3 pel'l!ons ......... , .. , 2,602 20.6 26,422 21.0 82,681 22.3 5,353 19.8 
4 persons ...•..•....•. 1,665 13.1 19,542 15.6 70,488 19.0 4,627 17.1 
5 pel'l!Ons ......... , ... 941 7.4 11,753 9.4 46,351 12.5 3,423 12.7 
6 persons ............. 507 4.0 6,644 5.3 27,432 7.4 2,407 8.9 
7 persons ............. 294 2.3 3,574 2.8 15,246 4.1 1,464 5.4 
8 or more persons ...... 116 0.9 2,034 1.6 8,283 2.3 968 3.6 
Median size ........... 2.48 ..... 2.86 . .... 3.39 . .... 3.65 

Occupational Distribution: 
Percentage of population 

10 years old and over 
who are gainfully 
employed .•..•.... ...... 46.7 ....... 58.2 .......... 54.1 ........ 54.7 

Total gainfully em-
ployed ............ 16,250 100.0 243,853 100.0 689,489 100.0 50,571 100.0 

Agriculture .......•..•. 360 2.2 1,081 0.4 1,750 0.3 401 1.2 
Forestry and fishing .... 111 0.7 56 ...... 70 . .... 14 
Extraction of minerals .. 10 0.1 84 ..... 388 0.1 20 0.1 
Manufacturing and me-

chanica! industries. 3,434 21.1 46,658 19.1 334,662 48.5 31,518 62.0 
Trade ................ 3,625 22.3 32,656 13.4 95,727 13.9 5,719 14.5 
Public servioe ......... 675 4.2 13,818 5.7 16,654 2.4 1,020 3.0 
Professional service : ... 1,633 10.0 27,169 11.1 42,866 6.2 3,109 3.2 
Domestic and persona.! 

service ............ 4,124 25.4 50,482 20.7 71,547 10.4 3,422 4.5 
Clerical occupations .... 1,199 7.4 53,258 21.8 78,122 11.3 2,758 4.1 
Transportation and 

communication .... 1,079 6.6 18,591 7.6 47,703 6.9 2,590 7.4 

• U.S. Census, 1920 and 1930. 
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DyMmics of Popu'Ultion 
The fact that the rate of population growth in the United States is 

declining carries important implications concerning the future changes in 
urban population and hence the future demand for the services of urban 
land. The annual increase in total population has been declining as' the 
result of a number of forces. The birth rate has been falling for more 
than a century, with the fall accelerated during the last 10 to 15 years 
prior to the Second World War. The total annual number of births 
reached a peak between 1921 and 1925 and has declined since that time 
to the present temporary postwar spurt, which will keep the birth rate 
above normal for a few years. While the survival rate has improved, 
this change has not been sufficient to offset the decrease in fertility, and 
it appears probable that the excess of births over deaths will continue to 
decline for some time. Finally, the restriction of immigration has stifled 
what was formerly an important source of population recruitment. 

Estimates have been made of the future national population under 
various assumptions of fertility, mortality, and immigration. The me
dium estimates, shown in Table 25, illustrate the probable decline in the 
rate of increase. The data suggest that the total population in 1980 will 

TABLE 25. ESTDU.TED NmmEB. AND PER CENT or PEBsoNs IN THE UNITED STATES 

IN SPECIFIED AGE CLAssEs, 1930-1980 

Year 

1930 
1935 
1940 
1945 
1950 
1955 
1960 
1965 
1970 
1975 
1980 

HYPOTHESIS: MEI>Iml F'EBTILITY, MEDiml MoRTALITY, No hwiGBA.TION • 

("m thousands) 

Age classes 
Total 

population 
D-4 6-19 20-44 45-M 65 andover 

Num- .Per Num- Per Num- Per Num- Per Num- Per Num- Per 
ber cent ber oeut ber oeut ber oeut ber oeut ber cent 

r-
123,464 100.0 12,143 9.8 36,192 29.3 47,059 38.1 21,431 17.4 6,639 5.4 
127,983 100.0 10,912 8.5 36,370 28.4 49,374 38.6 23,845 18.6 7,482 5.9 
132,628 100.0 11,031 8.3 35,052 26.4 51,396 38.8 26,730 20.2 8,419 6.3 
137,096 100.0 11,197 8.2 33,377 24.4 54,273 39.6 28,517 20.8 9,732 7.0 
141,213 100.0 11,181 7.9 32,539 23.1 56,030 39.7 30,258 21.4 11,205 7.9 
144,733 100.0 10,884 7.5 32,842 22.7 55,810 38.6 32,369 22.4 12,828 8.8 
147,611 100.0 10,538 7.1 32,721 22.2 55,199 37.4 34,335 23.3 14,818 10.0 
149,957 100.0 10,302 6.9 32,090 21.4 54,396 36.3 36,822 24.5 16,347 10,9 
151,783 100.0 10,156 6.7 31,237 20.6 53,094 35.0 39,301 25.9 17,995 11.8 
153,044 100.0 10,042 6.6 30,530 19.9 52,098 34.0 40,366 26.4 20,008 13.1 
153,628 100.0 9,906 6.5 30,046 19.6 51,818 33.7 39,807 25.9 22,051 14.3 

*National Resources Committee, 'l'M Problema of 11 Ch.an(Jing Pof1U]Dlim& (Washington, D.C., U.S. 
Government Printing Office, 1938), p. 25, Table 3, Hypothesis B. 
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be between 150 and 160 million, an increase of some 30 million in ~0 
years, and that this nation will then be approaching a point of population 
stabilization or actual decline. 

It has already been pointed out that the urban areas of the country 
will probably continue to grow at a faster rate than the population as a 
whole. But there will come a time when even the cities will stabilize, 
a sittJation of considerable impact on urban land use. There will con
tinue to be internal shifts and successions of use, rebuilding, and even 
an expanding of the boundaries of the city as the inhabitants seek to 
spread out. But the changes will take place more slowly and will be 
more predictable. Planning will be more practicable, and a greater 
stability of urban land values will ensue. 

With respect to urban· housing, the number of families in the future 
population is of more significance than the number of persons. Table 
26 presents a forecast in terms of number· of private families. By 1980, 
the number will be some 16 m~llion more than i:p. 1940, but the rate of in
crease will have fallen to a low point. 

TABLE 26. EsTIMATED NUMBER oF PRIVATE FAMILIES IN THE UNITED STATES 1900-
1980 * 

HYPOTHESis: MEDIUM FERTILITY, MEDIUM MoRTALITY, NET IMMIGRATION 100,000 
PER YEAR AFTER 1940 

Year Number 
1900 15,963,965 
1910 20,100,235 
1920 24,258,312 
1930 29,904,663 
1935 31,982,200 
1940 34,367,600 
1945 36,930,500 
1950 39,524,800 
1955 41,814,100 
1960 43,883,400 
1965 45,863,400 
1970 47,624,000 
1975 49,173,600 
1980 50,327,700 

* National Resources Committee, The Problema of a Changing Population, p. 25, Table 4, Hypothesis C. 

An estimate made in 1947, in light of such new factors as the war, 
predicts a very rapid postwar increase in families and a total by 1960 of 
~4.8 million families as compared with a figure from Table 26 of 43,833,-
400 for that year (Table 27). 

Concomitant with a decline in the rate of population growth is a 
change in the proportions of persons of various ages. The decline in 
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TABLE 27. FAWLY Tlu:NDS IN THE UNITED STATES, liY SELECTED YEARS. 

("m millions) 

Estimated number 
of families 

Year, 
July 1 

Census Social 
concept t families l 

1930 29.9 31.3 
1931 30.2 31.8 
1932 30.4 32.2 
1933 30.7 32.7 
1934 31.2 33.3 

1935 31.8 34.0 
1936 32.3 34.7 
1937 32.9 35.4 
1938 33.5 36.0 
1939 34.2 36.7 

1940 35.1 37.5 
1941 35.9 38.4 
1942 36.5 39.4 
1943 36.9 40.2 
1944 37.1 40.8 

1945 37.5 41.3 
1950 40.9 
1955 42.9 
1960 44.8 
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• HaUIIel', P. M., and A. J. Jaffe, "'The Extent of the Housing Shortage"' in Duke Univenity La111 aflll 
CIIJIUmJKII'(Jrfl Problern., voL XII, no. 1, p. 6. Winter, 1947. Estimates of eensua families based on data 
prepared by Bureau of the Census; estimates of social families derived from data of Publio Health Service 
and Bureau of the CeiiiiWI. 

t Roughly equivalent to number of private households or oocupied dwelling units. 
~ Census families plus additional married oouplee living as subfamilies in private households or In quasi 

households. For yeam 1940 to 1945 social families include families of membem of the armed foroes, even 
though the husbands were absent from home. 

fertility is reducing the number of infants hom, while improvements in 
conditions affecting health are increasing the proportion of persons who 
reach maturity and survive to more advanced ages. Table 25, based on 
medium assumptions, shows the actual and projected national age dis
tribution from 1900 to 1980. The data illustrate the fact that the pro
portion of children is decreasing while the proportion of aged persons is 
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growing. By 1980 we shall have substantially fewer persons below 20 
years of age than at present and nearly twice as many persons above 45. 
A trend of this kind will influence the demand. for the services of urban 
land in a number of ways. There will be changes in the pattern of 
retail sales, in the occupational distribution, and in requirements for 
leisure-time and other facilities for older folks. We may expect an in
creasing migration of older persons to the milder climates of the South 
and the West Coast, as well as larger seasonal movements to escape the 
rigors of northern winters. Other important changes will accompany 
the maturing of the population. An increase in the proportion of females 
is to be expected with repercussions at many points. The decline in the 
proportion of foreign-born and the assimilation of their children into the 
population body will indl:lce a greater cultural uniformity and do away 
with foreign settlements in urban areas. 

It is apparent that long-term forecasts of demand in the urban land 
market must take Into account the dynamic aspects of the population. 
These changes are more predictable and probably less disturbing than 
the changes in demand that will result from the great technological ad
vances of the future. 

'- '' fhe Ur_ban Way_ of. ~if~:s 
It is the plan of this section to examine certain aspects of the behavior 

pattern of urbanites that may affect the demand for the services of real 
estate. We are interested in those social and cultural facts which may be 
reflected in the scale of economic values assigned by individuals and 
:groups to the numberless goods and services that are available to them. 
In brief, we are to examine some of the basic cultural characteristics that 
have a bearing on how urbanites spend their money. 

\ It has been said that the most significant feature of urban society is 
its heterogeneity-the social and economic diversification of individuals, i ~oups, functions, and institutions. Closely associated with heterogeneity 

~ and interdependent with it are the characteristics of large numbers, den
i sity, and mobility;.\ ·Some of the impllcations of these aspects of our 

Ulban culture will be briefly discussed. 
Our cities are the loci of large numbers of persons sharing a limited 

territory in the process of living. (The term "large numbers" is used only 
in a relative sense.) The larger the population the greater the range in 
personal differences, in individual traits and cultural backgrounds. Con~ 
tacts are impersonal and transitory, secondary rather than primary. Al
though each individual may be acquainted with a great many others, he 

ea Much of the material under this heading has been adapted from the excellent 
article- on "Urbanism as a Way of Life," by Louis Wirth, op. cit. 
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' does not know them well. This lack of intensity in personal relation
~ ships tends to create an a_ttitude of reserve and indifference. The indi
~dual anonymit~ in large cities inhibi~s the sense of parti~~paton in com
munity life that IS frequently found m SII}aller commumties. · · 

The density of population that characterizes our urban places enforces 
~lose physical contacts between persons even though social contacts ~ay 
be distant: The frequent--movements of large numbers result in frictions 
·and irritations. The process of living and working within a confined area. 
iJ{ the absence of sentimental ties or group loyalties fosters a spirit of com
petition and mutual exploitation. It leads to conspicuous consumption as. 
a means of securing recognition and approval. ~phy~i_cal proxhnij;y 
o~ 18{ge numbers of persons lead_s~o th~_development of specialization 
. in occupational, business, and institutional functions. In turn1 this type 
of diversification increases-the· coinpfeXity-~f th~ social stt:Ucture~--ft en-
. courages the physical separation- of economic and social functions into 
:specialized areas-residential, retail, industrial, recreational. One of the 
significant consequences of the development of functional areas is the 

• sometimes wide separation of place of work from place of residence. 
Sociologists distinguish between fluidit{and mohility.u Fluidity refers 

to the frequency and ease of physical movement without change in social 
. or economic status; for example, the movement of groups to and fro 
between their homes and place of work. Certainly fluidity is character
istic of urban populations and is made possifile by modern transportation 
facilities. The mobility that typifies city life may be either spatial or 
social or both; but the term has been reserved to express movement that 
results in a change in status or environment. Thus, city people make 
relatively frequent changes in their jobs or in the location of their homes 
and are free in moving from city to city. Such changes involve a new 
set of socioeconomic relationships and require readjustments that are 
disturbing both to the individual and to the community. Physical 
mobility is frequently accompanied by social mobility, involving changes 
in standards of living and in social position.25 ll!. general, the relatively 
high degr.f.e P.f_!D()bility that characterizes urbanites is concomitant with 
the ab:sence of sentimental ties betw~~n the individual and his environ! ... ----··- .. ____ - "" ... ..,,_. .. 
~ent. Mobility retaras· thedevelopment. of a community consciousness 
and encourages individualistic behavior. 
~Large numbers, density, and mobility are. accompaniments if not 

causal factors of heterogeneity or diversification in the urban popula-
. - t 

24 McKenzie, Roderick D., in The Urban Community, ed. bj' Ernest W. Burgess 
(Chicago: University of Chicago Press, 1925), p. 169. 

25 Gist, Noel P., and L.A. Halbert, Urban Society (New York: The Thomas Y. 
Crowtlll Company, 1933), p. 269. 
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ti()n.. Diversifica,tion_is_man!fested in incomes, occupations, cultural 
backgrouiias,Bocial status, customs, habits, preferences, prejudices. It 
ames-from-the-division of labor, the specialization of function that has 
necessitated the recruitment of variant types to perform the diverse 
tasks in the urban economy. ·It is a resultant of the multifarious racial 
and cultural backgrounds of the migrants from farms and villages, from 
oth~r cities, and from abroad, who are the raw material of urban society. 

The large number of persons of diversified types inhabiting cities has 
brought about a substitution of group treatment for individual treatment 
in both social and economic relationships. In _rural communities,, the 
gregarious instincts of man are manifested in social groupings based 
upon kinship or on a territorial community of interests. City dwellers,·· 
~k1:ri.-g1{iD.shipt1es- and: community life;· have created a multiplicity of 
associational groups based on common interests. Thus there are trade 
unions, profesSioriarsocieties; reforni groups, ·lodges, service clubs, 
political societies. Individuals may belong to several such groups.26 

Furthermore, cities develop a more sharply defined social stratification 
based upon economic status or paralleling occupational lines. A geo
graphical grouping of pe~sons of similar cultural backgrounds, status, or 
social position creates settlements or neighborhoods into which persons 
of like characteristics drift, are forced, or enter by choice. This move
ment has been explained by a tendency for a person " ... to be drawn 
into the area in which he can compete most advantageously." 27 It 
creates an urban mosaic and facilitates group treatment. 

The tendency for group treatment of the urban population is ex
hibited in the adjustment of urban institutions to the requirements of 
the "average" or "typical" rather than the individual. The economic 
demand for goods and services is interpreted in terms of the "typical" 
or most frequently encountered consumer. The design of mass-produced 
articles is standardized and adjusted as closely as possible to the pre
dominant tastes and needs of the group to be served. Those persons 
whose tastes or requirements are out of the ordinary must pay a pre
mium for their satisfaction. 
- In summation, the social behavior pattern of urban areas is character

ized "by a numerical preponderance of large over small circles; second
ary over primary groupings; associations over communities; transitory 
over permanent contacts." .28 There is also a preponderance of the un
restrained over the restrained; the individualistic over the conformative; 

2o Ibid., p. 273. 
21 Ibid., p. 112. 
2s Spykman, Nicholas J., "A Social Philosophy of the City," in The Urban Com

munity, op. cit., p. 59. 
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the rational over the emotional; the formal and objective over the per-
sonal and the intimate; the self-assertive over the self-effacing. be
havior.29 In city morals, there is less self-control; in city politics, there 
'is often progressivism; in city economic behavior there is individualism 
in production and formalism in consumption; in city art, there is in
dependence and individualism; and in city philosophy, moral and aes
thetic values lose their absolutism and relativity reigns.80 

, 
SoCial Characteristics and the Demand for Land 
~ At the beginning of this section it was , made clear that the social 
characteristics of the urban population are important determinants of 
the demand for the services of real estate. This fact has particular 
significance with respect to the demand for housing, for space for recrea
tional and religious facilities, for retailing, and for the various service 
functions. On the other hand, the demand for space for the performance 
of the basic or primary economic activities, such as manufacturing in 
Detroit or government service in Washington, is based upon factors 
~hich are national or regional in scope. Thus the number and size of 
automobile factories reflect national requirements for cars and trucks, 
and the production of steel in Gary depends upon its use the country 
over in numberless products. But the secondary economic activities in 
each community, such as the provision of dwelling space or the distribu
tion of goods at retail, directly serve its population and are profoundly 
influenced by the nature of that population. As suggested previously, 
the nature of each local population is greatly influenced by the char
acter of the primary economic activities which sustain it. 

The underlying population trends that have been discussed in this 
chapter will influence future land use in urban areas in various ways and 
degrees. First of all, the marked slowing down in city growth that we 
have noted will affect the aggregate demand for urban land. Since the 
relative demand for urban land may be expected to decrease as the rate 
of population growth in cities decreases, land values will probably not 
rise so rapidly in the future as in the past. Moreover, the slower rate 
of population increase will probably result in less demand for urban 
land to be used for public utilities; in general, the amount of urban 
land used by enterprises whose growth depends mainly on an increase in 
numbers will tend to decline.81 Again, the deceleration of population 
growth in cities will be accompanied by an aging of the population.82 

29 Ibid. 
80 Ibid., pp. 59-64. 
81 National Resources Committee, Population Statistics, Urban Data, p. 3. 
8 2 Ibid. 
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A community in which there is a large proportion of persons in the upper 
age groups will require relatively less space for schools than a city of 

'young people with growing families and more space for institutions that 
cater to the needs and tastes of an aged population. The spatial dis
tribution and nature of the homes, offices, and retail stores of an area 
in which there is an aging population will have to be adjusted to the 
needs of this group. 

The declining size of the urban family will influence the design of 
dwellings and the space requirements for baby shops and for obstetri
cian's offices. Finally, as a reflection of the increasing predominance of 
females, relatively more land will probably be used for women's spe
cialty shops than for men's clothing stores and relatively less land will 

, be used for bowling alleys than for cinema houses. 
: Social values lie behind the demand for urban land; and though we 
. usually consider the utility of space in terms of economic advantage, 
' we must recognize that under some circumstances social values may 
· "endow space with qualities quite extraneous to it" either as an eco
. nomic or as a physical phenomenon. 38 Indeed, space in urban areas 
·.may become a cultural symbol and the satisfactions arising from the 

use of such a parcel of land as a historic monument, for example, may 
take the form of community pride in achievements of the past.8' The 
land economist is interested in these social values and behavior patterns 
for purposes of getting at the sources of demand for urban land. But 
as we have indicated already, the economist is not, as an economist, pri
marily interested in whether it be social, cultural, or economic criteria 
which are crucial in the determination of the demand for a particular 
,parcel of urban land for a particular purpose. He merely seeks to ex
plain how urban land is allocated through the market process. 

Economists are not particularly interested in the analysis of motives. They 
seek' to explain activities and assume motives merely as a convenient starting 
point. In every economic act there is a balancing of motives, and what the 
particular motives may be is to the economist a matter of small moment. It 
is convenient to class all motives under a single head, utilities, and all those 
which dissuade from action under the head of disutilities. Nothing more de
tailed is needed for the purposes of economic theory.85 

as Firey, op. cit., pp. 3-86. 
UJbid, 
S&Johnson, Alvin Saundera, Rent in Modem Economic Theory: An Essa·tJ in Dis. 

tribution (New York: The Macmillan Company, 1902), pp. 10-11. 



CHAPTER 4 >~-

DEMAND FOR HOUSING 

We have now considered the general aspects of the . demand for the 
services of urban land; there has been a discussion of the functional 
basis of the urban economy and of the factors that have created cities 
and which influence the extension or contraction of urban activities. 
There has also been a description of the people who inhabit cities and 
whose needs and preferences as consumers are the basis for the service 
activities of the community. It is now appropriate to tum to an ex .. 
amination of the factors that determine the demand fer space for each 
of the major classes of urban land use-residential; retail; wholesale," 
office, industrial, and public. 

A greater portion of the developed area of cities is devoted to resi· 
dential use than to any other utilization. One study finds the pro·_ 
portion to range around 40 per cent of the total developed area and 
80 per cent of the developed area excluding public land.1 Another 
analysis determined that housing as a per cent of developed area ranged 
from 34.5 in large cities to 42.7 in cities with populations of from 50,000, 
to 100,000.2 Because of its prime importance, we shall consider the 
demand for housing first among the various types of land utilization. 
The discussion will be from two standpoints, first, with respect to the 
number of dwellings, and, second, with respect to the qr.w,Zity of dwell~ 
ings. In discussing housing demand, the term "dwelling unit" will be 
used to describe the housing space that supplies the full complement of 
living facilities-for cooking, eating, sleeping, and relaxation. The 
dwelling unit, then, is the space designed to accommodate one family 
group, regardless of the type of structure in which it is enclosed. The 
second aspect of demand, concerning the quality of housing, relates to 

1 Bartholomew, Harland, ''Urban Land Uses," Harvard City Planning Studies, IV 
<Cambridge, Mass.: Harvard University Press, 1932), p. 138, Table 58. 

1 National Housing Agency, Urban Development Division, in Hearings before the 
Senate Committee on Banking and Currency, Part I (revised), facing p. 538. 

87 
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the physical and economic characteristics of the dwelling unit, its size 
and arrangement, equipment, state of repair, neighborhood environment, 
type of enclosing structure, price or rent, and tenure. 

It is important to recognize that the demand for housing is local, for 
in each urban area a local real estate market exists in which the forces 
of demand and supply are directly affected by conditions peculiar to that 
area. Thus, the factors of demand for housing are primarily a reflection 
of the economic and social characteristics of the community, although 
local demand is, of course, affected by national or regional economic 
fiuctuati8ns. Since local characteristics often vary widely among cities, 
so the nature of the demand for housing is found to vary. 

V'THE QUANTITY OF DEMAND FOR HoU3ING -
·Shelter is one of the necessities of life;· we may assume that there 

'~xists an aggregate potential demand for a quantity of housing sufficient 
to accommodate the entire population. Our sociPty is so constituted 
that it is customary for people to live in family groups, and for the 
most part each family group occupies a separate dwelling unit. There 
·are, of course, exceptions to this practice. There are substantial numbers 
of unattached individuals who live alone. These persons demand a 
special type of housing, which will be discussed separately. Further
more, for reasons of enforced economy, custom, preference, or shortage of 

. supply, some dwelling units are shared by more than one family. But 
' the number of units of demand for housing in an urban area may be con
sidered as substantially _equivalent to the number of family groups or 

, combined families economically competent to occupy separate dwelling 
';units. A measure of the potential quantity of demand is in effect a 
measure of the number of these groups. Thus the total population of a 
community, or changes in population, have significance only when ex-

. pressed in terms of the number of families. It is true, of course, that an 
increase in the population of a community is concomitant with an in
crease in the number of families, but the two changes are not necessarily 
directly proportionate . .For instance, when population increases by mi
gration, it may be that a portion of the immigrants are single persons 

l who do not normally occupy a family dwelling unit. Again, if the trend 
1 in the direction of smaller iamilies is to continue, future populations will 
I contain a proportionately larger number of families. In a normal mar-

ket, with a small surplus of housing, since all families are housed in some 
manner, the quantity of demand in a community may be roughly de
termined by counting the number of occupied dwelling units. Of c9urse, 
this would not be the case if there existed such a serious housing shortage 
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that families were forced to double up or to live outside the community 
through lack of available housing facilities. 

There is an important distinction to be made between the term "de
mand" used in the sense of the foregoing paragraphs and "market de
mand." We are concerned here with the number of famil ou s that, 
in the normal course of events,' wou occupy a separate dwelling unit; 

_we are not examining at this point the number of families that are ready, 
able, and willing to buy or rent accommodations. Basic demand or need 
influences but does not finally determine the Sl!-lability or rentability of 
dwelling space. Thus, in times of depression there is no reduction in 
need but a marked reduction in market or effective demand. In lush 
times, though the quantity of demand or need may not rise, there may 
be a great increase in the number of families that actively enter the 
market to improve their housing status. In this eection, we are to examine 
only those factors which influence basic demand; we shall deal with the 
matter of market activity during a later consideration of the cyclical 
nature of the real estate market. The qualitative aspects of housing 
demand are to be dealt with in the next section. At this point, we are 
concerned only with the aggregate demand for all types and qualities of 
dwelling space. 

Marriages 
' 

New families created by marriages are an important source of increase ' 
in the demand for dwellings. Not all newlyweds can afford to occupy a · 
separate home and, particularly in times of economic stress or housing 
shortage, often move in with in-laws until conditions improve. Among 
certain racial groups, this practice is common, sometimes through chronic 
necessity and sometimes by custom. But for the most part, newly 
formed families require separate quarters, and the number of marriages 1 
represents an approximately equal increase in the total of family groups 
requiring housing. 

The marriage rate (number of marriages per population unit) is sen
sitive to changes in economic conditiontl, ·falling off in liard times and 
spurting above normal at the return of better prospects. During the 
recovery period following 1932, much was made of the backlog of mar
riages postponed during the depression.8 It was asserted that with the 
improvement in the economic situation, the postponed weddings would 
be celebrated in such great numbers as to create a serious housing short
age. It has been true that the marriage rate increased following the 

3 Stouffer and Spencer estimate that in 1933 there was an accumulated marriage 
deficit of 794,000. "Marriage and Divorce in Recent Years," Annals, November, 1936, 
p. 64, Table IV. 
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depression, but not sufficiently to bring about the expected shortage be
fore the war. In the first place, postponed marriages may be spread 
over a number of years, and many of them are never celebrated. Again, 
those persons who overestimated the effect of the anticipated wave of 
marriages may have failed to take cognizance of the counteracting factors 

. of death and divorce, which continued through the depression with little 
abatement to destroy families and reduce the demand for housing. 

After the low point in the marriage rate, which was reached in 1931, 
· 1932, and 1933, the rate resumed its normal level except for a small spurt 

in 1937. ·Beginning in 1940, the first evidences of wartime influences were 
felt. The rate rose as a result of prosperous conditions and a desire to 
avoid military service under the draft. War marriages pushed up the 
rate to a new high· point in 1941 and a still higher peak in 1942. The 
rate declined while so many men were overseas but rose again at the end 
of the war. A readjustment to more normal levels is already under way. 

Death and Divorce 
1 It has just been suggested that in interpreting marriage data in terms 
·of housing requirements, the total of marriages should not be counted as 
· net gain, for while marriages are creating new families, other family 
groups are being dissolved by death and divorce or separation.~ It is not 
true that each divorce reduces the units of housing demand, for in cases 
where there are children, and in some cases where there are no children, 
the home may be continued in operation or two homes may be required 
where one had been sufficient. Again, divorce may be followed by the 
remarriage of one or both of the divorcees. But in a large proportion of 
instances, the home is broken up and the divorced indi,;duals are housed 
with relatives or in rooms rather than in dwelling units. 

I The death of one of a married couple may give rise to a reduction in 
)the quantity of demand for housing. In many cases, the survivor moves 
in with relatives or takes up an existence in rented rooms. In other cases, 
the home is continued until the death of the survivor. 

The divorce rate, like the marriage rate, is responsive to changes in 
economic conditions.li Divorce declines during times of economic stress 
because of an enforced sobriety of living, greater burden of the cost of 
freedom, and difficulties for the ex-wife in earning a separate li,;ug.6 

& Divorce data must be interpreted in light of the fact that in many cases divorce 
is preceded by a period of separation. Because of religious or other reasons, many 
separations never culminate in divorce. 

li Stouffer and Spencer estimate that in 1935 the accumulated divorce deficit was 
171,000. Annals, loc. cit. 

•Cohen. Alfred, Statistical Analysis of American Divorce (New York: Columbia 
University PreS!, 1932}, p. 132. 
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The declines in divorce are smaller in amplitude and shorter in duration 
than in the case of marriages.' Since death is more than four times as1 
important as divorce in dissolving families, the aggregate rate at which \ 
homes are broken up does not decline substantially during periods of I 
economic stress. The basic trend in the divorce rate is upward. The 
rapid increase in divorces in the early postwar years is in part a reflection 
of disturbed conditions, hasty war marriages, and war-created personl11' 
maladjustment. 

It is the opinion of one analyst that in periods of prosperity the mar-~ 
riage rate exceeds the rate of family dissolution by death and divorce and 
that in periods of depression, families are dissolved at a faster rate than 
that at which they are being created.8 From census data and marriage 
estimates, it can be calculated that between 1930 and 1940 in urban areas 
there were more than 7 million families dissolved by death or divorce as 
compared with about 10 million marriages.11 

Migration 
It has been pointed out in a previous section that immigration has been 

the prime factor in the growth of most cities. There are no data to in
dicate the proportion of migrants who come alone as compared with those 
who come in family groups. There is reason to believe that this propor
tion varies among cities as a reflection of the type of employment avail
able. For instance, the growing automobile industry in Detroit was par
ticularly attractive to single young men. On the other hand, a substan
tial proportion of the migrants to the California cities have been married 
couples of retirement age, although this proportion has been reduced in 
recent years. It is apparent that the movements of families in and out 
of the urban areas have a direct effect on the quantitative demand for 
dwelling units, while the migration of unmarried individuals has an in1- 1 
mediate effect only on the demand for rooms, with a delayed influence ! 
on housing demand. I 

The volume of migration responds to economic opportunity in most / 
cities. When jobs are to be had, there is a flow from country and village 
to the cities somewhat in proportion to the number of available jobs. 
In hard times this flow is reduced and sometimes reversed. Detroit,tO 

' Ibid., p. 136. 
8 Real Estate Analyst (St. Louis; Real Estate Analyst, Inc., October, 1937), p. 805. 
9 The families dissolved cannot be calculated exactly, since it is not known how 

many married men who lived in urban areas in 1940 had migrated from nonurban 
areas after 1930. 

10 Ratcliff, Richard U., "The Detroit Housing Market," Michigan Business Re· 
ports, no. 4 (Ann Arbor: Bureau of Business Research, University of Michigan, 
1939), p. H. • 
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Chicago,11 and other cities declined in population during the years 1931, 
1932, and 1933, and for the country as a whole there was a net migra
tion from cities to farms in 1932.12 During the last half of the thirties 
and during the war period, the trend was reversed and a very large net 
cityward movement developed. Though there has been a slackening, 
over the long run we may expect this cityward movement to continue. 

CBharing of Dwellings 
The sharing of dwellings by two or more families, commonly known 

as "doubling up," is particularly characteristic of hard times and periods 
1 of extreme housing shortage. As unemployment increases and earnings 

!
! decline, families without income move in with relatives who are better 
off, or two or more families suffering reduced earnings share quarters 
hired out of the combined resources.18 It is apparent that when one 

1 family moves in with another, there is a corresponding reduction in the 
{quantity of demand for dwelling units, and that, conversely, when. un-

doubling occurs, the quantity of demand is increased. 
It was revealed that in a group of 203 cities covered by real property 

.surveys in 1934, i935, and 1936, some 439,000 families, or 5.5 per cent 
of all families, were classified as "extra families," i.e., families who would 
require separate dwellings under improved economic conditions and im
proved earnings.u The 1940 Housing Census showed 1.3 million families 
or 4.6 per cent of all nonfarm families as having one or more extra or 
subfamilies. Facts of this kind have been used in the estimating of 
p~tential demand for housing. It must be recognized, however, that, re
gardless of economic conditions, there is always some chronic doubling 
up. Many families never are able to afford separate dwellings and never 
expect to attain that state. Among certain racial groups, the sharing of 
dwellings by related families is the accepted practice, and in many cases 
that manner of living suits the preferences of the families or effects 

11 Hoyt, Homer, One Hundred Years of Land Values in Chicago (Chicago: Univer
sity of Chicago Press, 1933), p. 483. 

12 U.S. Department of Agriculture, Agricultural Statistics, 1938 (Washington, D.C. : 
U.S. Department of Agriculture, 1938), p. 435. 

1B In a study of 148 cases of shared dwellings in Martinsburg, W.Va., a son or 
son-in-law relationship existed in 65 per cent of the cases, while only 5 per cent of 
the families living together were totally unrelated. Lawrence N. Bloomberg, Journal 
of Land and PUblic Utility Economics, vol. XII, no. 1, p. 81, February, 1936. 

14 Works Progress Administration, Urban Housing (Washington, D.C.: U.S. Gov- · 
ernment Printing Office, 1938), p. 32, Table 1. Terborgh estimated in 1937 that there 
were from 300,000 to 600,000 such families. George Terborgh, "The Present Situa
tion of Inadequate Housing," American Economic Review, vol. XXVII, no. 1, Sup
plement, p. 171, March, 1937. 
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economies that permit expenditures for items that are preferred to the 
luxury of family privacy.11 

The postwar housing shortage has led to a high level in the proportion 
of families that are sharing dwelling units. It was estimated that at 
the end of 1945 there were 1.2 million families doubled up with' other 
families.u Although facts are not available, the increasing pressure of 
demand and the lag in construction are sure to have led to substantially 
increased doubling after this date. For example, in Madison, Wis., in 
April, 1946, there were 1,700 subfamilies in a community of 24,000 dwell
ing units or a ratio of over 7 subfamilies per 100 dwelling unitsY1 In 
1947, the Bureau of the Census estimated that about 2.4 million families 
were living with other primary families.18 

£pulation and Demand 

' 

In the long run, population increases or decreases create increases or 

!
decreases in the quantity of demand for housing, but the changes are not 

1
necessarily proportionate.! It has already been pointed out that in a 
situation of declining family size, the rate of increase in the number of 
families may be greater than the rate of increase in the number of persons. 
Furthermore, population change through immigration or emigration 
directly affects demand in accordance with the proportions of married and 
unmarried migrants. Population growth by natural increase-i.e., the ex
cess of births over deaths-does not mean an immediate increase in hous
ing need. The effect of births on housing requirements is not felt for 
some twenty to twenty-five years after the events, when the newcomers 
have attained marriageable age and begin to establish new family groups. 

~
his fact points to the importance of the age distribution of the popula
on as a forecaster of future housing needs, for the number of persons 
ho are to attain marriageable age during a given period will constitute 
n important part of the new demand for housing. For the nation' as a 

whole, a peak in the number of births occurred during the period from 
1920 to 1925, and another peak has built up following the Second World 

11 Bloomberg (op. cit.) reports that among the "extra families" covered by his 
study, only 55 per cent of those economically able to undouble desired quarters o( 
their own. Among all the families doubled for more than 2 years, only 42 per cent· 
wanted separate establishments. 

16 Veterans' Emergency Housing Program, Hearings on H.R. 4761, National Hous
ing Agency, March, 1946. · 

17 Survey of Housing of World War II Veterans and Dwelling Unit Vacancy and 
Occupancy in the Madison Area, Wisconsin, Bureau of the Census, HVet-no. 8, 
July 23, 1946. 

18 Based on a nation-wide sample survey in April, 1947. U.S. Bureau of the Census, 
Current PoJYU],ation Reports, Series P-20, no. 11, Feb. 11, 1948. 
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War. This fact signifies that a peak housing demand arising from the 
creation of new families will occur during the years from 1940 to 1950, 
and another high level will be reached about 1965 to 1975. Of course, 
local situations will vary, and an analysis of the age distribution within 
each housing market must be the basis for local forecasts.111 

Elasticity of Demand 

The demand for housing is relatively inelastic, using the term in the 
strict sense of the responsiveness in the number of dwelling units de
manded to changes in price. Thus, a general reduction in house prices 
and rents would effect only a minor increase in the total number of 
occupied dwelling units. This lack of sensitivity results from the fact 
that all but a relatively few families occupy separate units, and none 
except the wealthy can use more than one unit. For most families the 
proportion of income spent for equipping, maintaining, and financing a 
single dwelling is so great that a second dwelling could not be supported 
except at an absurdly low rent or price. However, lower housing costs 
permit some families to undouble and tend to encourage young couples 
to marry and set up homes. Again, a reduction in rents may have some 
small effect on immigration into the market area. 

In a broad and :realistic sense, the demand for housing is elastic over 
a wide range of housing services. The quantity of the commodity
housing-is to be measured not only in terms of the number of dwelling 
units but also the quality of housing services. Thus, a six-room single
family house provides a greater quantity of housing services than a 
three-room apartment. In this sense, housing demand is relatively sensi
tive to price changes; a decline in rents will bring about a considerable 
shifting about of tenants who find that they can now buy a better quality 
of accommod.ations than their present space for the same price. An 
increase in rents will bring about a movement into units of lower quality, 
i.e .• a smaller quantity of housing services. Reductions in costs of home 
purchase will increase the demand for single-family units as more tenants 
find that they can afford the satisfactions of home ownership. There 
will be some shifting of home owners who, at the. new lower price level, 
can afford to exchange for a newer and more commodious structure. It 
is certain that the elasticity of demand among tenants is greater than 
that among home owners. Tenants can shift among units of various 
qualities with relative ease, hampered only by existing leases. On the 
other hand, home owners are often reluctant to abandon the dwellings 

· and neighborhoods to which they have become attached by long familiar
ity even though a better house could be had at no greater financial burden. 

111 The marriage peak of 1942 to 1947 is a reflection of the war influence enforced 
by a favorable age distribution. 
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In making market decisions, the consumer considers not only the pur
chase price or rent of the dwelling but the costs of upkeep and mainte
nance, as well as the cost of additional furnishings that may be required. 
Thus, he might not accept a large mansion even if it were offered to 
him at a nominal price. The responsibility and burden of caring for a 
large establishment are other limiting factors. Although the amount of 
housing that one family can or will consume is limited, the limits are 
very wide. 

Measuring the Quantity of Dema?tcl 
As.~ basis for short-teriii-p~~dictions of demand, facts reflecting the 

trend in the number of occupied dwelling units are sometimes useful. 
Changes in this total from period to period are the net product of all 
the factors affecting demand-immigration,. emigration, marriage, death, 
divorce, doubling, and undoubling. Where it· is not possible to· make a 
diJ.e~t count of· occupied dwelling ~nits, periodic estimates may be based 
on the number of new dwelling units added and a count of the vacant 
units. Thus, the total of new units built during a given year less units 
demolished gives the net change in total available units. This figure 
minus the increase or plus the decrease in the number of vacant units 
during the year yields a figure representing the net change in occupied 
dwelling units. The estimates for Detroit shown in Table 28 illustrate 
the process and suggest the value of a study of past changes as a basis 
for short-term predictions. • 

TABLE 28. EsTIMATED CHANGES IN VAcANcY AND OccUPANCY IN DETROIT, 1933-1940 * 

Vacancy 
Net 

addition 
Change in 

Year to 
occupied 

Number dwelling 
dwelling 

of units Change 
units 

units 
(end of year) 

1933 21,900 -18,700 0 +18,700 
1934 7,300 -14,600 -200 +14,400 
1935 4,200 -3,100 1,300 +4,400 
1936 2,500 -1,700 4,400 +6,100 
1937 5,600 +3,100 5,900 +2,800 
1938 8,900 +3,300 7,000 +3,700 
1939 12,400 t +3,5()() t 7,500 t +4,000 t 

•·' 

• Richard U. Ratcliff, '"The Detroit Housing Market," Midli(Jan Bvsiness Reporta, no. 4o (Ann Arbor: 
Bureau of Busineea ~ch, University of Michigan, 1939), p. 42, Table 30. 

t&timated. 
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From time to time, there appear various estimates of national hou'sing 
demand or housing need. These forecasts are either, on the one hand, 
predictions of effective market demand, based on surveys of the expressed 
intentions of a sample of consumers, or, on the other hand, statements 
of need based on various assumptions of acceptable minima in housing 
standards. By varying the assumption of the number of dwelling units 
that are substandard and must or will be replaced, it is possible to derive 
widely different estimates. An example of a painstaking attempt to 
predict postwar housing need is the estimate prepared by the National 
Housing Agency in 1944.20 Table 29 summarizes the elements of the 
estimate. Note that nearly one-half of the "need," or 6.1 million units, 

TABLE 29. ORIGIN OF NEED FOR CoNsTRuCTioN oF NoNFARM DWELLING UNITS, 

• 1946-1955 • 

Clwracter of Need. 

Number of 
Unit8 (1'n 

thou8and&) 
Increase in number of families: 

Increase in families and migration from farms .........•..••. 
Servicemen's households to be established or reestablished .... 
Undoubting of married couples living with another head of 

family ............................................... . 

Total ............ • ......... _ ....... · · · · · · · · · · · · · · · · · · 
Balance of units required to bring total number of vacancies up to 

5 per cent of total supply of dwelling units in 1955 .. · •.•.... 
Total new need.-~ ••...... : ..••••••••••••••.........• 

Replacement of units destroyed by fire, storm, and flood ....... . 
Replacement of substandard units demolished .•••............. 

Total replacement need ............................. . 

Grand total. ...................................... · · 

4,100 
1,400 

700 
6,200 

100 
6,300 

= 
200 

6,100 

6,300 
= 12,600 

*Includes a small volume of units to be provided through conversion of existing structures. Naliunal 
HOUBi71(J Bulletin 1, National Housing Agency, Washington, D.C., November, 1944. 

is accounted for by xeplacement of substandard dwellings. It is arbi-
. trarily assumed that one-half of the units that, under the definitions 

ell,lployed, were substandard in 1940 are to be replaced between 1946 
and 1955, plus all units to become substandard during this period. The · 
basic demand in terms of families to be housed would be 6.2 million, 
representing the increase in families plus 200,000 units to care for families 
whose dwellings were demolished by fire or storm. 

zo National Housing Bulletin 1, National Housing Agency, Washington, D.C., 
November, 1944. 
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QuALITATIVE AsPE~ oF DEMAND 

- ... 
The last section has dealt with the -factors that control the quantity 

of space subject to the effective demand of family groups. Having 
considered "how· many," we are ready to turn to "what kind" and to 
examine the factors that influence the proportioning of the total demand 

- among the demands for housing for sale or for rent and of various 
designs and grades. If housing were consumed with sufficient rapidity 
to require frequent replacement, we might find in the characteristics of 
existing dwellings a measure of the nature of demand. But demand 
changes in quality more rapidly than structures decay, and houses live 
on as monuments to past tastes and requirements. Between 1930 and 
1940, annual demolitions were only one-tenth of 1 per cent of the housing 
stock. It is true that newly built dwellings reflect current fashions in 
housing, but these fashions are based on the effective demand of only 
that small proportion of the population which can afford new housing. 
For example, in Detroit during the year 1939, which was considered to 
be one of active new building, some 10,000 dwelling units were added to 
a total of 415,000 existing units, an increment of 2.4 per cent. In the 
urban areas of the United States in 1941, some 715,000 dwelling units 
were added to 30 million, also an increase of 2.4 per cent. 

In our discussio~ of the qualitative aspects of demand we shall identify 
the factors that determine the kind of housing for which each family 
will bid in the market and we shall discuss how changes in these factors 
may influence effective demand. There are numerous attributes of hous-

1 

ing that are subject to variation, thus forming the basis for qualitative 
variations in demand. In the discussion to follow, these attributes will: 
be grouped under a number of headings. We shall first deal with 'the , 
matter of tenure, considering those factors which determine whether 11.' 
family shall rent or own its home. Then the discussion will concern such l 
qualitative features of housing as type, size, style, location, and price; 
or rent. The housing of unmarried persons will be considered separately.' 

• 
Tenure 

Every family seeking housing must decid~ whether to rent or to buy. I 
This decision will be influenced by a number of considerations, such as 
custom, occupation, age, financial status, terms of financing, business 
conditions, market conditions, and relative costs. In considering those 
factors which determine the legal basis of possession, we shall use the 
term "tenancy" to include all the various estates less than freehold, ' 
except that the arrangement known as a "ground lease," which is encoun~ 
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tered in our Eastern cities and which ordinarily runs for a long term, 
will be considered as tantamount to ownership. "Ownership" will include 
holdings in fee simple or under a long-term land contract or contract 
for deed. 

Recent History of Home Ownership. Home ownership in the urban 
areas of the United States increased steadily from a level of 36.5 per 
cent in 1900 to 40.9 per cent in 1920. The next decade saw a sharp 
rise to 46 per cent in 1930 as a concomitant of the postwar building 
boom. Then the trend was reversed during the depression years and 
by 1940 the proportion of home ownership was 41.1 per cent. 

A brief comparison of economic conditions in the twenties and the 
thirties will reveal the underlying causes of the reversal in the trend. 
In the twenties there existed a combination of circumstances that favored 
home purchase. It was a period of rising incomes and favorable eco
nomic outlook; family savings accumulated rapidly; credit was easy and 
rents and values were rising until late in the decade; a housing shortage 
existed in the early years and urban areas experienced strong population 
pressures from in-migration, new family formation, and a natural increase 
exceeding all past· periods. The building boom that reached an apex 
in the middle of the decade provided a liberal supply of new single
family dwellings. 

In contrast to the "roaring twenties," the decade of the thirties opened 
with a deep, world-wide depression; unemployment was rife and incomes 
fell sharply, The economic outlook was dark and not until after the 
middle of the period did the economy show encouraging signs of recovery; 

· family savings were wiped out; credit was frozen and the mortality of 
home ownership through foreclosure was high; out-migration and dou
bling up created high vacancies in urban areas; building activity virtually 
ceased in the early years and it was not until the last years of the 
decade that the construction of single-family homes was resumed, and 
then at a rate far below the previous decade. 

· An interesting product of the war economy and the postwar housing 
shortage has been a spectacular increase in home ownership. The per
centage rose from 41.1 per cent in 1940 to 47 per cent in 1944 and almost 
53 per cent in 1947 as estimated by the Bureau of the Census (see Table 
30).21 
· Table 31 shows intercity differences in· tenure distribution and in 

rate of change. The trend will probably continue upward for some time. 
The reasons for the recent rapid spread of ownership are to be found 
in the generally high levels of family income and savings and in the 
9esperate need for housing in war centers during wartime and in every 

21 See Federal Home Loan Bank Review, vol. 12, no. 9, June, 1946. 
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TABU: 30. PERCENTAGE OF OWNER OccuPANCY IN OccUPIED NoNFARM DWELLINGS • 

Year 
1890 
1900 
1910 
1920 
1930 
1940 
1945 
1947 

Percentage of 
Owner Occupancy 

36.9 
36.5 
38.4 
40.9 
46.0 
41.1 
50.8 
52.7 

*1940 Census of Housing, voL II, p. 3, Table III. For 1945, Federal H<!rM Loan B11nt ReNw, 'tal 1!!, 
no. 9, p. 262, June, 1946. For 1947, Special Ceusus Release, Series P-70, no. 1, Housing Characteristi01 
of the U.S., April, 1947. 

TABLll 31. PERCENTAGE oli' HoME OWNERSBlP IN OccUPil!ID DwELLINGS m SELECTED 

CITIEs, 1940-1947 * 

1944-
City 1940 1945t 1947 t 

Birmingham, Ala. ............ 28.9 35.9 48.1 
Hot Springs, Ark. ............ 29.9 40.5 §· 
San Francisco, Calif ..... · ..... 29.5 37.5 47.3 
Bridgeport, Conn ..••........ 26.6 33.9 § 
Jacksonville, Fla. ••••.•..•... 29.8 37.2 § 
Savannah, Ga ••••• , •...•..•. 18.1 23.8 § 
Indianapolis, Ind .••••........ 35.0 45.7 § 
Kansas City, Kan .••......... 48.1 63.3 § 
New Orleans, La ............. 23.0 26.1 82.5 
Portland, Maine ••••......... 26.8 29.1 § 
Boston, Mass ................ 26.5 24.9 41.0 
Muskegon, Mich .•••......... 53.4 65.0 § 
Youngstown, Ohio ........... 49.3 60.9 66.6 
Portland, Ore ................ 45.3 55.5 60.3 
Philadelphia, Pa ••...•....... 36.9 48.2 58.4 
Memphis, Tenn .............. 29.8 39.8 44.3 
Norfolk, Va ....... , ...•..... 27.4 42.3 38.9 
Spokane, W 88h .............. 51.1 67.3 § 
Milwaukee, Wis .............. 31.2 36.1 § 
W88hington, D.C ............ 28.1 35.5 38.5 

• Data for 1940 and 1944--1945, Bureau of Labor Statisties, release of April, 1946, Serial no. R. 1840. 
Data for 1947, U.S. Bureau of the CeDllus, Cu'ITent Population Repurlll, Seriea P-71, no. 35, Table I, Aug. 
24, 1947. 

t Surveys in the various citiee were made at various dates between September, 1944, and late 1945. 
t The data presented for 1947 are for the metropolitan district. Since there is relatively !Oore home 

ownerehip in the areae surrounding our cities than in the cities themselves, tha higher percentage in 1947 
than in 1944--1945 partially rellects this oondition. 

I Data not available. 
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community in the postwar period. Some of the increase in home owner
ship occurred under unusual market conditions, i.e., in a period when 
new residential construction was at a low level because of wartime 
restrictions and when the home seekers were forced into acquiring 
existing homes. Thus the stock of rental units, especially single-family 
houses, recently has been reduced at a higher than normal rate to pro
vide owned homes. A greater than usual number of existing homes 
formerly rented were offered for sale by their owners in some cases 
because of the pressure of increasing operating costs pushing against 
Office of Price Administration rent ceilings but in most cases because 
of the chance for a very large profit in selling at the extremely inflated 
price level of ~he market. · 

In the early postwar period, the desperation of home seekers forced 
many families into home ownership when tenancy was preferred and 
would have been more appropriate in light of the uncertain future of 
these families. Substantial family savings and high incomes made 
home purchase financially feasible for families whose inability to find 
rental quarters forced them to consider purchase. For the returning 
veterans, home purchase was made easy under loan arrangements through 
the Veterans' Administration, whereby no down payment was required 
in some cases and terms of repayment were generally liberal. There is 
little question that in· many instances home ownership was forced upon 
families that were not yet prepared for the fixed financial burdens of 
home owning. With the first adverse turn in employment, many of these 
families will revert to tenancy. Furthermore, many a home purchased 
at a greatly inflated price will be abandoned when there have been 
downward readjustments in price and rent levels, when new construc
tion has restored a more normal demand-supply relationship, and when 
there is a reasonable choice in rental units and in homes to purchase. 

This summary of the history of home ownership has brought out 
some of the cyclical and market factors that condition tenure. It is 
apparent that the swings of the business cycle influence families in their 
consideration of home ownership. Whep. economic prospects are bright, 
incomes are improving, and down payments can be accumulated, tenants 
are encouraged to undertake the obligations of ownership. The down
swing of the cycle, with the future uncertain, incomes falling, and the 
unhappy picture of a rising foreclosure rate, induces a psychology of 
doubt and conservatism that is conducive to continued tenancy. 

Conditions within local real estate markets fluctuate between sets of 
circumstances that are favorable for tenancy and those which are favor
able for home ownership. In times of housing shortage, when rents have 
been pushed upward out of balance with building costs and when the 
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restricted supply of dwelling units offered for rent affords little selection, 
the urge for home ownership is reinforced. Because rents are more 
sensitive than other real estate prices, in a free market it is likely that 
increases in the asking prices of both new and existing houses will lag 
behind rents for a time. On the upswing, however, new building eventu
ally will relieve the shortage, or construction costs and real estate prices 

. will rise sufficiently to remove the advantage of ownership over tenancy. 
Should a surplus of housing be created, renting may become more 
advantageous than owning, at least until lagging sales prices fall into 
balance with rents. Tenancy is encouraged when building costs rise 
disproportionately. A surplus of rental units in apartments and flats, 
i.e., units that are not salable for home ownership, prolongs the condi
tion of surplus with its depressed rent level, and this extends the advan
tage in favor of tenancy, since such units cannot be removed from the 
rental market by sale. 

Basic Forces Affecting Tenure. There are underlying forces on the 
demand and supply sides ·of the market that condition the extent of 
home ownership and are functions of the passage of time or reflect 
underlying trends. On the demand side we find that families who enter 
into home ownership are characteristically families with children and 
that they are families who are established in the community with pros
pects of continuing employment. But those families which constitute 
additions to the total housing demand are not usually of this type at 
the time when they first enter the local market. The immigrants, into 
the community do not become secure immediately, and some time 
usually passes before they are ripe for home ownership. Newly formed 
families of young people s.re often impecunious and uncertain of their 
future and do not immediately feel the need for a home in which to 
raise a family. Thus both new arrivals in the area and young couples 
incline to seek rental quarters. 

Financial distress and foreclosure of mortgages are destructive of home 
ownership. While we are inclined to associate foreclosures with periods 
of depression, even in good times there are large numbers of owner 
families who find home ownership financially burdensome and who 
become tenants either through foreclosure or by the sale of their proper
ties when the financial responsibilities can no longer be met. The causes 
are varied and not necessarily typical of the bottom of the real estate 
cycle. The provider may suffer a reduction or loss in income through 
a shift in occupation, unemployment, disability, ill-health, or advancing 
age. The family may lose extra income that has been derived from a 
secondary worker or from taking in roomers. Furthermore, many fami"'\ 
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lies overbuy and eventually discover that they cannot meet the costs, 
which, ill an excess of optimism, had been too greatly discounted. 

Many people overlook one of the most lethal destroyers of home 
ownership-family dissolution. In nonfarm areas between 1930 and 
1940 there were approximately 10 million marriages, but the number 
of married males in 1940 was only 3.4 million more than in 1930.22 

Thus, at least 6.6 million families were dissolved during that period by 
divorce or by the death of husband or wife. It may be assumed that 
about half of the families that suffered dissolution each year, or 330,000, 
were owner occupants. This assumption is supported by the fact that 
the proportion of home ownership is greater among older families and 
that the percentage of owner occupancy among all families averaged 
more than 40 per cent during the decade, The change in occupancy 
that sooner or later follows all family dissolution most frequently results 
in a shift of the unit from owner occupancy to tenancy. The older a 
house becomes, the less attractive it is to prospective home purchasers. 
The aging of families and the aging of properties combine to influence 
the shift to tenant occupancy. The most frequent purchasers of new 
single-family houses are young families with one or more children, where 
the parents are from twenty-five to thirty-five years of age. As the 
years go by the children grow up and leave home. The aging parents 
find the home too large for their needs, or reduced income may make it 
burdensome to maintain. If they do not sell or rent their home they 
may remain until death separates the old couple, and the homestead 
finally changes ownership through sale or inheritance. 

Concomitant with the progress of the family through the normal cycle 
from creation to dissolution is the change in the neighborhood from one 
of new houses occupied by young families to old houses occupied by a 
few survivors of the original inhabitants intermingled with successor 
families of mixed character, rooming houses, and even nonresidential uses. 
The upkeep of the houses is likely to have been neglected and the 
structures become obsolete in architecture, layout, and equipment. Thus 
neither the structures nor the neighborhood is any longer attractive to 
the younger families who constitute the bulk of prospective home owners. 
As the properties become older and less tenaciously held in the face of 
economic adversities, there is a rise in the incidence of foreclosure and 
loss of ownership through tax delinquency. 

Turning now to the supply side of the picture, we find that rental 
accommodations are provided not only by units that have shifted out 

2a Total marriages in the United States as reported in Bureau of the Census re
lease Series PM-1, no. 1, July 4, 1944. Adjusted to reflect nonfarm population only. 
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of the owner-occupant status but also by the addition of rentable units 
to the housing stock. These additions are provided both by .new con· 
struction and the conversion or subdivision of existing structures. There 
is no measure available of the number or proportion of single-family 
houses that are built for rent. It is generally assumed that the majority 
of such houses are built by their owners for their own use or are built 

_ for sale by operative builders. Of course, a number of single-family 
houses, particularly in Southern communities or in single-industry towns, 
are constructed with the intention of rental. Furthermore, operative 
builders are often forced to rent houses when buyers cannot be found. 
The census reports show that in 1940 there were 3,360,000 single-family 
structures reported as having been built between 1929 and 1940. Of 
this number 970,000, or about 29 per cent, were tenant-occupied in 
1940.28 There is no evidence to indicate how many houses were intended 
for rent or were never owner-occupied and how many of them suffered 
a change in occupancy status. 

The number of additional dwelling units produced through the con
version of existing structures is an elusive item because building permit 
records are not complete or dependable. An estimate has been made 
that, from 1929 to 1940, about 725,000 units were added by conversion. 
Since this number includes only the additional units and thus is sub
stantially less than the total number of dwelling units contained in con
verted structures, it seems safe to assume that at least 725,000 rental 
units were supplied by conversion and that the number of owner-occu
pied units in converted structures is no greater than the difference 
between the total units contained in the converted structures and the 
units added by conversion. In addition to new units created by physical 
change, it is estimated that some 345,000 rental accommodations were 
provided and occupied by the renting of light-housekeeping rooms to 
tenant families. 2' 

We now turn to a set of factors that condition the decision of the 
~~ividual family as "it faces the inevitable question of whether to buy 
or rent. The factors to be considered are custom, occupation, age, finan
ciarstatus, and relative costs. 

cusToM. The tradition of home ownership is strong in America. It 
is a heritage of pioneer days and has fed upon the land hunger of · 
peasant immigrants from Europe. It has been fostered by nationalists 
who believe it to be socially and politically stabilizing, by sociologists 

23 U.S. Census, 1940, Housing, vol. III, part I, Table A-4. 
uu.S. Department of Labor, Bureau of Labor Statistics, Housing and the Increase 

in Population, Serial No. R1421 (Washington, D.C.: U.S. Government Printing 
Office, 1942), p. 12, Table 2; 
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who fear social disintegration through the decline of family life, and 
by those real estate interests whose livelihood comes through the build
ing or brokering of homes. The social prestige of home ownership 
harks back to the time when the possession of real property was the 
prime evidence of wealth, and, though the effect is diminished in modem 
society, the home, with the automobile, remains the finest subject for 
conspicuous consumption. 

In a recent analysis of the national housing market covering a large 
sample, some 70 per cent of the families interviewed said that it was 
better for them to own their home. However, only 34 per cent were 
interested in buying or building a home. 25 Another similar survey re
vealed that 47 per cent of the families now renting were planning to 
build or purchase a house to live in. 28 The same survey reported that 
only 15 per cent of all home owners felt that in the long run the cost 
of owning a home was greater for them than the cost of renting would 
be.27 A survey of veterans in 1946 showed 4 million who were seeking 
new quarters; of this number, 2.8 million wished to build or buy a 
home and 1.2 million preferred to rent.28 

The social anonymity of large cities dilutes the strength of the tradi
tion of home ownership, for the lac~ of communal ties and close per
sonal relationships vitiates the prestige that, in smaller towns, attaches 
to landed proprietorship. Other factors, too, have caused home owner
ship to be less widespread in the larger communities, such as the eco
nomic and social instability that flows from the nature of urban occu
pations and the urban way of life. 

The geographical spread of large cities, the congestion in transporta
tion facilities, and the consequent time-distances from desirable single
family areas to places of occupation tend to decrease the attraction of 
owner occupancy. Even as the stigma of a mortgage on one's home has 

2s "Forum Study of the Housing Market," Supplement to the Architectural Forum, 
September, 1945. 

28 Urban Housing Survey, Curtis Publishing Company, June, 1945. 
27 According to an earlier study, four out of five of middle- and lower middle

class families prefer to own rather than to rent. The most frequently encountered 
reasons were "independence," "good investment," and "like to fix up to suit self." 
"The Urge to Own," Architectural Forum, November, 1937, p. 370 . 
. See also Wehrwein and Woodbury, "Home Ownership vs. Tenancy," Annals, March, 
1930. 

For arguments against home ownership, see Stuart Chase, "The Case against Home 
Ownership," Survey Graphic, May, 1938. 

For a full consideration of home ownership, see John P. Dean, Home Ownership 
(New York: Harper & Brothers, 1945). 

2a U.S. Bureau of the Census release, Sept. 19, 1946. 



DEMAND FOB HOUSING 105 

vanished, so in the larger cities the tenant may now attain social equality _ 
with the home owner. Social values are shifting and the extent to 
which family life centers in the home has declined with the virtual dis
appearance of large families and in the face of the competition of ~ovie 
house and tavern. 

occUPATION. Home ownership occurs with less frequency among house- G 

holds where the breadwinner is employed in a chronically unstable 1 
occupation than where the employment is continuous and secure. Dif
ferences in the levels of earnings among occupations also account in 
part for variations in the incidence of home ownership. Certain occu
pations are notoriously insecure or are subject to decline as natural 
resources are exhausted or by reason of technological unemployment; 
persons engaged in such activities are not wise in undertaking the long~ 
continuing financial obligations involved in home purchase in the face 
of recurrent or probable unemployment or frequent moves to other cities 
in search of work. 

A study of the occupations of a group of 789 home purchasers in 
Buffalo, N.Y., revealed that at the time of acquisition of the property, 
about three-quarters of the breadwinners were skilled workers, clerical 
workers, or proprietors.211 

AGE AND FAMILY STATUS. Neither newlyweds nor middle-aged couples 
are among the most likely to shift from tenancy to ownership. The most 
potent urge for the acquisition of a home comes to a family when the 
children are growing up. This period arrives between the ages of 25 
and 45 for most parents. Before the age of 25 or 30, young couples are 
likely to prefer tenancy because of its freedom or to require it because 
of instability of occupation. Furthermore, neither assets nor earnings 
may be sufficient to permit home purchase. Middle-aged couples of 
45 to 50, with their children grown, and in many cases having become 
habitual tenants, often consider the prospective burdens of ownership 
to outweigh its apparent advantages. 

In the Buffalo study of the age of home owners, it was found that 
in about two-thirds of the cases the breadwinner was between 28 and 
42 years of age at the time when the home was acquired.10 

\ 
FINANCIAL STATUs. Both family income and accumulated savings are 1 

factors in determining the probability of home ownership. Ownership -
l is not frequently found where family income is not sufficiently high or 

29 President's Conference on Home Building and Home Ownership, vol. IV, p. 90. 
80 Ibid., p. 89. The Family Economics Bureau of the Northwestern National Life 

Insurance Company reports that a study among 20,000 policyholders reveals that 
the average American couple buys their first home when the husband is 32 and the 
wife 29, and after they have been married for 5 years. 
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stable to successfully meet the purchase payments without undue sacri
fice at other points in the budget.81 Nor can ownership be attained 
without sufficient assets to meet at least a modest down payment of 
5 to 10 per cent of the price, which is the minimum in most cases. Thus 
increasing income encourages home ownership, while a decline of suffi
cient severity may cause an involuntary change in status from ownership 
to tenancy if the purchase payments cannot be met and foreclosure 
ensues. 

A knowledge of the income range in which home buyers are most 
frequent~y found at the time of purchase is of value in understanding 
the relationship between ~come level and tenure. Table 32 presents 

TABLE 32. BoJmOWEa's ANNuAL INcoME: NEW AND ExlsriNG SINGLZ-FAKILY HoKB 
MoRTGAGES INsURED JIY FHA, 1936-1940 AND 1946 • 

. p....,..tage clistribu.tioa of aew homes Perceotage distribution ul aisliDg hamal 
Borrower'• 

annual iDcome f 
1936 1937 1938 19311 1940 1948 1938 1937 1938 1930 1940 1948 

f---

Lese than $1,000 .. o.s 0.2 0.2 0.1 0.2 0.7 0.3 0.3 0.3 O.ll 
S1,D00-1,499 ••••• 4.11 3.6 3.3 3.11 4.!1 0.2 7.6 5.5 cUI 5.1 5.0 0.3 
1.500-1,999 ..... 15.0 16.0 17.3 20.7 23.4 2.7 20.2 19.5 17.9 19.8 20.5 4..2 
l!,D00-2,499 ..... 21.8 23.11 25.8 ll7.6 28.3 16.0 23.8 25.11 25.0 2U 25.0 1!1.4 
2.500-2,9911 •• -- • 12.5 14.5 16.ll 16.3 15.4 15.8 11.5 12.8 13.2 14.0 13.9 14.8 
3,D00-3,499 ..... 13.4 14.1 14.0 13.1 11.9 19.7 11.1 11.8 12.4 12.1 11.6 19.3 
B,50CHI,999 ••••• 8.0 8.7 8.1 8.8 6.2 17.6 8.11 7.6 7.1 8.1 8.1 14.5 
f.OOD-4,999.- ... 9.3 8.8 7.3 8.0 5.2 16.3 7.4 7.3 7.7 7.3 7.1 13.8 
5,D00-6,999 ..... 8.0 6.2 5.0 3.7 3.1 8.4 6.2 5.8 6.8 5.7 5.8 8.7 
7,000-11,999 ..... 4.3 2.8 1.8 1.2 0.1 :u 2.7 2.1 11.8 2.4 2.5 3.5 

$10,000 or more •• 2.3 1.5 1.0 0.6 0.5 0.11 1.11 ~ 2.1 1.1 1.5 1.5 

Total ......... I~ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 - = 
Average income •• $3,387 $3,133 $2,968 $2,781 $2,665 $3,819 S3,0M $3,014 $3,210 $3,029 $3,012 S3,MO 
MediaD income ••• 1,814 1,716 11,1108 2,457 2,381 3,313 2,452 2,485 2,599 1,501 2,485 3,101 

• FHA Annuall!.eport& 
f Iuclndlll familr income of o.............,pant porcbaaen emir. ezdudlll operatm builder&, alamtee laodlords, and olhmL 

the income distribution of borrowers on Federal Housing Adminis
tration insured mortgages from 1936 to 1940. All these borrowers were 
financing the purchase of a home; more than three-quarters of them 
purchased a newly built house. The greatest concentration of cases is 
between $1,500 and $3,500, a range containing about three-quarters of 

• 1 Purchase payroents on a house of a quality that is socially acceptable to families 
of the same economic status. In a study of attitudes toward home ownership, the 
most frequently encountered reasons in favor of tenancy were found to be a dislike 
of the financial responsibility of owning and an inability to afford the kind of house 
desired. "The Urge to Own," Architectural Forum, November, 1937, p. 370. 
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all borrowers. From 1 to 2 per cent of the mortgagors had incomes of 
less than $1,000. Of course, the careful selection of FHA loans excludes 
borrowers of uncertain income and properties of questionable quality. 
There was undoubtedly considerable home ownership among families 
with incomes below $1,000 during the prewar decade, but much· of it 
was unsound and insecure. In the Buffalo study of home owners, it 
was revealed that three-fourths of the owners had incomes between 

"$1,250 to $2,750 at the time of purchase.82 Only 11 per cent were 
below $1,250 and only 3 per cent below $750.88 

It appears that for urban areas in the country as a whole, an income 
of $1,000 prior to the Second World War was near to the lower limits 
for home ownership; for large families, the lower limit probably was 
somewhat higher. The local and regional variations in this lower limit 
reflect differences in the costs of construction and in the level of other 
living costs.•• But in most of the country the majority of families with 
incomes of less than $1,000 per year were of doubtful capacity for home 
ownership because of uncertainty of income and enforced mobility. 
Another limiting factor to home ownership among the lower income 
groups is the inability to secure a suitable dwelling at a price consistent 
with their financial ability. In recent prewar years considerable progress 
was made toward the provision of new houses in the $2,000 to $3,000 
range, even in the Northern areas. ThE;~ poorest and cheapest of used 
houses are not often salable for owner occupancy. 

RELATIVE cosTs. The old question of whether it is cheaper to own 
or to rent inevitably enters into family discussion on the advisability 
of home purchase. The futility of piling up rent receipts is a favorite 
argument of the real estate salesman. The facts are that in the majority 
of cases the home purchaser actually increases his housing costs when 
he changes status from renter to owner. This increase is explained by 
the fact that the new home owner usually raises his standard of living 
by .moving into a better dwelling. He demands better facilities in his 
own home than he was willing to accept in rented quarters. 

82 President's Conference on Home Building and Home Ownership, vol. IV, p. 93, 
Table XIV. 

88 The proportion of home ownership has been found to increase with income in 
·cities of all sizes. There is a definite tendency for ownership to increase in all 
income groups as cities decrease in size, "The American Way of Living," Business 
Week, Apr. 9, 1938. 

The Urban Housing Survey of the Curtis Publishing Company, in 1945, re• 
ported that, in the income group under $1,500, 21.6 per cent of the families inter
viewed were prospective home owners. 

8
' On the basis of FHA experience, persons with incomes of $1,000 to $1,500 are 

found to occupy homes that average $3,504 in value for new homes and $3,139 for 
existing houses. See Seventh Annual Report of the FHA, p. 84, Table 47, 1941. 
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Any valid comparison of the costs of ownership and tenancy must 
be based on identical units and must assume that both the rent and 
the price of the house are determined in a normal market. The costs 
to be compared should include ali operating expenses and interest on 
the total investment and must exclude payments on debt and financing 
charges. The costs are the same in each case, but rna va in certain 
particulars in favor of home ownership. 1rst, the item of upkeep may 
be Iessin owned liO:i.nes because of more careful treatment accorded the 
property by the owner than would be expected of a tenant. Further
more, each change in tenants requires costly redecorating. Second, it 
is argued that the item of interest as a cost for the owner is less than 
for the landlord, since the investment risk is less for the owner occupant 
and hence a lower interest rate is chargeable. Another financial advan
tage is caused by present income-tax regulations, since the owner's 
property taxes and the interest on his mortgage debt are deductible 
items. 

A liberalization of the terms of purchase encourages home ownership 
by reducing the financial strain on buyers, although it does not reduce 

. the real cost. The number of potential home buyers is increased with 
each reduction in the down-payment requirement, decrease in interest 
rates, or extension of the term of repayment. Until recent years home 
ownership for most families required a greater monthly outlay than 
renting. The influence of the low interest rates and liberal terms of 
financing promulgated by the FHA now makes it possible to own a new 
home with contract payments that normally are no greater than the 
rent on a less desirable house or apartment. This equality may be more 
apparent than real if proper consideration is given to the inevitable 
costs of upkeep that the home owner must meet. FHA terms for mort
gage financing on old houses are not so liberal as on new houses, but, 
foiiowing the lead of the Home Owners' Loan Corporation, many insti
tutions and private holders are offering old houses for sale on land 
contract on terms nearly as attractive as terms available on new con
struction. 

From the standpoint of family financial policy, home ownership, like 
life insurance, has the virtue of enforcing regular savings. It has the 
disadvantage of concentrating a large proportion of the savings of most 
families in a single investment, more subject to risk than if the same 
amount were in diversified investments. Again, by way of an advantage, 
the investment in a home provides an investment object that has the 
same use value regardless of fluctuations in its market value. Finally, 
the degree of risk is in part determined by the amount of the debt and 
the terms of the contract for its repayment; thus a large down payment 
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or the rapid retirement of debt reduces the fixed charges that the owner 
must meet and leaves his investment less vulnerable to the effect of 
fluctuations in his income. 

Whether or not the purchase of a home in a given case is or is not 
a "good investment" cannot finally be determined until the investment 
is liquidated or shifted by sale. Not until the end of the ownership is 

_ it possible to make a full accounting. If the home were purchased 
when prices were depressed and sold during inflation or even in a normal 
market, the result would be favorable. If conditions were reversed, so 
would be the result. A major difficulty lies in the inability of the buyer 
to foresee, at the time of purchase, the conditions under which future 
disposal will be made. In most cases, houses are sold when personal or 
financial situations dictate the necessity, regardless of the state ·of the 
real estate market. 

It would seem to be a wise course for families to consider home owner
ship not primarily as an investment transaction, but rather as a device 
for securing a way of life that they desire. The objective is to provide 
the kind of home life that they consider necessary to happiness, and the 
investment considerations are secondary. Each family, to be sure, 
must evaluate the risk involved in light of their financial status, pros
pects, and permanence of job and location. This risk should be bal
anced against the living values that an owned home will provide in 
comparison with rented quarters. Prospective home owners may take 
assurance from the fact that, in spite of the vicissitude..s.,of home owner
ship in the past, the proportion of owner families has remained per
sistently above 36 per cent since 1890 and that the basic trend has 
been upward. 

Other Forms of Tenure. There is some demand for housing under 
forms of tenure that differ from both the usual oWiiership and tenancy 
arrangements. In certain Eastern cities, notably Baltimore and Phila
delphia, a common form of holding is under long-term lease, usually 
for 99 years renewable forever, and hence permanent in effect. In some 
states, such a leasehold may be converted into a fee at the option of 
the lessee by payment of a lump sum representing the capitalized value 
of the ground rent. It is probable that the ground-rent arrangement 
developed because it provided a safe investment for the landowner · 
rather than because it was demanded by the householders. 

Another form of tenure which is common in a number of European 
nations and is increasing in this country, is cooperative ownership. 
While there are minor variations in the provisions, the basic scheme 
involves corporate or group ownership of the property, such as an apart
ment house or a tract of land with plots for single-family units, wit~ 
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the householders owning stock in the corporation and holding occupancy 
under a permanent lease arrangement. During the 1920's, high-class 
cooperative apartments were developed as real estate promotions in 
many cities. The individual units were sold off to families that sought 
permanent tenure combined with apartment-house living in central loca
tions. Many of these cooperative apartments became financial failures 
during the depression of the 1930's in cities where there had been over· 
building in multifamily structures. It is interesting that in the post· 
war housing shortage the device has been revived. The plan is for a 
group of families in need of housing to purchase an apartment building, 
evict the tenants, and move in under a cooperative arrangement. In 
some cases, promoters have made large profits in purchasing a building 
and selling off the apartments. 

Housing cooperatives for families of modest income have been suc
cessful in a limited number of cases, where they have been sponsored 
by union groups. Some of the government war housing projects have 
been disposed of by transfer to groups of families, usually tied together 
by union affiliation, under the Mutual Home Ownership plan developed 
by the Federal Public Housing Authority, which administered the con· 
struction and management phases of the war housing program. Under 
this variation of the cooperative device, the group is enabled to purchase 
the housing project without a cash investment and under very favorable 
terms. 
· It is probable that the cooperative ownership plan will spread slowly, 
but up to the present it has assumed no importance. Those projects 
which have been most successful are sponsored by groups made up of 
families that are socially and economically homogeneous and which are 
bound together in some permanent and cohesive organization such as 
a union, which provides a stabilizing influence.85 

Type and Size 
f The demand for dwelling units in various types of structures reflects 
i in part the form of tenure under which the properties are to be occupied. 
For most of the country, home ownership is associated with free-standing 
single-family structures. However, in some cities, particularly in the 
Eastern states, separate ownership of the units of row houses or terraces 
is common. In some cities there is a demand for separate ownership 
of the two halves of two-family houses of the type that is divided ver-

a& See Bureau of Labor Statistics, U.S. Department of Labor, "Organization and 
Management of Cooperative and Mutual Housing Associations," Bulletin 858 (Wash
ington, D.C.: U.S. Government Printing Office, 1946); National Housing Agency, 
Mutual Housing (Washington, D.C.: U.S. Government Printing Office, 1946). 
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tically. Two-family structures, called "duplexes" in Milwaukee and 
"income bungalows" in Detroit, were in vogue during the 1920's. These 
structures, divided horizontally, were in demand by prospective owner 
occupants, who planned to occupy one unit and rent the other for profit. 
The experience of owner occupants of two-family units was not happy 
during the depression years. In too many cases the purchase of the 

_ property was financed wi~ the expectation that both the owner's income 
and the revenue from the rented unit would be maintained. But the 
owner's earnings suffered and the rented half of the property was par~ 
ticularly vulnerable to vacancy and rent reductions. During the recovery 
period, there was little demand for two-family income properties, and 
relatively few units of this type were built. 

A large proportion of tenants is found in multifamily structures-in 
duplexes, fiats, and apartment houses. To some extent this fact reflects 
economic inability to command a separate house, however desirable it 
might be. As family income increases, so does the tendency for tenants 
to demand single-family units. In many cases, however, other consider· 
ations, such as convenience, lead tenants to prefer to move upward into 
better quality fiats or apartments as income permits. 

Space requirements based on family size are factors in determining 
the type of structure in which housing accommodations are demanded. 
Dwelling units in apartments are not generally desirable for families 
with growing children. Flats ordinarily provide more space, but one
family units are best for raising the next generation. Young married 
couples with an infant or two or childless couples find apartment life 
adequate, but, as families grow in size and children approach school age, 
the pressure for more' space and a better environment becomes stronger. 
When the children are grown and gone,· the parents, particularly in the 
tenant class, often prefer smaller units in multifamily structures. 
r. The age and sex distribution of the family group affects the number 
, of bedrooms that will be sought in so far as income permits. Young 
·children under eight or ten years of age may occupy the same sleeping 
quarters or share a bedroom with their parents. But as they reach 
puberty, it becomes desirable to segregate the sexes, with a resulting 
expansion in space requirements. Separate sleeping quarters are desir
able for each adult who is not one of a married couple and are necessary · 
unless space can be shared with a person of the same sex. 
, The social stratum in which families are situated conditions their 
demands for housing space. Among certain classes, the prestige of home 
ownership forms a potent incentive, and the spaciousness of house and 
. grounds is a measure of social standing. Where the home is used fre
quently for social entertainment, large living and dining rooms are in 
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demand and guest rooms and servants' quarters must be provided. At 
the other end of the scale, families with limited means must be satisfied 
with a minimum of space for family cooking, eating, and sleeping, with 
perhaps a small living room. In many cases, space within the dwelling 
must perform multiple functions, as, for instance, a living room used 
for eating, sleeping, and relaxation or a kitchen also used for eating. 
This way of life is most characteristic in multiple-family structures, 
although there is an increasing demand from middle-class families for 
greater flexibility of space in single-family houses in the interests of· 
economy. 

From time to time, there appear passing fads in the demand for 
housing, sometimes local·in scope, sometimes sweeping the country. 
Allusion has already been made to the vogue for duplexes in Milwaukee 
and income bungalows in Detroit during the twenties. During the period 
from 1925 to 1930, there was a substantial growth in the popularity of 
apartment units, although one of the reasons for the increase in this 
type of construction was the popularity of mortgage bonds with which 
apartment houses were generally financed. In Chicago, a particular 

. type of brick bungalow was built in large quantities during the last boom. 
In some cities, certain types of structures have continued in demand 
for long periods; for example, row houses have long been characteristic 
of Philadelphia, Baltimore, and some other Eastern cities, whereas they 
are out of favor in many Midwestern communities. In the period of 
building recovery starting in 1934 and 1935, single-family homes have 
been the predominant type of construction, while relatively few multi
family structures have been erected. In part, this situation has been 
the result of favorable terms of financing home ownership, together with 
the availability of improved building lots at relatively low prices. 
I 

~ty~e 
Fashions in architecture, like the length of skirts, ebb and flow with 

the passing years. Each era has had its own forms and ornamentation, 
sometimes stemming from the contemporary way of life, more often 
simply mirroring the current fads in decor. The same old building 
materials appear and reappear in varied design and combination. Chang
ing patterns in interior plan-have reflected changing social requirements 
and advancing technology. '~So well dated have been our architectural 
fashions that an expert can determine the age of an existing structure 
with considerable accuracy by a glance at the exterior design and use 
of materials. 

Within each social and economic group in a ~ommunity, there is a 
marked similarity in architectural preferences. With respect to the 
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amount and arrangement of interior space, this general agreement is 
based upon similarity in cultural background, in family needs and habits 
of living; it is influenced by the architectural traditions in the area. In 
recent years there has been a tendency to break away from acc;epted 
styles and to develop a modern architecture in which there are few 
transitional vestiges of old forms and in which function is the beginning 
and the end. This movement, while gaining strength, has influenced 
only a small proportion of new residential construction. 

v 
Location .• 
i Every family strives to find quarters in an area that meets its peculiar 
location specifications as nearly as possible. But financial resources 
are limiting factors, so that in almost all cases except of those families 
at the top of the economic scale, the actual place of residence does not 
fulfill all requirements or desires. Thus, in examining the location aspect 
'of the demand for housing, we shall look only at the economically 
effective demand and examine the motives that, limited by financial 
capacity, shape that demand. The strength of these motives depends 
upon the intelligence of the family, its cultural background, and its social 
position. · 

In ~«m.e.rJl.J.J._p~ople_prE:fer to live among theit own kind; thus._Jamilies 
seek_neighborhoods whge there are_persop.s of the...same....generaL.social 
and economic class.88 "\"\'bile it is true that people tend to find their 
ownsociaiTevei;·n.-is likewise true that among many classes the homes 
of the social leaders radiate a magnetism that attracts other families: 
A social appeal is cre-ated by .. the presence -in a neighb~rh-o~d o-f familie~ 
well up in the community hierarchy. Families of lower state are likely 
to push their places of residences as closely as possible to these local 
bluebloods. 

: ~ Convenience, in terms of distance and transportation facilities (time 
i and cost) to the other functional areas of the city, is a prime considera
-tion. Those members of the family who are employed hope to live as 
convenient to their work as possible; the housewife looks to the prox
imity of shopping facilities; the location of churches and theaters must 
be considered; and if there are children, near-by schools, parks, and 
playgrounds are advantageous. For families who contemplate home 
ownership, and thus the relatively permanent occupancy of one house, 
congeniality in neighbors is especially important, particularly as it may 

88 It is suggestive in this connection that there have been many cases of former 
slum dwellers, moved into more spacious public-housing projects, who have pre
ferred to move back into the squalor of the slum because of the more congenial 
social life. 

'· 
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affect the playmates for children. Young couples with growing families 
are likely to prefer relatively new areas, often neighborhoods in the 
process of development, to which other young families of the same 
economic status are migrating and where there is plenty of open space 
and air. They will avoid, if possible, neighborhoods where the houses 
and their occupants are advanced in years. The considerations of family 
life will weigh more heavily than those of convenience to work or to 
shopping areas. 

l Another desirable feature of residential locations is the absence of 
obnoxious lap.d uses or unwelcome social groups, together with some 
protection against the invasion of such uses or groups. Thus neighbor
hoods protected by adequate zoning regulations or deed restrictions are 
favored. Areas that might be subjected to special hazards such as 
floods are avoided if possible. The availability of the full complement 
of utility services is an important consideration, although modern auto· 
:matio water pumps and septic tanks for sewage have diminished the 
disad-vantages of li-ving beyond the zone of city utilities. Locations 
possessing physical attracti-veness are in demand. Charm or appeal is 
. based on topographical features, the plan and layout of the neighbor
hood, and the architecturaJ attractiveness of the buildings . 

. Pries and Rent 
1 -The d.~-;nandjor housing varies qualitatively with respect to the amount 
\of the bid. ·The upper limit to the price or rent offer of any prospective 
'purchaser for a given dwelling unit will be controlled by the subjective 
valuation that he attaches to the services of this unit. This valuation, 
in turn, is the function of his income, of his subjective valuation of money, 
and of a complex of social and economic forces bearing upon the in
dividual that determines the values he attaches to each possible item 
of expenditure clamoring for a place in the family budget. With a given 
income he must determine its distribution in accordance with the rela
tive importance of the optional goods or services that he may buy. 
Within the limits of his income, he will tend to so adjust his purchases that 
the final increments acquired of each commodity yield an equal subjective 
-value; that the last dollar expended for each item provides a satisfaction 
that is the same as derived from the last dollar of expenditure for every 
other item. Thus, the total expenditure for housing is determined by 
the value attached to the optional purchases that might be made with 
the last dollar spent for housing. If some item may be acquired with 
that dollar which is of greater utility than the additional comfort or 
pleasure attached to a slightly better quality of housing, the money will 
not be spent for shelter. 
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It is apparent that the allocation to housing of equal amounts by 
different families does not necessarily mean total budgets of equal size, 
nor the same pattern of expenditures for equal budgets. It is quite pos
sible that a family with a large income will arrive at the same expenditure 
for housing as a family of much lower income by virtue of spreading its 
expenditure over a larger number of items or attaching higher values to 
additional quantities or qualities of other commodities than to better 
housing. Two families of equal income may arrive at different demand 
prices for the same grade of housing by virtue of a divergence in sub-
jective evaluation of the same optional purchases. . 

Not only is the price offer for each grade of housing determined by 
comparative valuation of optional purchases, but the decision is made in 
light of the subjective value of money to the consumer.87 Thus, a con
sumer with a large income may tend to be willing to make a larger money 
offer to secure the same grade of housing for which a poorer man will 
offer less. Each has so distributed his earnings that the last dollar spent 
for each item yields an equal satisfaction. The rich man, however, having 
more dollars at his disposal, is able to satisfy relatively nonessential 
needs. He compares the utility gained by each dollar spent for luxuries 
with that of the last increment of housing quality. His conclusion is 
likely to be that this last quality increment is worth several of the dollar 
luxury items. Thus, his price offer will be more liberal than that of the 
poorer consumer, whose choice is limited to the necessities of life. 

The foregoing argument has presented the basic explanation of why 
the demand price for housing on the part of any individual is likely to 
vary with his income. Considerable evidence has been adduced in various 
family budget studies to the effect that within each market area families 
of similar income tend to expend about the same proportion of their 
income for housing. This rent-income or value-income ratio appears to 
vary with income. If our analysis of the market so far has been realistic, 
and if the law of single price is operative, it might be expected that each 
housing unit commands about the same price or rent as each other unit 
of the same class. Thus, in light of the constancy of the rent-income and 
value-income ratios for each income group, we· may assume that there 
will be a tendency for the units of each class of housing to be occupied 
by families of approximately equal income. 

There are a number of sources of light on the changes in the ratio be· 
tween housing expenditures and family income. In general, the relation
ship has been expressed as the ratio between the average income of all 

sr See Marshall, Alfred, Principles of Economics (London: Macmillan and Com
pany, Ltd., 8th ed., 1930), Book III, p. 95. 
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families falling within a certain income class and the average rent paid 
by the same group of families (or the average value of their homes). 
This device fails to reveal the variations in the rent-income ratio among 
the families in each group. Table 33 is based on the most compre
hensive survey of consumer purchases that has been made up to the 
present time. · This study covers more than 60,000 families living in 

TABLE 33.. PERCENTAGE OF INcoME SPENT BY AMERicAN FAMILIES FOR HousiNG 

AND HousEHoLD OPERATioN, EsTIMATEs FOR 1935-1936 • 

Housing and 
Household Annual income household Housing t 
operation: operation 

Under $500 ............. 47.1 28.9 18.2 
$500-750', .••........... 33.4 19.9 13.5 
750-1,000 .............. 30.6 18.5 12.1 
1,00D-1,250 ............ 29.7 18.1 11.6 
1,250-1,500 ............ 27.8 16.9 10.9 
1,500-1,750 ............ 26.9 16.6 10.3 
1,750-2,000 ............ 26.7- 16.5 10.2 
2,D00-2,500 ............ 25.3 15.7 9.6 
2,500-3,000 ............ 24.5 14.9 9.6 
3,000-4,000 ............ 23.7 14.3 9.4 
4,000-5,000 ............ 22.1 13.0 9.1 
5,ooo-1o,ooo ........... 19.9 11.4 8.5 
10,D00-15,000 .......... 17.3 10.6 6.7 
15,00D-20,000 .......... 15.4 8.6 6.8 

$20,000 and over ........ 11.7 6.5 5.2 
All levels ............... 25.3 15.3 10.0 

*National Resources Committee, C0118Umer E:z;pendituru in the UniWl Statu (Washington, D.C.: 
U.S. Government Printing Office, 1939), p, 78, Table 6A. 

t Rent and rent equivalent for owned homes. * Includes oosts of heat, light, refrigeration, motor power, expense for household help, telephone, laundry 
sent out, cleaning materiale, eto. 

cities of different sizes, in villages, and on farms in 30 different states. 
The same source provides the basis for Chart 1, which pictures the effect 
of changes in income on the pattern of expenditures for the major bud
getary items, including housing and household expense. The charted 
data demonstrate that the outlays for items that are basic necessities,· 
such as food and housing, suffer smaller proportionate reductions as 
income declines than expenditures for items that are in the nature of 
luxuries. · 

The financial Survey of Urban Housing of 1934 provided a mass of 



DEMAND FOR HOUSING 117 

data from which an analysis of the relationship between rent and income 
may"be drawn. Table 34 presents the facts for a number of cities based 
on 1933 rents and incomes of tenant families. 

1000 
BOO 
100 
600 
500 
400 

300 

200 

100 
80 

Ill) 70 
;s 60 
~50 
~ 40 

~30 
lo. 
:J 

~ 20 
E: 
Q) 
c. 
)( 

LLJ 
10 
8 
l 
5 
4 
3 

2 

1 
0 

enses 
~ :.;;.;.... ~ nofdeXP -roq,;..... _/ , 1 hovsei -

/ kAOIJSjr"'cJ~~~ _.. ~ ----
/ '/___ /_, c~:::;.-

ob'te 
/ V .r:V~.fl<'"' ~ -~ ~jol'l 

/ / ,.e':/ 
/ 1/ Re;_... 

/ ...... _.. 
j I / ............ 

/ / / ·ot' .-~ v v ~7 J# 
I I v ~ 

/ 
I / 

I I 

I 
/ 

/ 
v 

500 1000 1500 2000 2500 3000 3500 4000 4500 
Income,doiiCIIrs 

CHART l. Relationships of income and selected budgetary items. (National Re-
3ource& Committee, Con&umer Expenditure& in the United State&, 1939, pp. 20 and 23.) 

Tables 33 and 34 clearly reveal the general tendency for the budgetary 
allocation for housing expenses to become proportionately greater as the 
amount of income declines. These data are charted in Chart 2, using 
Cleveland as an example from Table 34. The nature of the data does not 
permit us to establish definite ratios as representative of each income , 
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TABLIII 34. PEBCENTAGlil oF 1933 INcoME SPENT FOB RENT CLASSIFIED BY INcoME 

GROUPS FOB SELECI'ED CITIES • 

1933 income IP'OUP8 

at.r 
AD S1- $250- $500- $750- S1,ooo- $1,500- $2,00()- $3,00()- $4.500- $7,500 

inOOIIII!B $249 $(99 $749 $999 $1,499 $1,999 $2,999 $(,499 $7,499 andcmr 

1-----
Binghamton, N.Y ••••. 22.11 120.:1 54.2 43.8 31.6 22.9 21.7 18.1 18.0 12.8 
Birmiugham, Ala. •••. 18.11 49.7 28.4 22.0 18.7 18.3 15.4 13.& 12.4 11.9 8.& 
Clevelaud, Ohio .•••.. 25.8 112.4 68.9 38.2 20.0 28.0 21.6 19.7 17.3 15.0 10.9 
Dallas, Tex. ..•••.•.. 22.0 101.8 62.0 33.1 27.& 23.1 19.2 17.2 13.6 11.6 7.7 
Des Moines, Io ........ 23.& 97.3 48.& 35.0 21.4 23.8 20.& 18.9 15.9 12.6 
Erie, Pa. •.••.....•.. 26.2 128.1 67.2 38.8 28.6 23.7 19.3 17.8 14.8 10.9 11.3 
Portlaod, Maino ..••.. 24.8 136.5 62.1 43.8 33.4 27.1 22.4 18.9 14.5 10.6 6.8 
Portland, Oregon ••••. 21.& 80.& 43.2 29.0 21.& 19.11 16.1 14.6 11.8 11.3 7.0 
Providenoo, R.I. .••.•. 23.9 116.4 47.1 37.3 28.1 24.0 20.3 18.4 15.8 13.6 8.4 
San Di- Colif. ••••. 22.& 96.7 53.3 38.0 28.1 22.8 18.9 16.1 14.6 12.3 6.4 
St. Paul, MinD. •••••. 26.5 118.9 M.1 39.4 29.3 25.3 22.4 19.3 16.4 12.5 

• Ratio of a....-age ""'t to a....-age income for tenanto in ooch 1933 income IP'OUP. Source: J. Bion Phi!ip&OD in an unpubo 
lisbed 11181luscript. Data from Finoll&ial Sunq of UrilaA Hawifl(l. 
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CHART 2. Rent-income relationships, Cleveland, 1933. (Financial Survey of Urban 
HOU8ing.) 
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group. However, they do qualify such rules of thumb as the ancient 
cliche that no more than 25 per cent of income should be spent for rent .• i · 

Table 34 suggests that the rent-income relationship varies among citie~~ . 
In general, the ratios are lowest among the Southern cities and highest 
for the Northern cities. Intercity differences are probably the reflec
tion of differences in culture patterns and in the costs of constructing the 
type of dwellings required by the climate. 
- There is some evidence that tenant families will adjust their outlays 
for housing to changes in 'their incomes. Thus for a given group of 
tenants, the rent-income ratio for those families in a certain income group 
remains about the same, even during periods when economic conditions 
cause a considerable shifting of families among income groups. A study 
covering specific groups of tenants in a number of West Virginia cities 
during the years from 1929 to 1934, a period of wide fluctuations in both 
family incomes and rents, showed that the average percentage of income 
spent for rent at each income level remained substantially unaltered.88 

Further evidence of the variations in the outlays for housing of vari
ous income groups is found in the changing ratio of income and value 
of owned homes. In this connection, the experience of the FHA is 
enlightening. Table 35 presents the ratio of income to appraised value 
of properties on which FHA insured mortgages were placed during the 
year 1940. These data may not be truly representative of all urban 
home-owning families because of the careful selection of loans by the 
FHA. The ratios are useful, however, as summarizing a large sample 
of situations that are essentially sound. 

The foregoing discussion of the place of housing in the family budget 
may have carried· the erroneous implication that all families within a 
given income group proportion their expenditures in the same fashion. 
Such is not the case, although uniformity is approached among families 
of similar cultural backgrounds, family size, and age and sex distribu
tion; and even here, there are individual variations. Within each income 
group, the differences in the proportion of income allotted to housing 
and in the evaluations of the various quality attributes are the reflec
tions of differences in family characteristics. Many of the demand 
implications of these variations have been discussed in previous parts 
of this section. For instance, home owners spend more on housing than 
renters of the same income, for an owner is more willing than a tenant 
to sacrifice at other points in order to secure a dwelling that fits his 
needs and tastes and that will retain its qualities and use value over 
the long period of intended occupancy. On the other hand, families 

88 J. Bion Philipson, "Consumption Standards and Housing," Annals, vol. 190, p. 
123, March, 1937. 
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TABLE 35. RATIO 01' AVERAGE PROPERTY VALUE TO AVERAGE INCOME OF FHA 
BoRROWERS ON SINGLE-FAMILY NEw AND ExisTING HoMES CLAssiFIED BY INcoME 

GROUPS, 1940 • 

New homes Existing homes 

Borrowers' 
Ratio of Ratio of annual income t · Average 
property Average 

property property 
value to property 

value to value income value income 

Less than $1,000 .. s 2,959 3.38 s 3,032 3.54 
S1,ooo-1,499 ...... 3,504 2.68 3,139 2.44 
1,~1,999 ...•.. 4,263 2.44 3,701 2.13 
2,()()0-2,499 ...•.. 4,931 2.22 4,333 1.95 
2,~2,999 ..••.. 5,416 2.01 4,894 1.82 
3,()()0-3,499 ..•... 5,907 1.88 5,399 1.72 
3,500-3,999 ...•.. 6,403 1.74 6,153 1.67 
4,000-4,999 ..••.. 7,047 1.61 6,734 1.53 
5,ooo-6,999 ...... 8,017 1.42 8,151 1.43 
7,()()0-9,999 ..••.. 9,476 1.19 10,144 1.26 

$10,000 or more .•. 10,945 0.77 12,183 0.92 
All groups ........ 5,261 1.97 5,121 1.70 

* B .. entl Annual Report o/U.. FHA, for the year ending Deo. 31, 1940, p. 84, Table 47. 

1 t Includes family income of ownei'-Oooupant purchasers only; excludes operative builders, abeentee 
landlords, and others. 

with little prospect of permanence in location are less discriminating. 
Childless couples are inclined to value convenience and freedom from 
the care of property more highly than the ample space and a favorable 
environment that is cherished by growing families, though each type of 
family may pay equally for the qualities that it prefers. A study covering 
a number of Southern cities in which the rent-income ratio of white 
families was compared with that of Negro families of the same income 
ranges gives evidence that Negroes spent relatively less for housing than 
whites with equal resources.89 This difference may be explained in part 
by the limited choice in housing that is presented to Negro families. 

Testing the Quality of Demand 
Real estate developers, builders, property owners and managers, and 

governmental officials are faced with the practical problem of testing the 

au J. Bion Philipson in an unpublished manuscript. 
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quality of demand for housing and of detecting shifts and changes that 
are taking place in needs, tastes, and requirements. Where profits 
depend upon the successful marketing of housing space, producers, sales
men, and managers must carry on a continuing analysis of demand. 

In our foregoing discussions of the various facto..rs that determine the 
nature of demand for housing accommodations, we have presented the 
l>asis for market analysis. Each project or property presents its own 
peculiar problems. The first step is to determine in a general way 
which consumer group or groups are to be served by the housing space 
that is to be offered for sale or rent. The market may be subdivided 
on the basis of such social and economic characteristics as income or 
occupation. The location of the housing will be a further determining 
factor. Having identified the potential customers, the second step is 
to study their social and economic characteristics and to interpret these 
characteristics in terms of tastes and requirements with respect to 
housing space. The basis for this interpretation has already been pre
sented in the previous discussion of the various factors that affect the 
quality of demand. 

An analysis of current market activity will be helpful in testing the 
quality of demand. It is often possible to determine what types of 
property or housing space are currently the most salable and what are 
the characteristics of the space that is the most difficult to sell or rent. 
In the case of houses offered for sale, the time required to secure a pur
chaser is significant, while for rental properties the comparative period 
of vacancy may indicate the relative desirability of the unit. 

One type of housing market analysis is exemplified by recent surveys 
of the national housing market conducted by the Architectural Forum 
and the Curtis Publishing Company.40 Interviews were conducted with 
a carefully controlled sample of families and the answers compiled on 
such items as preference for ownership or tenancy, interest in building 
or buying, relationship of family size, income, and size of city to interest 
in buying or building a home, features desired in a home-such as types 
of equipment, materials, and number of rooms, style, price range, and 
type of financing. 

Governmental agencies, Federal and local, have conducted unpublished 
housing market surveys in many localities as guides to planning housing 
projects or to aid in policy decisions of various kinds. Local housing 
authorities have mainly directed their research efforts to the measuring 
of the need for low-rent housing and to the study of areas under con-

40 "The Forum Study of the House Market," conducted by Crossley, Inc., Supple
ment to the Architectural Forum, September, 1945. 

Urban l!ousing Survey, Curtis Publishing Company, June, 1945. '· 
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sideration for slum clearance. Some communities have attempted to 
appraise long-term housing needs as a basis for an over-all housing 
program. During the housing emergency of the war and the early post
war period, local surveys were made to determine the number and nature 

· of available accommodations and the characteristics of the need. The 
HOLC and the Federal Housing Administration prepared many local 
housing market analyses as a guide to policies relating to the insurance 
of mortgages and 'the management and disposition of repossessed prop
erties. Life insurance companies and other large financial institutions 
often conduct local market surveys to determine the advisability of mak
ing mortgage loans or to guide mortgage investment policy. 

HousiNG FOR UNATTACHED ADULTS 

It has already been suggested that migration is the major factor in 
effecting changes in the quantity of demand for furnished rooms and 
that the type of employment opportunities available in each community 
determines the proportion and sex dist:dbution of single persons among 

· the migrants. During periods of expansion of mechanical industries, as 
in Detroit from 1910 to 1930, there will be an increased influx of young 
men. Expanding opportunities for clerical and stenographic work attract 
young women. Likewise, young women are in demand for certain indus
trial operations, as in textile manufacturing or food processing. 

Furnished rooms are available in cheap men's hotels, apartment • hotels, YMCA's, YWCA's, furnished apartments, rooming and boarding 
houses, and private homes. The demand for rooms in the low-grade 
hotels usually found near the central business districts of cities comes 
from persons of low income and uncertain employment, many of whom 
are semitransients. Rooms in the YMCA and YWCA are sought by 
young people of a more socially desirable class who are seeking or 
holding clerical jobs in the central business area. Furnished apart
ments are most often shared by pairs or groups of young people who 
hold the better class of positions. The demand for space in rooming 
houses and private homes varies with locations. It is generally true 
that convenience to place of occupation is a primary consideration in 
the selection of a room. Thus in the vicinity of the factory zones, the 
rooming houses are peopled with industrial workers, and roomers in 
private homes are drawn mainly from this occupational group. The 
rooms of office workers and sales clerks will be found in respectable 
districts that are convenient to the downtown area. 



CHAPTER 5 I' 

' / 

DEMAND FOR NONRESIDENTIAL SP .ACE 

This chapter deals with the forces of demand for urban land that 
arise in connection with commercial, industrial, recreational, and public
service activities. While more area is normally devoted to residential 
than to nonresidential land use, the industrial and commercial uses are 
of primary significance in the sense that put of them flows the economic 
life blood of the community and that ~e distributive functions of the 
retail uses are essential to urban life. • . . 

DEMAND FOR RETAIL SPACE 

We have seen that the demand for housing is based on future returns 
in the form of services and amenities. On the other hand, the demand 
for retail space is founded on anticipated income from its use to be 
received in the form of business profits. The geographic pattern of 
retail outlets grows out of a continuous competition within the real estate 
market between retail stores of various types each seeking the most 
favorable location for its own operations. The nature of this competition 
and the character of the resulting distributive pattern are to be discussed 
in a later Chapter dealing with the urban land use structure. Our 
present consideration of the demand for retail space will be confined 
to a study of those factors which determine space requirements in terms 
of quantity and to a general treatment of the location specifications of 
some typical retail types . 

. Quantitative Demand for Retail Space 

The portion of an urban area that is actually given over to retailf 
uses is not an exact measure of the current need for retail space in that , 
market. The high rate of mortality among retail stores suggests that 
not all the demand that is gauged by land in use is economically sound, 
although it is effective demand entering into the price-determining proc
esses of the market for retail space. 

123 '· 
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Retail land use has been analyzed on the basis of area, frontage, and 
number of stores. In a study covering 16 self-contained cities, Bartholo
mew found that about .5 per cent of the privately developed areas of 
the cities was used for commerce.1 On the average, there were 63.7 feet 
of retail frontage for each 100 persons in the population.2 A similar 
study in the metropolitan region arouhd Chicago covering 54 cities and 
villages recommended a standard ratio of 50 feet per 100 persons on 
the basis of the findings.8 In terms of number of stores, Bartholomew 
found an average of 2.29 stores per 100 persons. 

There are a number of factors that influence the amount of space 
required by retail services and that account, at least in part, for the 
variations among cities in the relative extent of retail land use. Bar~ 
tholomew found that the ratio of store frontage was highest in cities 
of 50,000 to 100,000 in population, that it was substantially lower in 
smaller cities, and that the ratio decreased from the high point as popu
lation increased.~ Size of city is in itself not a basic factor, so that we: 
must look deeper for the possible explanations of intercity variations.; 

The density of population is one influ~nce in determining the demand 1 

for retail space. Where populalion is concentrated, fewer stores are [ 
·needed than where the pattern is more diffuse. Well-located outlets in 
a compact settlement will be convenient to a larger number of customers~ 
and the retailing function can be conducted more efficiently. Another, 
factor is the scope of the trading area of which the city is the focus.\ 
For small cities, the proximity of larger centers is a determining factor, 
eince convenience to the larger stores and greater variety of goods 
available in near-by trading centers reduces the need for certain types 
of retail stores in the tributary town. In the study of the Chicago 
region it was found that the ratio of business frontage to population 
increased as the distance from Chicago increased.5 

The social and economic characteristics of the population are deter-1 
mining factors, for the expenditure patterns of the people are conditioned\ 
by their incomes and their social values. In general, the higher the, 
income level in a community, the greater the demand for retail services.) 

1 Bartholomew, Harland, "Urban Land Uses," Harvard City Planning Studies, IV 
(Cambridge, Mass.: Harvard University Press, 1932), p. 72, Table 23. The National 
Housing Agency reported that commercial use as a percentage of all developed areas 
ranged from 2.8 per cent in small cities to· 5.1 per cent for cities over 500,000 
population. 

• 2 Ibid., p. 76, Table 24. 
s Chicago Regional Planning Association, The Relation of Business Frontage to 

Population in the Region of Chicago, December, 1936. 
~Bartholomew, op. cit., p. 77. 
II Chicago Regional Planning Association, op. cit. 
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A wider variety of goods and services are consumed, and for some\ 
items, a greater quantity is consumed, providing support for more stores. l 
A thrifty class of people require fewer retail services than do less frugal 1 
folk. The higher the proportion of women in the population, the greater \ 
the retail space required, in part because of the female propensity for; 
shopping and the consequent demand for variety in goods offered at \ 

_ retail. 
There are no known measures of the importance of the factors men

iioned in the foregoing paragraphs, but the direction of the forces that 
they represent is clear. v' 

Two factors that bring about chaf!ges jn th~_demand for retail space 
within a community are changes b; popul~tfon and- changes in the level 
of family incomes as a result of local or national economic fluctuations. 
Demand for retail space increases as population grows, but not in direcil 
proportion. Population declines bring a lessening demand, but the' 
readjustment tends to lag behind. It can be demonstrated that the 
demand for retail space fluctuates with changes in business conditions .. \ 
The effect of unemployment and reduced incomes on demand for retail\! 
space was well illustrated during the last depression by the widespread 
vacancies in retail areas. For instance, in 20 major outlying business 
centers in Chicago in 1933, some 15 per cent of the business property 
was vacant.8 

It has already been suggested that there is more land in retail use 
than is economically justifiable. This situation is the result of the mis1 
guided optimism of individuals coupled with the relative ease with which 
a retail business may be started. Overexploitation in retail lines is' 
encouraged by irrational zoning; in many areas zoning ordinances have~ 
labeled far too much frontage as potential business property.' It has 
been erroneously assumed that all frontage on major thoroughfares would 
ultimately be converted to retail use. Property owners have insisted on 
liberal business zoning, and real estate developers have platted an excess 
of business lots on the outskirts of our cities because of the speculative 
premium in price that such lots bring. 

In recent years, a more rational approach has been made by some 
real estate developers to the determination of the amount of space to 
be allocated to retail use in new subdivisions or in large-scale housing · 
developments. The neighborhood unit is used for the basis of a series 
of estimates, starting with an estimate of the aggregate retail purchases 
of each type for all families who will ultimately inhabit the area. This 

8 Malcolm J. Proudfoot, The Major Outlying Business Centers -of Chicago (Chi
cago: University of Chicago Libraries, private ed., 1938), p. 14, Table VI. 

1 Bartholomew, op. cit., p. 71. 
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approximation is based on the level of incomes and the predominant pat
terns of expenditure as determined by the social characteristics of the 
families. The next step is to estimate the likely proportioning of expendi
tures between neighborhood stores and downtown stores, or stores in 
important existing subcenters. Finally, having determined the approxi
mate volume of sales required for the profitable and efficient operation 

. of retail outlets of the various types, it is possible to estimate the 
number of stores of each type that can be supported by the area when 
it bas been fully built up.8 . 

Quality of Demand /01' Reta·,:t, Space ./ 
../ ./ 

The qualitative aspects of a retail site are its location, size, and shape, 
and by far the most significant of these qualities is location. With some 
limitations, to be sure, the merchant can adjust his operations to fit the 
size and proportions of a storeroom, but he is relatively helpless to 
overcome the handicaps of an inappropriate location. 
~ Location. No two locations are identical, for each site is the focus'. 

of a unique combination of social and economic forces. Thus locations 
. differ because of variations in the pattern of geographical relationships 
with existing land uses and population groups. The value of a site for . 
retail purposes lies in these relationships, for each merchant prefers that 
situation which is most convenient to the group of potential customers 
that he seeks to serve. But since there are many retail outlets seeking 
to serve every group of consumers, it is apparent that all stores cannot 
be located with equal convenience. Thus the various retailers enter into 
competition for preferential locations, and the ultimate retail pattern is 

1
• 

determined by the market process of c~~~ti'\'~ bidding. This pro
cedure is to be considered more fully in a later discUssion of the real 
estate market. 

For each type of retail store, there is a more or less definite set of 1 

location specifications that define the qualities of sites of demonstrated 
appropriateness. Merchants attempt to secure locations that closely ·. 
conform to . these specifications, for experience has shown that there is 
small chance of a profitable operation in a location that differs substan
tially from the standard. We shall not have space to consider the site 
specifications for all retail types, but it will be illuminating to examine 

B This general plan was used in estimating the retail space requirementB for 
Buckingham, a large-scale rental housing development near Washington, D.C., which 
contains some 1,200 dwelling unitB. For a more detailed outline of this approach, see 
Bauer and Stein, "Neighborhood Retail Centers," ArchitectUTal Record, vol. 75, 
pp. 174-187, February, 1934. See also the account of the development of a shopping 
center near Boston, Architectural Forum, June, 1947, p. 84. 
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the considerations that guide a number of the large national chain-store 
organizations in selecting locations for their units. 

Site-selection Practice among the Chains.9 The steps in the site
selection process are fundamentally similar for all chain organizations. 
It is customary for chains to follow consistent policies with respect to 
the acceptability of various zones within the retail structure for their 
units. Some companies accept only locations in the women's shopping 
district of the central business area. Other groups will consider any 
central location or will also consider sites in outlying string streets and 
nucleations. Some chains locate only in the suburbs. In conformity to 
the established policy, therefore, the number of potentially acceptable 
locations is limited to the generally appropriate parts of the retail struc
ture of the city. 

The next step is to test the acceptable areas on the basis of whether 
or not another store of the particular type can be supported. In many 
cases, a district is eliminated from further consideration when it is 
apparent that it is already adequately served by units of the same type. 
Frequently this decision requires a careful analysis of potential volume 
as outlined in the following paragraphs. 

The evaluation of a particular site is based upon an estimate of the 
volume of business that can be done there. A budget for the proposed 
store is carefully worked out, and a maximum rental is established. 
The final steps are the negotiation of a lease on the most favorable 
terms within the limits established by the estimate ~f volume and the 
budget. In some cases, several sites may be under consideration, and 
estimates are worked out for each. In the majority of circumstances, 
however, only one site is under scrutiny, since it is not often that at 
any pne time more than one or two leases are expiring in a particular 
district. 

The estimating of potential volume in a location, as practiced by the 
more progressive chain organizations, is based upon a quantitative and 
qualitative analysis of pedestrian traffic, often supplemented by estimates 
of the volume of sales of existing competitors in the vicinity of the site. 
The sales volume of competitors can be closely approximated, according 
to chain-store officials, by the method of counting the number of persons 
entering the store during specified periods. The estimate of volume from 
these data requires facts on the proportion of actual to potential custom
ers entering the store and the average size of purchase. These facts m~y 
be determined from the actual experience of the chain making the analysis. 

11 Adapted from R. U. Ratcliff, "The Problem of Retail Site Selection," Michigan 
Business Studies, vol. IX, no. 1. 
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Another method of estimating sales volume in competitors' outlets is 
by counting the number of clerks. In many lines, the annual volume of 
expected sales per clerk is a generally accepted figure and provides a 
basis for a dependable estimate of total annual store volume. A third 
method is based upon the number of feet of counter in the store. 

The analysis of pedestrian traffic varies in practice from a simple 
count of women passing by the site at certain intervals during th~ day 
to a detailed qualitative analysis of the passers-by and the origin and 
destination of the component currents in the traffic stream. In some 
cases, this has been done by "shadowing" women shoppers from their 
homes, downtown, and home again. 

The obvious objective of traffic analysis is to determine the number 
of potential customers who pass the site or who are in the vicinity and 
might be attracted to a store located there. Traffic counts taken at the 
site are of greatest value for articles subject to a large measure of 
impulse purchasing. For shopping goods, the count at various points 
in the vicinity is needed. For specialties, traffic counts have less meaning 

: than in the other cases. 
The first step in traffic analysis is to determine whom to count. Shop

ping outlets such as women's apparel stores have only to count adult 
women. Sometimes the count is of women carrying bundles. Cigar 
stores are interested in both men and women pedestrians, although men 
are by far the more important group. Men's haberdashery stores count 
both men and women, since almost half of their sales are to women. 
I Having determined which group to count, the next step is to decide 
at what time of day and on what days of the week the most significant 
counts may be made. For each type of goods, certain hours of the day 
mark the periods of the largest volume of sales. For women's apparel, 
the afternoon shopping crowds assay the highest. For articles purchased 
by men, such as hats, shoes, or sporting goods, the count of men at noon 
and after working hours is most indicative. The best practice calls for 
counts at frequent intervals and for short periods throughout the entire 
day. Greatest weight is given the counts for the most significant periods. 

In each city, certain days of the week are, by local custom, the more 
important shopping days, particularly for women's shopping goods. The 
Scripps-Howard newspaper organization analyzed the buying preferences 
of housewives in 16 cities.10 Saturday proved to be the most generally 
favored day for downtown shopping, leading in preference in 13 of the 
cities. Of the remaining days of the week, Monday, Wednesday, and 
Friday were the important shopping days, with wide variations in 

to Quoted in Advertising and Selling, vol. 13, no. 9, p. 25, August, 1938. 
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importance among the cities analyzed. Counts are taken on both the 
important and less important shopping days, with more weight given 
to the results on the best days. 

As an aid in the qualitative analysis of pedestrian traffic, some organi- · 
zations study the traffic stream in the district by counts at various points 
throughout the area and at transportation termini. This procedure 

_ enables the analyst to chart the currents of traffic in the district with 
respect to origin and destination and to appraise more accurately the 
traffic passing any given site at various times of day. 

Involved procedures of site analysis and estimation of potential sales 
volumes for prospective locations are of little avail if a suitable lease 
does not eventuate for one of the appropriate sites. For this reason, 
some chain real estate officers claim that site selection is 90 per cent 
negotiation. The site analysis will reveal the maximum rent that can 
be supported by a store in a particular location; but if the property 
owner cannot be induced to accept this figure or a lower one, all the 
scientific study is in vain. In some cases, as between two locations, 
that site which will produce the lower sales volume will be chosen 
because of a rental sufficiently lower to produce a greater net retUrn. 

All chains make some attempt to predict the future of the retail 
district and to foresee any shifts that may affect the traffic stream and 
the volume of sales at the site under consideration. In some cases, it 
is apparent that a district is well "anchored." The leading stores are 
under long leases with many years to run or own their own locations. 
The transportation system is permanently fixed, and no major changes 
in it are probable. The better residential areas show no signs of shifting. 

Chains avoid districts that reveal any signs of decline. Where shifts 
in the retail structure are in progress and can be identified, an attempt 
is made to locate the unit advantageously in the path of the movement. 
In some cases, pioneering is done in growing outlying nucleations, and 
stores are installed in anticipation of a substantial development, even 
though it is known to be an unprofitable site at the time. Some organi
zations make a practice of leasing locations in growing areas well in 
advance of intended use. Such sites are subleased until such time as 
it is profitable to install a store. 

There are a number of site characteristics that are regarded as detri-) · 
mental to all retail outlets. For instance, proximity to undertaking! 
establishments or to land uses that create objectionable odors or noises-. 
is avoided. Blocks that are unusually short, or where the shopping 
continuity is broken by banks, churches, or institutions, are not desh·-: 
able. Buildings that are dark at night are not congenial neighbors for' 
some tyPes of outlets. Level terrain is preferred to a hillside. Some· 
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chains prefer the shady side of the street in summer or the sunny side . 
in winter. Undue traffic congestion may be detrimental if it interferes 
with the shopping function. Dilapidated or unsightly structures are 
avoided as well as vacant storerooms. Where the two sides of the street 
are on different levels, the upper side is considered the better. 

As an illustration of site specifications that have been established in 
a general way, there follow summaries of the site-selection practice of 
retail chains in a number of fields. These summaries are not inclusive, 
nor are all retail types considered. 
• VARIETY. The great variety chains in America have established site 
specifications that are both simple and rigid. They insist on sites that 
are in the very center of· women's shopping zones, where there is the 
maximum traffic count of women shoppers. In the larger cities, in sub
centers that have matured to a point where a women's shopping zone 
exists, stores are located in the "hot spots" of such outlying nucleations. 
Although there are some exceptions, variety outlets are located in the 
popular-price shopping zone, in proximity to apparel shops, women's 
shoe stores, hat and hosiery shops, and department stores. The presence 

' of competing variety outlets is not an important disadvantage in the 
central retail area. In fact, since women shop among the variety stores 
for many articles, it is often an advantage. However, in outlying loca
tions, a careful study of the zone of patronage may be required to deter
mine whether there is sufficient business available to support an addi
tional variety outlet. The variety chain is reluctant to pioneer and 
insists on sites in retail areas that are well established and provided 
with the essential complement of women's shopping uses. Corner loca:. 
tiona are considered more desirable than inside spots, but the advantage 
is not sufficient to warrant a substantial rental premium. 

WOMEN's DRFSSES. The chains in the field of dresses are mainly in the 
popular-price field. They are interested only in locations in the shopping 
zone for popular-price lines. Sites close to department stores, women's 
shoe stores,· hat and hosiery shops, and variety chains are specified. 
Locations in outlying areas are considered only when the nucleations are 
well matured and contain other shops dealing in apparel or variety 
stores. 
· DRUGS. The specifications for drugstore sites are perhaps more :flexible 

than for almost any other retail use. The major consideration is con
venience to large numbers of people. Consequently, sites near centers 
of activity that attract crowds of potential customers are in demand. 
In the central business district, traffic streams attractive to drugstores 
are found in the shopping area, in the office-building district, and in the 
vicinity of hotels, theaters, transportation terminals, and car and bus 
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stops. In the outlying shopping areas, favorable locations are found 
near the major intersections and among the shopping-goods outlets in 
the higher grade nucleations. Neighborhood locations are acceptable when 
at a convenient spot in a well-populated area or in the midst :of an 
apartment-house district. Parking facilities are of some importance in 
neighborhood locations. . 

Corner locations for drugstores are not essential in districts of heavy 
pedestrian traffic but are highly desirable under any conditions. The 
advantage lies not primarily in the added window display space, but 
in the fact that the corners mark the point of convergence of two traffic • 
streams, that they are frequently transfer points or stops for car and 
bus lines, that they are meeting points for people, and that stores on 
corner locations are used as havens of warmth and comfort on wintry 
days. The conspicuousness of corner stores is advantageous, particularly 
in effecting institutional advertising for chains. Finally, the long-time 
association between drugstores and corner locations-witness the phrase 
"corner drugstore"-hAs led the public to expect to find drug outlets 
on corner sites. In general, competing drug outlets are not welcomed. 
However, the large drug chains, bolstered by institutional advertising 
or pursuing a cut-rate policy, can often overcome the handicap of a 
near-by competitor. Districts favored with heavy pedestrian traffic can 
often support a number of drugstores in close proximity, but competition 
is avoided when possible. 

RESTAURANTS. Restaurants and lunchromns vary widely in the quality 
of the food and service offered and in the price level of their menus. In 
general, they try to locate conveniently at points where the economic 
group whom they serve is located at mealtimes. One large national 
restaurant chain serving quality food at moderate prices seeks the 
proximity of office buildings, theaters, hotels, railway depots, colleges, 
apartment areas, and shopping distri~ts. T~e downtown area is spotted 
with eating places ranging from the drugstore lunch counter to the hotel · 
roof garden. Some are located to serve the shopping crowds at midday; 
others are convenient to the office buildings. In the theater district, the 
higher priced restaurants are situated to glean patronage from pleasure
bound crowds. In the wholesale and light industrial area are the cheaper 
spots-the "hot dog" stands, the foreign cafes, the "greasy spoon" joints. 
Selection of restaurant sites is based on analysis of pedestrian traffic and 
neighboring occupancies to provide an estimate of potential customers 
at mealtimes and at off-peak hours. Competition in the same price range 
is avoided. In the financial district in New York, it has proved profitable 
to operate certain restaurants only at noon. 

. . 
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HABERDASHERY. Included in this category are outlets dealing in men's 
accessories, such as shirt shops and hat shops. It has been the tendency 
for these outlets to seek sites of predominantly male pedestrian traffic 
outside of women's shopping zones, and on corners. Men's shoe stores, 
men's clothing stores, sporting-goods stores, restaurants, and cigar stores 
are considered good neighbors. Frequently favorable locations are found 
in commercial hotel districts and office-building areas. The growing 
tendency for men's wear to be purchased by women has increased the 
importance to haberdashery stores of proximity to women's zones. One 
large shirt distributor reports that 50 per cent of sales are made to 
women. For this reason, this organization seeks locations where there 
is an even mixture of men and women pedestrians. Another chain in 
this field is reported to prefer sites in the midst of the women's shopping 
zone. 

SHOES. Shoe stores differ in character and hence in site specifications. 
Women's shoe outlets require sites within the women's shopping zone 
and seek the proximity of apparel shops, department stores, and variety 
chains. Outlets dealing exclusively in men's shoes seek locations on the 
.outskirts of the shopping zone, in the vicinity of men's furnishings stores, 
haberdasheries, sporting-goods shops, or in office-building areas where 
the male pedestrian count is high. Family shoe chains, which deal in 
popular-priced footwear, prefer the proximity of the shopping zone, since 
two-thirds of their customers are women. However, they normally seek 
sites at the edge of the zone, since they cannot compete successfully with 
the women's apparel shops for the choicer locations. Popular-price lines 
frequently find suitable locations in outlying nucleations that are well 
developed. The higher priced nationally advertised lines generally seek 
only central locations. In all lines, proximity to competitors is not 
avoided. Corner locations are desirable, but not at more than moderate 
rent differentials. 

GROCERIES. Like the drugstore, the grocery store is appropriate in a 
wide variety. of sites. The great food chains locate their units at sites 
varying from the isolated neighborhood location to the central business 
district spot, although there are few instances of this latter location. In 
the main, convenience to residential districts is the prime consideration. 
Since but a relatively small zone of patronage is required for the neigh
borhood unit, locations on major streets in residential districts are sought, 
provided competitors' stores are not too numerous. Locations in nucle
ations even in their early stages of development are appropriate. On 
string streets, spots near important car and bus stops or wherever well
populated residential districts are adjacent are favorable sites. For the 
smaller outlets, dependence is placed on potential customers within 
walking distance. 
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Recently greater emphasis has been placed on larger units and the 
supermarket type of outlet. The result has been to close many of the 
smaller stores and to seek locations on major traffic arteries that are 
central to a larger zone of patronage. Parking facilities are important 
and in many cases are provided as part of the service. Traffic congestion 
is avoided with the result that suburban locations are sought. In smaller 
_towns, supermarkets can often be located centrally, though outside of 
the central business district, and thus draw from the entire community. 

Where there exists sufficient business to support more than one grocery, 
the competing outlets tend to seek each other's company. Some chains · 
adopt a policy of installing stores next to successful competing units. 
Corner locations are desirable but not necessary. In neighborhood loca
tions they are sought, but in nucleations it is not ordinarily possible for 
groceries to compete with a number of other uses of higher rent-paying 
ability for corner locations. 

Shape of Parcel. The dimensions of the space demanded by various 
retail types is in part dependent on the nature of the product offered 
for sale. For the majority of small retail businesses, the predominant 
demand is for ground-floor units of 15 to 25 feet frontage, a depth of 
from 40 to 125 feet, storage space in the basement, and a rear door on 
an alley for deliveries. The present trend is toward larger units, par
ticularly in the apparel line. The advantages include more attractive 
interior display and the opportunity for carrying an increasing variety 
of secondary lines of merchandise. Department stores require large 
areas with ample display windows along the street. They prefer corner 
locations and usually require multistory buildings. Variety stores and 
furniture stores need relatively large inside floor areas and sometimes 
spread over more than one floor. Other types that seek storerooms larger 
than the standard 15 to 20 feet frontage are auto salesrooms, banks, 
grocery supermarkets, the larger restaurants, theaters, and gasoline sta
tions. For shopping-goods outlets, frontage for window displays is more 
important than for stores dealing in convenience or specialty goods. 

There are a few examples of retail types that are not always on the 
street level. For instance, merchant tailors and an occasional jeweler 
may be found on second floors in retail districts, and barbershops or 
shoe-repair shops sometimes locate in basement rooms. 

DEMAND FOR OFFICE SPACE 

Among those economic functions which are centered in urban areas, 
there are a number of business activities that require office space. With 
few exceptions, this type of space is found in and about commercial areas, 
in office buildings, and on upper floors above street-level retail

1 
uses.' 
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Managerial activities of coordination and control such as those conducted 
by the executive branch of a corporation require office space. Offices 
are used as the headquarters for selling operations; in some instances 
as the gathering place for a crew of salesmen, as in the case of a life 
insurance sales agency; and again, as a sales office to which customers 
may come or telephone, as in those types of marketing in which cus
tomers order from samples or on the basis of specifications. Of course, 
many sales offices, such as those dealing in industrial equipment, provide 
space for the performance of both functions. A third general type of 
activity utilizing office space is the performance of business, professional, 
and personal services. This class includes the services of accountants 
and lawyers, doctors and fortunetellers. 

The ratio of office-space requirements to population varies among 1 

cities by '\Tirtue of the differences in economic character. Small towns 
that are primarily trading centers require relatively little office space 
save for personal services and a few lawyers and real estate brokers. 
Communities that are predominantly industrial likewise exhibit a low' 
office-space ratio. In such areas the managerial functions are generally 

. performed in office facilities connected with the plants. The greatest 
demand for offices appears in cities that are financial centers or distri- · 
bution centers. In financial centers are found the offices of investment ' 
bankers, security exchanges, security brokers, international bankers, 
factors, a.nd the myriad professionals who offer business services-ac
countants, lawyers, engineering firms, investment analysts. Here also 
hre corporate headquarters of large'-firms to whom banking connections 
and close contacts witl:i other corporations are important. In cities that· 
are centers of distribution, office space is required by sales offices, trans
portation companies, purchasing agents, credit agencies, and financial 
agencies concerned with marketing operations. 

There are some cities in which the predominating activity is of a 
nature that requires unusual office facilities. For instance, in Hartford, 
Conn., are located the home offices of a number of casualty insurance 
companies and in Washington, D.C., the numberless agencies of the 
Federal government have absorbed acres of floor space in government 
buildings in addition to a great deal ot space in private office buildings. 
In fact,· at times, the pressure for space has forced the conversion of a 
number of hotels and apartment houses into office buildings. Several 
large mansions have been taken over for government use and a large 
auditorium, stage and all, has been packed with desks and files. On 
the other hand, resort cities like Atlantic City or 1\fiami require rela
tively little office space for use in connection with their primary industry. 

It is not to be expected that all population growth will be accompanied 
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by a proportionate increase in the demand for offices. Such increases: 
come only with' the expansion of the office types of activity. On the 
other hand, the economic maturing of a community may create addi~'( 
tiona} demands for office space that are proportionately greater: than r 
population increases. A situation 'of this kind might arise after a period 
of rapid industrial expansion during which the establishment of service 

_activities did not keep pace with the tide of immigration. In time, the 
increased demand for various services leads to the establishment of 
additional service facilities until a well-rounded assortment is made 
available. · 

The aggregate demand for office space fluctuates in response to general~ 
economic conditions. In time of depression, business failures reduce the 1 

number of enterprises requiring space, branch offices are closed,. office 
workers are laid off, and the curtailment of space requirements is wide
spread. Returning prosperity reverses the process. In Table 36 the 
data for the years from 1930 to 1940, a period when the supply of office 
space remained virtually unchanged, illustrate the effect of business 
decline and recovery. 

TABLE 36. OFFICE-BUILDING VACANCY. 

Year 
Percent 

Year Percent 
vacant vacant 

1925 8.0 1933 26.~ 
1926 8.5 1934 27.4 
1927 9.9 1935 26.0 
1928 11.9 1936 22.7 
1929 11.8 1937 19.1 
1930 12.4 1938 18.1 
1931 17.3 1939 17.8 
1932 22.4 1940 17.0 

• Real Esf<lte Analysl, June 25, 1940. 

' The precise nature of the location is not so important in the selection'~ 
of offices as in the selection of retail space. This statement applies,:· 
more truly to some types of business than to others, but in general the 1 
differentials between optional locations within the commercial area are \ 
narrower for offices than for retail stores. On the other hand, the physi- ) 
cal charac~eristics of the space and the services provided by the land· " 
lord are more important. Office-space buyers look to the attractiveness ( 
of the building, the quality of elevator service, the layout of space as 
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it affects efficient utilization for their purposes, natural light and venti- · 
lation, and the artificial lighting. For some types of ousiness, certain 
street addresses or building names possess a prestige value. 

While somewhat less importance is attached to location by office users 
than by merchants, this factor can by no means be ignored. Convenience 
is an important consideration, be it convenience for customers or for 
employees. Sales or service offices to which customers must come seek 
locations that are as accessible as possible to the groups that they serve. 
Offices that are to serve consumers coming from all parts of the city 
should be situated near the focal point of transportation facilities, al
though the precise location is not so important. Where the customer 
group is concentrated in one section of the community, in the downtown 
business area, for example, the maximum of convenience is more desir
able. In general, the greater the distance traveled by customers, the 
greater the latitude in selecting a location. People who come several 
miles do not resent the necessity for going an extra block or two off 
the beaten path to reach their destination nearly so much as persons 
coming from close by resent the need for going around the corner. 

Another consideration in selecting office space is the convenience of 
employees in getting to and from work. This factor gives an advantage 
to situations in the central business area, but, in cases where convenience 
to customers need not be considered, other areas may serve nearly as well. 

Organizations that perform management functions prefer locations 
that are central to the activities that are being controlled or coordinated. 
Thus it is to the advantage of the central office of a loca~ retail chain 
to be situated at a point most convenient to the greatest number of its 
units. Of course, other <;,onsiderations may control, such as the advan
tage of convenience to banking services, accounting firms, selling agents, 
and other organizations that do business with the firm. 

In some cases, businesses of like nature are found grouped for the 
purposes of facilitating interfirm communications or transactions. Such 
groupings often serve potential customers by facilitating shopping among 
the agencies. Again, the grouping may simply be the outgrowth of the 
attempts of the individual firms to locate at a point most convenient to 
their clienteles. Finally, some office buildings provide special facilities 
and services for one type of occupant. Thus doctors and dentists are 
often found in concentrations. Other factors that lead to medical group
ings are the practice of referring patients from one specialist to another 
and the prestige that attaches to a location in a building in which 
prominent members of the profession are practicing. 
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DEMAND FOB WHOLESALE SPACE 

Within our complicated mechanism for the distribution of goods, cer
tain forces are at work that are having the effect of reducing the' pro
portion of the urban area devoted to the wholesale district. In general~ 
it may be said that channels of distribution are shifting in such a way J 

-as to reduce the importance of wholesalers. Those functions in which 
the wholesaler specializes are being taken over by manufacturers and . 
by retailers or groups of retailers. One of the underlying factors in\ 
these changes is the increasing standardization of commodities. The \ 
widespread use of grading and branding supported by national adver- ! 
tising facilitates buying from samples and catalogue descriptions and I 
encourages direct selling to retailers by manufacturers. Other devices 
that are short-circuiting the wholesaler are selling through manufacturers' ( 
agents, public warehousing, wagon distribution, and group buying by i 
retailers. Finally, many chain-store organizations are of sufficient size ' 
to assume all the wholesale functions. Thus, not only is a shrinkage : 
occurring to the aggregate space required for the performance of whole- 1 

sale activities in general, but also there is a geographical diffusion of the 
locus of these activities into the retail and industrial areas.11 

The decline of the wholesaler has not by any means led to his extinc
tion. Table 37 presents data on the changes in 1929, 1935, and 1939 in 
the number of wholesalers in leading lines. It is apparent that the 

TABLE 37. NUllBEB OF WHoLESALERS BY TYPE OF BusiNESS, 1929, 1935, AND 1939 • 

Number of establishments 

Type of business 

1929 1935 1939 

Drugs .•.••••.•..•........... 488 274 297 
Dry goods, general line ........ 848 303 222 
Electrical goods •••........... 2,182 2,437 3,072 
Hardware, full line ...•........ 953 630 772 
Grocery ••................... 4,776 3,210 3,942 

• U.S. CeD8118 of Distn'bution, 1929 and 1935; U.S. Census of Wholesale Trade, 1939. 

11 For more complete discussions of trends in wholesaling see Beckman and Engle, 
Wholesaling (New York: The Ronald Press Company, 1937), Chap. 27; and Ed
mund P. Learned, Problems in Marketing (New York: McGraw-Hill Book Company, 
Inc., 1936), Marshall Field case. 
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effect upon the wholesale function of shifts in marketing channels has 
varied among the several lines of merchandise. 

Our next step is to consider the general location requirements of i, 

wholesalers. • Convenience to transportation facilities is important. 1 

Railway trac:K service is highly desirable where bulky and heavy goods 
are to be handled or where the volume of goods is so large that carload 
lots are dealt in. Where smaller volumes of goods are characteristic\{ 
and where the items are compact and easily handled, the availability/ 
of truck transportation reduces the importance of trackage. The prox
imity of railway stations is advantageous not only for receiving and 
shipping goods but also for the convenience of buyers. For some types ' 
of business, ready access to public storage facilities is required. Another k 
consideration is convenience to local sources of supply. 

In general, wholesalers prefer to locate as closely as possible to the 
group that they serve. In the marketing of style goods, convenience is 
of particular importance because of the freque:p.cy of contacts with the 
retailer. For other products considerable storage space is required 
because of the bulk of the commodity, the great variety of items stocked, 

. or the fact that buyers insist on inspecting the specific goods that they 
purchase. In such cases, the amount of space required may preclude a 
central location. Wholesalers who sell from catalogues, by mail, by 
telephone, or through an outside sales force do not require sites near 
their customers. Dealers with a national market best serve visiting 
buyers at points convenient to railroad terminals, hotels, and amusement 
areas. 

The advantage of a location near competitors varies with the scope 
of the market and the nature of the commodity. In general, the prox
imity of dealers in th~ 1

same line is desirable where the market to be 
served is regional or national, where shopping, comparison, and selection 
are important steps in the buying process, and where the function of 
price establishment is performed within the market formed by a cluster 
of wholesalers. Another advantage of the proximity of competitors is 
the opportunity such location affords for filling out orders when shortages 
occur in certain items. 

Wholesalers find it less advantageous to seek one another's company\ 
when their market is local or covers only a part of the city, when the 
product is bulky, with storage and selling associated, where buyers do 
not visi~ the market, and when comparison is not important.13 

' 

u For the study on which this discussion of the clustering of wholesalers is based, 
see Committee on Regional Plan of New York and Its Environs, Regional Survey 
of New York and Its Environs, lB, Clothing and Textile Industries, Wholesale Mar
kets and Retail, Shopping and Financial Districts (New York: 1928), pp. 65-69. 
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DEMAND FOR INDUSTRIAL SPACE 

The proportion of the urban area that is devoted to industrial , uses 
varies considerably among cities. In all communities til.ere is some'/ 
demand for industrial space, if only for the small-scale service industries : 
such as printing, baking, or bottling, which have but a local market.l 
The area required for manufacturing is, of course, determined not only 
by the number of establishments, but also by the nature of the' opera
tions. In a city where steelmaking and processing is the major industry, 
the ratio of the industrial area to total area will be much higher than 
in a town of equal size in which jewelry manufacturing is the primary 
source of employment. In 1923, in Chicago, some 13.8 per cent of the 
total utilized land area was devoted to manufacturing.18 In 14 self
contained cities studied by Bartholomew, the average per cent of devel
oped area occupied by light industrial uses was 3.21, with a range from 
1.74 to 5.90 per cent. For heavy industrial use, the average was 2.70 
per cent, with a range from 1.39 to 5.22 per cent.u 

There are several factors that may give rise to changes in the quan
tity of industrial space required. Increasing demand is concomitant 
with the expansion of existing industries, the establishment of new indus
tries, the immigration of plants from other areas, and certain changes 
in manufacturing methods, such as the shift to one-level operations 
requiring single-story plants. Intracity shifts of local industries will 
increase demand for space in certain areas. Decreasing demand for 
industrial space results from shrinking production, emigration of plants, 
and technical changes such as the availability of electrical power and 
the resulting elimination of private power planb. • Predictions of future 
requirements for industrial space must be based on a careful analysis 
of existing industry and the factors that may lead to the expanding or 
contracting of operations; on a study of the characteristics of the com
munity that may attract new industry or lead to the emigration of exist
ing plants; and on a knowledge of the possibility of technological changes 
in local manufacturing processes that may ~ffect land requirements. 

For the most part, the quantity of demand for industrial space in-l 
creases and decreases with the rise and fall of general business activity.\ 
In hard times, companies fail or consolidate, branch factories are closed, 

1 

ta Hoyt, Homer, One Hundred Years of Land Values in Chicago (Chicago: Univer
sity of Chicago Press, 1933), p. 290. 

H Bartholomew, op. cit., p. 138, Table 58. The National Housing Agency in a 
study of 22 cities found that total industrial use as a percentage of all developed 
land ranged from 9.8 per cent for small cities to 14.2 per cent for cities over 500,000 
population. 
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and operations are curtailed. On the other hand, the development of 
new products is accelerated, with some effect on the demand for space. 
Intercity migration continues or is increased out of a compulsion to seek 
lower costs.15 

._ In prosperous times, the demand for land increases with 
the rising birth rate of, and the expansion of, manufacturing activity 
that accompanies an improved market for the output. 

In the foregoing discussion, no distinction has been made among types 
of industry. The most common classification is a simple division into 
heavy and light industry, but it will be more useful for our consideration 
of location requirements to subdivide industry on the basis of scope of 
market, volume of production, and weight and bulk of machinery and 
product. Let us first consider relatively large-scale industry, with a 
national market and producing a substantial volume of goods, for these 
are the attributes that the word "industry" first brings to mind. 

A general location tendency apparent in most industrial areas is the 
increasing importance of the zone just beyond the city limits. Plants 
originally situated well within the developed area are moving outward. 
New plants are most likely to locate in this zone. In a study of the 
Chicago region it was found that the greatest relative industrial growth 
since 1920 has been in the mid-zone adjoining the city, while during 
the same period there has been some relative decline in the central and 
peripheral region. The most important intracity industrial migrations 
have been from the center to the edge of the built-up area.18 This 
experience is borne out by the situations in other cities. In Detroit, for 

l example, there is a definite tendency for the central industrial areas to 
decline and for industrial expansion to take place at the outskirts of 
the developed area. Tli.e discussion to follow will suggest some of the 
reasons for this tendency. · 

Without adequate means for assembling raw materials and distributing 
finished products our modern industrial society would be impossible. It. 
is to be expected, therefore, that. transportation and industry will be 
found in juxtaposition on the urban landscape. Thus, the industrial areas 
of our cities cling to the major water and railroad routes and are served 
by trunk highways. Facilities for water transport are advantageous 
. for manufacturing operations wherein the raw materials or finished 
products are bulky and heavy. A good example is the steel industry with 

u Swan points out that the slow, evolutionary process of industrial shifts to natural 
centers of production is accelerated in depression. Herbert S. Swan, "The Economic 
Location of Industrial Plants," National Real Estate Journal, April, 1939, p. 43. 

ta Mitchell, William N., "Trends in Industrial Location in the Chicago Region since 
1920," School of Business, University of Chicago, Studies in Business Administra
tion, vol. ry, no. 1, p. 65, 1933. 
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plants at Gary, Detroit, Pittsburgh, and Cleveland located on water 
frontage to facilitate the water carriage of ore and coal, as well as of pig 
iron, steel, and other iron products. Where speed is essential, water trans~ 
port is less useful, but it is the most economical method for many pur
poses. 

Except for small-scale operations involving materials and products that 
are easily handled, most factories require rail connections even though 
highways and waterways are also used for shipping. Thus one of the 
primary industrial location requisites is direct access to a trunk-line 
track or a connecting line. The site must be of such shape as to permit 
the construction of a spur serving the factory buildings, and good switch
ing service is essential. For industries with a national distribution of 
products the most favorable situation is on a belt line connecting a num
ber of trunk lines. Where shipments of less than carload lots are to be 
made, facilities for halldling this type of freight should be available. 

Motor trucks are used by almost all industries, so that connections 
with main highways are highly desirable. For small plants producing 
commodities of relatively small scale, and with a local market, truck 
transportation may be used exclusively.17 In some large industries, as in 
the automobile industry, where a number of plants that produce parts are 
located at various points about the city, trucks are used extensively in 
interplant cartage. In general, a location just off the main routes has the 
advantage of avoiding traffic congestion. 

The dem~;~-nd for plant locations close to the homes of the employees has 
diminished in recent years because of the widespread use of the private 
automobile by operatives. In Los Angeles it wa§ found that, of the em
ployees of ten centrally located plants, 63 per cent lived more than 2 
miles from their jobs.18 Another survey of plants employing a total of 
122,000 workers revealed that 35,000 employees' cars were driven to work 
daily and that anothe:r: 25 per cent of the workers customarily rode to 
work with neighbors and friends in their cars. Thus more than one
half of the employees were independent of public transportation. In 
one plant employing 13,000 men it was estimated that more than 80 per 
cent of the workers owned cars.10 The pattern of homes of employees 
driving their cars to work in Detroit is well distributed over the city and 

17 A study of industriallocatiqp in St. Louis found that, since 1913, 62 per cent of 
all new industries located at points without rail connections. See Walter C. K. 
Baumgarten, "The Location and Planning of Industrial Areas," City Planning, vol. 
9, no. 2, pp. 56-72, April, 1933. 

18/bid. 
19 Automobile Facts, December, 1939, p. 3. 
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shows surprisingly little concentration in the vicinity of the plant loca
tion.20 

The result of this increasing fluidity of workers is to diminish the 
advantages of plant locations in the proximity of districts inhabited by 
the working classes. Other things being equal, of course, such a location 1 

is sought, and in all cases some public transportation should be con
venient. It is probable that unskilled labor is particularly dependent ' 
on streetcar ·or bus. For plants employing women, proximity to their 
homes or adequate transport service is especially important. 

The type of power supply to be used is a consideration in plant loca .. 
tion. For large operations requiring great quantities of coal, a water-1 
front location will reduce costs of shipping fuel. The use of electric power 
permits considerable flexibility in location because of the relative ease 
with which power lines may be run for considerable distances. How
ever, large, users of off-peak service who often are required to install their 
own lines sometimes find an advantage in proximity to the central sta
tion. Plants producing their own hydroelectric power will, of course, re
quire river frontage. The necessities for waste disposal or the need for a 
large volume of water in the industrial process likewise may require water 
frontage. 

The geological characteristics of a desirable industrial site will de
pend upon the nature of the operations to be conducted on it. In all 
cases, soil conditions should be suitable for supporting the necessary 
structures and the plot should be properly drained. For most operations, 

i levelland is essential, although in some cases differences in levels may be 
useful for moving goods by gravity. The size and the shape of the parcel 
are controlled by the type of operation and the position of the railroad 
right of way. Sufficient land should be available for possible expansion. 

One of the chief attractions of locations on the outskirts of cities is 
the low cost of land. This factor has grown in importance with the in
creasing use of one-floor plants and with the necessity of providing large 
parking areas for employees' cars. Another advantage of situations be
yond the city limits is the substantial savings in taxes. 

For certain industries, proximity to complementary industries is ad
vantageous. Our high degree of industrial specialization has resulted in a 
great deal of partial fabrication of materials and the necessity for as
sembling numerous parts made by independent plants. The automobile 
industry provides a prime example of this procedure, for every car con
tains a large number of standard parts made by independent producers
tires, batteries, carburetors, spark plugs, upholstery, wheels, horns, shock 

2o Street Traffic, City of Detroit, prepared and published by the Michigan State 
Highway Department, Figs. 23, 24, and 25, 1937. 
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absorbers. At one time, it was said that the Ford car contained parts 
made by more than 5,000 producers.21 It is apparent that ease of com· 
munication and transportation between parts producers and assemblers 
is to be sought. ' 

Manufacturing concerns that are seeking to rent or buy existing plants 
must consider the appropriateness of the buildings and layout to their 
.intended operations. Some of the factors that are especially important 
are area, shape and design of the buildings, possibilities for expansion, 
strength of construction, trackage facilities, heat and power plants, floor 
capacities, natural light and ventilation, artificial lighting, fire pro
tection, and elevators. 

In some cities, Chicago, for example, special industrial districts have 
been developed. The land is planned for exclusively industrial occupancy 
and in some cases buildings are erected by the development company for 
rental to new concerns. All sites are served by belt-line railroad trackage 
and special service is provided for less-than-carload-lot shipments. 

Up to this point we have given little attention to the location require
ments of service industries with a local market and light industries re
quiring small space and no heavy machinery. In most cities, these types 
of production are often found in the central area adjoining the retail and 
office district. Since ground-floor space is not necessary, activities are 
carried on in the upper floors of loft buildings in which both light in
dustrial and wholesale uses may be found. For service industries, such 
as printing, convenience to centrally located customers is important. 
In other cases, such as garment making, proximity to local retailers and 
convenience for out-of-town buyers are considerations. Some light in
dustries serving the city do not seek central locations because distribu
tion is diffused or because specialized buildings are required. Examples 
of these types are baking and bottling. For all light industries~ adequate 
facilities for truck transportation are important, and, for concerns with 
a wider than local market, proximity to railroad terminals is advan
tageous. 

LAND FOR PUBLIC AND SEMIPUBLIC UsEs 

A surprisingly large proportion of urban area is devoted to nonprivate 
utilization. In 16 self-contained cities, Bartholomew found an average 
of nearly one-half of the developed area occupied by streets, parks, play
grounds, and public and semipublic uses.22 It is true that the demand for 
land for these purposes is founded on noncommercial considerations in a 

21 Swan, op. cit., Part II, March, 1939, p. 19. 
22 Bartholomew, op. cit., p. 138, Table 58. 
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strict sense; however, it will be found that rational location standards 
are generally applied and that sites are selected on the basis of con
venience to those persons and agencies to be served. 

Streets are the bones on which the flesh of the city is laid, but the 
physiological analogy breaks down in face of the fact that the skeletal 
structure matures in advance of all other development. Between 20 and 
60 per cent of the developed area of our cities is devoted to the street 
pattern, with the average about one-third.23 The total area required for 
streets increases as the city expands and, in relatively infrequent cases, 
through the opening of new streets in developed areas or the widening 
of existing thoroughfares. Street openings or widenings by the munici
pality require that the city bid for the property in the open market in 
competition with private interests or that the property be acquired by 
condemnation at a price presumed to represent its market value. 

For the most part, urban street patterns evolve by a process of accre
tion, whereby streets in new areas are tied in wit~ the existing framework. 

· The major highways leading into the community form the main members 
of the structure and county roads are usually fitted in without change. 
Minor streets are laid out by subdividers. Control over street design 
is ordinarily exercised by the city or county engineer or by planning com
missions where they exist. The problems of city planning are too in
volved for discussion here, but it may be said that capacity of the street 
system for facilitating traffic movements is a major determinant of the 

1 efficiency of the city as an economic mechanism. 
Parks and playgrounds constitute an average of about 6 per cent of 

the developed area of our cities, with a range among cities from 1 to 20 
per cent.24 Variations in this proportion reflect local differences in policy 
and in farsightedness in acquiring public areas in advance of need. In 
general, an effort is made to distribute these public areas over the city in 
accordance with the population pattern, but too often political considera
tions or special circumstances result in geographical inequities. Parks 
are often located to exploit natural advantages such as water frontage or 
hilltops. 

The sites for public schools, fire stations, and police stations are 
generally chosen with due consideration of convenience. In the case of 
schools, studies are made of the distribution of the school population, and 
forecasts of future city growth are developed. Fire and police stations 
are located with a view to maximum efficiency in serving property owners 
and individuals. Public office buildings such as city halls and county 
courthouses are placed in central locations as the focal points of the areas 

23Jbid. 
u Ibid. 
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that they serve. Furthermore, such a situation facilitates the frequent 
contacts with businessmen, lawyers, and business organizations: 

Semipublic uses such as hospitals, churches, and other institutions find 
space in accordance with their own peculiar requirements, often not too 
rational. Churches seek convenience for their membership, requiring a 
central location if the members are scattered over the entire city ot a 
peighborhood location if the parishioners are fairly concentrated in one 
section. Hospitals may seek downtown sites if a major aim is to serve 
emergency cases or quiet outlying locations in the interests of conva
lescents. In some cases, institutional locations are determined by political 
pressures or by the whim or vanity of influential donors. 
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THE CONSTRUCTION INDUSTRY 

At this point in this volume, we are turning from the consideration of 
the factors of demand for the services of urban land to a treatment of 
supply factors. When both sides of the market have been discussed, we 
shall be ready to examine the interactions of demand and supply and 
the relationships between demand and supply and land use, rent, and · 
value. 

This chapter and the succeeding one will deal with the processes in
volved in creating and increasing the supply of usable and valuable 
urban space. Mere open space, the surface of the earth that is the 
elemental gift of nature, is but one component of the kind of space that 
has value in the urban land market. The provision of this valuable space 
involves production and fal)rication in the same sense as in a manufac-
1tured product such as an automobile. The raw materials must be proc
essed and prepared for use. The commodity that we are discussing
urban real estate-is produced by combining raw land with various phys
ical improvements and mechanical facilities and by wedding this semi
processed element to a structure. The land provides the area and support 
and the structure serves as shelter for the functions to be performed. 
It is for this form of manufactured space that there is effective demand 
of potential users in the urban land market. Neither land nor building 
is the more important element in the final product nor can the separate 
values of their services be differentiated and measured. 

Before considering the processes of land preparation and building, we 
shall look at the construction industry as a whole in its relations_hip with 
the general economy and at the nature of the fluctuations in construc
tion activity. 

General Nature of the lndu.stry 
In the broadest sense, the construction industry includes all the diverse, 

loosely integrated groups and organizations that are involved in the 
146 
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processing of land and the erection of structures. The industry is en
gaged in three general types of activity: (1) residential building of 
houses, flats, and apartment structures; (2) nonresidential construction 
of commercial, industrial, and certain types of institutional buildings; 
and (3) public works involving such activities as the laying of streets 
and sewers and the construction of bridges and subways. 

The products of the construction industry are highly diverse. Each 
project, with few exceptions, is a special design, engineering, and produc
tion problem. Limited standardization is found in some public-works 
projects, in some industrial building, and in large-scale housing projects. 
Characteristically, the products of the construction industry are of great 
size, bulk, and weight; they are :fixed in space in permanent attachment 
to the earth; they are semipermanent, rigid and difficult to disassemble 
or alter. For example, a single-story, four-room house without a base
ment may weigh more than 92,000 pounds and will displace in terms of 
cubic feet more space than any other class of durable goods with the 
exception of a ship. The addition of a basement would nearly double 
the weight, while an exterior wall of brick would bring the aggregated 
weight to more than 260,000 pounds. The multiplicity of parts involved 
in the fabrication of a structure is illustrated by the fact that the parts 
required for a house of average size total some 30,000 compared to 5,000 
parts that go into an automobile or 17,000 parts required to produce a 
military tank.1 

It is not possible to examine the nature of the construction industry 
without considering residential building, nonresidential, and public works 
together. Although the nature of the products differ in important re
spects, the factors of demand are related, and, on the production side, 
there are common sources of material, labor, and managerial services. 
Many of the factors of production move freely from one type of con
struction activity to another. But we shall see that one outstanding 
characteristic of the house-building industry is the large number of small 
contractors and builders who operate with little capital and who restrict 
their activities to the fabrication of single-family homes. 

Productivity 

The tremendous capacity of the construction industry and the vari
ability in the level of its activity are illustrated in Table 38. At the peak 
in 1927, the volume of all types of construction exceeded 11 billion dollars· 
in 1933 the low point was reached at only 2.5 billion dollars. Since th; 

·peak year of 1927, the highest prewar level was reached in 1941, when 
1 Colean, Miles L., American Housing (New York: The Twentieth Century Fund, 

Inc., 1944), p. 39. 
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' 

TABLE 38. CoNSTRUCTION ACTIVITY IN UNITED STATES, 1915-1946, IN 1947 
PmcEs 

(billions of dollars) • 

New construction 

Private Maintenance 

Year Total Total and 
new 

Public repair 
construe-

tion Total Resi- Nonresi-
dential dential 

1915 $ 4.6 s 2.9 s 0.7 $2.2 Sl.O $1.3 $1.7 
1916 5.2 3.5 0.7 2.8 1.1 1.7 1.8 
1917 6.1 4.1 1.3 2.9 0.9 2.0 2.0 
1918 7.0 4.7 2.2 2.5 0.7 1.8 2.3 
1919. 8.4 5.7 2.0 3.8 • 1.5 2.2 2.6 

.1920 9.1 6.1 1.3 4.8 1.5 3.2 3.0 
1921 8.2 5.5 1.6 4.0 1.7 2.3 2.6 
1922 9.8 7.0 1.7 5.4 2.7 2.7 2.7 
1923 11.6 8.6 1.6 7.0 3.6 3.4 3.0 
1924 12.8 9.6 1.9 7.7 4.2 3.3 3.1 
1925 13.9 10.6 2.1 8.5 4.5 3.9 3.3 
1926 14.7 11.2 2.1 9.1 4.5 4.6 3.4 
1927 14.8 11.1 2.4 8.8 4.2 4.6 3.6 
1928 14.6 10.8 2.5 8.3 3.9 4.5 3.7 
1929 13.8 9.9 2.4 7.5 2.8 4.7 3.9 
1930 11.6 8.1 2.8 5.3 1.4 3.9 3.5 
1931 8.9 6.0 2.6 3.4 1.2 2.2 2.9 
1932 5.4 3.3 1.8 1.5 0.5 1.0 2.2 
1933 4.4 2.2 1.2 1.0 0.3 0.7 2.2 
1934 5.7 2.8 1.5 1.2 0.4 0.9 2.3 
1935 6.1 3.1 1.5 1.6 0.7 1.0 2.6 
1936 8.8 4.7 2.2 2.5 1.1 1.4 3.0 
1937 9.3 5.3 2.0 3.3 1.4 1.9 3.2 
1938 9.3 5.0 2.1 2.9 1.5 1.4 3.1 
1939 10.4 6.1 2.4 3.6 2.1 1.5 3.3 
1940 11.3 6.8 2.6 4.2 2.4 . 1.8 3.6 
1941 14.9 10.3 5.1 5.2 2.8 2.5 3.9 
1942 17.6 13.4 10.4 3.0 1.3 1.6 3.9 
1943 11.8 7.8 6.1 1.7 0.7 1.0 4.0 
1944 8.4 4.1 2.3 1.7 0.5 1.2 4.3 
1945 9.3 4.6 2.0 2.5 0.7 1.9 4.7 
1946 15.7 10.0 2.2 7.9 3.3 4.6 5.7 . 

*Bureau of Foreign and Domestic Commerce, U.S. Department of Commerce, C0718tnJction and Can
otruction Materials Industry Repur!, May, 1947. 

NOTE: Construction activity is defined as value of work put-in-place. Private nonresidential oonstruo
tion includes farm, public-utility, industrial, and commercial construction. Private residential oonstruo
tion excludes farm housing. Public housing is included in the public-construction category. 
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9.6 billion dollars was spent on construction.2 Over the period from 1920 
through 1940, the average annual construction expenditure was about 
7.1 billion dollars. For 1946, the total was 11.7 billion dollars and 14.9 

. billion dollars for 1947. Chart 3 presents all construction, including ex
penditures for maintenance and repair from 1915. 

The proportion of construction expenditure accounted for by nonfarm 
residential building has varied from a high point of 47.6 per cent in 1924 
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CHART 3. Construction activity in the United States, 1915-1946, in current prices. 
(Bureau of Foreign and Domestic Commerce, U.S. Department of Commerce, Con
struction and Construction Materials Industry Report, May, 1947.) 

to a low level of 19.8 per cent in 1932 and 15 per cent in 1943. Nonfarm 
residential building accounted for about one-third of the dollar volume of 
all construction in 1947. At the peak of its activity in 1925, the housing 
branch of the industry produced 937,000 dwelling units; the low level was 
reached in 1933, when only 93,000 units were fabricated (Table 39). The 
average annual housing production since 1920 has been about 500,000 
units. 

Importance in the National Economy 

By any measure of economic importance, the construction industry 
ranks very high among all the industries of the country. This important 
fact is illustrated in Table 40, which shows for recent years the contribu
tion of the construction industry in its relationship to the gross national 

2 A total expenditure of 13.5 billion dollars was reported in 1942, but the figure 
included 4.9 billion dollars in military and naval construction. 
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TABLE 39. TOTAL NEw NoNFARM FAMILY DWELLING UNITS STARTED, BY TYPE ov 

FINANCING, BY YEAR, 1900-1946 
(in thousands of dwelling units) • 

Yea.r Total 
Privately Publicly 

Year Total Privately Publicly 
financed financed financed financed 

1900 204 204 1924 893 893 
1901 303 303 1925 937 937 
1902 327 327 1926 849 849 
1903 411 411 1927 810 810 
1904 416 416 1928 753 753 

1905 459 459 1929 509 509 
1906 464 464 1930 330 330 
1907 433 433 1931 254 254 
1908 438 438 1932 134 134 
1909 573 573 1933 93 93 

1910 505 505 1934 126 126 
1911 501 501 1935 216 216 
1912 476 476 1936 316 304 12 
1913 435 435 1937 334 332 2 
1914 414 414 1938 408 '399 9 

1915 414 414 1939 508 458 50 
1916 394 394 1940 601 530 71 
1917 277 277 1941 722 619 103: 
1918 174 t 174 t 1942 494 301 193: 
1919 405t 405 t 1943 352 184 168 t 

1920 247 247 1944 171 139 32 t 
1921 449 449 1945 226 208 § 18 t 
1922 716 716 1946 776 663 § 11411 
1923 871 871 

• Twentieth Century Fund-19Q0-1919; National Bureau of Economic Research-1920-1929: Bureau 
of Labor Statisti<Jl, U.S. Department of Labor for privately financed, Federal Public Housing Authority 
for publicly financed-1930-1946. Table p....,ented on p. 2 in the Hooring Statistiu Handbook, Housing 
and Home Finance Agency, Government Printing Office, Waehington, D.C., 1947. 

. t Excludes 5,998 publicly financed dwelling units completed in 1918 and 1919 by the '!J.S. Housing 
Corporation. Data as to when these units were etarted are not available. 

:t A large porportion of this housing ls comprised of temporary wartime units. 
§ Data for 1945 and 1946 adjueted for lapeed building permits and for lag between issuance of permit 

and actual etart of conetruction. 
O Exclude& veterans' housing units provided by conversion, etopgap family accommodations, and veter

ans' housing developed with local funds, which is not otherwise part of the Federal Public Housing Authority 
Title V program. 
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TABLII 40. PERCENTAGE oF CoNsTRUCTION CoMPONENTS IN THE GRoss NATIONAL 

PRODUCT. 

Residential 
Non- Durable 

.All 
Periods construction 

residential consumers other 
Total 

construction goods 

Average 
1919-1935 3.9 7.2 9.5 79.4 100.0 

1939 2.7 5.2 7.2 84.9 100.0 
1940 2.9 4.8 8.4 83.9 100.0 
1941 2.9 6.1 9.1 81.9 100.0 
1942 t 1.5 6.9 6.3 85.3 100.0 
1943 t 0.8 4.2 6.6 88.4 100.0 
1944 t 0.4 3.1 6.7 89.8 100.0 
1945 t 0.9 3.8 7.4 87.9 100.0 

* SUMJey of Current Bunness, February, 1946; original data from :Bureau of Labor St,.tistice lldld U.S. 
Department of Commerce. War expenditures are excluded. 

t Da,ta a!'<l ipjluenced by war limitations of construction and lllf.IIufacturing. 

product.8 During the period from 1919 through 1935, the gross national 
product averaged 73 billion dollars per year. Construction activity 
averaged 11.1 per cent of this total as compared to a level of 9.5 per cent 
for all consumers' durable goods. The figures for 1939 still reflect the 
post-depression slump in construction activity, but by 1941 the ind1,1stry 
had revived to the extent that it contributed 9 per cent of the gross 
national prod1,1ct. Following Pearl Harbor, the curtailment o£ all but 
essential construction cut the industry to an all-time low in 1944 of only 
3.5 per cent. From this low point, a eubstantial recovery is already in 
evidence. 

Another measure of the economic importance of construction is a com
parison of employment in the industry with employment in other leading 
industrial classifications. For example, the U.S. Oens\ls of Manufact\lrere 
in 1939 showed that among the manufacturing induatries that were clas .. 
sified (the construction industry is not included as a manufacturing in .. 
dustry), the textile industry ranked first in employment with some 1,100,-
000 workers. For the same year, the Bureau of Labor Statistics estima.ted 
that about 1,950,000 were employed in construction, Thus the construe-

• The gross national product is a measure of all expenditures, including govern
ment spending, col!$umer spending for goods and 13ervices, and priv~te gross capital 
formation. 
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tion industry was more important in the labor market than any manu
facturing industry. It employed nearly twice as many workers as the 
steel and iron industry and five times as many as the automobile industry. 
While these relationships fluctuate with changes in economic conditions, 
the predominance of the construction industry has been well maintained. 
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CHART 4. New private nonfarm construction as a percentage of long-term trends. 
(Survey of Current Bu.&iness, N ovembeT, 1946, p. 8. Trend for building peTmit values 
waB calculated for 1875-1933; building permit values ancl new construction WeTe de
flated by u.se of coat inclezea.) 

In terms of value of product, the construction industry has been one of 
the leading industries, although its leadership is less marked in times of 
depression. 

The basic position of the construction industry in the national economy 
has been recognized in pump-priming activities of governments in the face 
of depression. Many New Deal agencies established to rejuvenate the 
economy were directed to the stimulation of construction to provide both 
direct and secondary employment. It was recognized that construction 
draws upon a wide variety of materials and fabricated products and 
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that its beneficent influence spreads widely through the economy in the 
effect on many extractive and processing activities. Another advantage 
of the industry for pump-priming purposes is the opportunity fo~ the 
employment of unskilled labor in large numbers in many kinds of :con
struction. Furthermore, the man-hour ~put in building is high and is 
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CHART 5. Seasonal fluctuation in construction contracts awarded in · 37 Eastern 
states, 1940. (Board of Governors of the Federal Reserve System.) 

extended over a long period of time because of the comparatively long 
production peri~d that characterizes most construction projects. 

Cyclical Movements 

The construction industry is characterized by wide fluctuations in 
activity, both seasonal and cyclical. The statistical measures of activity, 
based upon building permit records and reports on contracts let, allow 
us to examine the fluctuations in construction over many decades. Chart 
4 records the ups and downs of the industry from 1875. 

Superimposed upon the wide, irregular secular movements in con .. 
struction activity is an annual or seasonal cycle of considerable consist
ency from year to year (Chart 5). The form and amplitude of the 
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seasonal curve for all types of construction are similar and do not vary 
much over the years. The most active season is the spring, with a second• 
ary peak in the fall; a minor slump occurs during the summer and a 
major decline in the winter. The curve is based on data. which relate 
to the initiating of construction projects so that the contours represent 
new activity rather than levels of expenditure or employment. Thus the 
summer decline is a falling off in terms of new projects being started 
rather than in production activity. On the other hand, the winter season 
in many parts of the country is unfavorable for construction activities 
and thus the winter slump is in terms both of new projects and of fabrica
tion. In spite of the fact that methods have been developed to pettnit 
building to go on in all types of weather, the costs of bad-weather opera
tions are often prohibitive. Weather seems to be a major influence not 
only on operating conditions but also on consumer habits. 

Since seasonal variatiofi occurs even where winters are tnild, weather 
alone cannot explain seasonality. In housing, for example, the buying 
market is usually most active in the spring, when there is a strong psycho
logical urge for more open and commodious living accommodations. Uni• 
form leasing dates also tend to concentrate bouse hunting in definite 
periods, Other factors that impart seasonal regularity to the construc
tion industry are the bulge in repair and maintenance work in the spring, 
the scheduling of commercial construction and remodeling for slack sea
sons of business, and the timing of industrial construction fot off-peak 
seasons. 

Amplitude and Length of Cycles 
Only a few industries e:xperience wider fluctuations than the construc

tion industry. Variations are twice as wide as in 70 industries, accord
ing to one authority, and at least three times as wide as in 40 industries.4 

While general business cycles usually fluctuate within a range of 20 per 
cent above or below normal, the major building cycles deviate from 40 to 
60 per cent.6 Within these major cycles are minor fluctuations of much 
less degree and length. 

In terms of number of projects, residential activity is generally at a 
higher level than nonresidential building. However, nonre~idential con
. struction fluctuates less violently than does home building. For example, 
between 1920 and 1925, the residential index jumped by 290 per cent as 

4Burns, A. F., Production Trends in the United States Since 1870 (New York: 
National Bureau of Economic Research, Inc., 1934), pp. 230-233. 

II Building Cycles in the United States, 1875-1932, memorandum by John R. Rig
gleman, Division of Building and Housing, Bureau of Standards, U.S. Department 
of Commerce, for the National Conference on Construction, Oct. 13, 1932, p. 10. 
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compared with 71 per cent for the other classification. From 1925 to the 
bottom of the depression in 1933, the residential inde~ fell by 96 per cent 
in contrast to 83 per cent. At the low point, the number of residential 

:projects was less than the number of nonresidential projects,6 In part, 
; the level of nonresidential construction in 1933 reflected the New Deal 
• policy of pump priming by public works. Prior to this time, the swings 
: of residential and nonresidential activity moved together, though with 

different amplitudes. It is now urged by many people that public~works 
activities be reduced to a minimum in times of active construction in the 
housing and commercial fields and be increased to offset declines in 
private construction. Such a policy would tend to smooth the con&truc .. 
tion cycle and, presumably, the general business cycle. 

The building cycle seems to have a period of from 15 to 20 years. Fol· 
lowing the Civil War, the first major cycle extended from 1878 to ·1900 
(12 years upswing and 10 years downswing). The l'!econd major cycle 
covered the 18-year period from 1900 to 1918 (9 years up an<;l 9 years 
down). The third complete period ran from 1918 to 1933 (7 years up and 
8 years down). The decreasing lengths of these cycles over the period 
from 1878 to 1933 is not believed to be significant, owing to the great in ... 
fluence of the First World War on the last cycle. Minor cycles within the 
major cycles were observed to cover about the same period as the general 
business cycle.' At present we are in the upswing of a building cycle that 
started from the low point of 1933. It is impossible to predict the effects 
of the late war on the length and amplitude of the movement, though 
there are indications that the delaying effect of war restrictions on resi .. 
dential and commercial building will contribute to the violence of the 
postwar building boom. 

Cyclical Sequence of Events 

The theoretical sequence of events in the building cycle can be briefly 
described. Starting with the low point in activity, the first impulse to 
recovery arises from a stirring in the demand for space. This demand 
may reflect increasing family incomes or increasing commercial and in~ 
dustrial activity or both. It may also be conditioned by population pres~ 
sures accumulating through natural increase or created by cityward mi~ 
grations. When demand has pressed upon the existing supply sufficiently 

8 With a base period of 1920 to 1930, the residential index in the depression year 
of 1920 wae 37 (in 29 cities) compared tQ a nonresidential index of 75. In 1933, 
the relation was 7 to 22. Clarence D. Long, Jr., Building Cycles and the Theory 
of Investment (Princeton, N.J.: Princeton University Press, 1940), Appendix B, 
Sec. 3, pp. 228-229. · 

T Riggleman, op. cit., p. 8. 
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to influence real estate prices and rents, new construction will be stimu
lated. Potential users of space will be forced by the shortage to build 
directly for their own occupancy or will bid up the prices and rents for 
existing space to a point where new building for sale and investment will 
be attractively profitable. The heightened construction activity will 
spread its influence throughout the economy and, by increasing the na
tional income, will add a further stimulus to the demand for space. In 
an environment of rising costs and more rapidly rising prices, a building 
boom develops. · 

The building boQm typically carries beyond the point in time when the 
forces of demand begin to weaken. The lack of adequate market in
formation and the necessarily long period required for planning and con
struction contribute to this insensitivity. Thus, as a result of these and 
other market imperfections, the self-regulating mechanisms of the market 
fail to modulate building activity in proportion to diminished demand, 
and an oversupply of space develops. Ultimately this oversupply brings 
about a weakening in prices and rents, and construction activity slowly 
grinds to a stop, or more properly, to a low level of activity. The weak
ened demand and the surplus of space combine to create high vacancies, 
which, enforced by low rents, bring about financial distress and fore
closure for many properties. The unfavorable mortgage experience in
fluences lending policy, tends to freeze the mortgage market, and further 
inhibits construction activity. Because of the durability of the product, 

, the oversupply of space created by the building boom may hang over the 
' market for some time. Furthermore, the memory of the mortgage lenders 

is long, and the flow of investment funds into new construction is slow to 
resume. Thus recovery in the construction industry may follow by some 
time the revival in general business conditions. Other factors that con
tribute to this lag, in addition to the hangover of space and the timidity 
nf lenders, are the disorganization of the industry during slack times, the 
dissolution of contracting organizations and the time required to recon
stitute them, the movement of skilled workers out of the building industry 
into other lines of endeavor, and the failure, in hard times, to maintain 
the complement of skilled craftsmen at a reasonable level through ap
prentice training. All these factors impede the recovery of construction 

· activity even .when other factors are favorable. -

Cyclical Factors 
There are many factors that contribute to the cyclical swings of build

ing activity, and, though it is not possible to measure the differences in 
the influences that they exert, certain of these forces can be identified as 
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the most important. In the field of residential construction', changes in 
family income are said to play a central role. 8 Of course, family incomes, 
in turn, are greatly affected by the underlying business cycle and reflect 
the general economic health of the country; within local housing markets, 
the business conditions in the community determine income levels. 
Changes in family incomes influence construction activity in a variety of 
ways. Family formation, through marriages, is affected by income levels 

-and income prospects, since rising incomes encourage young people to 
establish their own households. Rising incomes also tend to attract new 
families to the community seeking to share in the prosperity. Another 
effect of improved family financial capacity is the undoubling of families 
that have been forced to share dwelling space because of low earnings 
or unemployment. Finally, and perhaps the most important of all, is the 
widespread tendency for rising incomes to be reflected in a desire· by 
families of all income classes to improve their housing status. As in
comes rise, expenditures of all types are increased, including housing, and 
there is a general upward push of families along the housing scale. This 
demand for better accommodations results in a strong demand for new 
dwellings at the levels where new construction is normally introduced 
into the market.9 Rent levels, which affect residential building activity 
in a number of ways, are influenced by family income changes. When 
incomes are falling, rents tend to weaken and the building of rental units 
becomes less attractive to investors. From the consumer's viewpoint, the 
level of rents affects the relative advantages of buying a new home and 
renting an existing dwelling; when rents are falling faster than construc
tion costs, a rented unit is a better buy than a new home. 

The influence of construction costs on the rate of building is difficult 
to evaluate. Theoretically, rising costs will tend to check construction, 
but, historically, costs have shown some tendency to move with rather 
than against building activity. In the case of extreme cost increases, 
however, the influence of this factor has been apparent, as in 1920 and 
1947. Furthermore, there is some evidence that a favorable cost situation 
is important at the point of upturn in the building cycle.10 High and 
rising costs wet:e found by Newman not to be a necessary condition to the 

s Colean, Miles L., op. cit., p. 195. 
9 Newcomb, Robinson, Housing Requirements-Appendix to Standards for Meas- · 

uring Housing Needs, Report of the Special Committee to Study Problems of · 
American Small Business, U.S. Senate, 79th Congress, Senate Committee Print, no. 8, 
79th Congress, 2nd Session (Washington, D.C.: Government Printing Office, 1946). 

1° Chawner, Lowell J., "The Residential Building Process," in Housing, the Con
tinuing Problem (Washington, D.C.: National Resources Planning Board, December, 
1940)' p. 21. 
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reversal of a building boom.11 In general, then, we may conclude that, 
though costs do have an effect on the building cycle, other factors, par· 
ticularly on the demand side, typically have sufficient weight to counter· 
balance cost influences. 

Another major factor in the building cycle, both residential and non· 
residential, is the geographical shifting of population. We are most 
familiar with the farm-city migrations that were responsible for the great 
increase in the population of urban areas during the first three decades of 
this century. , Even more closely at hand is the effect of migrations of 
large numbers of worke_rs to the centers of war industry. These migra
tory movements have resulted in dramatic increases in the demand for 
housing and for other types of construction. Thus increases in economic 
opportunity and in available jobs and the normal accompaniment of ris· 
ing family incomes are most importan~ factors in stimulating new con
struction. It may be added that population shifts within a community, 
even though the total population may not be increasing, will give rise to 
housing demand in new areas and will encourage building activity for a 
time until the effect of the vacancies in the housing that is being 
abandoned is felt throughout the entife market in weakening rents and 

· sales prices. 
The influences that have been de!!Cribed as leading to major building 

cycles are also the primary causes of minor fluctuations of 4 to 5 years in 
span. However, conditions in the money market have been found to 
have importance in the minor cyclical movements, though they seem to 
:&:>lay a comparatively unimportant role in the major movements.12 • The 
ease of borrowing in the long-term money market is probably more im
portant than the level of interest rates. 

Nonresidential construction responds to a somewhat different, though 
related, set of influences than account directly for fluctuations in resi
dential building. Industrial expansion is influenced by general business 
conditions and prospects. In times of prosperity, when the demand for 
manufactured products is heavy and orders are piling up, when credit is 
easy and the capital market favorable for new issues, plant expansion is 
encouraged and there is an increase in the erection of branch plants and 
in the number of new enterprises that require plant facilities. Increased 
industrial capacity means an increase in job opportunities, which gen
e~ally results in the immigration of additional workers to urban areas and 
an increase in the demand for housing. 

The expansion of commercial facilities is usually stimulated by favor-

u Newman, William H., The Building Industry and Business Cycles (Chicago: 
The University of Chicago Press, 1935), pp. 20-24. 

12 Newman, op. cit., p. 50. 
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able local business conditions, by the growth of population, a.nd by the 
extension of residential areas. AI! the general purchasing power of the 
community expands, additional retail, financial, and ~ervice facilities are 
required both in the central business district and in outlying subcenters. 
The outward push of residential construction also gives rise to the need 
for publio works in the form of streets and utility extensions. In the 

_past, the erection of public building& and the expansion of public-service· 
facilities such as waterworks or sewage·disposal plants have been made 
in times of prosperity when tax receipts were favorable and municipal 
borrowing easy. In recent years there has been much talk of using 
public works in times of depression to offset the decline in other types of 
building, but it remains to be seen whether 13uch a policy is practicable 
and will be generally adopted. 

Cycle History, 191.8 to 1946 

A recounting of the stages of the building cycle between the end of 
the First World War and the present time will serve to illustrate the 
theoretical discussion of cyclical phenomena and will give perspective to 
the present situation and future prospects, 

At the end of the First World War in November, 1918, the level of 
residential building was low because of wartime restrictions, but the 
general construction industry was busy with the building of war facilities. 
Immediately following the Armistice, there was a six months' period of 
uncertainty. In spite of a strong demand for all types of conetruction 
and rising rents, very little activity occurred. One reason was the time 
of the year, the winter off·season for building. Another contributing 
factor was uncertainty as to future movements of prices and Qosts and the 
feeling that building costs would decline from the wartime levels. Shortp 
ages of certain building materials and building labor existed, and building 
money was not readily available in all places. But by the early months 
of 1919 most of the obstacles to building :revival were overcome and all 
types of construction increased rapidly, 

Recovery in the construction industry during this period was closely 
tied to the general business boom; both were rising precipitously. How· 
ever, residential construction, after a brief spurt to a peak in June, 1919, 
was somewhat crowded out by the pressure for commercial and industrial 
facilities. So great was the backlog of ordera for manufactured goods 
that business firms pushed their building plane to fruition regardless of 
mounting construction costs. _ 

The end of the war had found the inventories of many building mate .. 
rials at a low point. Wartime output had been low and wartime con
struction had absorbed much of the available supply, The burgeonin~ 
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construction activity had run ahead of postwar production so that, by 
the end of 1920, severe material shortages had developed and were ac· 
companied by material prices at new high levels. The expanded need 
for building labor brought about labor shortages in many areas, which 
handicapped the advance of building activity. 

The building year ending in the spring of 1920 witnessed an extraor· 
dinary inflation in building·material prices. While the general level 
advanced 72 per cent, the wholesale price of lumber rose 125 per cent and 
paint and brick increased 3 and 3% times their prewar level. Union wage 
scales in the building trades advanced some 35 per cent. At the same 
time, rents were advancing, moderately during the first half of 1919 but 
more rapidly during the next 12 months to a year's increase of 18 per cent. 
Other inflationary factors were the extensive undoubling of the families 
of returned servicemen, a generally high level of wages and family in· 
comes, an increased rate of migration from farm to city, and a rise in 
the marriage rate from 9.7 per thousand population in 1918 to 12.0 per 
thousand in 1920. 

The postwar construction boom was not a year old when the first in· 
. timations of recession appeared in the form of a weakening of residential 
building activity. The. downturn in all types of construction contracts 
preceded the general collapse in commodity prices and business activity. 
Transportation difficulties in the form of a shortage of cars and a strike 
contributed to the confusion. The building industry lost more than half 
of its momentum in terms of contracts awarded; residential building lost 
67 per cent from its peak in July, 1919, to December, 1920; nonresidential 

. building declined 61 per cent from its peak in January, 1920, to February, 
1921. The recession did not go far in correcting the boom-born increase 
in building-mater~al prices. At the low point in early 1922, when the all
commodity wholesale price index was only 34 per cent above the prewar 
level, the level of building-material prices was still 72 per cent above 
prewar. Union wage scales suffered little decline during the period. AI· 
though there was some complaint that the rent control laws in some 
states were discouraging new rental building, it is probable that the 
major deterrents were the high level of building costs and the uncertainty 
as to the level at which prices would stabilize . 
. Early in 1921, the construction industry started the sustained upward 

movement that culminated in the high volume of the middle twenties. 
Building-material prices rallied from their temporary retreat to stabilize 
at a level of 90 to 100 per cent above the prewar level; this point was 
about double the relative position of the level of wholesale commodity 
prices. This discrepancy undoubtedly contributed to the overextension 
of home buyers encouraged by high appraisals and liberal credit, w~ich 
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characterized the building boom of the twenties. It led to an overbuilding 
of the luxury market and may have been responsible for the fact that 
residential building turned downward after 1925, well in advance of the 
general business collapse. 

The building boom of the twenties reached its peak in the years 1925 
and 1926. The former year was the top for residential construction, 

_when 937,000 dwelling units were produced, a level never before reached 
and not approached in subsequent years until1946. Nonresidential build
ing climbed to a peak in 1926 and 1927 and sustained its level with_little 
change through 1929. At the top, total construction· activity was double 
the 1920 level; expenditures in residential building were four times the 
1920 amount. By the end of 1929, residential construction had registered 
a 31 per cent recession from its level of the previous year. The total value 
of new contracts for all types of construction had fallen 16 per cent. But 
the impetus of general business activity pushed new commercial construc
tion 10 per cent an:d industrial building 18 per cent above the 1928 level,13 

Building-material prices and building costs were generally higher in 1929 
than in 1928, but there were already signs of a leveling off toward the 
decline, which was first registered in the early months of 1930.u 

After·1929, building activity fell off rapidly to an exceptionally low 
level, which at the bottom in 1933 was 75 per cent below the 1920 to 
1929 average in dollar volume (Table 38f. Public works were far better 
sustained, for the drop was limited to 36 per cent. The collapse of the 
building industry was accompanied by the other phenomena of a real 
estate depression. Vacancies. in all types of property began to climb; 
foreclosures increased to flood stage; rents and real estate prices declined 
sharply, and real estate transfers dried up. The mortgage market was 
frozen. 

Recovery from the stage of complete prostration in the building in
dustry accompanied the revival of general business. Some building ac
tivity was the product of the public-works program; from 1931 through 
1936, public construction ranged around one-half of all construction ex
penditures. By 1935, private building had begun to show signs of re
covery in an atmosphere of rising rents and prices and increased real 
estate activity. There were indications of a shortage of single-family 
dwellings in many localities, and commercial rents began to move up
ward. However, even in 1935, some 55 per cent of all construction con-
tracts were publicly financed.16 · 

By 1937, the recovery in the construction industry was measured by 
18 Survey of Current Business, January, 1930. 
14 The Real Estate Analyst, June 23, 1939, p. 144. 
15 Survey of Cutrent Business, March, 1936. 
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an increase in residential construction to the production of 334,000 dwell
ing units compared with a depression low of 93,000 in 1933. Total con
struction values measured by a Federal Reserve Index were more than 
double the low levels of the decade but still only one·half the 1929 level. 
The upward trend was momentarily reversed in 1938, mainly as a re
flection of the business recession in late 1937. The decline in all types 
of construction was only 3 per cent, primarily because of a falling off in 
factory building and commercial construction. Residential building ran 

· counter to the decline and continued to increase, in part in response to the 
Public Works Administration program and a decline in construction costs, 
but mainly because of strong underlying forces of demand and the grow· 
ing effectiveness of the Federal Housing Administration mortgage in· 
surance scheme. 

Concomitant with the outbreak of the war in Europe in 1939, there 
was a resumption in the upward trend in industrial and commercial 
building. Residential building also advanced, aided by the public hous
ing program and a stable cost level. The years 1940 and 1941 brought 
to bear the influence of a war economy on the construction industry. 

· In 1940 the expenditures for factory construction under the stimulus of 
government contract awards were up 68 per cent over 1939. Commercial 
building rose about 17 per ceqt and residential construction reached a 
level of 601,000 units in 1940 and a post.depression peak of 722,000 units 
in 1941. The rise in materials and labor costs was not an effective offset 
to the stimulus of rising incomes and pressing demand as workers moved 
mto the centers of war production. 

The entry of the t1nited States into the war brought drastic controls 
on construction. Restrictions imposed in November, 1941, limited build
ing to that which was essential to the war effort. As a result, residential 
construction was cut to activity that reflected only the needs of war 
workers and dropped substantially in 1942. The number of dwelling 
units produced was 494,000 in 1942, 352,000 in 1943, and 171,000 in 
1944. At the same time, nonresidential construction reached a high 
point in 1942 as a result of vast military expenditures. By 1943, the 
total of all construction expenditures was half the 1942 level, and, with 
the completion of the :tnajor war construction program and the shortages 
of critical materials, only the minimum necessary building was author
ized. The year 1944 saw a further decline in all types of building to a 
low point for the war period. In 1945 there was some relaxation of 
wartime controls and the record shows an increase of moderate amount 
in residential and nonresidential building; the number of dwelling units 
started rose to 226,000. The year of 1946 was the first year of the big 
push to overcome the drastic postwar housing shortage. The Wyatt 
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program of stimulation of construction and building-material production · 
resulted in nearly 800,000 dwelling units started, of which 663,000 were 
new, privately financed, permanent dwellings, a level comparable to the 
1941 residential activity. At the same time, there was a substhntial 
increase in commercial building. The demand far outran the supply of 
building materials, with the result that building costs skyrocketed and 

_the completion of projects was greatly retarded. Only 438,000 dwelling 
units of permanent types were actually oompleted during the year. With 
demand for all types of buildings far from satisfied, there was general . 
agreement that the greatest building boom in history was just getting 
under way. 

The early months of 1947 brought a retardation of building activity, 
which was a direct result of the rapid rise in construction costs following 
the removal of wartime price restrictions in November, 1946. Building~ 
material prices rose to 175 per cent of the prewar level, and house con~ 
struction costs had increased to an even greater extent. Building projects 
of all kinds were postponed in the hope of later readjustments in costs. 
For the first three months of 1947, the volume of residential accommo~ 
dations started was somewhat below the same period for 1946. As the 
year progressed, the rate of new building wa~ accelerated, so that 1947 
ended well ahead of 1946. The increase in completions over 1946 was 
proportionately greater than the increase in housing sta.rts; completions 
for 1947 numbered 835,000. 



CHAPTER 7 

THE BUILDING PROCESS 

This chapter deals with the processes of creating usable urban space. 
The general economic characteristics and significance of the construction 
industry have been presented in the previous chapter. We now turn to 
the mechanics of the industry, to a consideration of the functionaries 
who man the industry and to the several steps involved in the prepara
tion of the space-commodity which is traded in the urban land market . 

..• 
L~_DE!VELOPMENT 

'"· Land Subdividing in the Production Process 
Cities grow both eFensively and intensively. The greatest increase 

in urban facilities comes about through the outward thrust of the com
munity and the absorption of agricultural land. But within the com
munity, growth may occur by a process of replacement of existing struc
tures with buildings that provide greater utility. Thus, single-family 
houses may be succeeded by· apartments and retail store buildings by 
skyscrapers. At this point our concern is with the process of site pro
duction incident to extensive growth, reserving the subject of succession 
and replacement for later consideration. 

Site preparation, popularly referred to as "subdividing" or "platting," 
is the first step in the involved process of creating the utilities of improved 
urban real estate. Those persons who remember the land booms of the 
past are often inclined to associate subdividing with staked out, un
improved farm land, flaunting signboards and banners, and high-pressure 
selling tactics. But these manifestations are less characteristic of the 
present than of the past and tend to obscure the important functions of 
the producer of building sites. The emphasis upon marketing distracts 
attention from the prerequisite steps in the process, steps that are neces
sary to all production-planning, risk taking, financing, designing, assem
bly of raw materials, and physical conversion or processing. Subdividing' 
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is city building; this fact implies a social obligation on the land developer' 
to produce building sites that are properly integrated with the existing 
city structure and provide the maximum of utilities· and amenities.\ 
Once a few lots in any subdivision have been put to use, the entire' plot 
crystallizes, resists revision in plan, and is not readily subject to the 
correction of mistakes and deficiencies. 
- Building lots, which are the product of subdividing, are in the nature .' 
of semifinished producers' goods or partially processed raw materials l 
intended for combination with a structure to create the finished com
modity ready for use. The lots are typically produced in quantity, from 
ten or less to several hundted in one operation. In any one subdivision 
the lots may be substantially uniform in dimension, but there are wide 
variations in lot sizes and proportions among subdivisions. The lots may f 
be sold to users or speculators at various stages of processing, ranging) 
from raw land, which has simply been surveyed and staked out into f 
units of ownership, to fully improved land with all streets and utilities: 
installed and paid for. 

Not only are the products of land development varied in nature, but 
also the producers are diver~ified in organization, experience, skill and 
financial capacity. The land developer may be an amateur with raw 
land to unload. Some operations are carried out as a sideline by a group 
of investors organized in a syndicate. Such a group may contain persons 
who are engaged in some aspect of the real estate business and who 
manage the project. In other cases a syndicate manager is hired. The 
best type of land preparation is likely to come from large real estate 
development companies, which regularly engage in land development and 
often in building operations. Such organizations are experienced, able 
to provide the various professional services that are required, amply 
financed, and often have trained sales staffs. Particularly in the large~ 
urban areas, land development is being conducted with increasing fre-' 
quency as a part of an integrated large-scale construction operation, 
under a single plan by one concern, and carrying the house-building 
process from raw land to completed home. While this type of operation 
is growing in importance, it constitutes only a small proportion of the , 
total new subdivision activity. 

The speculative nature of past subdividing activity has created serious { 
social and economic problems. Our cities have been ringed with miles of 
prematurely developed land, much of it badly planned, inadequately , 
served with utilities, and irrationally integrated with the existing com- . 
munity. Some of the aspects of the land markets of the past are dis
cussed in a later chapter. In this chapter we are primarily concerned 
with the processes of land development. . There . is some hope that we 
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may escape the excesses of past land booms and that, in the future, our 
cities will extend themselves outward in a much more orderly and rational 
manner. In contrast to the last speculative subdividing boom, the major
ity of present land development is being done on a relatively sound basis 
by competent operators. Existing controls on subdividing are having a 
salutary effect. 

\./The Process of Land Development 
The logical first step in land development is an analysis of the market; 

In practice the interpretation of the market is often a perfunctory 
process, based on judgment and opinion rather than statistical evidence., 
The prime test is usually 'the current salability of building lots. This is 
not a dependable test at the beginning of a cycle, when demand bas 
been accumulating but is only beginning to be felt, or at the peak of 
activity, when the basic land needs have been satisfied but the influence 
of speculative buying may impart a deceptive momentum to the volume 
of transactions. 

Having decided that ~:~.ttractive profit possibilities exist in the land 
market, the subdivider proceeds to purchase raw land, usually in agri
cultural use, which i!! located most suitably to provide building sites for 
the segment of the market that be plans to serve. In selecting the land 
for platting he must consider the various subdivision-controls that may • 
limit the nature of the development; the size of the parcel relative to 
market requirements for finished lots; the proximity of existing utility 
:lines and the probable costs of utility installations; the convenience of 
the location to schools, shops, and community facilities; the character 
of surrounding development and its influence on the marketability of the 
lots; the competing offerings of lots in the market; the original price of 
the raw land; the total costs of improvements and marketing; the prob
able length of time required to dispose of the lots; and the price at 
which the lots can be sold, When the land-development and bouse
building functions are integrated and conducted by a single organization, 
the process of land selection is little different with respect to funda
mental considerations. However, the market factors to be given greatest 
weight are those which influence the price and salability of finished homes 
rather tha.n building sites. 

{...._,Land Pwnning. One of the first and most important steps in the 
\processing of raw land is planning the utilization of space. As in the 
design of a machine, the functional efficiency of the area is determined 
by the arrangement of the integral parts. As a projected division of 
the larger urban structure, the new unit, in plan and function, must be 
coordinate with the other elements that make up the community. f The 
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decisions of the developer with respect to the street pattern, lot sizes 
and shapes, proportioning of land among residential, commercial, and 
public uses will establish the quality of the building sitl!s produced and 
will affect land values both within the subdivision and in the neighboring 

I areas. 
Th_e plannin~ of new subdivisions is a highly important matter from 

both a social and a commercial vie oint. Poor planning can produce 
a orm o c1 y gro a ea to suburban slUins or extends and per
petuates the evils of congestion, &affic hazards, confusion, and ugliness. 

' Poor plannmg 1D the case of an individual subdivision may }llace it in 
an unfavorable competitive position and lead to finanmal disaster. If 
our cities are to keeppace with the changing needS of society, the' plan
ning of outlying areas must look ahead to better ways of life and not 
backward to archaic and inefficient land use arrangements. 

Intelligent, scientific land planning has not been characteristic of much 
of pa51! subdividing The gridiron pattern has predominated, and because 
lots were produced for sale rather than for use, little weight has been 
given the ultimate integration of the new area with the surrounding 
community. Since lots were purchased in large measure by speculators 
rather than by families desiring a home site, it w-as sufficient that devel
opers produce a salable article; there was no concern about the future 
of the subdivision and the unpleasant living conditions that poor plan
ning might_ bring_!lbout. Other outgrowths of shortsightedness and the 
urge for quick profit were the excessive land set aside for commercial 
use and the lack of adequate provision for recreational and public areas. 
A premium could be secured for lots reserved for shopping districts and 
business use, while playgrounds and parks were a dead loss to the pro
moters. Small lots, often with only 20 feet of frontage, and narrow 
streets were thought necessary to yield a maximwn profit, though it can 
be demonstrated that more enlightened planning involving longer blocks, 
wider streets, and more generous lot sizes can be equally profitable. 

The art of subdivision design has advanced rapidly since the prewar 
depression and in a lication has been widely extended. For this 
progress the Federal Housing Administra wn has been largely respon
sible through enforcing minimum standards by withholding approval of 
loall8 on houses in subdivisions not meeting requirements. In this policy, 
FHA has been imitated by many progressive mortgage-lending institu
tions. Technical aid has been given subdividers in platting new areas 
and in replanning existing developments. Encouragement of sound 
planning has also resulted from the growing enlightenment of lot buyers 
who buy for their own use or for building houses for sale. In either 
case, the buyen1 are increasingly recognizing that the amenities of the · 
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site have economic value and are to be preserved. Thus, though mar~ 
ability is now, as always, the prime objective of tlie de~eloper, he must 
design his product with a VIew to the long-term considerations that guide 

. tfie purchase of home Sites by user fiim1Iies or by operative buil&fs. 
Excessive altolment of land for commere1aT use is now relauvely in

frequent in subdivision practice. In many cities the area already reserved 
for such use far exc~eds the requirements for years to come and the 
promise of speculative increase is absent. In some cases, of course, pro
vision must be made for shopping districts to serve the householders in 
he neighborhood. Careful analysis will provide an estimate of the 

potential market, and the size of the commercial area should be appro-
nate to the need. · · • 

I 
Home buyers and lending institutions have become conscious of the 

desirability of parks, playgrounds, and school sites and of the influence 
of these facilities in creating and preserving the amenities of the neigh
borhood. To ensure salability developers generally provide these public 
areas to meet the requirements of buyers and the standards of lenders.1 

The design of industrial subdivisions presents a set of problems quite 
differ~tfrom those we have been discussing. Flat ground with railroad 
facilities is appropriate to this type of use, and the area is generally 
subdivided into large lots suitable for combining into tracts of various 
sizes . 

./Social Controls. There are several types of social controls which may: 
affect the land planning of a subdivision. 21oning regulations may con-

! trol the nature of the land uses, the minimum dimensions-- and area of 
the lots, the setback and side and rear yard lines. In most jurisdictions 
there are regulations governing street width, grades, angle of intersection, 
and other engineering features. Other laws may call for final approval 
of the plot by city, county, or state to assure proper integration with 
the existing road, street, and utility systems and to assure that all legal 
requirements have been met. Other laws regulate the public recording 
of plots in the interests of orderly marketing and sound titles and prohibit 
the sale of lots that have not been recorded according to the specifications 
of the statute. A fwther set of regulations is designed to prevent fraud 
and misrepresentation; these "blue sky" laws call for full disclosure in 
the sale of subdivision lands and are aimed at assuring that the seller 
can give clear title. Finally, to assure sound financing of land develop-

t ~r a more complete discussion of guiding principles for subdivision planning 
see: "Planning Neighborhoods for Small Houses," FHA, Technical Bulletin 5, 1936; 
"Planning Profitable Neighborhoods," FHA, Technical Bulletin 7; Land Subdivision, 
American Society of Civil Engineers, Manuals of Engineering Practice-no. 16, New 
York, 1939. 
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ment, some jurisdictions require that all improvements shall be installed r 
and paid for by the land developer before the lots can be sold.2 

"/Private Restrictions. In many cases, particularly when the land is 
not zoned, the developer may impose rigid restrictions on use and occu
pancy through the medium of restrictive covenants that become a part ! 
of the deed for each lot in the subdivision. The purpose of such cove- \ 
nants is to establish definitely the character of the development and to 
provide assurance to property owners that such character will be pre-' 
served. 

Deed restrictions generally specify the type of structure that may be' 
erected on each lot, indicate the building lines, impose limitations on 
resubdivision of lots, prohibit nuisances, restrict occupancy by certain· 
races, control outbuildings and temporary structures, establish a mini
mum size and construction cost for dwellings, and may require approval 
of the architectural design of buildings by a committee of property 
owners. The covenants run with the land and are binding upon subse
quent owners. It is common practice to provide for a date of termination 
of the restrictions or for some method whereby they may be amended 
or extended. Violations of the restrictions may be enjoined by court 
order, or the violator may be sued for damages. Under some circum
stances, violation may result in the reversion of title to the original 
grantor.• 

Restrictions are as important as land planning in determining the'· 
character of a subdivision, so that it is equally important that they be ' 
drawn in light of the character of the surrounding districts. Irrational ' 
restrictions may lead to development of nonconforming contiguous neigh
borhoods, an area with a high building-cost minimum side by side with 
a working-class district with a low minimum or none at all. This condi
tion is characteristic of Detroit, where no zoning ordinance was in effect 
until recent years. It has created island neighborhoods of high grade 
surrounded by low-rent districts. In some cases, the result is to choke 
off the development of the areas of high restrictions and to leave vacant 
subdivisions in the midst of built-up districts of working-ciass housing. 

'/Installation of Improvements. The physical changes that the developer 
makes in the raw acreage to prepare it for sale are generally termed 
"improvements." These changes are in the nature of installing acces
sories, which become physically and legally attached to the land. In 
some cases, the contour of the surface is altered by grading to facilitate 

2 For a further discussion of subdivision controls see Chap. 14. 
8 For a suggested set of restrictive covenants see Land Subdivision, American 

Society of Civil Engineers, p. 23. 
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utilizatiol\ of steep natural grades for 1ltreets and home sites or to fill 
in low spots that are not adequately drained, 

ovements ma inclu streets curbs and gutters; sidewalks; 
sanitary li!ewers; storm sewers; street lights; water mains; gas mains; 
electric lines; seeding and planting of parking strips; and development 
of playgrounds and parks. These improvements may be installed in 
:various combinations. In some cases only streets are cut through, 

aded, and graveled. At the other extreme, the full complement of 

tilities is installed by the developer. In past eras, when cities looked 
rward to rapid growth, it waa a relatively easy matter for the developer 
induce the municipality to install streets, curbs and gutters, sewers, 

water mains, and sidewalks and to bond itself for these purposes. The 
costs were assessed 11gainst the lots on a front-foot basis, to be paid off 
by the owne.J.'s over a period of years. Because of the failure of developers 
to dispose of the property and because of the vanishing hopes of specula
tive lot purchasers, these special assessments remained unpaid to a large 
extent, and there were widespread defaults of special·assessment bonds. 
This experience has induced a cautious policy on the part of cities, and 
officials now require a demonstration of need and an assurance of repay· 
ment before approving the extension of utilities. Some cities require 
that the basic utilities shall be installed ~tnd paid for before lots can be 
sold. In areas that are partially built up or promise rapid development, 
gas and electric 'Utilities generally extend their services to new cus· 

, tamers with,out charge, In wore open territory, the developer may be 
' required to post a guaranty 1 or the cost of extending lines may be 
charged directly against the consumer. . 

t 
Partial im rovement of subdivisions ay throw additional burdens 

upon home owner, whic he does not anticipate ai-f.he--time he 
purchases the ot an which the developer tries to minimize in the course 
of llis sales argument. Unsurfacea-streets are often satisfactory when 

l housesfi:re sel!Xrereaand traffic is light, but in time a permanent pave· 
ment may be required and the owners of abutting property will bear 
the cost. In areas not served by water and sewer mains, fairly satis
factory substitutes are available in the form of private wells and pumps 
to supply water and individual septic-tank and distribution systems to 
carry off wastes. The initial costs of these expedients are often as great 
as the cost of public installations, and the quality of service is inferior. 
Furthermore, as the area builds up, a point may be reached at which 
the density of population creates a danger of contaminating the water 
supply and necessitates ~ither a publiq sewer system or water connec· 
tions o:r both. The costs are levied against the property owners, and 
those with private systems must therefore pay for duplicate facilities. 
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Items such as curbs and gutters, storm sewers, and sidewalks are often 
omitted from among the original improvements b]lt must be eventually 
installed at the expense of the owners. It is apparent from the examples 
given that the initial price of the building site may not nearly represent · 
the ultimate land cost to the property owner. 

The cost of fully improving acreage for residential use :may run to 
several times the cost of the raw land, with the ratio depending on 
acreage prices and local costs for labor and materials. Even the cost 
of minimum improvements of street, sewer, and water are likely to be 
more than equal to the land cost per platted lot in low-priced areas. 
The high cost of utilities is in part responsible for the insanitary situa
tions that exist in working-class subdivisions.· It is also largely respon
sible for the small lots often platted, for the cost of utilities is assessed 
on a front-foot basis; thus the greater the frontage the higher the levy. 
It also reduces the desirability of corner lots, since they may be subject 
to assessment for utilities installed on both streets. In one illustrative 
case, it was estimated that to decrease lot widths from 40 to 30 feet 
would save 22 per cent of the total land and improvement costs per lot.4 

Improvement costs per lot are affected by other features of the land 
plan of the development, such as street widths, block lengths, and lot 
depths. Streets 40 feet in width instead of 50 feet would save $50 per 
lot in the illustrative case. By doubling the block length of 600 feet, 
thus reducing the number of cross streets, 8.5 per cent of the cost of 
land and improvements could be saved. If the end streets have no 
fronting lots, the saving in reducing lot depths from 125 feet to 100 feet 
would be 9.4 per cent.5 

Variations of the traditional gridiron scheme of planning have been 
developed that increase the living amenities of the building sites without 
increasing the cost per lot. One such scheme involves the use of a 
superblock with an interior park. Modern land planning has moved 
in the direction of longer blocks and curving streets following the con
tours of the land, thus effecting variety in lot size and shape and in the 
orientation of building sites. Through traffic is discouraged by dead-end 
streets and cui-de-sacs and traffic speeds are reduced by substituting 
curves for straight runs. 
V Financing. It has been the history of subdividing activity that many 
of the operations were unsoundly financed. Shoestring financing has 
often resulted in loss to the seller of the acreage, to the subdivider, and 
to the lot purchaser. Insufficient capital to carry projects to a successful 

4 Ibid., p. 33. 
1 Ibid., pp. 31 and 32. 
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utilizatiol\ of steep natural grades for streets and home sites or to fill 
in low spots that are not adequately drained. 

ovements ma inclu streets curbs and gutters; sidewalks; 
sanitary ~:~ewers; storm sewers; street lights; wa r mains; gas mains; 
electric lines; seeding and planting of parking strips; and development 
of playgrounds and parks. These improvements may be installed in 
various combinations. In some cases only streets are cut through, 

aded, and graveled. .M the other extreme, the full complement of 

tilities is installed. by the developer. .In past eras, when cities looked 
rward to rapid growth, it was a relatively easy matter for the developer 
induce the municipality to install streets, curbs and gutters, sewers, 

· water mains, and sidewaiks and to bond itself for these purposes. The 
costs were assessed ~gainst the lots on a front-foot basis, to be paid off 
by the owners over a period of years. Because of the failure of developers 
to dispose of the property and because of the vanishing hopes of specula
tive lot purchasers, these special assessments remained unpaid to a large 
extent, and there were widespread defaults of special-assessment bonds. 
This experience has induced a cautious policy on the part of cities, and 
officials now require a demonstration of need and an assurance of repay
ment before approving the extension of utilities. Some cities require 
that the basic utilities shall be installed and paid for before lots can be 
sold. In areas that are partially built up or promise rapid development, 
gas and electric utilities generally extend their services to new cus-

1 tamers without charge, In wore open territory, the developer may be 
'required to post a guaranty, or the cost of extending lines may be 
charged directly against the consumer. . 

l artial im rovement of subdivisions ay throw additional burdens 
upon home owner, whic he does not anticipate a_Lihe-time he 
purchases the ot an which the developer tries to minimize in the course 
of1lis sales argument. Unsurfacea-Streets are often satisfactory when 

I houses~and traffic is light, but in time a permanent pave
ment may be required and the owners of abutting property will bear 
the cost. In areas not served by water and sewer mains, fairly satis
factory substitutes are available in the form of private wells and pumps 
to supply water and individual septic-tank and distribution systems to 
carry ofi' wastes. The initial costs of these expedients are often as great 
as the cost of public installations, and the quality of service is inferior. 
Furthermore, as the area builds up, a point may be reached at which 
the density of population creates a danger of contaminating the water 
supply and necessitates either a publiq sewer system or water connec
tions o:r both. The costs are levied against the property owners, and 
those with private systems must therefore pay for duplicate facilities. 
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Items such as curbs and gutters, storm sewers, and sidewalks are often 
omitted from among the original improvements bp.t must be eventually 
installed at the expense of the owners. It is apparent from the examples 
given that the initial price of the building site may not nearly represent · 
the ultimate land cost to the property owner. 

The cost of fully improving acreage for residential tise may run to 
several times the cost of the raw land, with the ratio depending on 
acreage prices and local costs for labor and materials. Even the cost 
of minimum improvements of street, sewer, and water are likely to be 
more than equal to the land cost per platted lot in low-priced areas. 
The high cost of utilities is in part responsible for the insanitary situa
tions that exist in working-class subdivisions.· It is also largely respon
sible for the small lots often platted, for the cost of utilities is assessed 
on a front-foot basis; thus the greater the frontage the higher the levy. 
It also reduces the desirability of comer lots, since they may be subject 
to assessment for utilities installed on both streets. In one illustrative 
case, it was estimated that to decrease lot widths from 40 to 30 feet 
would save 22 per cent of the total land and improvement costs per lot! 

Improvement costs per lot are affected by other features of the land 
plan of the development, such as street widths, block lengths, and lot 
depths. Streets 40 feet in width instead of 50 feet would save $50 per 
lot in the illustrative case. By doubling the block length of 600 feet, 
thus reducing the number of cross streets, 8.5 per cent of the cost of 
land and improvements could be saved. If the end streets have no 
fronting lots, the saving in reducing lot depths from 125 feet to 100 feet 
would be 9.4 per cent.5 

Variations of the traditional gridiron scheme of planning have been 
developed that increase the living amenities of the building sites without 
increasing the cost per lot. One such scheme involves the use of a 
superblock with an interior park. Modern land planning has moved 
in the direction of longer blocks and curving streets following the con
tours of the land, thus effecting variety in lot size and shape and in the 
orientation of building sites. Through traffic is discouraged by dead-end 
streets and cui-de-sacs and traffic speeds are reduced by substituting 
curves for straight runs. 
v Financing. It has been the history of subdividing activity that many 
of the operations were unsoundly financed. Shoestring financing has 
often resulted in loss to the seller of the acreage, to the subdivider, and 
to the lot purchaser. Insufficient capital to carry projects to a successful. 

4 Ibid., p. 33. 
5 Ibid., pp. 31 and 32. 
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conclusion has resulted in the return of the raw land to its original owner 
partially improved and with a few lots sold off, a failure as a subdivision 
and spoiled for agricultural use. The subdivider without sound financing 
has often faced bankruptcy and loss of whatever capital he has invested 
in the project, and the lot buyers are often unable to secure clear title. 

Some of the devices employed in the financing of subdivision opera· 
tions will be outlined. One scheme is an agency arrangement between 
the developer and the owner of the acreage, whereby the developer 
installs the improvements and receives a commission from the sale of 
the lots sufficient to recover his investment in improvements and to pay 
for his services as sales agent. Under another plan, the subdivider takes 
an option on the land, expecting to make improvements and to secure 
enough return from the sale of lots to take up the option and pay for 
.the acreage, to cover his expenses, and to yield a profit. In case the 
proceeds from lot sales ~re not sufficient to pay for the raw land, the 
subdivider cannot convey title to the lots, and the purchasers have only 
a worthless claim against him. 

When the subdivider has sufficient funds to make a down payment 
on the acreage, he may secure title if the payment is substantial, with 
the seller taking back a purchase-money mortgage for the balance due. 
In case of small down payments, the seller will give a contract for deed, 
agreeing to convey title after the unpaid balance has been reduced by 
a series of payments to a point where he feels safe in taking back a 
mortgage on the property to secure the remainder. Sometimes full pay
ment must be completed before title is conveyed. In the case of the 
purchase-money mortgage, the mortgage collateral consists of all land 
not sold by the subdivider. Under this arrangement, as well as when 
the acreage is sold under land contract, when a lot is sold for cash, 
title for that lot is conveyed to the subdivider upon payment of a sum 
usually something in excess of the lot's share of the total indebtedness.e 
The subdivider is then in position to give clear title to the lot buyer. 
When the lot is sold on .contract for a small down payment with monthly 
payments on the balance spread over a number of years, there is poten· 
tial danger in the possibility that the developer will divert the payments 
to other purposes, so that when the final payment has been made by 
the lot buyer, the seller will be unable to produce sufficient cash to 
release the lot and convey title. 

When the owner of the acreage finances the sale by taking back a 

a A variation of this plan, known as a "subdivision trust," has been widely used in 
California. It involves the services of a hank or trust company as trustee, holding 
legal title, and collecting and disbursing all moneys in accordance with the trust 
agreement. 
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mortgage or selling under land contract, the unpaid balance may be 
handled by serial payments in cash or in the form of discounted mort.o: 
gages or land contracts given by lot purchasers. Capital for the, pur
chase and improvement of raw acreage can rarely be secured from the 
established financial institutions such as banks, life insurance com
panies, or building and loan associations because of the speculative 
-nature of the investment. Short-term borrowing for the extension of 
well-established developments is sometimes possible on the pledge of 
unsold land or of contracts and mortgages given by lot purchasers. 

In the past it has been customary to finance subdivisions through 
bond issues secured by a mortgage on the property. Such bonds are 
the obligations of a corporation formed to take title to the property 
and are generally marketed through some local mortgage company. The 
officers of the corporation often endorse the mortgage as individuals in 
order to make the securities more acceptable. Bonds secured by a 
development that has demonstrated its soundness by the ready sale of 
lots can be more readily disposed of than when the security is a new, 
untried subdivision. In the case of an established area, the contracts 
of lot purchasers can be used as supplementary collateral. 

Funds for the extension of subdivisions or for the opening of new 
developments by the same promoters may be secured by the sale of 
contracts of mortgages given by lot purchasers. In the past, paper ~f 
this kind was sold at heavy discounts up to 25 or 30 per cent to indi
viduals or to companies established to purchase such paper. This scheme 
has fallen into disrepute following the almost universal failure of these 
companies during the depression. 

The syndicate device ·has been frequently employed in land-develop
ment schemes. Funds for land purchase and improvement are secured 
from the contributions of the syndicate members and profits are divided 
in proportion to the contribution. The syndicate manager receives a 
fee or commission for his services. This device has some advantages 
over the corporate form of organization in its simplicity, flexibility, and 
in the lesser degree of governmental control. · 

Other financing schemes occasionally used involve stock issues, the 
sale of notes to the public sometimes linked with a profit-sharing arrange
ment, or the sale of unimproved lots with a common stock bonus or 
with a repurchase agreement. In general, it may be said with respect 
to subdivision financing that the speculative character of the projects 
has forced a resort to schemes of financing that provide the investor 
with opportunities for sharing in the large profits anticipated by the 
promoters. In the present nonspeculative market, institutional or public ' 
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participation in subdivision financing is rare, and new developments are, 
for the most part, conservatively financed out of private funds. 

v Commercial and Apartment Sites. We have been discussing the proc
essing of raw land in preparation for its use for building purposes-the 
transition from productive agricultural use to potential productivity as 
a producer's good to be combined with a building for urban use. By far 
the greatest proportion of new lots are designed and destined for resi
dential occupancy. Small portions are set aside for commercial use and 
for multifamily dwellings. A majority of the store buildings in outlying 
areas are erected on vacant land, and many apartment buildings, par
ticularly of the modern garden type, are built upon open sites. But 
within the built-up regions of the city, the development of building sites 
for store buildings and multifamily structures involves an entirely dif
ferent procedure, which is external to the site and produces no physical 
change in the land itself. 

Locations for many stores and apartments are secured by demolishing 
an existing structure in preparation for the new use. This sequence 
or succession of uses is a phenomenon of city growth and of functional 
changes that bring about internal structural shifts. Thus building sites 
for the new uses are not prepared by the active agency of man, but by 
a ripening process in the environment, which, in time, creates a situation 
appropriate for a change in the utilization of the location. This topic 
will be more fully considered in a later chapter dealing with city growth 
:and structure. 
J Conclusions on Land Development. From neither a social nor a 

commercial viewpoint can the system of land preparation be deemed 
satisfactory. The profits of the land developer are uncertain and pre
carious. The tradition of large speculative profits is a chimera that 
draws in many amateurs, but the record of experience would indicate 
that losses far exceed entrepreneurial gains. A primary risk is the 
uncertainty of the holding period. The fixed costs of the ownership of 
an improved subdivision are relatively high; and unless the building 
lots are sold off promptly, the accumulation of taxes and interest costs 
will reduce and finally wipe out the profit margin. 

The historical irregularity of subdividing activity is testimony to the 
nature of the process. The enterprisers are a mixture of nonprofessionals 
and experienced land developers. The typical motivation is the hope 
of large profits, with a sense of social responsibility for sound community 
development often absent. The planning unit is small, a fact that 
ensures a disparate and heterogeneous nature of peripheral development. 
The process is only loosely integrated with the remaining steps in the 
total construction sequence, with the result that there are costly time 
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lags and inconsistencies in design of land pattern and structl.U'es. The 
small-scale, poorly financed, and amateurish land-development enter .. 
prises that prevail cannot hope to produce a high-quality product, at
tuned to the market needs and consonant with the basic ecol()gical 
pattern of the community. Social controls over subdividing are very 
helpful where they are comprehensive and adequately enforced; but 

-controls are weakest in the urban penumbra, beyond the city limits, 
where new growth is occurring. At best, subdivision controls are restric
tive rather than positive. 

What hope can be found in this picture lies in the incentives and aids 
to good planning that are offered by lending institutions and the FHA. 
Another bright spot is the spread of large-scale building operations, 
where sound land planning and integrated land development have proved 
to be good business. 

PRonucnoN OF STRUCTURES ~ 

Nature of the 0 onstruction Operation 
We have treated of the preparation of land for introduction into the 

final process of production, and we are now ready to tum our attention 
to the structural element, its nature, and its fabrication. In point of 
time, the building operation is secondary, for it must wait upon the 
preparation of the site. In importance, however, it is equal, for land 
lies sterile without the buildings that translate area and location into 
valuable attributes. 

In discussing building production, our focus will be upon the organi
zational aspects of the final fabrication. We shall be interested in the 
agencies involved in the final manufacturing stage, and in their relation
ships. We shall be looking at the process of bringing urban land into 
use by building upon it, and at those characteristics of this operation 
which affect the costs of production. 

The construction of a building is a complicated procedure of assembling 
raw materials and semiprocessed parts to produce a semipermanent, 
rigid, immobile article, difficult to dissemble or to alter. It is a manu
facturing process involving all the usual elements and requiring the per
formance of the customary functions. Capital is required, both capital 
invested in plant and equipment and working capital to finance produc
tion. There must be management to plan, to coordinate the several 
functionaries, and to organize the procedure of fabrication. The product 
must be designed in exact detail. Raw materials and semiprocessed in
gredients must be purchased and stored; labor must be hired. But this ' 
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parallel cannot be carried too far, for there soon appear a number of 
differences between the typical industrial operation and the process of 
erecting a building. For example, in building, fabrication typically takes 
place at the site where the building is to remain and to be used. Thus 
the multitudinous operations, materials, and skills must be brought to the 
product rather than the product passing from step to step within a factory 
building. The product rather than the processes is fixed in space. 

Another difference lies in the lack of product standardization that char
acterizes construction in contrast to the typical industry. With some 
exceptions, each building is unique in design and must be custom-built; 
rather than having been. designed by the producing organization, the 
structure is often built under contract in accordance with plans and 
specifications created by a separate agency. The subcontracting of many 
of_ the essential operations is· customary, though this feature is not un
common in other industries. The builder typically has no permanent 
labor force, or only a small nucleus of workers; additional men are hired 
when needed on a particular job. The capital investment in equipment 
is smali and what there is of machinery must be shifted from job to job. 
The workers generally provide their own tools. Raw materials and parts 
are rarely purchased in advance of need, are bought only in quantities 
required for the work in process, and are stored temporarily on the- site 
of the building operation. 

The predominant type of building organization is small, often a one
~man outfit, with little capital, limited technical skill, and no inclination, 
time, or money to conduct research in methods and materials. The wide
spread use of the contract system means a precarious existence for many 
of the small, underfi.nanced builders; it divides up the available work so 
that the individual volume of production is low; it creates a disinclination 
to employ, untried and unfamiliar methods and materials because of the 
difficulty of estimating costs. 

All types of construction are not properly lumped into one category. 
We shall find that most of the general characteristics of the production 
operation that have already been outlined will apply most accurately to 
house building; and that for other types of construction, involving large 
buildings and.public works, the process more nearly approaches the usual 
industrial operation. The contracting companies are larger, more efficient, 
better financed, and modern in organization and methods. 

The Design Function 
An examination of the several organizations and functionaries who 

participate in the erection of buildi~gs will also serve to describe the 
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sequence of operations involved in the process and to point to some of 
the disabilities of the industry. 

The first step in any manufacturing process is the designing of the 
product and the specifying of the materials of which it is to be con
structed. The architect performs these functions in the building_ field. 
In his true capaCity;-he is the-master builder; he must be-skilled in the 

-art of building in all its phases.--~-- -~--- - · -
Under the-contract system of construction, the architect is hired by the 

owner and serves him with professional advice. The first task is to 
study the requirements of the owner or the ultimate user of the structure 
and to understand fully the functions that the building is to perform. 
In the design of a manufacturing plant this requirement may call for a 
thorough knowledge of particular industrial operations. Design involves 
space planning, engineering design, and aesthetics. Space planning in
cludes site planning-the disposition of the structure on the lana-and 
interior planning-the distribution of the space within the building; 
engineering design relates to the structural features of the building, the 
floor and wall construction, roof framing, stairways, footings, and other 
features that determine the structural strength of the building. F.rom an 
aesthetic standpoint, the architect endeavors to impart a pleasing appear
ance to the structure through the arrangement of masses and propor
tions and the selection of materials and architectural details. 

The second major function of the architect is to prepare detailed 
specifications of the materials of construction. He usually does not de
termine the exact quantities to be used, but he designates the quality and 
grade of each material and each item of equipment and frequently speci
fies the exact brand or model number. A final function that the archi
tect stands ready to perform for an additional fee is the supervision of 
construction in behalf of the owner. In this capacity his primary duty 
is to protect the owner from faulty workmanship, substitution of in
ferior materials, and deviations from the architect's plans. 

In planning and in the selection of materials, the architect faces the 
difficult task of reconciling the objectives of beauty and efficiency with the 
requirement of economy. Architectural attractiveness is highly desirable; 
efficiency in terms of maximum utility, durability, and low upkeep are 
sought; and, other things being equal, the lower the cost of construction, 
the more economically sound the investment. 

The services of a professional architect are not directly employed in a 
predominant proportion of the building operations. In the erection of 
large structures, apartment houses, office buildings, and public works, an 
architect is customarily retained. But in house building, which accounts 
for so large a shar,e of construction, the architect has not been active. 
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It is doubtful that an architect's services are directly employed on more 
than 20 to 25 per cent of all dwellings built. It is true that the basic 
architectural functions must be performed by someone-design, specifica
tion of materials, and supervision. But many owners secure stock house 
plans with outline specifications from plan books, often prepared by 
architects for distribution by lumber companies and material dealers. 
The contractor improvises in the selection of materials as he proceeds in 
construction, and the owner, ignorant of the technicalities of building, 
is at his mercy in matters of quality. Speculative builders secure plans 
from similar sources and sometimes retain an architect to design salable 
houses. With a few tested plans on hand, the speculative builder pro
ceeds to repeat the houses as long as they will sell, from time to time 
introducing variations in materials or details in accordance with his 
own artistic tastes. A few large house-building organizations include a 
permanent architectural staff to design houses to be built for sale and to 
work out alterations in standard plans to suit customers who buy from 
plans or model houses; custom-built designs may be prepared for the 
more individualistic prospects. 

Until recent years, architects have made little contribution to progress 
in the field of house design and construction. On the contrary, their work 
in commercial and industrial construction has been in tune with the times. 
The skyscraper represents a modern form that reflects the functional re
quirements of commerce. The design of industrial buildings has evolved 
!with the refinements of the machine age, but in residential architecture 
there has been a great reluctance to break with the past and a too fond 
clinging to the classical fa~ades of dead eras. In part, this static view 
was a reflection of an architectural training that was preoccupied with 
aesthetics and classics, which stressed art at the expense of engineering, 
which was more concerned with appearance than with cost and efficiency. 
Furthermore, small-house 'architecture did not command the attention of 
the able and open-minded members of the profession, for there were 
higher fees and a greater challenge to be had in designing large buildings. 

The depression of the thirties, tragic and costly in most of its manifes
tations, happily eventuated in a deepening interest in house design, en
forced by the vanished opportunities in the nonresidential field. Func
tionalism, which gives primacy to space planning, is gradually displacing 
classicism, which works from the fa~ade inward. There is llo heighten
ing interest in new forms, new materials, and new methods. We maY' 
now hope that the dead hand of the past i~:~ loosening its grip and that 
there may arise a contemporary house architecture that will truly re
flect modern materials, modern methods, and the modern way of life. 

With the spread of prefabrication and factory-built homes, the archi-
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teet is beginning to function as an industrial designer. Some of the most 
progressive architects have given a great deal of attention to both the 
engineering and the design aspects of prefabrication, and no prefabricator 
is without architectural services. The growing recognition on the part 
of mortgage lenders, led by the FHA, of the importance of good design 
as a factor of mortgage risk, is having a salutary effect on residential 
1U'chitecture. Builders are finding that badly planned houses are not 
acceptable to lenders or are penalized for their deficiencies in design. 

'J'he Building Process _ 
" The manufacturer in the building operation is the general contractor 

or builder. He undertakes a contractual relationship with the owner in 
which he agrees to produce the structure in accordance with the plans 
and specifications drawn up by the architect. The builder deals with 
subcontractors, hires labor, buys materials and equipment, arranges tem
porary financing during construction, and acts as production mana er in 
organizing, timing, and integrating the wor o t e many individuals, 
groups, and agencies who have a part in the operation. 
:_competitive Bidding_. To secure the order for the job, the contractor 
generally must bid against other contractors. It is customary for the 
owner, in consultation with his architect, to select a number of builders 
who have demonstrated their dependability and who have done work of 
acceptable quality on structures of a nature similar to the one which is 
planned. The selected contractors are provided with plans and specifica
tions and invited to submit bids. 

The estimating of costs as a basis for bids is a difficult and wasteful 
process, particularly in the case of large structures. The builder can de
pend only in part upon his past experience with respect to costs of the 
several operations.' Each structure has unique features, which may 
unpredictably affect costs. There are numerous contingencies that may 
arise to increase expenses. Unfavorable weather at certain times during 
construction may delay the work or require outlays for beating or for 
pumping water from the excavation. Labor trouble is costly, and an 
unexpected rise in wage rates or costs of materials may be disastrous if 
occurring after the contract has been signed. Unexpected and costly 
difficulty may arise from soil conditions not apparent until excavation is 
commenced. The multiplication of bids is wasteful. Each contractor or 
subcontractor who receives plans and specifications must painstakingly 
estimate the amounts of all materials required and price each separate 
item. The estimating of quantities is a time-consuming process, and, 

'The failure of most builders to keep accurate cost records pf work done standa•in 
the way of accurate estimating. 
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since all bidders will presumably ar!'ive at the same quantity estimates 
on the basis of the Bi"me plans, it repre~~tsa costly duplication of effort. 
~The Engbsh scheme of including estimates of quantities with the plans 
that are submitted for bids is more logical and more economical. 

Few general contractors perform all the building operations with their 
own crews. It is customary to sublet the work covering such special 
processes as lumbing, wiring, sheet-metal work, tile setting, and others. 
The number of subcontracts vanes cons1 erably; the larger orgamzations 
may perform a large share of the work with their own crews, while the 
smaller outfits are likely to retain only the carpentry and concrete work. 
In the process of making his estimate for the total bid price, it is neces
sary for the builder to secure bids from subcontractors covering the 
functions that are to be let out. For each type of work, several bids 
may be requested. With several general contractors preparing estimates, 
the number of subcontractors is multiplied, though there will be some 
duplication. 

It is a general experience that bids from different builders on the same 
set of plans and specifications will vary widely, sometimes as much as 25 
to 30 per cent. This variation reflects the difficulty of estimating costs, 
the confidence of the bidder in his own estimates, and his anxiety to 
secure the contract. For large 'structures the discrepancy among bids is 
likely to be greater than for small houses, for all the difficulties and un
certainties of estimating are accentuated. When a contractor is anxious 

l to get work, when his business is slack, at off-season periods or during 
lean years when he is anxious to keep his organization together, he is 
likely to bid more closely to his estimate of basic costs, and to reduce 
his profit margin and his allowance for contingencies. 

The competitive bidding device is most frequently but not always used 
in the letting of contracts for construction. In case the owner has suf
ficient confidence in the efficiency and integrity of the builder, he may 
undertake a cost-plus arrangement, wherein he contracts to meet all costs 
for labor and materials and in addition to pay a fee to the builder for his 
services. This fee may be determined as a percentage of labor and 
material costs, or it may be a fixed amount. The fee varies but in many 
communities it is in the vicinity of 10 per cent, or about the same per
centage as builders incl~de in competitive bids to cover their services. 

Functiom of the General Contractor. Once the contract for construc
tion is let, the successful bidder stands responsible to the owner and his 
representative, the architect, for the erection of the structure in ac
cordance with the plans and specifications that are a part of the contract, 
and at the bid price accepted. In some cases, a time limit for the opera
tion is set, with a money penalty for each day after the agreed date before 
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the building is ready for the ovmer's use. This provision is unusual in 
the case of dwellings, but often appears in contracts for business buildings 
and for apartment houses where it is important to be ready for the :J;ent
ing season. Another common provision in construction contracts covers 
the payment for changes in the original plans or specifications that are 
made at the instance of the owner and that change the cost. 
_ In performing his function as production manager the contractor must 
organize and schedule the various operations. Some of the operations will 
be performed under his direct supervision by his own employees. Much 
of the work, however, will be done by subcontractors and their crews. 
The following subcontractors may participate in the construction of a 
single-family house; additional types will be found to function on large 
structures: 8 · 

Exc~ating_ 
Concreting 

~ 

Masonry 
Carpentering 
Plumbing _.;;
Heating _ 
Electrical , 
Plastering _ 

Sheet metal ,.. 
Tile setting ., 
Painting 
Paper hanging ., 
Floor finishing ., 
Linoleum ., 
Landscaping / 

In house construction it is customary for the general contractor to de 
the concreting and carpentering with his own men. He may also assumE 
responsibility for excavating, masonry, plastering, painting, or floor finish· 
ing. Only the larger organizations go beyond these functions. 

From a legal viewpoint, the subcontractors stand in a contractual re· 
lationship with the general contractor and have no obligation directly 
to the owner. In the building operation they act as foremen over theb 
own crews of craftsmen. The subcontractors are generally individuals 
starting as craftsmen, with sufficient initiative and courage to rise irorr 
the ranks and to undertake the risks of competitive bidding: They neec 
little or no equipment, virtually no capital, and may have no head· 
quarters save their own homes. In some cases, such as in plumbing 
heating, or electrical work, the subcontractor may operate as a materia: 
or equipment dealer. In general, subcontracts include the provision o: 
materials and equipment, but at times the contract covers only labor. 

Before starting a building job, the general contractor must arrange fo1 
workmen's liability insurance, secure a building permit, apply for th• 

8 Temporary N a tiona! Economic Committee Hearings, Part 11, Construction In 
dustry (Washington, D.C.: U.S. Government Printing Office, 1940), Exhibit 870. 
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J11stallation o!-various-Htilities,-a~orary water and elec.tric 
· service during the cons_tructi.OJLP~rioq~J:Ld._m_ake final arrangements with 

the subco~e must arrange for payments totheSubcontractors 
_!nd m~st providethem with worlgn_i<lr~n~s~s~guTcle their 
operations. He must schedule the work ·t>f the various subcontractors 

· and notify them in advance of the time when their work is to begin. He 
must check all work to see that it meets specifications. He must assure 
that all subcontractors have the necessary permits and must provide them 
with storage room for their materials and equipment. 

Characteristics of Builders. For the most part, general contractors who 
• spemahze in house building are small operators, many of them former 

carpenter foremen who have accumulated the small capital required to 
enter the business. The ease with which this entry is effected is demon· 
strated by the inc(ease in the number of contractors that accompanies 
every spurt in building activity. In hard times these men are satisfied to 
work at their trade in the crew of some more substantial concern, but 
with an increase in the number of building jobs they are likely to venture 
forth on their own in the hope of sharing in the promised profits. Con· 
sidering the background and origins of the typical house contractor, it 
is easy to understand the frequency with which lack of technical skill 
characterizes his work. In large cities where the more progressive 
builders do a substantial volume of work, it is more common to find en
gineering ability and a wider use of modern methods and materials. 

1 In 1938, it was reported that there were about 22,000 general building 
contractors, 8,000 general contractors engaged in other construction work, 
and 67,000 special trade or subcontractors. In addition, there were 
8,000 unclassified contractors. These concerns employed a total of 
826,000 workers. The predominance of small organizations is indicated 
by the fact that 22 per cent of the concerns had only one employee, 18 per 
cent had only 2 employees, and 13 per cent had only 3 employees. Of all 
the concerns, 70 per cent employed 5 persons or less.9 

~ indication of the small capital requirements of the contracting 
business is afforded by data on the average inventory value of equipment 
per employee in the contract construction industry. In the house-build· 

· ing industry, operative or speculative builders owned equipment valued at 
$68 per employee on the average, while for general contractors specializ· 
ing in residential work the figure was $175. Contractors doing work 
in all building fields owned equipment of $229 value per employee. In 
the· field of heavy construction, the situation is quite different. The 
value of equipment per employee for concerns engaged in dredging, river, 
and harbor work was $2,655, in levee work, $3,263, in sewer, gas, and 

o Ibid., p. 5504. 
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water conduit construction, $807. For highway contractors, the figure 
was in the neighborhood of $1,000.10 

The construction industry is essentially local, particularly that :part 
of it which engages in house building. Few of the small concerns operate 
beyond commuting distance to their home city. The contractors who 
undertake commercial and industrial building may extend their fields of 
uperation to cover the home state or even a wider region. A relatively 
few large construction-engineering organizations have national scope. 
In 1935, among building contractors, 66 per cent of the work in terms 
of value was reported to have been performed in the home city, while 21 
per cent was done in the home state outside of the home city. In the 
field of heavy construction 36 per cent of the work was performed in the 
home city, 29 per cent outside but in the home state, and 35 per cent 
outside of the state. Among the subcontractors, the home city accounted 
for 90 per cent of the work of carpenters and painters and between 80 
and 90 per cent for roofing, sheet metal, heating, plumbing, masonry, and 
plastering.11 

Table 41 illustrates the small scale of operations that characterizes 
the house-building business. It will be noted that 63.8 per cent of all 
builders constructed only one house in 1938 and that the activity of this 
group accounted for 18.9 per cent of all construction. Builders of 10 
houses or less constituted 93.9 per cent of the total and produced 51 per 
cent of the homes. A survey made in 1947 revealed some increase in the 
proportion contributed by the larger operators; builders of 10 or more 
houses accounted for three-fourths of all house construction.12 The 
large-volume builders are found mainly in the big cities. . It was re
ported that among the 28 cities having populations of 100,000 or more 
and covered in the Bureau of Labor Statistics survey on which the table 
is based, 4 cities did not have a builder who produced 10 or more houses 
per year and 13 were without a builder who constructed as many as 
25 houses. 

Colean concludes that, in the prewar period, there were some 70,000 to 
80,000 urban builders in the nation who produced one or more homes dur:. 
ing a year. There is evidence that the more efficient building organiza
tions tend to operate in the middle-price range, in prewar terms-$3,000 
to $8,000. He reports that in the 37 largest apartment-producing cities 
in 1939, the average number of projects per builder was 2 and the number 
of dwelling units per builder was 48.18 

10 Ibid., p. 5505. 
11 lbid., p. 5506. 
12 Architectural Forum, November, 1947. 
13 Co lean, Miles L., American Housing (New York: The Twentieth Century Fund, 

Inc., 1944), p. 77. 
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TA11LE 41. CuMULATIVE PERCENTAGE DisTRIBUTION OF BUILDERS AND HousEs IN 

72 Crrn:s, 1938, BY SizE OF BUILDER AND BY 1930 PoPULATION oF CITY • 

Builders 

Bile of ciQ' 
Num- 150- 200or l 2-4 5-9 1~14 15-24 25-49 50-99 1110-149 berof 

house houses houses houses houses houaeo houses houses 
199 more 

citi ... houses houses 

- ---- __:__ --------------
Total .•••••••••••••.. 72 63.8 86.1 93.9 96.7 98.3 99.3 99.8 99.9 100.0 100.0: 

SOO.OOO or more f ...•.. 13 62.3 83.0 91.6 95.2 97.4 98.9 99.6 99.9 299.9 100.0 
100.000-600,000 .•••••. 15 64.3 89.8 97.1 98.8 99.6 99.9 100.0 
50.~100,000 ••••••.. 11 65.3 91.2 98.1 99.1 99.5 99.9 100.0 
25.~.000 •.••••••. 9 74.1 93.6 98.3 99.2 100.0 
10.~25.000 ..••••... 11 72.8 95.2 98.1 98.8 99.3 100.0 
5.~10,000 ...••••... 11 70.2 90.3 96.9 99.4 100.0 
1.~.000 ••• : ....... 2 65.4 92.5 100.0 

Houses 

Total ................ 72 18.9 36.1 51.0 60.4 69.3 79.5 88.8 94.5 96.8 100.0 

SOO,OOO or more f ...... 13 14.8 27.9 41.4 51.3 61.0 73.1 85.0 92.6 95.7 100.0 
100,000-600,000 ..•••.. 15 28.4 57.7 78.0 86.6 93.8 98.4 100.0 
50.~100,000 ..•.•... 11 29.7 60.7 80.3 85.5 89.5 96.7 100.0 
25.~.000 •...•.... 9 41.1 68.0 85.6 91.5 100.0 
10.~25.000 ..•.•.•.. 11 39.7 70.3 80.7 84.8 89.5 100.0 
5,~10,000 ..•••••... 11 34.4 59.8 79.9 94.2 100.0 
1.~.000 ........... 2 36.1 77.3 100.0 

• BuilMta of On./"rnilll H"""' i" 71 Caia, Bureau of Labor Statisti..., U.S. Depactment of Labor, Serial no. R1151 
(Washington, D.C.: U.S. Government Printing Office, 1940), p. 4, Table 5. 

t Washington, D.C~ included in this group. 
t Less than J.i o of 1 per cent added. 
NOD: The data include only houses built within ciQ' 6mits and thus may understate wlume in some CBSI!II. Many of the 

builders of onJ,y one house per ;rear are owner-builders or subcontractors operating only occasionally aa genenl eontractora. 

Contracting organizations in the building industry are typically weak 
financially, with little working capital and primary dependence on bank 
loans and book credit from materials dealers. Subcontractors carry the 
major share of the investment in capital equipment, particularly in the 
house-building industry, and supply a substantial proportion of total 
working-capital requirements. The rate of turnover in building organiza
tions and the low rate of profits over the long run reflect the weaknesses 
of the industry in resources and organization.14 

We have already referred to various types of general contractors, but 
it may be well to summarize the characteristics of the outstanding clas-

14 Ibid., pp. 83-84. 
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sifications. There are wide variations in the size of concern in terms of 
volume of business. Some concerns specialize in one type of construction, 
while others engage in a number of types of work. No classification 
can be exact, but certain general categories may be found helpful. In 
the field of building are found the nonspecialized concerns, the con
tractors concentrating in commercial, industrial, or residential buildings, 
and the operative or speculative house builder. The first type, the non
specialized contractor, is essentially a local concern, having a fairly 
large and well-equipped organization and operating primarily in the 
region of the home city though sometimes in other cities of the state 
or in near-by states. He prefers to bid on large structures--office build
ings, hotels, a artments, 1actories, and large dwelhngs-but wh his 
type of business falls off, he may en er e sma - ouse field. Among 
the-specialized contractors, there lS the national organization that under
takes the construction of large commercial and public buildings. Some 
local contractors prefer to do only these types of building, but only in the 
largest cities is there a sUfficient volume of business to permit such local 
specializati~ A few organizations do only industrial structures;I>er
forming both the design and the construction functions. In general 
they operate on a national or regional basis. 

Residential Builders. The greatest share of residential building is done 
by small concerns, which rarely undertake any other type of work except 
occasional small commercial buildings. It is quite common for these 
builders to engage in both contract and speculative or operative building. 
Building on order may come about through competitive bidding on plans 
and specifications presented by the owner, but in some cases, particularly 
among the large firms in metropolitan areas, the buyer may order from 
stock plans offered by the builder or from show houses erected by the 
builder as samples of his work. Some builders offer architectural services 
and will design and build dwellings on a custom basis. 

Among the contract house builders there are those who do only a little 
speculative building or none at all. At the other extreme, there are 
concerns that are primarily speculative or operative builders and who 
do little or no work on contracts secured through competitive bidding. 
In the large cities will be found a number of large-scale operative builders 
whose annual volume may run to several hundred houses. It is customary 
for these organizations to purchase large tracts of land for development, 
in some cases in existing subdivisions and in other cases raw land, which 
they plat and prepare for use. Through good management, technical 
skill, and large-scale operation many economies are effected that permit 
the sale of the product at attractive prices. Savings are made by the 
wholesale purchase of land, the buying of materials and equipment in 
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quantity, special agreements with labor, and the standardization of the 
product. Standardization reduces the variety of materials and equip
ment required and facilitates purchasing in quantity, but perhaps the 
most important economy lies in the greater efficiency of the production 
process. In building a group of houses of similar design and materials, 
labor costs can be materially reduced by the greater man-hour produc
tivity attained as the workers learn the repetitive operations.111 There 
is less need for studying blueprints and specifications and less super
vision is required. The work of the various trades can be better in
tegrated and total production time reduced. There is more opportunity 
for utilizing laborsaving· machinery and for shop fabrication and pre
cutting of the standardized parts.18 

It is noteworthy that the operative builder is more than a producer of 
houses. He is likewise a merchant selling at retail and is oftent~es a 
land subdivider and developer. To be successful he must be alert to 
market trends, to changes in the public taste, to the forces of competition 
from other builders and from other consumers' goods that may absorb 
the funds of his potential customers. The operative builder is an entre
preneur who must assume the risks of production in advance of sale. 
The nation has this type of enterpriser to thank for the stock of housing 
that shelters· our urban population, for the greatest share of new house • 
building has been his. But there can be little gratitude due him for the 
overcrowding of land that is the result of a mistaken notion of his own 
economic advantage, for the execrable architecture that blights the urban 
landscape, or for the shoddy construction that too often has been passed 
off on helplessly ignorant buyers. 

In recent years there has been a marked improvement in the quality of 
the houses produced by speculative builders. The reason for this progress 
lies perhaps less in a growing sense of social responsibility of the builders 
than in the greater controls that are now imposed by public agencies 
and lending institutions and in a more discriminating public taste. There 
are more large-scale operators in the field who have learned some of 
the principles of merchandising and who appreciate the advantages of 
offering a good product. The enforcement of local building codes has 

16 Estimates of laborsaving in large-£Cale building of standardized houses run as 
high as 20 to 30 per cent. Bohannon, a large-scale California operator, estimates a 
saving of 30 per cent in labor and materials costs as compared with building one 
house at a time. Fortune, vol. XXXIIT, no. 4, p. 199, April, 1946. 

1s For an analysis of the relationships between the number of units produced and 
the cost per unit for the various costs elements see the interpretive study on 
"Large Scale Housing," Architectural Forum, February, 1938, p. 110. See also 
National Resources Committee, "Land, Materials and Labor Costs," Housing Mono
graph Series no. 3 (Washington, D.C.: U.S. Government Printing Office, 1939), p. 75. 



THE BUILDING PROCESS 187 

been more rigid and perhaps more honest. The widespread influence of 
the FHA has forced builders to meet FHA minimum construction stand
ards and to submit to inspection during construction in order to qtialify 
their houses for the popular FHA financing. The Federal Home Loan 
Bank System has exercised a strong influence among its member savings 
and loan associations in the direction of greater discrimination in the 
selection of mortgage collateral. In general, it may be said of mortgage 
lenders that, in spite of keen competition for mortgage loans, requirements 
with respect to design and quality of construction of structures presented 
as security are higher than ever before. Finally, the publicity material 
of the Federal housing agencies and educational articles in newspapers 
I}Jld magazines have raised the standards of public demand. Home buyers 
are more sophisticated and better informed. 

W arking Capital. The problem of working capital for financing pro
duCtion 1s a problem for house builders as it is for any manufacturer. 
It has long been a peculiarity of home building that the financing of the 
consumer in his home purchase often precedes the financing of the con
struction process; in fact, the availability of a construction loan to the 
producer often is conditioned upon arrangements for consumer financing. 
This situation is generally true in the case of custom-built homes and 
other homes built on order where the buyer lends his own credit for 
construction money. It has usually been true of the small operative 
builder with limited capital of his own who must have some of his product 
sold in advance and financed in order to secUre working-capital loans. 
In fact, since there are few all-cash home buyers, the availability of 
consumer credit is the very foundation of the home-building industry. 

A great advance in housebuilding finance came with Title VI E:HA 
mortgage insurance, which permits the builder to become the mortgagor 
and to secure advances during construction on a mortgage to be taken 
over by the ultimate purchaser. This scheme, together with the 90 per 
cent loan under Title VI has eased the working-capital problem and has 
been an important stimulant to large-scale building operations.17 

Building Materials 

"The manufacture ofbuilding materials is characterized by a concentra
tion of productive capacity in a relatively few establishments. For ex
ample, in about two-thirds of the many lines of building products, more 
than 50 per cent of the total output is accounted for by the four leading 
manufacturers.18 The same characteristic applies to items that are pro-

17 For a good discussion of construction financing, see Architectural Forum, Feb~ 
ruary, 1948, pp. 12-15. 

18 Colean, op. cit., p. 112. 
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duced locally. This semimonopolistic situation has been offered as an 
explanation of the relative rigidity of building-material prices, which 
show a tendency to fall less ·far in times of general price decline and to 
rise more precipitately during recovery than most other commodity 
prices.19 

The pattern of material distribution in the construction industry is in 
part a reflection of the na.ture of the whole building process. The number 
of building jobs and the number of building organizations are very large, 
and thus the geographical spread of distribution is as great as for most 
consumer goods. The irregularity of production activity and the lack of 
working capital that characterizes so many of the builders have led to a 
complex pattern of distributive functions. The usual channel of distribu
tion is from manufacturer to wholesaler or jobber to retailer to user 
(builder)~ Since the builder is in effect a manufacturer, the system is 
unique in that the house manufacturer buys from a· retailer.20 

. · There is a wide variety of distributive arrangements for different types 
of material and equipment. Some manufacturers have set up their own 

· distributing organizations; others depend wholly on jobbers and retailers. 
In some cases, manufacturers sell directly to retailers. The local lumber 
dealers, for example, handle a wide variety of building products, which 
are secured in part directly from national manufacturers, in part from 
wholesale distributors, and in part from local producers of brick and con-
crete materials. . 
1 In some cases, the materials are installed by the local dealers as sub
contractors who bid in terms of materials in place. Products that are 
customarily handled in this manner include plumbing fixt.ures and sup
plies, sheet metal, tile, linoleum, heating equipment, and wiring. Large 
contracting organizations which work on nonresidential buildings develop 
direct channels to the producer for steel, concrete, brick, and other items. 

The building-material dealer performs functions of storage, thus per
Jitting contractors to operate without large stocks of semlfims1ied item~; 

' he a1ds m financmg new construction by advancmg crectit0nbuild1ng 
jobs; his close knowledge of market needs in the locality is a help to both 
builder and manufacturer; he advertises and promotes the products that 
he handles and often offers a plan service and technical advice to prospec
tive home builders. 

The cost of building-material distribution is said to be high. One 
estimate places the manufacturers' markup over production costs at 16 
per cent, the wholesalers' markup at 23 per cent, and the retailers' 

l9]bid., p. 111. 
2o Ibid., p. 115. 
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markup at 40 per cent. In terms of the original production costs, this 
total markup is 100 per cent.21 The National Housing Agency esti
mate for a small house is that the costs of distribution plus transportation 
represents 17.8 per cent of the total price of house and lot. All materials 
delivered at the site represent" 45.7 per cent of this total; of the _site cost 
of materials, the costs of distribution account for 30.4 per cent and the 

-costs of transportation for another 8.5 per cent.22 

In part, the costs of material distribution are costs of instability; for if 
the building industry were more constant in its level of activity and thus 
more predictable, the whole pattern of production and distribution could 
be simplified and rationalized. But to some extent, at least, the costs 
of building materials are inflated by artificial restraints. Price fixing on 
both a national and a local basis has been discovered from time to time. 
Bid rigging by dealer-subcontractors is indulged in upon occasion. Deal
ers and labor unions have been known to join in attempting to exclude 
new materials and new brands. And manufacturers have ways of closely 
maintaining an established distributive system which it is to their ad
vantage to control. The investigations of the Department of Justice have 
revealed many trade restraints and have pointed the way to a reduction 
of building costs through the restoration of free competition in the build
ing-material field. 

JW.ilding Labar 
The fabrication of structures is essentially a· handicraft process. Ex

cept for the recent introduction of wallboards and the use of metals, 
particularly in large structures, the basic materials of construction have 
remained essentially unchanged for centuries. And so it is with the 
methods of fastening together the materials and with the basic skills 
re.Q!!ll:ed of hmaa.ft labcu:.. The arts of carpentry, brick masonry, and 
plastering are ancient, though the skill of craftsmen has probably been 
declining since the Middle Ages.23 Because of the large part that hand 
fitting and assembly play in the construction process, labor is one of the 
major factors in production, and labor management and labor costs 
are basic problems. In this section we shall be concerned primarily with 
site labor-that labor force which engages directly in the final fabrication 
of the structure. There are, of course, many workers employed in the 
initial processing of materials before delivery to the site and in the manu-

21lbid., p. 117. 
22 "Housing Costs," National Housing Bulletin 2, Appendix E. 
28 Bemis, A. F., "The Evolving House," The Economics of Shelter, vol. II (Cam

bridge, Mass.: The Technology Press, Massachusetts Institute of Technology; 1934), 
~~ . 
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facture of equipment, but labor problems in those fields are of a dif
ferent character and are more properly considered in connection with 
other industrial operations: 

The relative importance of labor in terms of cost as compared with the 
cost of materials that go into a structure is subject to variation among 
various types of construction and in different localities. However, in 
residential construction the division of site costs seems to run from 35 
to 45 per cent for labor and from 55 to 65 per cent for materials.u There 
is some evidence that the proportion of total cost assignable to labor has 
shown a tendency to declhie in recent years by reason of an increasing use 
of laborsaving tools and machines and more extensive preprocessing and 
prefabrication of materials, parts, and equipment.25 For nonresidential 
construction and multifamily residential structures, the proportion of 
labor cost may be higher because of greater economies in the purchase of 
materials and the higher proportion of skilled labor required. However, 
the data on labor-cost ratios in nonresidential construction are so gener
ally contradictory that it is safe only to state that labor costs range from 

. 25 to 50 per cent of total site costs.28 The relatively high labor-cost 
ratio of the building industry is found to be matched by a number of 

'-other industries, wherein the operations are not well adapted to stanaard= 
· e , mac me pr ion an w pen u on andicraft skills. Some 

ose m ustries which like the building industry, requue a high 
proportion of skilled abor, are printing an pu 

-glass products, machinery, forest prodUcts, an.r-:r::-::a'"'"I=-=o..,.a-:r-~re=-=po-:a=-"li-=-s,.,h~o::p:-::s.21 

~ It was estimated that in 1927 there wei'Efaoot1f~.nmilhon worK:ers in 

24 See TNEC Hearings, op. cit., p. 5262; Bemis, op. cit., p. 270'; Architectural 
Forum, February, 1938, p. 115. 

The estimate of the National Housing Agency is that on a $5,000 house, site labor 
accounts for 29.5 per cent of the total cost of house and land, and 25.5 per cent of 
the cost of construction only. National Housing Bulletin 2, p. 46, December, 1944. 

Data prepared by the Bureau of Labor Statistics covering 1946 examples of house 
construction indicate that site wages were about one-third of construction costs. 
See Report of the Flanders Subcommittee to the Joint Committee on Housing, 
80th Congress, 1st Session, p. 77, Table 35. 

25 TNEC Hearings, op. cit., p. 5263. 
26 Some of the facts in evidence are as follows: For seven federal large-scale 

housing projects the labor-cost ratio ranged from 40.8 to 49.1 per cent and, for 
representative buildings in 13 cities, the range was from 26.0 to 43.1 per cent. The 
labor-cost ratio for the construction industry as a whole in 1929 was said to be 
41.7 per cent. National Resources Committee, op. cit., p. 79. 

On non-Federal Public Works Administration projects in 1934 and 1935, the 
ratio for building construction was about 34 per cent. "P.W .A. and Industry," 
Bulletin 658, U.S. Department of Labor, p. 13, 1938. 

27 National Resources Committee, op. cit., p. 79. 
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the building industry; an estimate for 1936 was 2.6 million, of which 
about one-half were not then employed at their trade.28 During the 
depression years when building was slack, many of the craftsmen Jound 

. their way into other lines of employment, some permanently, others who 
have been drawn back into construction work with the revival of activity. 
It is characteristic that, when building is booming, the ranks of the 

-building workers are swelled by poorly trained and inexperienced men 
who shift from less lucrative occupations or who come to the cities from 
small towns and villages to enjoy the higher wage scale. A falling off 
of building reverses this movement. 

During the peak of war construction activity, construction employment 
rose to nearly 3 million, but by the end of the war, this figure had dropped 
to little more than 1 million. The recovery after V-J Day was remark
able, for by August, 1946, the construction labor force had more than 
doubled. It was estimated at that time that some 36 per cent of the total 
number of workers in construction activity were engaged in· residential 
building or repair and that the year 1947 would bring the totals to 
950,000 workers in housing out of a total of 2.5 million.28 

Building labor is characterized by a high degree of specialization, 
which has been accentuated and crystallized by trade-union organization. 
The fabrication of buildings has been subdivided into numerous special
ized functions, which, by reason of the special skills required, must each 
be performed by a separate trade. Some 50 trades and crafts employed 
in various types of construction are recognized. In the construction of 
a dwelling house some 20 trades may participate. In the building of 
a large city apartment structure, 30 to 35 trades may engage.80 The 
multiplication of crafts is one important source of waste in construction. 
The functions of the various trades are interdependent and can be 
effectively synchronized and coordinated only under the most favorable 
conditions and under skillful management. The line of division between 

28 Estimate for 1927, Bemis, op. cit., p. 198; for 1936, FO'I'tune, June, 1937, p. 46. 
29 The Journal of HOU8ing, vol. ill, no. 10, p. 220, October, 1946. 
BOThe following 34 trades might be found: Ornamental Iron Workers; Excavators; 

Painters, Paper Hangers, and Decorators; Rock Drillers; Carpet and Linoleum 
Layers; Building and Steel Iron Workers; Cement and Concrete Workers; Tile 
Layers; Tile Layers' Helpers; Mosaic and Terrazzo Workers; Elevator Constructors; 
Metal Polishers; Riggers and Machinery Movers; Plumbers and Gas Fitters; A&
bestos Workers; Electrical Workers; Compressed-air Workers; Composition Roofers; 
Carpenters and Joiners; Operating Engineers; Metallic Lathers; Window Cleaners; 
Teamsters and Chauffeurs; Curtain, Drapery, and Venetian-blind Workers; Hod 
Carriers, Building and Common Laborers; Glaziers; Sheet-metal Workers; Deco
rative Art Glass Workers; Boilermakers and Helpers; Stonemasons; Plasterers; '· 
Plasterers' Helpers; Bricklayers; Bricklayers' Helpers. Fortune, June, 1938, p. 46. 
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crafts is not always clear cut and gives rise to disputes and frictions. 
Jurisdictional disputes will be considered more fully at a later point. 
Finally, the craft tradition in the building industry seriously hampers 
the introduction of new materials and methods. Craftsmen, and the 

·many small contractors who have practiced or still practice a trade, 
resent the appearance of unfamiliar techniques, which have no precedent 
and which threaten the sovereignty of their crafts. Thus the wasteful
ness of hand methods is perpetuated. 

Uncertainty of employment is the lot of the building worker. He is 
hired from job to job, never certain whether reemployment awaits him 
at the completion of his present work. The better craftsmen may be 
fortunate enough to be regular members of some general contractor's or 
subcontractor's crew, sure of work whenever the contractor has been 
successful in his bidding. But many worke),'s have only casual employ
ment, hired only for as long as they are needed on jobs that require the 
contractor to add to his regular crew. The building trades are on an 
hourly basis for the most part, subject to frequent and unpredictable 

. layoff because of unfavorable weather conditions, delays in the delivery 
of materials, failure of other trades on the job to complete preparatory 
operations, or simply a falling off of construction activity.81 The well
known seasonal nature of construction activity results in extensive un
employment during the winter months.82 It has been said that employ
ment for from 140 to 200 days out of the year is considered full time, 
while many of the building workers are fortunate to have as much as 
125 days of work.83 It must be recognized, of course, that regularity 
of employment varies with the rate of production in the industry. 

Wage rates in the building trades cover a wide range. Variations are 
found among the several crafts, among cities of different size, and among 
regions of the country. In general, union wage scales are higher and 
more stable than nonunion scales. This difference in level is said to 
range from 10 to 40 per cent.84 Wages are somewhat sensitive to 
changes in the demand for labor that accompany fluctuations in the rate 
of building. This sensitivity is more pronounced in the case of non
union workers, but in slack times union members often accept wage 
reductions though the nominal union scale remains unchanged. 

Few data are available relating to wage scales of nonunion workers. 

81 In some cases of large-scale operations, labor is contracted for on a job basis, 
with a fixed amount paid for all labor put on a particular operation. 

a2 See the section on Cyclical Movements, Chap. 6. 
88 Fortune, June, 1938, p. 50. Another estimate puts the average time lost from 

1897 to 1926 at 22 per cent. Bemis, op. cit., p. 158, Table 27. 
84 TNEC Hearings, op. cit., p. 5264. 
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In examining union rates recognition should be given to the fact that 
they are not representative of the wages paid to the large numbers of 
unorganized workers. It is also significant that these data probably 
are not representative of the smaller cities, where scales are typically 
lower than in the larger communities. 

In December, 1946, the average hourly earnings on building construc
tion projects was $1.569 per hour, or an increase of 12.5 per cent over 
the average in December, 1945.85 Wage rates reported from 75 cities 
as of Jan. 15, 1947, showed the following ranges for selected building 
trades, omitting New York: · · 

Trade 

Bricklayers ................. . 
Carpenters ................. . 
Electricians ................. . 
Painters .................... . 
Plasterers .................. . 
Plumbers ................... . 
Building laborers ............ . 

Wage rates per hour* 

High Low 

$2.250 
2.000 
2.250 
2.000 
2.250 
2.200 
1.375 

$1.625 
1.300 
1.375 
1.250 
1.500 
1.500 

.750 

• U.S. Bureau of Labor Statistim, COfllllruction, February, 1947, p. 43, Table 33. 

The postwar readjustment in wage rates has not been so violent as 
after the First World War, when construction wage rates jumped 35 per 
cent. The rise in the wage level between 1921 and 1940 was 42.4 per 
cent, with three-quarters of that increase having occurred before 1930.88 

As the postwar building boom develops, further wage increases are to 
be expected. 

There is a definite relationship between the size of the city and the 
level of wages in the building trades. This fact is illustrated in Table 42. 
These data also reflect a wide variation in wages among cities in the 
same size groups. The extreme range between the lowest city average 
of $.794 and the highest, $1.536, is indicative of the great differences in 
local conditions and suggests that•generalizations on the level of building 
wages are dangerous. However, the generalization to the effect that for 

85 U.S. Bureau of Labor Statistics, Construction, February, 1947, p. 41, Table 31. 
36 U.S. Bureau of Labor Statistics, Handbook of Labor Statistics, 1941 ed., vol. I, · 

p. 252. 
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TABLE 42. AVERAGE UNION HoURLY WAGE RATES AND RANGE OF RATEs IN THE 
BUILDING TRADES BY SIZE OF CITY, MAY 15, 1937. 

Size of city Number Average 
Range (population) of cities wage 

Over 1,000,000 ....... '' 5 $1.432 $1.15&-$1.536 
500,000--1,000,000 ...•. 8 1.339 1.179- 1.498 
250,000--500,000 ...... 21 1.314 1.030-- 1.579 
100,000--250,000 .... , . 25 1.192 0.912- 1.412 
40,000--100,000 ....... 9 1.160 0. 794- 1.472 

*"Union Scales of Wages and Hours in the Building Trades in 70 Cities," Bulletin 657, U.S. Department 
of Labor, p. 24, Table 7, May 15, 1937. 

cities of the same size groups, the level of wages is higher in the North 
and West than in the South can be supported by facts. 

Union hours show much more consistency than union wages. Over 
80 per cent of all the building trades were working under a scale of 
40 hours per week in 1937, 8 per cent were on a 35-hour basis, and 7.5 
per cent worked 30 hours per week.87 

Because of the uncertainties of employment in the building trades, 
the annual earnings of workers are not so high as their wage scales 
might imply. Full employment is unusual. On the basis of a number 
of estimates of the incomes of building workers, it appears that the 
prewar range was from $1,000 to $2,000~ Even during periods of active 
building, only a small proportion of workers exceeds this income, while 
many of the unskilled laborers fall below $1,000. In slack times, earn
ings fall sharply as a result of unemployment and reduced hourly 
wages.88 In prosperous times, there is much overtime work at premium 
wages and some labor pirating by means of bonus arrangements and 
promises of overtime. 

A number of proposals have been made for guaranteeing to building 
labor some minimum annual income in return for a reduction in hourly 
wage rates. It is urged that labor will thereby be assured of an income 
in excess of present average earnings even at the higher wage rates and 
that the costs of construction will be reduced sufficiently to permit 

87U.S. Department of Labor, Bulletin 657,'p. 33. 
ss With higher hourly rates and full employment, the average weekly earnings 

for all classes of workers on private construction projects during the last half of 
1946 ranged from $55 to $60. U.S. Bureau of Labor Statistics, Construction, February, 
1947, p. 40, Table 31. 
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families of lower incomes to acquire new hom~s. This scheme is of 
doubtful practicability, mainly because of the lack of many building 
organizations sufficiently large to give the definite guaranty that: labor . 
would require. Unions have struggled long and hard to. attain the 
present wage scales and are not likely to retreat without positive assur
ances. The difficulties of finding a workable device for establishing a 

. financial guaranty are great. Finally, the plan is philosophically contra
dictory to a basic union tenet, i.e., to spread the available work to as 
many men as possible. The guaranteed annual earnings scheme would 
tend to concentrate the benefits of available employment. 

Many of the ills of the building industry have been laid at the door 
of the organized building-crafts unions. These groups are said to be 
responsible for unduly high wages, for costly strikes and jurisdictional 
disputes, for strangling working rules and limitations on output, for 
limiting the labor supply, for rackets, and for.resistance to new methods 
and materials. Some of the accusations are supportable, some unjusti
fiable, and some simply irrelevant. In the first place, to place the matter 
in proper perspective, it is significant that in the prewar period only 
from 30 to 40 per cent of all building workers were organized, though 
this percentage is now larger. Unions are strongest in the large cities 
and do not control the labor market in many localities. In small towns 
they have limited influence. Union labor is ordinarily used on large 
construction jobs, but it was estimated that 90 per cent of all prewar 
small houses were nonunion jobs.89 This proportion has changed radi
cally in recent years; present estimates are that up to two-thirds of the 
house-building field is now unionized. 

High building wages have been held responsible for the inability of 
the industry to provide new housing for the lower income groups among 
our population. But wage rates in the building trades are nq higher 
than the rates for skilled trades in other industries, nor are annual 
earnings out of line. Furthermore, it has been a common practice for 
local building trades unions to arrange for a reduced wage scale for work 
on small houses. Finally, the proportion that the wage bill bears to the 
total cost of a house and lot to the consumer is such that only a drastic 
reduction in wage rates would effect a significant diminution of the price. 
For example, a 10 per cent reduction in wages would result in a 2 per 
cent decrease in the price of a medium-sized house.40 

Strikes and jurisdictional disputes for which the building industry is 
notorious occur mainly in the larger cities, where the unions are en-

89 TNEC Hearings, op. cit., p. 5264. 
40 Based on cost breakdown in Architectural Forum, February, 1938, p. 115. 
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trenched, and on large construction jobs. Strikes for higher wages and 
shorter hours often accompany the revival of building activity, but juris
dictional disputes may arise at any time. This species of internecine 
warfare among the crafts is responsible for the greatest share of labor 
trouble and offers the least justification for the cost that it imposes.41 

The quarrels are not between employer and employees, but primarily 
between trades within the federation of unions, each claiming exclusive 
jurisdictional right to the performance of some operation.42 For example, 
in Chicago, a dispute arose between the carpenters and the roofers over 
the installation of strip shingles.43 Another costly strike was caused 
by a disagreement between ·plumbers and steam fitters over the installa
tion of $800 worth of special, compressed-air cleaning pipes.44 A prewar 
strike on an emergency building job made 2,000 workers idle; the issue 
was whether the plasterers' helpers or the carpenters should build small 
wooden horses.45 

For years, organized labor has been seeking some effective machinery 
for prompt and fair settlement of jurisdictional disputes, but v;ith only 
a modicum. of success. In 1936, a national referee was appointed by 
the unions to render final judgments on disputes, but though the plan 
worked more successfully than the devices involving boards and com
missions that had preceded it, modifications were necessary in 1939 to 
increase its effectiveness. The most important feature of the amended 
scheme, from the standpoint of building costs, was the provision that 
there should be no stoppage of work by reason of jurisdictional disputes. 
However, work stoppages have continued, and there is no present evi
dence of a satisfactory solution of this problem. 

Another species of jurisdictional claim that contributes to the cost of 
construction is the insistence of certain skilled trades on the exclusive 
right to perform tasks that do not in fact require any special skill and 

41 One estimate based on conditions during the first part of the century places the 
responsibility on jurisdictional disputes for 95 per cent of the strikes and 75 per 
cent of the days of idleness in the building trades, but it is doubtful that this 
condition still obtains. See William Haber, Industrial Relatio718 in the Building 
Industry (Cambridge, Mass.: Harvard University Press, 1930), p. 153. 

42 Haber lists the primary causes of jurisdictional disputes as follows: Introduc
tion of new building materials, introduction of machinery, changes in construction 
methods, aggressiveness of some unions, the prevalence of dual unions, and the 
claims of unions among industrial workers. Op. cit., p. 156. 

4S R. E. Montgomery, Industrial Relations in the Chicago Building Trades 
(Chicago: University of Chicago Press, 1927), p. 134. 

"Editors of Fortune, Housing America (New York: Harcourt, Brace & Company, 
_ Inc., 1932), p. 83. 

45 United Co718tl'UCtion Workers News, Aug. 1, 1940. 
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to receive full union wages. For example, journeymen painters may 
claim the work of shifting scaffolds and canvasses and of cleaning paint 
spots; carpenters insist on performing the simple operation of stripping 
forms off concrete; or for the operation of a small gasoline pump, requir
ing no skill, the hoisting engineers may claim jurisdiction. 

_ In some cities, union rules exist that require "full crews" to be used 
in certain operations, although in many cases the operation could be 
more economically performed with fewer men. For example, the engi
neers require one man to a machine, where several machines of some 
types could easily be operated by a single engineer. It is a regulation 
that each journeyman steam fitter must always be accompanied by a 
helper. There are instances where a foreman's rate must be paid to a 
single journeyman if he is alone on the job, even though there be no 
supervisory functions. 

The accusation of deliberate limitation of output by union members 
is, in part, supportable. Most of the unions openly condemn such prac
tices, although there are a number of union rules that act as limiting 
factors. Limitations are put on the width of the brushes that painters 
may use. Some local lathing unions have regulated the number of lath 
to be nailed in one day, and bricklayers often have informal under
standings on a normal day's production. Union leaders, at meetings of 
the locals, sometimes warn against working too fast on particular jobs 
or cite individual members for setting too fast a pace.411 Effective limi
tation of output is secured by restrictions on the use of machinery and 
other laborsaving devices. Painters may not use spray guns; in Chicago, 
premixed concrete has been forbidden, plumbers oppose shopwork, and 
cement masons object to the use of more efficient leveling devices. It is 
generally true that unions resist, sometimes by violent means, the intro
duction of new construction materials that threaten to reduce the need 
for skilled labor. 

It is a basic policy of the building trades to limit the supply of workers 
to the number of jobs. This objective is sought through control over 
the number of new workers entering the trade. For example, it is gener
ally provided that the number of apprentices accepted may not exceed 
a maximum proportion of the total working force, and, on a particular 
job, the ratio of apprentices to journeymen must fall within specified 
limits. Apprentices must serve from 1 to 6 years at a progressively 
increasing wage scale. They are often indentured to one employer for 
the whole period. During times of general unemployment, the number 
of new apprentices accepted is reduced until conditions improve. In 

' 6 National Resources Committee, op. cit., p. 88. 
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general, union rules on apprentices have the effect of discouraging young 
persons from entering the trades or older workers from learning and 
entering the building crafts. Other devices by which unions limit their 
membership include high initiation fees and trade examinations. Fur
thermore, they may simply refuse to accept any new members and can 
exclude union members from other communities by a system of permit 
cards. Whatever may be the method of restricting union membership, 
it is clear that the unions cannot limit the total supply of building labor 
except in areas where they control the market. It is possible, however, 
to maintain an adjustment between the union memberships and the 
number of union jobs that' are generally available in each area. 

The pressures of the postwar building boom upon the labor supply 
have led to a great expansion of the apprentice system. Under pressure 
from public opinion in support of Federal programs to find jobs for 
veterans and to overcome the housing shortage, unions have relaxed 
restrictions on apprentice entry. By September, 1946, there were 

. '67,000 building-trades apprentices in training.47 Another estimate placed 
· the total building workers put in training during 1946 at over 100,000. 

While it is true that many of the union practices that have been 
described have the tendency to maintain building costs at higher levels 
than otherwise might be attained, due consideration should be given to 
the underlying union objectives. The struggle for higher wage levels 
reflects the essential economic insecurity and uncertainty of employ
ment among the trades as a result of the nature of the industry. Limi
tations on union membership are designed to ensure work for the existing 
membership in so far as possible. It is significant that the spreading 
of work is a basic union policy. Restriction of output, where it exists, 
is aimed at the protection of job security and of professional prestige 
and is a defense against exploitation by the employer. In some cases, 
such restrictions are health and safety measures. Jurisdictional dis
putes, the least justified item from a public standpoint, stem from the 

. struggle of the several crafts to protect each its own status even against 
fellow workers within the federation.48 The building trades, far from 
being radical as some persons mistakenly believe, are essentially con
servative; their major conflict is with change that threatens status and 

4T Journal of Housing, vol. 3, no. 10, p. 221, October, 1946. 
u The CIO has undertaken to organize the building workers and has already met 

with success in a few areas. The chief advantage of this vertical organization of 
the industry claimed for the employer and the public is the elimination of the 
sharply drawn craft lines that give rise to jurisdictional disputes. The prefabrica
tion industry would seem to be a logical point of entry into the building industry 
for the CIO •. 
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security. In the opinion of one authority "· .• the· building-trades 
worker views his organization as a business institution paying dividends 
in the form of higher wages, shorter hours, better working conditions, and 
greater control over those factors which endanger the security of the 
job ••• the practices and policies enforced are not unlike those enforced 

_by businessmen generally." •e 
There are many problems in the field of labor that face the postwar 

building industry. The recruiting of new workers to meet the needs of 
the industry is a major task, for the return of experienced craftsmen 
from their wartime occupations in other lines of activity has not met the 
demand. The recruiting of new workers will become increasingly difficult 
as unions resist further increases in the ratio of apprentices to journey
men. Work stoppages from a variety of reasons will probably continue 
in spite of efforts to set up machinery to prevent them, for local unions 
are independent and do not always follow the dictates of the national 
leaders. The spread of sentiment against the closed shop and the legis
lation that prohibits the closed shop will create irritations not conducive 
to industrial peace. The decline in labor efficiency is a reality and 
reflects a postwar letdown, a feeling of relative security in light of labor 
shortages, a resentment against notoriously wide profit margins for con
tractors, increasing age of building mechanics, and the inexperience of 
recruits. Wage rates are on the upgrade and when added to the element 
of low efficiency of labor may contribute to construction costs so high 
as to choke off the incipient building boom, or, more likely, will encourage 
an increased rate of mechanization of the industry, a more rapid spread 
of prefabrication, and the substitution of materials and products requir
ing less skilled labor in their installation. So long as the general building 
boom continues, house building will continue to suffer from labor pirating 
by contractors on nonresidential work. As the volume and proportion 
of factory-built houses increases, or as a result of a falling off of con
struction activity there will probably develop an increasing resistance 
on the part of the American Federation of Labor craft unions to pre
fabrication. 

Obstacles to Rationalization 
The contrast is marked between the typical building operation and the 

integrated, large-scale production process that we associate with modern 
industry. In the case of large, nonresidential buildings of special design 
there is no reason to expect the application of mass-production methods. 
The fact is that many of the l~rge contracting organizations that spe- , 

*9 Quoted from Haber, op. cit., p. 81. 
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cialize in heavy construction are well equipped to conduct a highly effi
cient building operation within the limits permitted them by local build
ing codes, union rules, and the rigidities of the building-product distri
bution system. These aspects of the building industry contribute to 
waste in all types of construction, but it is generally house building 
that comes in for the greatest criticism as an archaic and inefficient 
process. 

We have seen that much of the building industry is at a retarded 
stage of industrial development. Building is a loosely integrated process, 
which scarcely justifies the term "industry." It is inefficient organiza
tionally and appears to lag' far behind other industries in the application 
of machine techniques. It is subject to an unusual ~umber of institu
tional restraints from both within and without. It is characterized by 
a relatively high degree of irregularity in level of activity. For these 
and other reasons it is a common conclusion that the process of building 
is wasteful and inefficient and that the production costs, particularly in 
the case of houses, are unjustifiably high. 

But this viewpoint should not be accepted without full recognition of 
certain inherent obstacles to the rationalization of the industry and 
without an appreciation of the reasons for some of the institutional lags. 
In the first place, the product is not well suited for mass production. 
It is bulky and complex, made of a very great number of parts and a 
yery wide variety of materials and equipment. It is traditionally a 
nonstandardized item, at least with respect to much of the market 
demand. Each unit must be finally assembled and finished on a separate 
plot of ground and in the open. The market that is served by the 
building industry is historically local and thus lhnited; the market is 
irregular and capricious and subject to swings of unusually wide ampli
tude. 

The building industry has developed into a system that lacks the 
strong· management and the integration of functional groups that are 
found in other industries. The reasons can be found in the nature of 
the product and of the market. Colean has listed seven functional 
groups that participate in the building operation and are sufficiently 
independent to give rise to discord and effectively to prevent the growth 
of strong management. These groups are: the builder or general con
tractor; the special trade or subcontractor; labor; the architect and 
engineer; the land subdivider; material producers and distributors; the 
government and underwriters.50 We have seen how the general con
tractor is often unskilled in management, not too well trained technically, 

50 Colean, op. cit., p. 314. 
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is underfinanced and typically operates on small scale in a local 
market. The subcontractors are also small operators and are often 
parties to certain types of costly trade restraints in the distribution of 
building products. The strength of labor in the building industry, 
founded upon the wide variety of skilled operations that are involved, 
is as well known as the labor practices that hamper rationalization. The 
designer and engineer participate in the managerial process and the land 
subdivider greatly influences the finished product, though ·he may have 
no connection at all with the remainder of the building process. Material 
producers and distributors play a central role with an independence 
that has permitted trade restraints and has inhibited the technical 
development of products and materials. Finally, government lays a 
heavy hand on building through such controls as building codes and 
zoning ordinances. Each of these groups, operating in its own interests 
and often in ways that are counter to the interests of_ the industry as 
a whole, engage in practices that inflate production costs and hamper 
the rationalization of the industry. There is no central managerial 
control sufficiently forceful to break through the traditional· barriers. 

Instability and uncertainty are at the core of the difficulties in the 
building industry. The greatest obstacle to the reorganization and 
industrialization of the industry has been the lack of large-scale, inte
grated building operations of sufficient size to command the best of 
engineering and administrative talent and sufficiently well financed to 
carry through times of depression. In the absence of such organizations, 
there has been little forward-looking experimentation in techniques and 
little research except by material manufacturers who are concerned only 
with their own product. But in a market as unpredictable and irrational 
as the building market, the appearance of large building organizations 
has been rare. The exceptions to this generalization are found in the 
large metropolitan areas, where, both in residential and in nonresidential 
buildings, the market is sufficiently broad to give some stability and 
sufficient scale to justify a large-size productive unit. For the most parts 
of the country, the local nature of the market, its narrow scope, its wide 
fluctuations, its imperfections in lack of market information and insti
tutional rigidities, the cutthroat competition, and the tendencies toward 
boom and overproduction-all these and other factors have contributed 
to a notorious instability, which is hardly conducive to the large-scale 
financial commitments that are required of mass production. Nor is it 
to be expected that building organizations will invest time and money 
in research and the development of new techniques when the future is 
so uncertain. Furthermore, the resistance of labor to change, the hurdle · 
of the archaic building codes in many localities, the traditional contract 
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system, and the ease with which new building organizations may estab
lish themselves and destroy the market with desperate underbidding are 
not encouraging to the introduction of modern industrial methods. 

But there are indications of a revolution in the building industry, 
particularly in house building. It is not. alone the appearance of new 
materials that hold much promise, but also a movement that lies deeper 
in the realm of industrial reorganization and mass-production techniques. 
Even before the war there were a number of examples of a successful 
~pproach to industrialization in house building. In some of the metro
politan areas, operative builders were constructing hundreds of houses 
a year on a line-production basis. In some instances, only a limited 
standardization of the product was involved with no essential change in 
the pattern or techniques of the process of fabrication.111 Some of the 
large concerns used their own crews for much of the work, but some 
subcontractors were employed.52 There were economies to be secured 
in large-scale purchasing but it is probable that the greatest source of 
efficiency was the reflection of skillful management, which successfully 

·exploited the economies inherent in large-volume, continuous production. 53 

During the war there was a continued development of mass house 
building and the evolution of a scheme popularly known as "site fabri
cation" or the "California method." 64 This type of operation involves 
line-production methods and a considerable standardization of the prod
uct. As a result, many of the structural members can be precut and 
preassembled before delivery to the point of final erection. The work 
is done in sheds or shops set up at the development site. This type of 
operation calls for intricate scheduling of operations, and it requires 
considerable working capital and a large managerial overhead. For 
these reasons, it is not practicable except when a very large, community
type development is involved. 

51 The large producers concentrated in the medium-price class. See Builders of 
One-family Houses in 72 Cities, Bureau of Labor Statistics, U.S. Department of Labor, 
Serial no. R1151 (Washington, D.C.: U.S. Government Printing Office, 1940), p. 1. 

152 See "5,500 Houses on Speculation," Fortune, March, 1938, p. 100. The pro
posals of the Committee for Economic Recovery envisioned the creation of 40 
large construction companies distributed over the country, each capitalized at 
$1,000,000. Each company would build three planned communities of from 200 to 
2,000 houses each. Economies were expected from combined purchasing, skilled 
management, and lower hourly wages for labor in return for guaranteed employ
ment. See Architectural Forum, April, 1936, p. 366. 

158 One writer asserts that 15 per cent of this saving is accounted for by a lower 
wage paid to labor on a weekly or piecework basis. A. C. Shire, "The Industrial 
Organization of Housing," Annals, March, 1937, p. 37. 

uSee Fortune, April, 1946, p. 145. 
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We now turn to look at factory prefabrication of dwellings, for this 
method has stirred the imagination of us all and gives hope for a far-
reaching revolution in the house-building industry. ! 

Prefabrication V" 
In all construction there is considerable prefabrication of materials 

-and equipment. With a few exceptions, almost all the components of 
the structure are semiprocessed by the time they are delivered to the 
site. Lumber has been milled, doors and windows are ready for instal..: 
lation, shingles ready for nailing, and such items of mechanical equip
ment as doorbells and furnaces are factory finished. There have been 
some successful attempts to extend prefabrication either in the shop or 
on the site. Lumber is sometimes cut to length in advance of delivery 
to the carpenter for installation. The plumbing installation may be 
cut and fitted in advance of placing it in the structure. Schemes have 
been introduced for the fabrication of wall, floor, and ceiling panels in 
the shops of local contractors. But for the most part, none of these 
variations of the conventional procedure has effected economies sufficient 
to bring about a general reordering of the time-honored building process. 

Total factory production of all structural components, popularlyti 
termed "prefabrication," was prematurely born during the dour days of 
the early 1930's.55 This was a time when the building industry was. 
dormant, when architects and construction engineers had little else to' 
do but dream, and when manufacturers and the producers of raw ma
terials were desperately trying to find new outlets. Many industrial 
organizations turned their energies to the designing of a dwelling that 
could be mass produced, employing techniques with which they were 
most familiar or utilizing materials for which a new m-arket was sought. 
Dozens of new companies were formed in the fond hope of breaking 
with tradition and tapping a vast mass market for a standardized product 
at a low price. Journalists and trade periodicals, seizing upon one of 
the few hopeful items of the times, found in prefabrication the promise 
of a great new industry that would lead the nation out of depression. 
The economies inherent in the mass production of houses were likened 
to those in the automobile industry. But of the many organizations 
that in the early days hopefully played with prefabrication, only a 
corporal's guard remains in the field. 

The prewar period of experimentation produced not more than 10,000 
55 "This form of construction calls for the fabrication in the factory of all parts of 

the house in comparatively large units which are as nearly as possible in their 
finished form and which can be easily and rapidly assembled and fastened together 
on the building site without the usual cutting and fitting." Shire, op. cit., p. 47. 
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houses that might be described as "prefabricated." Military and defense 
construction resulted in the erection of some 200,000 more units during 
the war. The opportunity for prefabricators to reach volume production 
as a result of wartime contracts was in one sense a boon to the industry. 
However, no single producer was able to maintain sustained operations 
for long, for the housing needs of warworkers were finally met and 
house building came to a virtual standstill. Wartime prefabrication 
experience was unfortunate in · one important respect. The dwellings 
built under government contract were designed for temporary occupancy 
during the emergency; speed of erection and economy were major con
siderations. As a result, 'the quality of the prefabricated units, when 
measured against permanent, conventionally built dwellings, was rela
tively low, and the whole prefabrication industry suffered some loss of 
confidence and respect. 

The postwar housing shortage called attention to the potentialities 
of mass production in housing. Further, there was hope that an impor
tant net addition to the productive capacity of the building industry 
might result from the development of prefabrication. As a result, the 
original program of Housing Expediter Wyatt called for a goal of 
250,000 prefab units in 1946 and 600,000 in 1947. But the industry 
was not organized to meet this challenge, and the end of 1946 found 
only a total of some 36,000 prefab units completed. In part this level 
of production reflected material shortages, but to a greater extent it was 

! the more fundamental limitations of design problems, organizational 
and financial difficulties, and production bugs. Hundreds of prefabri
cators plunged into the field, some by expanding existing organizations 
already engaged in building or the building-material business, others 
as new ventures. Many were inept; most were inadequately financed; 
and but few of the products and production processes were tested and 
proved. The mortality in the industry has been high. It was reported 
by the Prefabricated Home Manufacturers' Institute early in 1948 that 
about 80 companies were actively engaged in house production. These 
companies had an aggregate capital of $60 million and a total annual 
capacity of 120,000. units. 56 

t Any forecast of the future of prefabrication calls for a more extensive 
~analysis than .can be made here; but there are certain well-established 
; aspects of the subject that may be quickly summarized. In the first 
place, there are no technical reasons why a well-designed prefab cannot 

! be as sound structurally and as durable as a conventionally built house . 
. In appearance, the prefab can be dressed up so that it is indistinguish-

56 Reported in Housing Progress, vol. IV, no. 1, p. 35, Winter, 1948 . 

• 
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able from other structures. The use of interchangeable panels imparts~ 
an inherent flexibility to prefabrication that can be reflected in, both; 
interior and exterior variation equal to or greater than the variation\ 
found in conventionally built units of the same price class. However, : 
at the present stage in its development, the factory building of houses : 

-is not and does not generally claim to be adapted to the production _of 1 
custom housing for those families which can afford the luxury of indi- / 
viduality. 

It is an unfortunate fact that prefabrication has not yet demonstrated 1 
convincingly that advantage which was· to have been most significant- · 
economy. The prices of prefabs are not yet much, if any, lower than . 
the prices that buyers must pay for conventionally built homes of ( 
equivalent capacity and equipment. In part, this lack of advantage~ 
reflects the early stage in the development of the industry and the 
absence of that large volume production from which the economies are 
expected to emerge. There seems to be little doubt that there are sub- i 
stantial economies inherent in the methods typically employed by pre
fabricators; but the sa"ings in production must be sufficient to offset 
the increased overhead and costs of distribution. The production ad- · 
vantages are to be found in direct purchase of large quantities of materials 
and equipment directly from the manufacturer; the application of 
machine methods to repetitive operations; and the wage savings through 
lower rates for shopwork by skilled labor and the greater use of semi
skilled and unskilled workers .. 

Basically, the growth of prefabrication depends on the future market' 
demand for its product. The immediate and future needs for housing 
are very great, and a large volume of house production appears to be 
inevitable. The question is what share of this will the prefabrication ; 
industry succeed in capturing. Consumer resistance has been long, 
recognized as a major obstacle. It i~ hoped that the present desperate : 
need for shelter will overcome this hesitancy to such an extent that a . 
general acceptance will be gained upon which future expansion can ; 
be founded. 

The major obstacles that face the prefabricatio~ industry are conJ 
sumer resistance, archaic building codes, lender conservatism, and labor~ 
~n antagonism. As suggested in the last paragraph, consumer resist
ance may break down during this postwar period when the fact of shelter 
is more important to the buyer than its physical properties. Recent sur
veys have shown that prefabrication is misunderstood, that it is often 
associated with low quality and with unacceptable, "modernistic" design. 
Only a relatively low proportion of potential home buyers are actively in- ' 
terested in prefabrication. Probably the most potent device in gaining 
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consumer acceptance is price differential; if prefabricators could offer a · 
house at a figure that is significantly lower than the price of competing, 
conventionally built homes, most of the consumer objections would be 
forgotten. 

Building codes in many communities do not permit the erection of 
any of ·the usual prefab products. So long as consumer resistance remains 
a strong force and labor antagonism exists, the revision of these codes is 
at difficult matter. Another obstacle to the spread of prefabrication is the 
conservatism of lenders. Although many prefab systems have the ap
proval of the Federal Housing Administration for mortgage insurance pur
poses, lending institutions are inclined to hesitate to commit funds in loans 
on homes that are not fully accepted by consumers and hence are less de
sirable as collateral which may have to be sold in case of foreclosure. 

The antagonism of the craft unions to prefabrication is understandable 
and may very well increase in intensity as prefabrication absorbs a pro
gressively greater share of the market. The present situation in the 
building industry is laying the groundwork for future strife. At present, 

·with the great need for all types of construction, the prefab industry is 
not ready to carry a large share of the burden. As a result, building labor 
is being recruited at an unprecedented rate for work in the established 
manner. As our building needs are met, we shall find that the swollen 
ranks of the craft unions will begin to suffer from unemployment and will 
,strongly resist any further encroachments by the expanding prefab in
'dustry. Both the AFL and the CIO are moving in on the prefab industry. 
The latter organization sees in it a golden opportunity for the spread 
of industrial unionism at the expense of its rival, the AFL. This latter 
group is fighting a defensive battle apd has worked out a few agreements 
permitting its members to work in prefab plants and to engage in the 
erection of prefabs. But in a time of labor shortage, the underlying 
issues are submerged. There is a chance that under these circumstances, 
when there· is plenty ·of work for all, the prefab industry may gain a 
momentum that will defy the attacks of the craft unions when the time 
of reckoning shall finally come. 

A recent pithy summary of the progress of the prefab industry ex-
presses the consensus of informed observers.67 

The house-good but not great. 
The industry-alert but amorphous. 
Costs-not low enough. 
Mass output-6till a future. 

&7 Fortune, vol. XXXIII, p. 127, April, 1946. 



URBAN LAND CREDIT 

Urban real property is used as security for the advance of funds in 
connection with both the construction process and the financing of 
ownership. Construction loans are short-term advances of working· 
capital for the producer; the other type of credit is long term and facili
tates permanent investment in landed property. Both types of credit 
are essential to the creation of wealth in the form of serviceable space 
and 'f>helter for the conduct of urban functions. 

Within our present institutional framework, land credit is an essential 
component of the market process. Without its free use, new investment 
would be restricted and market transactions less responsive to changes 
in balance and price. The present imperfect market would be still more 
imperfect. Now that we have examined the factors of both demand 
and supply in the urban land market, we must understand this important 
catalyst, land credit, as we begin to explore the subject of the real estate 
market processes and mechanisms. 

Functions of Land Credit tj . - . 
\Jhe capital requirements for investment in units of urban land owner

ship or for the development of urban land are typically large relative to 
the personal income of owners and relative to the annual returns from 
the property when in operation:-) For example, prospective home buyers 
are faced with an outlay of capital that is two to three times their 
annual incomes. Within our economic system, the return on urban real 1 

estate in the form of land and buildings, as a productive agent,· is ad
justed to a long productive life and therefore is small annually relative 
to the amount of the initial investment. In reflection of these economic 
relationships, credit plays a central role in real estate investment, and 
the typical financing arrangements call .for a small equity. and aJarge 
debt. Both in home and in income property investment, the initial 
capital usually comes in large part from sources outside the assets of ' 
the entrepreneur or prospective owner. (J:'hus credit has the effect of 

207 
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multiplying the cash resources qf the investor.1 In the financing of 
• home purchase, the buyer usually invests from 10 to 20 per cent of the 

purchase price from his own funds and borrows the balance. In the 
financing of commercial buildings, the owner's contribution may be 
somewhat more substantial) Rental housing developments financed by 
a Federal Housing Administration insured mortgage call for only a 
10 to 20 per cent equity contribution by the developers. During the 
real estate boom of the twenties, before the time of FHA mortgage in
surance, apartment buildings, hotels, and office buildings were often 
financed with an owner's cpntribution of no more than 10 to 20 per cent, 
and in many cases it is reported that the funds borrowed were actually 
in excess of the total capital requirements. Such gross overborrowing 
was accomplished by dishonest appraisals, overcapitalization, and the 
use of second a_!!d third mQr.tgage§. 

• Although the typical pattern of real estate investment with its high 
proportion of borrowed funds may be said to be normal or natural in 

1 light of the physical characteristics of the productive agent, it must be 
' recognized that an accompaniment is a relatively high degree of invest

ment risk for the equity holder. In the first place, real estate is subject 
to a considerable "business risk" because of its physical fixity and be
cause of the unstable nature of the real estate market. a characteristic 
tliat will become more clear as we proceed through this volume. Prop
:erty values fluctuate over a wide range, and the market moves from low 
periods of almost complete inactivity to boom peaks of feverish buying 

; and selling. Compounding the effect of this instability is the typically 
! high degree of "financial risk," which reflects the heavy fixed charges and 

!: obligations that accompany high percentage borrowing. For. example, 
' the home owner with a large mortgage and heavy monthly payments is 

vulnerable to economic fluctuations, which may cut his earnings and 
reduce the market value of his home below the amount of his unpaid 
debt. 

Another im.J?ortant implication of the pattern of real estate financ
ing is the s~~ the lender in the _yrocess of real _estate in
v t ent. He is an essential participant and may exercise effective 
co · ol by withholding funds and, by establishing conditions covering 

1 advance of credit that can greatly influence the rate and nature of 
eal estate investment. · By restricting credit during the downward 
base of the real estat~ cycle, the mortgage lender accelerates the col

lapse; by opening up the sources of funds, he may contribute to re-

1 See Fisher, Emest M., "The Role of Credit in the Real Estate Market," in 
Tomorrow's Town, vol. 5, no. 3, March, 1947, National Committee on Housing, Inc., 
New York. 
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covery. The lending policies of institutions and individuals can stimu
late building in one part of a community and hasten the decline in 
property values in another. The lender can exercise a considerable\ 
control over the quality of lana planning, architectural design, and con
struction, and, through lending policy, may encourage or inhibit techno-

Jogical change in construction techniques:\ . 
I The terms under which funds can be secured for real estate investment 
. have an influence on the return on the equity interest and hence upon 
the market price of property: At least in the short run, lower mortgage 
interest rates reduce finanCial charges and leave a larger net income 
for the owner of income properties. For the home owner, lower interest 
rates mean lower costs of shelter. Since lower mortgage interest rates 
make ownership of both homes and income properties more attractive, 
market prices are influenced. '.It reduction in interest rates would have 
the effect of stimulating new building and increasing real estate market 
activity. In general, the same result flows from changes in other terms 
of mortgage lending. For example, an extension of the period of amor
tization and a resulting reduction in the periodic amortization payment 
will reduce the fixed financial charges and make real estat!) investment 
more attractive. Provisions in the mortgage contract that are favorable 
to the borrower, such as arrangements that permit the lapsing of pay
ments in case of illness or unemployment, tend to encourage investment 
and to support price. The catalytic properties of mortgage money in 
stimulating construction, in facilitating home ownership, or in stabilizing 
real estate values are the basis for much of the Federal legislation in 
the housing field. The enactments of the thirties setting up the Federal 
Home Loan Bank System and the FHA were primarily recovery meas
ures designed to facilitate the flow of mortgage money into new con
struction. Secondarily, the legislation was aimed at the encourage
ment of home ownership, the support of property values, and the long
term stabilizing of the mortgage and real estate markets. 

There is another function of land credit that relates to the fin~ 
of the construction or manufacturing process. I;- this case, short-term 
creditisinvolved and the purpose of the advance is to provide working 
capital for a building operation ra~her than to finance investment or 
ownership. The availability of this ..rorm of credit is particularly im
portant in view of the small capacity and limited financial resources of 
the m~j~r_ity of manufacturin or speculative home builders.) Also, 
when construction is carried on under contrac w1 e owner, ere is 
usually need for working capital pending the payment of the proceeds 
of the permanent loan. Even though the working-capital advances,· or ·. 
construction loans, are normally secured by a mortgage on the property 

' 
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as in the case of the permanent financing, the purposes of the advances 
in the two cases are quite different and the terms of the mortgage con· 
tracts vary in accordance with the functions of the loan. 
'-._In the process of subdividing and land development, loan capital is 
required. Various functions are performed by credit advances: the 
working-capital needs of the developer are met, the capital invested in 
land ··and improvements is advanced until it can be repaid out of the 
proceeds of the sale of the lots, and lot purchasers are enabled to ac· 
quire full ownership over a period of time by making a small down :PaY
ment and periodic installment payments:\ The various devices that are 
used have been discussed in Chap. 7 in'connection with the subject of 
land preparation. 

,!orms of Land Credit, 
The owner's contribution in the financing of real estate ownership is 

known as his "~i~:y:." This term is popularly understood to connote the 
difference between the total investment and the amount borrowed. How· 
ever, there is a distinction between the book value of the owner's in· 
terest and the value of the equity when equity is defined as the differ· 
ence between the actual or market value of the property and the amount 
owed. When a building is new and represents a proper improvement 
of the land, the amount of the equity under these two definitions would 
be the same. But in cases where the building is not appropriate to the 
site, it is possible that the true worth of the owner's interest may be less 
than the dollar amount of his investment. It is also possible that in the 
middle or late life of a structure, forces of urban change may result in 
a devaluation of the property at a rate faster than the debt is being re· 
tired, with a result that the recoverable equity may diminish more rapidly 
than the book equity. 

The use of real property as security for advances of capital has led 
to the development of specialized loan contracts and legal instruments. 
While banks and individuals are important sources of real estate credit, 
special lending institutions, such as savings and loan associations and 
mortgage companies, have evolved to meet the peculiar demands of 
. borrowers whose prime and often only collateral is real estate. Though 
we must recognize the unique aspects of this field of investment, we 
should not lose sight of the fundamental purpose of all investment
the advance of capital or, more properly, the advance of the goods or 
services that are acquired by the borrower out of the proceeds of the 
loan. 

The two basic classes of real estate advances that are used to finance 
ownership have their counterparts in other fields of finance. The first 
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type the home loan, is in the nature of consumer credit. In most cases 
the debt is incurred to finance theqacquisltion oranome and is retired 
out of the personal income of the borrower. This type of loan ~differs 
from installment credit on a radio or an automobile not so much in 
basic purpose or method of repayment as in the magnitude of the ad
vance and the ease and speed with which the property may be seized 

· by the lender in case o~ default. The other class of real estate loan is a 
form of long-term financing ~f_in<!.~m~ prop~.rty_ that_is capa~le of pro- . 
clueing slllllcient returns to retire the debt during its productive life. 
Where employed by corporations, the credit of the corporation stands 
in the place of personal credit. In the typical instance, the chief busi
'ness of the borrowing corporation is to operate the property whose ac
quisition is being financed, and the property itself thus represents the 
chief asset of the corporation. In many instances, of course, corpora-~ 
tions engaged in other lines of business finance the acquisition of land: 
and buildings by pledging them as security for loans. l 

We shall direct our consideration of real estate financing to the two 
basic types outlined in the preceding paragraph-th~ financing of J:tomes 
and the financing of income property. We shall consider certain matters 
that are common to all types of transactions involving the advance of• 
capital, but we shall give particular attention to the special problems 
and techniques of financing the ownership of real estate. 

A number of varied contractual and legal patterns have been de
veloped to fit the various circumstances surrounding financing trans
actions involving real estate. The lender seeks an agreement that will 
offer the greatest protection for the principal of the loan and the maxi
mum of assurance of the interest return. The borrower seeks to protect 
his equity against untimely extinction through a contract that permits 
of flexibility in payments in case of temporary financial disability and 
takes advantage of the benevolence of the law toward the debtor. 
The various arrangements in common use will be discussed separately, 
with a description of the situations in which they are appropriate and 
a consideration of the basic legal implications . 
. !v.f ortgage Financing. The term "mortgage" bas become perhaps the 

most familiar expression in real estate- fina~ce. The popular concept · 
o~ortgage as an obligation is misleading and technically incorrect. 
It is true, of course, that the mortgage is never used unless a debt exists._ 
but the evidence of debt customarily takes the form of a separate and 
independent instrument, the note, usually referred to as the "mortgage 
note." This instrument contains the admission of debt by the borrower 
and his agreement to pay interest and to repay the debt in accordance 
with the terms set forth in the note. The mortgage is simply a legal 
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device that assures the lender of the possession of the collateral property 
or the proceeds from its sale in case of default on the note. 
' Real estate has been used as security for debt for a great many cen
,turies, but the nature and effect of the legal device created to protect 
the lender has been altered and refined in accordance with the needs of 
the times and the judicial interpretations of the equities of the parties. 
Under ancient Jewish law, real property was used as collateral for debt, 
but with the interesting limitation that, at the time of the succeeding 
Jubilee, a religious festival that occurred every 50 years, the land re
verted to the borrower free and clear of all encumbrance, whether or not 
the debt was paid. The early Roman form of mortgage, the pignus, in
volved the pledge of the collateral property, which passed into the pos
session of the lender and could be redeemed upon payment of the debt. 
This type of pawnbroker arrangement was applied to both personal and 
real property until there evolved a new arrangement, which permitted the 
owner of the land to remain in possession of his property contingent upon 
the payment of his debt. This device, distinguishing between things 
pledged and things mortgaged, was known as the hypotheca and is the 
direct forebear of the modern mortgage, in which the borrower retains the 
possession and use of his collateral. 

In the course of time, it became recognized that the mortgage could be 
an instrument of injustice where hard-pressed borrowers agreed that in 
case of failure to make full payment of the debt by a specified date, 
irrevocable title to the property would be vested in the lender. Where 
the value of the property was far in excess of the debt or where a sub
stantial portion but not all of the debt had been paid, the practice of 
wiping out all interests of the debtor upon default came to be considered 
unduly harsh. Thus we find that in the Anglo-Saxon form of mortgage, 
the vivum vadium, or living pledge, the lender took possession of the 
property at the time the loan was made and applied the net proceeds 
from its operation to the payment of interest and the reduction of the 
principal. However, the borrower undertook no obligation to pay, but 
retained the right to redeem the property at any time by payment of the 
debt. This scheme offered some protection to the borrower, but lenders 
found it difficult to liquidate their interests by selling off the property 
because of the continuing rights of the borrowers. Thus they refused to 
accept land as security, and a new form of mortgage evolved in English 
law, which swung to the other extreme of protecting the lender. This 
arrangement was known as the mortuum vadium, the dead pledge, and 
provided that the lender take not only possession of the land, but also a 
form of title of which he might be divested only upon payment of the 
debt in strict accord with the terms of the agreement. 
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It remained for the English courts of equity to mold the mortgage 
device into a workable form that established the rights of both parties 
on a rational basis. Relief to the borrower was provided by recognizing 
his "equity of redemption," a right to redeem the property even after de
fault by reason of failure to meet the terms of the debt agreement for 

_ which the property served as collateral. This right was determined to 
be an estate in land, which was assignable, inheritable, and might be -
devised by will. To protect the lender against the permanent encumber
ing of the property, provision was made for the court action of fore
closure, through which, after a reasonable opportunity to redeem had 
been offered to the borrower, the equity of redemption might be wiped 
out. With the development of the equitable theory that the lender has 
no estate in the collateral property, but only a security interest or lien, 
has come the disappearance of the ancient practice of giving possession 
to the lender, for it is the universal custom that the borrower shall 
retain the use of the land. The final evolutionary step in basic mortgage 
law was the recognition of the right of the borrower to any excess value 
in the property above the amount of the debt. Thus it was made a 
condition of foreclosure that the property be put up for public sale and 
that the debtor be entitled to any surplus. This legal proceeding is 
called an "action of foreclosure and sale." 

Among the several jurisdictions' in the United States, there are tech.,. 
nical differences in mortgage theory, differences that affect the legal 
devices of enforcement and the time and costs of foreclosure but do not 
substantially alter the positions of borrower and lender. In one group 
of states, comprised mainly of those states which were in the original 
English territory east of the Mississippi, the old common-law doctrine 
prevails. Here, the mortgage is interpreted as a deed that passes title 
to the lender until such time as it shall be redeemed by payment of the 
debt. As titleholder, the lender may take possession upon default. 
Nevertheless, an equity of redemption exists that can be extinguished 
only by foreclosure and sale. As another remedy in case of default, the 
mortgagee may bring action for the debt and levy upon the property. 

In a second group of states, the common-law theory has been sup
planted by statutory regulations. Here all forms of mortgage are re
garded as mere security for debt, no title is considered to pass, and the 
lender has no right of possession when default occurs. In those states 
formed out of French and Spanish territory, modern mortgage law is 
founded on the principles of the old Roman civil law, which obtains in 
the Latin countries of Europe. Here the mortgage is viewed in much the 
same manner as by the English equity courts, so that these states may' 
be classed with those jurisdictions now ruled by statute. 
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There is a special form of the mortgage device, which is known as a 
"trust deed in the nature of a mortgage." a This instrument is widely 
used in a number of Eastern states in place of the ordinary form and is 
applied the country over in transactions involving large amounts. The 
trust deed is used to convey the interest of the mortgagor in the prem
ises to a corporate or individual trustee who holds the title as a pledge 
of payment of the mortgage note. Upon payment of the debt in accord
ance with the terms of the agreement, the trustee reconveys to the 
borrower. In case of default, the trustee sells the properly and applies 
the proceeds to the debt, any surplus going to the mortgagor. 

The foregoing account ~f the evolution of the modern mortgage and 
the discussion of the variations in mortgage theory have been presented 
as a foundation for an understanding of the true nature of this financing 
device. The statutory variations among states and the complications 
of rights and obligations of the parties preclude the possibility of sum
marizing mortgage law at this point. However, a few guiding principles 
will be presented. It is important to recognize that the mortgage trans
action is governed by the law of the state in which the real estate is 
located. 

l Two basic elements are required to create a mortgage, ! debt, and f\ 
pledge ~roperty to secure that de_!!t. In the absence of either element, 
there is n~and If boili are present, a mortgage results re
gardless ~fthefOrl: hat the arrangement may take.. By no agree
'ment that is part of the mortgage transaction may the mortgagor waive, 
release, or convey his inherent equity of redemption. (A mortgage may 
be made to secure the debt of another person, to secure debts that al
ready exist, or to secure future advances, though in this last case the 
mortgage cannot be enforced if the advance is never made) Any ap
preciable interest in real estate can be mortgaged that can be sold or 
assigned, and one may not mortgage more than he owns. With some 
exceptions, these interests include fee simple estates, life estates, and 
leasehold estates. An exact determination of the interest or estate to be 
pledged requires a search for prior liens that may limit the mortgagee's 
claim. Such liens may be taxes, special assessments, prior mortgages, 
judgments, mechanic's lien claims, or decrees. Any cloud on the title 
must be considered, as well as private and public restrictions. 

The specific form of the mortgage documents will not affect the 
fundamental nature of the transaction in the eyes of the law. However, 
to avoid misunderstanding and possible litigation, it is important to the 
parties to adapt the form to the intent. In many states, the statutes 

2 Used in nine states. 
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specify the form of the mortgage and state the effect that it shall have. 
C)n general, the mortgage should set forth the terms of the trans.action 

with exactitude. It should describe the property pledged and the exact 
agreement with respect to the debt and the terms of its repayment. 
Express covenants may be included covering such items as the exact 

_procedure in case of default or the distribution of the costs of enforcing 
the mortgage. The names of the mortgagor and mortgagee must appear 
and the date of the transactionJ:'. The mortgage note generally is a 
separate document, but it may be merged with the mortgage. In case 
it is separate, reference should be made to the mortgage instrument. In 
order to be enforce_able, the mortgage must be properly executed, and 

• each person having an interest in the mortgaged premises must join in 
the instrument if his interest is being pledged. The instrument should 
be promptly recorded in the office of public record provided by law in 
order to give notice to the world of the rights of the mortgagee and to 
protect these rights against subsequent liens.j Failure of the mortgagee 
to place the mortgage on record creates the risk of losing his rights if 
an innocent purchaser acquires title without knowledge of the mortgage. 

So long as the mortgage is not in default, the mortgagor remains in 
complete control and possession of the pledged property. He may sell 
the property subject to the lien of the mortgage, but even though the 
buyer assumes the debt and agrees to pay it, the original mortgagor is 
not relieved of his obligation and may be called upon to pay if default 
occurs and the property cannot be sold for enough to meet the unpaid 
balance. On the other hand, the buyer of a mortgaged property who 
agrees to assume the debt becomes bound as though he were the original 
mortgagor. _ 

Some attention has already been given to the rem'edies of the mort
gagee in case of default, and it was made clear that the nature of the 
remedies available are determined by the theory of the mortgage that 
obtains in the jurisdiction. It will be useful, however, to summarize the 
various remedies, recognizing that the law of the state in which the 
property is located will control the procedure. The most common 
remedy is foreclosure and sale, but occasionally resort is made to a 
suit at law to collect the debt without having recourse to the property 
mortgaged. If a judgment is secured it is possible that the property 
may be levied upon as an asset of the borrower. Another remedy is 
entry in possession of the premises for the purpose of operating the 
property and applying the proceeds to the debt. 

The statutes of some states permit the sale of mortgaged property 
without court action. Where the instrument is a trust deed in the nature 
of a mortgage, the trustee may offer the property for sale and apply 
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the proceeds to the debt with any balance going to the mortgagor. Other 
states permit the enforcement of a power-of-sale provision in the mort
gage, whereby the mortgagee may sell the property after giving pre
scribed notice. Many states require foreclosure by court action re
gardless of any agreements to the contrary.8 

The procedure of foreclosure and sale follows the same general pattern 
under whatever circumstances it arises. Suit is brought by the mort
gagee against the mortgagor and all parties of interest. A decree is 
rendered determining the existence of the debt and directing sale by 
some court officer if the debt is not paid within some short time fixed 
by the decree. Failure to pay wipes out the equity of redemption of 
the mortgagor, and the property is sold to meet the debt. Any surplus 
goes to the mortgagor. In some states the statutes provide that the 
owner may redeem his property after the sale by payment of the debt, 
interest, costs, and expenses within a specified time. 

With few exceptions, the only bidder at the judicial sale of a fore
closed property is the mortgagee. In active markets, there may be other 
bidders, but it is generally the case that properties that are desirable 
can be sold before reaching the foreclosure stage. Thus, most of the 
properties offered at judicial sale are not readily marketable. Where 
the value of the property is less than the debt, the presence of the • 
mortgagee as bidder discourages bargain hunters, since the mortgagee 
,will bid up to full market value. The mortgagee usually bids in the 
'property at some nominal price and is permitted to make payment 
in the form of an offset against the unpaid debt. In some cases fore
closure is circumvented by an agreement between mortgagor and mort
gagee, whereby the mortgagor conveys title to the mortgagee by quit
claim deed when foreclosure appears inevitable. The mortgagee is 
often willing to pay the mortgagor for this action in order to avoid the 
costs and delays of foreclosure and sale.4. 

When the proceeds of the foreclosure sale are not sufficient to meet the 
unpaid balance of the debt, the lender may secure a deficiency judgment 
against the borrower for his unsatisfied claim. In many states this 

a Foreclosure is generally accomplished by court action in 29 states, by power of 
sale in 18 states and the District of Columbia. Notice or publication is used in 
Maine. 

4. The severity of the depression that began in 1929, the freezing of the real 
estate market, and the wave of foreclosures on homes resulted in a number of 
mortgage-moratorium statutes restricting the right of foreclosure, extending re
demption periods, and limiting the right to deficiency judgments. These enact
ments were sustained by the courts as emergency measures, but some of their 
features, particularly those relating to deficiency judgments, bid fair to become a 
permanent,part of mortgage law. 
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judgment may be secured by the same court action that decrees the 
sale of the property. Historically, the amount of the judgment has been 
determined by the difference between the price brought at the sale and 
the total of the mortgage debt, costs, and expenses. Because the typical 
bid was a nominal amount, the creditor was enabled to possess himself 

_ of the collateral property and in addition secure a deficiency judgment. 
of virtually the full amount of the debt. Actually, few lenders have 
made a profit through such a procedure, but the potential for injustice is 
great. During the depression of the thirties, when the equities of debtors 
became matters of considerable concern, inany state laws were passed 
in the protection of the mortgagor. Legislation affecting deficiency 
judgments was of various types. Some laws attempted to discourage 
nominal bidding by permitting courts to set a minimum price for judicial 
approval at foreclosure sale. Other states substituted "fair value" for 
the sale price as the basis for the determination of the deficiency. Some 
states limited the life of deficiency judgments and others prohibited 
them entirely.5 

In a very few jurisdictions a procedure known as "strict foreclosure;' 
is permitted. This action is based on the common-law theory of mort
gages and results in a decree that cuts off the mortgagor's equity of 
redemption without requiring judicial sale of the property. Thus the 
mortgagee is left as owner of the property in spite of any inequity 
affecting the debtor by reason of an excess in the value of the property 
over the amount of the unpaid debt. In practice, this device is generally 
limited to cases where an error in a prior equity foreclosure has left 
undisturbed the rights of some party at interest, thus necessitating a 
second foreclosure.8 

The stumbling evolution of mortgage law has brought forth a system 
of remedies that is unjustifiably time consuming and costly in most of 
our states. Mortgage instruments are cumbersome and costly, and 
foreclosure proceedings are lengthy and expensive. The wide diversity 
of practice among the states is confusing and constitutes an obstacle 
for public and private agencies operating in a number of jurisdictions. 
The burden of this inefficient system falls finally upon the borrower in 
the form of higher charges and more conservative loans. 

There are wide variations among states in the time required to com
plete foreclosure and in the total costs involved in the procedure. Both 

1 Skilton, Robert H., Government and the Mortgage Debtor (1929 to 1939), A 
doctoral dissertation, University of Pennsylvania. Privately published, 1944, pp. 
1171!. 

8 Grange, W. J., Real Estate (New York: The Ronald Press Company, 1937),· 
~~ 0 
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·time and cost are important considerations to lenders in estimating 
mortgage risk. In 12 states and the District of Columbia the costs of 
foreclosure are low, less than $100, and the time requirement is short, in 
most instances less than 3 months. In 24 states costs are more than 
$100; the time required is more than 3 months, and in addition, there 

. is a period of redemption of 6 months or more during which the prop
erty remains in the hands of the mortgagor. In 11 states costs and 
time are equally excessive, but there is no redemption period. In some 
states costs run to more than $300, and there are 10 states in which the 
time required is 15 months or more.' 

The cumbersome and costly foreclosure process that characterizes so 
many jurisdictions has been an impeding factor in the spread of the long
term high-percentage amortized single mortgage. FHA mortgage in
surance is not a complete solution, since foreclosure costs are not com
pletely covered and since the property may be allowed to run down prior 
to foreclosure, thus requiring repairs for which full compensation may 
not be received. The best solution to this problem that has been pro

. posed is the Uniform Real Estate Mortgage Act drafted by the Sub
cominittee on Law and Legislation of the Central Housing Cominittee. 
This model law greatly simplifies the entire mortgage transaction and 
would reduce costs of preparing the instrument and recording it. Fore
closure would be a simple, speedy, and inexpensive process. In general, 
all partie&-the mortgagor, the mortgagee, and the public-would bene
fit. Unfortunately, to secure general adoption of this law throughout 
the country will be a slow if not impossible process. 
\ J_u,nior Mortgages. Up to this point, our discussion of mortgages has 
/related to first mortgages, which constitute a primary lien on the prop
! erty. In some cases, however, a second or even a third or fourth mortgage 
! may be placed on the property. The designation of the mortgage refers 
i to the priority of the claims under it. For instance, the rights of the 
/ second mortgagee are subordinate in every respect to those of the first 
i mortgagee. 
I Junior mortgages are employed in cases where the proceeds of the 
I first mortgage are insufficient to finance ownership. Because of the 
r greater risks to lenders holding junior liens, interest rates are sub-

stantially higher than on first-mortgage loans. Although the second 
mortgagee may take steps to protect his interests, he cannot disturb 
the prior rights of the underlying mortgage. For instance, the holder of 

'The data quoted in this paragraph are based on Home Owners' Loan Corpora
tion experience in foreclosing mortgages. See Russell and Bridewell, "Mortgage 
Law. and Mortgage Lending,'' Journal of Land and Public Utility Economics, vol. 
XIV, no. 3, p. 301, August, 1938. 
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a second mortgage may pay the interest on the first mortgage in order' 
to prevent foreclosure but he does not thereby acquire a claim superior 
to that of the first mortgagee. If the first mortgage is foreclosed, any 
surplus from the proceeds of the sale, after meeting costs and the pay
ment of the first mortgage, is applied to the second mortgage. In case 
of default on the second mortgage only, the lien may be foreclosed and 
the property sold, but the purchaser acquires title subject to the first 
mortgage. . 

V Land Cl_cm.trad.. In some parts of the country, particularly in the 
MhldkWest, the land contract is a widely used device for financing 
the purchase_ of h~mes and subdivision lots. In its essentials, the land 
contract differs little from the preliminary sales contract customarily used 
to bind the parties to a ·real estate deal pending final closing. In brief, 

1 a land contract is an instrument expressing the agreement of the owner 
\ of land, the vendor, to sell and convey title to the purchaser, the vendee, 
! upon the payment of the purchase price; the purchaser contracts to pay 
\ the purchase price in accordance with a definite time schedule and to pay 
; interest on the unpaid balance.) When employed as an instrument of long-
• term financing, the land contract frequently contains such special pro
visions as those providing for possession by the purchaser and requir
ing him to pay taxes, insurance, and current upkeep. In general the 
land contract is a security device that serves substantially the same 
purpose as a mortgage, namely, to give possession to the purchaser, to 
provide for the payment of the purchase price by a series of installments 
extending over a relatively long period of time, and to secure adequately 
the purchase price of the property for the seller. (.The legal differences be
tween the land contract and the mortgage stem from the fact that under 
the land-contract arrangement the vendor, or lender, retains legal title 
to the property, whereas the mortgage constitutes a lien conveyed to 
the seller, or lender, and attaching to the legal title possessed by the 
buyer, or borrower. This fundamental difference affects the methods 
and ease of enforcement.) 

During the life of the land contract the major interests and rights 
of the vendor, or seller, are composed of legal title and the right to 
payments under the terms of the contract. (In the eyes of the law the 
principal part of the vendor's interest is the right to payments, and the 
bare legal title is held to be merely a device for insuring these pay
ments.') Thus in some states the vendor's interest under a land con
tract is held to be personal property. It is customary for the vendor 
to reserve the right to place upon the land a mortgage that will create 
a lien superior to that of the vendee. This provision is not objectionable' 
if adequately safeguarded. 
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· (The major right of the vendee is the right to a conveyance of title by 
the vendor upon the completion of the payments under the contract.) 

(Courts of equity regard the vendee as the owner of the property that 
he is purchasing so long as he performs his obligations. His ownership 
is equitable and not legal, but as between vendor and vende~ or all 
others who have notice of the contract arrangement,{the vendee is the 
effective owner of the land. It is customary to include provisions in the 
contract granting the right of possession to the vendee and providing 
that the vendee shall pay taxes and insurance premiums.) 

In general, statutes provide for the execution of land contracts under 
the same general rules as· control the execution of deeds. Land con
tracts may be recorded when properly executed, although recording is 
not essential to protect the interests of the vendee provided that he goes 
into immediate possession of the property. Possession serves as notice 
of the vendee's rights in the land to a subsequent purchaser. 

The remedy of specific performance that is available to the vendee in a 
court of equity adequately protects his interests: In accordance with this 
doctrine the vendee can compel the vendor to convey to him the specific 
piece of property covered by the land contract upon the completion of 
his payments. He need not be satisfied with simply the recovery of the 
purchase price or with money damages. 

The remedy of the vendor in case of default by the vendee is based 
upon his retention of the legal title to the property. He may declare the 
contract forfeited and take peaceful possession of the property upon vol
untary surrender by the vendee. 8 In some states he may institute court 
action to obtain. a writ of restitution for possession of the property. Such 
an action ordinarily allows a period of time during which the vendee 
may redeem by the payment of the amount due together with court 
costs. Another course of action open to the vendor in some states is suit 
in ejectment in order to gain possession of the premises where voluntary 
surrender is not granted. 

If the vendor desires to enforce the provisions of the contract rather 
than to treat the contract as at an end, he may. sue for past-due in
stallments or he · may institute an action to foreclose the contract in 
equity. The latter procedure is similar to that involved in the fore
closure of mortgages and leads to the public sale of the property with the 
proceeds applied to the debt. This procedure is a device for effecting 
specific performance of the contract. 

-.../Long-term Lease. A long-term lease does not differ in effect from the 
. co~mon short-term instrument th~t grants possession of a house or com-

B Forfeiture allows for no recovery of payments already made. 
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mercial building in consideration of rent paid in monthly or annual in
stallments. In general, short-term leases run for periods up to 30 or 40 
years and relate to the use of existing buildings and the land upon which· 
they are mounted.9 Long-term leases typically cover vacant land and 
convey rights that may run to "999 years renewable forever." Ground 

. leases of this kind are undertaken by lessees who contemplate the erec
tion of buildings and who must be assured of undisturbed occupancy for 
a period of time sufficient to write off the construction costs out of the 
proceeds of operation. Special provisions of the lease may cover the 
security given for payment, termination provisions, and the distribution 
of condemnation awards or insurance monies.10 The long-term lease is 
an instrument of finance in the sense that it covers an advance of capital 
in the form of land required for a building project. The ground rents are 
in the nature of interest payments and the reversionary rights retained by 
the lessor assure him of the return of the landed capital at termination. 

in ome Financing 
The problem of financing that faces home owners or buyers may arise 

under any of the following circumstances: (1) the purchase of an exist
ing house either new or used; (2) the construction of a new house; and 
(3) the refinancing of an owned home. 

In rare circumstances a buyer may make an outright purchase for cash 
of a new or used house and thereby secure immediate title to the property 
without encumbrance. The most frequent arrangement, particularly for 
new houses, involves a cash down payment of from 10 to 50 per cent, an 
immediate conveyance of title, and an advance of funds from a lending 
institution secured by a first mortgage on the property. In the case of 
existing houses where the seller owns the property free of debt, he may 
agree to take back a mortgage as part of the purchase price. This is 
known as a "purchase-money mortgage." Where a house is already 
mortgaged at the time of sale, the buyer may make a cash payment 
equal to the difference between the amount of the mortgage and the total 
purchase price and at the same time assume the existing mortgage, i.e., 
take over the obligations of the seller under the existing mortgage ar-. 
rangement. It will be recalled that such an agreement on the part of the 
buyer does not relieve the seller of the obligations under the mortgage 
unless he is specifically released by the mortgagee. In some cases, 

9 Fisher, Ernest M., Advanced Principles of Real Estate Practice (New York: The 
Macmillan Company, 1940), p. 83. 

10 Ibid., p, 95. See also Fisher and Niehuss, "Problems of Long-term Leases," 
Michigan Business Studies (Ann Arbor: Bureau of Business Research, University of 
Michigan, 1930), vol. II, no. 8. 
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particularly where the cash payment is small and fails to fill the gap be
tween the first mortgage and the purchase price, a second or junior 
mortgage may be employed. The most common arrangement is for the 
seller to accept the second mortgage as part payment. 

Owners of used houses, both individuals and institutions, frequently 
sell their properties under land contract. Since title remains in the seller 
under this arrangement and repossession may be readily accomplished, 
he is usually willing to accept as small a down payment as 10 per cent 
and to grant liberal terms of repayment. If the property is already 
mortgaged this encumbrance remains undisturbed, and the seller will 
normally meet· the debt serVice on the mortgage out of the proceeds of 
the land contract. It is frequently provided in the land contract that, 
when the debt has been paid down to a certain amount (which repre
sents a conservative percentage of the total value of the property) or 
when the principal amount due under the land contract has been reduced 
to an amount equal to an underlying mortgage, title will be conveyed 
to the buyer. At that time the seller will either take back a purchase
money mortgage covering the unpaid balance of the purchase price, or, 
where the property is already mortgaged, the buyer will assume this 
obligation. The land-contract device is sometimes used to finance the 
purchase of new houses, but at the present time it is more frequently 
employed in connection with existing houses. 

.. Financing Construction. In the case of a prospective home owner 
who contracts wit~ a builder for the construction of a new house, one 
of two situations may exist. If the. builder owns the land he may use 
his own credit to finance the project during the construction period and 
turn it over to the buyer at completion. In this case the problem of 
financing would be the same as in the case of a new house sold after 
completion. Where the prospective home owner owns the land or where 
the l:>fu.1der owns the land but cannot secure sufficient working capital 
sm his own ~redit, it is usually necessary that the home owner participate 
m the "financing of the construction process. At the start of the building 
operation a construction loan is arranged to provide for the contractor's 
cash needs. This loan may be secured by a mortgage given to the same 
institution that is to undertake the permanent financing, or another 
institution may provide the short-term construction money. The sound
est practice requires that the owner deposit with the institution that 
part of his equity or purchase price which is represented by cash. As 
the construction proceeds the contractor presents evidence of expenditure 
on the job either in the form of receipted· bills or waivers of lien from 
building workers and material suppliers. Upon presentation of this 

- evidence, the bank makes a payment first from the owner's equity and 
I 
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then from the proceeds of the loan in an amount which is something less 
than the total of the contractor's expenditure. As the contractor needs 
additional cash this process is repeated until the payment of the final 
installment after the completion of the structure and an inspection by 
the lending institution. At this time the construction mortgage is re-

- placed by a permanent mortgage. It is possible to arrange the financing 
so that only one mortgage transaction is required for both the con
struction credit and the permanent advance; in effect, the proceeds of 
the permanent loan are simply paid in installments over the period of 
construction . 
... Ground-rent Financing. In a few localities in this country, particu
larly in Pennsylvania and Maryland, long-term leases are employed in 
home financing. This device, popularly termed the "ground rent system," 
is the heritage of prerevolutionary times. The scheme consists of a long
term lease, renewable forever, giving possession of the land to the pro
spective home owner in return for a yearly rental. In effect, therefore, 
the home owner receives an advance in the form of· land with no obli
gation to repay a capital sum. He is able to mortgage his leasehold 
estate in order to secure funds for construction. It is a common practice 
to require the borrower to make monthly payments to the lending insti
tution in an amount equal to both the debt service and the ground rent. 
The institution then is assured that the obligations of the lease, which 
is a lien prior to the mortgage, will be met. There are legal differences 
between the ground-rent systems in Maryland and. in Pennsylvania, 
but in both states the device is used in the same manner in home 
financing. In both states the law now provides that at the option of 
the tenant with due notice the ground rent can be redeemed by the 
payment to the landlord of a sum equal to the capitalization of the rent 
reserved. In cases of the sale of an existing home property encumbered 
by a ground lease the buyer simply assumes the seller's obligations under 
the arrangement. ·• 
"' Refinancing. The refinancing of a home may involve the recasting 
of an existing loan or the retirement of an existing loan out of the pro
ceeds of a new loan. The occasion for refinancing arises when interest 
rates are falling or when the borrower seeks a change in the terms of 
repayment in order to meet a change in his financial situation. Refinanc- · 
ing may occur when a buyer seeks to secure legal title to his home by 
replacing a land contract with a mortgage . 
.. ·'Lending Terms. Those provisions of instruments of real estate finance 
which express the financial arrangements between the borrower and the 
lender are referred to as the "terms" of the contract. The terms repre
sent the result of a process of bargaining wherein the lender seeks to . 

.i 
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maximize the safety of his principal and to assure himself of the debt ·; 
service payments and wherein the borrower attempts to adjust the finan
cial burden to his means and convenience. The contract terms of a loan 
on real estate include an agreement as to the principal amount, the 
interest rate, and the time schedule of debt services payments of both , 
principal and interest. 

1 

The principal amount of an advance secured by real estate is rela-ted ' 
to the value and quality of the property that stands as collateral, the 
needs of the borrower, his credit standing, the lending policy of the/ 
institution, and the general nature of the transaction-that is, whether' 
the loan is on a new house or used house, whether it is secured by a 
first lien, or whether or not it is a purchase-money mortgage. In genera~ 
the amount of the loan is geared to the appraised value of the propert~l 
and is limited to some maximum proportion of total value as determined· 
either by the practice of the institution or by statutory limitations.\ 

. I " FHA msured oans may go to 80 and 90 per cent of the property value. 
Some savings and loan associations and insurance companies approach 
these levels on uninsured mortgages. Advances under the land-contract 
arrangement or advances secured by purchase-money mortgages are 
generally liberal. Where provision is made for the rapid retirement of 
the debt there is a tendency io make larger advanceS: 

The interest rate on loans secured by real estate is the product Of 
forces currently operating in the money market. Interest rates change 
slowly and are not likely to vary substantially among lending institu
tions i:ri. any one community. Although the interest rate is one of the 
most inflexible parts of standard loan contracts, there is some tendency 
to reduce the rate on conservative loans. The actual cost of the money 
to the borrower, or the effective interest rate, is sometimes higher than 
the contract interest rate because of fees or service charges made by 
lending institutions at the time the loan is placed. However, in recent 
years the t~ompetition among lending institutions for home loans has 
resulted in the virtual disappearance of those initial fees charged to the 
borrower which do not represent direct costs; even some of these items, 
such as the appraisal cost, are often absorbed by the lending agencies. 

Real estate loans may be classified on the basis of the provisions for 
amortization. In some cases no amortization is required during the 
life of the loan and the loan becomes due and payable in full at the end 
of its term. In other cases partial amortization is required, with the 
unpaid balance due and payable at termination. The most popular type 
of loan in the current market requires complete amortization in monthly 

. installments. The term of the loan is adjusted to the amortization pro
visiohs; thus loans that are not ,amortized or only partially amortized 
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generally have a shorter term than those which are fully amortized. 
Loan contracts may require annual debt service payments of interest 
or principal and interest, semiannual payments, quarterly payments, or 
monthly payments. At the present time contracts covering conservative 
loans may provide for less than complete amortization and are likely to 
call for semiannual or annual debt service payments. In New England 
many loans are written for terms of from 2 to 5 years with no provision 
for amortization and with the understanding that they will be renewed. 
It is generally the case that unamortized loans are written for short 
terms. The currently popular high-percentage loans are long term, from 
12 to 25 years, and call for monthly debt service payments that com
pletely retire the loan. Land contracts are often written on similar 
terms. Second mortgages and other junior liens generally call for rapid 
amortization with higher interest rates reflecting the greater risk. 

The spread of the loan contract calling for monthly amortization and 
running until the debt is retired has been a great advance in home financ
ing over the last 25 years. Savings and loan associations have long 
employed this form of contract. Its use was expanded further by the 
Home Owners' Loan Corporation in the refinancing of distress loans 
during the depression of the thirties. The FHA widely extended the 
plan through its operations beginning in 1934. Insurance companies 
and other lending institutions now use the monthly amortization plan 
to a considerable extent. 

It is a feature of the FHA plan, now widely adopted, to require that 
the borrower deposit one-twelfth of his estimated annual property tax 
and hazard insurance premium with the lending institution each month so 
that the cash will be on hand to meet these charges when they come due.11 

Other variations that are beginning to appear include provision for the 
lapsing of a limited number of principal installments where the borrower 
is in need of financial relief and where the loan has reached SQme stated 
stage in life without delinquency. Another scheme calls for blanketing 
in the household mechanical equipment under the mortgage with the 
effect that the range and refrigerator and other items are financed over 
a long term along with the house purchase. 
·- Loan Servicing. The functions of real estate loan agencies are not 
confined to the conversion of investment funds into mortgages. Once 
the loans have been placed, it is necessary that accounts must be set up 
and maintained, collections made, and delinquencies followed up. It is 

u The 1940 Census of the United States reported that about 20 per cent of 
outstanding loans in 1940 on one-family owner-occupied homes had this feature. 
See Housing, voL IV, Table X. 
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essential to see that property taxes are paid and that the collateral 
properties are adequately protected by insurance. Properties are often 
inspected from time to time during the life of the loan to determine 
whether or not they are being properly maintained, so that no unusual 
depreciation in value may weaken the security of the loans. I Finally, 
should the loans become hopelessly delinquent, foreclosure must be insti
tuted, the properties repossessed, usually renovated, and liquidated 
through rental or sale. All these operations, which follow the selection 
and closing of the loan, are commonly included in the connotation of 
the term 41loan servicing." 

Among the several functi'ons involved in the servicing of loans, those 
procedures arising in connection with delinquency are most significant. 
Here the· requirements are more than mechanical, for skillful collection 
practice will save many a loan from foreclosure and loss to the lender. 
Again, in the handling of acquired properties, wise management can sub
stantially reduce losses. The monthly amortized long-term loan, which 
has gained such widespread popularity, creates greater bookkeeping and 
collection costs than the shorter term loans with semiannual or annual 
payment dates. However, this increase in expense is more than offset 
by the reduction in delinquencies and foreclosures, which is the product 
of the greater suitability of the monthly payment plan to the convenience 
and financial capacities of borrowers. 

,_,.,Pattern of Mortgage Lending. The 1940 census provides some inter
esting information on the incidence and characteristics of mortgage loans 
used in home financing in the prewar era.12 In 1940, 45.3 per cent of 
all owner-occupied nonfarm homes were mortgaged as compared with 
39.8 per cent in 1920 and still smaller proportions for earlier years. 
Mortgages were most frequently encountered in the larger cities, for the 
per cent mortgaged in metropolitan districts was 56.9 compared with 
33.2 outside metropolitan districts. Only 26.6 per cent of the rural non
farm homes were mortgaged. The average outstanding debt on one
family nonfarm homes was about $2,300, which represented 52 per cent 
of the property value. 

The average interest rate on mortgages secured by one-family owner
occupied nonfarm homes was 5.55 per cent. Of this group, 20 per cent 
reported an interest rate falling between 4 and 5 per cent, an additional 
27 per cent paid between 5 and 6 per cent, and 45 per cent paid exactly 
6 per cent. Thus only 8 per cent of the mortgages called for more 
than 6 per cent interest. Regional differences in interest rates are evi-

12The mortgage data are summarized for the United States in Housing, vol. IV, 
. "Mortgages on Owner-occupied Non-farm Homes,'' 16th Census of the ·united States 

(Washington, D.C.: U.S. Government Printing Office, 1943). 
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dent. The lowest average rate is found in New England, 5.38 per cent; 
the highest in the West South Central region, 5.97 per cent. . 

Individual lenders held 25 per cent of all mortgages on one- to four
family owner-occupied nonfarm homes; building and loan a.ssociatfons 
were mortgagees in 20 per cent of the cases. Commercial banks, savings 
banks, and the HOLC were reported at 11 to 13 per cent for each cate
gory, and life insurance companies and mortgage companies each held 
about 4 per cent of the loans. 

About 80 per cent of the outstanding mortgage contracts called for 
some principal payments. Two-thirds of all mortgages required monthly 
payments; 5 per cent of the loans called for semiannual payments and 
3 per cent for quarterly payments; 2 per cent provided for annual pay
ments. About 14 per cent of all loans required no reduction of principal. 

Available data on the mortgage status of rented dwellings are very 
liinited. The Financial Survey of Urban Housing enumerated in 1934 
revealed that in the sample of cities covered by the survey, 56.2 per cent 
of the owner-occupied homes were mortgaged as compared with 39.8 per 
cent for rented dwellings. Classified by type of structure, the proportion 
of rented dwellings mortgaged was as follows: 111 

Type of Structure 

All rented dwellings ..•........•• 
One-family ...........•...•..... 
Two-family .................... . 
Apartments .................... . 
Other dwellings ................• 

Per Cent 
39.8 
36.8 
44.1 
61.0 
49.0 

The total mortgage debt for the United States was estimated at 28 billion 
dollars. Of this total, the mortgage debt on owner-occupied homes was 
13.2 billion dollars or 50.7 per cent, and the debt on rented dwellings 
was 12.9 billion dollars or 49.3 per cent.u 

;/ Mortgage Risk Analysis. Because the financing of ownership is such 
an important catalyst in the real estate market, it will be well to under
stand the processes and considerations that are involved in the invest
ment decisions of lenders. The techniques of mortgage risk analysis. 
were crude and unrefined up to the time of the development of the 
FHA Mortgage Risk Rating System. The common practice had been 
to measure risk primarily by the relationship between the present ap
praised value of the collateral and the amount of the lmin. Thus risk 
was assumed to be proportionate to the original margin of safety repre-. 

18 Wickens, D. L., Relfidential Real Estate (New York: National Bureau of Eco
nomic Research, Inc., 1941), p. 215, Table D9. 

u Ibid., p. 205, Table D4. 
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sented by the excess of value over debt. A loan with a low debt-value 
ratio was considered a prime security, since only a substantial decline 
in market value would result in loss of principal in case of foreclosure. 
This emphasis is still widespread among mortgage lenders, who fail to 
understand the limitations of the debt-value test of mortgage risk. 

Advanced mortgage lending practice gives greater emphasis to the 
ability and willingness of the borrower to meet the terms of the contract. 
Lenders are as much concerned with the prevention of delinquency as 
with the assurance of a full recovery of capital through foreclosure. 
Thus the relationship between the monthly burden of debt service and 
the income prospects of the mortgagor takes on primary significance. 
This relationship must be analyzed in the light of other housing costs 
and all other financial obligations of the borrower. Mortgage contracts 
that are not well adjusted to the borrower's financial capacities are 
recog:o.ized as undesirable risks. 

Another refinement of past lending practice is based on a recognition 
of the fact that the degree of protection afforded by the collateral, the 
mortgaged property, is not adequately measured by the simple relation
ship of debt to value at the time when the loan is made. Since fore
closure may come at any time during the life of the loan, it is the 
pattern of the property value in relation to the pattern of the debt over 
time that must be evaluated. Thus mortgage analysis must include a 
stp.dy of the factors that may affect the future value of the collateral 
property. The FHA risk rating scheme calls for a rating of the charac
teristics of the community, the neighborhood, and the property as rele
vant to future market price and marketability should foreclosure and 
sale be necessary to protect the lender's investment.15 

Financing Income Properties 
( Income p;operties include those combinations of land and improve- ~ 
ments which are hired out for a rental payment or which are occupied 
as business premises by the commercial and industrial concerns that 
hold title. Retail structures, office buildings, factories, and all kinds of 
special-purpose income-producing properties are included in this category.:. 
Among residential structures, fiats and apartment buildings are classed . 
as income properties as well as single-family structures that are rented. '. 

· Since single-family structures move readily between owner occupancy 1 

and tenant occupancy, such properties are not a pure type. In practice, ! 
their financing is handled in much the same fashion whether the bor-

u See the Underwriting Manual of the FHA for a complete procedure for mortgage 
_ risk analysis. (FHA Form 2049 Revised January, 1947, Can be purchased from 
Sup~rintendent of Documents, U.S. Government Printing Office.) 
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rower is to be the occupant or the landlord. Even when the borrower 
is the owner occupant, lenders must consider the fact that there is no 
assurance of his continued occupancy and that, when he vacates the 
property, for whatever reason, it will not necessarily be reoccupied by 
an owner. The lender, therefore, must consider the characteristics of 
the property as a rented unit as a potential basis for the security of 
his loan. 

The major difference between home financing and the financing of 
income properties lies in the original sources of repayment. The earn
ings and assets of the owner occupant are looked to for debt service 
in the home loan with the earning capacity and asset value of the col
lateral property as a secondary source. In the case of income properties, 
the productivity of the property itself must be sufficient to pay interest 
and to return the capital advance to the investor. 

As in the case of the home loan, the maximum amount of a· loan 
secured by income property is a function of the appraised value. In 
general, the ratio of loan to value is lower than in home loans. The 
valuation process and the investment analysi~ involved in lending on 
income properties requires a forecast of the level and stability charac
teristics of the income that the property will produce. This forecast 
of net returns is the basis of the appraisal of the present worth of the 
property and the basis for predicting the probability that the income 
will be sufficient to meet operating expenses and debt service require
ments. The forecast of net returns calls for a careful study of the many_ 
market factors that will influence rent levels, occupancy ratios, and oper
ating expenses over the years of productive life. It is the productivity 
of the property as measured by net income that is the original and the 
ultimate security for credit advances. Default occurs only when pro
ductivity falls below a sufficient level. And in case foreclosure ensues, 
the market value of the collateral property when sold to recover on 
the defaulted loan is determined by future productivity in terms of 
dollar net income. 

In the financing of income properties, the mortgage is the basic device 
for securing the debt, just as it is in home financing. For income prop- · 
erties the advances are, of cotirse, m~ch larger than for homes, and 
the lending transactions are more complex. With large sums at stake, 
more care is exercised both in the analysis of the investment risk and in 
the details of the transaction. Where the home mortgage contract is 
fairly well standardized, the loan arrangements for large properties are· 
custom-built for each situation. For example, when the amount of the 
loan is too large to be secured from a single source, arrangements may 
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be made to split the advance into denominations appropriate to the 
source of the funds. The pattern of financing also may reflect the nature 
and degree of risk; special-purpose buildings and pioneer locations do 
not always provide the type of security that is acceptable for the con
ventional mortgage contract. Other considerations may be the presently 
available source of funds, the established lending policies of institutions 
willing to consider an advance, liquidity considerations in a changing 
money market, the general surplus or shortage of funds seeking invest
ment, and the current fashions in the investment market affecting the 
popularity of various fonns of contracts. When both lending institutions 
and sponsors have plenty of capital, the simple equity and mortgage 
pattern predominates for most types of income properties. In the cases 
of large projects such as apartment developments, the property is often 
held by a corporation and equity stock issued to the sponsors. With 
business prosperity, there is considerable refinancing of existing mort
gages as profits are used to retire debt. In the early postwar years, 
conservative loans on good business properties and apartments were being 
made at interest ra.tes as low as 3.5 per cent in some areas. 

AB building activity resumes after the restrictions of the war years, 
there are beginning to reappear many of the patterns of financing that 
have been developed in times past to meet the peculiar needs of large 
developments. Many of these schemes are relatively rare; some of them 
have income-tax advantages, while others are plans developed by specu
lators and promoters who have no substantial capital of their own. 

Perhaps the most widely used financing plan for large buildings during 
the building boom of the twenties was the mortgage bond issue. Under 
this plan, a mortgage oil the property is issued to a trustee, who holds 
it for the benefit of the buyers of bonds secured by the mortgage. First-, 
second-, and even third-mortgage bonds are issued in denominations that 
are adjusted to the requirements of investors. For many years mortgage 
bonds have been in ill repute because of the widespread losses of in
vestors following the collapse of the building and securities boom in 1929. 
It was reported that in 1931 a total of 6 billion dollars in real estate 
mortgage bonds were outstanding, with more than 60 per cent in default.16 

This percentage increased substantially during the next few years. A 
study of 285 real estate mortgage-bond issues in Chicago on apartments, 
apartment hotels, office buildings, theaters, warehouses, garages, and 
other buildings .revealed that in 1934 all but 14 of the issues were in 

18 Proceedings of the Investment Bankers Association of America (Chica~o. 1937), 
_ p. 326, quoted in Hoagland, Henry E., Real Estate Principles (New York and Lon-. 

don: McGraw-Hill Book Company, Inc., 1940), p. 382. 
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default.n The widespread defaults in mortgage bonds are not a demon
stration of the unsoundness of this type of financing, but rather a 
reflection of its misuse. The popularity of this form of investment en
couraged the overbuilding of apartments and other forms of income 
properties. Prejudiced appraisals and excessive loans in relation to 
value were common. In many cases losses were the result of faulty 
trustee arrangements or poor business judgment in failing to build up 
reserves in good times. In some cases, the security houses that issued 
the mortgage bonds undertook to guarantee investors against loss; a few 
organizations were set up to guarantee or insure the bond issues of other 
companies with a premium collected to establish reserves against loss. 
However, both types of arrangement proved to be unsound, and when 
the default of mortgage-bond issues began to spread, the mortgage guar
anty companies collapsed. 

There are many variations that have been devised for financing 
real estate development. Stock issues in various combinations of. com
mon and preferred are used usually to raise only the equity funds but 
sometimes for the entire capital requirements. A combination of com
mon stock and debentures may be employed with or without an under
lying mortgage. Collateral trust bonds involve the depositing of a 
group of mortgages on various properties with a trustee and the issuing 
of bonds in convenient denominations. Participation mortgage certifi
cates are secured by an undivided interest in a group of mortgages, and 
participation mortgage receipts are secured by an undivided interest in 
a single mortgage that involves too large an amount to be handled by 
a single lender. 

Not all financing is based upon full ownership. The long-term lease 
is a device for lending the use of landed capital. The ground rent that 
is paid to the lessor for the use of the land is parallel to the interest 
that is paid a lender for the use of money capital. Furthermore, the 
leasehold estate that is held by the lessee under a long-term lease 
arrangement may be mortgaged in the same manner as the fee to raise 
capital for the improvement of the land. Leasehold mortgage bonds 
may be issued if smaller denominations are desired. 

To attract capital into real estate development, real estate investment 
trusts have been created in a few instances. Investors may place funds 
with the trusts for reinvestment in the securities of real estate corpo~a
tions. Both fixed and management trusts have been established. For 
the benefit of risk capital, speculative pools have been organized. Cer-

17 Koester, Genevieve, "Chicago Real Estate Bonds, 1919-1938," Jourrw,l of Land 
and Public Utility Economics, vol. XV, no. 1, pp. 49ff. 
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tificates of beneficial interest are sold and the proceeds invested directly 
in various properties. Profits are shared by the certificate holders. On 
a local basis, the syndicate arrangement is a common method for specu
lative ventures in real estate. This plan usually calls for holding the 
property in the name of the syndicate manager with a secret contract 
between him and the other syndicate members as to the distribution of 
profits. 

In recent years there has been an extension of direct investment by 
large financial institutions, primarily life insurance companies, in income 
properties. The most publicized activity has been the erection and 
operation of large rental holising projects such as Parkchester and Stuy
vesant Town in New York and smaller developments in Washington, 
D.C., and on the West Coast. This type of investment involves complete 
ownership by the investing organization with no funded debt. It is being 
encouraged by legislation in an increasing number of states, which 
enables insurance companies and savings banks to invest a portion of 
their assets in this fashion. Recent Federal legislation now offers en
couragement in the form of yield insurance, which would guarantee to 
the investor a minimum return at all times. 

Another parallel device employed by lending institutions in connection 
with nonresidential properties is the purchase or construction of retail 
and industrial buildings and the leasing of these properties to a respon
sible concern for a long term. For example, some of the leading mail
order houses have sold the buildings occupied by their own retail outlets 
to insurance ·companies, at the same time entering into a long lease for 
continuing occupancy.· 

Banks and insurance companies supply the first-mortgage money in 
by far the greatest number of cases of income-property financing, though 
many loans of moderate size are held by individual investors. The 
introduction of FHA mortgage insurance for rental housing has led to 
its use in much of the new rental housing produced recently; insurance 
companies have supplied much of the mortgage money. Mortgage-bond 
issues have been a rarity since the debacle of the depression, and most 
of the other complex financing schemes that were common in the twenties 
are now only occasionally encountered. 



CHAPTER 9 

THE HOME MORTGAGE MARKET 

Now that we have examined the nature of urban land credit, the 
functions it performs and the forms it takes, we next turn to what is 
perhaps the most important real estate lending activity-the extension 
of credit secured by homes. \The home mortgage market is significant 
not alone as the largest segment of urban real estate financing, but also 
because it plays so large a role in new housing investment and thus in 
the provision of essential living accommodations for all the families -of 
the nation\ So important is the :flow of funds i~to the housing market, 
and so important is the health of the housing market to the social and 
econ.omic well-being of the country, that there has been a great deal of 
governmental tampering with the mortgage market through Federal 
legislation and statutory modifications of mortgage law. We shall see 
that the regulatory activity of government is a primary market factor. 

Organization of the Market 
The demand for urban land credit arises mainly- from the needs of 

prospective home buyers and other investors who intend to . acquire 
ownership of residential real estate. The investment may be in a home 
to be built by the investor himself, in a new property offered for sale 
by a builder, or in an existing property involving simply a shifting pf 
an established investment from one owner to another. Effective demand 
for loan funds may also derive from the needs of owners who plan to 
refinance existing loans in order to secure more favorable terms or from · 
owners who wish to raise money on the security of owned real estate for 
purposes that range from remodeling the property to speculation on the 
stock market. 

Evidence of the relative importance of the several sources of housing 
credit demand is found in the lending activities of savings and loan 
associations. During the prewar years of 1940 and 1941, about one-third · 
of all savings and loan mortgages were in connection with new home 
construction, about two-fifths for purchase of existing homes, about 
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one-sixth for refinancing, one-twentieth for repair and modernization, 
and the balance, less than one-tenth, for all other purposes! During 
the war period, when the '\"olume of home building was restricted, the 
proportion of loans for financing the purchase of existing houses rose 
to two-thirds and in 194:4: and 1945, to more than seven-tenths. With 
construction resuming, the ratio is returning to more normal levels. 

The nature of the demand for home mortgage credit and the fact that 
more than 3 billion dollars in new loans are made annually indicate that 
this kind of borrowing is widely disseminated. Among the families who 
attain home ownership, roughly one-half of all nonfarm families, the 
need for securing credit will occur at least once or twice during the 
lifetime of the family. Thus, though the incidence of borrowing is wide, 
the borrowers in credit transactions are relatively inexperienced in the 
mortgage market and unfamiliar with its functionaries and procedures. 
There is, of course, a small group of experienced borrowers made up of 
builders and professional real estate traders and speculators. 

Another important characteristic of the demand for urban land credit 
is the long-term nature of the advances.2 The ready assets of most 
home buyers are small; the need is for relatively large loans that can be 
repaid in small installments over a long period. In response to a need 
of this kind there have developed specialized credit outlets, which act 
as intermediaries between the original savers and the ultimate borrowers. 

There has accumulated in this country a large volume of funds seeking 
long-term investment outlets. The prewar level was in the neighbor
hood of 60 billion dollars, but by 1946 the total had mounted to 134 bil
lion dollars.3 From a net annual increase of from 2 to 4: billion dollars, 
which characterized the twenties and the late thirties, the increase in 
savings during 194:4: reached 20 billion dollars. This rate of increase 
has declined to a level of about 9 billion dollars for 194'6. The total 
savings as of 1946 were distributed by mediums as shown in Table 4:3. 

The major investors in home mortgages are the savings and loan asso
ciations, the commercial and saving banks, and the life insurance com
pallies. These institutions receive the savings of individuals and reinvest 
them in long-term securities. The individual saver seeks security and 
freedom from the problem of frequent reinvestment. Although he 
expects a modest interest return, the major objective of the small saver 
is to accumulate and preserve the principal for his old age, some future 
expenditure, or as a safety reserve. He does not expect to live off the 

1 Federal Home Loan. Bank Review, Statistical Supplement, March, 1942, p. 13, 
Table 13. 

11 DiscUSled in the previous chapter. 
•Federal Home Loan. Bank Review, vol. 13, no. 9, p. 265-266, June, 1947. 
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TABLE 43. EsTnlATED SAVINGS OF !NDIVIDUAIB IN 8ELECl'ED MEDIA, 1946.• 

Medium 

Total savings .••...••.••.......•• 

Life insurance companies ......... . 
War savings securities and U.S. 

savings bonds ................. . 
Insured commercial banks ........ . 
Mutual savings banks .•.•........ 
Savings and loan associations ..... . 
Postal savings .•................. 
2~% postal savings bonds ....... . 

'Amount, 
billions 

$133.8 

40.4 

33.5 
31.1 
16.8 
8.5 
3.4 
0.08 

• Federal H"""' Loa11 Bank Reftev>, vol.. 13, no. 9, p. 266, June, 1947. 

Percent 

100.0 

30.2 

25.0 
23.2 
12.6 
6.4 
2.5 
0.1 

interest return during the period of accumulation. He hopes to be able 
to withdraw his savings at any time in case of emergency, but he. is 
willing to agree to the requirement for 30-day notice, knowing that it 
is not usually enforced except in times of general financial stress. 

The institutional requirements for investment outlets are based on a 
fairly predictable rate of withdrawal. Thus a proper arrangement of 
maturities and amortization schedules in the portfolio of loans will 
produce a flow of repayments that is adjusted to withdrawal require
ments. Life insurance companies, where withdrawals are primarily in 
the form of policy death benefits with policy loans of much lesser im
portance, can forecast cash needs with considerable precision. Another · 
important institutional requirement is a rate of investment return high 
enough to reward the savers with a sufficiently attractive interest return 
to encourage saving, to pay the costs of operations including the making 
and servicing of loans, and to produce earnings on the institution's o\vn 
capital. The required spread between interest paid savers and interest 
charged to borrowers tends to vary for different types of loan. For 
example, mortgages calling for monthly amortization are more costly to 
service than straight term loans. 

A mortgage-lending institution may be likened to a plenum chamber 
or a storage dam, for it receives a flow of savings seeking long-term 
investment and adjusts the outward distribution of long-term credit to 
the needs and requirements of borrowers. This discussion has not. 
included the individuals who advance credit on the security of homes. 
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While there is a substantial proportion of all mortgages held by indi
viduals rather than institutions, the majority of such loans are purchase
money mortgages, i.e., obligations of the vendee that are accepted by 
the vendor in part payment for the property. Similarly, there is a 
large volume of land contracts outstanding that originated in connection 
with home purchase. 

It is not appropriate in this volume to undertake a discussion of the 
money market and the broad problems of investment, but it should be 
made clear that the home mortgage market is but a segment of this 
broader market and that the mortgage market forms an essential link 
between the general investiilent market and the housing market. Housing 
credit demands must compete with the needs in other areas of invest
ment and in the end, with the multitudinous array of goods and services 
that tempt the earners to consume rather than to save. In the present 
money market, with an excess of savings seeking investment, the savers 
rather than the borrowers are in competition, a competition that has 
resulted in low interest rates and more liberal terms of repayment. 

The home mortgage market is not the perfect market of classical 
economics, for there are numerous rigidities that hamper its self-regu
lating mechanisms. It is true that the mortgage is a fairly well-stand
ardized item; though the exact terms of each loan are adjusted to the 
circumstances, the rights and duties of the parties as expressed in the 
legal instrument are substantially uniform. Even the more unsophisti
cated borrowers have a working knowledge of the responsibilities that 
they are undertaking and of the practical effects of default. On the 
other hand, there exists a considerable degree of public regulation of 
the institutions that are the major investors in mortgages-the banks, 
savings and loan associations, and the life insurance companies. Among 
the Federal agencies in the mortgage field, the Federal Housing Admin
istration has extended its influence sufficiently to exercise effective control 
of interest rates, at least in terms of upper limits. The FHA and the 
Home Owners' Loan Corporation have also contributed to the standardi
zation of the mortgage and to the spread of the monthly amortization 
plan. In so far as the FHA has led to more rational methods of mortgage 
risk analysis, it may be said to have made the market more "perfect." 

It is a peculiarity of the mortgage market that ~erest rates, which 
stand as the ostensible price of mortgage money, are unusuaify slug.,oish 
in movement and that competition in the market takes on a much more 
complex form than simple price bidding. The fact that in 1940 the con
tract interest rate of exactly 6 per cent was found in 45 per cent of all 
h<me mortgages is indicative of the role that custom and tradition play 
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~interest rate de_!;erJl!ination.4 Lenders are accustomed to make ad
Justments to- changing market conditions by varying all the terms and 
conditions of the loan. For example, when there is a surplus of loan 
funds, competition often takes the form of overappraisal of the value of 
the collateral property, thus permitting the lender to offer a larger loan 
amount without going beyond statutory limits. Amortization arrange
ments may be liberalized and the length of the contract term may be 
varied. One evidence of an oversupply of funds in the market is the dis
appearance of the fees and discounts that are normally loaded on· the 
borrower in connection with the loan transaction. It is true that in
terest rates are not constant and that they do finally, if sluggishly, react 
to changes in the demand-supply relationship. Furthermore, the contract 
interest rate will vary from the effective rate if discounts and fees are 
charged, so that the advertised and recorded rates do not reflect the true 
price situation. 

Another interesting aspect of this subject on which only speculation is 
possible is the influence of mortgage interest rates on the flow of in
dividual savings into home loans. There is some basis for arguing that, 
within rather wide limits, interest rates play a minor role. Certainly 
under the postwar circumstances of excess savings, the savers appear to 
have been little influenced by the rates on savings accounts and mediums 
of various kinds. The recency of the great depression of the thirties and 
the fear of a recurrence have placed emphasis on security rather than 
rate of return. Finally, changes in the level and distribution of income 
and the general price level are far more important in determining the 
availability of funds for long-term investment. The cheap-money policy 
of the Federal government will ensure low mortgage interest rates for 
some time to come through the interposition of governmental credit where 
necessary to provide a sufficiency of mortgage money. 

Though the rate of deposit of individual savings may not be greatly 
influenced by changes in mortgage interest rates, it must be recognized 
that institutional investment policy is sensitive to changes in the ret.\ll'n 
on all forms of legal investments. Thus in early 1948 a tightening oc
curred in the supply of mortgage credit when a decline in bond prices. 
made possible a yield that was more attractive to many institutional · 
investors than the return on FHA or Veterans' Administration guaran
teed mortgages. 

Mortgage Lenders 
The discussion of the organization of the home mortgage market has 

touched upon the structure of the market, the underlying market process, 
4 U.S. Census, 1940, H,ousing, vol. IV, part I, p. 10, Table A-5. 
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and the characteristics of the demand for credit. We shall now turn to 
a more detailed consideration of the primary outlets of mortgage money. 

It has been estimated that in 1930 the total outstanding debt secured 
by urban real estate was about 37 billion dollars, of which 22 billion 
dollars or about 60 per cent was represented by loans on urban homes.1 

In 1912 the estimated urban real estate debt was 7 billion dollars and by 
1922 the debt had increased to 15 billion dollars. By 1934 the total urban 
realty debt had dropped to approximately 18 billion dollars, with home 
mortgages representing 12)700 million dollars, or approximately 58 per 
cent. In 1946, urban real estate debt was at a level of about 31 billion 
dollars and mortgages on one- to four-family homes were nearly 20 billion 
dollars or about two-thirds.6 

Table 44 traces the history of outstanding home loans since 1925. The 
rise in home mortgage debt during the boom period of the twenties was 
very rapid. In 1925 the estimated balance of outstanding mortgage loans 
was 13,200 million dollars and by 1930 this total had increased to 21,260 
million dollars. The debt secured by urban homes reached a prewar 
peak in 1941 of an estimated 20 billion dollars, after a decline to 17 billion 
dollars during the depression years. 

The present distribution of mortgage holdings among various types of 
lenders is indicated in the table. Savings and loan associations hold 29 
per cent of the outstanding loans, and commercial banks, with 16 per 
cent of the total, stand next in importance among the institutional lenders. 
Insurance companies and mutual savings banks hold 11 per cent each, 
while the HOLC accounts for less than 3 per cent. Individuals and mis
cellaneous holders have advanced 31 per cent of the outstanding loans. 
This category is not very illuminating, since it contains a wide variety 
of holders of unexpressed relative importance. Individual holders are 
by far the most important group, for according to the 1940 housing cen
sus they accounted for 25 per cent of the total home mortgage debt of 
that year.' 

The distribution of the outstanding mortgage debt among various types 
of lenders is not necessarily representative of the present importance of 
these lenders in the mortgage market. The data representing sources 
of new mortgage money are more significant. At the present time new 
mortgages on urban homes are being made at the rate of approximately 
800 million dollars per month, representing some 200,000 loans. On the 

I Horton, Donald C., Long Term Debt in the United States (Washington, D.C.: 
U.S. Department of Commerce, 1937), pp. 136 and 139. 

e Federal Home Loan Bank Review, vol. 13, no. 2, p. 47, November, 1946. 
'U.S. Census, 1940, Housing, vol. IV, part I, p. 4, Table IX. 



TABLE 44. 

THE HOME MORTGAGE MARKET 

EsTIMATED BALANcE OF OUTsTANDING MoRTGAGE 

Foux-FAMILY NoNFARM HoMEs* 

(millions of dollars) 

Savings Insur- Home 
Mutual Commer-

Year 
and loan ance 

savings cia.l 
Owners' 

associ&- com-
banks banks 

Loan Cor-
tiona pa.nies pora.tion 

1925 $4,204 $ 837 $2,375 s 800 ····· 
1926 4,810 1,062 2,650 1,250 ..... 
1927 5,488 1,254 2,900 1,850 .. , .. 
1928 6,060 1,445 3,125 2,375 ..... 
1929 6,507 1,626 3,225 2,500 ...... 
1930 6,402 1,732 3,300 2,425 ····· 
1931 5,890 1,775 3,375 2,145 ····· 
1932 5,148 1,724 3,375 1,995 ..... 
1933 4,437 1,599 3,200 1,810 s 132 
1934 3,710 1,379 3,000 1,189 2,379 
1935 3,293 1,281 2,850 1,189 2,897 
1936 3,237 1,245 2,750 1,230 2,763 
1937 3,420 1,246 2,700 1,400 2,398 
1938 3,555 1,320 2,670 1,600 2,169 
1939 3,758 1,490 2,680 1,810 2,038 
1940 4,084 1,758 2,700 2,095 1,956 
1941 4,552 1,976 2,730 2,470 1,777 
1942 4,556 2,255 2,700 2,480 1,567 
1943 4,584 2,410 2,660 2,450 1,338 
1944 4,799 2,458 2,570 2,410 1,091 
1945 5,376 2,258 2,530 2,575 852 
1946 7,200 * 2,645 * 2,680 3,900 636 

239 

LOANS ON iONE- TO 
I 

Indi-
vi duals 

Total 
and 

others t 

$5,000 $13,216 
5,500 15,272 
6,000 17,492 
6,600 19,605 
7,200 21,058 
7,400 21,259 
7,500 20,685 
7,000 19,242 
6,700 17,878 
6,200 17,857 
6,000 17,510 
6,000 17,225 
6,180 17,344 
6,332 17,646 
6,440 18,216 
6,510 19,103 
6,590 20,095 
6,350 19,908 
6,100 19,542 
6,200 19,528 
6,400 19,991 
7,500 24,561 

• Fed11ral H"""' Loan Bank Review, Stati•tical Supplement, 1947, p. 14, Table 14. For a detailed descrip
tion of the source of these estimates see Federal Home Loan Bank Review, November, 1939, p. 51, and 
September, 1940, p. 410. The table reflecte a revision of previous estimates for savings and loan associa
tions. The revised figures include only operating institutions and exclude the estimated amount of mort
gage loans against which the borrowers had pledged shares that, in reality, are an offsetting item reducing 
the borrower's indebtedness. This revision was made possible by a recent estimate of the volume of such· 
pledged shares for the period covered in the table, HOLC holdings for 1933 and 1934 were revised to· 
conform with the corporation's accounting records. 

t Includes fiduciaries, trust departments of commercial banks, real estate bond companies, title and 
mortgage companies, philanthropic and educational institutions, fraternal organizations, construction 
oompaniee, Reconstruction Finance Corporation Mortgage Company, etc. 

~Preliminary. 
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basis of the dollar volume of new loans in 1946 the relative importance 
of various types of lenders is shown by the following tabulation.• 

Type of Lerukr 

Savings and loan associations ..••. 
Insurance companies ...•.......• 
Banks and trust companies ..... . 
Mutual savings banks ...•......• 
Individuals and others .•••....... 

Per Cenl 

37.9 
5.2 

23.3 
5.0 

28.6 
100.0 

Individools. Individuals ·hold about one-quarter of all urban home 
mortgages. Before the depression of the thirties, mortgages on homes 
were considered a prime investment and provided an important outlet for 
the cash savings of many individuals. In many cases the loans were 
negotiated directly between the investor and the borrower, though in the 
large communities it was customary to buy mortgages from banks or 
mortgage companies, who either assigned loans that were in their port
folios or acted as brokers in negotiating the advance. This practice has 
become somewhat less common following the depression partly because 
mortgages as investments have lost some of their prestige and popularity 
among individuals and in part because of the rise of the FHA insured 
mortgage, which may not be purchased by individuals. In recent years, 
there seeiDS to have been some revival of direct investment and mortgage 
pUrchase by individuals. 

Individuals who buy mortgages generally prefer conservative loans 
representing 50 to 60 per cent of the appraised value ·or the property. 
Investors of this kind are in search of security and permanence. Ha'\ing 
no facilities for servicing loans they may not wish to be bothered by 
monthly payments and often prefer loans with terms of moderate length, 
from 5 to 10 years, which provide for partial amortization or no amor
tization and which call for annual or seiniannual debt service payments. 
However, land contracts or mortgages that represent a high proportion 
of the property value are likely to call for monthly amortization. 

Individual holdings of real estate securities may be created under other 
circUIDStances than by direct lending or mortgage purchase. A large 
share of such holdings is undoubtedly in the fprm of purchase-money 
mortgages. Such advances do not represent the investment of cash 
savings but are created from equities held by sellers. The majority of 
loans are on existing houses, either purchase-money mortgages or con
servative loans written in connection with a sale or with refinancing. In 

•Federal Home Loan Bank Review, Statistical Supplement, 1947, p. 14, Table U. 
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addition to first mortgages held by individuals there are outstanding 
large volumes of purchase-money second mortgages and land contracts 
employed in financing the sale of homes. Some of the more speculative
minded inve...<:tors engage in the purchase at discounts of second mort
gages and land contracts. 

Savings and Loan .Associations. Savings and loan associations are the 
most important source of credit for home ownership in both England 
and the United States. The origins of the savings and loan plan are 
found in the English building societies of a century and a half ago. The 
first adaptation in this country appeared in Pennsylvania in 1831. The 
nature of the early form of the institution does much to explain the 
general character and policies of the modem association, though con
siderable changes have been made. The early groups were composed of 
a few individuals who possessed an urge to own homes of their own and 
who entered into a mutual agreement to pool their savings. As suf
ficient sums were accumulated, loans were made to members of the 
group for the purcha...c:e or erection of homes. When the last member 
had been accommodated, the arrangement was terminated and the as
sociation dissolved. From this modest beginning the modem savings 
and loan plan has evolved, retaining the original objectives but with 
refinements in method, which extend its u..c:efulness. The present plan 
12rovides for a permanent in..'<titution accepting new members at any 
time. :Membership is attained by the subscription to shares in the 
association to be paid for in monthly installinents or by the outright 
purchase of fully paid shares. There is no requirement that members 
must borrow from the association, nor is borrowing limited to members. 
Thus the depository and lending functions are separated, and the or
ganization now operates in a general way like a savings bank-receiv
ing deposits from one group and lending to another. The shareholder 
is privileged to withdraw his accumulated payments at any time with 
due notice, usually 30 or 60 days. As a practical matter, associations 
make a practice of permitting withdrawal on demand except under 
unu...c;ual circumstances.• 

U'ntil recent years, associations generally employed the so-called 
"share-accumulation plan," under which the borrower subscribes for in
stallment shares of the association in an amount equal to the face of 
the loan. The mortgage remains fixed in amount with interest falling 
due regularly until such time as the accumulation of the borrower's 
payments and the dividends paid by the association is equal to the 

'Bodfish. Morron. and A. D. Theobald, Savings and Loma Principle& (New York: 
Prentice-Hall, Inc., 1938), Chap. 2. 
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debt. The mortgage is then canceled against the shares.10 The major 
weakness of the plan appeared during the depression, when the earnings 
of many associations declined so that dividend payments were reduced 
or suspended and the period of repayment on existing loans was con· 
sequently extended. Where associations failed, the borrowers found 
themselves with the full amount of the loan still standing as unpaid on 
the books of the association and with the accumulation of their payments 
and of dividends represented by installment shares of questionable 
value. 

Because of the unfortunate depression experience, the share-accumula· 
tion plan has lost favor and has been widely replaced by the direct
reduction plan. This device parallels that used by other lending in
stitutions, wherein each principal payment is applied immediately to 
reduce the debt. A scheme that stands between the two types already 
described is the cancel-and-endorse plan. Under this arrangement, the 
borrower subscribes to shares in the amount of the loan, and his payments 
are applied to a single share of $100 until it is fully paid. The share is 
then canceled and a principal payment of $100 endorsed on the mortgage 
note, reducing the unpaid balance by that amount. 

The investment policy of savings and loan associations reflects their 
origin. In general they have adhered to the original objective of pro
viding credit for home acquisition. Loans on modest single-family 
structures predominate, although other types of property are occasionally 
a~cepted as security. Owner-occupied homes are preferred above all 
other types of collateral, with two- and three-family buildings next in 
rank.11 Mortgages secured by apartment buildings and commercial prop
erties are uncommon in association portfolios, and loans on vacant land 
are rare. The policy of associations varies in the acceptability of various 
types of property and is limited by legal restrictions, which differ some
what among the states. In 1941, :first-mortgage loans were 80 per cent 
of all assets held by operating savings and loan associations; this ratio 
dropped during the war to 63 per cent in 1945.12 

Savings and loan associations have pioneered in the use of the long· 
term loan contract calling for equal monthly payments and for full 
amortization. A widely used plan, which was standard in many associa
tions in the twenties, provided for monthly debt service payments of 
1 per cent of the principal amount of the loan. Monthly payments 
covered both interest and principal retirement. Under this arrangement 
the loan was retired in about 11 years. In recent years monthly payments 

10 Ibid., p. 179. 
11 Ibid., p. 194.. 
tzFedeTal Home Loan Bank Review, November,1946, p. 42. 
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often include one-twelfth of the annual property tax and hazard insur
ance premium. This part of the payment is held in trust by the ~ssocia-
tion and applied as the obligations fall due. ' 

The maximum loan-value ratio of 66% per cent traditionally adhered 
to by savings and loan. associations has been liberalized. In the pre-

- depression era, the two-thirds basis was more liberal than the limits_ en
forced by other lenders. Banks and insurance companies rarely went 
beyond loans of 50 to 60 per cent of value. The present widespread use 
of the 80 and 90 per cent loan insured by the FHA has led to a reluctant 
extension of the limit by savings and loan associations as well as by 
other lenders. Loans of 70 and 75 per cent made without benefit of mort
gage insurance are now placed by many associations. Insured loans of 
80 and 90 per cent are also common, although many association managers 
feel that such high percentages are unsound and refuse to extend the 
normal limit even under the protection of FHA.18 

The FHA has also made itself felt in bringing about an extension of. 
the length of the loan term. Before 1930, the typical term of savings 
and loan association mortgages was between 10 and 11 years. Recent 
trends are in the direction of extending the term to 12 and 15 years, with 
some associations making 20-year uninsured loans. FHA-insured mort
gages are made for terms of up to 30 years. 

Savings and loan interest rates have been traditionally higher than 
the rates of other lending institutions.14 To a considerable extent the 
higher rate is a reflection o~ the more liberal terms-the higher loan-to
value ratio and the longer term of loan-which were presumed to create 
a greater investment risk. Another factor was the generous returns paid 
to depositors in the form of dividends. In a market in which the com
petition among investment mediums was strong, high returns were as
sumed to be necessary to attract money. In the post-depression years, 
characterized by a surplus of funds, savings and loan associations have 
generally been forced to meet the market with respect to interest rates. 
Their advantage in the form of more liberal terms no longer obtains. 
Furthermore, the popularity of the FHA plan has led them to fall in 
with the general standardization of rates at the FHA maximum. A few · 
associations offer variable interest rates, which are adjusted to the risk 

18 See the Report of the Committee on Trends of the United States Building and 
Loan League, October, 1937 (Chicago: United States Building and Loan League). 

14 Wickens, David L., Residential Real Estate (New York: National Bureau of 
Economic Research, Inc., 1941), pp. 256, 262. See also U.S. Census, 1940, Housi~g, 
vol. IV, part I, p. 13, Table A-9, which shows building and loan association mortgage~ 
with an average loan rate of 5.92 per cent compared with 5.55 per cent for all 
mortgages. 
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of the loan measured in terms of the loan-value ratio, the quality of the 
collateral, and the moral risk.111 

In most states there is provision for state chartering and regulation of 
savings and loan associations. Wide variations exist among states in 
the effectiveness of regulation. The duties of regulatory bodies involve 
the chartering of new associations, the examination of the books of 
operating associations,· and, in case of insolvency, the safeguarding of 
the interests of investors and creditors. The establishment of the Federal 
Savings and Loan system in 1933 created an additional regulatory body 
concerned exclusively with federally chartered associations. The Federal 
Home Loan Bank Board is authorized to examine Federal associations 
as well as all associations, state and Federal, which are insured by the 
Federal Savings and Loan Insurance Corporation.18 

The major growth in the number and importance of savings and loan 
associations came in the present century. During the first 20 years the 
number of associations increased steadily from 5,356 to 8,633 with re
sources of 2.5 billion dollars. Between 1920 and 1930 resources increased 
by 250 per cent to nearly 9 billion dollars in 11,777 institutions. It was 
estimated that about 16 per cent of the total savings of the nation were 
in the hands of savings and loan associations.11 The geographical spread 
of associations was not uniform during this period of expansion. There 
was a mushroom growth in New Jersey, Pennsylvania, and Ohio. It is 
said that in Philadelphia there were more than 3,000 associations.18 The 
rapid expansion during the twenties reflected the needs for credit facilities 
created by the building boom; and in areas where existing institutions 
were adequate, the growth was not so rapid. 

The unsoundness of much of the growth in savings and loan associa
tions was demonstrated by the depression experience in the thirties. 
Along with other types of financial institutions heavily involved in real 
estate mortgages, they failed in large numbers.19 To a considerable ex
tent the failures may be charged to the small size of the institutions, the 
excessive numbers of them in many communities, and to the lack of skill 
in management on the part of part-time managers or poorly paid, medi
ocre managerial talent. By 1936, the number of associations had de
creased to 9,663 through failures and consolidations and total assets were 

1& Bodfish and Theobald, op. cit., p. 207. 
1s The Federal Home Loan Bank Board and the Federal Savings and Loan In

surance Corporation are discussed more fully at a later point in this chapter. 
17 Bodfish and Theobald, op. cit., pp. 58, 59. 
18 Hoagland, Henry E., Real Estate Principles (New York: McGraw-Hill Book 

Company, Inc., 1940), p. 375. 
11 For data on failures and losses, see Savings and Loan Annals, p. 486, Table 6. 
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5.7 billion dollars.20 By 1946 there were 6,100 associations with assets of 
10 billion dollars and accounting for nearly 40 per cent of all new, mort-
gages. ' 

Savings and loan associations are relatively small in size as financial 
institutions. Of the total of more than 8,000 associations in 1938 only 
136 had assets in excess of 5 million dollars and _only 40 were above 10 
million dollars.21 Average assets of members of the Federal Home Loan 
Bank System were reported to be about a million dollars in 1939 as com
pared to 400 thousand dollars for nonmembers.22 By 1946, the average 
assets of members had increased to 2.7 million dollars. The size distribu
tion of members in 1939 is given in Table 45. 

TABLE 45. SIZE DisTRIBUTION oF SAVINGs AND LoAN AssociATIONs, 1939 • 

Asset size groups Number of Per cent 
associations of total 

$0-100,000 .................. 271 7.0 
100,000-250,000 ............. 874 22.6 
250,000-500,000 ............. 882 22.8 
500,000-1,000,000: .......... 785 20.3 
1,000,000-2,500,000 .......... 682 17.7 
2,500,000-5,000,000 .......... 239 6.2 

$5,000,000 and over .......... 132 3.4 
Total ..................... 3,865 ~00.0 

• Eiqh/A Annual Report of Federal HrnM Loan Bank Board, p. 184, Exhibit J-4. 

The small size and local character of the institutions give the advantage 
of assuring close contacts between borrowers and the lending officers as 
well as familiarity with the local real estate market. A disadvantage lies 
in the inability to pay for skilled management. Furth~rmore, as invest
ment institutions savings and loan associations possess a certain vulner
ability as a result of small resources and lack of diversification of in-. 
vestments. 

The mutual character of savings and loan associations has been gradu
ally vanishing as the institution has developed. The depositors no longer 
are concerned with the identity of the borrower so long as his credit 
standing is acceptable. The extension of the direct-reduction plan of 

2o Hoagland, op. cit. 
21 Savings and Loan Annals, p. 494. 
22 Eighth Annual Report of Federal Home Loan Bank Board, p. 58, 1940. 
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repayment has eliminated all but a meaningless technical membership 
in the association on the part of the borrower. The management in all 
but the smaller associations has been taken over by the secretariat and a 
self-perpetuating board of directors, and the depositors, though possessed 
of voting power, actually do not participate in policy determination. 

Banks and Trust Companies. Traditional banking investment policy 
requires that only a limited portion of the funds employed in commercial 
banking should be invested in long-term nonliquid securities such as home 
mortgages because of the demand nature of commercial deposits. How
ever, commercial banks accept in considerable amount time deposits and 
savings deposits, which may be appropriately converted into real estate 
loans. Of a similar nature are the funds of savings banks and trust com
panies or trust departments of commercial banks. Mutual savings banks 
will be considered in another section. 

During the decade of the twenties, banks and trust companies increased 
their holdings of real estate loans until the aggregate holdings had risen 
from 4.9 per cent of total assets to 8.0.23 This tr6ld reflected the 
relatively high return obtainable and the wide field for investment in 
mortgages, which was a concomitant of the building boom. This develop
ment in investment practice undoubtedly contributed to the difficulties in 
which banks became embroiled in the depression years. It appears that 
the responsibility for the trouble lay not so much in the investment of an 
unsound proportion of total assets in real estate loans as in the careless 
and unskilled selection of loans and the failure to demand regular amor
tization Of principal. The competition among lenders for outlets led to 
inflated loan appraisals and to the acceptance of risks without thorough 
analysis. The mortgage debacle left so bad a taste in bankers' mouths 
that during the recovery period they were cautious in resuming invest
ment in real estate loans. However, the pressure of idle funds and the 
added security of FHA mortgage insurance has now popularized the home 
mortgage among banks. The ratio of urban mortgages held in total assets 
has risen substantially from a low point of 5.3 per cent in 1936. At the 
present time banks and trust companies are making more than one-fifth 
of all new urban home mortgages in dollar volume, aggregating over 2 
billion dollars for the year 1946; and banks hold one-sixth of the total 
mortgage debt.u 

Banks and trust companies are limited by law with respect to the 
proportion of their assets that can be invested in real estate mortgages 

23 Kniven, Leonard, Private Long Term Debt and Interest in the United States 
(Washington, D.C., 1936). 

U.Federal Home Loan Bank Review, Statistical Supplement, 1947, p. 14, Table 14. 
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but rarely do they approach the limit. The restrictions on national banks 
limit the total mortgages of any one bank to 100 per cent of th~ capital 
and unimpaired surplus fund or to 60 per cent of the time and savings 
deposits, whichever is the greater. Individual loans that are not to be 
amortized are limited to 50 per cent of the value of the collateral property 

- and to a term of 5 years. Amortized loans may be made up to 60 per 
cent and for as long as 10 years. In general, laws governing state banks 
are less restrictive with the result that institutions of this class custom
arily invest a greater share of their time deposits in mortgages than do 
national banks.26 Since the establishment of FHA, laws have been re
vised to permit state and national banks to make insured loans upon any 
terms that are acceptable to FHA. Thus banks are now among the most 
active agencies in originating FHA loans. During the first decade of 
FHA operations, ending with 1945, state and national banks had origi
nated nearly one-half of all FHA-insured loans under Sec. 203 and were 
holding about the same proportl.on.28 The purchasing of FHA insured 
mortgages from· the originating agency has become common practice 
among banks. This device is used as an outlet by country banks and 
institutions in cities where the real estate market and the building in
dustry are inactive and the opportunities for placing loans are few. 
Purchases are made from other banks or mortgage companies, who per
form what is in effect a brokerage function. This s.cheme is practicable 
only because of the acceptability of FHA insurance, based upon a 
thorough appraisal of mortgage risk, as a sufficient protection against loss. 

There are indications .that the current interest on the part ·of banks 
in mortgage investment is not a temporary policy. Improved techniques 
of mortgage risk analysis, mortgage insurance, and a growing body of 
knowledge of the causes of mortgage loss are all contributing to an in
creasing confidence in this form of investment. Another factor is the 
growing use of the monthly amortized loan, which permits flexibility in 
the fund conversion process to meet changing conditions. 

Mutual Savings Banks. Mutual savings banks are found mainly in 
the New England states. They are mutual thrift institutions in form of 
organization, noncommercial in objective, and thoroughly hedged about. 
by restrictive laws designed to protect the small depositors who constitute 
the membership. During the century ending in 1920, this form of in
stitution grew steadily in the Eastern states until there were 630 banks 
with deposits of over 5 billion dollars. Because of the nature of the 
deposits, investments were in long-term securities and mortgages, with 

26 Home Mortgage Lending (New York: American Institute of Banking, 1938), p. 7!J. 
26 National Housing Agency, Fourth .Annual Report, p. 122, 1945. 
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about 38 per cent of total assets in real estate loans.21 During the 
twenties, mutual savings banks did not expand so rapidly as savings and 
loan associations, though assets increased to almost 9 billion dollars by 
1929. The proportion of assets invested in mortgages had risen to 52 per 
cent.28 

The depression experience of mutual savings banks is a tribute to their 
soundness. · In the early depression years, when confidence in other de
positories was breaking down, the deposits in mutual savings banks were 
increasing. However, the proportion of assets invested in mortgages de
creased steadily during depression and recovery until it reached 41 per 
cent in 1941. Since that time, the decline has continued to a level of 24 
per cent in 1946.29 This change in status is explained by the increased 
investments in government securities, the larger cash reserves, the as
sumption of mortgages by the HOLC, and the conversion of mortgages to 
real estate owned through foreclosures. In the prewar year of 1941, 
mutual savings banks held about 2.7 billion dollars in mortgages, or 14 
per cent of the total home mortgage debt of the country. As of 1946, 
the proportion has dropped to 11 per cent; savings banks were originating 
about 6 per cent of all new mortgages, in terms of dollar volume.30 

The loan terms customarily employed by mutual savings banks are 
highly conservative. Until recently it was common practice to accept 
only low-ratio first mortgages due in 1 to 5 years and with no provision 
for amortization. The 1-year term predominated and renewal was as
sumed. The failure of mutual savings banks to liberalize loan terms to 
meet the competition of other lenders in the current mortgage market 
has resulted in a decline in their importance as a source of home mortgage 
credit. 

Life Insurance Companies. Life insurance companies hold 2.6 billion 
dollars in home mortgages or 11 per cent of total home mortgage debt. 
At the present time they are originating some 5 per cent of all new 
Jnorlgages.81 In addition they purchase SUbstantial amounts Of home 
mortgages from originating institutions. In 1938, home mortgages repre
sented about 4 per cent of the admitted assets of the 26 largest legal 

2r Kniven, op. cit. 
2SSee Kniffin, W. H., The Savings Bank and Its Practical Work (Cambridg9, 

Mass.: Bankers Publishing Company, 1928), Chaps. 1 and 2; also Willis, H. P., and 
J. J. Bogen, Investment Banking (New York and London: Harper & Brothers, 1936), 
pp. 112-118. 

29 Federal Home Loan Bank Review, vol. 13, no. 191, p. 274, June, 1947. 
so Ibid., Statistical Supplement, 1947, p. 14, Table 14. 
Slibid. 
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reserve companies in the country.32 At the end of 1945, this ratio stood 
at 5 per cent.88 

, 

The investment funds of insurance companies are in the form of capital, 
surplus, and premium reserves. Investment mediums are restricted by the 
laws of the states in which the companies operate. In general, funds 
may be invested in United States securities, municipal bonds, corporate 
bonds of certain types, high-grade preferred stocks, first mortgages up to 
two-thirds of the value of the property, and in recent years, all FHA-in
sured mortgages. During the twenties the holdings of urban mortgages 
on all types of property increased from 1.3 billion dollars to 5.2 billion 
dollars, and from 17 to 30 per cent of total assets. The years of depres
sion and recovery brought about a reversal of this trend, with nonfarm 
mortgages at the end of 1940 estimated at 16 per cent of total a!;!sets, or 
a total of 5 billion dollars. At the end of 1945, loans on one- to four
family homes totaled 2.258 billion dollars and represented 35 per cent 
of the entire mortgage portfolio, including ·farm loans.84 Loans secured 
by multifamily dwellings. amounted to 21 per cent of the mortgage port
folio, so that all urban residential loans were 56 per cent of the real estate 
mortgages held.85 

During the depression new investments in all types of urban real estate 
loans by life insurance companies dropped to such a low point that in 1934 
only 55 million dollars or 2.6 per cent of all new investments were urban 
mortgages. This proportion rose with recovery until in 1940 it reached 
20 per cent, representing 820 million dollars.86 In 1945, new small-home 
loans constituted 35 per cent of all mortgages made. This ratio was 
smaller than in previous years and is indicative of a decreasing partici
pation of life insurance companies in small-home financing. This trend 
may not be permanent. One outstanding characteristic of recent invest
ment practice is the importance of FHA-insured mortgages. At the end 
of 1945, some 55 per cent of one- to four-family home loans were insured; 
9 per cent of multifamily loans were insured. At that time, insurance 
companies held more than one-third of all FHA-insured loans on small 
homes and three-fifths of the insured loans on apartment projects.87 

32 Investigation of Concentration of Economic Power, Hearing before the TNEC, · 
part 10-A, "Life Insurance" (Washington, D.C.: U.S. Government Printing Office, 
1940), pp. 98, 208. 

83 Federal Home Loan Bank Review, October, 1946, p. 16. 
8! Ibid., pp. 15-17. 
BG Ibid. 
B6 Ibid., May, 1941, pp. 257, 258. 
ST Ibid., October, 1946, pp. 15-17. 
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Life insurance companies place loans either through branch offices or 
loan correspondents, who receive a commission. It was estimated that 
in 1939 about one-quarter of all new loans were made through corre
spondents or were purchased from originating institutions.88 Loan terms 
have been liberalized in recent years to meet the competition for invest
ments. The length of the loan term on home loans has been extended to 
15 and even 20 years on uninsured loans, and monthly amortization is 
encouraged. Interest rates on all loans have declined from a range of 
from 5.30 per cent to 6.34 per cent in 1932 to a range of 3.96 per cent to 
5.25 per cent in 1938. The !!oVerage rate in 1940 on outstanding insurance 
company mortgages was 5.41 per cent as compared with the average for 
all lenders of 5.55 per cent.39 FHA-insured loans on homes are made by 
more than half the companies. In some cases, insurance companies will 
lend at less than the FHA interest rate on conservative mortgages. 

A number of large companies have made direct investments in rental 
housing projects; the projects are owned outright by the insurance com
panies and no mortgage financing is involved. The most spectacular 
'Ventures are Parkchester and Stuyvesant Town built and operated in 
New York City by the Metropolitan Life Insurance Company. Located 
in the Bronx, Parkchester provides for over 12,000 families and involves 
an investment of about 60 million dollars. Stuyvesant Town is being 
built on former slum land in the lower east side of Manhattan and will 
h~use 8,800. families, calling for an investment of more than 50 million 
dollars. Direct investment projects of life insurance companies both com
pleted and projected total some 300 million dollars and are located in 
cities from coast to coast. Recent legislation in a number of states ex
tends to additional insurance companies permission to undertake this 
type of project. 

Other Lending Agencies. There are several types of lenders on home 
security that are of minor importance in comparison with the institutions 
already discussed. Among these agencies, mortgage companies are most 
significant. These organizations specialize in real estate credit, lending 
out of their own capital but placing main dependence for investment 

. funds upo~ the proceeds of the sale of mortgages to other institutions. 
This brokerage-type operation has grown to substantial proportions in the 
last several years since the establishment of FHA and the more recent 
development of the mortgage guaranty by the VA. .There has developed 
a broad market for insured loans among banks and life insurance com
panies. In addition the RFC and the Federal National Mortgage Associa-

as Ibid., May, 1941, p. 258. 
aeu.s. Census, 1940, Housing, vol. IV, part I, p. 13, Table A-9. 
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tion, both Federal agencies, have at times purchased large quantities of 
FHA and VA mortgages. Mortgages that are made and sold are serviced 
by the mortgage companies and the revenue from the operation is in the 
form of a servicing fee allowed by the purchaser. Additional revenues 
are derived from mortgages sold at a premium. 

Other sources of home mortgage credit are found in foundations or in 
the endowment funds of eleemosynary institutions. At least one national 
lumber producer has until recently provided mortgage money through a 
subsidiary that was established to expedite the sale of lumber by re
tailers by offering financing facilities to builders and home buyers. 
Another source of credit is a large investment trust, which sells shares 
to small savers and invests a large proportion of its funds in mortgages. 
Operative builders and contractors are important sources of credit, which 
take the form of second mortgages or land contracts taken back as part 
payment for homes built and sold. The most of these advances are rela
tively short term as compared with the typical mortgage. Land contracts 
entered into by builders are usually written on terms that will reduce the 
debt within a few years to a point where the vendee can take title and 
assume the underlying first mortgage. 

Background of Federal Intervention 

In this section we shall be concerned with the history of recent mort
gage market developments and, because governmental intervention in 
home financing has played a leading role in the post-depression period, 
with the origins and activities of the several Federal agencies in this 
field. 

The great building boom of the twenties reached a peak in the resi
dential phase in 1925, when 937,000 dwelling units were constructed. Of 
this number 572,000 were single-family homes. The intensive activity of 
these years was accompanied by speculation in both lands and buildings 
and by a feverish demand for credit. The general prosperity of the times 
resulted in an unprecedented expansion in deposits and savings and, 
coupled with the attractive returns available on home mortgage invest
ments, gave rise to active competition among lending institutions ·for. 
home loans. Under those conditions various abuses developed that 
created serious weaknesses in the mortgage structure and contributed sub
stantially to its collapse in the early thirties. 

Competition among lending institutions did not take the form of price 
competition leading to a reduction in interest rates. This fact may 
possibly be explained by the inertia of the traditional rate of 6 per cent 
in many places; or it may be explained by necessity for earning a return 
sufficient to attract savings in competition with other channels of invest-
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ment. There was some adjustment of initial fees, but it is likely that 
lenders found the most effective competitive device to be the inflating of 
property appraisals for loan purposes. The borrower, usually with little 
equity money, could be enticed to do business with that mortgagee offer
ing the largest advance. On the other side, the lender, eager to put to 
work as much money as possible, was inclined to wink at overvaluation. 
Another weakness of the mortgage selection policies was the unwarranted 
dependence placed on the initial debt-value ratio. Risk was assumed to 
vary directly with the extent of the margin between the amount of the 
loan and the appraised value of the property at the time of the loan. The 
collateral was accepted as tlie primary protection against loss; insufficient 
weight was accorded to those environmental features which might lead 
to value depreciation and to the characteristics of the borrower. The 
result of such incomplete risk analysis coupled with overvaluation of the 
collateral led to the rapid disappearance of the margin of safety in face 
of the destructive forces of depression. 

The lack of proper adjustment between the terms of the mortgage con
tract and the financial capacity of the borrower was another source of 
weakness in the predepression mortgage market. In the first place, even 
specious appraisals failed to boost the first mortgage sufficiently to meet 
the needs of many borrowers. Lending institutions were limited by law 
and custom to advances ranging from 50 per cent to 66% per cent of the 
value of the properly. In a situation wherein all property values were 
affected by the boom conditions and appraisals were artificially inflated 
for loan purposes, borrowers found difficulty in bridging the gap and re
sorted to the placing of second mortgages and even third mortgages. 
This type of credit was available from second-mortgage companies or 
from the builders who sold the properties. Another scheme used by 
builders was to accept a small down payment and a land contract cover
ing the balance. But junior liens are risky, and builders did not wish to 
tie up working capital in second mortgages and land contracts. Thus 
these securities were sold at sharp discounts, running to 20 and 30 per 
cent. And in order to offset these heavy costs of financing sales, the sales 
prices were proportionately inflated. The result was to burden the buyer 
with a heavy indebtedness on a property often of questionable quality, 
which he really could not afford to own. Only a relatively small decline 
in property values could wipe out his narrow equity and remove all in
centive to protect his investment. 

Many home purchasers found that though the size of the debt assumed 
was not in itself unreasonable, the terms of the mortgage contract created 
a disproportionate burden on the family income. In the first place, 
initial costs were heavy, involving appraisal fees, title examination costs, 
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and service charges of 1 to 3 per cent of the face value of the loan. 
Contract interest rates were 6 or 7 per cent, and amortization provisions 
calling for substantial principal payments semiannually or annually were 
hard to meet. The short-term loans, up to 5 years, were not intended to 
be paid off in full at termination, so that renewal was required, with all 
the heavy charges of a new loan. The junior mortgages, which were 
typically a part of the financial plan, were usually short term and re
quired full amortization. These payments were relatively heavy and, 
added to the demands of the first mortgages, required a total outlay that 
too often could not be met when economic conditions reduced the bor
rower's income below the prosperity level. 

AB the nation entered the troublous thirties, the mortgage market was 
vulnerable at a number of points. The borrowers were struggling under 
heavy payments to preserve ownership of homes in which their equities 
were dangerously narrow. Lending institutions were loaded with an un
precedented volume of home mortgages of doubtful investment quality. 
Because of the local nature of the lending operations, mortgage port
folios lacked the powers of resistance that come from geographical diver
sification. Finally, there was no machinery for facilitating the flow of 
funds for real estate financing from regions of excess to regions of dearth. 
The lack of standardization of mortgages inhibited trading in this form 
of security, and no adequate channels had been developed through which 
financial institutions might convert mortgages into cash by discounting 
or using them as collateraL 40 

Thus it was that in the early depression years of 1930 and 1931, lending 
institutions were ground between the upper and nether millstones of un
usual demands for cash and frozen mortgages loans. The first indication 
of the basically unsound situation in the mortgage market appeared as 
early as 1926, when the foreclosure rate took an upward turn. This re
versal in trend reflected the emerging oversupply of dwelling units in 
many cities and the abuses in home financing that have been described. 
By 1929, foreclosures had risen to an annual total of 135,000, or 212 per 
cent of the 1926 :figures.41 The peak rate was reached in 1933, when 
252,400 nonfarm mortgages were foreclosed. During 1930 and 1931 many 
of the lending institutions, believing that the difficulties of mortagors were 
temporary, restricted foreclosure to the more hopeless cases and carried 
most of the delinquents. By 1932, the failure of the economic structure 
to right itself led to a policy of general retrenchment. New loans were 

40 American Institute of Banking, Home Mortgage Lending, pp. 17fJ.; see also 
Federal Home Loan. Bank Review, vol. I, no. 1, pp. 1-14, 1934. , 

41 Federal Home Loan Bank Board, Eighth Annual Report, p. 174, Exhibit 3 
n• ' 
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rarely made, and borrowers were pressed to pay off their notes instead of 
renewing them. New loans by credit institutions dropped from over 4 
billion dollars in 1928 to 778 million dollars in 1932 and 460 million 
dollars in 1933. In spite of home mortgage moratorium laws passed in 
many states, foreclosures gained momentum, millions of home owners 
faced dispossession, lending institutions, pressed for cash, found an in
creasing proportion· of their assets tied up in unmarketable real estate 
and faced a rapidly growing mortgage delinquency.42 The mortgage crisis 
of 1933 was two-sided; on the one hand, all home owners were threatened 
either with actual loss of the~r homes through foreclosure or with a great 
decline in the value of their holdings in a real estate market that was 
moving from stagnation to panic. On the other hand, investors and 
financial institutions with large holdings of mortgages faced disaster and 
ruin. The widespread failures that occurred and the consequent suffer
ing ~f depositors are well known. 

Federal Home Loan Bank System 
· The establishment of the Federal Home Loan Bank System in 1932 is 

not rightly viewed as an emergency measure. For some time a movement 
had been developing to establish a central bank to serve mortgage-lending 
institutions, as had already been done in the field of commercial banking 
in the form of the Federal Reserve System and in the field of agricultural 
cr~dit in the Federal Farm Loan System.43 In 1931, President Hoover, 
long an exponent of home ownership and anxious to strengthen the home 
mortgage system in face of the emerging difficulties, called a conference 
of leaders in the lending and real estate field to consider, in the words of 
the President, " .•. in what manner can we facilitate the ownership of 
homes and how can we protect the owners of homes?" 44 The conference 
approved his proposal to create a system of home loan discount banks, 
and in July, 1932, the Federal Home Loan Bank Act became law.46 The 
emergency objectives of the act, as brought out in the hearings, were to 
relieve the pressure on lending institutions by providing facilities for 
pledging sound assets to secure cash; in turn, pressure on home-owning 
borrowers .could be reduced and sound refinancing made possible. With 

4<Z The Twentieth Century Fund, Debts and Recovery (New York: The Twentieth 
Century Fund, Inc., 1938), pp. 162/J. The proportion of residential properties on 
which some interest or principal was delinquent ranged from 20 to 70 per cent in 

. various cities (p. 164). 
' 3 Bills were ii).troduced in 1919 and 1928. 
"Publications of the President's Conference on Home Building and Home Owner

ship, vol. XI, p. 1. 
4 & Public Act 304, Seventy-second Congress. 
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fewer foreclosures, less real estate would be dumped on the market by 
institutions, and the decline in property values would be checked. This 
condition would encourage owners to hang on to their homes if at all 
possible and would ease the fiscal problems of many municipalities by 
stopping the decline in tax revenues. As a recovery measure it was hoped 
that a flow of fresh funds into the market would make possible recovery 
in the building industry. From a long-term viewpoint, the act was de
signed permanently to strengthen participating institutions by adequate 
regulation and to prevent a recurrence of the current difficulties by pro
viding for a reservoir of credit and a free flow of mortgage funds. 

The Federal Home Loan Bank System established by the act was 
governed by a board of five members appointed by the President. In 
1942 the board was abolished and replaced by a commissioner, and in 1947 
a board of three members known as the Home Loan Bank Board replaced 
the commissioner. The board was empowered to divide the country into 
12 districts and to establish in each district a Federal Home Loan Bank. 
Stock in the banks was to be purchased by mortgage institutions eligible 
for membership, with a limit set at 1 per cent of the unpaid balance of 
mortgages held. 46 Membership was restricted to savings and loan as
sociations, insurance companies, and savings banks. The savings and 
loan interests took command of this proposal before it became law and 
molded it to their own purposes. It may be considered a savings and 
loan organization, and only 1 per cent of all member institutions are not 
of that category."" 

Members of the System are eligible to borrow from the banks on their 
notes secured by eligible mortgages or obligations of or fully guaranteed 
by the United States.48 Interest rates are set by the several banks, and 
members are limited to outstanding advances of not more than 12 times 
the amount paid in on subscriptions to the stock of the bank. The 12 
banks may borrow to secure capital in addition to paid-in capital and 
deposits of members, other banks, and instrumentalities of the United 
States. The governing board of the System may issue consolidated Fed
eral Home Loan Bank debentures on bonds that are the joint and several 
obligations of all the district banks. Individual banks may issue their' 

46 The United States Government still holds about 125 million dollars in stock, 
an initial subscription intended to be retired as member subscriptions increase, 
Members now own 74 million dollars in shares, or 37 per cent of the paid-in capital. 
National Housing Agency, Fourth Annual Report, p. 99, 1945. · 

47 National Housing Agency, Fourth Annual Report, p. 81, 1945, 
48 A provision made in 1935 to permit advances to nonmembers on the security of 

FHA-in.sured mortgages has been little used. ' 
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own debentures or bonds or other obligations.49 These securities are not 
guaranteed by the United States. 

The Federal Home Loan Bank System, while a useful part of the 
mortgage structure, has never attained the size or scope of operations 
visualized by its promoters. This fact may be partly explained by the 
effective restriction of its membership to one type of institution and by 
the fact that these first years of its existence have covered a period during 
which its services were not widely needed because of the excess of invest
ment funds in the hands of lending institutions. After a slow start, 
membership in the system increased until it reached 3,900 in 1938, from 
which point it has dropped to 3,700.60 Members include 12 insurance 
companies, 25 mutual savings banks, 1,471 federally chartered savings 
and loan associations, and 2,190 state-chartered associations. Member 
associations constitute 60 per cent of all savings and loan associations; 61 

they hold 9 billion dollars in assets, or 90 per cent of all savings and loan 
assets; over 90 per cent of all new loans in 1946 were made by members.62 

The fact that the Bank System did not function as an emergency 
agency for financial relief is evidenced by the failure of members to 
call for large advances. It was another agency, the HOLC, that bailed 
out the savings and loan associations along with other lending insti
tutions. 

During the first 7 years of operation, the annual advances to members 
remained below 100 million dollars except in the year 1937. Beginning 
with 1944, when advances for the year exceeded 200 million dollars for the 
first time, the loans have increased to a total of 329 million dollars for 
1946. From 1937 through 1941, the outstanding balance of advances 
ranged around 200 million dollars. In the postwar years, this balance 
has mounted to ~early 300 million dollars at the end of 1946.63 About 
one-fifth of the outstanding advances represent loans to members that 
are not secured by mortgages but only by the bank stock owned by the 
borrowers. Interest rates on advances were at 5 per cent during the 
early years of operation, but the banks have now reduced the rates to 

" More than 0.5 billion dollars of obligations in series of consolidated debentures, 
bonds, and notes, have been issued; there have been no issues by individual banks. 
Obligations amounting to 68.5 million dollars were outstanding at the end of 1945 
and 169 million dollars at the end of 1946. The interest rates for the early series 
were from 1 to 2 per cent and the terms from 1 to 5 years. Recent rates have 
been from 0.75 to 0.90 per cent. 

6° Federal Home Loan Bank Board, Eighth Annual Report, p. 52. 
6 1 Federal Home Loan Bank Review, Statiatical Supplement, 1947, p. 5, Table 4. 
&2Jbid., Tables 3, 7, 11. 
&s ibid., p. 3, Table 2. 
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a range of from 1.5 to 2.5 per cent. The banks are operating at a 
profit that aggregated 3.4 million dollars for 1946; dividends; of 1 to 
1.5 per cent were paid by the banks. 64 

The value of the Federal Home Loan Bank System is not to be 
measured solely in terms of the utilization of its financial resources. 
The governing board and the officers of the banks have performed a 
useful function in encouraging improved business ·practices by member 
institutions. The examination and supervision by the board of all fed
erally chartered associations and all others that are insured by the 
Federal Savings and Loan Insurance Corporation has had a salutary 
effect. The board has provided research facilities for the industry and 
until recently published an excellent monthly, the FederaZ Home Loan 
Bank Review, containing technical articles and comprehensive statistical 
coverage of significant factors in the mortgage market. A promotional 
scheme, the Registered Home Service, has met with only modest success. 55 

FederaZ Savings and Loan Associations 

The notion of Federal charters for savings and loan associations was 
closely tied up with the idea of a central reserve system. Many persons 
felt that the slow start of the Federal Home Loan Bank System was in 
part due to the lack of a provision for organizing new associations where 
existing institutions failed to join or where adequate lending facilities 
did not exist. Furthermore, it was urged that a desirable uniformity in 
practices and policies could best be accomplished under centralized con
trol. 58 Thus, within a year of the passage of the Home Loan Bank Act, 
provision was made in the Home Owners' Loan Act of 1933 for the 
establishment of Federal associations. The Federal Home Loan Bank 
Board was authorized to charter, examine, and supervise new institu
tions only in communities where there existed a need for a new source of 
credit and where existing associations would not be harmed. Provision 
was made for converting the charters of members of the Bank System 
from state to Federal.17 Federals are required to be members of the 
Bank System and to be protected by the Federal Savings and Loan 
Insurance Corporation. · . 

By 1940, there were 1,429 Federal savings and loan associations, of 
54 Federal Home Loan Bank Review, March, 1947, pp. 169-172. 
55 See Ibid., June, 1941, p. 298, for ·a description of this plan to develop new busi

ness for member associations by providing complete building and financing services 
to customers. 

56 School of Law, Duke University, Law and Contemporary Problems, vol. V, no. 4, 
p. 494, Autumn, 1938. 

57 By 1939, 42 states had passed enabling legislation to permit conversion. 
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which 56 per cent had been converted from state charters.58 Federal 
associations held about one-third of all savings and loan mortgages and 
were accounting for some 40 per cent of all new loans made by associa
tions. In the membership of the Home Loan Bank System, Federals 
comprise 36 per cent in number and 35 per cent in assets. One-half of 
all new loans made by members are out of Federal associations. By 
1946, the number of Federals had increased to 1,471, with assets that 
were 52 per cent of the assets of member associations; Federals were 
originating 50 per cent of all savings and loan association mortgages.58 

It would appear that the j.ustification for establishing new associations 
has been generally removed. During the fiscal year of 1940, only two 
charters to newly formed associations were issued. During the same 
period, 62 charters provided for the conversion of existing institutions. 
Since 1940, there has been only a small increase in the number of Fed
erals, mainly through conversions. The advantages of conversion from 
the standpoint of the associations appear to lie primarily in improved 

. examination and supervision and in an enhancement of prestige and 
public confidence that is presumed to result. 

Federal &vings and Loan Insurance Corparation 
The creation of the Federal Deposit Insurance Corporation in 1933 

to protect bank depositors raised the question of offering similar insur
ance to shareholders in savings and loan associations. In 1934, the 
Federal Savings and Loan Insurance Corporation was established under 
the aegis of the Federal Home Loan Bank Board. Federal associations 
were compelled to insure their accounts, and the privilege of insurance 
was accorded to all state-chartered institutions who would accept regu
lation of certain phases of their policies. An insurance premium is paid 
to the corporation, and shareholders in insured associations are protected 
up to $5,000.60 By the end of 1946, insured associations totaled 2,496, of 
which 1,471 were Federal associations for which insurance is compulsory, 
and 1,025 state-chartered associations. About 40 per cent of all operat
ing savings and loan associations were insured; their resources repre-

. sented 73 per cent of the national aggregate.61 Of the association mem
bers of the Federal Home Loan Bank System, two-thirds in number 
and four-fifths in aggregate assets were protected by insurance. Insured 

68 Data in this paragraph are from Federal Home Loan Bank Board, Eighth An
nual Report, part III. 

68 Federal Home Bank Loan Review, Statistical Supplement, Tables 4, 12, 1947. 
60 Ninety-eight per cent of all accounts in insured associations were less than 

· $5,000 in 1940. Federal Home Loan Bank Board, Eighth Annual Report, part IV. 
&!Federal Home Loan Bank Review, March, 1947, p. 173. 
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associations accounted for nearly 80 per cent of all new mortgage loans 
by operating savings and loan associations in 1946.62 

Home Owners' Loan Corporation 
In the months following the establishment of the Federal Home Loan 

Bank System in 1932, the crisis in the real estate and mortgage markets 
rapidly grew more serious. The downward spiral, fathered by industrial 
stagnation, led to a foreclosure rate approaching 1,000 homes per day 
and a complete demoralization of the real estate market by reason of 
vanished demand and the widespread dumping of homes that was the 
fruit of foreclosure. Financial institutions were shaken in the face of 
heavy withdrawals by persons who had lost confidence in their sound
ness and by those who were forced to fall back upon their savings to 
live. In a desperate effort to liquidate assets to meet the demands for 
cash, the institutions pressed for collections at a time when leniency 
would have been the sounder policy. Foreclosure in a frozen real estate 
market was no solution. · 

The failure of the Home Loan Bank System to stem the tide, the 
threatened extinction of home ownership within a large segment of the 
population, and the desperate position of the financial structure called 
for prompt and drastic action. Under the leadership of the Administra
tion, an emergency measure was rushed through the Congress. This 
erected a bulwark of governmental credit to protect lending institutions 
and, for the home owner, substituted a fresh start and a beneficent 
creditor for financial delinquency and a mortgagee made. harsh through 
desperation. The Home Owners' Loan Act of 1933 was pushed through 
Congress as a measure to protect home owners, but it was the rescuing 
of savings and loan associations, life insurance companies, and other 
agencies with frozen mortgage holdings that was an objective of equal 
though less publicized importance. 

The act established the Home Owners' Loan Corporation under the 
direction of the Federal Home Loan Bank Board. Authority was pro~ 
vided for the issue of bonds originally in the amount .of 2 billion dollars 
but later increased to a limit of 4.75 billion dollars. By amendment hi 
1934, the principal as well as the interest was guaranteed by the United 
States Government. The home owner who was in true distress, threat
ened with foreclosure or already dispossessed, might apply to the cor
poration for the refinancing of his obligation. Bonds of the corporation 
were offered to the mortgagee institution in an amount up to the out
standing indebtedness, with the upper limit set at $14,000. The debt 

e2 Ibid., Statistical Supplement, 1947. 
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was transferred to the corporation, which rewrote the mortgage on easier 
terms, usually at 5 per cent interest for 15 years with monthly amorti
zation.88 Loans up to 80 per cent of the appraised value of the property 
were made. In effecting the exchange of bonds for the mortgage, an 
attempt was made to write down the debt by offering bonds of lesser 
value than the amount due on the loan. In many cases, lending insti
tutions were willing to accept such a reduction and to substitute a sure 
claim on a reduced amount for an uncertain claim on the full amount 
due under the mortgage. In the entire operations of HOLC, aggregate 
reductions of 200 million dol~ars, or 7 per cent of the original debt, were 
effected.84 

While 99 per· cent of the HOLC mortgage loans were acquired in 
exchange for bonds, there were provisions in the act permitting the 
advancing of cash up to 40 per cent of the value of the property in 
cases where the mortgagee refused to accept bonds. Furthermore, rash 
advances were made to owners of unencumbered properties for the repairs 
and the payment of taxes and to HOLC mortgagors for the same pur
poses and for modernization and enlargement, where such ·advances 
would enhance the mortgage security. 

The HOLC operation had reached gigantic proportions by the time 
its lending activities were terminated in 1936. Applications were re
ceived from 1,880,000 home owners, whose debt aggregated more than 
8 billion dollars. More than one-half of the applications were finally 
accepted, totaling 1 million in number of loans and 3 billion dollars in 
amount. The HOLC held mortgages on one out of every ten owner
occupied urban homes, both mortgaged and unencumbered, and in 
total these loans accounted for one-sixth of the urban home mortgage 
debt of the nation.65 One out of five mortgages on owner-occupied 
homes was held by HOLC; in South Dakota, the proportion was 55 per 
cent.68 

From 1935 to 1937 the HOLC was actively engaged in the purchase 
of shares in Federal and state-chartered savings and loan associations 
for the purpose of providing additional capital for lending or for strength-

6B In 1939, provision was made to reduce the rate on outstanding loans to 4.5 per 
cent to meet the FHA rate, and about 200,000 loans were recast and the term ex
tended to 25 years. 

84 Federal Home Loan Bank Board, Eighth Annual Report, p. 154. 
65 School of Law, Duke University, Law and Contemporary Problems, vol. V, 

no. 4, p. 492, Autumn, 1938. In Detroit, Michigan (Wayne County), one out of 
every four owned homes was mortgaged to HOLC. 

66 Hearings, Subcommittee on Housing and Urban Redevelopment, Special Com
mittee on Post-War Economic Policy and Planning, part 6, p. 1409. 
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ening the financial position of the associations. Total investments during 
these 3 years were 212 million dollars. At the peak, the government 
investment was 25 per cent of the combined share capital of all asso
ciations. Since 1938 new investments have been restricted to special 
cases and the total was increased by only 7 million· dollars.67 At the 
end of 1945, the HOLC reported that repayments had reduced the 
holdings to only 21 million dollars in savings and loan stock; 68 by 
1947, the holdings were less than 10 million dollars. 

There can be little doubt but that the HOLC was a major contributor 
to recovery from the demoralization of the year of its birth. It helped 
to still the panic in the hearts of home owners and investors. It saved 
many a financial institution· from collapse. It helped to restore sta
bility in municipal finances by advancing funds for payment of back 
taxes and reestablishing regularity of tax payment for many a delinquent. 

Various real estate and mortgage series show that recovery began 
in 1934. Foreclosures were sharply checked and began a steady decline, 
which continued into the postwar period. The rapid fall in rents was 
stopped and a slow recovery was begun, which reached a plateau in 
1938. Home mortgage lending activity, outside of HOLC advances, in 
1934 rose slightly above the 1933 low point and inaugurated an upward 
movement that rapidly gained momentum. Residential building activity 
was delayed for a year and did not start its recovery movement until 
1935. It is not to be implied that HOLC was solely responsible for the 
turn in affairs that coincided with the first years of its operation, but 
there is general agreement that it was one of the most acceptable and 
most effective recovery measures of the New Deal. 

Since the close of lending operations in 1936, the HOLC has been in 
liquidation. Loan servicing has been a primary function and has been 
efficiently conducted. In handling delinquent accounts the corporation 
has been liberal when circumstances warranted and firm with borrowers 
not sincere in their efforts to meet obligations. For worthy borrowers 
in trouble, extensions are freely granted and readjustments arranged. 
In spite of an intelligent collection policy it was inevitable that ma~y 
loans should become hopelessly delinquent and that resort should be· 
made to foreclosure. By June 30, 1946, the corporation had acquired 
198,000 properties, or 19 per cent of the original loan accounts. How
ever, all but 200 of these properties had been sold, at an average sales 
price of $3,700, representing about three-quarters of the total HOLC 
capital cost. Thus the capital loss, taking into account all arrearages 

67 Federal Home Loan Bank Board, Eighth Annual Report, p. 63. 
88 National Housing Agency, Fourth Annual Report, p. 103, 1945. 
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and costs of acquisition and reconditioning, amounted to about $1,200 
per property. , 

There is general agreement that the primary objectives of HOLC 
were accomplished, i.e., the checking of the rapidly mounting foreclosure 
rate and the bailing out of financial institutions holding frozen mort
gages. The home owner and the investor were dramatically rescued. 
A final test is the cost. At the time the act was passed, the cost was 
not given great weight; desperate measures were required. Those who 
did consider the matter inevitably came to the conclusion that it would 
be an expensive rescue mission. The loans taken over represented the 
worst of mortgage risks. The borrowers were among those least capable 
of meeting long-term obligations; many of them were persons beyond 
productive age. The collateral properties were often in the least desir
able areas or in communities in economic decline. The controls over 
the selection of loans that are normally employed by lending institutions 
were useless because of the nature of the operation. The credit standing 
of the borrower had little significance, for all applicants were currently 
in bad repute. Appraisals were made under a definite valuation formula, 
but valuations were elastic in many cases. Thus it was from the first 
a reasonable expectation that a large share of the loans acquired by 
the corporation would fall into default and that ultimate losses would 
be large. 

, The outcome of the HOLC operation has exceeded the most optimistic 
e~ectations. · Ten years after the last of the original loans was closed 
in June, 1936, the HOLC reported itself 80 per cent liquidated. Bor
rowers still making payments were but 40 per cent of the original million. 
Losses have been offset by interest earnings and other income to the 
extent that it seems assured that the HOLC will finally close its books 
without loss and will return the original capital of 200 million dollars 
intact to the U.S. Treasury.69 

Two factors have operated to reduce loss. First, the HOLC has been 
bl~ssed with competent, businesslike management. Second, the period 
of liquidation has coincided with an upward trend in the business cycle, 
bolstering the incomes of borrowers and facilitating the sale of fore
closed properties. 

Federal Housing Administration 
The ills of the real estate market in the thirties were not by any 

means cured through the ministrations of the Federal Home Loan Bank 
System and the HOLC. The ravages of disease were checked, but a 

ss Federal Home Loan Bank Review, October, 1946, p. 4. 
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strong tonic was required to restore the free flow of mortgage credit 
and to revivify the dormant building industry. A revival :in this 
important industry was thought by many economists and governmental 
officials to be the key to recovery. In 1934 a bill was drafted under 
the aegis of the National Emergency Council that was ostensibly a 
recovery measure but looked to certain permanent reforms. The 
National Housing Act, establishing the Federal Housing Administra
tion, was passed in June of 1934 to stimulate the construction and 
heavy goods industries by encouraging the flow of credit and to improve 
lending practices and provide additional machinery needed for the 
creation of a sound mortgage market. The provision of housing for 
persons of low income was a corollary objective that was never made 
effective. The bill was passed with little opposition except from some 
persons who felt that provision should be made for slum clearance 
operations and others who opposed governmental tampering with pri
vate lending operations. 

The basic principle upon which almost all the FHA activities are 
founded is the underwriting of private risk by public credit. The FHA 
does not lend money but, with an insurance scheme as a first line of 
defense, acts to interpose the credit of the United States Government 
between the lending institution and possible loss through default on 
housing loans. This device in various forms had been employed in a 
number of European countries as a method of subsidy for aiding munici
palities, limited dividend corporations, and cooperatives in the financing 
of housing projects for persons of moderate and low income.70 

Title !-Property Improvement Loans. Title I of the National Hous
ing Act made a direct attack upon unemployment. ·Provision was made 
for the insurance of lending institutions against loss arising from un
secured loans made to individuals for the purposes of modernizing, repair
ing, altering, equipping, or in any way improving existing structures. 
Lenders were protected against losses up to 20 per cent of the total 
original face value of all such loans. No insurance premium was charged 
to the lenders for this protection. In 1936 the 20 per cent protection_ 
was reduced to 10 per cent when the FHA became convinced that losses 
would not exceed 5 per cent. 

The inauguration of Title I of the National Housing Act was accom
panied by a nation-wide promotional campaign as flamboyant as it 
was intensive. Local citizens' committees were formed to encourage 
modernization and repair, and house-to-house canvasses were made to 

70 See Fisher, Ernest M., and Richard U. Ratcliff, European Housing Policies and 
Practices (Washington, D.C.: Federal Housing Administration, 1937). 
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secure pledges to spend.71 These high-pressure tactics and the liberal 
provisions of the law led to abuses that discredited Title I in many quar
ters and induced later corrective amendments. But the same tactics 
did produce a large volume of business. By the end of 1934, about 
30 million dollars in loans had been insured; it was estimated that the 
campaigns had created more than 210 million dollars in modernization 
work. The majority of loans were for 2- and 3-year terms and less 
than $400 in amount. When the original provisions for the insurance 
of modernization credit loans expired in April of 1937, almost a million 
and a half notes had been, insured in a total amount of 560 million 
dollars. 

In February, 1938, the insurance of property improvement loans was 
revived by popular demand. Lending institutions had found this type 
of loan highly profitable and virtually riskless. Building material and 
equipment dealers had employed the plan widely as a selling aid. 
Congress was convinced of its efficacy as a recovery measure and, with 
a business recession in prospect, reinstated the scheme with some modi
fications. Loans to finance movable equipment were ruled out and the 
maximum insurable loan was reduced to $10,000. Under certain con
ditions, insurance was to be granted for the construction of new homes 
provided that the loan did not exceed $2,500. In 1939, an amendment 
provided for an insurance premium to be paid by the lending institution 
wjthout creating an additional burden on the borrower.72 

By the end of 1945, property improvement loans numbering 5 million 
and in the amount of 2 billion dollars had been insured under Title I 
of the National Housing Act. The volume of loans during 1940 and 
1941 was at the highest level in the history of the act, approaching 
700,000 per yea:.; in number for an annual sum of nearly 300 million 
dollars. Postwar activity is now approaching this level. The total of 
new small homes constructed under the provisions of Title I was about 
40,000 during the 4 years 1938 through 1941, when Class 3 loans were 
being made. These loans were designed for homes costing from $3,000 
to $3,500 located in areas that might not be acceptable for insured 
mortgage financing under Title II. The usual Title II property stand
ards are not enforced. In connection with the Veterans' Emergency 
Housing Program in late 1945, Class 3 loans were reactivated. The 
maximum interest rate was 4.5 per cent, plus 0.5 per cent mortgage 

n By the end of 1934, 3,800 committees had been organized for the "Better 
Housing" campaign, 1,725 canvasses started, and 463,000 jobs pledged at an average 
value of $276 per job. First Annual Report, Federal Housing Administration, p. 11. 

72 The maximum charge to the borrower was $5 discount per $100, or an effective 
interest rate of 9.72 per cent. 
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insurance premium on the face value of the loan, and a maximum term 
of 20 years and 5 months. The borrower was required to have. a 5 per 
cent equity. 

Banks have accounted for over 60 per cent of all Title I loans, with 
finance companies, usually operating through local materials dealers, 
providing about 30 per cent of all advances. The average loan has 
been about $400 and for a term of less than 3 years. The major types of 
property improvement for which loans are advanced are plumbing and 
heating, painting, roofing, insulation, and additions and alterations. 

Net losses on property improvement loans have totaled about 24 mil
lion dollars or 1 per cent of the total value of all insured loans. Claims 
have been paid ~m 3.3 per cent of the 6 million loans put in force. At 
the present time, the revenues from the insurance premiums now being 
charged are sufficient to meet the administrative expenses of the insuring 
operation and to provide for losses on defaulted notes taken over. 

The emergency phase of the property improvement loan insurance 
scheme has been over for some time. During the wartime housing short
age, the plan was employed to encourage the remodeling of dwellings 
in defense areas to provide additional dwelling space. The popularity 
of the plan with banks and building material and equipment suppliers 
has been responsible for its continuation. So well entrenched is Title I 
that it may be considered to be a more or less permanent device.78 

Title 11-Mutual Mortgage 1murance. The backbone of the National 
Housing Act and by far the most widely used feature has been the 
insurance of mortgages on residential property. The mutual mortgage 
insurance plan as set forth in Sec. 203 provides for the· insurance by 
FHA of approved lending institutions against loss on mortgage loans 
advanced on the security of one- to four-family structures. Provision 
is also made in Sec. 207 for the insurance of mortgages on large-scale 
multifamily housing projects. It is again to be noted that the FHA 
does not lend mortgage money; the FHA is an insurance organization 
collecting premiums, setting up reserves, and indemnifying the insured 
lending institution in case of mortgage default and loss. . 

The act and regulations provided originally that to be eligible for 
insurance a loan must be held by a responsible, approved mortgagee 
institution and must not involve an original debt of more than 80 per 
cent of the appraised value of the property as determined by FHA, 
with a mortgage limit of $16,000. The loan term was limited to 20 

73 For an excellent discussion of Title I, see McFarland Carter "Economic Evalua
~ion of FHA's Property Improvement Program," Jou~l of Ldnd and Public UtiJ,. 
zty Economics, November, 1947. 
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years, with the debt to be completely amortized by the end of the 
term. The interest rate was limited to 5 per cent plus 0.5 per cent 
mortgage insurance premium, though the interest rate might be less 
than 5 per cent at the option of the lender. Later changes decreased 
the interest rate to 4.5 per cent and beginning in 1938 permitted more 
liberal terms on properties valued at $6,000 or less that were newly 
constructed and to be owner occupied. On such properties, the term 
of the loan might be as long as 25 years and the debt-value ratio as 
high as 90 per cent. 

The more liberal terms for the mortgage on the small, new, owner
occupied homes were said to be justified by the lower degree of risk 
involved. A new home resists obsolescence and depreciation more suc
cessfully than an older structure and is usually located in a new and 
growing neighborhood. The market for homes of $6,000 or less in 
original value is broad and less vulnerable in time of depression than 
the market for higher priced homes. Finally, owner occupancy is a 
strong bulwark against mortgage default. 
· The terms of eligibility for mortgage insurance reflect the objectives 

of the act. The high ratio loan was designed to encourage ·new con
struction by making it easier for persons with small cash assets to 
undertake home purchase. The longer loan term spread repayment 
more thinly and reduced the burden of debt service on persons of 
mpderate income. The monthly amortization plan was designed to bene
fit the purchaser, by equalizing the financial burden of repayment and 
by permitting debt service to be paid like rent at the customary first
of-the-month bill-paying time. The scheme was also of benefit to the 
lender by providing for a regular reduction of the debt from the first 
monthly payment and by reducing the debt on a schedule that, as far 
.as could be predicted, would be faster than the value depreciation of 
the property. 

Another feature of the FHA plan is the regulation that one-twelfth 
of the estimated annual taxes and hazard insurance premium is to be 
deposited with the mortgagee with each monthly payment. Thus a 
fund is built up sufficient to meet these costs as they arise, and the 
lending institution is assured that no tax delinquency will occur and 
that the property will always be adequately protected by insurance. 
This device is a convenience to the borrower, since he is not periodically 
faced with the necessity for raising a relatively large sum to meet these 
charges and since the lender takes the responsibility for making the 
payments. This scheme was rarely used before it became popularized 

· through the FHA plan, but at the present it is almost a regular feature 
of all monthly amortization schemes. 
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The monthly payment plan of financing was not originated by FHA, 
for it had been long used by savings and loan associations and some 
life insurance companies and savings banks. All HOLC mortgages are 
of this type. However, there is no doubt that the FHA has contributed 
greatly to the present widespread popularity of the monthly amorti
zation scheme and to its adoption by commercial banks. 

The insurance of mortgages, like the insurance of lives, calls for an 
analysis and selection of risks, and the rejection of those applications 
for insurance where the risk is judged to be excessive in relation to the 
established insurance premium. At the start, there was no· actuarial 
basis upon which the FHA could judge the risks involved in the insuring 
of mortgages in order to establish an adequate premium out of which 
a reserve fund could be created. The basic legislation provided for an 
initial reserve fund of 10 million dollars to be immediately appropriated, 
but such an amount would scarcely be adequate to meet probable losses 
in a time of economic stringency. The original premium rate of 0.5 per 
cent of the face value of the mortgage, later changed to 0.5 per cent 
of the outstanding balance, was the result of crude estimates. Up to 
the present there is no evidence that the premium rate is improper, 
although on the other hand there is no evidence that it is actuarially 
sound. The proceeds from the premium payments plus income from· 
appraisal and other fees are now sufficient to pay the operating costs 
of the agency and to make substantial annual additions to the reserve 
fund. The fund as of 1940 stood at about 30 million dollars; at the 
end of 1946, the balance was 103 million dollars. No man can say 
whether this reserve is adequate to meet the losses that would occur 
during a severe depression. The only evidence is the fact that, up to 
the present, losses have been very small, totaling under 3 million dollars, 
and the reserve has grown steadily. But this evidence is of little value, 
since the agency has existed only during a time when housing market 
values were rising and economic conditions steadily improving from 
the depths of a depression through the excesses of a war economy and 
a postwar boom. Because of the uncertainties of the adequacy of the 
reserve funds, the confidence that lenders have reposed in the FHA· 
plan is founded on the guaranty by the United States Treasury of 
FHA debentures, which are li.sed to indemnify lenders for losses on 
insured loans that are defaulted. 

In order to evaluate mortgage risk on individual loans, the FHA has 
devised an ingenious scheme of mortgage risk rating, which constitutes 
one of its greatest contributions to the development of a sound mortgage 
market. The risk-rating procedure is based upon the individual appraisal 
of a large number of separate factors that affect the degree of risk in the 
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mortgage under consideration. These factors are arranged in four cat
egories: the property, the location, the borrower, and the mortgage pat
tern. Weights are assigned to each of the factors and each factor is 
graded to reflect the degree of risk involved. The various factors are 
summarized and a final grade is given to eacli mortgage as a measure of 
the relative probability of mortgage loss. The FHA has set up an ex
tensive field staff to perform the risk-rating function. 

If the rating or grade of the mortgage fall.s below a certain level, it is 
reje,cted, or in some cases, a readjustment in terms or some physical im
provement in the property ,is suggested to the applicant that will raise 
the rating and make the mortgage eligible for insurance. The rating is 
used as the basis for classifying eligible mortgages into three quality 
groups. The insurance reserve fund is subdivided into separate accounts 
set up for groups of insured mortgages of the same quality of risk and 
approximately the same maturity date. This accounting procedure is 
needed to carry out the mutual feature of the FHA plan, which provides 
for the return to the borrower of his share in the balance of the group 
reserve fund that remains after payments of all loss claims. The risk 
grade of the mortgage is also of significance in the secondary mortgage 
market, where market quotations may reflect the FHA risk rating. 

When a mortgage falls into default, the lending institution that is in
sured against loss forecloses the mortgage in the regular manner and trans
fers title to the FHA. In return, the FHA issues debentures to the 
mortgagee in the amount of the unpaid balance of the loan plus certain 
allowances for costs. These debentures are issued against the FHA in
surance reserve fund and are guaranteed by the United States Govern
ment. Under original regulations the debentures matured 3 years after 
the maturity date of the mortgage and bore 3 per cent interest. Through 
1945 debentures had been issued on 4,066 claims out of a total of 1,100,000 
preinium-paying mortgages on small homes. The recovery through the 
sale of the collateral properties was sufficient to reduce the loss to FHA 
to only $2,430,705. · 

Like life insurance and fire insurance companies that carry on activities 
to encourage the spread of health measures or fire-prevention practices, 
the FHA has been active in the prevention of mortgage loss. It has done 
much to improve residential design and soundness of construction through 
research, education, advice to builders, and the refusal to insure mort
gages on structures that do not meet minimum standards. Perhaps most 
significant has been the influence of FHA on subdivision design. In 
recent years, it has been exceptional for a subdivider to proceed without 
first securing advice and the approval of the proposed layout from the 
nearest FHA office. 



THE HOME MORTGAGE MARKET 269 

Title VI-War Housing Insurance. The war emergency required that 
the Federal government make provision for the housing of warworkers 
moving into centers of war production. It was the policy that, wherever 
possible, such accommodations should be provided by private capital, 
but it was recognized that investment under such circumstances involved 
a special uncertainty and risk and that losses that might be sustained 
should be charged off as a war cost. For these reasons, the Congress in 
March, 1941, enacted amendments to the Nation Housing Act, which 
set up a special war housing insurance fund and which provided under 
Title VI, Sec. 603, for the insurance of mortgages on new small homes as 
an emergency measure completely separated from the prewar insurance 
operations under Title II. Under Title VI, mortgage insurance operated 
much as under Title II, but there were two principal differences. In the 

· selection of mortgages for war housing insurance, a demonstration of the 
"economic soundness" of the loan was not required as it is under Title 
II; this feature permitted the insurance of mortgages where war housing 
was needed even though the ultimate security was admittedly question
able; inflated construction costs could be used as the basis of valuation 
for lending purposes. The second difference was in the provision under 
Title VI for the insurance of mortgages where the builders rather than 
the home owners were the original mortgagors. This provision was of aid 
to builders in procuring working capital, since the FHA made a firm 
commitment to insure the mortgage upon completion of the house; the 
mortgage securing the construction loan could be simply assumed by the 
ultimate purchaser. In the case of rental projects (Sec. 608), the mort
gage advances were insured during the construction period. It was the 
intention to encourage the construction of rental units. Actually, about 
one-half of the wartime Title VI units were built for rent, but this fact 
is mainly the result of controls exercised through the building-material 
priority system, which required that a certain proportion of new con
struction must be offered for rent.74 Title VI mortgages were restricted 
to a maximum of $5,400 on one-family houses, 90 per cent of appraised 
value, and a 25-year term. Through June, 1944, three out of four dwell-. 
ings built under the provisions were one-family, the average value was 
$5,000, and the total mortgage insurance written was about 1 billion 
dollars, covering 235,000 mortgages. During the war years, Title II 
insurance was virtually unused. 

The postwar housing crisis and the need for the encouragement of house 
construction led to the continuation of Title VI as an emergency measure: 

"In case of default on a Title VI (Sec. 608) mortgage, the lender could immediately 
claim FHA debentures without waiting to foreclose. 
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The Veterans' Emergency Housing Act of 1946 modified and extended 
Title VI as a device for permitting the insurance of mortgages on homes 
built at inflated costs. At the same time the interest rate was reduced 
to 4 per cent and the maximum mortgage amount increased from $5,400 
to $8,100. 

Title VI, Sec. 603, became inactive on April 30, 1948, but the Housing 
Act of 1948 (P.L. 901, 80th Congress), passed a few months later, liberal
ized Title II, Sec. 203, and among other changes, permitted the insurance 
of 95 per cent, 30-year mortgages up to $6,000 on new, owner-occupied 
single-family dwellings. Where builders were the mortgagors, the debt
value limit was 85 per cent. Maximum interest rates were set by regu
lation at 4.5 per cent. Title I provisions were liberalized and changes in 
Sec. 608 and Sec. 207 were aimed at encouraging the construction of 
moderate rental housing and cooperative projects. A new type of yield 
insurance became available for large-scale, mortgage-free investment in 
moderate rental housing. Insured credit facilities were provided for the 
production and marketing of prefabricated housing and for builders utiliz
ing the economies of large-scale production. 

EvaZuatio11r-lnsurance of Home Mortgages (Sees. 203 and 603). An 
appraisal of the impact of the FHA program of insuring mortgages on 
small homes must start with an understanding of the market environment 
into which the plan was launched. We have already discussed the timing 
of the passage of the National Housing Act in 1934 within the sequence 
of depression events. The act is to be included among the early New Deal 
legislation and at the time was viewed with alarm and distrust by the 
very lending fraternity that has since become its most ardent sponsor. 
To this group, the extension of Federal controls was distasteful, to be 
sure, but the reduction of interest rates involved in participation under 
the act was anathema. Furthermore, the 80 per cent loan and the 20-
year term were widely held to be radical and unsound. As a result of 
these attitudes, lending institutions were slow to apply for approval as 
mortgagees and to offer FHA insured mortgages to prospective borrowers. 
A campaign of education and persuasion conducted by FHA gradually 
took effect, but the most important factor in spreading the FHA plan 
was the force of competition. FHA-insured loans were attractive to bor
rowers, and, as there developed, with recovery, an increasing pressure of 
funds seeking investment, lending institutions found it more and more 
necessary to offer the advantages of the FHA plan if they wished to re
tain their share of the mortgage business. The savings and loan group 
were the slowest to adopt the plan and today account for a portion of 
FHA business far below their proportionate share. The reluctance of the 
savings and loan associations originated in part from a resistance to the 
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new competition from commercial banks and mortgage brokers that FHA 
mortgage insurance engendered. Prior to FHA the thrift associations 
had held a virtual monopoly on long-term high percentage loans, typically 
two-thirds and 11 years. But first HOLC, on a temporary basis, and then 
FHA broke into this monopoly. Another factor was the reduction in in
terest rate called for under FHA. Savings and loan associations generally 
operated on a relatively high lending rate and a generous dividend to the 
shareholders or depositors. It was feared that a reduced dividend would 
cut the flow of savings to the institutions or that, if dividends were main
tained, the reduced spread would be inadequate to meet costs of operation. 
Under the market conditions that have obtained since 1934, these fears 
have not been generally realized, though it is true that the FHA maxi
mum interest rate is generally the market rate for all loans. However, 
savings and loan associations, as in the case of other types of institutional 
lenders, push uninsured loans under their own loan plans wherever pos
sible. The advantage to the lender is the saving of the mortgage in
surance premium; the advantages pointed out to the borrower are the 
absence of red tape, the speed with which the loan can be closed, and lower 
initial costs. It has been said that many institutions manage to make the 
soundest loans under their own plans and the less desirable loans under 
FHA. 

The influence of the FHA has spread far beyond the home loans that 
are insured. Before listing the accomplishments of the scheme, it will be 
well to examine certain measures of FHA's part in small-home financing. 
We shall see that, though no FHA monopoly exists, the competitive 
position of the loan plan is strong enough to control or strongly influence 
the important lending policies of the major lenders·. 

Between 1939 and 1945, one-fifth of the total amount of nonfarm 
mortgages of $20,000 or less recorded by financial institutions were FHA 
insured. At the end of 1944, FHA-insured mortgages constituted about 
one-third of all one- to four-family mortgages held by financial institu
tions.75 But the major impact of FHA is found in new construction, 
where its beneficent influence affected not only the financial pattern but. 
also the physical characteristics of the new homes. By 1937, one-fifth of · 
all new small homes were being built under FHA inspection; i.e., in 
anticipation of the placing of an FHA-insured mortgage. This means 
that the location, the design, the materials and equipment, and the quality 
of the workmanship were passed on by FHA technicians. The proportion 
of new building under the aegis of FHA had in~reased to nearly 40 per 
cent by the last prewar year, 1941. With wartime construction controls 

n ITIRUred Mortgage Portfolio, Second quarter, 1946, p. 10. 



272 URBAN LAND ECONOMICS 

and the innovation of Title VI, the ratio rose to 80 per cent in 1943 and 
dropped back to 66 per cent in 1944. For the first postwar years, the 
proportion was below the prewar level. 

The aggregate measures of FHA activity are impressive. Through 
1946, over 1.25 million small homes had been insured under Sec. 203, 
Title II, involving mortgages totaling 5.3 billion dollars. Approximately 
two-thirds of this business involved new homes and one-third represented 
mortgages on existing dwellings. War housing mortgage insurance under 
Sec. 603, Title VI, covered 393,000 homes and totaled 1.6 billion dollars. 

There is little doubt but.that the operation of the FHA has been the 
most important single development in the housing market in recent 
history. A listing of accomplishment will support this conclusion. 

1. The FHA has been a major factor in the reduction of the costs of 
shelter through inducing a general decrease in mortgage interest rates, 
minimizing initial charges in connection with the placing of the mort
gage, eliminating junior financing, and encouraging long-term loans, which 
. avoid costs of renewal. 

2. Home purchase has been encouraged through reducing both the down 
payment required and the monthly mortgage payments. The competi
tion of the FHA plan has forced all lenders to liberalize lending terms. 

3. The improvement of mortgage lending practices and procedures in 
recent years among all lending institutions is due in large part, though 
not entirely, to FHA. The long-term, high-percentage loan, the elimina
tion of junior financing, and the inclusion of taxes and insurance in the 
monthly payment have been mentioned in other connections. But the 
most significant contribution has been the development and wide accept
ance of a sounder and more precise technique for analyzing investment 
risk in mortgages. The FHA mortgage risk rating system, now widely 
adapted for general use, represents a significant advance in analytical 
method, which can be of great value as a stabilizing influence. 

4. FHA has raised the quality of new homes through the imposition of 
high standards as a condition of eligibility for mortgage insurance. The 
FHA label has become recognized among buyers as a guaranty of quality 
and a protection against shoddy construction. Land planning, archi
tectural design, quality, and workmanship have all been influenced for 
the better. 

5. The facilitation of the :Bow of mortgage funds was of primary im
portance in the early years of FHA operations, when the thawing of the 
mortgage market was requisite to the recovery of building activity. The 
guaranty feature encouraged new lending and the standardization of the 
mortgage instrument with the support of the government through F~~IA 



THE HOME MORTGAGE MARKET 

and RFC, to be discussed later, gave rise to a secondary market, which 
facilitated the shifting of investment capital to the points of need. 

6. Claims have been made that the FHA has contributed or will con
tribute to the stabilization of the construction industry. No doubt the 
improvement of lending practices and the cushion of insurance protec
tion are stabilizing influences. The FHA has demonstrated that it can 
aid in stimulating construction from a low level. There is some evidence 
that the FHA will be useful as a dampening influence in time of infla
tion and boom; for example, in its valuation policy in the postwar era 
of inflated costs, the agency has been reluctant to reflect current cost 
levels. It is still to be demonstrated whether FHA policy can and will 
be used to check overbuilding. 

There has been a marked change in the administrative philosophy of 
FHA since the early years. Established as an instrumentality of re
covery, and equipped with powers adjusted to both immediate ends and 
reform objectives, the agency early assumed leadership in the house con
struction field and in ho!lle financing. It was an agency of public policy 
first and an insurance company second. Today this order appears to be 
reversed. It is the stated policy of FHA to maintain the integrity of 
the mutual mortgage insurance fund at all costs.76 

Rental Housing-Sees. 207,210, and 608. The drafters of the National 
Housing Act intended that the principal of mortgage insurance should 
benefit persons of low income through its application to rental housing 
financing. Under Sec. 207, Title II, rental housing projects sponsored by 
limited-dividend corporations set up under FHA regulations and super
vision were eligible for mortgage insurance on loans up to 80 per cent 
of the value of the project. The mortgage interest rate is currently 
limited to 4 per cent, plus 0.5 per cent mortgage insurance premium. 
The term of loan runs to 30 years or more. A 6 per cent return on equity 
is permitted and the schedule of rents must be approved by FHA. The 
insurance features are substantially the same as under Sec. 203. 

As the plan has actually operated, the results have been disappointing 
in both volume of housing built and income level of groups served; By. 
the end of June, 1944, 361 projects had been built, providing a total of · 
36,000 dwelling units and involving insured mortgages totaling originally 
150 million dollars. The rents in these projects, with few exceptions, 
were within reach of only the upper segment of the population in terms 
of income. The projects averaged about 120 units in size and in 80 per 

78 See the statement of FHA Commissioner Ferguson, Hearings before the Suh
committee on Housing and Urban Redevelopment, U.S. Senate, 79th Congress, S. 
Res. 102, part 6, p. 1480. 
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cent of the cases were two- and three-story walk-up developments of 
the garden type with average rents of about $55. A very high proportion 
of the projects were sponsored by operative builders, who supplied what 
equity capital was needed and secured the full 80 per cent insured mort
gage from a bank or insurance company. About two-thirds of the proj
ects were built in the two year period, 1938 to 1939. It would appear 
that equity capital is not attracted in large volume to this type of in
vestment, where the financial risk is relatively high because of the nar
row equity and where returns on equity are restricted by law and regula
tion. The evidence suggests that the incentive that led to most of the 
projects was immediate profit for builder, landowner, or promoter rather 
than the expectation of a long-term investment return. This hypothesis 
is substantiated by the sharp drop in number of projects after the 1938 
amendments to the act, which greatly restricted the opportunities for 
overcapitalization. 

The number of foreclosures of insured rental projects has been under 
20 and the net loss to the insurance fund only nominal. In general, the 
projects have been very profitable, with the result that about one-half of 
the sponsors have been able to refinance their projects with uninsured 
mortgages to eliminate the mortgage insurance premium and to escape the 
restriction on dividends and the FHA regulation of rents. Perhaps the 
most important contribution of this FHA rental housing program under 
Sec. 207 has been the demonstration of a garden type of 'multifamily de
velopment, without congestion and in outlying locations, which is both 
comfortable for the tenants and profitable for the landlord. 

Since the beginning of the war rental housing under Title VI, Sec. 608, 
has replaced all Sec. 207 activity. Mortgages up to 90 per cent of the 
value of the projects are eligible and, under the amended provisions for 
postwar use, there is a limit to the mortgage amount of $1,800 per room. 
There is no need to demonstrate "econo:mlc soundness" and restrictions 
on dividends and other continuing regulations by FHA are eliminated. 
In the postwar version, preference to warworker tenants has been replaced 
by preference to veterans. Through 1945, the number of project mort
g!tges insured under Sec. 608 stood at 486 involving mortgages totaling 
164 million dollars and providing 38,000 dwelling units. The use of this 
device since the end of the war is shown by the increase of 34,000 in dwell
ing units covered in project applications from July 1, 1946, through 
March, 1947, and the growth in the rate of applications for insurance 
during early 1947 to the level of 14,000 dwelling units to be provided 
in projects submitted in April. 

The contribution of Sec. 608 to the solution of the war housing problem 
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was not great, but it may play a more important role in the postwar era. 
It has been FHA policy to push the rental housing program, and, to the 
extent that entrepreneurial as well as mortgage risks are assumed by the 
government, it will bring forth needed rental housing production. 

Title III-Federal National Mortgage AssocW.tions. The National 
Housing Act authorized the establishment by private capital of financial 
institutions that might purchase FHA-insured mortgages out of paid-in 
capital and the proceeds of debentures sold in the general investment 
market. The objective of this provision was to provide machinery for 
the free flow of funds into the mortgage market wherever needed and to 
create a secondary market for insured mortgages where the originating in
stitutions might dispose of mortgage holdings when in need of cash. 

In spite of later liberalizing amendments to Title III, no private as
sociations have been formed. In 1938, the Federal National Mortgage 
Association was 'formed with capital provided by the RFC. The primary 
purpose was to furnish a secondary market for the 90 per cent mortgages 
on new owner-occupied homes authorized by the 1938 amendments to the 
National Housing Act in order to encourage lending institutions to make 
such loans. During the first 2 years of operation, FNMA purchased 
35,000 mortgages in the amount of 141 million dollars. The gradual de
velopment of a private secondary market for the 90 per cent loans resulted 
in a gradual decline in the volume of FNMA purchases to less than 1,000 
in 1943. The FNMA then began to seJl off its holdings into private hands, 
disposing of two-thirds of its mortgages in the year 1943. A few FHA
insured mortgage loans on rental housing projects were purchased by 
FNMA under the provisions of its charter; six projects were involved 
with mortgages totaling 3 million dollars. -

FNMA may be counted as a successful operation. During the few 
years of activity it provided a secondary market for ins.ured mortgages of 
a kind, 90 per cent and 25-year term, which was not yet established in 
the minds of many mortgage lenders as a fully acceptable type of in
vestment. As confidence developed and as institutional investors ab
sorbed all offerings that originating institutions wished to shift, FNMA 
virtually withdrew and sold off its mortgage holdings. 

Secondary Market for FHA-Insured Mortgages. The activity of the 
FNMA discussed in the previous section must be viewed in its relation
ship to the development of a private secondary mortgage market and to 
the activities of the RFC Mortgage Company. One of the objectives of 
the National Housing Act was to establish a standardized and readily 
salable mortgage instrument that could be freely traded. Such a device; 
it was hoped, would facilitate the flow of mortgage money from surplus· 
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capital areas to other regions where investment funds were inadequate." 
It had been characteristic of mortgage lending that the market was local, 
with mortgage terms differing in accordance with local custom and tradi· 
tion. Lacking uniformity in appraisal standards and methods of invest· 
ment risk analysis, lenders were inclined to insist on a firsthand knowl· 
edge of the mortgage security. 

The introduction of the FHA-insured mortgage with its relatively 
standardized terms and the uniform system of appraisal and risk analysis 
employed in the administration of the mortgage insurance scheme did 
not immediately lead to the development of an extensive private second· 
ary market. The FHA plan was new, and, in spite of the insurance 
feature, lenders were slow to accept high percentage, long-term loans as 
sound. Thus in 1935, the RFC Mortgage Company began purchasing 
insured mortgages on new homes as an aid to the encouragement of house· 
building activity. For the years of 1935 to 1936, some 10 million dollars 
in mortgages were acquired, or about 16 per cent of all insured mortgages 

. purchased from originating institutions during that period. The volume 
and proportion of purchases increased in 1937, and in 1938 the FNMA 
began operations. From that time, both agencies were in the market, with 
the RFC Mortgage Company buying mortgages on homes built before 
1937 and, later, Title VI loans. FNMA restricted its purchases to mort
gages on new small homes. Insured mortgages were purchased by both 
agencies at par and accrued interest from any approved mortgage institu
tion. The originators continued to service the loans and are compensated 
by an annual service fee of 0.75 per cent of the face value of the mortgage. 
At a later date the RFC engaged in the purchase of GI loans guaranteed 
by the VA under the Servicemen's Readjustment Act of 1944; purchases 
in 1946 amounted to $2,248,000. 

By the end of 1945, the two agencies had purchased 444 million dollars 
in FHA mortgages or one-eighth of all purchases of insured mortgages 
during the previous decade. Resales of purchased mortgages had 
amounted to 320 million dollars or nearly three-quarters of the purchases. 
At the end of 1946, total purchases were 478 million dollars or about 5 
per cent of the total of mortgage insurance written by FHA. The author
ity of RFC to purchase FHA and VA mortgages was terminated June 30, 
1947. In 1948, FNMA was authorized to purchase VA- and FHA-insured 
mortgages on a limited basis. Lenders could sell only 25 per cent and 

TT See "Secondary Market for Insured Loans," Insured Mortgage Portfolio, Third 
quarter, 1946, p. 20, for an excellent discussion of this subject. See also Husband, 
William H., and Ray A. Anderson, Real Estate Analysis (Chicago: Richard D. Irwin, 
Inc., 1948), Chap. 22. 
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later 50 per cent of their portfolios of mortgages made after Apr. 30, 1948, 
on single-family houses. 

The private secondary market for insured mortgages developed steadily 
through the years following the introduction of the FHA plan. The 
amounts of mortgages transferred reached an annual peak of nearly 
600 million dollars in 1943 and then declined to between 400 million 
and 500 million dollars in the succeeding 2 years. Since the beginning 
of 1935 through 1945, about 3.5 billion dollars were transferred. Among 
the private institutions, commercial banks accounted for 35 per cent of 
both purchases and sales. Insurance companies acquired nearly one-half 
of all purchased loans and mortgage companies accounted for nearly half 
of all sales. Savings and loan associations did not participate extensively 
in the secondary market activity; savings banks were more important as 
buyers than as sellers. Many of the mortgage companies that shared 
so largely in selling mortgages were but brokerage houses, in effect, mak
ing loans for sale and profiting from the premiums in price that could be 
secured and from the servicing fees, which yielded. a good profit when a 
sufficient volume of loans had been accumulated. The desirability of in
sured mortgages led to a bidding up of the price of these securities until 
premiums of 3 and 4 per cent above face value and accumulated interest 
were common during the early postwar years.78 

Gooranty of Home Loans to Veterans 

Among the benefits provided for veterans in the Servicemen's Read
justment Act of 1944 was the guaranty or insurance of home loans by the 
VA. The effect of these provisions (as amended in December, 1945) was 
to permit home purchase with little or no down payment.78 Two plans 
were opened to the veteran. One scheme involved the guaranty or in
surance by the VA of a first mortgage, but with the obligations of the 
United States as guarantor limited to the amount of $4,000 and to 50 
per cent of the indebtedness. The. interest rate is limited to 4 per cent 
and the term of the loan to 25 years. 

The second plan involved the guaranty by VA of a second mortgage, 
which must be in combination with an FHA-insured first mortgage and 
which might not exceed 20 per cent of the cost or purchase price. This 
second mortgage might be guaranteed up to $2,000 by VA. Thus, with 
an 80 or 90 per cent FHA-insured loan, the veteran was often able to 

TS For additional data on the secondary mortgage market see Hotuling Statistics 
Handbook, Housing and Home Finance Agency (Washington, D.C.: U.S. Govern
ment Printing Office, 1948), Chap. 5. 

79 Federal Home Loan Bank Review, April, 1946, pp. 193-196. 
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finance 100 per cent of the purchase price of a home. In order to en .. 
courage lending institutions to participate in the GI loan plan, the RFC 
engaged in the purchase of guaranteed loans. 

One of the primary administrative problems of the VA guaranty pro .. 
gram has been the appraieal of properties that veterans intend to pur .. 
chase. The early confusion over the interpretation of the basic criteria 
of "reasonable normal value'' contained in the original act resulted in a 
slow start for the program. The amendments of December, 1945, re .. 
vised the definition of value by removing the word "normal." Thus 
appraisers were constrained to search for 11reasonable value.'' This dele .. 
tion had the effect of releasing appraisers from the necessity of consid~ .. 
ing long~term value for use and investment purposes and permitted ap .. 
praisals that reflected current market conditions and current cost levels. 
Appraisera were originally appointed by VA; later, to speed up processing, 
they were aelected from A VA~approved panel by the lenders; and in 
January, 1947, the panels were abolished and VA resumed the appointive 
function, The action of VA in reassuming control over appraisers was 

· in part required by the lack of restraint on the part of some appraisers 
rselected by the lenders when the interests of the lender, the appraiser, 
and the veteran appeared to call for a liberal interpretation of "reason
able.'' 80 

The VA home-loan program was slow in gathering momentum. For 
fhe first 5 months, applications remained below 2,000 per week. With the 
amend:rnents and new regulations that became effective in March, 1946, 
there came a epurt in activity, which pushed applications up to a level 
of 50,000 per month by fall. This rate declined somewhat during the 
spring of 1947. By May, 1947, a total of 793,000 applications had been 
received and 677,000 loans had been closed in the amount of 3.8 billion 
dollars,st 

The aignificance of the . GI loan is not to be underestimated. The 
volume of loanij has been great enough to leave a distinct mark on the 
mortgage and real estate markets. The easy credit available to the 
vetera.n has encouraged home purchase by young families who m more 
normal times would have remained as renters dur1ng the early and less 
stable stages of their family life, In face of the extreme shortage of 
rental units, the veteran has been enabled to acquire existing and occupied 
housing through purchase and in the process has evicted the current 
tenants and has removed a rental unit from the market. The startling 
increase in the proportion of home ownership eince the war is in large 

80Federal Home Loan Bank Review, January, 1947, pp. 101-104. 
81 Federal Home Loan Bank Review, Statistical Supplement, 1947, p. 25, Table 25. 
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part the result of easy credit for veterans. The widespread home pur
chase by veterans has contributed greatly to the accelerated activity in 
the real estate market. This speed-up in turnover, plus the ease of 
financing home purchase at current prices, has given impetus to the in
flationary spiral in home prices. Some '\Teterans took advantage of the 
GI loan to acquire property for quick turnover at a handsome profit. 
There is no question but that the intent of the Congress has been realized 
-to giYe to the veteran an a.dvantage in the housing market through 
credit up to 100 per cent of the cost of acquisition of a home. But there 
is also little doubt that the day of retribution will come when economic 
conditions are less favorable and when many of the veteran home owners 
will find their thin equities wiped out and their mortgage payments too 
heavy to carry. 



CHAPTER 10 

URBAN LAND MARKET FUNCTIONS AND 
ORGANIZATION 

Up to this point, our discussion has been directed at the elements of 
demand and supply, for they are the dynamic forces in the interactions 
of the urban land market. We have considered the physical and institu
tional nature of land, the factors of demand for the various services of 
land that are the expression of urban activities, and, on the supply side, 
the procedures of production that are employed in the conversion of area 
on the earth's surface into usable space. The financing of production 
and 'the financing of ownership have been described. 
r We are now to examine the interactions of the forces of demand and 
!supply. These interactions constitute the real estate market; their 
effect is to produce USJJ,bk_space that is sufficient and appropriate for the 
I . 

. activities of the community, to distribute existing space, to establish prices 
and rents, and to establish general spatial relationships among the-Urban 
landl1Ses. It is the interaction of market forces that determines the 
nature of the utilization of each plot of land, the extent and character of 
capital improvements to the raw land, and the point in time when the 
space is brought into use. 

The Market Concept 
' The urban land market is an integral part of the contemporary 

private-enterprise system, which is rooted in individualism and which 
functions primarily through the pricing mechanism of our modem· ex
chang~ economy. For most commodities and services there is no single 
market place where bids and offers are made and transactions are con
summated; only in such exceptional cases as the New York Stock 
Exchange or the Chicago wheat market are the predominant forces of 
demand and supply focused at a single point. 

Economists understand by the term Market, not any particular market place in 
which things are bought and sold, but the whole of any regions in which buyers 

280 
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and sellers are in such free intercourse with one another that the prices of the 
same goods tend to equality easily and quickly .... Thus, the more nearly 
perfect a market is the stronger is the tendency for the same price to be paid 
for the same thing at the same time in all parts of the market .... 1 

The degree to which commodities and services are homogeneous, readily/ 
and exactly describable, in widespread demand, and readily transportabl, 
will determine the strength of the tendency toward a uniform price.2 I 

In a broad sense, all units of all goods and services are in the same 
market competing with each .other for the consumers' dollar, or, viewing 
it in a slightly different way, consumers, in allocating their incomes in 
such a way as to derive the same amount of satisfaction from each mar
ginal dollar spent, compete with each other for all the units of all the 
goods and services available to them. As one writer puts it, 

Ultimately all commodities compete with each other for the consumer's money.• 
In fact, the relation is much closer than is generally recognized. Food products 
compete directly with automobiles in the same use, in so far as each is purchased 
to maintain social position or make a display .••• Outside a certain undefined 
range of similarity, partly determined by the accident of names, competition is 
more commonly called substitution; and perfect substitution .•. is perfect com- : 
petition. In this sense, competition is universal; every commodity has sub-; 
stitutes .... 8 

In the general market for all goods and services, in the wheat market, 
or in the urban land market,! the striving of consumers to m~xiinize: 
utilities or satisfactions results in the registering of consumer preferences, · 
the establishment of price, and the activation of effective demand' to: 
the end that goods and services are made available in appropriate quan-i 
tity and quality and the products of economic activity in the form of. 
wages, interest, profits, and rent are distributed to the participants) 
To the extent 'that market activities fail to yield balanced and satis
factory results, the market may be said to be instable and imperfect. · 

The Commodity 

At an earlier point we discussed the physical and institutional aspects 
of the commodity that is traded in the urban land market. (The physical 1 

basis of the utility of raw land is the support and space that it provides 
for the activities of man, the structures he occupies, and the artifacts he 

1 Marshall, Alfred, Principles of Economic8 (London: Macmillan and Company, 
Ltd., 8th ed., 1930), Book V, Chap. I, pp. 324-325 •. 

2 /bid., p. 326. 
8 Knight, Frank H., The Economic Organization (Chicago: University of Chicago 

Press, 1933), pp. 94-95. ' 
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employs. Physically, space is limited, immobile, indestructible, and geo
graphically heterogeneous; a given physical unit of the earth's surface 
cannot be moved or destroyed; no unit of space is identical with any 
other in terms of physical characteristics) But these physical character-

' istica must be interpreted in terms of their economic implications. In 
a eense, this entire volume is devoted to such an interpretation. It is in 
the market process, however, that the essential economic characteristics 
of land are revealed. Thus, as we consider the urban land market func
tions in this chapter[t is appropriate to reconsider the physical character-•,1 

istics of land and to view them as economic factors in the functioning of i 
the market~ 

The classical economists considered land and capital as distinct factors 
of production. This subject will come in for attention in a later chapter, 
but 1.ttthis point it will be well to express the view that there is little value 
and small validity in such a distinction, though we shall find it con
venient to reflect the differences in origin in the continued use of the two 

. terms. On the subject of the differences between land and capital, one 
writer says, 

What we mean by land in practical life is something which admittedly consists 
very largely of the accumulated result of human effort, and accordingly it is 
usually regarded as capital, the term "land" being reserved for the original and 
inalienable properties of the soil, and these it has been impossible to separate . 
.Just where we have an area of the earth's surface which, physically, owes little 
or none of its value to anything that has been done to it or on it--for instance, 
a bare mte in the centet' of a great city-we find that its value depends more 
than ever upon capital, that is to say, accumulated effort. (Only it is capital 
that has been expended not upon the site itself but upon the surrounding areas. 
Land, therefore, economically defined cannot be considered in isolation from 
capital. J. ,' Therefore, the distinction between land and capital, which it seems 
difficult or impossible to draw, would be theoretically worthless if drawn.' 

Another question is whether or not the fact that .!_h~!al supply of 
land on the earth's surface is fixed for all time gives to land som~ un!g1:1e 
economiccliaiaeteristics~ While· the- surface of the world may be fixed, 
the part of the surface accessible to man changes in magnitude and it is 
the latter that is important in an economic sense.~.\ Further, for any indi~ 
vidual entrepreneur the supply of land is only limited by the price he is 
willing and able to pay.lfj Again, as some writers put it, "area for eco-' 

' Wicksteed, Philip H., The Common Sense of Political Economy (London: George 
Routledge & Sons, Ltd., 1933), vol. I, p. 365. 

li Davenport, H. J., The Economics of Enterprise (New York: The Macmillan 
Company, 1913), p. 169. 
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nomic purposes is always area for a specific use and when so considered' 
is not a fixed expanse, at least not until this particular use has absorbed .. 
the entire earth's surface." 8 Area in one use can be transferred to an• · 
other use if the price paid for it in the iatter use is greater than that paid 
in the former. Or where the price to be paid is high enough, usable space: 
can be manufactured out of swamps and lakes or area can be created by; 
building into the air through the use of capital and labor.' Furthermore,', 
"expanding knowledge , .• or improving transportation •.• may func-1 
tion technologically as substitutes for land. Bettering transportation is l 
more land." 8 

The economic significance of the immobility of land hal.'l been the sub
ject of speculation. Economically speaEng;··ue-ven were the immovability 
of land a fact, it would be irrelevant. · But it is not e"Ven a. filet,. • • 
Many of the improvements made upon land , , • are equally irremovable 
as the land itself. • • • On the other hand, by carting loam or by grad· 
ing • • . to say nothing of the action of wind and tide and wave, the 
seeming fixity of land is appreciably disturbed." 8 In this respect land 
does not differ much from many other economic goods. But even more 
important is the fact that( in the economic sense land is mobile to the 1 
extent that it can move from one use to another depending Upon the price , 
that each use is willing to pay for it. Thus, it can move from where it is ! 
plentiful to where it is scarce, in economic terms.1~ Another writer says 1 

that 0.Practically all lands and all other instrumental goods are mobile 
for the purposes of the individual owner in the sense that they can be 
realized on in the market,"S:- that is, the property can be sold and con
verted into capital, which then can be combined with other factors yield
ing a greater return than when invested in the property. -_j 

No unit of space is identical with any other unit in terms of physical 
characteristics. There are differences in size and shape of parcels1 in 
fertility, and in location. In urban areas, particularly, we shall see that· 
the quality of location or situs is an important determinant of economio 
value.12 Each parcel of land occupies a unique physical relationship with 
every other parcel of land. Because in every community there exists a 

8 Ely, R. T., and G. S. Wehrwein, Land Economics (New Yotk: The Macmillan 
Company, 1940), p. 54. 

7 Ibid. 
s Davenport, op. cit., p. 1'70. 
e Ibid., p. 168. 
10 Johnson, Alvin Saunders, Rent in Modem Economic Theo7"1J (New York: The 

Macmillan Company, 1902), p. 127. 
11 Davenport, op. cit., p. 169. · 
12 Dorau, H. B., and A. G. Hinman, Urban Land Economics (New York\ The 

Macmillan Company, 1928), p. 167. >· . 
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. variety of land uses} each parcel ·is the focus of a complex but singular 
set of space relationships with the social and economic activities that 
are centered on all other parcels. (.To each combination of space relation-~ 

; ships, the market attaches a special evaluation, which largely determines 
th~ amount of the bid for that site which is the focus of the combination. 
Thus, certain locations are more highly valued for residentiat·usnhan 
other sites because of greater convenience to shops, schools, centers of 
employment, and recreational facilities. Comer locations command a 
higher price for certain types of retail use because of greater convenience 
to stream~ of pedestrian tratfic.) 

Like any other commodity, 1ocations of various qualities possess eco
nomic value because such sites are scarce relative to the demand for 
rthem. The differentials in quality, be it in physical characteristics or 
~situs, are of the same significance as the qualitative differences among 
various units of the same commodity or among all commodities; these 
differentials are the basis of differential price offers representing differ

! e~tial utilities to prospec~i~e co?sum~rs. (!or ur!ian I~nd,-t~e-e.conomic-
! signifiCance of the purefy physical site differentials IS ordmanly very 
' small, whereas the ecological site differentials are of prime importance.) 

The institutionalaspectS"of the commodity, land, have already been 
set fo;th--:--'i'h.e significaiif""point in our consideration of the land market 
is the variation in the combinations of rights that are traded; one aspect 
of thisvariation is tlleComplicationof the commodity and the division 
into submarketsrorb.otli.renteaand owned residential space, with more 
;;; less free~iile:rits- of .dE;mand and supply between. the submarkets. 

"Market Functions ""·· ·-----~·- -. . ·-·-
/ Distributing Existing Space. In returning to the subject of the func-
tions_oL.the_!lrban land market, we shall look first at the function of 
_di~tibuting existing space~- Our study of ~he supply characteristics of 
the real estate market has established the fact that supply reactions are · 
relatively sluggish and that adjustments of supply to changes in demand 
are slow. Thus, when there are sudden changes in demand, the market 
mechanism acts to bring about changes in the nature or intensity of the 
utilization of existing space before any appreciable increase or decrease 
can be made in the total amount or quality of the space supply for the 
use that demands it. For example, where there is an increase in the 
number of families seeking housing accommodations in a community, 
the pressure of effective demand on a fixed supply will result in a re-

' duction of vacant units, followed by an increase in rents and prices. This 
·increase in price will have several effects, all of which tend to increase . . 
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still further the intensity of use of the existing space; families with low 
incomes and small effective demand will no longer find it possible to 
maintain their present rental quarters at the higher rent and will make 
adjustments either by taking in roomers, sharing their dwellings with 
other families, or moving to less commodious and less expensive quarters.18 

In some cases, families from the middle and even the upper income group 
will be induced to rent rooxns by the attractive rental rates resulting 
from the shortage. 

' Decreases in demand bring about a less intensive use of existipJ!i spa~~
In a community that 1s losmg popUlation, the number of vacant dwelling 
units will increase, more homes will be offered for sale, and prices and 
rents will tend to decline) Families that are sharing dwellings can afford 
to undouble, with two families in separate units where one unit had been 
serving both. The economic impulsion to take in roomers will be re
duced. Families in crowded quarters will be able to afford more com
modious housing without increasing their costs of shelter. Thus, in the 
case of reduced demand as well as inc~d demand the relative elasticity: 
"'f t1emand for housmg and t1lefelative inelasticity of additions to su I 
~rate to change as an rmbal reaction, the intensit 
eXIstmg space. 
ts"omewhat the same kind of reactions occur with changes in the levels 

of family incomes. Increased income leads to a rising standard of living, 
including housing. ) With the quantity of demand and supply assumed to 
be constant, the effect of rising incomes is to move families upward in the 
quality scale of housing. The degree to which this upward movement will 
occur is a function of the level of income, the extent of the increase, and 
the income elasticity for housing, i.e., the relationship between increase in 
income and the proportion of the increase in income that is spent on 
housing. This movement will be checked when the existing vacancies are 
absorbed in the upper ranges of the market and prices and rents rise as 
a result of the bidding for a limited supply. Another force tending to 
check the shift into the upper quality ranges of the supply is the increase 
in vacancies in the lower ranges and the consequent softening of prices 
and rents; thus the units of lower quality, at lower prices, become rela-· 
tively better values than the higher grade units with prices and rents 
unchanged or increased by the strong demand. 

When family incomes are declining, the shift is into the lower quality 
ranges of the existing supply. The downward movement is checked as 
demand pushes against the lower limits and prices stiffen· at the same , ' 

18 Weimer, Arthur M., and Homer Hoyt, Principle& of Urban Real EBtate (Ne~· 
York: The Ro.nald Press Company, 1939}, p. 109. 

··-
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time prices in the upper levels tend to decline with declining demand, and 
some householders pnd that they can maintain their standard of housing 
in spite of reduced income. 

Although the foregoing illustrations were drawn from the housing 
market, the same general reactions are found to occur in the markets for 
nonresidential space. A decline in· demand with supply held constant 
will bring about lower rents and consequent shifts to the more advan
tageous locations with marginal locations left vacant. Lower rents also 
permit a more liberal use of space. An increase in demand will stiffen ,

1 
rents and cause some contr.action in the use of space. However, the 

; elasticity of demand for nonresidential space probably is less than in 
the case of housing. 

I Adjusting the Supply of Space. In the short run, the market functions 
I tend to redistribute the existing supply of space in accordance with 
I changes in demand. But the final effect of changes that establish new 
~~and continuing levels of demand is to bring about increases or decreases 
\in the available supply. We shall see that ·increases may be substantial 
;m. comparison with reductions in supply. .-
1 In discussing the market readjustments in the use of existing space, the 
analysis involved the market factors of demand, supply, vacancies, prices 
and rents, and family '1ncomes. In considering changes in supply, we 
m~t add one more factor-costs of production. 
(When the pressure of demand continues to push against supply, vacan· 
cies decrease and prices and rents rise. At some point, prices and rents 
on existing properties reach a level that makes it attractive for pro~ 
ducers and investors to enter the market. Builders are able to sell their 
products at a price that wil1 yield a profit in competition with existing 
space. Investors find that rental yields are attractive relative to capital 
investment as determined by costs of construction. Thus new construc
tion is undertaken and the market is supplied with additional space)LXew 
construction is checked or stopped by a number of forces, often working 
together. If the production of new space o~.tlalr_es_t!!e. increa.l'~~-Ae
mand, vacancies will begin to appear, first in existing properties, and 
~!~ !tnd rents will soften. It will become more difficult to dispose of 
new units in competition with existing units at lower prices. Thus the 
prfces on new units will be affected and will ultimately fall below the level 
at which manufacture and investment are profitable) 
( Changes in the costs of· construction influence the rate of new con
struction. When building is active in response to demand pressures, the 

· same pressures are transmitted to the participants in the building process, 
-'with the result that costs of construction tend to rise. )(If costs rise to a 

point that necessitates a selling price that is above the price for existing 
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properties of comparable quality, building will be checked. Particularly 
in housing, the market narrows rapidly as price adyances) Since the 
downward adjustment of costs is slow relative to upward changes, build
ing may stop completely before the many cost elements in the construe• 
tion process have reacted. LHowever, unless cost increases are drastic, 
new construction is not likely to be brought to a halt until there is a 
reasonably close adjustment between demand and supply J So long as a 
shortage continues, prices and rents on existing units will be sustained 
at relatively high levels approaching the price of new units. 
(It is possible that, as a result of the efficiencies of large-scale produc
tion or through technological advances in construction methods, reduc
tions in costs of building could be attained during a. lJeriod of a high rate 
of production.\ If the savings were reflected in the price the result would 
be to broaden the market for new units and to sustain building activity 
for a longer period] However, in face of a strong demand, the incentive to 
pass on the savings would be weak and)Jroducers would tend to maintain 
prices and retain the larger· profits. l Because of the attractive profit 
potential, additional producers would he drawn into the tnarket, and the 
supply would finally meet or exceed the demand. Producers would be 
forced to cut prices in competition with each other for a declining demand, 
and the price would drop until it reached the level of costs.] Thus, in the 
end, the benefits of the cost reductions would be passed on to the user, 
but only after most of the market demand had been satisfied. 
· Changes in the level of family real incomes have an influence on the 
adjustment of space supplies. When real incomes are declining, assum
ing the quantity of demand to he constant, there is no pressure for new 
house construction. But when the level of incomes is rising, even though 
'the number of families is not increasing, construction may be encouraged.~ 
As explained in the previous section, the teJ!dency is for families to push 
upward in the scale of housing quality. Assuming a normal adjustment 
of demand and supply, this upward push 'will soon absorb vacancies in 
the upper levels of the market, prices and rents will rise and new construc
tion will be encouraged. Now the contour of the rent-value distribution of 
the entire supply of existing dwelling units is skewed, with the highest fre-· 
quencies occurring in the $10 to $30 range on a 1940 basis (see Chart 6). 
The families pushing upward along the scale from the large group of 
lower-middle rents, will move into a price range where the supply is 
smaller than in the price range from which they are moving and so on 
up the scale from the peak in the distribution. . This new demand-supply 
relationship may support a substantial volume of building before all 
families have accomplished an upward adjustment in housing quality and · 
before the effect of the vacancies at the bottom of the market can be :te-
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fleeted in lower prices and rents in the upper levels where the new con
struction is takinvlace. 

Price Determination. One of the main functions of the market for any 
commodity is the determination of price. Price or rent in the land market 
is the amount of money that is paid for the ownership or possession of 
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CHART 6. Distribution of dwelling units by value in the United States, urban and 
rural nonfarm, 1940. (U.S. Census, 1940, Housinu, vol. ill, part I, Table A-1.} 

the services offered by real property. This amount is the product of 
the forces of demand and supply operating in the market and expressed 
in bids and offers. Theoretically, in the perfect market the market prices 
in all transactions relating to the same commodity are presumed to be 
identical. This law of single price tends to be operative in the urban 
land market, though we shall see later that it operates imperfectly. 
Price, rent, and value are to be the subjects of a later chapter. 

Timing of Land Improvement. As a corollary of other market activi
ties, the market functions to determine when vacant land shall be brought 
into use. When the forces of demand press upon the supply of usable 
space and new construction is required, it is through the mechanism of 
the market that prices and rents rise and the landowner or entrepreneur 
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is able to determine when it is profitable to improve vacant land. The 
interactions of the market also give indication of when,,.it is advantageous 
to convert existing properties to new and more profitable uses. -

Determining the Amount of Capital Improvement. The property owner 
must depend on an analysis of the various market indicators to determine· 
not only the nature of the use for which his land can most profitably be 
improved but alRo the optimum capital investment in improvements. 

Determining Land Use .. It is through the interplay of market forces 
that the nature of the utilization of each parcel of urban land is finally 
determined. Thus, the land use structure of the city is fashioned, plot 
by plot, parcel by parcel, as a product of the urban land market. It is 
the competition of land uses in the market that distributes the use types 

. in an arrangement that approaches the most efficient pattern. This sub
ject will be considered in detail in the chapter on land utilization. 

Market Organization 
The Sellers. \The great majority of properties offered for sale in ·the 

urban real estate market are owned by individuals who are not profes
sional tradersjand who, with few exceptions, have no land holdings be
yond the property that they are selling. This statement applies particu
larly to the housing market, but it is also true that a substantial pro
portion of commercial real estate is OVI'Iled by persons who have little 
other property. Thus, real estate is offered for sale for the most,..part, 
with exceptions to be. discussed later, by owners who are not ill'the 
business of trading in real property and who, during a lifetime, are in
volved in but two or three real estate deals. Th_us_it.Js_~~ra_cteristic 
that the sellerjs inexperienced and unfamiliar not only "'ith market prices 
!>u(with ·the mechanics of real estate transactions. . This hiexi>erience is 
often reflected in asking prices that are not adjusted to the current market 
levels or in unreasonable conditions that the seller imposes out of ig
norance and fear that someone will take advantage of him. The situa
. tion may become even more complicated in cases where ownership is 
shared by several persons, such as a group of heirs. Another situation 
that creates obstacles to the efficient operation of the market is the case· 
where the property is offered for sale by an agent who must consult with 
his principal at each step. Much property is controlled by absentee 
owners, so that the reaching of an understanding is hampered by lack of 
face-to-face contacts of buyer and seller and negotiations are prolonged 
by the necessity of dealing through the mails. 

For the most part, there is little centralization of the offerings in the 
real estate market because of the scattered ownerships. In communities . 
with well-organized real estate brokers, some aspects of a central market 
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are achieved. ( L_arge house-building organizations are able to offer a 
choice of new ){omes which can be inspected and which are subject to 
price comparison. · In general, new houses are offered for sale on a more 
sophisticated and professional basis than is the case of older houses, 
since the sellers are engaged in the business of manufacturing dwellings 
and are familiar with the nature and mechanics of the market. They 
are aware of the value of exhibiting their product to the best advantage 
and of making it as easy as possible for the prospect to conclude a deal.) 

Financial institutions are at times the owners of all types of real estate, 
which is acquired through ~he foreclosure of mortgages. In periods of 
depression, they may own many properties that must be sold in order 
to ;recapture ·at least a part of the advance made to the former owner. 
Such institutions are experienced ~ the real estate market And conduct 
negotiations on a rational and businesslike basis. 

It is probably true that only a small proportion of the houses that 
are offered for sale, over the full market cycle, are being sold in order 
to capture a profit. (Of course there are some individual traders and 
syndicates in the market who make a business of buying and selling all 
types of property~ Also, the opportunity to make an extraordinary 
profit when prices are high will induce some owners to sell. Buildere 
are in business for a profit, but, for the most part, other sellers rarely 
are in position to time their offerings to the most favorable conditions. 
Nor did they acquire the properties in the first place with a view to 
selling at a profit. (Home owners dispose of their properties in most cases 
when forced to do so by outside circumstances-the :p.eed_fQ!._ mor_e _ _:5pace 
for a growing family, increased income permitting the conspicuous con
sumption.-ora-more pretentious residence, decreased incomerequiring a 
reducti~n in ;xpe:naifllies-for shelter, -·or a reduction in f~mily -size 
~aking it.Uim.ecessary to ~maintain a large house. Nonresidential offer
ings and income residential properties such as apartment developments 
are tr~ded on a comm.ercial and investment basis to a greater extent 
than homes. For all types of property, there are many offerings in con· 
nection with]iq1,1idating transactions--tax sales, the settlement of estates, 
or the disposition of foreclosed properties. During past land booms, sub: 
division-lots- have been platted in large quantities and offered primarily 
as speculative investments. 

The offerings of residential accommodatio~ to rent are various in 
type and origin. It baa been estimated that one-half of all rented units 
in urban areas are old single-family houses.14 Since most of the old 

ucolean, Miles L., American Housing (New York: The Twentieth Century Fund, 
- Inc., 1944), p. 208. The 1940 Housing Census reports that, for urban and rural non-
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rented houses are owned by individuals who may own no other prop .. 
erty except their own homes, it is apparent that ther~ is a large number 
of individual landlords who are only incidentally in the business of rent· 
ing housing space. In addition, there are many small holders of duplex 
and flat structures who are not professional landlords. On the other 
hand, the management of apartment·house properties is a business in 
itself and is often handled by a professional manager or a property 
management organization on an agency basis. Certain other types of 
property are similarly managed, including store and office buildings and 
some of the small residential structures owned by absentee landlords. 

The Buyers. The same general characteristics will be found among 
the bidders on property as were found among the aellers---di\rersification 
and inexperience. The home buyer enters the market but orice ot twice 
during his lifetime and buys primarily for the satisfactions and use value 
that a home will afford. (There are some tr11ders who buy properties 
of all types with a view to resale at a profit in a rising market)( Other 
buyers are investors who seek a reasonable and dependable return on 
capital invested in real estate.) Most purchases involve a single parcel 
or structure, although there are mass purchases of building lots on a 
wholesale basis by operative builders and by speculators. During past 
land booms, the purchase of subdivision lots fot speculation by indi
viduals from all walks of life has been common. Finally, large·scale 
purchases are sometimes made in assembling a site for a new commercial 
development, housing project, or public building. 

Tenants are relatively better informed concerning that p11rt of the 
urban land market in which they are participants than are purchasers, 
particularly in the housing fi.~enants make more frequent changes 
of residence than do home owners and become more familiar with the 
transaction and the sourcesOflnarket informatron. F'urtliermore, rental 
rates aske and actually paid are more wide y own than. sales prices, 
which ar~conslderedto be private ana confidentia~ 
Renters of commercial ~~·~rty ~etiSUalTywell informed 
andexp~ 

The Broker. We have already mentioned all the most important 
functionaries in the real estate marke~the direct participants such as 
the various types of buyers and sellersL_the trader or speculator, the 
builder and the investor. ~he market intermediaries is the prop· 
erty manager, as agent for the owner; we might have mentioned the 

farm rented dwelling units, 41.4 per cent were located in single-family structures. 
See U.S. Census, 1940, Housing, vol. II, General Characteristics, part 1, p. 10, Table 4. 
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mortgage lender, since few transactions are consummated without his 
ministrations and approval, the trust company or fiduciary, which acts 
for estates and the beneficiaries of trust funds, and the lawyer, who is 
adviser or agent in many real estate transactions. But the real estate 
broker is the most ubiquitous of the various intermediaries. 
(In a market where buyers and sellers are inexperienced, where trans
actions relating to comparable properties are infrequent, and where 
market price information is hard to come by, the broker performs a 
number of very useful functions.1~D.Je -~i~_s_th~_~e!Jet: in finding .!1 buyer 
with needs and tastes that are satisfied by the special characteristics of 
the property~ The broker usually enters into a listing contract with 
the seller, whereby the seller agrees to pay a fee in case the property 
is sold within a stipulated period. If the contract is "exclusive," the 
listing broker receives his fee in case of a sale regardless of whether he 
actually negotiated the deal. fSince the broker has a regular place of 
business, which he advertises, and since he attempts to secure as many 
listings of properties as possible, his office becomes a small marketplace 
to which prospective purchasers come to shopj:::Thus the broker also 
serves the buyer group by providing a convenient collection of informa-

. tion on properties that are being offered for sale~ In communities where 
brokers are organized into local trade associations, a plan of broker 
cooperation is commonly used, known as the "multiple-listing system." 
This scheme . involves the general exchange of listing information and 
in case of a· sale the splitting of the commission between the listing 
broker and the selling broker. This device permits each cooperating 
broker to provide inquiring buyers with information on all properties 
listed with all brokers. Some broker groups formally exchange infor
mation on all sales that are made. In general, brokers are fairly well 
informed on the details of current sales even where there is no organized 
recording and analysis of sales information. 

Because of his special knowledge of the real estate market, the broker 
is equipped to advise clients and to assist owners in securing the best 
price for their properties. He also is useful as a negotiator in securing 

lthe_!ioncessions from both buyer and seller that are _part of the bargaining 
process. Very often the deal hangs on technicalities that the broker 
can iron out. After a preliminary agreement has be~n reached, the 
broker performs various services in closing the deal. (He often draws 
up the necessary documents, assists in arrangements for financing the 
purchase,takes care of insurance probler;s, supe;;rses the finalyign~ 

... of the dee~ land contrac~ or lease, and even delivers_ copies of th~ 

1s Ibid., p. 217. 
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papers to the office of public record. In many cases, much of the detail 
~orciosing a deal is handled by attorneys)and in some communities it 

is common to use escrow agents for closing sales. 
It is apparent that the broker and his services are particularly im

portant to the proper functioning of the urban land market. Even though 
but a portion of all real estate transactions are handled by brokers, the 
stabilizing influence of the broker group permeates the entire market,_ 
Because of the unique opportunities for fraud and misrepresentation in 
real estate transactions, more than 30 states require the licensing of 
real estate brokers. The requirements are not high and the written 
examinations given to applicants in some states are not difficult. How
ever, the license laws are effective in reducing the number of fraudulent 
transactions by bringing abou~ a better understanding of the duties and 
obligations of the broker and of the practical advantages of ethical 
conduct and by providing a method, through penalties and the revocation 
of licenses, for preventing unprincipled persons from continuing to engage 
in brokerage activities. 

The ·Transaction. There is more haggling and horse trading in the 
real estate market than almost anywhere else in our economy. It is 
customary for the seller to set an asking price well above what he is 
willing to take or expects to receive. The buyer, on his part, always 
makes an initial offer well below the asking price. There are usually 
several counteroffers and rebids before terms are agreed upon by both 
parties. Undue caution and obstinacy in the parties are often imparted 
by their lack of understanding and knowledge of the market. The terms 
of a sale include not only the purchase price, but the arrangements for 
payment, proration of taxes and insurance, date for ·settlement, disposi
tion of fixtures, date of occupancy, and sometimes the terms of restric
tions on the future use of the property. All these sale terms are incor
porated in a sales contract, which, when signed, is binding on both 
parties. 

In the case of a commercial lease, the terms of the agreement may 
become very complicated, covering involved rental arrangements and 
detailed statements of the rights and obligations of lessor and 'lessee. 
Long-term leases running for 99 years or more on downtown sites often · 
give rise to protracted negotiations on such matters as termination pro
visions and periodic revaluation. 

The indistinctness and obscurity of ownership complicate and retard 
the consummation of real estate transactions. The buyer must assure 
himself that he is to receive unclouded title and that he is aware of. 
all unsatisfied encumbrances and all public and private restrictions. 
To secure such assurance requires a thorough examination of the public 
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records to trace the chain of title and the disposition of all transactions 
affecting the property. An abstract of title or summary of all such 

. transactions is usually prepared, or, if it was prepared in connection 
with a previous deal, it must be brought down to date. The buyer's 
attorney must then examine the title to determine if any serious defects 
are present. If the title insurance plan is employed, the insurance com
pany must go through the same process before a policy can be written. 
In a few communities, a much simpler plan of providing conclusive proof 
of ownership, known as "title registration" or the "Torren's system," 
is itt use and avoids the necessity for title search.18 

When the buyer is eatisfied as to the title that he is to receive and 
when financing has been arranged and all the papers prepared for signa~ 
ture, the parties to the transaction are ready for the final closing of the 
deal. The papers are signed, the purchase price or down payment is 
passed, and the sales contract is replaced by a deed, which, in effect, 
conveys title from seller to buyer and stands as official evidence of the 
buyer's ownership. This document is immediately taken to the register 
of deeds and made a matter of public record. In some transactions, 
where payment is to be made in installments over a long period, the 
original sales contract is replaced by a contract for deed or land con
tract, which states the terms of payment and provides for the conveying 
oi title when all or a stipulated proportion of the purchase price has 
been paid. 

Not only is the typical real estate transaction complex and time~ 
consuming, but it is costly. Where mortgage financing is involved, the 
closing fees may include the following: mortgagee's appraisal fee, cost 
of abstracting and opinion of title or title insurance, survey charges, 
attorney's fees, recording and filing fees, revenue stamps, notary fees, 
and others.11 These costs are borne mainly by the purchaser, although 
the seller shares variously as determined by local custom. Closing costs 
may run from 2 to 3 per cent of the purchase price of a single-family 
home.18 

. Submarkets. Institutionally the urban land market is not a homo· 
geneous whole but rather is composed of a number of submarkets that 

are related to one another in various degrees of intimacy. The housing 
submarket is fairly independent, for the trading activities of house 
buyers and sellers have little or nothing to do with the nonresidential 

111 Fisher, Ernest M., Advanced Principles of Real Estate Practice (New York: The 
Macmillan Company, 1940), pp. 42-45. 

u Coles.n, op. cit., pp. 215-216. 
18Jbid., p. 216. 



296 URBAN LAND ECONOMICS 

lands from the land supply and the prices paid for such lands do have 
an influence in other segments of the real estate market. 

The building industry is not to be considered a part of the urbaq land 
market, although the two are intimately related. The market processes 
provide th! indicators and guides that activate production and control 
it~ction. The. direct point of contact is found in the marketing 
activities of~r. . • 

Local Nature of the Market 
The local nature of the urban land market is a highly important 

characteristic. According to Kiekhofer, "Markets may be properly 
described as the entire area within which the forces of demand for and 
supply of a given commodity or service interact in effecting exchanges 
and establishing prices." 19 lThe most significant forces of demand and 
supply in the urban real estate market are predominantly local.) The 
demand for space is the product of the need for habit~n of the 

· families in the community and for the housing of the industrial and 
commercial activities which provide the economic lifeblood of the area. 

(The structures and improvements to the land are manufactured on the 
local sites, and, once complete, they are permanently fixed in the locality. 
Market transactions take place within the_ CO~'d_D}ty- and are little 
influenc\d by market factors in other areas beyond normal commuting 
distance.) It is true that local real estate markets are not insulated from 
the outside world for they are affected by national economic conditions, 
which influence the demand for space and which may impinge upon local 
production costs through the price of construction components that are 
imported) But in general, real estate markets are essentially independent 
and localized, and, though the framework of organization and the pat
terns of instability may be common to all urban land markets, there 
are marked differentiations in intensity and timing of market movements. 

Market Imperfections 
The classical economists devised the convenient notion of the perfect 

market, which they employed in considering the interactions of supply 
and demand. They conceived an idealized market sitliii1Wnin which 

.. the commodity traded was in the form of standard units of identical 
speCifications, quickly consumable and readily transporta£!.e; the supply 
m the market could be mcreased quickly and in any amount; the buyers 
and the sellers were all-w1se men who were guided in market decisions 

10 Kiekhofer, William H., Economic Principles, Problems and Policies (New York: 
D. Appleton-Century Company, Inc., rev. ed., 1936, 1941), p. 384. 
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by enlightened self-interest; information on all bids and offers and on 
all transactions was immediately a~ilable to all _kad~r~. ~n real life,., 1 

there is no perfect mar et and thus no erfect com etitwn m the aca
demic sense. Perhaps the closest approach is the wheat market or e 
stock exchange, though it is notorious that the traders are not all-wise. 

Now the perfect market was self-r~g!_Ilating; it performed i~
tions with promptness and precision. The preferences of consumers were 
registered with exactitude and 'Drought forth, on the supply side, the 
proper production in number, quality, and price. A shortage or a surplus 
was impossible in a market that reacted with such unreal sensitivity. 
Stability of prices and of market activity was inherent. Prices, wages, 
interest returns and profits were established with justice in proper rela
tionship to the economic contributions of the several agents in the 
processes of production and exchange. 

The mechanics of the real estate market tend to be essentially the 
same as in the perfect theoretical market, but, for a variety of reasons, 
the self-regulating rea$!igns. aruh~!§.h. The economic laws that gov
ern the market processes-the economic equivalents of the physical laws 
of nature-tend to be operative but the frictions are so great that the 
reactions are seriously delayed and dampened. The reactions of adjust
ment occur, but so sluggishly and imperfectly that the market is in a 
constant state of imbalance. We shall find as we delve deeper into this 
matter that the notorious instability of this market is basically the 
result of the interacting of forces of demand that are highly dynamic 
against forces of supply that are peculiarly static. 

The self-regulating mechanism of the urban land __ market is handi
cappedby_J,h~_nature_ofthe commodity ·in which trading takes place. 
Each structure and each dwelling is a complex article, often custom-built, 
and possessing unique features. Physically, the units Qf space are not 
well standardized so that they are difficult to describe, grade, and com
pare. This variability is accounted for by the complexity of the struc
ture, the many important features that are concealed from the eye or 
can be evaluated only by an expert, and the intangible yet important 
aspects of location-i.e., the geographical relationships with other fea
tures of the landscape and other centers of social and economic activity. 
To a considerable extent, the complex and nonstandardized nature of 
the property unit is responsible for the dearth of dependable market 
information on bids, offers, and sales prices. There can be no single 
quotation relating to a precisely described and classified item, as in 
the stock market or the wheat market or the used-car market. Quota- · 
tions are related. exclusively to a specific property or dwelling space. 
The infrequency of transactions relating to accommodations that are 
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similar even in general features makes it difficult to assemble price data 
that can serve to guide the trader. The assembly and analysis of such 

. data are particularly difficult for the typical inexperienced buyer or 
seller who enters the market but once or twice during a. lifetime; it is 
only a little less difficult for the renter who is seeking the best value 
for his rent dollar. It is understandable, therefore, why the urban land 
market fails to match one of the prime characteristics of the perfect 
market-a uniform price for items of similar nature. 

One aspect of the physical fixity of real property is the relative per• 
manenceofthe-design-and- fa-cilitie:O.f structUt-~~-of vario~s types. Fur 
example-;fl3uaing' structures are desiiin,ed to meet the family needs and 
pocketbooks of the original occupants; it is difficult and expensive to 
alter buildings once they are completed, so that they typically remain 
unchanged long after the original occupants are gone and the design 
and accom.modaticms are no longer appropriate to the current demand. 
The fixed design of a house means that it is not readily adjustable to 

. changing needs for space as the occupant family changes over the years 
in age and composition. Because structures are fixed in space and thus 
vulnerable to changes in the neighborhood and to alterations in the 
pattern of the community, the years bring changes in those utilities which 
the structure and enviromnent join to provide. 

Usable !pac~ot_an easily reproducible good. It is a highly signifi-' ~- --..-·-·-~· - --·-· -- - .. -- -· .. 

cant supply characteristic that the productive processes and machinery 
of the building industry are sluggish in getting under way after a period 
of inactivity and that, once having attained a. high rate of production, 
the industry tends to be carried by its momentum past the point of 
market balance. The amount of space available for occupancy, par
ticularly in the housing field, increases with relative slowness even in 
times of acti"e building. For example, during the active building 
year of 1941, some 722,000 units were added in urban areas. This 
increase amounted to only 2.4 per cent of the base housing stock of 
30 million units in 1940. On the other side, housing is physically re~ 
moved with reluctance, as illustrated by the fact that demolitions during 
the decade 1930 to 1940 averaged about 40,000 per year or only 0.13 per 
cent of the 1940 stock.20 This fact again emphasizes the local nature 
of the market and the relative inelasticity of the supply; there is no 
interadjustment among localities, as occurs with respect to other com
modities such as used cars, whereby surpluses are shifted to points of 
shortage. 

liORatclifi', Richard U., "Notes on the Recent Decline in Home Chvnership, .. The 
Journal of Land and Public Utility Economics, vol. XX, no. 4, p. 376, November 
1944. 
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The demand side of the market has been characterized by constant 
fluctuations in both quantity and quality. While fluctuating demand is 
not technically an imperfection of the market, when carried to the · 
extremes found in the urban land market, this characteristic becomes a 
major contributor to general instability. Demands for all types of 

- structure have fluctuated with the surges of the urban population move
ments, from the rapid urbanization of the twenties to the cessation of 
growth in the thirties back to the strong urban trend of the war and 
postwar period. 

Demand is subject to change in quality as well as in quantity. Shifts 
in levels of income through depression and prosperity have a profound 
influence on demand. Not alone are movements to and from urban 
areas affected by general economic conditions, but also the kind of 
housing and other types of space that are called for. 

Long-term social trends contribute to the dynamic nature of demand. 
As a community matures and the age distribution of the population 
becomes more heavily weighted with older persons, so there are shifts 
in the nature of the demand for the services of urban land. There are 
continual changes in the economic organization of society, in social 
functions and social :values, and in technology, which have profound 
effects on demand. The geographical diffusion of industrial activity, 
the emergence of new industries, changing patterns of distribution, the 
increasing mobility of labor, the changing role of the family as a social 
institution, and the development of the automobile and the airplane, 
in various ways and degrees all are affecting markets with respect to 
the amount, the nature, and the location of space that is required. 

It is peculiar to the market for commodities that have a long, useful 
life that supply may increase at the same time that· demand falls off. 
In the perfect market, and in the market for goods that are quickly ' 
consumed, a decline in demand will result in reduced production; price 

• will fall to a point just high enough to clear the market. In this man• 
ner, supply will be adjusted to fit the new lower level of demand. In 
the urban land market, a softening in demand will ultimately depress 
production, but an actual decrease in demand will, in addition, have the 
effect of increasing the amount of space offered in the market by 
reason of the increased number of vacant units that come into the effeo .. 
tive supply. 

Another obstacle to the free interaction of market factors is the legal 
complexity of conveying title to real estate. Not only is theproCea$ 
_of ii.ansferrlng ownership a compleX one, calling for professional advice, . 
but _ _it_ is likewise costly. Certain legal aspects of tenure ·also tend to -~ 
delay market reactions. The movement of families back and forth 
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between the rental market and the home-owning market and readjust
ments within the rental market for all types of land use are inhibited 
by leases, which freeze rights and obligations for a specific period. Thus 
no readjustments are normally made until the end of the period, though 
market conditions may have changed. 
l Foreclosure laws that f~vor the owner in retaining possession of his 
\property long after default upon his financial obligations also contribute 
to the sluggishness of the market.] A factor that is perhaps even more 
effective is the emotional attachment that most families develop for 
their home. Thus, a man. will sacrifice to retain possession of his home 
long after his occupancy becomes financially unwise and impracticable. 

The control exercised in the market by mortgage lenders has, in gen
eral, served to check the forces of readjustment. In times of depression 
and inactivity, the caution of the lenders has been an obstacle to renewed 
building activity. In 1932 and 1933, the mortgage market was virtually 
frozen. and artificial devices introduced by government were necessary 
to provide a renewed flow of mortgage money. At the other extreme 
of the cycle, mortgage lenders have, in the past, contributed to inflation 
and overbuilding. Competition among lenders has been so strong as 
to lead to overvaluation and overlending. The notorious mortgage bonds 
that financed the overbuilding of the apartment market in a number of 
large cities in the late twenties is an example of the influence of lenders. 
:There is some evidence that at the present time overgenerous loans are 
contributing to the inflation of real estate prices. 

It is said that the ownership of real property is exclusive but not 
absolute. Thus a property owner may exclude all other private citizens 
from his land or his home, but through zoning he may be restricted in 
the manner of use of the property. Througli.- taxes he must share the 
proceeds of the productivity of the property, and "U.nder the power of 
eminent domain his property is subject to taking by a public body for 
apublie use with just compensation. Building codes and safety and 
sanitary regulations control the design and quality and thus the cost 
of structures. Subdivision regulations and planning controls place limits 
on the platting ~frnw land. These limitations on ownership affect the 
value and salability of real propert~l they stand as restrictions on free
dom of individual action and on the untrammeled interplay of market 
forces; they are market imperfections created for the public good. 
During periods of emergency such as the war, additional restrictions 
may be imposed. Rent control is an emergency measure that had a 
profound inhibiting influence m the housing market, for, after a time, 
rents fall out of balance with other prices and may not move freely 
toward an adjustment. The emergency limitations on construction during 
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the war is another example, for the intention was to artificially direct 
production to the types of housing that are considered socially desirable 
and to restrict construction that is considered less essential, such as com
mercial and industrial structures. Emergency limitations are, in time, 
relaxed, but the restrictions based upon the police power and the power 
of eminent domain have been gradually extended over the years. 

This listing of the many imperfections that plague the urban land 
market and hamper its self-regulating mechanisms should not be inter
preted to mean that the market is totally disorganized and unconven
tional. To the contrary, the normal reactions and tendencies are present, 
and various influences will, in time, have results that are generally pre
dictable. However, in comparison with the markets for almost all 
other commodities, the urban land market is unique in the number and 
power of the limitations on the free interplay of supply and demand. 



CHAPTER 11 

THE HOUSING MARKET 

In the last chapter we dealt with some or the basic characteristics 
of the urban land market· as they apply to all types of land use. So 
important is the demand for and supply of housing that we are war
ranted in giving considerable space to certain special charactet;istics 
of this submarket. 

The Housing Stock 
The existing supply of housing is so great in comparison with annual 

~ncrements through new construction that it exercises a major influence 
· in the market. In 1940, the number of nonfarm dwelling units totaled 
;29,683,189. New construction during the succeeding 5 years has added 

. 2% million units, with very few demolitions, so that the total housing 
supply as of the end of 1945 was approximately 32 million dwelling 
places.1 

The U.S. Housing Census of 1940 provides the detail on the charac
teristics of the housing stock. One-family dwellings represented 80 per 
cent of the nonfarm residential structures and nearly 60 per cent of 
the dwelling units. Two-family structures rank next in importance; 
apartment buildings providing for 5 or more families constitute only 
1.2 per cent of all structures but supply 13 per cent of all dwelling units. 

The predominant exterior material used in residential structures is 
wood, which is found in 77 per cent of the cases. Brick ranks next, 
with a percentage of 14.7. The median age of nonfarm dwellings is 
about 25 years. Table 48 shows the distribution of dwelling units by 
age and reveals the fact that 12 per cent are 50 years or more in age 
while 16 per cent are 10 years or less. The 10- to 20-year age group 
is the largest of the distribution, containing 26.5 per cent of all cases. 

The facts dealing with the state of repair of residential structures 

1 The April, 1947, Census survey !s the basis of an estimate of 32.3 million oc
cupied dwelling units. 
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TABLE 46. NoNFARM STRuCTUREs AND DWELLING UNITS BY TYPE oP STRuCTURE, 

1940 I 

Structures · Dwelling units 

Type 

Number Per cent Number Per cent 

' 

ToW,.,,,,,,.'! ..... '! .. ,,,,,.!.~''' :n,7S1,550 l()(),Q 29,683,189 l()().Q 

1 family (without business) ......••. 17,510,847 80.£ 17,510,847 59,0 
2 family {without business) .....•... 2,466,950 11.3 4:,933,900 16.6 
3-4 family (without business) .....• : 675,536 3.1 2,244,500 7.6 
1-4 family {with business) ........•• 645,600 3.0 925,275 3.1 
5 or more family (with or without 

business) ..........•...•......•. 349,583 1.6 3,921,983 13.2 
All others ...............•......•• 133,034 0.6 146,684 0.5 

TABl-E~ 47. NONF4JQJ RESIDENTIAI. STRUCTURES BY ExTERIOR MATERIAL, 1940 

Exterior Material Per Cent 
All materials ........ , .. 100.0 
Wood ..•........... , .. 77.3 
Brick .• ,............... 14.7 
Stucco .••..•.. ~, •.. ,... 0.3 
All others.............. 2. 7 

TABLE 48. NoNFARM DWELLING UNITS BY AaE, 1940 

Age Per Ce11t 
All ages., .• ,........... 100.0 
0-10 years............. 15.5 
10-20 years............ 26.5 
20-30 years., ..... , ... , 18.3 
30-40 years............ 17.6 
40-50 years............ 10.3 
Over 50 years. . . . . . . . . . 11. 8 

and the provision of sanitary equipment indicate that a substantial 
share of our national urban housing stock is lacking minimum facilities. 
Only two-thirds of all dwellings are equipped with both private bath 
and flush toilet. Seventeen per cent of the units do not have running 
water and 14 per cent are in structures that have deteriorated to a, 
point where major repairs are required. During the prosperous years 
since 1940, the physical conditions in most areas have improved some-
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TABLE 49. NONI'ABM DwELLING UNITS BY STATB 01' REPAIB AND SANITABT FACILITIES, 
1940 . 

Total Not needing Needing major 
major repairs repairs 

Sanitary 
facilities 

Number Per 
Number Per Number Per 

cent cent cent 

Total .••••••.••••.. 27,723,008. 100.0 23,787,627 85.8 3,935,381 14.2 

With private bath 
and private flush 
toilet .•••••....•.. 18,399,826 66.4 17,095,311 61.7 1,304,515 4.7 

With private flush · 
toilet, no private 
bath ....•....•••. 1,463,829 5.3 1,134,013 4.1 329,816 1.2 

With running water, 
no private flush 
toilet ..•••.•...•. 3,146,804 11.3 2,4«,229 8.8 702,575 2.5 

No running water in 
dwelling unit .•.••. 4,712,549 17.0 3,114,074 11.2 1,598,475 5.8 

I 

• This figure is the number of dwelling units reporting on state of repair and samtary equipment out of 
a total of 29,683,189 dwelling units. 

what as householders were abfe to spend increased amounts on equip
ment, repairs, and maintenance. 

Dwelling units of four, five, and six rooms in size represent 57 per 
cent of all nonfarm housing· accommodations. Units of four rooms and 
six rooms account for about one-third of the total, nearly evenly divided 
between the two groups. Five-room units make up one-fifth of all 
dwellings. Units of three rooms or less constitute 27 per cent. 

The value distribution of our housing stock is expressed in terms of 
contract rent for rented units and estimated rental value for owner
occupied dwellings. In 1940 nearly one-half of all units fell in the 
$10 to $29 range. Only 11 per cent of the dwellings had rental values 
of $50 or more. 

In 1940, 4.8. per cent of all nonfarm units ~ere vacant and were for 
sale or rent; 1.7 per cent were vacant but not on the market, and 
93.5 per cent were occupied. Of the occupied units, 41.1 per cent were 
owner occupied and 58.9 per cent were tenant occupied. By 1947, the 
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TABLE 50. NoNFARM DwELLING UNlTS BY Nm.mEa OF RooMS, 1940, 
I 

Number of Rooms Per Cent 

All dwellings ............ 100.0 

1 room................ 3.8 
2 rooms................ 8.5 
3 rooms...... . . . . . . . . . . 14.4 
4 rooms...... . . . . . . . . . . 18.4 
5 rooms...... . . . . . . . . . . 21.0 
6 rooms................ 17.9 
7 rooms................ 7.5 
8 rooms................ 4.5 
9 rooms................ 1.7 

10 rooms. . . . . . . . . . . . . . . . 1.1 
11 or more....... . . . . . . . 1.2 

TABLE 51. NoNFARM DwELLING UNlTS BY RENTAL VALUE 
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Total Urban Rural nonfarm 

Rental value 

Number Per Number Per Number Per 
cent cent cent 

Reporting on rental 
value ........... 27,307,198 100.0 20,279,149 100.0 7,028,049 100.0 

Less than $10 ...... 4,364,946 16.0 1,663,894 8.2 2, 701.052 38.4 
$HH9 ............ 6,625,831 24.3 4,479,826 22.1 2,146,005 30.5 
20-29 ............ 6,247,149 22.9 5,146,873 25.4 1,100,276 15.7 
30-39 ............ 4,445,257 16.3 3,933,844 19.3 511,413 7.3 
40-49 ............ 2,518,652 9.2 2,287,461 11.4 231,191 3.3 
50-74 ............ 2,170,318 7.9 1,948,113 9.6 222,205 3.2 

$75 or more ....... 935,045 3.4 819,138 4.0 115,907 1.6 

proportion of owner occupancy had increased to 53 per cent/a The 
density of occupancy in urban dwellings in terms of persons per room 
in 1940 is indicated by the fact that 82.4 per cent of the units con
tained one person per room or less; 10.5 per cent were occupied by from 
1.01 to 1.50 persons per room,_and 7.1 per cent had 1.51 or more persons 
per room. The April, 1947, survey showed 5.3 per cent of all occupied 
dwelling units with 1.51 or more persons per room.• The proportion 

2 U.S. Bureau of the Census, special release, Feb. 24, 1948. 
1 U.S. Bureau of the Census, Current Population Reports, Series P-70, no. 1, Oct. 

29,1947. 

'· 
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of dwelling units occupied by only one family in 1940 was 95.4 per 
cent, while 4.4 per cent of the units contained one extra or subfamily 
and 0.2 per cent contained two or more suhramilies.' In 1947, 91 per 
cent of all families were living in separate quarters; 2.85 million house
holds contained at least one extra family and another 1.6 million house
holds included one or more lodgers.• 

The Market for Building Lots 
In an earlier chapter, it was pointed out that the production and 

marketing of building lots is llSually carried on as an activity separate 
from the production of structures and the marketing of the final combina
tion of land and building. This pattern is characteristic in the smaller 
communities and covers operations in the larger cities except where a 
large operator carries through the entire production process from raw 
land to finished structures. The building lot or subdivision market has 
been, in the past, all too frequently associated with excessive lot pro
duction and wasteful speculation., During the first 30 years of this 
century, subdivisions were platted to a great extent by inexperienced 
investors who sought to ride m on a land boom and by professional 
promoters and speculators who aimed to make a quick profit and then 
to move on. Only a modest share of all building lots were located in 
~ell-planned subdivisions developed by established and responsible local 
real estate operators. 

Historically, there has been a close coincidence between fluctuations 
in subdividing activity and in general business conditions.• The peaks 
have occurred in times of prosperity and the declines have been the 
accompaniment of depressions. The peak of activity in 1925 and 1926 
coincided with the height of the building boom and as in previous land 
booms was accompanied by widespread speculation. Speculation was 
rife in both acreage and subdivided lots. A submarket in acreage trans
actions developed, in which agricultural tracts on the peripheries of 
urban areas were withdrawn from cultivation and often bought and 
sold a number of times before being subdivided. Subdividers who 
acquired acreage processed the land in varying degrees before selling 

'U.S. Census, 1940, Po]J'f.lkltion and HoUJJing, Families, Table 10, p. 28. 
s U.S. Bureau of the Census. Cu."ent Population Reports, Series P-20, no. 1, Feb. 

11, 1948. 
• Fisher, Ernest M., "Speculation in Suburban Lands," American Economic Re

view, Supplement, voL XXIll, no. 1, March, 1933. See also Monchow, Helen 
Corbin, Sevent71 Year• of Real Estate Subdividing in the Region of Chicago (Evans
ton and Chicago: Northwestern University, 1939), Chap. 2. 
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tbe lots. Where the object was to sell to speculators and "investors," 
vezy little investment was made in improvements beyond a survey and 
the staking out of lots. Where lots were prepared for immediate use, 
all or most of the normal improvements were made and the purchasers 
were prospective home owners who expected to build soon or operative 
builders who acquired blocks of lots on which to locate new groups of 
houses. 

The rate of subdividing up until the depression of the thirties had 
little relationship to the need for urban sites. It was customary for 
subdividing to anticipate utilization by some 30 years.' It has long 
been a basic disability in the building-lot market that the market 
mechanism fails to keep demand and supply in adjustment. Production 
has been unduly sensitive to increasing demand, and land, because of 
an assumed propensity for precipitous rises in value, has been a favorite 
medium of speculation. Thus, subdividing activity has swung irregu
larly from low production to peaks of overproduction and speculation. 

A few examples of the unused inventory of subdivided lots in metro
politan regions will suggest the magnitude of the problem that charac
terized most of the urban areas of the nation in the thirties. In Detroit, 
it was estimated that in 1939 there were approximately 450,000 unused 
building lots within Wayne County, or about 60 per cent of all :recorded 
lots.• In Cook County, Ill., in 1928, 55 per cent of all improved lots 
were vacant, and in the area outside of the city of Chicago, 69 per cent 
were vacant.• In the state of New York, the ratio of vacant parcels 
to all taxable parcels was found to average 20.7 for 4 large central 
cities, 47.6 for 4 suburban cities, 48.5 for 50 villages, and 74.2 for 
60 towns outside villages.10 It has been estimated that to absorb the 
unused lots in Ocean County, N.J., would require 1,627 years at the 
rate of urban growth of the period 1910 to 1930.11 

The incentive that led to the production of this staggering surplus of 

1 Fisher, op. cit. 
8 Ratcliff, Richard U., "The Detroit Housing Market," Michigan Bu-siness Reports, 

Bureau of Business Research, School of Business Administration, University of 
Michigan, 1939, p. 29. An estimate was made in 1930 that it would take 50 years 
to absorb the surplus of lots at the rate of the previous decade. 

v Simpson, Herbert D., and John E. Burton, The Valuation of Vacant Land in 
Suburban .Areas (Chicago: The Institute for Economic Research, Northwestern 
University, 1931), p. 14, Table 1. 

1° Cornick, Philip H., Problems Created by the Premature Subdivision of Urban 
Lands in Selected Metropolitan Districts in the State of New York (Albany, N.Y.: 
Division of State Planning, 1938). 

11 Land Subdividing in New Jersey (Trenton, N.J.: New Jersey State Planning 
Board, 1938), p. 19, Table 1. 
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subdivision lots was not normal, reasonable profit, but extraordinary, 
speculative profit. Producers were not professional land developers who 
gave time and thought to the quality of their product, but rather were 
a few land sharks and many amateurs whose objective was to get the 
lots on the market before it broke, with little regard for quality or 
utility. Lots were sold not to users but to speculators, who purchased 
on small down payments and who expected to profit by selling at a 
substantial advance in price to other speculators or to users. Sub
divisions were financed on a shoestring by devious unsound devices. The 
complement of utilities-streets, sidewalks, sewers, water-were rarely 
completely installed, frequently were not paid for, and more often 
were promised without the intention or the financial capacity to make 
good the promise.12 

The unwelcome effects of the last land boom, which occurred in almost 
all cities of the nation at one time or another during the decade from 
1920 to 1930, are still discernible though time has greatly reduced their 
incidence and importance. Platted lots may be found for miles in 
every direction beyond the developed areas of all our large cities. Dur
ing the boom, promoters predicted that in a few short. years the growing 
city would envelop the most remote plats, and rash and unfulfilled prom
ises of transportation facilities were made. Thus we find quantities of 
stranded lots, far beyond the periphery of the city and badly served 

I with public transport. The continuing improvement of our highways 
and the ever wider use of private automobiles have increased the acces
sibility of these areas in an absolute sense, but have not offset their 
relative disadvantage as compared with the more than adequate supply 
of land in closer-in areas. 

In the haste to exploit the boom market of the twenties, little attention 
was given to land planning. The traditional gridiron pattern was typi
cally employed; blocks were laid out in sizes too small for the motor 
age; lots were often narrow, 20 to 35 feet, and of minimum depth. 
Either the plat was flat, open, and unattractive, or, where natural 
advantages were present, such as a rolling terrain, they were not 
exploited. Rather than a street system fitted to the contours of the 
land, the rigid, geometric pattern was laid harshly on bills and valleys. 
Too often the street system of the plat did not mesh with that of 
contiguous plats or with the city street pattern. Finally, far too great 
a proportion of the land along major highways was laid out for busi
ness use. 

The reeling light poles and vagrant water hydrants that are unex-

12 .For a discussion of land speculation see Fisher, op. cit., p. 152. 
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pectedly encountered in the penumbral areas of our cities give bleak 
testimony to dormant investments in service facilities. In a few cases, 
the full complement of utilities is present and paid for. But more often 
only the minimum facilities are there, or if installed, had to be carried 
by the municipality in the form of burdensome delinquent special-

. assessment taxes. In the outlying regions, rudely graveled roads, by _now 
pitted and grass-grown, are the only remnant of the full facilities un
doubtedly promised by the promoters. Too often lots were sold on 
contract subject to an underlying mortgage placed to finance utilities. 
Sometimes they were installed, sometimes not, but there were many 
cases of default on the mortgage and loss to the lot buyers. On the 
other hand, within the corporate limits of political subdivisions that 
provide water and sewer service, there are thousands of unused lots 
with these essential services at hand, many areas also provided with 
public streets, curb and gutter, sidewalks, and street lights. In the 
aggregate, the proportion of lots with the full utilities complement is 
not large. . 

Many of the subdivisions of the last land boom are inadequately 
protected from adverse influences by reason of lack of zoning or inade
quate deed restrictions. The general protection of zoning against non
residential uses is not generally available in areas beyond city limits, 
and, where it is available, it is too often the case that zoning is not well 
enforced or that unreasonably large areas are zoned for business use. 
The deficiencies in deed restrictions stem in part from the lack of con
formity in provisions for contiguous subdivisions, thus bringing high
grade and low-grade housing into undesirable juxtaposition, Another 
defect arises from the time limitations placed on the· provisions, so that 
in many areas the restrictions are about to expire or did expire before 
any substantial amount of building was done. Finally, cost limitations 
were based on the high level of construction costs that obtained at the 
time of subdividing. Changes in the value per dollar that is obtainable 
at different stages in the cycle may make these limits inappropriate. 

In general, then, the quality of a large share of the residue of sub
divided lots from the speculative developments of the twenties is low, 
often too low to be acceptable to lending institutions. Because of the 
wide use made of mortgage insurance, the Federal Housing Administra
tion has exercised an important influence in determining the accept
ability of areas for lending purposes. Many areas fail to meet the 
minimum FHA location standards or rate so low that only the most 
conservative loans will be approved. The inability to secure financing· 
in areas that are deficient in design, utility, convenience, or protection 
results in reducing the effective supply of building sites. 
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There were other defects in the supply of vacant lots that were pro
duced prior to the depression. While there is no way of knowing the 
relative importance of this factor, it was common in many localities for 
large blocks of lots and for scattered single lots to be incapable of sale 
because of serious defects in title. These clouds upon title came about 
in a number of ways. In some cases entire subdivisions were affected 
by reason of a default in an underlying mortgage. Where foreclosure 
proceedings had not been instituted or completed, merchantable title 
could not be conveyed to lot buyers. When foreclosure had been effected, 
lots could not be sold un:til the period of redemption had expired. In 
some cases, the developing company failed and there was no active 
agency that could convey title. Even former purchasers under land 
contract could not secure a deed. Finally, much of the land was tied 
up because of defaults on the land contracts made with original specula
tive vendees whose interests were never foreclosed. These conditions 
still exist uncured in many peripheral areas today. 

The bankruptcy of development companies and the obvious futility 
of holding land for price increases in face of combined factors of surplus 
and depression led to widespread default on obligations as heretofore 
described and to widespread tax delinquency. In many cases, accumu
lated taxes and penalties were in excess of the current value of the lots 

1
and often in excess of any conceivable future value. Thus, the owners, 
lacking the incentive to keep up taxes and in many cases being unable 
to pay by reason of reduced income, abandoned the land to the tender 
mercies of the city, township, and county treasurers. The process of 
liquidating these tax claims is generally well advanced throughout the 
country. In some areas, the market value of the lots has been so low 
until recently that the salvage from tax sale was insufficient to meet the 
costs of the sale. Elsewhere, tax titles have been sold, but the land can
not be safely put to use until the period has expired that allows for 

· redemption by the owner. In some states, the land has reverted to 
the state and is being sold off for what it will bring or is being put to 
public use. It is worthy of note that the process of tax sale wipes out 
all subsequent liens and interests, such as mortgage liens, and thus 
clears up deficiencies in title that arise from the existence of these 
interests. However, at best, title to land that has been through tax 
sale is open to considerable question. It should be noted that unpaid 
taxes often include special assessments and that in many areas the burden 
of these charges for street, sewer, or water improvements is considerable. 

From 1930 to 1935, following the collapse of the land boom of the 
twenties, of the building boom, and, in fact, of the nation's economy, 
there was virtually no subdividing. The slowly expanding building 
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activity of the next few years fed upon the surplus of available sites. 
Lots were often offered at prices that were less than the costs of the 
improvements to the land. By the end of the decade, subdividing activity 
was experiencing a mild revival, a fact which suggests that the effective 
stock of building sites left over from past subdividing debauches was not 
so excessive as the original number of vacant lots might have suggested. 
It is apparent that new platting would not have been profitable in the 
face of a surplus of high-quality property suited to market requirements, 
for such a surplua would keep prices below the cost of developing a new 
area. But, as heretofore explained, the quality of available lots was 
often low, and a large proportion of them was unsalable. Furthermore, 
many of the subdivisions were not being actively promoted. Thus, a 
well-designed, well-merchandised subdivision would occupy a strong com
petitive position in comparison with an area indifferently planned, weakly 
promoted, and marred by scattered houses of a previous era, even though 
that area be closer in and better served with utilities and conveniences·. 
Furthermore, much of the new subdivision of raw land has been by de
velopment companies, which carry the production process through all its 
stages from the purchase of acreage to the construction and sale of houses. 
By using attractive model houses as bait and by well-calculated sales 
tactics, these organizations often succeed in their locational competition 
with areas that possess greater site advantages. 

The steady though moderate rise in land prices during the immediate 
prewar years and since suggests that the stock of desirable building sites 
is diminishing in relation to the rapidly increasing demand. The great 
increase in new subdividing activity since the war indicates that prices 
have reached a point where the costs of raw land and the necessary de
velopment expenses can be more than met. In some parts of the country, 
extensive land platting got under way within a few months ·of the end 
of the war. In general, the postwar land subdivision (to 1947) has been 
in anticipation of use as the building boom develops. Speculation in lots 
has not been widespread. The quality of new subdividing is much higher 
than in the twenties, because of more widespread subdivision controls, the . 
influence of FHA, the increasing appreciation among lending institu
tions and builders of the advantages of sound practices, and the greater 
appreciation of these factors by the ultimate user, the householder. 

There is today present the potential for a speculative land market, 
which may be set off by the great pressures of need for housing such as 
today exist in almost every community. But there are present a number 
of inhibiting forces that were not present at the time of past land specula-' 
tions. One factor is the increasing proportion of new construction at 
relatively low value levels. This type of housing calls for land at the 
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lowest possible price and does not allow for a wide profit margin. Specu
lation feeds on the promise of profits far greater than could be expected in 
connection with lots for working-class houses. 

The fact that an increasing share of new house building is being done 
by developers who prepare their own land decreases the opportunities for 
speculation by individuals. In many cases, a single developer will lay 
out, improve, build up, and sell off an entire subdivision. In addition, 
much of the building is done by operative builders who buy up blocks of 
lots for immediate use and who will not pay speculative prices. 

There are other inhibiting forces present in the market today that were 
not present 20 years ago, for example, a memory of past losses in sub
division lots, the ill repute of the land contract, the greater diffusion of 
development throughout the penumbra of cities, the hesitation of munici
palities to extend utilities and services without payment of costs in ad
vance, and the spread of legal controls over subdividing. But perhaps 
the most potent factor of all is the improved lending practices of financial 
institutions. There is now much less likelihood of recognizing speculative 
land values in appraisals for lending purposes and a much stronger de
mand for sound subdividing practice. The FHA has led the way to these 
higher standards and stands in a strategic position to enforce them 
through the medium of the mortgage risk rating system. There is a grow
ing recognition among developers and consumers, as well as mortgage 
ienders, of the advantages of sound land planning and a greater apprecia
tion of the forces that create and support land values. For this reason 
there will be less gullibility in the future in accepting uncontrolled sub
dividing as sound. 

It may be said that the present tendency in land development is the 
preparation and marketing of lots for use rather than for speculation. 
This happy situation may not persist, but at the present, lot sales in both 
old and new subdivisions are mainly to individuals who are planning to 
use them as home sites or to operative builders who plan to erect houses 
for sale. 
/ 

-Rental Market 
--The r~sidential rental market and the sales market are closely related. 
They are generally subject to the same underlying forces of demand, for 
the demand for housing of all kinds fluctuates with the number of family 
groups in the housing market area and with the incomes of these families. 
But the sales and rental markets are each subject to special influences and 
each reacts in its own special way. Since newly married couples normally 
seek a small flat or apartment, the market for such units is directly in
fluenced by the marriage rate. Unfavorable economic conditions, un-
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employment, and reduced incomes strengthen the demand for rental units 
at the expense of home ownership. At certain times in the real' estate 
cycle, rents may be for a time at a level that is relatively lower or higher 
than the prices of dwellings for sale and thus increase or decrease, as the 
case may be, the strength of rental demand. This shifting of demand 
between the rental and sales markets is conditioned by the various cir
cumstances that have been mentioned, but in every case of a family 
making a housing choice, the option of entering either market is open. 
We shall see that much of the stock of rental housing also readily shifts 
between the markets. The result of the shiftability of both demand and 
supply is to keep the two submarkets in a fairly constant state of value 
equality. If a better "buy" can be made temporarily in the rental market, 
potential home buyers may find it more advantageous to rent, thus in
creasing the demand for rental units and tending to cause rents to stiffen; 
at the same time owners may be encouraged to offer single-family homes 
for sale instead of renting them, which tends to reduce the level of sales 
prices by increasing the effective supply and tends to strengthen rents 
by reducing supply relative to demand. Because these reactions are 
sluggish, either the rental or sales markets may offer the better bargains 
for a limited time. At times in the cycle, sales prices may remain below 
the level of equality because of other considerations than price, for ex
ample, a reluctance to assume the fixed obligations of home ownership 
at a time when future employment and incomes are uncertain. At other 
times, the bargains in rental units may be widely ignored for a time when 
prosperity and social pressures are pushing families to seek the comforts 
and prestige of home ownership. 

Existing Stock of Rental Units. In 1940, there were 16,300,000 tenant
occupied urban and rural-nonfarm dwelling units in the United States. 
By 1947, the result of widespread home purchase was to reduce the 
number of rented units by about 1 million. (See Table 52, next page.) 
More than 40 per cent of all rented units were single-family structures. 
The next largest groups were the dwellings in apartment buildings of five 
or more units and units in two-family structures; each of these groups 
accounted for about 20 per cent of the total. About 2.3 million of these 
dwellings were in structures that had been converted from the original 
interior arrangement and intent. In general, rented dwellings are in 
structures of greater age than are owner-occupied homes. Nearly one
half of the structures were built before 1910. (See Table 53, next page.) 
More than half of the rented dwellings contained two, three, or four· 
rooms. (See Table 54, page 315.) The state of repair and plumbing 
equipment of rented units were found to be at a lower level than for 
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TABLI!I 52. NoNFARM TENANT-OCCUPIED DWELLING UNITS BY TYPE oF STRUCTURE 
1940 • 

Type of structure 

All tenant-occupied units ... ; ...... . 

1 family detached ................ . 
1 family attached (row house) ..... . 
2 family side by side .............. . 
2 family._,ther .................. . 
3 famiiy ..•.......•............... 
4 family •••.••..•................. 
1-4 family with business .......... . 
5-9 family ....................... . 
1Q-19 family ..................... . 
20 family or more ................ . 
Other dwelling place .............. . 

Number 

16,334,937 

6,203,418 
560,463 

1,182,899 
2,346,686 
1,094,809 

741,461 
632,549 

1,307,044 
753,277 

1,425,446 
86,885 

Per cent 

100.0 

38.0 
3.4 
7.3 

14.4 
6.7 
4.5 
3.9 
8.0 
4.6 
8.7 
0.5 

TABLJ: 53. NoNFARM TENAN'NlCCUPIED DWELLING UNITS BY YEAR BUILT, 1940 

Year built Number Per cent 

All units .............. 14,690,795 * 100.0 

1935-1940 ............. 821,926 5.6 
193Q-1934 ............. 787,650 5.4 
1925-1929 ............. 2,036,893 13.9 
192Q-1924 ............. 1,701,590 11.6 
191Q-1919 ............. 2,770,321 18.8 
190Q-1909 ............. 2,902,329 19.7 
189Q-1899 ............. 1,719,233 11.7 
188Q-1889 ............. 920,384 6.3 
186Q-1879 ............. 671,647 4.6 
1859 or earlier ......... 358,822 2.4 

*This figure is the number of dwelling ~ts reporting the year built, out of a total of 16,334,937 dwelling 
UDits. 

owned homes. About 2.5 million units were without running water and 
nearly this number were in structures that were in need of major repairs. 
(See Table 55.) One-half of all rented units were not heated from a 
central heating plant but were supplied with stoves or other space 
heaters. (See Table 56.) 
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TABLE 54. NoNFARM TEN~CCUPIED DWELLING UNITS BY NUMBER OF,RooMs, 

1940 ' 

Number of rooms Number Per cent 

All units ••.••... 16,123,633 * 100.0 

1. ............. 823,270 5.1 
2 .............. 1,927,305 12.0 
3 .............. 3,168,425 19.6 
4 .............. 3,490,732 21.6 
5 .............. 3,149.651 19.5 
6 .............. 2,201,535 13.7 
7 .............. 719,317 4.5 
8 .............. 366,314 2.3 
9 .............. 126,719 0.8 

10 .............. 71,467 0.4 
11 or more ...... 78,898 0.5 

*This figure is the number of dwelling unite reporting number of rooms, out (lf e total of 16,334,937 
dwelling units. 

Occupancy in rented dwellings is summarized in Table 57. The median 
number of persons per household was 3.12 as compared to 3.26 for owner
occupied dwellings. One and two-person households account for one
third of all cases. Nearly 10 per cent of all tenants live under densities 
of 1.5 or more persons per room. 

The distribution of units by contract monthly rent is shown in Table 58. 
Nearly two-thirds of the units rented for less than $30 per month; about 
one-sixth rent for less than $10. Approximately 12 per cent of the 
dwellings are rented with furniture. The distribution in Table 59 shows 
the gross rent, which includes the contract rent plus the reported average 
monthly cost of water, electricity, gas, and fuel paid for by the tenant; 
the rental value of furniture is not included. The resulting rental figure 
provides a better basis of comparison than the contract rent, which in · 
individual cases may include various combinations of utilities and 
services. 

The large proportion, over 40 per cent, of rental units that are single..: 
family structures is worthy of comment, particularly in light of the 
fact that it is rare that a dwelling of this type is originally built as a 
rental investment. It may be safely assumed that almost all such. 
structures were built by owners for their own use or by operative builders 
for sale for owner occupancy. The rapidity of the shift from actual or 
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TABLE 55. NoNFARM TENANT-OCCUPIED DwELLING UNITS BY STATE oF -REPAIR 

AND PLUMBING, 1940 

Not needing Needing 
Total 

major repairs major 
repairs 

Plumbing 

Number Per 
Number 

Per 
Number Per 

cent cent cent 

All units •••••••.••. 15,164,085. 100.0 12,777,145 84.3 2,386,940 15.7 

With private bath . 
and private flush 
toilet .•..••...•.. 9,554,693 63.0 8,827,501 58.2 727,192 4.8 

With private flush 
toilet, no private 
bath .•...••.•.. . 1 978,701 6.4 746,650 4.9 232,051 1.5 

With running water, 
no private flush 
toilet ••.•.•.••••. 2,124,188 14.0 1,647,696 10.9 476,492 3.1 

No running water in 
dwelling unit ••••. 2,506,503 16.6 1,555,298 10.3 951,205 6.3 

J 

* This figure is the number of dwelling unite reporting on state of repair and plumbing, out of a total of 
16,334,937 dwelling unite. 

TABLE 56. NONFARM TENA~CCUPIED DWELLING UNITS BY HEATING EQUIPMENT, 

1940 

Heating equipment 

All units ..................... . 

With central heating ........... . 
Steam or hot-water system ... . 
Piped warm-air system ....... . 
Pipeless warm-air furnace .... . 

Without central heating ........ . 
Heating stove ............... . 
Other or none ...•............ 

Number 

15,966,032. 

7,413,937 
4,719,913 
2,290,728 

403,296 
8,552,095 
7,094,142 
1,457,953 

Per cent 

100.0 

46.4 
29.6 
14.3 
2.5 

53.6 
44.5 
9.1 

*This figure is the number of dwelling units reporting on heating equipment, out of a total of 16,334,937 
dwelling units. 
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TABLE 57. NONJ'ARM TENANT-OCCUPIED DWELLING UNITS BY NUMIIEB OF PERSONS 

IN HousEHoLD, 1940 : 

Number of persons 
in household 

All units .........••..•....... 

1. .......................... . 
2 ............................ . 
3 ........................... . 
4 ........................... . 
5 .................•...•...... 
6 ........................... . 
7 ..................•......... 
8 or more ................... . 
Median number of persons .•... 

Number 

16,334,937 

1,478,221 
4,358,067 
3,787,608 
2,902,140 
1,713,418 

953,355 
518,151 
623,977 
3.12 

Per cent 

100.0 

9.0 
26.7 
23.2 
17.8 
10.5. 
5.8 
3.2 
3.8 

TABLE 58. NoNFARM TENANT-OCCUPIED DWELLING UNITS BY CoNTBAcr MoNTHLY 

RENT, 1940 

Contract 
Number Per cent monthly rent 

All units ..•..... 16,177,770. 100.0 

Under$5 ......... 885,741 5.5 
$5-9 ••••........ 1,936,661 12.0 

10-14.. ........ 2,279,797 14.1 
15-19 .......... 2,217,466 13.7 
20-24 ........... 2,013,190 12.5 
25-29 .......... 1,839,540 11.4 
30-39 .......... 2,526,102 15.6 
40-49 .......... 1,300,080 8.0 
50-59 .........• 570,410 3.5 
60-74 .......... 326,662 2.0 
75-99 .......... 164,301 1.0 

$100 and over ... 117,820 0.7 

• This figure ia the number of dwelling unite reporting on oontract monthly rent, out of a total of 
16,334,937 dwelling unit& 

'· 
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TABLE 59. NONPARH TENAN'NJCCUPIEtJ DWl:LLING UNl'l'IJ :IIY G.aoss RENT, 1940 

Gross rent Number Per cent 

An u.nits •••••••• .15,143,552. 100.0 

trndet sa ........ 48,938 0.3 
$3-4 .•.......... 185,386 1.2 
5-6 .•...... · .... 381,638 2.5 
7-9 .••......... 787,553 5.2 
lG-14.. ........ 1,613,926 10.7 
15-19 .......... 1,735,129 11.5 
2~24 •......... 1,838,139 12.1 
25-29 .......... 1,767,632 11.7 
~39 .......... 3,028,717 20.0 
~9 .......... 1,967,184 13.0 
50-59 .......... 924,619 6.1 
~74 .......... 513,475 3.4 
75-99 .......... 227,747 15.0 
100-149 ........ 85,832 0.6 
15o-199 ........ 20,764 0.1 

$200 or more •... 16,873 0.1 

J • This figure is the number of dwelling unite reporting on groee rent, out of a total of 16,334,93fdwelling 
unite. 

intended owner occupancy to tenant occupancy is illustrated by the 
census reports, which show that in 1940 there were 3,360,000 single
family structures reported as having been built between 1929 and 1940, 
most of them, of course, in the latter half of the decade. By 1940, 
970,000 of this number, or about 29 per cent were tenant occupied. The 
conversion from owner to tenant occupancy is the product of a number 
of forces, some of which are simply the concomitants of the passage of 
time. It has been estimated that an average of some 330,000 owner
occupant families per year were dissolved by death or divorce between 
1930 and 1940. The change in occupancy that sooner or later follows 
all family dissolution does not necessarily mean a shift of the unit from 
owner occupancy to tenant occupancy. However, the chances favor such 
a shift, as explained in the discussion of housing demand in Chap. 4.13 

The shift of single-family homes into tenant occupancy is accelerated 
in times of economic stress and unemployment, as in the early thirties, 
when depressed family incomes lead to increased foreclosures and when 
the possibiliti~s of reselling the properties into home ownership are re-

18 Chapter 4, p. 102. 
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duced. At other times, prosperity or a housing shortage may check Of 
even reverse the movement as in the early postwar years. · 

Marketing Rental Dwellings. The machinery of the rental market is 
to a considerable extent that which hal'! been described as characteristic 
of the urban land market in generaL However, broker participation is 
somewhat less in the rental market in relation to the aggregate of rental 
transactions. All real estate brokers do some rental business and in 
many cases operate property management departments that not o:oly do 
renting on a brokerage basis but also have full operating responsibility 
for the rental properties of clients on a contractual basis. The broker
manager acts for the owner in all relationships with tenants and in the 
upkeep of the property. A fee of 4 to 5 per cent of the gross rent return 
is common and in some cases the manager receives an additional fee for 
each new tenant. Large apartment buildings are often operated by a 
resident manager, a salaried employee of the owner who is responsible 
both for the renting of apartments and for maintenance. In many cases, 
the janitor performs these functions. For the small owner who bas a 
single-family unit to rent or a fiat building to manage, the classified-ad
vertisement section of the newspaper is the major marketing device. He 
may also list his vacancies with one or more brokers, usually agreeing to 
pay one-half of the first month's rent in case the broker produces B 

satisfactory tenant. Vacancy eigne are often posted on the property. 
Prospective tenants do their ahopping in the classified-advertisement 

section of the papers, where owners, brokers, and property managers are 
accustomed to list their offerings. The customer may also shop in person 
or by telephone among the brokers and property managers and may cover 
the area in which he is interested in search of vacancy signs. 

Rental Housing Origim. We have learned that more than 40 per cent 
of all rented dwellings are single-family structures, most of which were 
not intended for tenant occupancy when built. Between 1920 and 1930, 
single-family homes accounted for varying proportions of new housing 
construction ranging from 80 to less than 60 per cent. Between 1930 and 
1940, the percentage ranged between 80 and 90.11 During that decade 
the number of tenant-occupied units increased by some 4 million. Table 
60 represents an attempt to account for this increase. Note that only 
546,000 or 13 per cent of this total was in the form of units in new multi .. 
family structures. 

A qualitative analysis of new rental units added to the stock of housing 
in recent years reveals that they are generally intended for occupancy 

u Colean, Miles L., American HO'U8ing (New York: The Twentieth Century Fund, 
Inc., 1944), p. 66. • 
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TABLB 60. SoURCES 01' INCBEABB IN OccuPmD RENTED DwELLING UNITB BETWEES 

1930 .uW 1940 • 

Units in new multifamily structures....................... 546,000 
New single-family units built for or shifted to tenant occu-

pancy...... • . . . • • • • • • • • . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . 967.400 
Tenant units added through conversion.................... 725,000 
Additional tenant units provided in unremodeled housekeeping 

quarters. • • • • • • . . . . . . . . . • . . . . . • • • • • • . . . . . . . . . . . . . . . . . . 3-15,000 
Units which were vacant in 1930 but occupied by tenant 

households in 1940 .••• ·.•...•.......................... 722,300 
Balance to be accounted for by a shift from owner to tenant 

occupancy as a result of voluntary abandonment, fore-
closure, and family dissolution.......................... 897,037 
Total ••....•••..•.................................... 4,202,737 

* Batailf, Biebard U .. "Nota OD the Becenl; Dedine iD Home Ownen!bip," J---..1 o/ LoPidaPid Pvblil: 
Ulilitrt ~ Noftlllber, l!H4. 

by the upper-income groups, well above the bulk of tenant families. The 
·result is that most tenant families occupy old structures, which, in a 
substantial proportion of cases, provide less than a decent minimum of 
housing facilities. This fact suggests the desirability of building more 
new rental housing to rent at ~odest levels. There are a number of ex
planations for the relatively small volume of new rental housing of all 
qualities. As explained earlier, a supply of rental units is constantly 
fed into the market in the form of single-family structures that, for 
various reasons, are being converted from owner occupancy. Thus, new 
building of single dwellings does make a substantial, though delayed, 
contribution to the supply of rental units. Another observation is that 
the production of rental housing in the past appears to have been strongly 
influenced by opportunities for large entrepreneurial profits to a far 
greater extent than by the opportunities for making sound, long-term 
investments. Thus the large volume of new apartment-house projects 
in the late twenties was accounted for to a considerable extent by the 
opportunities for generous profits in the sale of real estate mortgage 
bonds. Projects were promoted with little regard to basic market needs 
or sound finance. At a later period, there was a spurt in apartment
house construction following the establishment of the FHA and the 
adaptation of mortgage insurance to rental housing financing. That this 
initial interest in limited-dividend rental housing was a result of op
portunities for extra9rdinary profits is suggested by the fact that interest 
dropped sharply when an amendment to the National Housing Act re
stricted the watering of the capital structure of proposed project~ with 

• 
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promoters' stock, stock payments of architects' and contractors' f~es, and 
the overvaluing of land. • 

The lack of new low-rent housing is basically the result of the inher
ently costly nature of housing. It is not economically feasible to build 
and operate new rental properties under a rent scale that is within the 
reach of low-income families. 

Market for Homes 
The major factors of demand and supply in the owned-home market 

have been discussed at various earlier points. It would appea:~;. that the 
demand for homes is subject to wider fluctuations than is the supply, 
since the large number of single-family structures that are rented at all 
times provides an effectively inexhaustible supply of potential owned 
homes. That this stock of used housing is a major market factor is 
illustrated by data for one metropolitan area, which show that, for the 
period 1917 to 1938, the sale of new houses accounted for only 20 per 
cent of all transactions in single-family structures. Even at the peak of 
the building boom, new house sales never rose above 30 per cent.111 

The stock of owned homes in 1940 was distributed according to the 
value of the property as indicated in Tabie 61. The median value was 
$2,938. It is notable that only 23 per cent of the values were $5,000 or 
more. 

A comparison of the value distribution of owned homes and rented 
dwellings is possible through the medium of the rental . value figure. 
Table 62 compares the data and suggests that in general rented dwellings 
are of lower grade than owned homes. 

'-X(llue StratificatioT': _and Filtering 
. It is a well-recognized phenomenon that housing tends to move down

ward in the quality and value scales as it ages~ Thus housing that is 
lntroduced at or near the top descends gradually through successively 
lower value strata. It is often contended that the needs for additional 
housing on the part of the lower income groups can be met.byJhe pro~ · 
duction of an adequate supply of new housing for the upper income 
groups. Thus, used homes would be released to be passed down to sue .. 
cessiveiy lower levels until the effect reached the bottom of the market. 
This process is popularly referred to as "filtering down" and is described 
most simply as the changing of occupancy as the housing that is occupied 

15 Road, William M., Real Estate Prices: A Study of Residential Real Estate 
Transfers in Lucas County, Ohio (unpublished doctoral dissertation, University of 
Michigan, 1942). 
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TABLI!I 61. NoNFA.B.M: Owm:u.-ocCUPIED DwELLING UNl'l'S BY VALUE oP OWNED 
HoMEs, 1940 

Value of home 

All units ............. . 

Under$300 ••.......... 
~99 ...... : ...... . 
500-699 ............. . 
700-999 •••..•...•.... 
1,000-1,499 •.......... 
1,500-1,999 .......... . 
2,000-2,499 .......... . 
2,500-2,999 .......... . 
3,000-3,999 .......... . 
4,000-4,999 .......... . 
5,000-5,999 ...•....•.. 
6,000-7,499 ...•....... 
7,500-9,999 .......... . 
10,000-14,999 ........ . 
15,000-19,999 ........ . 

$20,()()() or .more ...... . 

Number 

11,021,712. 

465,281 
348,810 
469,120 
486,468 
982,752 
951,194 

1,017,488 
902,550 

1,708,775 
1,143,077 

859,463 
742,080 
449,060 
302,194 
99,147 
94,253 

Per cent 

100.0 

4.2 
3.2 
4.3 
4.4 
8.9 
8.6 
9.2 
8.2 

15.5 
10.4 
7.8 
6.7 
4.1 
2.7 
0.9 
0.9 

t This figure is the number of dwelling units reporting on value of owned hom..., out of a total of 
11,413,1)36 dwelling units. 

by one income group becomes available to the next lower income group 
~as a result of decline in market price, i.e., in sales price or rent value.18 

A consideration of this line of reasoning will provide the occasion for 
examining the important characteristics of the filtering process. 

In its application to the problem of substandard housing, the argument 
is that filtering down is the normal process for providing housing for the 
pqpr and-that to eliminate from use those dwellings which are sub
standard we need mily to build enough new units to be introduced into the 
supply at the usual levels. Thus the solution for substandard housing 
conditionS is a rate of housing production that will release a sufficient 
number of used dwellings to successively lower income groups so that 
the substandard housing may be retired and the families at the bottom of 
the income scale may have the opportunity to live in housing of accept-

16 The term ".filtering up" is sometimes used to designate this phenomenon. Over 
the long run neither the houses nor the families move upward on a quality or value 
scale. On th~ other hand, there may be temporary market situations of surplus, 
which result in drastic declines in market price and which enable some families to 

·enjoy for a time a higher quality of housing at no increase in outlay. 
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TABLE 62. NoNFABM OwNER-oCCUPIED DWELLING UNITS BY EsTIMATED MoNTHLY 
RENTAL VALVE AS CoMPARED WITH NoNFABil TENAN'l'-OCCUPIED DwELLING • 

j. 
UNITS BY CoNTRACT MoNTHLY RENT, 1940 t, 

Monthly rent 

All occupied units ......... . 

Under $5 ................. . 
$5-9 .•.........•.......... 
1~14 ................... . 
15-19 ................... . 
~24 ................... . 
25-29 ................... . 
~39 ................... . 
~9 ................... . 
~59 ................... . 
~74 ................... . 
75-99 ................... . 

$100 and over ............. . 

Per cent of Per cent of 
owner-occupied tenant-occupied 

units units 

100.0 

5.6 
8.3 
9.5 
9.7 

10.5 
11.0 
17.2 
11.0 
6.6 
4.8 
2.9 
2.9 

100.0 

5.5 
12.0 
14.1 
13.7 
12.5 
11.4 
15.6 
8.0 
3.5 
2.0 
1.0 
0.7 

\ able quality at no higher rents than they formerly paid for substandard 
accommodations. This argument is persuasive, for it is commonly ob .. 
servable that much housing is occupied by successively lower income 
groups over the earS'iiiia'that substandard housmg conditions frequently 
occur m structures that have seen better ays. But we must seek an 
answe'rrothe failure of this filtering process, up to the present, to elim· 
inate antisocial housing conditions. We must have a basic understanding 
of the circumstances within the housing market under which. filtering 
is encouraged or is inhibited. ----4

---·-·-·-- - •• ---

Surplus as a Requisite. A condition precedent to filtering down is some 
excess of housing supply over demand at the level from which the filtering 
is to originate. The surplus of housing may arise either from an in
crease.in supply or a decrease in demand. New production or conversion 
can increase the supply; decline in effective demand may result from the 
following situations: (1) family dissolution; (2) families moving out of 
the income-demand group because of change in income, change in family 
composition, or emigration from the market area. Each of these situa .... 
tions has its opposite. Families are constantly being creak_d by marriage 
and additional families are entering the income--demand group for the 
same reasons-thiiTiead them to move out of the group. It is apparent, 
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therefore, that the forces of decline in demand must exceed the forces of 
increase in demand if a net surplus of housing is to result from a change in 
demand. On the supply side, a surplus may be created when the number 
of new units produced by new construction or conversion exceeds the 
number of units lost through demolition. Changes in effective supply also 
may be brought about by the release of units from the next higher price 
level and the loss of units to the next lower level. Whatever may be the 
combination of these influences on demand and supply in a given stratum 
of the housing market, no filtering down from that level can occur unless 
the net product of the forces is an excess on the supply side. Furthermore, 
it is essential to the process that at each successively lower level there 
must be a surplus if the effect is finally to reach the bottom of the market 
and provide alternative accommodations for the families that have been 
living in squalor. If, as the original surplus is passed down the line, 
it is dissipated and absorbed before it reaches the lowest stratum, no 

. substandard housing will be replaced. 
~ For the purposes of this analysis of filtering, the general level of 
i family incomes will be assumed to remain constant.11 It is apparent 
that, if all family incomes at all levels should move together either up or 
down, each income group would tend to maintain the same relative posi
tion in the housing hierarchy. However, if the income of certain groups 
should be changed, an exchange of dwellings might occur in order to re
establish the normal relationship between income levels and levels of 
housing quality. Even though the income changes included an increase 
in the incomes of those families occupying the worst housing, these re
adjustments would not result in emptying the substandard units unless 
new construction were to take place; there would be simply an exchange 
pf occupant families. 
! - It is requisite to the process of filtering not only that there shall be 

i unoccupied housing units available, but that they shall be available at a 
. favorable price, a price lower than that which they have been command-
1 ing. The surplus of housing must be sufficient not only to provide units 
for filtering purposes, but also to weaken the price. A majority of the 
families in the housing market are trying constantly to better the exist
ing relationship between their incomes and the quality of their housing 
accommodations. Filtering does not begin until one or more householders 
at a lower income level discover that the used housing that is released 
represents an advantageous alternative to the housing that they are 
presently occupying. They find it to be of better quality or more suited 
to their present needs in physical characteristics or location and avail
able at a price that they are willing and able to pay. Likewise, newly 

u It is also assumed that rent-income ratios remain constant. 
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built housing is filled by families that find it to be an advantageol!S al-
temati¥e to their present housing. • . 

Change in Quality. It is usually assumed that the occupancy of hous
ing by successiYely lower income groups is concomitant with a deteriora
tion in the quality of the accommodations. This relationship obtains in 
'a general way, but filtering could take place without any significant 
change in quality; and the rate of filtering is not proportionate to the rate 
~f deterioration. Decline in-quality resulting from physical change, ob
solescence, and a degeneration of the environment is only one of several 
factors that condition filtering. 
. Quality decline is significant only when the housing is put at a relative 
disadYantage in the market and a downward adjustment in price results. 
During the present shortage in overcrowded communities, the pressure 
of demand is so great that prices have been moving up instead of down, 
although the quality of the hou..~g is generally declining with the passage 
of time and because of the difficulties of effecting proper maintenance. 
During the depression of the thirties, on the other hand, filtering was 
relatiYely rapid becau..coe of large vacancies in certain segments of the 
market, which resulted in rapid downward adjustments in price. In any 
one segment of the market, quality decline is not translated into price 
decline unless some of the occupant families find other new or used hous
ing with a better quality-price relationship and at a price or rent that 
they can afford. The resulting excess of supply created by the units 
that they hue ¥acated brings about a price reduction. 

We may conclude with respect to physical deterioration, obsolescence, 
and neighborhood decline that these factors are not; of themselves, the 
cau...~ of the filtering down of housing. Quality is a relative Inatter, so 
that these forces lie dormant until some better housing value appears; 
then the old and obsolescent dwellings are abandoned, become a drug on 
the market, and are offered finally at a lower price to the next lower 
income group as better ¥alues than the still older and more obsolescent 
dwellings in which these families have been living. 

Need for New Construction. It should now be clear that, in a static 
or slowly growing community, filtering will not occur unless there is a 
sufficient amount of new con....-truction to create a surplus of supply at 
some leYel The deterioration of housing quality alone will have no 
effect except to bring about a gradual lowering of housing standards in 
all ruata of the market. In communities that are suffering a continuing 
decline in the quantity of demand due to the degeneration of the economic
base, a surplus of housing may be created as demand declines and a gen
eral improYement of housing accommodations at all income levels might 
result from the filtering process: But in healthy ~as_ ~_orne new con-
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. struction is required to start the filtering process. Furthermore, it ap
\ pears to be fundamental that no more units will be released for filtering 
i down from ~~ony given market level than constitute the surplus created by 
this new construction. 

SurplU8 as a Check on Production. It is a well-established principle 
that in a normal market an excess of supply over demand serves as a 
()heck on ~ew production, If at 11ny given level in the housing market 
new construction of dwellings proceeds at a rate faster than the increase 
in demand, vacancies will rise to a point where the rents and prices of 
existing units will react. As these prices fall in response to continued 
prodQction, prospective purchasers of new homes will have a wider choice 
of existing housing at prices that will become more and more favorable 
in, comparison with ~ew housing. It will become increasingly difficult to 
f;lell new housing in competition with existing units that have been re
duced in price, and construction will be retarded and ultimately stopped. 
New conetruction will not revive until the surplus is absorbed and the 
price level for housing at this level has stiffened. Thus, the number of 
units that can be released for filtering at any given level of the market is 
limited by the effect that the filterable surplus will have on building 
a.Gtivity. If the new building takes place in the higher price levels where 
the total housing stock is relatively small, the number of units that can be 
added ·before the inhibiting effect is felt also will be small. If the new 
1\ousing is added in the middle and lower middle ranges, in which the 
largest proportions of the total housing stock is found, the increment may 
'be !3Ubstantially greater in number and the ultimate effect at the bottom 
Qf the ntarket, at the end of the filtering process, will be correspondingly 
larger. For example, based on the 1940 situation in Milwaukee, a 10 per 
cent increase iii the number of units in the $20 to $30 range amounts to 
more than 5,000 units, whereas a 10 per cent increase in the $50 to $60 
range is about 1,500 units. 

In the long run, a surplus of units that accumulates at the bottom of 
the market probably will have an inhibiting effect on new construction, 
no matter at what level the· building is taking place. The deflationary 
effect of an excess of supply can move upward through the market strata 
even as it may move downward. Theoretically, owners will remove 
their properties from the market by demolishing the structures when 
rent falls below the level of taxes and maintenance. Actually, there is 
a considerable reluctance to demolish housing structures and relatively 
few have been physically removed from the market.18 Upkeep is neg-

lB It has been estimated that the number of dwelling units demolished during the 
decade ending in 1940 was about 40,000 per year, See H o'U8ing and the Increase in 
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lected, taxes are allowed to become delinquent, and the properties are 
milked by their owners as long as possible. Owners hold on in hope of 
better times to come. In any event, it is clear that, if the filtering effect is 
to operate, it is necessary to eliminate at the bottom substantially the 
same number of units that are added to the market at some higher level, 
whether this removal results from natural economic forces or whether 
it be by compulsion.19 This principle suggests that, in order to secure 
the greatest possible advantage from the filtering process toward the 
elimination of substandard housing, a program of enforcement of housing 
regulations should be instituted to ensure the removal of the worst hous
ing units as fast as additional units filter down to the lowest level. 

Surplus at the Bottom. We should distinguish between substandard 
housing and the lowest stratum in the housing market. At the present 
time, in most of our communities the lowest level is composed almost 
entirely of substandard housing, and, in fact, some of the units in higher 
levels are in violation of housing codes. The elimination of all sub
standard housing from the market will mean that the lowest rent level, 
which in terms of rent paid will he no higher than before; will contain 
only housing that is socially acceptable a,nd not in violation of law. 
In order to permit the retirement of the substandard units that are now 
occupied, enough units must filter down to the bottom so that not only 
may the substandard units be condemned and retired but also there will 
be a sufficient surplus of acceptable housing to bring its rent down to the 
level of rents that were paid for the displaced housing. We do not yet 
know enough about the economics of slum housing to be sure whether 
the low rents for substandard housing are made possible by the illegal use 
of the structures, the overcrowding, the neglect of minimum upkeep, and 
the failure to install minimum equipment. To the extent that such is the 
case, it may not be possible to provide acceptable used housing at rents 
as low as slum dwellers have been paying. The floor of rents will be the 
sum of taxes and upkeep plus the amortization of repairs or equipment 
that may be necessary to ~ake the dwelling legally habitable. If the 
owner cannot obtain a rental return from the former slum dwellers . 
sufficient to meet fixed charges, he will be better off to close or demolish 
the structure. 

Accelerated Depreciation. If substandard housing. is to be removed as 
a social menace through the filtering process within a reasonable length 

Popul.<Jtion, Serial no. R-1421, U.S. Department of Labor, Bureau of Labor Statistics 
(U.S. Government Printing Office, 1942), p. 121 Table 2. ' 

18 This statement assumes that the housing needs at the bottom ol the market 
have been met. 
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of time, a high price will have to be paid in terms of a loss in value of the 
existing housing stock. It has been pointed out that housing units filter 
down only when they decline in market price so that successively lower 
income groups can afford to occupy them. The faster the value decline, 
the faster the filtering. It will be recalled that our cities now have a 
substantial complement of substandard housing. Unless these conditions 
are to be allowed to remain indefinitely, it will be necessary to retire 
these dwellings and to replace them with dwellings at the minimum 
standard, available at no higher rents. Thus all the housing which then 
constitutes the lowest stratum and which is just above the level of toler
ance will stabilize at lower rents, and thus lower values, than before. The 
deflation at this level will infect the next higher level, and so on up the 
line, until the entire stock of housing has suffered a downward readjust
ment in value. Once having retired all the existing substandard housing, 
the rate of value decline need only be sufficient to permit the removal 
of dwellings just as fast as they deteriorate into the substandard category. 
But to rid our cities of existing slums, the rate of filtering, and thus the 
rate of value loss, must be greatly speeded up so that the backlog of 
substandard units may be absorbed. 

Time Dimension in Filtering. The significant time dimension in the 
filtering process is the period from the introduction of the new housing 
into the market until the effect is felt at the bottom of the market in 
,terms of acceptabie housing units made available to families presently 
living in slums. The original impulse is transmitted down through the 
market in a series of transactions. The real estate market is notoriously 
imperfect; the dwelling space that is traded in the market is not standard
ized and easy to compare and it cannot be transported nor sold from 
samples; the buyers and sellers are not well informed and bids and offers 
are often made on the basis of noneconomic impulses and without 
knowledge of other transactions or other bids and offers. These market 
imperfections lead to a sluggishness in market adjustments both in terms 
of the time required to effect the adjustments and the degree of the ad
justment. The market is often insensitive to mild impulses; on the other 
hand, a strong impulse often leads to overcompensation. Delays in 
market reactions are brought about also by the existing tenure arrange
ments. Where a rental unit is under a year lease, neither the tenant nor 
the landlord is free to make changes in occupancy or rental until the 
lease expires. Home owners are free to act at will but are prone to delay 
action or to decide against it even when the financial advantage is 
obvious. Sentimental attachments to the home and social ties in the 
neighborhood are strong inhibitors. Furthermore, the accounting con
cepts of the majority of home owners are usually unorthodox and un-
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enlightened so that they are not always aware of the actual relative costs 
of occupying alternative accommodations. Finally, when capital is re
quired to effect a change in housing, the home owner usually must sell 
his present dwelling in order to provide the down payment for a differ
ent one. 

It seems reasonable to conclude that the stronger the impulse-i.e., the 
greater the surplus-the higher will be the rate of filtering. The fewer 
the obstacles of tenure, the faster will be the market reaction; thus filter
ing will be more rapid in the rental market than in the sales market. We 
may assume also that the larger the market, the more sluggish will be its 
response or, to be more exact, the longer it will take to effect a full read
justment throughout the segments of the market. Thus it is probable 
that the downward movement of dwellings through the upper ranges of 
the market may be more rapid than at lower levels. Perhaps the most 
important determinant of the time' dimension in filtermg is the number of 
transactions involved "in the transmission of the impulse from the point 
of surplus to the lower reaches of the market. The greater the value 
distance, the larger is the number of transactions that will be involved. 
A surplus that appears among high-priced homes will be far longer de
layed in its effect at the bottom than a surplus of modest working-class 
dwellings. 

The fact is that we do not know how long it takes for a dwelling to 
filter down to the. bottom of the market. We do know that the oldest 
houses in the community are often those of lowest quality, but we have 
no data on how long they have been at the lowest quality level. Fur
thermore, we find many dwellings in the substandard category and just 
above it that are middle-aged and, in fact, younger than much of the 
housing of better quality. There is adequate demonstration that the 
factors that induce filtering are varied and complex; that they vary 
among localities and among types of housing. But we do know enough 
about the subject to be sure that filtering is a process that takes many 
years to be effective; that it is no quick cure for substandard housing ills. 

Market Experience with Filtering. It is assumed generally that the . 
filtering process has been operating in our American cities down through 
their history and that our low-income groups have been provided with 
housing in this fashion. The fact is that a good deal of our present hous
ing stock was built at or not much above the slum level. Much of the 
housing now in violation of local codes is illegal not because of progres
sive deterioration but because of original design and lack of minimum 
equipment. The tenement houses of the Eastern cities, the Negro housing 
of the South, and the suburban slums found in the outskirts of almost 
any community are testimony to the fact that a substantial share of the 
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housing of low-income groups did not filter very far, if at all. A special 
tabulation of data from the 1940 housing census reveals that a surpris
ingly large proportion of the new single-family dwellings built between 
1935 and 1940 were low-value shacks. 

It is often assumed, at least tacitly, by persons advocating the stimula
tion of the filtering effect as a remedy for substandard housing that the 
respectable housing that is added to the market will find its way to the 
bottom without substantial·change in quality. The facts do not bear out 
this assumption. It must be remembered that the essence of filtering is 
value decline; that this decline is based upon a fall in the desirability of 
the housing space provided in relation to alternatives and is expressed in 
the cost of housing to the tenant. Thus, a structure that filters from the 
upper levels will inevitably have declined severely in quality of accom
modations if not in an absolute sense, at least relatively, even though the 
standards may still be above the acceptable minimum. Sometimes the 
loss in quality results from a deterioration of the neighborhood, some-

. times from a deterioration of the structure, for, as rent-producing ca
pacity falls, upkeep is likely to be neglected. Large dwellings (single
family houses, fiats, and even apartments) rarely find their way to the 
bottom in their original form.20 Normally they are cut up into smaller 
units or, if not, they will be shared by more than one family. Support
~ng evidence for this statement is found in the chronically cramped 
quarters of the families of low income. 

There can be no disagreement over the conclusion that, up to the 
present time, the filtering-down process has not provided decent housing 
for the low-income groups. The very fact that so many dwellings have 
been provided directly for the lowest income stratum suggests that the 
end product of filtering has not been sufficient to meet the space re
quirements of this group. ·The low quality of the housing that is oc
cupied by these families demonstrates the fact that the filtering process 
has not provided fit housing. 

But the question to which we should address ourselves now is whether 
in the future we can count upon this natural market process to force out, 
within a reasonable time, the substandard housing that menaces society. 
We should consider whether, as part of a positive housing program, a 
controlled stream of acceptable housing can be precipitated to the bottom 
of the market by a conscious manipulation of the forces that condition 
the filtering process. 

During the period of urbanization in this country, new construction has 
hardly more than provided a sufficient number of dwelling units to meet 

eo See Colean, op. cit., p. 185. 
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the total demand. In fact, in the long run, the normal mark~ forces 
tend toward this equilibrium. In most communities all but a small pro .. 
portion of all structures ever built are still standing and in use. The 
fact is that a reasonably well-constructed building will last ahnost in
definitely if properly maintained. We have been adding housing as our 
cities have expanded but we have retired few units from use. The total 
number of dwellings demolished by reason of dilapidation, lost through 
fire, and removed to make way for a change in land use is very small. 
There has been only one short period in recent times when, in a few cities, 
there existed a sufficient surplus of units at the bottom of the market to 
permit their removal without direct replacement. In Milwaukee, Chicago, 
and other cities, a few hundred shacks were demolished during the early 
thirties, but not without considerable persuasion by city officials and only 
when demolition crews were provided free of charge under the Works 
Progress Administration program. The owners were reluctant to act in 
spite of the fact that many of the structures were vacant or were not pro .. 
ducing a rent return sufficient to meet taxes. The reason that the filter
ing process has never been effective in providing acceptable replacements 
for substandard units is that the conditions that are essential to filtering 
nave never been present; there has never been enough new construction of 
housing to fill all needs and still leave a residue of decent housing at the 
bottom; almost no housing has been retired from use, regardless of its 
adequacy or condition. · 

Long-run Possibilities. In the long run, if a sufficient number of new 
dwellings were built not only to accommodate increases in total demand 
but also to offset those dwellings which with the passage of time fall be· 
low the currently accepted minimum standard, it might be possible to 
maintain the level of quality in the total housing stock provided that the 
substandard units actually were removed. This conclusion is based upon 
hypothesis, since the filtering process in this country and probably in 
all other countries has not actually operated in the manner that is often 
assumed. Since we have never removed units from the bottom in sub
stantial quantity and since we continue to build units that are originally . 

· substandard, the number if not the proportion of substandard units in 
our housing stock has been increasing steadily. But even if we could 
count on the filtering process to maintain our housing stock at an accept
able level of quality, we must start out with a housing inventory that 
does not contain antisocial housing. At the present we are far from that 
happy state. The most basic housing question of the day is whether 
the filtering process can be an effective part of a program to reduce the 
existing housing blight so that in future years the normal market forces 
in collaboration with socially enforced removal of substandard units 
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may operate to maintain our housing resources at the desired level of 
quality. · 

Filtering Cannot be Forced. It has been argued that a large volume of 
bouse production will solve the housing problem. By flooding the market, 
it is said, a sort of forced filtering w.ill ensue that will provide the lowest 
income groups with a sufficiency of adequate housing. The substandard 
housing will be vacated and its owners ultimately will remove it from the 
market. This argument is often presented by its proponents with greater 
indirection than has been used here and with various refinements; but 
the central line of reasoning is the same. 

The first item of significance in considering this argument is that we 
face the postwar era with a severe housing shortage at all levels in most 
urban areas. Before any beneficial filtering can take place we must 
build enough units to reestablish a reasonable balance between total de
mand and total supply. In addition, since many communities will con
tinue to grow, we must provide additional housing for the new families. 
Uut we will need still more production. It bas been demonstrated here 
that filtering cannot take place except in the presence of a surplus; thus 
new building must be sufficient to produce this surplus, and this surplus 
must be sufficient to be effective in softening the price level not only in the 
value group into which the new housing is introduced but also in the lower 
value groups through which the impulse must pass on its way to the 
'bottom) It is likely that these lower value groups will contain a much 
larger number of units of supply than the stratum to which the new hous
ing is added. A price adjustment will be delayed until a sufficient number 

· of units has been passed down over a period of time to bring about a 
price reduction. Finally, the housing surplus that ultimately filters down 
to the lowest level must be sufficient to provide substitute accommodations 
of acceptable quality for all those families presently living in substandard 
units plus a surplus of decent units just above the level of tolerance that 
is large enough to force down the rents to a point within reach of the 
low-income families. These requirements add up to a very large volume 
of bouse production, though no one can presently measure it. No doubt 
the building industry can in time provide it, but no one expects to reach 
even the point of a reasonable balance of demand and supply within 
several years after a normal rate of bouse building is resumed. 

A further point to be considered is the natural check on production 
that is created by the very surplus needed to induce rapid filtering. If 
this check operates, no large surpluses will be created at any point in 
the market, and the benefits of filtering will be even more slow in reach
ing the slum dwellers. We would not wish to have a run-away building 
boom, since the repercussions of the surplus housing that thus might be 
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created may be as undesirable as the slum conditions that might be 
ameliorated. We seek stability in residential building activity, but such 
stability will bring with it only a slow filtering effect synchronized with 
the rate of removal of substandard units. A final consideration is the 
value readjustment, which will accompany the removal of the existing 
lowest grade of housing and stabilization at a higher quality level 
throughout the entire market. The social benefits of such a readjustment 
extend well up the scale, since each income group would be able to afford 
a higher quality of dwelling than before. Owners and investors would 
suffer, however, from what would amount to an accelerated rate of value 
depreciation. It is significant that, if the substandard housing that is 
removed is directly replaced by new housing (such as public housing), 
which the low-income groups will occupy, the values of all housing struc
tures at the higher levels will be sustained, since, in effect, no vacuum 
has been created into which they may fall. 

It has been pointed out previously that the greater the value distance 
over which the filtering effect must pass before reaching the bottom, the 
longer will be the time interval. If filtering is to be counted on to be· 
effective within a reasonable period of time, the mass of new housing must 
be made available at a modest price or rent. If the production of postwar 
houses maintains the same value distribution as that which characterized 
prewar building, any benefits that might accrue through filtering will be 
delayed many years. The facts are that there is every indu~ement to 
builders to build for the middle- and upper-income groups •during the 
first years after the war when this market,· which permits the wid~st 
profit margins, is so broad and the demand so avid. 

Conclusions on Filtering. The failure of the filtering process, down 
through the history of American cities, to provide decent, safe, and san
itary housing for millions of citizens is strong support for the conclusions 
of our analysis of the phenomenon. Be not confused by the fact that 
many poor people live in handed-down units. The fact is that the great 
majority of all families in all income groups live in dwellings in which 
they were not the original occupants; the rate of turnover even in owner
occupied houses is surprisingly high. It is apparent that_ filtering is a 
totally inadequate remedy for the acute problem of substandard housing. 
Filtering cannot be forced; it is not a controllable device. ___ The end 
p:r;oduct of filtering, at the bottom of the chain reaction, is substandard 
housing; thus filtering produces that very blight which we seek to remedy. 
Filtering cannot increase in effectiveness without the removal of hous-· 
ing as it sinks below minimum standards. And if by some drastic change 
in conditions the rate of filtering were accelerated to the point of ade-
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quacy, the cost to property owners through the concomitant depreciation 
in the value of their properties would be tremendous. 

Two other notions are worthy of record here.n First, filtering is no 
solution to the housing probleiD.S of Negro families and other racial 
minorities against whom artificial barriers have been built. These 
families are not in the general line of filtering; they are not free to move 
to new locations in order to occupy the housing that has descended to a 
point within their financial reach. The second thought is that in our 
attempts to improve the 9riginal quality of housing and of its environ
ment and to strengthen resistance to forces of depreciation through good 
land planning, we are, in fact, inhibiting the filtering effect, for we are 
moving to sustain values whereas filtering depends on value decline. 

Cyclical Fluctuations 
The housing market cycle, like the business cycle, takes the form of 

periodicity in the variations of a number of related economic phenomena 
as they are measured in terms of volume, velocity, balance, and price. 
In the housing market, the significant fluctuations occur in such trans
actions as sales of lots, houses, and rental income properties, rentals, 
mortgages made, and foreclosures; in the levels of sales prices and rent; 
in the volume of production of subdivision lots and dwellings; in costs of 

1 construction and costs of operation; and in the internal market balances 
as reflected in vacancies, overcrowding, and doubling up. These phenom
ena are interrelated, reacting to many of the same forces and interacting 
on one another. Thus changes in volume or price or balance are related 
and move together, though at various rates and time relationships. It is 
this composite of changing relationships -swinging together from one ex
treme to the other which constitutes \he housing market cycle. The 
sequence of events is fairly predictable, though the period of the pha...<:es 
of the cycle and the amplitude of the variations are not subject to de
pendable forecasting. 

The significance of the housing market cycle lies in its impact on 
the general economic health of the nation, in the effect on the financial 
fortunes of individuals and corporations, and in its conditioning of deci
sions relating to housing investment. The housing market cycle, in 
contrast with other cyclical phenomena in our economy, is characterized 
by unusual length of period and extremity of amplitude. The cyclical 
swings influence and are influenced by other parts of the economy, for 
housing accounts for a substantial share of the national wealth, bouse 
building represents a significant proportion of normal productive activi-

n Suggested by (rl)rdon Howard. 
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ties~ and con...c:umer expenditures for Ehelter are as great as any other 
cl&ss sa-re food. The impact of the cycle on the indiridual owners and 
inve::.-tors is often severe; fortunes are made and I~ home ownership 
is happily embraced or tragically terminated. and investments are eag
erly made and un'rillingly written off.. The Slrings in the housing market 
and in the market for nonresidential real estate usually move cludy 
together; but becau...c:e ..-e hue more rompl~ thoogh inadequab; infor
mation on the housing cycle, it seems ..-ise to discuss it. separately in 
some detail 

Marl;el lndicatln'l. The stati:.-tical measures of housing market aclhi
ilis &nd" mon:iiient.i are far from satisfad.ory. In some localities, public 
or private organixations assemble and sometimes publish rertain perti
nent series such as building permit da~ con..~etion costs, and deeds 
recorded. National figures on building aclirity, :rents, ronstruction costs, 
and mortgage lending aclirity are available. In a few cities, market 
research organiutions coiled and publish these series and others. The 
primary eerles 1rill be di.."CUSSed individually. 

L Deeds recorded. The number of deeds entered on record at the 
office 01 the Regb-ter of Deeds or ~g public place of record 
is often used to me.a.:.-ure market aclirity. Sheriif's deeds and other 
EpeCW deeds mu.:.-t firn be deducted. Even after this adju .. ••tment, the 
Eerie& has many imperfections. It includes tnmsactions covering an 
types of property from vacant lots to office buildings. Because the deeds 
do not contain a definition of the type of property, there is no prac
ticable ..-ay of classifying the transactions ..-ithout great expense. The 
series is normally on a county ~ ..-hich does not n.."Willy ~ 
to the local housing market. The transaetions include m&ny transfers 
that do not represent sales, such as gifts or devises. Furthermore, in 
areas .-here the land contract is in common n..c::e, partieularly for lot sales 
or sales of older hou...c::es, the series does not fully reflect market activity, 
since land contracts are not u..c::ually recorded. Thus, the sales made 
under such contract for deed arrangements are recorded as sales in the 
series many years after the original transa~ ..-hen the contract has · 
matured and a deed is i.srued. Ho.-ever, in epite of the many minor 
reE€rr&.tions that mu...~ be recognized in interpreting the deeds-recorded 
series, it is a useful statb-tieal me.a::-ure, partieularly for comparing the 
levels of local market activity over not too long a period. Even a com
posite series repre;enting national :real estate market fluctuations Ehows 
marked cyclical characterigics in~ of the off.setting effect of lOCAl 
fl.uctUAti:s, W"hich VIUY in timina -

2. !\.Io gages Irulde_ There U: two eourreJ for data on mortgage 
lending-ieco~ of lending institutions and mortga.,.rres recorded. The 
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first source usually provides classified data, which distinguish between 
new financing and refinancing and among types of property mortgaged. 
However, this source does not cover mortgages made by individuals and 
purchase-money mortgages, which constitute about one-fifth of all mort
gage investments. On the other hand, mortgage recordings are difficult 
to classify except at great expense; thus a series based on this source 
usually includes both new financing and refinancing, mortgages on all 
types of property, and both first mortgages and junior liens. Neither 
source covers financing by land contract. 

t/ 3. Foreclosures. Sheriff's deeds are a dependable reflection of fore
closures, though they do not measure the full financial distress in the 
market. Many defaulted loans are settled by the lender taking over 
the property or by the borrower deeding the property to someone who 
will assume the obligations. Defaulted land. contracts are not reflected 
in sheriff's deeds. Sheriff's deeds are not comparable from state to state 
because of the wide variation in the time interval between default and 
foreclosure and because of the variant effect of the cost of foreclosure 
proceedings and the delays involved in the use of the land contract and 
other expedients to avoid the necessity of foreclosure. 

4. Rents. There are a few locally published rent series, but the 
aureau of Labor Statistics rent index and that of the National Industrial 

:Conference Board have been of most use. Rent data are collected on 
two bases-the rental of a sample of dwellings tested periodically and 

,. the change in rents on occasion of a new tenant or of a lease renewed. 
The latter basis provides the more sensitive measure of changing rent 
levels. 

5. Lots recorded. The volume of subdividing activity can be easily 
measured by the number of separate lots provided in subdivisions placed 
on record. 
6. Building activity. The most common source of information is the 
liuildi"fig permits granted. In many localities, the municipal building 
commissioner releases monthly or annual statistics on the number of 
permits issued, classified by type. of construction, the number of new 
dwelling units to be provided, and the total permit value by type of 
construction. There are a number of limitations to this series: the area 
does not always correspond to the local housing market, and, in some 
jurisdictions within the housing market area, permits may not be required 
or data may not be released; the building permit is only an indication 
of intention and does not always result in actual construction; the grant
~ the permit is rom ree - on s to a year in a ance of the 
completion of the structure and the effective addition to the supply; 
the permit value is usually well below the actual cost of the construction. 



THE HOUSING MARKET 337 

Another series on construction is based on contracts let and is particu
larly useful in the analysis of nonresidential construction. Permits are 
usually required for demolition of structures so that demolition activity 
can be measured and, in some areas, is regularly reported with the build
ing permit figures. 

7. Construction costs. The prices of the components of construction, 
building-material prices and wage rates, are collecte_d_locally in some 
cases and on a national basis b;y: the Bureau of Labor Statistics. Series 
based on the composite of -the component costs are usually in the form 
of an estimated cost for the same house at various times. In some cases, 
estimates take the form of cubic-foot ouquare-ioot.costS-ior---Yaricm§_ 
types of construction..---

8. V~cies In many localities it has been customary to take annual 
vacancy counts, sometimes by the real estate brokers and sometimes by 
postmen. The vacancies are usually classified_by____§__ection of the city 
and type of structure-. ---- ·· ·· 

There are no very useful sources of information on changes in the 
levels of sales prices and prope_!!y V_!!.hu~s. In some localities real estate 
brokers exchange sales price dat~, but they are not published in series 
form. The requirement of Federal revenue stamps on deeds, with the 
value of the stamps in proportion to the sales price, provides a source 
of fairly dependable information, though it is not often assembled and 
analyzed. Information on overcrowding and doubling up can be obtained 
only through special surveys covering all dwelling units or an adequate 
sample. Changes in operating costs are watched closely by property, 
management firms, but there are few published series in this area. In 
some localities, annual land value maps are published by private organi
zations or by the tax assessor which show levels of land value for all 
street frontage in the jurisdiction and provide a basis for an analysis 
of change. 

Seasonal Fluctuations. The major manifestation of seasonal move
ment in the housing market is found in changes in the volumes of sales 
and rentals and in house-building activity. The zephyrs of spring · 
appear to serve as a market stimulant to the interests of householders 
in changing their abode. As the winter ends, the volume of sales of 
lots and homes begins to rise and continues until the beginning of hot 
weather. The summer market is more active than that of the winter, 
but less so than that of the spring. Another spurt occurs in the fall, 
but at a lower level than in the spring. This seasonal swing in the, 
sales market is related to the seasonality of the rental market. The· 
same vernal urge that prompts families to look for homes to buy or 
lots to build upon leads to shifts among rented dwellings. This moving 
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about is abetted by the May 1 lease-termination date, which is general 
in many communities. In the fall, the rental market is again active as 
families settle down for the winter. September 1 and October 1 are 
common lease-termination dates. 

The seasonality of the building industry has been discussed in a pre
vious chapter. In regions where the winter season is short br mild, the 
seasonal bulges are less marked in construction and in the volume of 
sales and rentals as well. There are some indications that prices and 
rents are influenced by sejl.sonal factors and tend to be more firm at the 
seasons of greater market activity. 

CyclicaZ.Sequence. The causal relationships in the sequence of events 
that makes up the housing market cycle can be expressed in terms of 
basic economic principles. But though the sequence of the several 
phenomena be fixed in a fairly predictable manner, the time intervals 
are variant and irregular. If there is any inherent regularity in the 
cyclical movements, such regularity is periodically modified by the 
effects of influences outside the real estate market that lead to wars, 
internal migrations, and fluctuating economic conditions, so that fore
casts of the degree of future movements are undependable. It will be 
well to consider the sequence of events that constitute the housing 
market cycle, starting our consideration at the point when the major 

! market factors are fairly well in balance and we have "normal'' con
ditions.22 

The :first change on the upswing, and perhaps the most basic change 
in the entire cycle, is an increase in demand brought about by an 
increase in the number of families in need of housing or a rise in 
incomes or both. The :first result of this swelling in demand is to 
absorb the existing vacancies as the new families find accommodations 
or, because of increased purchasing power, other families undouble or 
spread out into more comfortable dwellings. As the number of vacant 
units declines, the bidding for space in existing structures brings about 
a rise in rents and market values. The rise in rents usually leads the 
increase in the level of sales prices, so that, for a time, owning may be 
relatively more advantageous than renting. But this imbalance is 
adjusted as property owners find that they can get more for their prop· 
erties than they thought they were worth. For ret;ttal properties, gross 
income rises faster than operating expenses, since rents are J"aised and 
vacancies are fewer and of shorter duration and since taxes, labor costs, 

ZZFor an excellent discUS!ion of the real estate cycle, see Homer Hoyt, One 
Hu.ndred Years of Land Values in Chicago (Chicago: University of Chicago Press, 
1933), Chap. 7. 
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and material prices do not increase much during this initial phase of 
the cycle. In light of the higher profits from the operation of rental 
properties and the higher prices for single-family homes, new construc
tion is stimulated. 

Building activity usually starts with the construction of single-family 
homes for sa]e in the middle and upper price ranges. Operative builders 
find the best profit possibilities in that part of the market, and among 
tenants who wish to inaugurate home-building projects on their own 
initiative there are more well-to-do families with the requisite cash 
resources. The fact that at the start of the postwar building boom the 
greatest construction activity was in small homes at the lower end of 
the cost scale is a demonstration of the great influence of institutional 
factors in the market. During the war house construction was limited 
to this type of dwelling to conserve materials and to provide homes 
within the financial reach of warworkers. FHA Title VI mortgage in
surance was adjusted to these purposes. The postwar housing objective 
was to provide for veterans, who, in general, were young men of modest 
income. Thus, Title VI was converted to peacetime use for the veteran, 
and builders who wished to take advantage of its very real benefits 
were limited to the building of small homes. 

As the cycle proceeds, building activity is encouraged by increasingly 
easy credit as the lending agencies compete to lend their growing invest
ment funds flowing in from a prosperous people and as rising real estate 
prices are .optimistically interpreted as leading the way to a permanently 
higher level of values. Building of lower priced homes is undertaken 
on an increasing scale as prosperity reaches the industrial workers. 
Rental housing in the form of large projects lags somewhat behind the 
building of single-family homes in part because of the longer planning 
period required and in part because investment funds are not generally 
available for apartment projects until the recovery of the market has 
been well established. As available vacant subdivision land is absorbed 
and as it becomes accepted that active building will continue for a time, 
a land boom develops in acreage and subdivisions. 

In addition to declining vacancies, rising rents and values, and in
creased subdividing and building activity, the upswing of the cycle 
includes a general increase in the velocity of real estate transactions. 
The push of increased demand brings about a considerable internal 
shifting within the existing housing stock. For each move into a vacant 
unit or a newly built dwelling, there is a chain reaction that may involve, 
several families before it subsides. In fact, the reaction is terminated 
only when a unit remains vacant or when a vacated dwelling is occupied 
by a family that has not previously occupied a dwelling in the same 
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community. A rising price level stimulates activity in the real estate 
market as well as in the market for any other kind of commodity. 
Some buyers enter the market for speculation, others for investment 
objectives, and many prospective home owners hasten to buy before 
prices rise any farther. The expanding needs of the community lead to 
activity in nonresidential real estate and construction to provide for 
additional commercial space and to public works to provide streets and 
utilities for newly developing areas. And as a concomitant of rising 
market activity there begin to build up two fundamental forces-increas
ing supply and rising costs-which ultimately bring about a reversal of 
trends and a downward turn. 

There comes a time when the increase in demand begins to level off, 
and, if in the presence of such external forces as a general business reces
sion, demand may decline. In the meantime, the momentum of the 
building boom is such that the peak production may well carry pa..c:t 
the point when demand slackens off. The result is to begin to build up 
vacancies as new units of supply are added to the market at a faster 
rate than new units of demand. 

During periods of active building, it is usual for the cost of construc
tion to rise. This result is brought about by the favorable end price 
for the product, which permits all the participants in the building process 

J to take an increased share without reducing the entrepreneurial profit 
below the incentive level.23 The many small increases in the prices 
paid to suppliers and to labor .can be passed on in an active market or, 
for a time, absorbed by the contractor or operative builder. In the 
end, however, a point is reached where the cost of a new house is higher, 
relative to quality, than the market price of comparable existing houses; 
in fact, as the end of the upward phase approaches, the market prices 
for existing houses are weakening or declining in the face of overbuilding 
and the creation of a substantial vacancy and the price and rent levels 
are falling to meet the rising level of construction co..c:ts. 

The first manifestations of a turn in the cycle are an increase in 
vacancies and increasing difficulties in selling new houses. This change 
may result from overbuilding relative to demand or from a decline in 
demand or from both. Vacancies will be found both in rental units and 
in houses offered for sale, and both rents and sales prices will stop their 
climb and tend to soften. Operating expenses for housing, which had 
been rising slowly during the upward phase, narrow the margin of net 
income from rental properties and thus the profitableness of new rental 

zs Board of Governors, Federal Reaerve System, PO&trror Ewnomic Studiu, no. 6, 
p. 10, June, 1M6. 
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housing construction. Market activity declines as new demand slackens, 
the rate of new construction drops, and subdividing activity comes to 
an end. The psychology of a falling market drives out speculators and 
promotes caution on the part of potential participants. Lending insti
tutions become conservative as buyers who bought beyond their means 
at inflated prices either voluntarily or involuntarily separate from their 
properties. This trend is accentuated if the downward phase of the 
housing cycle is accompanied by business depression, unemployment, 
and reduced incomes. A business depression also accentuates the down
ward movement by stimulating outmigration and doubling up and by 
leading to the deferment of marriages, all of which reduce the demand 
for housing and hasten the fall in rents and prices. 

The end of the cycle leaves the housing market in a state of prostra
tion, with yacancies high, rents and prices depressed, credit tight, building 
activity low, a low rate of transactions, and a high incidence of defaulted 
loans. It remains for the processes of recasting loans, disposing of bur
densome property obligations, and foreclosure and sale to set the stage 
for recovery, which begins with a rise in the demand for housing space. 

It has been observed that the period from peak to peak in the real 
estate market cycle is rarely less than 15 years." This relatively long 
cycle is in part the reflection of the nature of the commodity, a com
plic&ted, costly durable consumers' good, which takes long to produce 
and very long to consume. Thus, the recovery phase of the cycle is 
long and the decline is relath·ely rapid. The long production period for 
housing is explained by the fact that production is not promptly sensi
tive to changes in demand and that a substantial -oversupply may be 
created before building activity is halted; in the recovery movement, 
the oversupply may take long to absorb, and the building industry is 
characteri..o::tically sluggish in responding to the demand impulse. The 
rental market, dealing in a commodity that is more of the nature of 
other consumers' goods, is not so violent in its movements as the home 
sales market. 

There can be no doubt of the powerful effect of general economic 
conditions on the cyclical movements of local housing markets. How
ever, the basic sources of in..o:tability are local in nature and the most 
important of all is the change in the local demand for housing space 
relative to supply. 

Recent Housing Market History. A brief summary of the fiuctua-. 
tions in the housing market between the two world wars w-ill serve to 

z• Weimer, Arthur !.I., and Homer Hoyt. Principlu o/ L'rbma Real Eatate (New 
York: The Ronald Press Company, 1939), p. 1.23. 
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illustrate the movements of the interrelated components of the cycle 
and to give perspective to our present position. At the end of the First 
World War the market was at a low ebb of activity. Real estate trans
fers had reached a point that. was lower than at any time during the 
preceding 20 years. The house-building activity was depressed as a result 
of wartime restrictions. Rents had begun to rise from prewar levels 
as a reflection of the low rate of building and the movements of popu
lation to war-production centers. Building costs were rising in keeping 
with intensive construction activity in the building of war facilities. 

In the first two years after the war, business conditions were irregular 
and uncertain. Commodity prices rose rapidly to a peak in 1920 and 
building costs followed the same trend. The postwar housing shortage 
forced rents upward sharply, and in 1919 building activity rose sub
stantially from its wartime low. The readjustment in the price struc
ture that took place in 1921 and the business depression that extended 
well into 1922 were preceded by a slump in building in 1920, which was 
neither severe nor lasting. In 1921 residential construction bounded 
back to a point higher than in 1919 and by 1922 had reached a new 
high level. Rents continued to rise, although the rate of increase had 
begun to level off by 1922. Building costs dropped from their 1920 peak 
to a postwar low point in 1922. 

The period from 1922 to 1925 was one of extreme activity. Rents 
I continued to rise, building costs moved upward to a peak in 1924, and 
real estate transfers mounted to a very high level. This boom in the 
housing market was the concomitant of prosperous business conditions 
and rising prices in the stock market. The height of building activity 
was reached in 1925, along with the highest point in real estate transfers 
and mortgages made. It is notable, however, that building costs and resi
dential rents reached their peaks in 1924 and had begun to fall off by 1925. 
The year 1925 was also marked by the beginning of a rise in fore
closures. 

From the turning point in 1924 and 1925, the real estate market began 
a descent that was not to be checked until 1933. Market activity was 
accompanied in its decline by a falling of the rent level and reduced 
residential building. Building costs also fell, while foreclosures increased 
substantially from year to year. The stock market crash in 1929 did 
little more than slightly enforce the trend that was already well estab
lished in the housing market. Rents continued to drop toward their 
low point at the end of 1933, and foreclosures continued to rise to a 
peak in the early months of that same year. Building costs turned up 
slightly in 1933 but residential construction was showing no sign of 
recovery. Activity in the real estate market was at the bottom. 
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The recovery from this period of collapse was gradual until the effects 
of the war economy became apparent. Construction activity rose slowly 
to the prewar peak of 1941. Rents increased modestly from the depres
sion low point and stabilized in- 1938 at a point that was fairly well 
maintained up to the time rent controls were instituted. Foreclosures 
had been checked in 1932 through the ministrations of the Home Owners' 
Loan Corporation and, except for a spurt in 1935, fell off rapidly as· 
market conditions improved and business prosperity returned. Building 
costs rose to a high point in 1937 and then declined somewhat until 
1940, when the first effects of the war economy were felt. 

The war period introduced many abnormal factors into the housing 
market. Rents were held level under Office of Price Administration 
controls and building costs maintained a fairly constant level in part, 
at least, as a result of price controls on building materials and controls 
on wage rates. In the fall of 1941 residential building along with all 
building activity was placed under a limitation order and the dwelling 
units produced during the war period were restricted to those necessary 
for the housing of warworkers in war-production areas. House building 
in 1942 and 1943 was substantial but dropped to a low point in 1944 
and 1945. Real estate activity as measured by transfers fell sharply 
from Pearl Harbor to the early months of 1943. From that point, how
ever, activity rose sharply as a reflection of the great internal migrations 
that were occurring and housing shortages were appearing in war-pro
duction centers. The shortage resulted in forcing families to purchase 
homes in order to find accommodations. 

At the end of the war the housing shortage was intensified by the re
turn of men from service, by the unusually high marriage rate, and by 
the disinclination of wartime immigrants to war-production centers to 
return to their former homes. Market activity continued to rise and 
building costs advanced precipitously. New construction recovered with 
a fair degree of rapidity in terms of projects started, but, because of the 
intense material shortages, building projects were not completed rapidly 
and the construction period was extended from a normal of 3 to 4 months _ 
to a period of 8 months to a year. By the end of 1947, house-building 
costs had reached a point some 80 per cent above the prewar level and the 
volume of construction was at a rate higher than any year since 1925. 

Manifestations of Instability. The housing market is notorious for its 
history of wide swings in activity and in price levels. During the last 
30 years, the adults of today have witnessed this instability and in many 
cases have suffered from it. As outlined in the preceding section, the 
market is just now rounding out a full cycle, which began with the ex
treme housing shortage following close upon the First World War. Again 
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we are suffering from an intense shortage, even more painful than at the 
beginning of the cycle some 27 years ago. The market reaction to this 
shortage may be the beginning of another round of excessive subdividing, 
overbuilding, high costs and prices-and then retribution of collapse and 
liquidation. 

The wide swings in production activity, in sales, and in prices and rents 
·are not the only significant manifestations of instability in the housing 
market. Instability is also a lack of balance among the forces in the 
market. Internally, the market is stable only when production is bal
anced with demand in both a quantitative and qualitative sense. Ideally, 
the market must provide a sufficient, but not an excessive, supply of hous
ing so that each family is accommodated in accordance with its needs and 
its capacity to pay-in terms of size of unit, type of structure, location, 
tenure, and price or rent. 

Not only is the housing market relatively insensitive to changes in de
mand, so that gross surpluses and shortages appear and persist, but the 

· market machinery is ineffective in meeting the needs of certain groups 
within our population. This form of internal instability is evidenced 
by the extensive occupancy of substandard, antisocial housing; by the 
disproportionate financial burden of housing among families of modest 
income; by the lack of an adequate supply of housing for large families 
at rents and prices within reach; by surpluses on one side of town that 

1 are concurrent with shortages on the other side. The result of these 
maladjustments is to force many families into an unnatural housing state 
in which the dwelling is badly fitted to their needs, inadequate in quality, 
or too high in cost in relation to income. 

The failure of the house-building industry to produce the kinds of 
housing that the market really needs has been illustrated during several 
phases of the real estate cycle that is just ending. During the first years 
of the building boom following the First World War, the industry con
centrated on single-family homes for sale at a time when rental units were 
badly needed for the unusually large number of new families. Then, hav
ing overbuilt single-fainily. units so that the general vacancy rate began 
to rise, there was a great increase in apartment construction, primarily 
because of the salability of the mortgage bonds used to finance the apart
ment buildings. Today we are seeing the beginnings of a repetition of the 
first postwar phase-building for sale. The reason now is the same as 
then, a chance for a quick turnover of capital at a good profit. Builders 
are manufacturers and do not ordinarily produce housing to hold as an 
investment. As long as the demand for new homes for owner occupancy 
holds up, we may expect most building to be of this character. 

There are other types of instability with which the housing market is 
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plagued, which might be termed "external" in the sense that ~bey re
flect lack of adjustment with other segments of the economy. Thus, at 
times, the rate of investment in housing is disproportionate to·investment 
in other forms of wealth, relatively either too great or too small. In addi
tion, it is often argued that the share of family income required to provide 
adequate shelter is greater in terms of value received than the ·share 
spent for other goods and services. A discussion of these matters would 
lead into the complexities of our entire economy and cannot be adequately 
treated here. 



CHAPTER 12 \./ 

LAND INCOME AND VALUE 

The forces of the urban land market, interacting within an institutional 
framework, are the final determinants of the uses to which urban lands 
are put, the nature and amount of improvements to the land, and the 
timing of the improvement. We have already examined the character
istics of these underlying forces of demand and supply and the mechanics 
of their interacting. We now turn to a discussion of the economic con
siderations that guide the decisions of owners and prospective investor
owners of urban properties with respect to the utilization of specific par
cels. As in other realms of economic activity, the basic motivation is the 
maximization of return or net. income. For this reason, we shall start 
:with an analysis of the nature of land income. Oill' first concern is with 
gross income· and thus with the market behavior of prices paid for the 
services of urban space. We shall then need to study the costs of mak
ing urban land productive of valuable services; and, finally, we shall be 
in a position to appraise the nature of net income, variously termed "land 
income," "rent," and "site rent." 

Urban land has value for man as the locus of his many activities. In 
the case of residential property, land and its improvements provide direct 
consumer services; in its industrial and commercial use, land is a factor in 
the production of goods or services that are offered for sale~ The pay
ment for space by both the householder and the businessman is in re
turn for direct services in contrast with the return from agricultural land, 
which takes the original form of the physical products of the soil. The 
value of the services of urban land derives in large part from the loca
tion of the land, and the value differences among plots are primarily a 
reflection of the differential advantages of particular sites as the locus of 
various activities. The differences in the value of agricultural lands lie 
in differences in both fertility and proximity to markets. 

Urban land provides area and support for buildings and the other 
capital improvements that combine to make it usable; the improvements, 
which during their physical life become an integral part of the land, 
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provide shelter and facilities that are essential to its use as housing or 
for commercial and production purposes; the location-i.e., tli.e space 
relationships with all other urban activities and with all other physical 
features of the landscape-invests the land with a complex quality of 
convenience that is the primary basis of its utility in the urban economy. 

! The gross payment for the services of improved urban land, where raw 
!"and and capital have been combined to produce val~able utilities, must, 
in the long run, cover the following shares if investment of capital iD. 
ownership and improvements is to be induced: the current expe;nses of 
operation for the property; a return on the capital invested in improve
ments and an amount sufficient to amortize all capital loss over the 
economic life of the major wasting improvements; and an additional re-:
turn high enough to outbid ~fgricultural use and !'til other urban uses that 
are competing for the site. IThe return on the 'total investment must be 
high enough to attract capital in competition with alternative investments 
in other fields. ·r This general statement applies both to. income properties 
and to owner-occupied properties such as homes where the direct returns 
are not in dollars. The significance of this distribution of the payment 
for the services of land will be considered later in this chapter .. At this 
point we are to review some of the characteristics of the gross income of 
property owners. 

Gross Income 

Gross income is a function of rental rates and· occupancy or, phrased 
differently, of price and volume of sales. The volume of sales is measured 
in terms of the duration of the services. that are sold and paid for. It is 
significant that the services of urban real estate may not be consumed in 
advance of the day of their release; they perish with the passage of time, 
whether or not they are utilized, and are not recoverable. Thus the land
lord can:10t build up an inventory for future sale or hold for a higher 
price; he must sell his entire stock from day to day or the opportunity 
is forever lost. 

• It will be convenient to use the term "price" in its generic sense and· 
to include under this term the market expressions of contract rent, sales 
price, and cost of ownership. These three values tend toward equivalence 
and move together in the market, though with unevenness. ~a.les_RriQe, 
th~ _price that a buyer normally is willing to pay _after considering al
ternatives, represents the present or discountecf value of future rental 
values. The cost of ownership is a function of both contract rent and sales 
price; the owner must recognize a cost of occupancy that is at least as 
great as the rental income he might otherwise be receiving if he were to 
rent out his property and no smaller than the total of the interest on the 
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investment, taxes, maintenance, and depreciation, which total, in the long 
run, is in balance with the rental value. 

The market price of space, over the long run, is basically an expression 
of its productivity or, to be more realistic, of the forecasts of men with 
respect to its future productivity. The current market price at times 
may not be in harmony with current productivity but rather may rep
resent a discounting of future levels of productivity that are higher or 
lower than the present. Thus a merchant may pay a higher rent than 
initially will permit profitable operations in a newly developing retail 
subcenter because he foresees much higher levels of sales in the future. 
Or an investor may purchase a store building at a price higher than 
is justified by the current rental returns because he anticipates an ap
preciation in the productivity of the location and thus a rise in gross 
rental income. Current market price is strongly influenced by the 
balance of demand and supply and thus may depart from a reasonable 
relationship with. use value because of the desperate need for shelter 
during a housing shortage or, at the other extreme, the urgency of sellers 
when vacancies are high. 

Over the long run, prices tend to move about costs of reproduction, 
including, of course, the price that must be paid for land of the same 
site qualities. For example, in the residential market, prices are held in 
;check by the option open to householders to rent, to buy, or to build a 
house for their own occupancy. Because of the fixity of supply and the 
long production period, market prices move well above or below the cost 
level in response to short-run situations. Also, cost and market price tend 
to separate for custom-built homes in the upper price ranges and for 
special-purpose commercial, industrial, and public buildings. 

In forecasting gross income for rental housing it is customary to allow 
for an average vacancy of as high as 10 per cent for some types of 
property. Vacancy rates vary among various types of land use and 
among communities. Of course, actual vacancies fluctuate widely with 
changes in market conditions. During the depression of the thirties, 
vacancies in upper-class apartment houses ran up to 15 to 20 per cent 
in many cities; vacancies in office space reached levels of 30 to 40 per 
cent. The postwar space shortage has brought occupancy in all types of 
structures to virtually 100 per cent. Local customs, such as the use of 
year leases, influence the rate of tenant turnover and hence the vacancy 
rate, since a change in tenants often creates a vacancy during the time 
required to find a new occupant or during the time required to redecorate 
the unit. Over the long run, residential vacancies tend to be relatively 
low in communities that are economically stable. Turnover of tenants 
is at a lower rate than in less stable places and the effects of business 
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slumps are milder in terms of enforced doubling up and out!I!igration. 
As a rule of thumb, a 4 or 5 per cent vacancy is often said to be "normal"; 
at this point supply and demand are in such balance that rents and prices 
are not influenced by either a surplus or a shortage and are in equilibrium 
with costs of reproduction. Actually, the "normal" vacancy varies among 
communities and probably ranges from 2 to 7 per cent. 

Land income, which is the conditioner of business decisions, is usually 
measured in terms of dollars. Of course, custom-built residential prop
erties may return to their owners psychic satisfactions of such unique and 
subjective a nature as to have no established market value. And there 
are special-type nonresidential structures, sometimes monumental in pur
pose or possessing publicity value, which provide a return that is not 
readily assessed through the market processes of price determination. 
But for most properties, the market price in dollar terms is one of the 
two dimensions of the gross income of land, the other dimension being 
quantity or duration. 

The two determinants of gross income-price and quantity or occu
pancy-tend to move together in the fluctuations of the market, with price 
changes lagging slightly behind. The first repercussion of increasing or 
decreasing demand on the relatively fixed supply of space is evidenced 
in the occupancy ratio. When occupancy falls off, price concessions 
are made in an effort to maintain gross income; when occupancy rises, 
prices can often be raised without adversely affecting the occupancy ratio. 

At the bottom of the market swing, landlords sometimes attempt to 
preserve their rent schedules by giving "concessions" to ·tenants in the 
form of a month or two of free rent; thus the tenant pays an unreduced 
monthly rental rate but for only 11 months out of 12. There is a point 
below which it does not pay to operate rental properties, i.e., when the 
gross income is less than the operating costs created by use, such as 
heat, light, janitor service, water, etc. 

The range of fluctuations in market prices is substantial for all classes 
of real estate. Residential rents declined more than 30 per cent from the 
high levels of 1924 and 1925 to the depths in 1932 and 1933. It is not 
hard to find examples of sales prices of particular properties that sold in 
the shortage of 1946 at 250 to 300 per cent of. their price in 1933. The 
change from 1940 to 1946 in the general price level of single-family homes 
was an increase of 60 to 100 per cent. Retail and office rents are also 
subject to wide fluctuations in response to shifts in demand. 

Land Utilization Costs 

Since the basis of economic decisions affecting urban land is the present 
and future productivity as measured by net income, we must examine the 
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nature of the costs that must be charged against gross revenue. Some of 
these costs, such as interest and depreciation, are functions of the amount 
and nature of the capital invested in the enterprise; other costs, such as 
expenditure for fuel and maintenance, are required for the productive 
operation of the property. Let us first examine the nature of the costs 
of production of urban land that are capitalized by the entrepreneur. 
The cost of the physical improvements, including the structure, and the 
ripening costs where they have been foreseen and deliberately incurred, 
combined with the cost or the value of the land, appear as "real estate" 
among the assets on the initial balance sheet of the enterprise. 

Raw land has little or no value for urban purposes; it must be proc
essed or improved in order to release its latent utility. The costa of 
modifying land in its natural state to prepare it as a site for a building 
or for other of man's activities are substantial. First comes the processing 
of the surface, involving clearing, grading, and draining. Then there are 
costs of accessibility arising from the provision of roads and sidewalks 

·and the installation of essential utilities such as water and electric-service 
connections. Some of these costs, such as street installation and utility 
mains, are usually direct charges against the property; the costs of other 
public facilities that enhance the accessibility and usability of urban sites, 
such as major traffic arteries and sewage disposal plants, are met by 
general tax levies. Such costs are capitalized by the entrepreneur in the 
lorm of a reduction in land value; they appear as part of the tax burden 
in the form of operating costs; and the share that the property is re
quired to bear is not usually proportionate to the benefit received. 

Another set of costs arises from the necessary time interval between 
the beginning of the improvement process and the time when revenue 
is first earned. As in other manufacturing processes, interest is charge
able on capital tied up during land preparation and construction; in 
addition, land taxes accumulate during the same period. For large and 

- complex structures such. as hospitals or office buildings, the construction 
period may run up to 2 years, and the interest and tax costs are sub
stantial. Where a new use is replacing some other urban land use, the 
.process of supercession often involves the demolition of the existing 
structure and may thus create an additional cost of production. 

Ripening costs are a species of waiting costs that are often encountered 
in real estate development. As the agricultural land that borders the city 
comes within the expanding orbit of urban influences, it is said to ripen 
into urban use and finally is ready for subdividing. Internal changes 
in the city structure also induce the ripening of certain sites into loca
tions appropriate for higher uses, for example, the replacement of a 
residence by a commercial building or the utilization of a parking lot as 



LAND INCOME AND VALUE 351 

the site of an office building. Because this process of change is ~rregular 
and unpredictable and because the unit of production is large, land de
velopment is accompanied by a group of costs known as "ripening" costs. 
If the owner could judge the exact time when the market would absorb 
all the units of space to be produced, no costs of ripening need exist. 
If the outward expansion of urban influences and the internal structural 
shifts were gradual and predictable, each unit of property could be held 
in its original use until the appropriate and profitable time to make the 
shift. Each acre of agricultural land would be kept under cultivation 
until the time when it was needed for immediate use as building sites. 
In actuality, many errors in judgment are made by owners, and market 
analysis is extremely difficult. In committing a plot to a given use by the 
erection of a building, it is impossible to predict the time when a shift in 
the environment will justify a change in use, which, if it comes before 
the end of the useful life of the original structure, involves a cost 
created by wrecking the existing building to make way for the new. It 
is equally impossible to foresee whether the original use will become un
profitable in advance of the time when a different use becomes appro
priate. 

Another cause of ripening costs is the fact that the most ecQnomical 
unit of production, from a long-run viewpoint, often provides~ space 
th!,I!..can be immediately absorbed. Thus the subdivider counts on a year 
or more before his lots are sold and a longer time before they are in use; 
a large office building or apartment is counted on to take many months 
to attain normal occupancy. These delays create carrying costs that 
are in the nature of ripening costs and are legitimate costs of production. 
It is to be noted that ripening costs are not readily controllable; they are 
created by market conditions, which the investor attempts to prejudge 
but which he cannot manipulate. The costs are in the form of interest 
charges, taxes, or operating expenses and are determined by the time over 
which revenues are insufficient to meet such costs. No investor know
ingly incurs ripening costs save of the kind that are a reflection of the 
economical size of the unit prepared for use. But because of the im:.. 
perfections of the market, the inherent obscurity of future market shifts, 
and the fallibility of entrepreneurial judgment, ripening costs are a 
real burden on many properties. 

The components of usable urban land that do not have a measurable 
cost of production are the space and support provided by the earth's 
surface-i.e., the raw land that is the gift of nature-and location .or 
situs-i.e., the valuable physical fact of proximity to a complex of other 
urban functions and functionaries. 

The extent of processing or improvement of land is so great for most 
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urban land uses that in the final combination of land and improvements 
the original raw land occupies a position of minor economic importance. 
For example, on a prewar basis the original price of acreage for sub
dividing may have run from $500 to $1,000 per acre, or from $100 to $200 
per building lot. The cost of land preparation, streets, and utilities 
ranged from $500 to $750 per lot. In order to provide shelter services, 
this prepared land had to be ·combined with a house that normally cost 
four to six times the price of the improved lot, or, let us say, $5,000 in 
this case. In this exampl~ the original raw land thus represents only 2 
to 4 per cent of the final direct capital cost of the property. For other 
classes of land use, raw land may represent higher proportions of the 
final improved total cost but rarely over 5 to 10 per cent. An exception 
is a parking lot, which requires only grading, surfacing, electric service 
for lighting, and a small structure for the attendants. 

In order to release the utility of the combination of land and im
provements, another set of costs must be incurred to cover operations. 

·There are outlays to cover heat, utilities, maintenance and repair, and 
rent collection losses. Insurance is an additional cost, which is incurred 
whether or not the property is occupied, and property taxes constitute a 
substan~ial burden, which must be carried regardless of occupancy. 

We now come to those charges against revenues which are functions 
~;>f the total investment in land and buildings. The property owner 
rightly expects to receive an entrepreneurial return on his total invest
ment. In addition, the enterprise will not be sound unless his capital in
vestment is preserved; it must be returned to him out of the proceeds 
of operations during his ownership, plus what he recovers through dis
position. From the moment a new building is completed there is a com
plex set of forces that conspire to reduce its productivity. The structure 
itself deteriorates physically over time; it becomes gradually obsolete in 
design. In the case of housing properties, the neighborhood usually 
becomes less attractive as the structures age and the character of oc
cupancy changes. Operating costs tend to rise as the structure becomes 
older, vacancies increase, and the rental rate drops. Eventually there 
comes a time when revenues no longer cover the costs of operation, and 
the economic life of the building is at an end. But the land remains and 
generally has some value. It is the difference between this terminal value 
and the original capital investment including land that represents the 
loss in value that must be covered out of earnings during the economic 
life of the building. This cost or loss, which is not actually realized 
until the end of the life of the improvement, is generally recognized in 
the accounting of the owner by an annual depreciation charge, an amount 
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that is estimated to be sufficient to cover the loss in value d-qring the 
productive life of the property. 

The balance of revenue or profit, which .remains after the deduction 
of operating costs and depreciation, is the major consideration in business 
decisions with respect to property development. The general objective 
is to maximize this net return over the life of the improvement. · Thus 
the nature of the improvement and the size of the investment are deter
mined by the owner's or prospective owner's estimate of what kind of de
velopment will yield the highest residual return. . The market price of 
vacant land is based on estimates of the maximum profit that can be 
produced through the most favorable of the alternative development 
plans. . 

Differential Returns and Capital-cost Combinations 
When a given parcel of land is combined with various kinds and 

amounts of improvements and structures, different patterns of gross 
revenues and costs, and thus different net revenues, will result. Also, 
when the same kind and amount of improvements and structures are 
combined with parcels in different locations, various net revenues will be 
produced. The possible combinations of capital investment and costs 
that may be involved in the development of land are infinite. A wide 
variety of land uses are possible for each site and the investment in 
improvements appropriate to each land use may vary over an extreme 
range. Furthermore, costs of operation can be varied to some extent 
at the will of the owner. Each capital and cost combination will yield 
a different net revenue when applied to a given· parcel of land. In 
general, the law of diminishing returns is operative, i.e., a point is 
reached in the successive application of capital improvements and cost-: -
creating services where the additional return received per-uD.ifotcapitaL 
arid labor begins to decline and finally disappears., The vanishing point 
is the intensive margin, where the value of the additional product just 
meets the costs of the added capital and labor that are necessary to pro
duce this increment. · · 

The variables that determine the net return that can be produced by 
the development of any urban site have already been mentioned; they 
are the location of the site, the nature of the land use, the amount of 
the capital investment, the operating costs, the productive life of the 
improvements, and the loss in value during the life of the improvements. 
It is the location of the site that is the key factor. The location deter
mines the nature of the land use that is appropriate; the nature of the 
use largely controls the nature and amount of the improvements; the im
provements, in turn, are determinants of operating expenses. The location 
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also influences the loss in value, since the major salvage value at the 
end of the life of the improvements derives from the value of the land at 
that time; this value is determined in large part by the nature of the 
locational factors. Thus the location is primary in determining, on the 
one hand, the level and pattern of gross income, and, on the other hand, 
the costs or charges against this income. It follows that the locational 
differences among urban sites are responsible for the differences in the 
patterns of development that can extract the maximum net revenue and 
thus the differences in the .net revenue itself. In agricultural land, it is 
the differences in both fertility and location that account for the differ
entials in rent; in urban land it is location that is controlling. 

Land is said to be two-dimensional with respect to its productivity. 
Certain sites yield a relatively higher return per dollar of cost incurred 
than other sites and are said to have a higher efficiency. The other 
dimension, capacity, refers to the amount of the costs that are required 
to produce the maximum return from a given site, an amount that varies 

·in accordance with the type of land use. Thus within the central business 
district there may be found side by side a parking lot and a many-storied 
office building perhaps producing the same net return or rent. The park
ing-lot site has low: capacity and high efficiency while the other site has 
high capacity and relatively low efficiency.1 

1 There are a number of factors other than location that condition the 
characteristics of urban land developments. In the first place, it is 
not possible to vary the costs by small gradations in many cases. A vail
able urban land is usually found in parcels that were established by the 
original plot and often cannot be expanded or contracted readily or altered 
in proportions. Both size and shape are limiting factors in development. 
This principle is understood by appraisers when they recognize a value 
element termed "plottage," which reflects the fact that the value of two 
contiguous parcels when combined in one ownership may be greater than 
the sum of the value of the parcels in separate ownerships. Even pe
ripheral land that has ripened for residential use must be acquired by 
subdividers in large tracts, which may or may not be of a size that fits the 
market needs. Thus part of the land may have to be withheld from 
subdividing and marketing for a time, incurring waiting costs that derive 
from the accident of ownership. Furthermore, land developers are some
times forced to accept land that is unsuitable for platting in order to 
secure title to the tract of which it is a part. 

Other limiting factors arise from the physical aspects of structures. 
For example, an office building may be built to various heights, but the 

1Ely, R. T., and G. S. Wehrwein, Land Economics (New York: The Macmillan 
Company, 1940), p. 130. 
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differential can be no smaller a unit than one story. Dwelling houses 
over a wide range of size and capacity have common equipment, which 
varies but little with the size of the dwelling, such as a heating plant, 
plumbing and sanitary equipment, utility connections, kitchen equipment, 
and other items. Thus the minimum investment in a dwelling normally 
includes those features which are common to all dwellings. -

The intention of the owner with respect to the physical and useful 
life of the improvements may have a marked influence on the proportion- · 

· ing of the costs. Where the owner foresees future shifts in the retail 
structure, for example, he may improve vacant land with a single-story 
"taxpayer," which is later to be replaced by a multistory structure when 
the time is ripe. A structure built on a site that is expected to maintain 
or improve its locational characteristics over a long period may be built 
more substantially and thus more expensively than a building on a site 
that may be more subject to environmental change. Some structures are 
built with a view not alone to resistance to physical deterioration but 
also to the minimizing of costs of operation and maintenance. Long 
physical life becomes particularly important where the financing of the 
project calls for a long period of amortization. 

There are differences in skill in designing structures, which will be re
flected in the capital investment; and there are differences in the efficiency 
of management, which influence costs of operation. Costs are sometimes 
affected by the special desires of the owner for prestige or his unique 
evaluation of amenity returns; buildings are given a monumental aspect 
at a considerable extra cost, or an occasional owner may place his 
home on a precipitous building site at great expense because of the 
high subjective value that he places on the view. 

Another limiting factor to land development, particularly as applied 
to large projects, is the influence that a large increment of supply will 
have on market price. Thus the project must not be so large as to depress 
the market below the level that will make the development economically 
sound. The physical characteristics of the site often affect construction 
costs by requiring special treatment of uneven terrain or unfavorable 
subsoil conditions. Finally, there is a wide variety of institutional factors 
that limit and condition the development and operation of real estate. 
Subdivision regulations, zoning, building codes, sanitary and safety codes, 
customs, and prejudices all play a part. 

Value and Valuation 

In the foregoing sections, we have laid the groundwork for an und~~
standi~g of the basic entrepreneurial calculation that, in the practical 
operatwns of our economic system, determines the use to which land is put 
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and the particular combination of capital improvements and operating 
costs joined to exploit the site. The nature of gross income was con
sidered, as well as the charges against gross income to cover operating 
expenses and to replace the capital invested in the wasting assets of 
the enterprise (primarily the structure); the balance represents the re
turn on the capital investment or the profit of the enterprise. It will 
appear as the explanation proceeds that as a matter of arithmetical con
venience the return on the assets of the enterprise is conceived to be 
split between that return pn the wasting portion and that on the un
impaired portion. Actually, the productivity of the enterprise is an 
undifferentiated stream of services or revenues, which can be partitioned 
only in the accounting sense of applying portions of the total return for 
certain purposes. There is no implication that the division of the in
come stream is directly related to the productivity of the cost item or 
asset to which a portion of the revenue is applied for purposes oi account
ing or for determining the net worth of the enterprise. 

The business calculations that determine how urban land shall be de
veloped are no different, fundamentally, than investment analysis in 
other fields. The entrepreneur seeks that combination of the factors of 
production, in this case primarily land and buildings, which will yield the 
most favorable· return. This calculation is often erroneously referred to 
~s land valuation; actually it is just as truly building valuation. The 
value in which the entrepreneur is interested is the net worth of the 
enterprise based on anticipated profits. If he assumes that so many 
dollars must be invested in the buildings and land improvements, then 
the calculated net worth less this sum will represent what he would 
be justified in paying for the land. But if he assumes an acquisition cost 
for the land, then the balance of the net worth after deducting land cost 
will represent what he would be justified in paying for the building and 
improvements. His decision to proceed with the investment in the enter
prise will depend upon the relationship of the hypothetical initial net 
worth of the proposed land development and the necessary or actual total 
capital cost of acquiring the land and erecting the buildings. 

The traditional appraisal term, "highest and best use," simply describes 
that form of land development for a given site which, in comparison with 
alternative development schemes, will justify the highest payment for 
land (either as contract ground rent or purchase price) when the cost of 
buildings and improvements is assumed as a given amount. There is a 
strong tendency, in the urban land market, for each site to be developed 
in its highest and best use through the competition of entrepreneurs who 
have various plans for the use of the land in different combinations with 
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the other factors of production. It is through this pi"ocess that the land 
use pattern of the city is developed. 

It is impossible to separate the concept of land value from the notion of 
the project or enterprise. The development and utilization of urban land, 
while it may be carried on by an individual in preparing land for his own 
use, has the major attributes of a business enterprise, in which the factors 
of production are brought together and the utilities thus created are 
judged in fiscal terms. Even in the case of a landowner building his own 
home, fiscal considerations play a major role in his decisions; he considers 
the relative costs of owner- occupancy and tenancy, and he looks ahead to 
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the resale value of his home. For income properties such as apartment 
houses and office buildings, the enterprise approach is universal. The 
determination of the "value" of land, as the term is commonly accepted 
by appraisers, is a by-product of the entrepreneurial-enterprise calcula
tion, which is demonstrated in Chart 7. 

We must start with a specific parcel of land in mind, which is to be 
improved in accordance with a definite program of development. Line 
AZ represents the forecast of future gross revenue up to year M, reflect
ing all the possible influences on price (rent levels) and occupancy which, 
over the years, will bear on the productivity of the project. 

CO represents the forecast of annual operating expenses--heat, light, · 
upkeep, taxes, insurance, etc. (but not including depreciation). It might 
be more realistic to assume that, as the structure ages, these costs will tend 
to increase; but for purposes of illustration we are assuming them to be 
constant. 

Before the enterprise can show a net return, provision must be made 
out of earnings to recapture and return to the investors that part of their 
original investment which will be wasted or lost, for whatever reason~ 
by the time of the liquidation of the enterprise. The enterprise, in so far 
as it involves the original structure and purpose, is ready for liquidation 
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when revenues fall below those costs which are created by operation, so 
that there is less loss through demolishing the building and holding the 
land vacant, or when the nature of the location has so changed that a 
new enterprise, involving the replacement of the original improvements 
before the end of their normal life, will be able to yield a higher net 
return than the original enterprise. 

Returning to Chart 7, we can now see that area ACP represents the 
net income of the enterprise after providing for operating expenses. Out 
of this net income must come the replacement of wasted assets (commonly 
called "depreciation") and a return for each period on unretired capital. 
For purposes of ~nalysis, this net income stream can be split into return 
on that portion of the original investment which is not wasted, usually 
the land, and. a replacement of the wasted value together with return 
on the unretired portions of the wasting asset value. In Chart 7, BC 
represents the amount of the annual return on the permanent assets of 
the enterprise, and the series of declining annuities represented by area 
ABX must replace the loss in value and pay a return for each period 
on the then unretired value of the wasting assets. 

The economic life of the project is N years. If the project is continued 
in operation after this time, it will return a lesser amount than could 
be secured by replacing the improvements and starting a new enterprise; 

I for, as will appear, the annual return BC is proportionate to the terminal 
value of the enterprise, which, in turn, is based on productivity at the 
end of economic life. 

This chart illustrates the basic valuation formula. If it is desired to 
place a value on a vacant parcel of land, the first step is to assume a use 
and a development program. On the basis of these assumptions an 
estimate of gross revenues (AZ) and operating expenses (CO) may be 
made. An estimate is made of the loss in value during the life of the 
project, usually equivalent to the cost of the improvements. A calcula
tion is then made of the portion of the revenues that must be assigned to 
replacing the loss and paying a return from year to year on that part of 
improvement cost which has not been returned (ABX). The balance, 
in the form of a level annuity (BC), is capitalized to place a present 
value on the terminal or liquidation value of the enterprise, usually 
equivalent to the land. The anticipated loss in value (usually the cost 
of improvements) and the estimated residual value of the enterprise 
(usually the land) are added to give a total present value of the pro-

• posed enterprise. The effective value of the land is that value which 
results from the most favorable improvement program, i.e., the highest 
and best use. 

It is now apparent why land income or rent is often said to be residual. 

' . 
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As a practical matter, business decisions concerning the use of land are 
based on calculations of the return to be produced by alternative uses 
and various combinations of land improvements. These calculations do 
not begin with an assigned value for land; such a value is the end 
product. In the case of a landowner, the question is what development 
program for the use of the site will yield the highest return; in the case 
of a prospective purchaser of the land, the question is how much is the 
land worth in light of the income to be produced under the most favorable 
development program. Land is residual in the sense of permane:qce of 
value. Physically it is nondeteriorating, and, unlike the improvements 
and structures, rarely becomes valueless. Even when the buildings be
come dilapidated and uninhabitable, the land, when cieared, has .some 
value. And finally, in an accounting sense, land may be viewed as the 
residual claimant. Land is generally associated with the "equity capital 
of the enterprise. The financing for most types of projects usually in
volves a contribution by the entrepreneur of the land .and little more. 
The capital required for the improvements is mainly borrowed.. Thus, 
after operating expenses, the first claim to earnings is debt service, which 
normally retires the debt at a rate faster than the loss in value of the 
project. Since the debt is roughly equivalent to the cost of improvements, 
which, in turn, is roughly equivalent to the loss in value of the enterprise, 
all revenues after debt service are sometimes considered as the residual 
return to land. Even when no borrowed capital is involved, i.e., assuming 
the direct investment of all land and capital by the entrepreneur, account
ing practice calls for a depreciation charge to offset the loss in value. 
Thus net income after depreciation is the return on all capital, both that 
which is wasting and that which is permanent. But since the landowner 
would not be justified in investing capital in improvements unless he 
could secure a return on that part of the total investment, it is reasonable 
to consider that from his standpoint such a return has first claim, with 
the return on land as residual. 

It is the view of classical economics that land rent is a residual in the 
sense that land is the fixed factor of production. It is said that urban · 
land is valueless without the ~pplication of capital and labor and that, 
being without mobility, land is fixed and helpless within the local market 
situation. Capital and labor are considered free to move about, and for 
any unit of capital or labor there are many optional applications. Thus 
it is said that the value or price of capital and labor is determined in their 
individual markets, where the demand that originates from potential 
land development plays only a minor part. But, it is said, the value of 
land is a function of the price of capital and labor, for the net return 
of the enterprise cannot be determined without first placing a value 
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(usually at the cost of production) on the improvements. The con
clusion is that the market price of land is determinable only after and in 
part, by the prices of capital and labor, and that therefore land may be 
considered the residual claimant. This argument is based upon the 
classical notion, not accepted in this chapter, that land is immobile while 
the other factors of production are not. We shall attempt to show in later 
sections that the fact that land is physically immobile has little reference 
to the economic problem of allocating land. To the extent to which 
urban land can be put to. several uses and to the extent to which a unit 
of urban land can be substituted for another or can be substituted for 
capital or labor, land is economically mobile. Rent is no more a residual 
claimant than are wages, interest, or profits. Each return to a factor of 
production may be considered surplus or residual, depending upon the 
type of economic analysis employed; each may be considered as payment 
to a factor of production according to its productivity. The latter view 
appears to be simpler, more comprehensive, and on the whole more in 
accord with reality. 

On the basis of the total discussion of land income, it should be clear 
that the product of the valuation formula is an amount that the entre
preneur would be economically justified in paying for land to be devel
oped under an assumed plan; and that this amount is equal to the value of 

:the entire enterprise at time of liquidation (end of economic life). Thus 
the so-called "land value" is not truly the value of the land alone, al
though for all practical purposes it may be so considered. A value figure, 
so derived, is the basis for all business decisions concerning land utiliza
tion, for the entrepreneur seeks to maximize "land return" and thus the 
value by manipulating the inputs of capital and labor. Thus value is a 
function of all future returns as foreseen by prospective enterprisers. 
The returns of the past have no effect, save as indicators of the future. 
The return for the next year bas more weight in determining the value 
than the return for any other year; but any one year is of small relative 
importance, since it is the whole series of future periodic returns which 
is capitalized into the value figure. But, there are other value figures 
associated with land that must be carefully distinguished from capitalized 
"land return" as here defined. For example, market price may vary 
widely from this figure. Unusual pressures of demand often force market 
price well above a value that is a function of future net revenues; at 
other times, when the real estate market is distressed, market price re
flects the distress sales of owners whose equities have been wiped out and 
whose fixed charges, in the form of taxes and debt service, cannot be 
met out of currently reduced revenues. 

It is a rare thing that cost of reproduction (acquisition cost of land plus 
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cost of improvements) and value are equal, for the market price ofvacant 
land seldom reflects the income potential with accuracy. This lack of 
agreement is less rare in the case of residential land, but especially fre
quent for land suitable for the more intensive uses because of the com
plexity of the forces bearing on productivity and thus the wide variation 
in individual forecasts of probable returns. 

In the narrow sense valuation is the process of establishing a value 
figure based upon the most advantageous development program, i.e., the 
highest and best use, through the formula that capitalizes econpmic re
turn. But in practice, the need for a value figure is always associated 
with some specific business decision, such as purchase, sale, advancing of 
funds secured by real estate, condemnation, or the distribution of an 
estate. Under various circumstances, the figure most appropriate to 
the problem may be the capitalized future returns, the market price, or the 
cost of reproduction. Furthermore, the real estate may be in the form of 
vacant land or of developed land that may or may not be in the highest 
and best use. 

In the case of a going enterprise consisting of already developed land, 
the basic formula of valuation is the same as has been described for the 
valuation of vacant land, but the unknown is the amount of the loss 
in value rather than the present worth of th.e terminal value. Since 
the use is already established and the improvements installed, the given 
factors in the formula are the expected gross revenue, the operating ex
penses, and the terminal value of the enterprise, primarily the land value. 
Thus in this case, to the replacement of and return on that portion of the 
present value which is to be wasted during the remaining life of the 
project, is allocated the residual revenue.2 The residual revenue, then, 
determines the waste that the enterprise can support after paying a re
turn on the nonwasting capital and thus the second component to be 
added to the assumed terminal value to arrive at a present value of the 
enterprise. 

The practical problem of valuation or appraisal of real estate calls 
for many compromises in applying the basic value formula. Under 
some circumstances it is very difficult and sometimes impossible to 
differentiate between the returns tnat are assignable to the business that 
occupies the space and the returns that are assignable to the real estate. 
In other cases, the returns are in the form of amenities or services for 
which a market value is difficult or impossible to ascertain. Under these 
conditions, the appraiser falls back on comparisons with the current' 

2 This is the basis of the appraisal axiom that, where an existing improvement is 
not the highest and best use, the building (not the land) is residual. 

r,. 
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market prices for similar properties or on the cost of reproduction as the 
basis of an estimate of the future value loss. 

One of the critical estimates in the valuation process is the selection 
of a capitalization rate. A small difference in rate will result in a large 
difference in the final value figure. The capitalization rate is selected to 
reflect the market return on investments of risk characteristics that are 
like those of the real estate enterprise under consideration. 

Land Return and Ec~ic Rent 
If we are fully to understand the factors and processes of land utiliza

tion and the place of land economics within the framework of general 
economics, we must go deeper than the behavioristic explanation of the 
entrepreneurial calculation of rent that so far has been presented here. 
We must examine land as a factor in production to see whether it be
haves differently from the other factors. We must see rent in its proper 
place in the price system. We must explore the role of rent as a cost of 
production or a surplus or as a monopolistic return. These subjects have 
long been controversial in economic theory. We shall not find space to 
spin out the involved -arguments for the various points of view on rent; 
rather we shall outline the arguments that support the view accepted here. 

Before proceeding with the more controversial issues, certain funda-
l mentals should be reviewed. We are assuming that the profit motive is 

central, although the motivations that condition business decisions are 
often mixed. Professor Griffin has listed some of the noneconomic in
centives that play roles of varying importance in business decisions in
volving investment-desire for power, prestige, social approval, the 
creative desire, the competitive impulse, the desire for independence, 
social obligation, and ethical standards of business.~ Recognizing that 
th~se hedonistic calculations enter i~to business decisions, we must never
theless build our theory about the profit motive and view the noneco
nomic incentives as irregular and secondary .. 

The economic calculation that determines land use can be made only 
when, or under the assumption that, a parcel of real e'State is available 
for development; but it is not necessary to assume that the land is vacant 
and without improvement for the calcula:tion precedent to the redevelop
ment of improved property is the same as that for the original develop
ment of virgin land. The question is simply what combination of land 
and buildings will yield the highest profit to the enterprise, or, to be 
more accurate, what combination will produce returns the present value 

a Griffin, Clare E., Enterprise in a Free Society (Chicago: Richard D. Irwin Inc., 
1949), Chap. 5 
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of which will be the greatest. This latter statement recognizes that the 
present value of future returns reflects the capitalization rate, which, 
in turn, is influenced by the degree of certainty or uncertainty of the re~ · 
turns. Having evaluated the enterprise, it is possible to determine what 
would be a justified price, wage, or contract rent for the various factors 
of production, any one of which can be assigned the residual share if the 
shares of the other factors are assumed. It is in this fashion that land 
"rent" or its capitalized equivalent, land "value," can be calculated. 

Entrepreneurial rent as determined by the economic calculation is a 
measure of maximum value productivity, but it is not necessarily the 
actual market price. In the long run, or in a perfect mark~t, market 
rent would tend to approach this figure through the forces of competition. 
Thus, for purposes of theoretical analysis, we are justified in considering 
entrepreneurial rent as a price at which land transactions are most likely 
to be consummated. It is a measure of the value productivity of land 
when combined with other factors of production in such a way as to 
produce the maximum return on the combination or enterprise and thus 
on each of the factors, includirig land. 

Land and C apitaZ 
The classical economists distinguished land, labor, and capital as the 

prime factors of production. Modern urban land economics finds little 
practical value in the pure definition of land as nature because of the 
fact that land and man-made improvements become so inextricably 
combined. There is no possibility of actually separating out and measur
ing the productivity of the "original and indestructible" qualities of the 
land. We recognize that land pro~des space and support and that, for 
urban land, the most significant and valuable quality of the space is 
location. But the attempt to filter out the contribution of land, as such, 
to the productivity of the enterprise meets· with insurmountable diffi
culties. To start with the simplest case-agricultural land ripe for urban 
residential development-we find that its rent is based on agricultural 
use, which, in turn, reflects a productivity resulting from more or less 
permanent capital improvements such as fences and drain tile, installed 
over the years of cultivation. There are few uses of land that do not 
call for capital improvements, if only roads to provide accessibility. 
Thus unless the land is unusable for any purpose, and hence a free 
good, it is highly probable that a part of its usefulness for urban pur
poses derives from capital improvements or that the contract rent for' 
agricultural use, and hence the acquisition price for urban use, reflects 
existing improvements to the original qualities of the soil. Even the 

• v 
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notion of location or situs is inseparable from the idea of accessibility; 
in urban areas and in most rural areas, the accessibility of any site is 
strongly influenced by man-made capital improvements in the form of 
roads and public transportation facilities. These improvements, while 
not installed on the plot of land in question, are important determinants 
of its economic qualities. Thus we may conclude that the contributions 
to productivity of the original qualities of urban land are effectively 
incommensurable for purposes of analysis, since land and land improve
ments are so inextricably mixed. For all useful purposes, then, land 
with its existing improvements must be not only the basis of the entre
preneurial calculation of rent but also the factor of production to be 
employed for analytical purposes in urban land theory. 

Following the foregoing line of reasoning, we view urban land as the 
joint product, "the parts of which can be segregated according to origin 
only in an arbitrary manner."' In this respect land and other capital 
goods are similar. But such similarity does not justify a complete 
merger of land and capital for analytical purposes, for land retains 
important distinguishing characteristics. For example, the characteristic 
of location is of peculiar importance in the case of land; this feature 
rests on the physical immobility of the land and the relative permanence 
of locational features. The. relative durability of land and the relative 

• inflexibility of supply are differences in degree that are sufficient to have 
' considerable economic significance.6 It is an important basis for separate 

treatment that rent and interest do not move together; in fact, they 
often move in opposite directions, for the levels of rent and interest 
are determined in markets that are essentially distinct and through 
processes that are quite different. For example, the urban land market 
is largely local in scope while the market for most capital goods is 
much broader. 

In summary, rent is the return on a joint product, of which land is 
a major component; thus for our purposes land is not the pure gift of 
nature but that processed commodity which is bought and sold as land 
in the urban land market. Though land and capital have much in 
common, it is useful and practicable to distinguish between them. 

Rent as Unearned 
The classical economists viewed rent as a surplus income, i.e., the 

difference between costs of production including entrepreneurial return 

'Bye, Carl Rollinson, Developments and Issues in the TheoT1f of Rent (New York: 
Columbia University Press, 1940), p. 80. 

"From a purely physical viewpoint, land as space and support is absolutely 
permanent and limited in supply. 
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and the selling price of the product. This surplus was said· to .appear 
on all but marginal land {or at the intensive margin), where the value· 
of the product was just equal to the cost. Rent was considered to be 
unearned, a bonus to the landlord reflecting the excess in the natural 
fertility of the soil above the marginal land. Rent has been treated as 
exploitative and as having some of the characteristics of a monopoly 
income. 

All the foregoing notions tend to set off land as a factor of production 
with unique characteristics, unlike labor and capital in economic be
havior. We do not accept this view; to the contrary, we view land as 
a factor of production with an economic behavior little different from 
that of the other basic factors. We incline to the view that rent is a 
return to land for the contribution that it makes in creating want
satisfying goods and services; rent is compensation: for the productivity 
of land in the same sense that wages are the payment for the productivity 
of labor. Land is valuable because it is scarce in supply in relation to 
the demand for its services. Rent is no more unearned than wages or 
interest, save in an abstract sense; in the same sense, wages might be 
considered in part a return on innate human intelligence. Rent is not 
exploitative for it takes nothing from the worker, from the owner of 
capital goods, or from the consumer; rent is a measure of contribution 
not of extraction or reduction. 

Rent as a M onopoZy Return 
The monopoly characteristics of rent call for special consideration, 

since urban (but not agricultural) rents are said to have elements of 
monopolistic return. Monopoly implies control over the productive 
agency and restriction of output; this cannot occur when free competi
tion exists. But it is argued that retail locations, for example, possess 
unique features, for each site is the focus of its own special set of 
locational characteristics; it is most convenient to a given set of 
potential customers for a certain commodity or service. But this line 
of reasoning is not consistent with the marginal productivity approach 
to the explanation of rent. For each urban site there is a large number 
of optional uses, and, as explained in an earlier section, there is a 
strong tendency for each parcel to be used for that purpose which will 
yield the highest return to the enterprise. The result of this process, 
which is a competitive process, is an arraying of all the sites in a 
hierarchy of land values, each value for each site predicted on a given 
use. But with rare exceptions all sites could be used for any one of 
the many alternative purposes, and most of the various land uses could 
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be productive in some degree on any of the sites. The process of fitting 
site and use is a competitive one, hardly suggestive of monopoly.• 

Certainly the fact that some combinations of site and use are more 
productive than other combinations cannot be said to be monopolistic. 
Landlords, holding sites of various locational qualities, simply sell to 
the highest bidder. And for any one site there are many bidders, for 
each user has a wide choice of location; for most uses there are many 
sites of substantially the same quality, and profitable operation is pos
sible over a considerabl~ range of qualities. The central retail area is 
often used as an example of a unique and hence a monopolistic location; 
and the "hot spot" or "100 per cent" block or comer at the main inter
section, where peak land values are found, is cited as the ultimate in 
locational monopoly. The owner of the best comer, however, cannot 
set his own price, for the bidders for his land have other choices, other 
locations not quite so favorable for their purposes but still favorable 
enough so that an attractive return can be produced. The upper limit 
for the rent of the best comer is set by the productivity of that use 
which can best exploit it. If the landlord demands a higher rent, the 
prospective user will prefer another location of slightly less quality , 
from his standpoint but where his return after paying rent will be 
higher than if he had rented the best location at a rent in excess of its 

I productivity. 
The central business districts in many cities testify to the lack of 

monopolistic control exercised by landowners. The competition of out
lying retail centers is well known and many associations of central area 
owners have been formed to :fight off this threat. In some cities, the 
size of the central area has actually decreased at the same time that 
the population of the community was increasing. The widespread 
phenomenon of the decentralization of retail services demonstrates that 
there is no effective monopolistic limitation, either natural or artificial, 
on the number of sites where various retail services can be performed 
at a profit. The same observation applies to all classes of urban land use. 

Rent antl Price 
It was the classical view that rent bore a unique relationship to 

price; that rent was not, like wages and interest, a cost that was a 
determinant of price. Rent was held to be price determined, not price 
determining; rent was a result of, and moved with, the price of the 
end product to which the land contributed as a factor in production. 

• CllfB!I, Gustave, The Theory of Social Economy (New York: Harcourt, Brace & 
Company, Inc., 1924), p. 19. 
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But our view is quite contrary, for we hold that there is no difference 
in the relationships of wages and price, interest and price, and rent and 
price.7 In the equilibrium explanation of prices, the distinction between 
price-det~rmined and price-determining factors disappears. 

Although marginal cost and market price tend to be equal, no special significance 
is accredited to the marginal units nor to their cost of production. All units of 
supply and of demand are considered to be equally important in the pricing 
process. The margin is simply the point at which the interaction of the total 
supply and total demand establishes an equilibrium. This equilibrium not only 
sets the price of the product, but, simultaneously and in conjunction with other 
related equilibria, it determines the rewards of production agents. Accordingly, 
neither the prices of finished goods nor of production factors are wholly causes 
or wholly effects. Rather, they are all interdependent parts of a complex process, 
branches of which extend throughout the entire economic organization. 8 

Essential to this view of rent is an understanding of the economic 
mobility of land. Though physically fixed, there is a significant portion 
of the land supply of various grades that is appropriate for alternative 
uses. That portion is sufficient to impart to land the quality of mobility 
that is essential to participation in the competitive-equilibrium process 
of price determination.• Thus the amount of land that may be employed 
for a given use is not effectively limited; land shifts from employment 
to employment, seeking the highest reward. The same shifting may occur 
in the demand for some commodity or service; as a result the amount 
of land devoted to such use tends to seek readjustment to the new 
situation. The result may be a considerable reapportionment among 
related land uses until equilibrium is restored.10 This economic mobility 
tends to _maintain equal rents for lands of the same quality that are in 
different uses. Thus in opportunity costs, i.e., in this case the rents 
that can be paid by competing uses, is found the explanation for the 
cost status of rent. Tenants must pay rents high enough to outbid 
competing uses; the prices of the commodity or service must be sufficient 
to permit the payment of the market-determined rent. Prices cannot 
be raised, even in the best locations, without soon reaching a point where · 
buyers prefer to purchase the same commodity at a slightly less con-
venient location but at a lower price. • . 

T Bye, op. cit., p. 98. 
a Ibid., p. 94. 
11 Johnson, Alvin S., "Rent in Modem Economic Theory," American Econo~ic 

Association, third series, val. ill, no. 4, p. 101, November, 1902. 
10 Bye, op. cit., p. 97. 



CHAPTER 13 

CITY GROWTH AND STRUCTURE 
. ' 

'-"~asic Th~ory of Land Use Structure 
The analysis of land income and value in the preceding chapter has 

laid the groundwork for a Study of the internal arrangement of land 
uses in urban areas and for an examination of the principles of urban 
growth. In discussing the -economics of urbanization in Chap. 2, it was 
the underlying hypothesis that the locational pattern of urban areas 
is a reflection of basic economic forces and that this arrangement of 
people, buildings, and activities in urban concentrations at strategic • 
points on the web of transportation lines is a part of the economic 
mechanism of society. This hypothesis is supported by the observation 
that the primary factors in establishing and in changing this pattern of 
urban areas are economic. We now move to extend this hypothesis in 
its logical application to the internal structure of cities. 

It is an observable phenomenon that, as cities grow'and mature, there 
tends to evolve a rational pattern of land uses, a basic structure com
posed of the several functional areas in which are concentrated the 
major urban activities such as retailing, manufacturing, recreation, and 
so on. The same basic tendencies appear in all cities in spite of minor 
differences resulting from variations in topography, size, and maturity. 
The underlying pattern is apparent even though it is often modified 
by irrational real estate developments or special physical conditions. 
If it can be assumed that urbanism is basically an economic phenomenon, 
it is a logical deduction that the internal organization of cities bas· 
evolved as a mechanism to facilitate the functioning of economic activi
ties and that the apparently haphazard arrangement of use areas does 
have an. essential order. 

Increasing specialization of function has characterized the evolution 
of our present complex economic organism. The city, considered as an 
economic mechanism, has exhibited the same tendency toward increasing 
specialization of site function concomitant with the maturing of the 

368 
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urban structure. As villages grow into towns and towns into: cities, 
there is evidenced an increasing tendency for uses of like character to 
become concentrated in flinctional areas. In the several residential 
districts, the growing segregation of social and economic groups of the 
population is reflected in an increasingly variant quality of housing. 
Industrial areas begin to take shape. Within the retail and commercial 
districts, there appears a ·pronounced tendency toward sectionalism, a 
clustering of like uses. Through a process of economic selection, the 
city begins to acquire a definite land use pattern. 

In general, complexity breeds specialization and necessitates system
atic organization. In manufacturing, the more complex the process, the 
more specialized are the functions and the more highly organized are 
the operations. And so it is that growing cities, with an increase in 
the complexity of the social and economic functions performed within 
them, tend to rearrange the uses of land in order most effectively to 
facilitate these activities. 

It is characteristic of specialization in any· field that those persons or 
materials or locations best adapted to a particular function or operation 
gravitate toward the performance of that function. This is true in 
urban evolution. The utilization of land is ultimately determined by 
the relative efficiencies of various uses in various locations. Efficiency in 
use is measured by rent-paying ability, the ability of a use to extract 
economic utility from a site. The process of adjustment in city structure 
to a most efficient land use pattern is through the competition of uses for 
the various locations. The use that can extract the greatest return from 
a given site will be the successful bidder. The outgrowth of this market 
process of competitive bidding for sites among the potential users of land 
is an orderly. pattern of land use spatially organized to perform most 
efficiently the economic functions that characterize urban life. 

The ideal land use pattern is, of course, never attained. Site bids are 
too often matters of trial and error. The complexity of the forces im
pinging upon each site precludes any accurate measurement of its future 
utility. The widespread use of leases tends to perpetuate errors in site · 
selection and to delay the process of rearrangement. Finally, the per
petual evolution of our economy, technological change, and social muta
tions are continually creating alterations in economic functions and giving 
rise to maladjustments in city structure that can be corrected but slowly 
and painfully.1 

1 Ratcliff, Richard U., "The Problem of Retail Site Selection,H Michigan Business' 
Studies, vol. IX, no. 1, University of Michigan, 1939. 
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..--· Q5!"tpetition of Uses 
Having stated the underlying theory of city growth and structure, the 

next step is to present the rationale and to tie in the argument with the 
logical progression of principles and ideas that grew out of the discussion 
of land income and value. We have attempted to demonstrate that ~co
nomic rent for any urban site is the measure of its productivity under the 
most advantageous development plan. Since the maximization of entre
preneurial return is the basic objective of the development and use of 
land, it follows that productivity in terms of economic rent is the touch
stone of all business decisions relative to land either by the owner or 
by a prospective purchaser.) Value is the capitalized expression of eco-
nomic rent. . 
(For a given location, different economic rents will be produced by 

varying the nature and the proportioning of the outlays, in terms of 
. capital and operating expenses, that are applied to the land1. The same 
outlays applied to the same location at different times will produce 
different returns, for the factors that influence the productivity of loca
tions are subject to constant change.if9r the same outlays applied to dif
ferent locations will produce variant returns"_1 Thus it may be said that 
the character of the location is the prime determinant of the level and 
f~pattern of gross revenues- that may""be-produced under various 

I --- - .- ---- -~ - - -

'development programs; and the developmimt program in terms of capital 
outlays and operating policies is the determinant of the distribution of 
the revenues:\ The P!:_?duc~ivity of the site is variable and is determined 
by forces that are external to the location and are little influenced by the 
nature of the development of the site. (On the other hand, once the site 
i~ d~~eloped and the capital committoo in the form of buildings, it is 
relatively fixed and permanent and is vulnerable to independent, ex
ternal forces) This characteristic has been referred to as "fixity of invest
ment." 11 

The physical structure of the city, the pattern of economic activities, 
and to some extent the social structure, are created by the individual 
decisions of landowners and entrepreneurs with respect to the develop
ment of specific sites. These decisions are based on the judgments of 
the individuals as to what development program will yield the highest 
returns for each location. A wide variety of choices is open to the land
owner, first; among different use types, and, for each use type, among 
various patterns of outlay of capital and operating expenses. Thus, for 
a given site, it may be a choice between an apartment house and a re-

liDorau. H. B .• and A. G. Hinman, Urban Land EcoMmic& (New York: The 
Macmillan Company, 1928), p. 164. · • 
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tail development, or a combination of the two may be a possibility. i And J 

for each optional use, there is the question of how large a development,! 
how many stories, what type of construction, and what management 
policy. Thus there is said to be a competition of uses for each site, with 

-that use winning out, in the ideal situation, which can most successfully 
exploit the revenue potential of the parcel. . 

The mechanics of the market should now be clear, the various land uses 
bidding, in effect, for available sites, with investors and landowners 
making their choices from the profit motive as in any other market. 
But we must now take the next step in analysis and try to understand 
why certain land uses can most successfully exploit certain sites. The 
basic problem in land economics is the relation of the use to the site; 
the basic economic process is the evaluation of space relationships. 

- Minim!:_ing the Costs of Fri~·on 
l When a housewife is planning the kitchen for her new home, she seeks 

a physical arrangement of facilities-equipment and storage space-that 
will minimize the number of steps that must be taken in preparing a meal. 
Sink, stove, refrigerator, and storage space must be as close together as 
possible but not so close that there will be undue congestion and inter
ference. The places where related functions are carried out must be ad
jacent; refrigerator, sink, and stove should be contiguous to permit line
production operation. In the storage spaces, items that are associated 
in use should be near each other; all spices are to be stored on one shelf. 
The dining-room china and silverware should be in the line of travel 
from sink to dining-room table.(This problem in space relationships is 
parallel to the problem of creating an efficient city structure within which 
all the functions of working and living can be carried on with the 
minimum of time and money cost of transportation) Haig has pointed 
out that the underlying Gbjective of city planning is to minimize the 
"costs of friction," defined as the sum of transportation costs and site 
rentals, for the aggregate of all necessary land uses.8)Thus Haig writes, 
"The best planned city is one where the aggregate site rents are leas~ 
and ~of£: system 1 su erior or both."') He explaTDs that rent 
is the charge that the landowner can evy m re urn for savings in trans
portation costs. 

Rent appears as the charge which the owner of a relatively accessible site can 
impose because of the savings in transportation costs which the use of his site 

8 Haig, R. M., Major Economic Factors in Metropolitan Growth and Arrangement 
(New York: Regional Plan of New York and Its Environs, 1927), p. 39. 

4 Haig, R. M., "Toward an Understanding of the Metropolis," Quarterly Journal of 
Economics, vol. 40, May, 1926, p. 422. · 
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makes possible. The activities which can "stand" high rents are those where 
large savings in tran..c::port costs may be realized by locating on central sites where 
accessibility is great .••• While transportation overcomes friction, site rentals 
plus transportation costs represent the social cost of what friction remains.• 

Site rents and transportation costs are complementary, as illustrated by 
the fact that, as the distance to the center of the city increases, transporta
tion costs increase and rents decline, though the sum of the two is not 
constant. 

It is an interesting corollary of the complementary character of trans
portation cost and rent that a general reduction in transportation costs, 
i.e., an increase in population fluidity, will tend to reduce all site rentals. 
Thus, the spread in the use of private automobiles has, in fact, tended to 
reduce site rents in central business locations by making outlying retail 
centers more generally accessible. On this point Haig writes,("An im
provement in transportation, ceteris paribus will mean a reduction in 
friction and the diminution of the aggregate sum of site rentals. Thus, 
transportation costs and site re~als are complementary and may be 
termed the "costs of friction." •J§ite rent and transportation costs are 
complementary in the sense that prospective users Qf the sites adjust 
their bids for various sites in accordance with the savings in transporta
tion costs that the use of the sites will permit. lDifferences in rent reflect 

! differences in accessibility or transportation costs among sites; thus a 
general reduction in all transportation costs will reduce the amount of 
these differences and thus will tend to equalize the site rents. (Better 
general transportation reduces the difference or relative advantage in con
venience of the central business district over outlying districts.') 

Each land use seeks the lowest total of rent and transportation costs. 
The opportunity to minimize the total is limited for any one land use by 
the competition of lower uses, which are willing to bid up to the savings 
in transportation costs that the use of the site will permit them. 

So far the discussion has been in terms of minimizing transportation 
costs. Transportation cost is not a one-dimensional concept. (Not only 
must the _ca._sE-_~o~ be reckoned with Jmt the travel t~~ a~l ~for 
10 cents, a passenger may travel a few blocks or many miles in Man
hattan. (Inconvenient, uncomfortable facilities may add to the disutilities 
of travel. Another dimension is frequency of travel, which might be 
measured in terms of passenger-miles during a given period of time. 

•Ibid., pp. 420-421. 
8 /bid., p. 422. 
'Improvements in transportation which benefit only one area will, of coUille, 

result in higher rents in that area. 
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Finally, the disutilities of travel must be evaluated against the 'whole 
system of values of t~e social_ g_roups_ who are involved in the travel. 
The differences among groups may be illustrated by· the considerations 
that are controlling in the selection of a place of residence. (Families 

- with children seek proximity to schools and to healthful and wholesome 
surroundings often at the expense of convenience to place of work. Some 
groups with strong religious t:Iesteiici to cluster about the church. Newl¥ 
married couples without children prefer central locations that are con
venient to the workplaces of both husband and wife and to amusement 
centers.) (Not only do systems of convenience-desirability vary among 
social and cultural groups, but also among all groups with time, for 
customs change and new activities take ori new importances. ) 

Location or Situs 
Now let us shift our attention to the significance.of the term "location." 

At any given point in time, each urban site is fixed within a set of 
space relationships with all other sites; this set of space relationships 
has significance mainly in terms of the use that is made of all other sites 
and the human activities that go on at those points. \ An unused site has 
no significance save that it pushes other used sites that are beyond it one 
more step away; this fact may be of importance if the unused parcel is 
in a retail area, for it breaks up a continuity of store fronts and diminishes 
shopping convenience in that area. Though the complex of space rela
tionships is fixed for each site, the economic effect of this same set of 
relationships is quite different under the various possible programs 
for the development of the site. On a central retail district site, for 
example, the proximity of a department store would be of great value 
if a retail use were assumed but of negative value if the site were to 
be used for residential purposes. That site which for any given land 
use is most advantageous is that site where the particular set of space 
relationships is most favorable for that use and can be translated into 
an economic rent-paying capacity that is greater than is possible for that 
use on any other site. That land use which for any given site is most 
advantageous is that use for which the set of space relationships asso
ciated with the site is more favorable than for any other use, and which, 
therefore, can bid the highest for the location. 

For many land uses, convenience to the greatest number of people is 
a prime requisite. Thus land in the center of the city, at the focal point 
of transportation routes, is greatly sought after and commands a high 
economic rent. For other use types, convenience to special groups is 
most important, as in the case of a factory that locates with a view to the 
convenience of the employees in traveling to and from work. But the 
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factory also must consider convenience to transportation facilities for 
raw materials and finished products; and for some types of manufactur
ing, proximity to unlimited water supplies may be essential. Haig in
dicates how each business enterprise or human activity can be broken 
down into functions and how for each function a different set of space 
relationships is most advantageous.8 [Thus in large, mature cities, there is 
a competition among functions for favorable locations, and the bundles of 
functions that normally comprise some of the familiar land uses are 
sometimes split and certairi of the functions carried on in areas of lower 
rent. A department store, for example, may sell some of its merchandise 
from samples, to be wrapped and delivered from a warehouse at some 
distance from the central retail district. An enterprise that involves 
many functions, with the most favorable set of space relationships being 
different for each function, is faced with a complex site problem, which 
requires the balancing of advantage for one function against disadvantage 

· for another. 
It has been previously stated in this section that the complex set of 

space relationships with other urban activities that focus on any one site 
has a different significance for various types of land use. (Each use or 
function may be said to have a relationship with a special tributary 
area within which are those activities and facilities which give meaning 
'to the location for the use. These tributary areas, like the trading area 
of a city, are irregular in shape. The significance of the area to the use 
is only incidentally measured in terms of two-dimensional space; it is 
measured in terms of amenities, shopping facilities, churches, schools, 
interest groups, purchasing power, population density, railroad terminal_ 
facilities, or whatever factors have significance for a particular land use .... 

The tributary areas of retail uses are, in general, measured in terms 
of population, frequency of purchase, and purchasing power. With some 
exceptions the larger the tributary area as measured in these terms, the 
higher the rent-paying capacity of the retail type. The high-class ladies' 
dress shop has a small tributary area in terms of area and population, 
but one of very high purchasing power. The centrally located variety 
store has the whole community as its tributary area with low average 
purchasing power but wide extent and high frequency of purchase. 
Each retail type has an optimum size of establishment, which is related 
to the nature of the tributary area. The large department store, which 
feeds on the entire community, including the outlying suburban towns, 
is limited in size by the economic dimensions of the area and may grow 
as the metropolitan area develops. The neighborhood grocery store, 

a Haig, Major Economic Factors in Metropolitan Growth and Arrangement, p. 36. 
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whose tributary area is a few blocks in extent and covers but ~ few 
hundred households, cannot expand its operations once the neighborhood 
is built up; the tributary area is limited in extent by the presence of 
other neighborhood grocery operations in surrounding neighborhoods, 

-each of which has its own zone of influence. 
Many urban land uses and functions are not competitive in the sense 

that they find the same sites advantageous. · High-class residential 
neighborhoods seek to avoid railroads, while industries seek proximity 
to freight service. Low-priced homes do not compete for the hillside 
locations, which are often used by the well-to-do for their dwelling sites, 
because it is more costly to build on uneven terrain than on level ground. 
But where competition does go on, as it does for much of the urban area, 
it is competition that is one of two kinds: competition of uses, each of 
which finds a special and different advantage in certain of the space 
relationships that characterize the site; or it is a competition of uses of 
similar character, in that each use seeks to exploit substantially the 
same set of space :relationships. In the first instance, an example would 
be the competition of a manufacturing plant and a residence for a river
side site, for each use finds a different set of values in the location. 
In the second case, which might be the competition of two types of retail 
stores for a central location, there is a common advantage in being at 
the spot most convenient to the greatest number of people. As will appear 
later, in a discussion of the considerations in retail location, the use that 
has the highest rent-paying capacity is that use for which the most con
venient location is preferred by the greatest aggregate purchasing power 
expressed in terms of volume of purchases and purchase price. 

In summary, one might say that the structure of the city is determined 
through the dollar evaluation of the importance of convenience. The 
various potential users of urban land are concerned with different ag
gregates of convenience, which reflect each special combination of func
tions in one enterprise. For certain uses, one type of convenience may 
be highly essential, another type a matter of indifference. In the case 
of residential use, the focus of space relationships is outward, for the 
convenience of the householder is the determinant of the economic rent. 
In the case of the retail store, the focus may be said to be inward, from 
the potential customers within the zone of influence, for it is the con
venience of the customers that is translated into rent-paying capacity. 
For industries, convenience has its measure in costs of production. A 
good illustration of the principles so far discussed can be found in the 
retail areas of the city. 
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Retail Location Characteristics and Buying Habits • 
In this discussion of city growth and structure,( the theory has been 

advanced that, if the pattern of general use areas within the city is 
the product of economic forces, then as a l~gical extension of this assump
tion, it may follow that the special internal pattern of each functional 
area is of economic origin. T.Thus, in the central business district of a 
large city the structural arrangement of land uses might be represented 
as constituting an econoJI!ic machine whose parts have been arranged 
and rearranged until there is approached the maximum of efficiency in 
the performance of its commercial functions:) 

The first step in demonstrating the underlying hypothesis, i.e., that 
there is present in the growth process of retail areas an economic causa
tion that gives form and reason to the matured district, will be an at
tempt to explain the existing retail groupings in economic terms. Such 
an explanation must be based on an analysis of the economic functions 

· of the area and a differentiation of the various retail types with respect 
· to their special functions. The approach to the analysis of the several 
types will require an interpretation of the buying behavior of consumers 
in purchasing various retail iteiDB. 

Merchants select and bid competitively for sites for their stores from 
:among optional locations on the basis of their predictions of net return. 
If retail productivity were not affected by location, there would be no 
site competition among merchants. Rent would be a minor consideration 
and would be determined by the productivity of the land in some utiliza
tion that is in competition with retail use. In practice, however, for any 
given retail site there are ordinarily a number of potential bidders 
representing different retail types. The maximum rent bid of each 
merchant is determined by that amount which would leave a balance of 
net profit after rent that is just greater than could be earned by operating 
a store on any alternative site in light of the amount of the rent that would 
be necessary to outbid other merchants. The determination of this maxi
mum requires an estimate of the volume of gross sales, costs of goods 
sold, and operating costs for a hypothetical store on the site under con
sideration and on each alternative site. It might be said that the success
ful bidder for any site will be that merchant who can most profitably 
exploit the location. 
l The most important variables among the determinants of the ma.'rlmum 
rent that any merchant can afford to pay for a site are the volume of 
sales and the selling prices of his merchandise. Both of these ~terns are 

II This material is based on Ratcliff, op. cit., Chap. 4. 
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functions of location, though in varying degrees:-, To be sure, other factors 
influence site bids, as for instance the required capital investment in new 
constru.ction or remodeling and in fixtures. However, the general con
venience of the location for potential consumers and the relative con
-venience of the site as compared with the locations of competitors are 
factors of major importance. 

The ability of a given retail type to exploit a certain site-ttnd thus 
the site bid of the retailer-depends not only on the number of potential 
customers but also upon their buying habits and motives. It is a 
natural impulse of consumers to wish to reduce to a minimum the dis
utilities of purchasing. These disutilities consist in time and money costs 
that must be added to the costs of the goods ultimately purchased. This 
general desire for efficiency in purchasing applies to all goods, but in vary
ing degrees of intensity for various types of goods. The importance of 
minimizing the disutilities in buying is conditioned by a complex of values 
in the mind of the prospective consumer, such as the desire for com
parison, the immediacy of the need, the economic importance of the · 
article, the frequency of purchase, and patronage preferences. The 
significant evaluation of these factors is, of course, the collective evalua
tion, i.e., the sum of the individual evaluations of all the potential con
sumers. Where comparison shopping is a habitual part of the buying 
process, the consumers prefer that stores selling a similar type and grade 
of the commodity be grouped. Collectively, the consumers indicate the 
importance of such a geographical arrangement by the volume of their 
patronage and, in some cases, by a willingness to pay _a price premium. 
For example, a tobacco shop in the middle of the block on a quiet side 
street will have a small volume of sales because most smokers habitually 
purchase cigarettes and cigars at points convenient to their places of 
occupation or directly in the course of their travels in shopping, in the 
conduct of their business, in going to and from lunch, or to and from 
home. At a football or baseball game, consumers willingly pay a dime 
for a bag of peanuts that they could secure for a nick~l by going across 
the street. The convenience and timeliness of the offer offset the premium 
in price. A furniture store may do well on a quiet side street, for the 
typical family buys furniture infrequently and on such special occasions 
is not averse to traveling to a relatively out-of-the-way spot. Ladies' 
wrist watches could not be marketed successfully at a ball park, since a 
purchase of this kind requires careful consideration, comparison, and 
considerable time. . 

A common division of retail goods on the basis of buying habits is that 
developed by Copeland, who classifies retail articles into three groups-
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shopping goods, specialty goods, and convenience goods.10 This is 8 

useful classification, but for our purposes 8 somewhat more refined de
vice for characterizing retail types with respect to the buying habits of 
their customers is required. The following aspects of the shopping or 
buying act have been selected as of especial significance as determinants 
in the orientation of the several types within the retail structure. 

Purchaser. One of the major determinants of location for any retail 
type is the family purchasing agent who characteristically shops for the 
goods offered. The buying habits of men and women are substantially 
different. Women enjoy shopping; men dislike it, in general Women 
are more patient and thorough in appraising the market. They organize 
their buying in shopping expeditions. They are more observant, more 
susceptible to display, and hence indulge more generally in impulse 
buying. Men are more hurried in their shopping, impatient, and prone to 
buy the first article that approaches their requirements or taste. Con-

. venience is more important in their minds, and the opportunity for 
comparison is less important. While this characterization of the buying 
habits of men and women generally obtains, it is less true in the pur
chase of certain articles such as sporting goods and mechanical equip
ment, in which men have a particular interest. Shopping for a tennis 
racket may be a pleasure for the sportsman, and the mechanically in
'clined man enjoys analyzing and comparing the specifications of auto
mobiles or radios. 

For certain articles and on certain occasions, husband and wife shop 
together. Whether the buying technique is predominantly feminine or 
masculine depends upon the balance of power in the family or upon the 
nature of the article. If it is mechanical, the husband may do the pre
liminary shopping alone, bringing in his wife for the final decision. 
Where selection is a matter of taste, the wife is the probable deter
miner of the buying technique. 

Postponability. It is evident that variations in the intensity of desire 
may affect the evaluation that the purchaser places on convenience. The 
forces that actuate individuals to consummate a purchase vary in in
tensity and import with individuals and with commodities. For the 
majority of articles purchased at retail, the fulfillment of desires is post
ponable, sometimes for hours, sometimes · for weeks and months. On 
occasion; however, the impulse to buy is the instant reaction to the display 
of an article, and the purchase is effected without much consideration. 
Finally, the desire for some good may be impelling, such as the craving for 
tobacco, and demanding of prompt satisfaction. ~ 

10 Copeland, Melvin T., Principles of Merchandising (New York: McGraw-Hill 
Book Company, Inc., 1927), p. 13. · 
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Selection. The process through which the final selection of an article 
is made is a matter of importance in the location of the store that sells 
it. In some cases, the article is preselected, i.e., the purchaser determines 
in advance of the shopping trip the type, quality, and perhaps the brand 
that he intends to buy. Again, many articles are purchased only after 
a market comparison. In such cases, the proximity of a number of com
peting stores is advantageous. In some cases, the purchase is made after 
inspecting the offerings of a single store, without shopping among several 
outlets. Impulse buying may be characterized . by the absence of com
parison, although for some articles, such . as neckties, some comparison 
may precede purchase. Goods that are subject to this type of buying 
are best displayed in locations of maximum exposure to the view of poten
tial customers. 

Frequency. Frequency of purchase affects the importance of con
venience. Other things being equal, the greater the frequency, the more 
important the convenience of location. 

The more significant aspects of the buying act which have been de
scribed-the purchaser, postponability, the process of selection, and the 
frequency of purchase-are derived in large part from the qualities of the 
commodity. Bulk, weight, fragility, and perishability all are factors. 
Bulky and heavy objects are not purchased on a shopping expedition 
that is dependent upon public transportation unless the store provides 
delivery service. Perishable items, like flowers, are likely to be bought l 
on the way home or ordered by telephone for delivery. The economic im
portance, or value, of the article may determine whether the purchase is 
made as an incidental part of a general shopping trip,- or whether hus
band and wife together make a number of special shopping trips before 
arriving at the decision to buy. Value is also a factor in establishing 
the frequency of purchase. The character of the article and the nature 
of the considerations that prompt final selection determine in part which 
member of the family acts as purchasing agent. The larger mechanical 
articles are frequently purchased by the husband, while the fashion goods 
are usually purchased by the wife. The quality and price range of the 
goods offered point to the patronage group which comprises the potential 
consumers. The buying habits of working-class women in shopping for 
cheap house dresses are quite different from the behavior of wealthy 

-ladies in search of tea gowns. Postponability is affected by the im
portance of fashion and the rate of change in fashions. 

Convenience-desirability ., 
The purpose of the foregoing analysis of buying behavior has been to 

demonstrate that there exist differences in the weights attached to the 
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convenience of location in the purchasing of various articles by various 
consumer groups. In shopping for dresses, women place a high value 
on the convenience of a close grouping of competing outlets that facilitates 
comparison. Thus a group of dress shops congregated in the central 
business area will do a greater gross dollar volume of business than the 
same number of shops scattered throughout the residential areas. This is 
true even though, under the latter circumstance, every potential customer 
might find at least one shop more convenient than the downtown group
ing of shops. On the other hand, in the purchase of groceries, convenience 

· to the home is highly important because of the frequency of purchase, 
bulk of the articles, relative unimportance of comparison, and relative 
immediacy of the need. In the purchase of tobacco by men, the intensity 
of the desire for the article and the frequency of purchase place a 
premium on locations convenient to points of consumption in central 
areas or centers o~ employment for men. On the other hand, the high 

· economic value of an automobile and the infrequency of purchase result 
. in attaching much less importance to convenience in the location of 
automobile salesroOins, but some greater importance to the proximity of 
competing outlets. Examples can be multiplied to illustrate the variance 
in the weight placed by a given consumer group on the disutilities in 
purchasing various articles. Each consumer group expresses the relative 
'convenience-desirabilities for the various commodities in terms of number 
of purchases and price of the article. Thus on the site most convenient 
to a given consumer group, the retail store offering the article rated by 
that group as first in convenience-desirability will thrive better than any 
other retail type. 

The concept of relative convenience-desirability as among retail goods 
may be further clarified by considering the fact that convenience is one of 
the important services offered for sale by retail stores. The subjective 
value which consumers attach to that service, as with other commodities 
and services, varies among individuals and with respect to the retail 
articles offered at convenient locations. In spite of these individual 
variations, there appears to be sufficient of a common mind in consumer 
groups to create a general hierarchy of convenience-desirabilities among 
retail types.U 

The foregoing argument could be further refined, but there is danger of 
obscuring the central theme, i.e., that consumers finally determine retail 
location by expressing their evaluations of the convenience-desirabilities 

11 Closely related to the idea of convenience-desirability is the concept of "situs," 
a quality of urban land imparted to each urban site through the "consensus of 
human choice" with respect to its relative appropriateness for optional utilizations. 
See Dorau and Hinman, op. cit., p. 167. 
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for the several articles and services in terms of volume of purchases 
and purchase price. Thus the differential productivity of various retail 
sites arises from the differences in the aggregate amount that various 
consumer groups are willing to pay for convenience in the purchase of 
various articles. 

Analysis of Retail Structure in Terms of Buying Behavior 
The next step in demonstrating the relationship of buying habits and 

retail structure is to analyze the use types that show tendencies toward 
geographical grouping. If these groupings can be explained in terms of 
buying habits, we shall have support for the hypothesis just presented 
and a basis for analysis of specific sites with respect to the appropriate
ness of various retail types. 

Statistical description is not necessary to establish the fact that the 
most significant and most highly crystallized grouping is that of the 
women's shopping goods stores. Qn every central business district, the 
popular-price dress shops, women's shoe stores, hosiery shops, and hat 
shops are found in proximity to one another and closely associated with 
department stores and variety stores. This district, at the focal point 
of the transportation system and most accessible to the greatest volume of 
purchasing power, is the core of the retail area:] · 
Qn the larger cities there are likely to be two women's shopping areas-

the popular-price district, as described, and a concentration of fashionable 
apparel shops, which may be situated several blocks away and out of the 
congested central coreJ Let us analyze these demonstrable facts in terms 
of the aspects of the buying act that have been outlined. For each 
type of goods offered in the women's shopping goods grouping of stores, 
we find that the customers are women. While this is somewhat less 
true of variety stores, it is a fact that 90 to 95 per cent of variety sales 
are made to women. In each case, the fulfillment of the desire is post
ponable and purchases are made only occasionally. Again, the purchase 
of items in a variety store is more frequent than the purchase of apparel. 
There are important differences in the method of selection. Dresses, 
shoes, and hats are purchased only after due comparison. For hosiery 
buying, preselection and inspection are more characteristic, although 
comparison of price, color, and style characterize much of the buying. 
Purchases in variety stores are to a large extent matters of selecting an 
item from among the goods offered in one store. Shopping is indulged 
in to some extent, and impulse purchases are common. 

The grouping of apparel shops in the popular-price range can be readily 
explained in terms of the buying characteristics that have just been dis
cussed. To facilitate comparison of the offerings, the convenience of one 
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shop to another is important to the customers. The common practice of 
indulging in shopping expeditions involving visits to a number of differ
ent types of outlets encourages the clustering of those shops which are 
most frequently the objectives of multiple-purchase forays. l The most 
frequent combination involves department stores, apparel shops, and 
variety stores.) · 
(Variety stores are found in this combination not primarily because of 
the considerations of comparison that account for the grouping of apparel 
shops, but mainly because small purchases of goods typically offered in 
variety stores are normally incidents to a shopping expedition. In larger 
cities particularly, women rarely go downtown specificaUy to buy an item 
at a variety store. Rather, they accumulate their needs in various lines 
until it is worth while to make the trip in the interest of buying a number 
of items) It is a boon to the customer, therefore, to find the variety 
store conveniently located with respect to outlets of types frequently in-

. eluded among the objectives of a shopping trip. (It is significant that 
the variety chains deal in articles of small bulk and weight, not difficult 
to stow away in a shopping bag and to carry home with the other spoils of 
the afternoon.) T? the extent to which purchases in variety stores are 
impulse purchases, variety outlets are parasitical, drawing customers from 
the traffic stream composed of individuals who may have primary missions 
in other stores. To a large extent, however, the visit to the variety store 
is as much a part of the shopping expedition as the visits to the other 
shops. 

The separation of the women's high-class apparel stores from the popu- ' 
lar-price districts can be explained in terms of the buying habits of the 
women of well-to-do families. For one thing, their mode of transporta
tion differs from that typical of shoppers in the popular-price area. 
The women of the upper income group, instead of using mass transport 
facilities, are accustomed to employing their private automobiles for 
shopping. Thus there is less reason to locate the high-price district at 
the exact focus of mass transportation routes. In fact, there is a dis
tinct advantage in avoiding the congested center and in locating in a 
situation most accessible by automobile to the fashionable residential 
areas. Furthermore, the buying of items of small economic importance 
and of no style value is often delegated to the servants by this class of 
people. The shopping of the upper income group is less actuated by 
price considerations and more by considerations of quality, prestige, and 
fashion. Articles that the lower income groups buy in variety stores 
an:d popular-price department stores are purchased by the well-to-do at 
high-grade department stores and specialty shops. 
(Fur stores might seem to be a logical companion for women's dress 
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and shoe stores. It is true that some of the ready-to-wear stores .and 
all department stores feature furs at certain seasons. However, fur 
specialty stores are characteristically found on the _!ringes of the women's 
shopping area.) This fact might be explained by the relatively high 
economic importance of furs and the relative infrequency of purchase. 
A fur coat is not acquired as an incident to a shopping expedition. It is 
a matter requiring careful consideration and considerable comparison. 
The very importance and infrequency of the purchase result in attaching 
a lesser weight to convenience in the location of the outlet than in the 
case of other women's shopp~g goods.) • 
(Jewelry stores are most likely to lie located on the penphery of the 

women's shopping district. In the large cities, fashion jewelry stores 
are often found in the vicinity of the high-grade women's wear district.,) 
The popular-price jewelry stores and credit jewelers· are found on the 
ouU:kirts of the main women's area or on side streets just off the main 
shopping street. There are several reasons why customer preference 
rarely permits jewelers to compete successfully for the choice sites in 
the women's district. In the first place, as in the case of furs, many items 
offered by jewelers are of relatively high economic importance and pur
chased but infrequently. Furthermore, a substantial· proportion of the 
customers are men. Comparison is of importance, particularly to the 
women customers, but the relatively high price of the items and the 
postponability of the purchase warrant leisurely shopping that may in
volve visits to a number of widely separated shops over a period of 
days. The fact that there is little tendency for jewelry stores to seek 
one another's company suggests that jewelry buying does not involve 
intensive and immediate comparison among different outlets. 
[Furniture stores are characteristically on the outskirts of the central 
business district. The very bulk of the stock requires a large display and 
storage space and constitutes a handicap in competing with other uses for 
choice sites. As in the case of other goods of relatively high unit value, 
purchases of furniture are infrequent. It is customary for man and wife 
to make a special occasion of furniture shopping before the final selec
tion is made. Convenience and accessibility, then, are of secondary im
portance.jThese characteristics also explain the fact that there is a great 
diversity m the uses found associated with furniture stores. Since 
shopping for furniture is not customarily an incident to a general shopping 
expedition, there is no strong incentive to locate near other particular· 
types. 

The foregoing analysis of retail structure in its relation to consumer 
buying behavior has been designed to demonstrate that the retail struc
ture assumes a predictable form because of variations among retail uses 
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in the importance to consumers of convenience at various locations; that 
consumers, in the aggregate, express the relative convenience-desirabilities 
in the volume and value of their custom; and that the retail pattern, at 
least in its mature form, is an expression of the collective will of the 
patrons of the several retail outlets. 

It has been recognized by students of land utilization that~here exists 
among retail use types a hierarchy of rent-paying abilities.11 Certain 
of the retail types appear to possess an inherent capacity to pay higher 
rents than other types) While such a hierarchy undoubtedly exists, pre
vious discussions of it have failed to emphasize the true nature of the 
differential · exploitive abilities that it reflects. Correctly defined, the 
hieraryhy is not one of retail uses alone, but of retail uses on appropriate 
sites. ( Though department stores pay higher rents than grocery stores, 
this situation obtains only when department stores are properly located, 
for were a department store situated in a neighborhood retail cluster it 
could pay no rent at a19 It should be further stated that for each site 
there exists a hierarchy of uses based on their rent-paying ability on that 
site and that there is a hierarchy of sites based on differential produc
tivities under the appropriate uses. 

Market Forces and City Planning 
' { It is the total effect of the competition for sites to minimize the ag
gregate of inconvenience and frictions~ as evaluated in terms of the 
local value systems, and hence to maxim1ze the efficiency of the conduct 
of those human affairs in the community which require movement. \.The 
processes of the urban land market tend to produce the most efficient 
urban pattern.~ It is needless to dwell on how imperfectly the market 
operates and hpw wide are the actual deviations from the perfect pattern 
of land uses.l Nevertheless, a rational pattern is discernible in every 
community, and ~e processes of readjustment to new conditions are con
stantly in motion) And here lies the basic cause of the inefficiencies in 
land use arrangement-that there is a constant lag resulting from the 
dynamic nature of society, socially, economically, and technologically, 
which impinges upon the rigidity of the physical improvements; these 
improvements carry over far beyond the time when they adequately 
expressed the needs of the community. 

The long physical life of the improvements to urban la~d creates a 
serious obstacle to the readjustments in land use to changing conditions. 

12Snyder, Blake, and R. W. Roby, Fundamentals in Real Estate (New Yor~: 
Harper & Brothers, 1927), p. 117; Niehuss, M. L., in an unpublished study of special 
assessment taxation in Detroit, Mich.; Ratcliff, op. cit., cf. p. 15. 
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The replacement of an existing improvement is not justified until' the \ 
value of the cleared land exceeds the present value of the original enter-

. prise-land and building.\ If it were possible to forecast all social, eco
J!Omic, and technological changes with exactness, this problem would not 
be so serious. The original difficulty lies in the inability of men to look 
ahead and in the inescapable limitations of long-term forecasting. An
other basic difficulty is in the inherent expensiveness of buildings. Even 
when it is possible to foresee a change within a few years in the nature of 

· a given location, which would justify a type of land use that is not 
supportable on the site at the present, it is not often possible to construct 
a building for a use that is presently appropriate at a cost that is low 

· enough to be retired during a short life. The one story "taxpayer" is an 
attempt to derive some revenue during the time when the site is ripening 
into a higher use without requiring a large investment in improvements. 

The basic objective of city planning is to attain the same land use' 
pattern that would emerge naturally from the processes of .the urban 
real estate market under conditions of perfect competition. I This state
ment assumes that the community, throughQocal government agencies, 
competes in the market to provide for those public uses, such as schools 
and parks, for which the community is willing to pay) Since efficiency 
is a function of the local set of values and preferences, the most efficient 
urban pattern must accurately reflect community objectives. Thus the 
city planners should start by asking the question: "What kind of a com
munity do the citizens want?" 

In the perfect market, natural zoning would result; land uses of similar i 
or complementary character would naturally g~;oup themselves with 
maximum benefit to the property owners and to the community. But 
the market is not perfect; hence the city planner, having determined on 
the most advantageous grouping of uses, must enforce this grouping 
through a zoning ordinance. Without such enforcement, the natural 
pattern will be greatly disturbed by the accidents of ownership, the poor 
judgment of owners, the fact that for some uses location is a matter of 
relative in.difference, and the short-term advantage taken by a few in
dividuals acting on self-interest, without regard to the community. 

Another corollary of this theory of city growth and structure is that 
. the perfect land market would produce a pattern of land uses in a com

munity which would result in the minimum aggregate of land value for. 
the entire community. The most convenient arrangement results in the 
lowest aggregate transportation costs; in terms of saving of transporta
tion costs, the advantages of the more convenient sites are reduced. Good 
planning, by increasing accessibility and inducing greater fluidity of 
population, diminishes the scarcity value of choice locations and hence 
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reduces the rent that they can command. It follows, therefore, that the~ 
perfect city plan is that which creates the lowest total of land values, 
for this is a reflection of basic efficiency. 

Interru:r,l Arrangement of Land Uses 18 

The land use pattern of any urban area is a reflection not of the im
mediate and current space requirements of the community, but rather of 
the cumulative needs over a period of years. \It is not the same pattern as 
might be proposed if the land were all vacant and a new community of 
the same size and character were being planned. \ The fixity of the in
vestment Qf land improvements has already been cited as responsible 
for the lag in adjusting the physical aspects of the community to new 
social and economic needs. Thus in most of the cities of the land, the 
skeleton of the street and utility systems is a relic of earlier times, and a 
majority of the buildings are representative of generations past. Cities 

· that have grown slowly and steadily are more likely to be adjusted 
physically to present needs than areas where expansion and internal 
shifts have been explosive and sporadic. I 

Early land economists and human ecologists were inclined to describe 
the distribution of urban land uses in terms of concentric circles of rela
:tively homogeneous utilization, with a core of financial and retail uses at 
the center. Outside of this core was to be found the wholesale and light 
manufacturing zone, interspersed and surrounded by the homes of the 
lowest income groups. This description places heavy manufacturing in 
the next zone, with a tendency to be grouped about the transportation 
facilities that lead to the outside world. The outer belts of residential 
land use serve progressively higher income groups as the distance from 
the center increases. It is apparent that there is a substantial basis of fact 
I and theory to support this concentric-circle conception of urban agglom

eration. But even with full recognition of the exceptions that are to be 
found in individual cities by reason of accident or topography, there are 
other generalizations of city structure, which in some cases tend to in
validate the circular conception and which, in any event, must be in
corporated into any generalized description of urban land use structure. 
A separate examination of each of the major functional areas will pro-

n This section and the following section on city growth owe a special debt to 
Homer Hoyt, who has been a leader in developing description and theory in the 
field of city growth and structure and who has summarized his work so effectively 
in the Federal Housing Administration publication, The Structure and Growth of 

· Residential Neighborhoods in American Cities (Washington, D.C.: U.S. Government 
Printing Office, 1939), and in his earlier One Hundred Years of Land Value in 
Chicago (Chicago: University of Chicago Press, 1933). 
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vide a basis for a modification of some of the earlier concepts of city 
structure. 

Retail Structure. With very few exceptions, the central retail shopping 
district is found at the very convergence of all transportation and traffic 
channels. This spot is the center of the city in terms of being most con
venient to the greatest number of people, although it may not be the geo
graphical center of the built-up area. It is the place associated with the 
highest land values, tall buildings, high-density land use, and the greatest 
concentrations of people during daylight hours. In only the larger cities 
is there a sufficient specialization of land use to result in a separation of 
the retail and financial districts. Where such is the case, the grouping 
of financial functions is found close to, but at one side of, the central 
shopping zone. A more detailed examination of the retail pattern is neces
sary, since a large share of the retail business in niany cities is done · 
outside of the central district. The focal point of every city is the central · 
shopping area, familiarly termed the "100 per cent district." Here are 
the great department stores, the incarnadine variety chains, the smart 
apparel shops, interlarded with restaurants, drugstores, and specialty 
stores that serve the shopping crowds drawn into the district. This is 
the area that, by virtue of the ecological organization of the city and 
the convergence of transportation lines, is the spot most accessible to 
the greatest number of consumers. Crowding and interpenetrating the 
area of most intensive retail activity are the lesser retail uses-popular
price department stores, shops that sell men's wear, furniture, pianos, 
family shoes, sporting goods, and radios, and popular-price restaurants. 
In one sector there may be a scattering of theaters and at another point 
the financial and office building district. As the central business area 
merges into the wholesale and light-manufacturing district or into the 
slum and roominghouse area, there appear the lowest grade of central 
business uses-pawnshop, food store, pool hall and beer garden, bur
lesque house, automotive supply shop, shoe repairer, cheap photographer, 
and cheap restaurant. In the direction of the better residential areas, 
the retail area tapers off in specialty shops, food stores, restaurants, gift 
shops, small men's and women's apparel stores, and automobile show
rooms. 

It is a common misconception that the majority of retail trade is done 
in the central district. Two authoritative studies of retail trade, one 
covering Baltimore in 1929,14 and the other Philadelphia in 1935,111 reveal 

14 Rolph, I. K., "The Location Structure of Retail Trade," Domestic Commerce 
Series, no. 80, U.S. Bureau of Foreign and Domestic Commerce. 

u U.S. Department of Commerce, Intra-city Business Census Stati8tics for Phila-.' : · 
delphia, Pennsylvania, p. 25, Bureau of the Census, May, 1937, prepared under the 
supervision of Malcolm J. Proudfoot, Research Geographer. 
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the relative importance of the central area (see Table 63). In Balti
more, the central shopping district contained 6.1 per cent of the city's 
stores and accounted for 28.1 per cent of the total retail business. In 
Philadelphia, the corresponding ratios were 9.2 per cent and 37.4 per 
cent. In only two retail classifications did the central district account 
for more than 40 per cent of the city sales-the general-merchandise 
group, with 71.5 per cent, and the apparel group, with 63.2 per cent. 

TABLE 63. PER CENT OF TOTAL SToRES AND ToTAL SALES FALLING IN CENTRAL 

BuSINEss DisTRICT, PHILADELPHIA, 1935 * 

Business group 

All groups .......................... . 

Food stores ......................... . 
Automotive group ................... . 
Filling stations ...................... . 
General-merchandise group ........... . 
Apparel group ...................... . 
Furniture-household group ........... . 
Lumber-building-hardware group ...... . 
Restaurant group ................... . 
Drugstores ......................... . 
Other retail stores ................... . 

Per cent 
of stores 

9.2 

2.5 
5.0 
1.8 
4.9 

22.1 
18.0 
7.3 

14.6 
5.. 7 

17.6 

*Intra-cittl Bwinaa CenaUII Statialica for Philadelphia, Penna11loania. 

Per cent 
of sales 

37.4 

5.7 
9.5 
2.2 

71.5 
63.2 
34.9 
15.3 
37.4 
25.2 
37.0 

In three other groups, the central area accounted for roughly one-third 
of all sales-the furniture-household group, the restaurant group, and 
the unclassified group. Twenty-five per cent of all drugstore sales, 
15 per cent of the sales of the lumber-building-hardware group, and less 
than 10 per cent for the food stores, automotive group, and filling sta
tions were made in the central area. 

The pattern of the outlying retail structure consists of combinations 
and variations of two basic conformations. The one phenomenon is the 
retail use of property abutting a traffic artery, stretching out along its 
length, and rarely sprouting off down intersecting streets. This form is 
variously called a "string-street development," a "business thorough
fare," or "business street." The nature of the uses comprising this 
conformation depends upon the extent to which the street is a main 
automobile artery and the degree to which it is the core of a residential 
area. The use of the street as a traffic artery attracts retail shops serv-



CITY GROWTH AND STRUCTURE 389 

ing the transients-filling stations, accessory shops, automobile show
rooms, quick lunches and refreshment stands, food markets, and fruit 
stands. The proximity of residential districts encourages convenience
type' outlets-drugstores, grocery stores, laundry and cleaning branches, 
hardware stores, delicatessens, and pool halls. Since there are infinite 
variations in the relative importance of major streets as arteries and 
as the cores of residential districts, the nature of string-street retail 
development cannot be strictly defined. 

The other basic conformation of the outlying retail structure is the 
nucleation, a clustering of retail uses, which in the higher forms tends 
to assume a structural unity. This form typically appears at the more 
important intersections and creates a pyramiding of land values to a 
peak adjacent to the intersection. The nucleation may vary in nature, 
extent, and intensity of land use from the neighborhood grocery-drug
store combination to a major retail subcenter providing on a reduced 
scale all the services of the central business district. Frequently, nucle
ations appear as peaks of development in a string street, and the 
boundary between the string street and the nucleation is a matter of 
arbitrary definition. In most cases, the nucleation is concentrated on 
the primary street, although it frequently sends off short spurs down the 
major cross street. The junction of two string-street developments is 
usually the locus of a nucleation. The numerous isolated grocery stores 
and drugstores that spot residential areas are of the same nature as the 
nucleations proper and often constitute the original germ that develops 
into a nucleation as the tributary residential area matures. 

Attempts have been made to identify and define subclassifications of 
these two basic conformations, the string street and the nucleatio~ which 
are encountered in the outlying retail -st~~ture. i;I;pe~f~ct as these 
classifications are, they prove useful in providing a rough measure of 
the relative importance, in the retail trade of the city, of these areas 
as defined and in characterizing the services found there. 

In his study of the retail trade of Philadelphia, Proudfoot identifies 
the more intensively developed nucleations as '"outlying business cen- -
ters." 16 

.•. Here, for the most part, are found shopping-goods outlets such as women's 
and men's clothing stores, furniture stores, shoe stores, jewelry stores, one or 
more large department stores, and an admixture of convenience-goods stores. 

~Although individual outlying business centers do not draw customers from all 
parts of the city, they frequently attract them from long distances. Since these-· 
centers depend on customers drawn from wide areas, ~ey __ ~ll_ have developed 

16 lbid., p. 3. 
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at focal p!Jints of intracity transportation where pedestrian traffic is increased 
oy passengers of mass and. vehicular' conveyance. 

-- -- ---- .. -~·-·- .. ~. ----··- - -

The lower grade nucleations are termed "isolated store clusters." 11 

•• , These clusters usually comprise two or more complementary rather than 
competitive convenience-goods stores. Thus there may be a drugstore, a grocery I 
store, a meat market, a fruit and· vegetable store, a delicatessen, and possibly' 
a small lunchroom grouped together at a minor street intersection. These stores' 
usually supply a large portion of the immediate convenience-goods wants of, 
residential families located within an easy walking distance. Frequently these~ 
store clusters develop in sparsely settled fringes of the urban area, but in many 
instances they are found within densely populated residential areas, restricted, 
by the chance of occupance or by zoning regulations, to a scant block or even a 
city lot. 

String-street developments are divided into "principal business thor
oughfares," and "neighborhood business streets." With respect to these 

· two classifications,18 

.. (It is both a business street and a traffic artery. As a business street it 
possesses large, widely spaced shopping and convenience-goods stores. As a 
traffic artery it carries a heavy density of mass and vehicular traffic. This dense 
traffic primarily results from attractive forces exerted on residential population 
~y the central business district or by some outlying business center. Although 
stores of this structural type cater to, and are primarily dependent on, customers 
derived from this dense traffic, their presence has little counter effect on the 
density of this traffiC: \!)fi';ri;;g the special inducement of ample curbside parking 
space, these stores manage to thrive by attracting customers from a small frac
tion of the passengers of this intercommunity traffic. 

The neighborhood business street is primarily of neighborhood significance. 
It draws customers, almost without exception, from within easy walking dis
tances. This structural type consists of more or less continuous rows of grocery 
stores, meat markets, fruit and vegetable stores, drugstores, and other con
venience-goods outlets, interrupted by a minor admixture of shopping-goods 
stores. These streets extend throughout the residential portions of the city. 
They either take the form of a more or less regular network following the 
principal mass transportation and trucking routes, which are undesirable for 
residential purposes, are extensions to outlying business centers, or are isolated 
from other retail structures. 

In the statistical analysis of retail sales for Philadelphia, the data for 
outlying stores were grouped into three classifications-outlying business 
centers, principal business thoroughfares, and community business areas, 

11 Ibid., p. 4. 
ts Ibid., p. 4. 
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which include isolated store clusters, neighborhood business streets, arid 
' single isolated retail stores. · 

Table 64 shows, for each of the types of retail business, what per
centages of the total for the city were accounted for in outlying business 
centers. 

TABLE 64. PER CENT oF TOTAL SToREs AND TOTAL SALEs FALLING IN OUTLYING 

BusiNEss CENTERS, PmLADELPHIA, 1935 * 

Business group 

All groups .......•.•....•..•......... 

Food stores .•...••................... 
Automotive group .................. . 
Filling stations .•..................... 
General-merchandise group ........... . 
Apparel group .......... , ........... , 
Furniture-household group ....... , .. , . 
Lumber-building-hardware group ...... . 
Restaurant group ................... . 
Drugstores ......................... . 
Other retail stores ................... . 

Per cent 
of stores 

18.6 

13.3 
17.5 
8.1 

28.5 
39.2 
35.7 
21.6 
15.5 
14.1 
19.6 

* lnlr<Joeitll Businua CenBUII Statiatia far Phila<klphia, p.,.JIIIIlMnia. 

Per cent 
of sales 

19.2 

22.0 
34.8 
10.8 
6.7 

26.9 
38.6 
20.9 
19.4 
20.8 
19.3 

More than one-third of the city's purchases in the- automotive and 
furniture-household groups are made in outlying business centers. With 
the exceptions of the filling-station and general-merchandise groups, 
which run lower, there is a high degree of consistency in the percent
ages for the other groups, ranging from 19 per cent to 27 per cent, with 
a clustering around 20 per cent. 

An examination of the character of trade in the individual centers 
points to a marked diversity.19 

... For example, there are: four centers with over 50 per cent of their in
dividual business derived from sales in the food group . • . ; three other centers 
have from 50 to 70 per cent of their sales volume accounted for by the auto
motive group • • • ; three centers derived a substantial proportion of their 
business from sales in the general merchandise group ..• or in the apparel 
group • • • ; several other centers are as well represented in the furniture 
group . . • ; and restaurants are outstandingly represented in five centers. In 

19 Ibid., p. 11. 
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contrast, there is little concentration in the case of any individual center in such 
enterprise as filling stations and drug stores; and one-third of the centers, those 
not listed above, show little deviation from the average condition. 

These facts suggest that there is a diversity in the character of the 
tributary areas supporting these nucleations and emphasizes the diffi
culties in constructing an adequate qualitative classification of retail 
groupings. 

The principal business· thoroughfares of Philadelphia are generally 
dominated by either the food or the automotive groups.20 

••• six thoroughfares are outstandingly dominated by store.'! of the food 
group . • • ; and four are dominated by automotive establishments. • • • The 
dominance of these two kinds of business, as shown by the sales volume of these 
thoroughfares, amounts to from 50 to 80 per cent of their totals. Finally, in 
this connection, it is to be recalled that 67 per cent of the total sales recorded 
for all of these thoroughfares is derived from these two business groups. These 
conditions are the apparent outgrowth of heavy automobile traffic passing these 
establishments, which, with their wide spacing, offer ample parking space for 
vehicles, the passengers of which either make convenience-goods food purchases 
or buy automobiles and auto accessories. 

I 
TABLE 65. PEa CENT o:r TOTAL sToREs AND TOTAL SALEs FALLING IN PRINCIPAL 

BuSINEss ThoROUGHFARES, PmLADELPHIA, 1935 * 

Business group 

All groups . .-..................•.... 

Food stores ....................... . 
Automotive group ................. . 
Filling stations .................... . 
General-merchandise group ......... . 
Apparel group .................... . 
Furniture-household group ......... . 
Lumber-building-hardware group .... . 
Restaurant .....•.................. 
Drugstores ...... · ................. . 
·other retail stores. . . . . . . . . . . . ..... . 

2o Ibid., p. 11. 

Per cent 
of stores 

2.8 

2.3 
7.0 
4.7 
3.1 
1.9 
3.7 
4.2 
2.8 
3.0 
2.3 

Per cent 
of sales 

3.3 

3.0 
20.3 
8.5 
0.1 
0.5 
4.4 
4.0 
2.2 
3.0 
2.2 
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This explanation fails to recognize the effect upon retail trade of 
residential districts adjacent to string-street developments. The pre
dominance of food sales in some of these thoroughfares cannot be ex
plained without considering the extent of residential development near by. 
-The relative importance of the business thoroughfare in the various 

lines of trade for the city as a whole is shown in Table 65. It is 
apparent that, as defined by Proudfoot, the principal business thorough
fares of Philadelphia play a minor role in the retail distribution of the 
city, except in the automotive and filling-station groups. 

The community business areas of Philadelphia are the most important 
of the four general classifications of retail areas, containing 69.4 per 
cent of all stores and doing 40.1 per cent of all retail trade. According 
to Proudfoot, the outstanding characteristic of these areas is- 21 

.•• the rather uniformly high proportion of business conducted by stores of the 
food group. From a high average of over 42 per cent of the combined volume 
of sales recorded for food stores, it is notable that for fifteen areas over 40 per 
cent of their business is of this kind. In only two cases does this proportion 
fall below 25 per cent • • • , and in two other cases nearly 60 per cent of the 
volume of sales is of this kind : • • Outside of this primary domi~ance of food 
stores in most community business areas, there is a secondary concentration in 
three areas of sales in the automotive group • . • , and one area in which the 
general merchandise group accounts for over 83 per cent of the combined volume 
of sales .••. Therefore, the retail trade of these community business areas, with 
minor exceptions, seems to fit the general description given for neighborhood 
business streets and isolated store clusters. · 

Table 66 reveals the relative importance of community business areas 
in the trade of the city. · 

Among the other attempts at classification of outlying retail confor
mations are those of I. K. Rolph in a study of Baltimore and of the 
author in a study of Detroit. 22 

The Rolph classification recognizes neighborhood developments, string
street developments, isolated units, and subcenters. Subcenters are 
grouped into four classes. 

The • • • extent to which they contain outlets representing commodities neces
sary to make a community self-contained from a merchandising view point is 
the basis of the following designations: 

21 /bid., p. 12. 
22 Rolph, op. cit. Ratcliff, R. U., "An Examination into Some Characteristics of 

Outlying Retail Nucleations in Detroit, Michigan," doctoral dissertation (University 
of Michigan: 1935). 
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Class A subcenter contains minimum requisites in all of nine groups of mer
chandise. 

Class B subcenter contains minimum requisites in any seven groups of mer
chandise. 

Class C subcenter contains minimum requisites in any six groups of merchan
dise. 

Class D subcenter contains minimum requisites in any five groups of merchan
dise. 

TABLE 66. PER CENT o:r ToTAL STORES AND ToTAL SALEs FALLING IN CoMMUN'lTY 
BuSINEss AREAs, PHILADELPHIA, 1935 • 

Business group 

All groups ........••..••...•......... 

Food stores ......................... . 
Automotive group ................... . 
Filling stations ...................... . 
General-merchandise group .......... . 
Apparel group •...................... 
.Furniture-household group ........... . 
Lumber-building-hardware group ...... . 
Restaurant ......................... . 
Drugstores ......................... . 
Other retail stores ........... , ........ . 

Per cent 
of stores 

69.4 

81.9 
70.5 
85.4 
63.5 
36.8 
42.6 
66.9 
67.1 
77.2 
60.5 

• I~11 Burinuo Cenwa SIIJiislics/or Ploiladelploi4, PennB1Jlvani4. 

Per cent 
of sales 

40.1 

69.3 
35.4 
78.5 
21.7 
9.4 

22.1 
59:8 
41.0 
51.0 
41.5 

The nine commodity groups are similar to those previously cited from 
the Proudfoot analysis of Philadelphia, with the addition of a jewelry 
group and the omission of filling stations and the miscellaneous group: 
food, general merchandise, apparel, automotive, furniture and house
hold, lumber and building, restaurant and eating places, drugs, and 
jewelry. 

In the study of outlying retail structure in Detroit, subcenters were 
classified on the basis of the presence of high-class retail uses, retail 
uses having been classified according to relative rent-paying ability. 

Regardless of the usefulness of extended subclassification of retail 
conformation, it does appear that there are two basic forms-the nucle
ation (which describes the central business district as well as outlying 
clusters) and the string street. The essential difference between the 
two is the lack of internal organization in the case of the string street 
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as compared with the more definite pattern in arrangement of uses that 
characterizes the nucleation.28 

Wholesale and Industrial Areas. The wholesale and light-manufactur· 
. ing zone is not found on all sides of the central retail district, as implied 
by the concentric zone conception of the city. Rather, the wholesale 
area tends to locate on one side of the central retail district, in a location 
convenient to transportation facilities. This area may contain some 
of the older residential structures, not yet converted to business use. 

, The area is characterized by the predominance of loft buildings, which 
are suitable for both the storage requirements of the wholesale function 

· and the operations of light-manufacturing establishments such as those 
, engaged in printing, photoengraving, jewelry manufacture, and women's 
garment or men's wear production. 

The amount of the land area of a community that is devoted to 
industrial uses varies widely in accordance with the character of the 
area. t Cities that are founded on recreational or political activities may 
have but a small percentage of land area used in production, mainly for 
local consumption.) On the other hand,~ I!lajo:r man~facturing£ep.~~r~.such 
as Detroit, Chicago, and Cincinnati have as much as 16 per cent of the 
privately developed area in industrial use. The forces that led to a 
concentration of industry at the center of the cities in their early stages 
of development have shifted until manufacturing is no longer a typically 
central-area use. This type of activity is now associated with the routes 
of transportation, notably railroads and waterfronts. Industrial plants 
string out along railroad lines, rivers, and lake and ocean fronts in . 
long bands. ) Occasionally this pattern is broken by a concentration of 
industry in a special industrial district, which has been provided with 
connections to the major transport routes. Belt lines that connect with 
the trunk lines also attract industrial use. (Recent industrial growth has 
been found in large part on the outskirts of cities where land is cheaper, 
taxes lower, congestion less, and plenty of ~ace available for modem 
one-story plants and for employee parking:) 

Residential Areas. Residential land use accounts for the major area 
of all cities. In one study of 16 cities, 80 per cent of the privately 

_ developed land was used for this purpose.24 In these cities, all under 
300,000 in population, single-family homes absorbed 74.2 per cent of the 
privately developed land, two-family structures occupied 4.28 per cent, 

23 The discussion of the retail structure is adapted from Ratcliff, The Problem o/ 
Rewil Site Selection. 

u Bartholomew, Harland, Urban Land Uses, Harvard City Planning Studies, vol. 
IV (Cambridge, Mass.: Harvard University Press, 1932). 
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and multifamily structures took up 2.23 per cent. The 1940 U.S. Housing 
Census provides a rough measure of the relative importance of different 
residential types in the land use structure of urban areas. Eighty per 
cent of all nonfarm residential structures were single family, 11 per cent 
two family, 3 per cent three and four family, and 2 per cent five or 
more family.25 AB we shall see, in the urban land use structure, there 
is a strong tendency for residential structures of similar type to be 
found in groupings. There are wide differences in the proportioning of 

Gesidential structure types among the cities, with a tendency for the 
arger cities to have a larger proportion of the multifamily structures. 

In the metropolitan areas, there is a tendency for the proportion of 
multifamily structures to diminish with the distance from the center 
of the city) 

In an attempt to break do\\"11 the residenti_al areas for more refined 
structural analysis, there are many physical, social, and economic char
acteiistics which form individual geographical patterns and which might 
be used as a basis for delineating residential subareas. In the following 
paragraphs, the basis of differentiation is the level of residential rents 
and values, with the term "rent" U"ed as a general term to indicate the 
qualitative differences in housing]It has been found that there is a 

1 
good correlation between the levet:of rents and values and the level 

' of family incomes as well as the quality of the housing.) 
The pattern of rental areas that has been found typical of most 

American cities is not in the configuration of concentric circles or in 
sharply defined rectangular districts. There are seldom any distinct 
dividing lines between districts of different rent levels, but rather there 
are transitional zones, which partake of the nature of both adjoining 
areas. There is characteristically found in every community one or 
more clusters of blocks where the level of rents is the highest in the 
city. From these poles of high rent and high housing quality, there is 
a grading down through successively lower rent levels until the meanest 
housing and the lowest rents are reached. In smaller cities, the high-rent 
area may be located near the center of the city, but in the larger and 
more dynamic communities it may be found at the periphery. Often 
there is more than one high-rent district. Sometimes the high-rent area 
may take the form of a wedge or a ridge, extending outward from the 
center tO the very edge of development. 

Immediately surrounding the high-rent areas or sectors, which are 
necessarily small in extent, are the zones of intermediate housing. In 

Z5 One- to four-family structures with busineSJ wes combined constituted 3 per 
cent of all residential structures; miscellaneous types were less than 1 per cent. 



CI'l'Y GROWTH AND STRUCTURE 397. 

t some cases, there will be additional intermediate-rent areas at the 
periphery of the city at a point removed from any high-rent district. 
(!he low-rent areas of the community usually may be found both at 

'th~ center and at the edge of the developed area) often in the form of 
· a wedge spreading out from the center to the edge. The traditional 
association of the lowest rent districts and the central portions of the 
community is too limited a view. The crowded slums of the older, central 
districts have their counterparts in the shack towns of the outlying 
districts. It can be demonstrated that, although the centers of cities 
have low-rent areas, there is no general upward gradation of rent levels 
toward aU parts of the periphery; low-rent areas may form districts 
extending through the center from one edge to the other; they may take 
up a half or more of the city's area unbroken by higher rent districts. 
In short, a description of the residential districts in terms of wedges or f 
sectors is more realistic than the older, concentric-circle approach. 28 

A recent ecological study of natural areas in a :Midwestern city has 
developed a hypothesis that has much merit.27 It was ascertained that, 
in this community, the pattern of housing characteristics that were 
related to economic status, such as rent and value of property, fell 
naturally into a sector configuration. On the other hand, the charac
teristics that related to age of structure and the place in the neighbor
hood cycle followed a concentric pattern. The natural areas, i.e., areas 
of greatest homogeneity, were best determined by the overlapping of 
the two patterns. 

City Growth 

-( Th;forces of change are never idle in our urban areas. The city is 
a dynamic thing, growing and shifting in great spurt~uring periods of 
rapid expansion and building boom, tbut never qwescent even when 
growth has stopped and decline sets in) lThe city is constantly changing 
in a variety of ways that have economic significance. Some of these 
changes take place with the passage of time)with little reference to the 
positive . acts of man. (The structures and works that make up the 
physical form of the community are subject to wear and deterioration, 
and, in response to sociological and technological change, they become 
less well adapted to the highest performance of essential functions and 
thus grow. progressively obsolete.) (Furthermore, changes are taking 
place in the characteristics of the inhabitants, for time brings inevitable 

26 The sector theory is set forth by Hoyt, op. cit. 
zr Unpublished doctoral dissertation by John Winfred Teter, University of Wis

consin. 
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and progressive changes in family composition and age distribution.) 
But the most substantial changes are the concomitants of growth. 
Growth is accompanied by the lateral expansion of the urban areas as 
new districts are developed; there is also growth in the form of filling 
in the vacant lots in areas that are already partially built up; and 
finally, there may be vertical growth as multistory structures replace 
the original buildings. Growth brings with it a stirring about ·within 
the physical structure of the city. There are shifts in the places of 
residence of families and groups; the need for additional commercial 
and community facilities results in the succession of new buildings as 
new uses replace the old, and the basic internal land use structure of 
the community is disturbed and readjusted. 

-~ Lateral Expansion. The spread of the built-up area of the community 
may take one of several forms; and the form of the expansion is related 
to transportation facilities. There has always been a marked tendency 
to develop new residential areas along the lines of fastest transportation 
to the center of the city. This axial growth occurs along lines of public 
transport such as the suburban railways in large metropolitan areas, 
and along major arterial highways, which form the routes of bus lines, 
streetcar lines, and commuting by private automobile. In addition to 
the axial extension of the built-up areas, there may develop isolated 

! settlements well outside of the main body of the city but tied to the 
major highways or suburban railway service. Very often these out
lying settlements are dormitory towns for the well-to-do, whose economic 
and cultural life is focused in the city. As growth continues, these 
isolated nuclei, originated at separate points along the lines of communi
cation, may expand and eventually coalesce into a continuous band of 
settlement. 

The natural limit to the extension of settled areas along radial lines 
is set by the competition of areas that are closer to the center and, 
though not so well served by rapid transport facilities, can compete in 
time-distance to the center because of the lesser mileage-distance. Thus 
central growth takes place in the form of the accretal extension of the 
main body of the city and the filling in of the interstices between the 
lines of axial growth. Modern forms of transportation have facilitated 
both the outward axial extension of the city and the interstitial growth. 
The private automobile has permitted people greater flexibility in choice 
of a living place; and, while it remains advantageous to be close to 
major trunk highways leading into the city, it entails no great incon
venience to be somewhat removed from them. This flexibility opens 
up vast areas at the outskirts of cities lying between the major radial 
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routes. The flexibility in the routing of buses has also tended to fill 
in the areas between the axial tentacles of the city. Bus routes can swing 
off the main arterials to serve inlying residential districts.. Cross-town 
streetcar and bus routes serve as feeders for the radial lines of transport 
as well as means of access to outlying centers of industrial employment, 
retail districts, and recreational facilities without having to go into 
the center of the city and out again. The flexibility of the automobile 
and the bus has contributed to the greater diffusion of residential, com
mercial, and industrial facilities and has reduced the advantage of the 
central business district over outlying subcenters . 
....--·Internal Shifts. During periods of growth there is a continual shift
ing of the land use structure as adjustmen~~kes place to the new needs 
of the community for the services of land. Ufor the most part, expansion 
involving the initial improvement of vacant land is restricted to resi
dential and industrial use and, in some cases, to outlying retail develop
ments. Other ecological shifts involve a succession of uses, the altering 
of existing structures for new uses, or the demolition and replacement 
of existing buildings. Succession can also occur in the occupancy of 
residential areas, where a new group replaces one of different social 
characteristics. Sometimes succession does not involve a distinct change 
in use, but rather an increase in the intensity of the same use, as in 
the replacement of a small office building with a skyscraper or the sub
stitution of a new building for department-store occupancy as a replace
ment for several small retail-store buildings. 

As cities grow in population and expanse, there is an increasing 
demand for land for commercial and recreational use, for public build
ings and churches, and for transportation and public utilities. The cen
tral-area retail and financial uses expand and push outward against the 
surrounding ring of the less intensive whdlesale, light manufacturing, and 
residential uses. In turn, these uses are disturbed and at the same time 
may be growing in land requirements; thus they push outward or break 
out into new patterns at points in the city structure where they can 
outbid other uses. 

There are a number of factors that in recent years have tended to 
diminish the need for central-area commercial and industrial land in 
relationship to the population of the community. The steel-frame sky
scraper and the elevator have led to vertical expansion and thus have 
reduced the need for additional ground area. However, there are limits 
to this trend, for the concentration of multistory buildings leads to such 
congestion of persons and traffic that much of the advantage may be 
offset if the concentration becomes too great. 

Another significant development is the growth in the importance of 
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outlying retail centers and the diminished relative importance of the 
central shopping district.· This change is accounted for in part by the 
decline in the relative advantage of the central area in convenience. 
Not only have the automobile and the bus improved the relative position 
of the outlying retail subcenters in terms of time and money costs of 
transportation from the homes of the customers, but the congestion of 
the central area has created delays and frictions that drive customers 
away. Another factor is the decline in population at the center of the 
city, most convenient to·the central shopping district, and the growth 
in population at the periphery, most convenient to the outlying districts. 

Among other changes that have affected the central area is the shift 
in the wholesaling function, which has reduced the need for land for 
this operation. Central industrial uses are now less important because 
of the movement of industry to the outlying areas along main lines of 
transport. New central residential development has been restricted to 
relatively small areas covered with high-class apartment hotels and a 
few public-housing projects for families of low income. For the most 
part, new residential developments are found at some distance from 
the confusion and congestion of the central area. In many cities, the 
central area is partly surrounded by a ring of blight, a transitional zone 
characterized by slum living conditions, physical deterioration, and a 

! mixture of land uses. This is a zone in which the replacement of 
existing uses is not econoinically justified or where succession is unjusti
fiably delayed by the poor judgment of property owners who overvalue 
the prospects of their properties and hold out for unwarranted prices. 
In many cities, the blighted area is the product of that combination of 
factors which have checked the expansion of the central business dis
trict; the blighted area can only move in one direction-down-until 
the owners are willing to accept prices for their land that can be justi
fi~d by the uses appropriate to the location . 

.. ./Movement of Residential Areas. In discussing the urban residential 
structure it was pointed out that the most important segment was the 
high-rent area. It can be demonstrated that the growth of the entire city, 
particularly the development of residential districts, is influenced by 
the movement of this residential pole. As new homes for the families 
at the top of the economic and social scale are built at the edge of the 
existing high-rent district, intermediate and lower income group families 
move into the homes that are given up at the opposite side of the district. 
New homes for the intermediate groups tend to be found close to the 
new homes of the upper group, and new homes at lower levels are 
pushed into less desirable areas. Since the existing high-rent areas are 
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·usually between intermediate areas that crowd close on either side, they 
can only expand outward, and hence new high-rent districts are usually 
found at the outskirts of the community. For the most part, the mem

' hers of the upper crust do not move into the dwellings abandoned by 
other members of the same group, particularly since the rate of obso
lescence is very high in this type of home. Thus the needs for expanded. 
housing space for this group, and the shiftings that are prompted by 
the desire to keep up to date, must be met by new construction on 
·vacant land at the edge of existing development and as an extension 
of the built-up high-rent area. The few exceptions to this general rule 
are found in our largest cities, where costly and luxurious housing can 
be found in tall apartment buildings built in fashionable groupings close 
by the central business district on land reclaimed from commercial or 
slum use. 

Because of the strategic position of the high-rent areas in the urban 
structure, it is important to understand the general principles that 
appear to guide their movements. The origins of these areas in urban 
history seem to have been in juxtaposition to the central retail and 
office centers. The principles which reflect their growth characteristics 
have been stated by Homer Hoyt as follows: 28 

1. High-grade residential growth tends to proceed from the given point of 
origin, along established lines of travel or toward another existing nucleus of 
buildings or trading centers. 

2. The zone of high-rent areas tends to progress toward high ground which 
is free from the risk of floods and to spread along lake, bay, river, and ocean 
fronts, where such waterfronts are not used for industry. 

3. High-rent residential districts tend to grow toward the section of the city _ 
which has free, open country beyond the edges and away from "dead end" sec
tions which are limited by natural or artificial barriers to expansion. 

4. The higher priced residential neighborhood tends to grow toward the homes 
of the leaders of the community. 

5. Trends of movement of office buildings, banks, and stores pull the higher 
priced residential neighborhoods in the same general direction. 

6. High-grade residential areas tend to develop along the fastest existing 
transportation lines. 

7. The growth of high-rent neighborhoods continues in the same direction for 
a long period of time. 

8. De luxe high-rent apartment areas tend to be established near the business 
center in old residential areas. 

9. Real estate promoters may bend the direction of high-grade residential 
growth. 

2s Hoyt, op. cit., p. 117. 
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Historically, high-rent areas developed in axial formation along the 
fashionable avenues and boulevards that led to the center of the city. 
But with the advent of the automobile, these streets became noisome 
and undesirable, and the well-to-do began to seek seclusion among their 
own kind. Thus the new developments for them took the form of 
fashionable subdivisions, still clinging to the original sector but at one 
side, laid out in wide, curving streets and beautified with trees and shrubs. 
The areas with the most attractive terrain or the finest views were pre
empted by the wealthy. · Where centrally located high-rent apartment 
districts developed, this type of use outbid and replaced the existing 
central uses. 

New construction for the intermediate families tends to cling to the 
high-rent districts. There is some filtering up into highest priced homes 
as they are abandoned by their original owners, but where they are 
large and expensive to operate, few families can afford to live in them and 
those families who can generally prefer to build modem, efficient dwell
ings. As a result, the large mansions of the rich often are converted into 
institutions or cut up into small apartments for families of modest income. 
In some cases, the rich have been immediately succeeded by low-income 
families. 

Low-rent areas tend to move outward from the center of the city in 
: sectors pr bands, by the process of succession, with new low-rent areas 
developing as shack settlements at the edge of the city. There are move
ments of cultural groups within the low-rent areas as new immigrants 
crowd into the community, usually occupying the lowest grade of hous
ing, and as the older immigrants, becoming established and more stable 
financially, are able to move into slightly better accommodations. 

The underlying movement within the urban structure is outward in 
direction. Strong forces, many of them moving with the passage of time, 
operate to diminish the utility and desirability of built-up areas relative 
to new areas, but, with few exceptions, the difference is not sufficient to 
bring about a replacement of the old with the new in the location of the 
old. Neighborhoods of new homes pass through a predictable cycle as 
the structures deteriorate and become obsolete and as the original families 
grow and decline. The houses become less attractive with age, costs of 
upkeep rise, and repairs are neglected. The predominance of home 
ownership declines as families move away or are dissolved and as fore
closure is followed by tenancy. Inharmonious groups may invade the 
neighborhood as the resistance to change diminishes. Values fall, and 
structures are converted to small apartments or to commercial uses. As 
the neighborhoods deteriorate, they are unattractive to young families, 
whose housing needs are typically satisfied by new dwellings, and the 
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areas are abandoned to lower income groups. The outward tendency bas 
resulted in some cities in the decline in population of the central blighted 
districts. Contrary to some opinions; there is evidence that the outward 
push of families takes the form of movements outward by stages or 
degrees rather than a jumping from the center to the periphery in one 
movement.29 

Economics of Succession 
Since internal shifts in city structure generally involve the succession 

of land uses, it will be well to understand the economics of this funda
mental process. When vacant land is involved, or when a change in use 
requires no replacement or major alteration of an existing structure, the 
use change occurs when some new use outbids the existing use for the 
property. In effect, the same market process is involved when succession 
requires the replacement of an existing structure. Such replacement 
takes place wh{ln the return on the site after the removal of the original 
structure and its replacement for the new use is greater than the return 
on the entire property; land and building, under the original use. (In 
other terms, the replacement is economically justified when the value of 
the cleared land (ready for the new use) exceeds the remaining value of 
the original property, land and build~ng) 

In Chap. 12 we considered the process by which the owner of a parcel 
of real estate calculates how he may secure the maximum return from hie 
holding. Chart 7 (page 357) is based on the assumption that the use 
of a vacant lot is contemplated; the chart illustrates the forecasts of 
revenues and expenses and the distribution of net revenue that must 
be estimated for each of a number of alternative uses in order to determine 
which one will yield the largest site rent.( In the case of improved rather 
than vacant property, the procedure is the same, with the continuation of 
the existing use as one of the alternatives. Thus, the owner of a going 
real estate enterprise is constantly alert to the possibility that some new 
use for his land may yield a greater return than the continued operation 
of the present use.) 

To illustrate the situation when a change in use is economically 
justified, let us assume that Chart 7, repeated here in solid lines in Chart 
8, exhibits the actual experience, past and prospective, as of any point of 
time during operation of an income property such as an apartment house. 
To simplify the explanation, the lowest segment of Chart 7, below CY, 
which represents operating expenses, is omitted; thus Chart 8 now repre
sents net revenue after deductmg operating expenses. The dotted lines 

29 Richard S. Dewey, unpublished dissertation, University of Wisconsin, 1947. 
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superimposed on the solid lines represent the estimated operating ex
perience for a redevelopment of the property as of year N'. It might be 
assumed that in yearN' there has occurred certain environmental changes, 
such as an improvement in transportation facilities, which would make 
appropriate a new use for the land and would yield a new pattern of 
revenues represented by curve A'Z' and annual site rent measured by 
B'N'. 

The question that confronts the owner is whether to redevelop the 

A'(~---...._ 

A~~--~-, ...... , ...... 1 
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site, and his decision will be based on his judgment of the comparison 
between his return from the time of redevelopment forward and the re
turn from the continued operation of the existing or present use. Note 
that he looks only forward; his past commitments of capital, his former 
expectations of revenues, and his original plan for the allocation of 
revenues are matters of no consequence; he must determine how to 
maximize his net rent from now on. In the example, it is evident that, 
beginning at year N' and until year N", the redevelopment of the site 
would yield fewer dollars after providing for depreciation (the area 
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above line B'X') than the net return (AZ) under the present use. The 
owner will therefore find it advantageous to continue with the present 
use up to year N"; from that time the net site rent under the new use 
will be ·greater than the net revenue for the present use. 

This example illustrates two fundamental principles: that a change in 
the character of a neighborhood so that a more intensive use is justified 
has the effect of shortening the economic life of the original use; that the 
economic life of a development is terminated when the net revenue that it 
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is producing falls below the site rent that could be produced under a new 
use. 
' Chart 9 illustrates a situation wherein the environmental conditions 
shift in such a manner that the potential reuse of the land will produce a 
lower site rent than that calculated for the original use. Here, again, 
redevelopment is justified at the time when the net revenue of the present 
use drops below the site rent under the new use. The effect in this 
example is to extend economic life beyond the time originally calculated. 

The charts have been used primarily to demonstrate the essential re
lationships in land use succession and to show how succession normally 
takes place only when the net revenue of the existing project has de
clined below the site rent that could be produced by an alternative use. 
It should be clear, therefore, that, to control or accelerate the process of 
succession, it is necessary to influence this basic relationship either by 
modifying one of the variables or by using subsidy to bridge the gap 
between present value and redeveloped value. 



CHAPTER 14 '----

URBAN LAND POLICIES 

" Nature of Social Control 
In this volume, the approach to an understanding of urban land utiliza

tion has given primary emphasis to the underlying processes of the urban 
land market. In large degree, the explanations have been in terms of the 
concepts of classical economics. But there has also been a consistent 
recognition of the fact that~he actions and reactions of the market are 
restricted, modified, and distorted by the presence of a dynamic and ever
changing framework of social, economic, and legal institutions:' It is 

1 
these institutions which are the basis of private property in land and 
which, when expressed in the law, are the definition of private property. 
But there are complex changes that ~re constantly occurring in the func
tions of the urban mechanism, in technology, and in the value systems of 
individuals and groups so that the institutional framework is continually 
adapting itself to new conditions. When such readjustment is the result 
of considered and overt social action, usually through government, and 
when there is specific expression through law or regulation, we say that 
land policy has been established. Urban land policies, then, are estab
lished objectives of the community ,with respect to land use, together 
with the implementation of law and regulation designed to attain such 

_ objectives. 
(It is an accepted principle that the ownership of land is exclusive but 
not absolute; each owner may use his own property to the exclusion of all 
others, but he must use it with due respect to the limitations imposed by 
society.) In a sense, the group, or community, has certain rights in each 
parcel of land ownership that must be respected in its utilization. Thus 
individual decisions of owners and investors are not completely free. 
The extent and nature of the interest of the community in each unit of 
ownership are ever changing in accordance with the evolving needs of 
society. 

406 
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, ~If the urban land market were perfect in the classical sense, the in
, t~~ests of both individuals and society would be served through un
restricted business decisions of owners with respect to land use. But we 

'have already discussed the imperfections of the market and so are aware 
that we cannot place full dependence on the natural forces in the market 
to produce a land pattern that is continuously adjusted to the needs of 
the community} It is a peculiar deficiency of the land market that we 
freeze land in one use for long periods through the installation of semi
permanent physical improvements. Thus, in the face of a shifting society 
and evolving technology, there stands a rigid physical complex of build
ings with the streets and utilities that serve them; the result is continu
ous obsolescence of the city structure] The basic problem arises from the 
dedicating of land to currently appropriate uses through the erection of 
buildings and the provision of necessary facilities in face of the inevit
ability thadthe land improvements will become functionally obsolescent 
while still ptysically sound.) 
' Such conflicts as arise between public and individual interests in land 
use are in some cases the products of unwise business decisions, but more 
often these conflicts arise because the individual viewpoint is not com
munity-wide nor sufficiently long term.1 i Thus land may be exploited 
by overintensive development, which leads to congestion and overcrowd
ing, to slums and blight) Subdivisions may be inappropriately located 
or the land misused by poor planning-small lots, inadequate public areas, 
or street systems unrelated to the street pattern of the central city. 
~Where land developers and builders seek a quick profit rather than a 
long-term investment return, their interests may run counter to the social 
good.) In such cases, the original exploitive profit to the developer
owner will be more than offset by detriments to future owners. From 
a long-term investment viewpoint, the interests of the property owners 
and the community are not often antagonistic. 

It is probable that one of the explanations of antisocial exploitations 
or misuse of land is found in the uncertainties of long-term investment 
in real estate. As a result of these uncertainties, entrepreneurs find it 
the wiser course to unload rather than to hold land developments. In 
the planning of the developments, therefore, it is profitable to adjust to 

· current market conditions to assure prompt disposal of the product. 
Land development is thus more in the nature of a manufacturing process . 
than long-term investment. And because the manufacturers are small 
operators for the most part, who handle but one or two operations,· 

1 Fisher, Ernest M., Advanced Principles of ReaZ Estate Practice (New York: The 
Macmillan Company, 1930), pp. 307-308. 
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there is little incentive to act in the interest of building up good will 
on the part of customers or community. 

In general, social control over land use reduces the uncertainties of ' 
investment in real estate. To the extent that controls are effective, it is 
possible to forecast how land is to be used, though not how much and 
u·hen. Controls that assist in prediction may be said to be favorable to 
the investor and unfavorable for the speculator who preys on uncertain
ties. With the greater certainty and predictability that controls make 
possible, a longer term view will be encouraged and sounder and more 
socially desirable land developments will result. · · 

The crystallization of urban land policies and the development of 
land controls have represented the efforts of society to offset the im
perfections of the market and to direct the use of land more nearly in 
the interests of the community as a whole. Land use, in the broad sense 
of the term, is controlled at many points. -

./ 1. Control of subdividing and subdivision design. This subject was considered 
in an earlier chapter. 

2. Restrictions on the nature of land use in conformity with a general land 
use plan for the community. 

3. Limitations on the exterior dimensions of structures in relation to the land 
area and dimensions-building height, placement on the lot, and extent of 
land coverage. 

4. ~tablishment of minimum structural standards of strength, fire resistance, 
light, ventilation, and sanitary facilities. 

5. Restrictions on occupancy in terms of persons or families. 

The .controls that have been listed are generally restrictive in nature; 
they place limits on how land may be used.( There are a few instances of 
public policy to encourage certain types of land use. Tax policy, as will 
be indicated later, can stimulate building or encourage home ownership. 
Other forms of governmental intervention that may be classified as social 
controls are public housing, urban redevelopment, and the acquisition of 
land for any public purpose through the exercise of the power of eminent 
domaiz9 

City Pliznning 
- 0~ cities have been fashioned by accretion at the edges and through 
continual internal adaptations in land use. This growth has been piece
meal, the product of'riiyrlad 'ioos~ly related business decisions on land 
utilization) It is surprising, therefore, that our cities are as well or
ganized as they are and that there bas evolved through the operation 
of market forces a complex of space relationships that serves reasonably 
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well in the conduct of production, exchange, and consumption. But ·as 
the functions of the urban organism become more complex and as the 
impact of social and technical change continues to mount, there is an 
increasing need for a master land use design that expresses the present 
needs of the community and anticipates future needs so far as possible. 
It is the original preparation of such a master plan and the continuing 
adjustment of it to fit changing conditions that is the essence of city 
planning as practiced in American communities. 
(The master plan is the design for the urban mechanism. It should re

flect as far as possible the democratically determined objectives of the 
• citizenry with respect to the kind of a community in which they wish to 

. work and live. XFor example, the comniunity may wish to discourage 
' further industrial development, or there may be great local pride in the 
historical or cultural traditions of the area and a desire to memorialize 
them. If the population is young and vigorous, there may be special 
pressures for an extensive park and recreational system. )Erhus com
munity sentiment can be reflected in the planning decisions with respect 
to the proportioning and arrangement of land uses, but basically the 
plan must be an expression of underlying social and economic forces 
over which the community can have little controP) At most, these under
lying forces can be moderately dampened or modified, for these are the 
forces which created and nurtured the community, which are the reasons 
for its existence and its growth, and which have been the basis on which 
the urban structure has evolved. No master plan can override these 
forces; to the contrary, the plan must be founded on an understanding 
and interpretation of them. 

The theoretical basis of city planning has been expressed in the follow
ing progression of propositions.• 

L The city is an economic and social mechanism. The explanation of the 
urban organization of society is found in the socioeconomic activities of man, 
which require the concentration of people, buildings, and machines within rela
tively small areas. Thus the demand for urban land arises from, the need for 
space for the performance of these activities. The economic, social, and technical 
forces that impinge upon each urban area determine its economie and social 
characteristics and its rate of growth. In a sense, cities have developed as in
tegral parts of the national productive and distributive machinery. Tl.e spa
tial pattern of functional areas within the city, the street system, the buildings 

2 Dorau, H. B., and A. G. Hinman, Urban Land Economics (New York: The Mac
millan Company, 1928), p. 251. 

8 Adapted from Ratcliff, R. U., "A Land Economist Looks at City Planning," 
Journal of Land and Public Utility Economics, May, 1944. 
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that crowd the landscape, together with the people who inhabit and use them, 
constitute essential items of economic equipment. 

From the sociological viewpoint, cities are settlements of individuals living 
together in complicated economic and social contact. The 5ocial characteristics 
and value systems of city dwellers and their way of living condition the demand 
for the services of urban land and have a direct influence on the pattern of land 
use, on land value, tenure, and the type and design of buildings. To under
stand these influences we must know something of urban population trends, of 
age and sex distribution, of r~cial background, of geographical origins. We 
must know something of social changes that may alter urban behavior patterns 
and affect the demand for the services of land. 

2. The physical form and ecology of the city are the products of the forces 
of demand and supply operating within the framework of the real estate market 
and conditioned by economic, social, and legal institutions. The pattern of land 
use in urban areas is not a matter of accident. There is an essential order in 
the urban structure. It is true that our cities have not had the benefit of the 
same skilled planning that has produced highly efficient machines and factories. 
But, 'while this lack of control and absence of conscious design have given rise 
to many inefficiencies in the operation of cities as part of the productive and 
distributive machinery, it remains that the basic urban form is essentially 
fUnctional. It can be demonstrated that the spatial distribution of the various 
land uses has evolved from the functions to be performed through a process of 

~ competition for preferential locations among the uses in the real estate market. 
3. The institutional framework of the market and the socioeconomic forces 

operating within it can be controlled or modified only slowly and with great 
difficulty. H the future structure of the city is to be fitted into a predetermined 
or "planned" pattern that is at variance with that pattern which would other
wise eventuate, social controls must be applied to certain market forces or 
modifications must be made in the institutional framework within which the 
market operates. Such artificially induced change will meet with strong re
sistance. 

4. The area of social control to accomplish corrective planning is small in com
parison with the area over which control cannot effectively be exercised. The 
basic forces and processes of city growth move inexorably forward, and the 
efforts of man to modify them are puny and ineffective in comparison. In
stitutions are constantly changing but by an evolutionary process rather than 
as a result of conscious direction in accordance with plan. Only minor changes 
from the natural pattern can be accomplished without major changes in the 
institutiona that lorm the market framework. These minor changes may haYe 
great ~ial significance. 

5. City planning starts with the process of forecasting the pattern that will 
naturally evolve from social forces as they operate within the market frame
work. City planning thus starts with an analysis of the natural market forces. 
Much of the plan directly expres..;;es the unmodified effect of these forces. This 
part of planning requires a thorough understanding of social forces and in
stitutions and requires the application of social-science methodology. 
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6. The next step in planning is to determine upon what modifications of the 
natural growth pattern are socially desirable. The social significance of modifica
.tions is a matter involving economic, sociological, legal, and political considera
tions. Except for sanitation or engineering problems involving minimum 
st~ndards commonly accepted, judgments of the social significance of modifica
tions in urban structure require a point of view and a background of education 
·not provided in technical schools. . 

7. The practicability of accomplishing modifications determined to be socially 
desirable must be tested by an analysis of market forces and related institu
tions. Modifications can be accomplished only by positiye action. It is neces

. sary to determine at what points in the market process stimulants or controls 
must be applied in order to accomplish the plan and what market forces or in

. stitutions must be subjected to pressure. The various control devices must be 
tested as to practicability and with respect to the probable repercussions in 

· other parts of the market, so that reform at one point shall not be offset by 
retrogression at another. 

To a considerable extent the planner is engaged in undoing the damage 
to the urban structure that is the result of the market imperfections of 
the past or the errors of past master planners. He must also make ad
justments to new conditions in existing land use arrangements that may 
have been adequate under past conditions. The master plan, having been 
prepared under one set of conditions, becomes imperfect as conditions 
change with time; it must be constantly modified with changing factors 
of demand, structural obsolescence, the broadening of understanding of 
community problems, and changing community objectives. 
, The Planning Process. The preparation of a master plan of land use 
for a community should start with an analysis of the physical setting of 
the community, the economic base of its existence, present and prospec
tive, and the characteristics of the people of the community.' The exist
ing land use pattern, the street system, and the transportation network 
should be mapped and studied. Another important basic inquiry is into 
the geographical distribution of population, the pattern of. economic and 
social groups, and the daily movements of the population within the com
munity. Other fundamental surveys should cover the form and character
istics of local government, the community organization in terms of active 

. interest groups, and the local traditions and community spirit that form 
the personality of the city. • 

Perhaps the most fundamental aspect of the planning process is the 
study of how the community makes its living and the outgrowing forecast 

4 Much of the material in this section should be credited to the excellent presenta
tion of the essentials of the planning process found in "Action for Cities, a Guide to 
Community Planning," Bulletin 88, Public Administration Service, Chicago, 1943. 
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that crowd the landscape, together with the people who inhabit and use them, 
constitute essential items of economic equipment. 

From the sociological viewpoint, cities are settlements of individuals living 
together in complicated economic and social contact. The social characteristics 
and value systems of city dwellers and their way of living condition the demand 
for the services of urban land and have a direct influence on the pattern of land 
use, on land value, tenure, and the type and design of buildings. To under
stand these influences we must know something of urban population trends, of 
age and sex distribution, of r~cial background, of geographical origins. We 
must know something of social changes that may alter urban behavior patterns 
and affect the demand for the services of land. 

2. The physical form and ecology of the city are the products of the forces 
of demand and supply operating within the framework of the real estate market 
and conditioned by economic, social, and legal institutions. The pattern of land 
use in urban areas is not a. matter of accident. There is an essential order in 
the urban structure. It is true that our cities have not had the benefit of the 
same skilled planning that has produced highly efficient machines and factories. 
But, ·while this lack of control and absence of conscious design have given rise 

. to many inefficiencies in the operation of cities as part of the productive and 
distributive machinery, it remains that the basic urban form is essentially 
ftinctional. It can be demonstrated that the sp;ttial distribution of the various 
land uses has evolved from the functions to be performed through a process of 
competition for preferential locations among the uses in the real estate market. 

3. The institutional framework of the market and the socioeconomic forces 
!operating within it can be controlled or modified only slowly and with great 
'difficulty. If the future structure of the city is to be fitted into a. predetermined 
or "planned" pattern that is at variance with that pattern which would other
wise eventuate, social controls must be applied to certain market forces or 
modifications must be made in the institutional framework within which the 
market operates. Such artificially induced change will meet with strong re
sistance. 

,., 4. The area of social control to accomplish corrective planning is small in com
parison with the area over which control cannot effectively be exercised. The 
basic forces and processes of city growth move inexorably forward, and the 
efforts of man to modify them are puny and ineffective in comparison. In
stitutions are constantly changing but by an evolutionary process rather than 
as a. result of conscious direction in accordance with plan. Only minor changes 
from the natural pattern can be accomplished without major changes in the 
institutioD& that form the market framework. These minor changes may have 
great social significance. 

5. City planning starts with the process of forecasting the pattern that will 
naturally evolve from social forces as they operate within the market frame
\V(Irk. City planning thus starts with an analysis of the natural market forces. 
Much of the plan directly expresses the unmodified effect of these forces. This 
part of planning requires a thorough understanding of social forces and in
stitutions and requires the application of social-science methodology. 
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6. The next step in planning is to determine upon what modifications of the 
natural growth pattern are socially desirable. The social significance of modifica
tions is a matter involving economic, sociological, legal, and political considera
tions. Except for sanitation or engineering problems involving minimum 
standards commonly accepted, judgments of the social significance of modifica
tions in urban structure require a point of view and a background of education 
not provided in technical schools. ' 

7. The practicability of accomplishing modifications determined to be socially 
desirable must be tested by an analysis of market forces and related institu
tions. Modifications can be accomplished only by positiye action. It is neces
sary to determine at what points in the market process stimulants or controls 
must be applied in order to accomplish the plan and what market forces or in
stitutions must be subjected to pressure. The various control devices must be 
tested as to practicability and with respect to the probable repercussions in 
other parts of the market, so that reform at one point shall not be offset by 
retrogression at another. · 

To a considerable extent the planner is engaged in undoing the damage 
to the urban structure that is the result of the market imperfections of 
the past or the errors of past master planners. He must also make ad
justments to new conditions in existing land use arrangements that may 
have been adequate under past conditions. The master plan, having been 
prepared under one set of conditions, becomes imperfect as conditions 
change with time; it must be constantly modified with changing factors 
of demand, structural obsolescence, the broadening of understanding of 
community problems, and changing community objectives. 

The Planning Process. The preparation of a master plan of land use 
for a community should start with an analysis of the physical setting of 
the community, the economic base of its existence, present and prospec
tive, and the characteristics of the people of the community.' The exist
ing land use pattern, the street system, and the transportation network 
should be mapped and studied. Another important basic inquiry is into 
the geographical distribution of population, the pattern of economic and 
social groups, and the daily movements of the population within the com
munity. Other fundamental surveys should cover the form and character
istics of local government, the community organization in terms of active 
interest groups, and the local traditions and community spirit that form 
the personality of the city. ·. · 

Perhaps the most fundamental aspect of the planning process is the 
study of how the community makes its living and the outgrowing forecast 

'Much of the material in this section should be credited to the excellent presenta
tion of the essentials of the planning process found in "Action for Cities, a Guide to , 
Community Planning," Bulletin 88, Public Administration Service, Chicago, 1943. 
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of economic factors. The sources and flow of the economic lifeblood of 
the area are the chief determinants of the number and nature of job op
portunities, population change through migration, and the land use needs 

. for industry and commerce. To some extent, the community can deter
mine its own economic destiny through a campaign of economic action 
to attain the goals of economic well-being that it has set for itself. But 
the major economic forces are beyond its control, for they are the products 
of the location of the city in relationship to resources and markets. 

Communities, like individuals, can within the limits of their income 
potentialities determine their own standard of living. Thus the deter
mination by the community of the standards that it considers to be 
minimum and for the attainment of which it is willing and able to pay 
is an. important step in planning. These standards are in terms of such 
aspects as land use density, health and recreation, public safety, cul
tural and educational development, housing, and neighborhood environ
ment. 

The preparation of a ground plan for the community, in light of the 
·underlying analyses, forecasts, and community goals, first requires a 
determination of the area to be planned, for it is rare that any set of 
political boundaries will describe a logical planning unit. A next step 
is to .decide how much land will be required for different uses and what 
is the most desirable pattern of space relationships among the various 
functional areas: The existing physical development of streets, utilities, 
transportation lines, and terminals will be a major factor in determining 
the cost and practicability of altering the present ground plan to a closer 
fit to the ideal. Certain existing areas will be fixed by reason of proper 
location or the great cost that a shift in use would involve. Other areas 
will be in transition from one predominating use to another, and the plan 
must properly express the underlying forces of change. The plan must 
also serve to constrain these forces of change so that the final product of 
the transition is a use area that fits into a logical community pattern. 
Of particular importance are the peripheral areas of expansion, for it is 
the best economy to control new development with community interests 
in view in order to avoid the need for future expensive readjustments. 

The final ground plan that is accepted as the master plan for the city 
is usually a compromise between the ideal and that which is practicable 
from a financial standpoint. However, the plan is a guide for the future 
and does not contemplate that major readjustments be made immediately. 
The plan serves as notice to all people of a land use goal toward which 
the community will attempt to move and which will serve as a frame of 
reference for various land use controls. The business decisions of prop
erty owners will be strongly influenced by the future city structure that 
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the plan proposes, and there will.be added certainty of a pattern which 
approaches that of the plan once the eommunity has accepted the master 
plan as the blueprint for the future . 

. · Zcmin_·g~ ~· 1 ) ? 1 
i~s the term suggests, zoning involves the defining of geographical areas 
:;within which various sets oflimitations on land use are enforced) When 
ta land plan for the community has been adopted and a community 
~tandard of living set as a goal, zoning becomes one of the major methods 
for giving effect to the plans:- On the basis of the land u_se structure 
that the master plan has set, the area inay be divided into land use dis
triCts. It is customary to O.etermine a hierarchy of use types from 

1 s-m-g..,.le--"f,....am-..,il'y_r_e_s ...... id~e-n_c_e.::.d..-o_w_n~thr-r-o-u--.gh multifamily residence, commercial, 
:and industrial. In modern zoning practice, each oltheseciasses1S .. 1urtner 
r s~bdivided. j The outlining of the use districtscry~t~lii;~s- the·-_i>!Qp.Q::r.-
tioning of land useoy type asexpressedlntliemaster·:pran and sets the 
structural pattern of land uses for some time~me.-i-·-··------·--

It is common practice to establish use districts from which lower type 
uses are excluded but which are open to higher use types. For example, 
a single-family house may be built in a two-family district, but no com
mercial or industrial uses may come in. Some zoning ordinances go far
ther and exclude residential use from commercial and industria' districts 
where the type of development is likely' to be detrimental to family life. 
t It should be recognized that zoning of itself cannot generate urban 
growth. Zoning simply serves to direct the forces of growth into __ fl._<!esi_!
able geographical pattern:) If the forces -of~o~th are.qul.esc~nt, zoning 
is1iloperabvel_if zo~mg fails to c,onform to the basic forces of the market, 
it c~n do more harm than good.) (f..n example of this is found in many 
cities where excessive areas have been zoned for commercial development. 
Such practice~-have not, of course, createa additional needs for com
mercialuseslmt1faVes·erved t().mfslead investors and. tax assessors-hi. to 
believing that all property zonedcommerCiiil. would-command a premium 
price.). . ------·--------- -~----------- -~---·-

A final fundamental of zoning is that it deals only with future land 
development involving either the original dedication of the land to its 
original use or a change in use. Zoning is not retroactive and is not used 
tore uire the removal of nonconforming uses that exist at the time~ 
adoption 0 t e zoning ordinance. i owever, when a nonconforming use 
lsterminated, such as the closing·of a nonconforming grocery store in a 
residential district, any reuse of the structure must conform to the use 
zoning in the area:) There has been considerable discussion in· recent years 
of the value of retroactive zoning, so that nonconform~ng uses that 
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originated before the effective date of the ordinance might be terminated 
and the full intent of the zoning act thus realized. At least one state 
permits such zoning, but the constitutionality of the procedure is not 
generally accepted. 

, Zoning ordin~ce11 _3re the vehicles of control not only of land use but 
I also of the placement and bulk of the structures that are erected 11nd, 
m many cases, the popUlation or family density. The placement of the 
-nructure on the land 1s controlled by front-yard,' side-yard, and rear-yard 
requirements. The purposes of such limits are to assure light and air, 
'decrease fire hazards, and pJ;ovide for an orderly and attractive arrange
ment of the buildings in the area. The bulk and contour of the structures 
in multifamily residential, commercial, and industrial areas are often 
limited by restrictions on over-all height and by requirements for set-
"6"acks at the upperstones. -
~ latiot1dens1ty 1s controlled for each area by zoning reghlation of 
, he type o s rue ure , e m1 atwn on t e num r of families 
per structure, the maXIIDum land coverage of the structure as determined 
by the yatd tequhements, anCf provisions callirig for a minimum number 
of squareleet of lot area perfannly. -------------- -
tin an earlier chapter the legal foundation of zoning was discussed in 

connection with the consideration of the police power of the state~ Almost 
all states have adopted an enabling act that specifically grants to munici
palities the right to zone. Under the enabling act, the cities may adopt 
zoning ordinances, which take the form of a map setting forth the use 
rustnct:s and a textthat establishes the regulations applicable to each 
district. The ordinance also sets forth the procedure for securing excep
tions to the ordinance where it works an unusual and unnecessary hard
ship on an owner. 

The problem of exceptions to the zoning regulations is a serious one. 
The state enabling-acts -generally provide that the municipality may 
establish a board of appeals or adjustment to hear property owners who 
suffer unreasonable hardshi from the zoning restrictions as a result of 
~;~lar topography or the unusual deve opment of surroun~ling pr~erty. 
n the case has merit, the board of appeals may grant a variance from 
the ordinance.) It is not sufficient that the O\\"Der might secure a greater 
financial return through a prohibited use.5 

( If more than one lot is 
affected, or if a change is involYed that is seriously at odds with the 
original zoning objectives, the board of appeals may recommend an 
amendment to the ordinance, which must be approved by the city council. 

•Black, Russell Van Neat, "Planning for the Small American City," Bulleti" 3!, 
p. 69, Public Administration Service, Chicago, 1938. 
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The board of adjustment should no~ have the authority to make major 
changes in the zoning plan) ' 

There are, of course, many cases where an adjustment of the zoning 
is just and desirable. It is to be expected that blanket regulations 
covering large districts must be adapted to unusual co~ditions. LFur
thermore, as the city grows and society evolves, the ·n ordinance 
must be amended) But it is possible greatly to diminish the effective
ness of zo"iiing by overliberal variances. Potffi"cal pressures are often 
hard to resist, or sentrmental considerations obtain. The __ !'~sult !s_~ 
cessive ·spot zoning,_ whiCh violateStiief>aSiccityplan. 
1 The zoning ordinance of any political subdivision is restricted in its 
~ffect to the legal liiriitSrt Thus in urban areas,, th~_p~riph~al regiOns 
of growth are uncontrooo except in the relatively few cases where 
county zoniilgls in effect. The result is that the new areas of the com-

1munity, where the ia-nd iS in the process of being permanently dedicated to 
\various uses, usually grow with a disorderliness that is an eternal detri-
~ent to the city. :.... 

Subdivision Control v j-. :,' .,. 
,.-, -,-. , 

In earlier chapters, the procedures of preparing and marketing land for 
urban use have been described. Attention was also given to the h:istocy. 
of speculation and excess subdivision, which periodically, in the process ~ 
of urbanization, have brought such grievous financial loss to owners and 
investors as well as to municipal treasuries. We are now to examine 
briefly the nature of the social costs involved in Inisdirected and uncon
trolled ~and speculation and development; we shall also consider public 
policy with respect to land development as expressed in various types of 
controls and regulations that have been employed or considered. 

r !In the entire process of city growth, there is no step more critical than 
l the origina subdivision of the raw landJ To a considerable extent, the 
size an shape of the lots, t e s stem that is provided, and the 
general character of the land planning determine the use to which the 
land is to be permanently dedicated. The character of the neighborhood 
is largely established by the way in whl.ch the land is subdivided. Fur
thermore, there is little chance to offset or remedy the mistakes in judg- · 
ment or the errors of shortsighted cupidity that are reflected in the land 
arrangements; for, once the lots have been sold off into individual owner
ship, even a few of them, replanning and resubdividing become virtually 
impracticable. Subdividers, then, are city builders, builders of a structure 
that lives down through the years as a boon or a burden for the men and 
women and children who must live out their lives within an environment 
over which they had no original control. 
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It will be well to specify some of the aspects of land development in 
which poor planning will reduce the utility of the space for individual 
consumers and for the community. It is obvious that the street pattern 
of a new subdivision should be integrated with the street pattern of the 
community and that the arrangements for utility lines, particularly sewer 
and water, must not conflict with long-term plans for extension of the 
central system. The design of the streets is important in respect to 
beauty, utility, and safety. Street widths must be determined by such 
factors as traffic load and fire-protection requirements. The design of 
intersections is based on considerations of safety and traffic flow. Prob
lems of drainage and grade require careful handling, and the trea-tments 
of curves and parking strips are important to the attractiveness of the 
neighborhood. Provisions in both street design and land use planning 
rust be made for both on-street and off-street parking. 
I Even more important than the street pattern is the subdivision of the 
:land into lots or parcels for individual ownership and development. 
1Within the limits of the zoning ordinance, where such controls exist, the 
1 subdivider largely determines the future use of the land by his land 
.J planning. He may exercise more complete control by private deed re-
strictions, which exclude certain types of use or call for approval of 
architectural design. But the dimensions and shape of the lots alone 
are determinants of use; -for example, where the intention is to create a 
busiriess district~ the lots may be narrow and relatively shallow with an 
alley running along the rear for delivery purposes. In strictly residential 
areas, the subdivider, by his land planning and private deed restrictions, 
may encourage the constructing of duplexes, row houses, flats, apartments, 
or single-family units. And even with respect to single-family homes, 
the lot dimensions will influence the type and quality of the homes to 
be built. It is apparent, therefore, that land planning that induces 
land uses which are inconsistent and inappropriate in their position within 
the basic urban structure and which do not conform with the master 
plan for the community is wasteful and creates social costs that are 
without return. · . 

I 
Land planning that is strictly exploitive in intent usually leads to 

un.dersize lots and the overcrowding of the land. Insufficient open spaces 
are provided for recreational purposes. The result is a neighborhood that, 

• (when fully developed, will be congested with buildings and overcrowded 
~with people. There will be the unnecessary irritations of noise and con-
1fusion and unjustified hazards of fire and traffic. On the other hand, 
~ise land planning can create pleasant, safe living environments and can 
ininimize costs of grading and street and utility installations. The 
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natural beauty of the terrain can be fully exploited with little or no 
added costs. 

Land has an unsavory history as a medium for speculation. Extreme 
examples are the southern California boom in the I88o's and the Florida 
land boom of the 1920's. The most recent period of general land specula-

- tion was in the 1920's, when cities were expanding rapidly and when the 
building boom, fathered by the postwar ho~ing shortage, led to un
precedented demands for building lots. In an earlier chapter, the point 
was made that the current house building boom has not been accompanied 
by land speculation on a wide scale and that there are factors present 
that may inhibit such a development. 

; It is important to understand the economic wastes that are the product 
·of excessive land development and speculative activity, for it is these 
wastes, in addition to the social costs of poor land planning that 

· usually is characteristic of speculative subdividing, that are the justifica
tion for various social controls. Speculative subdividing leads to excess 

1 subdividing because the objective of the subdivider is to produce lots to 
sell for speculation rather than for use. Thus there is little relation 
between the number of lots that the land developer prepares for the 
market and the lots needed at the time or in the near future for building 

.sites. Because of this imbalance of basic need and supply, the boom in-
evitably breaks and the current lot owners face falling land prices and a 

.disappearing demand. Individual speculators lose heavily as well as 
the institutions that have extended credit. Large amounts of capital are 
tied up indefinitely in sterile assets and unproductive enterprises. The 
owners who attempt to wait out the slump are subjected to heavy carry
jog costs in taxes and interest. Very often in the past, speculative sub
dividing has had an' accompaniment of fraud and misrepresentation; 
buyers find themselves the owners of worthless and unusable land or 
discover that their titles to the land are faulty. (Land developers are 
often so poorly financed that they cannot carry o~t their commitments 
to install improvements; careless buyers find that they possess merely 
staked-out lots that are of no value as building sites without the in
sta~lation of costly streets and utilities. Another type of economic waste \ 
denves from the premature removal of the land from a productive use, \ 
usually agriculture, before it is ripe for productive use for urban purposes.8 ) \ 

There is a variety of direct community costs that result from premature, 
excessive, or scattered subdividing. The communities must bear that \ 
portion of the costs of installing utilities which is not met by direct \ 

6 Fisher, Ernest M., "Spe<"ulation in Suburban Lands," American Economic R;_ 
view, Supplement, vol. XXIII, no. 1, March, 1933. 
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assessment against the land; furthermore, when special assessments are 
not paid by the landowners, which is a widespread type of default fol
lowing a subdivision boom, the burden is often assumed by the commu
nity. The overextension of streets and utilities into areas that are only 
sparsely built up is wasteful and expensive. Costs of government are 
increased and tax revenues are often insufficient to meet the added costs 
because of the widespread delinquency that inevitably follows. In many 
undeveloped or partly developed subdivisions, titles become so confused 
that the land cannot be sold and developed even when a legitimate demand 
ultimately arises; as a result, when the city expands in the years follow
ing a land boom, new building activity must skip over improved and 
physically usable lots to more remote areas.' 

The social dangers and costs of improper and speculative subdividing'. 
have led some people to the conclusion that the only guaranty of efficient 
and economical city growth is public ownership _<?f periph~ral areas.8 

While the powers of government to acquire land for public purposes are 
well established; even to the use of condemnation, there are no precedents 
in this country for the acquisition by a municipality of a general reserve 
of outlying land for purposes of controlling its development by private 
capital. However, in recent years the notion of public purpose has ex
tended to include the acquisition of land by public bodies for purposes 
of redevelopment by either public or private agencies. It is usually pro
Vided that such land shall be in areas subjected to the forces of urban 
blight. The Taft-Ellender-Wagner bill, introduced into the Congress in 
1947 but not passed, provided for Federal aid to localities for redevelop
ment purposes and included among eligible redevelopment projects the 
acquisition and replanning of outlying vacant subdivision land where 
such land was in the line of growth and was not being utilized because of 
poor original planning or confused and imperfect titles. <In many 
European cities land is acquired by the municipality in outlying districts 
well in advance of need for building purposes, and, as the demand for new 
buiiding sites develops, the land is subdivided and improved and lots are 
made available for private building on a long-term lease arrangement. 
Controls over the use of the land may be written into the lease agreement, 
and when the lease expires the property reverts to the municipality for: 
whatever disposition is appropriate under the circumstances at that time. 

Another proposal, only slightly less drastic than the public ownership 
of suburban land, is to invest land with a public-utility status. Under 

., Monchow, Helen C., Seventy Years of Real Estate Subdividing in the Region of 
Chicago (Evanston and Chicago: Northwestern University Studies in the Social 
Sciences, no. III, 1939), pp. 3f!. 

a Ibid., p. 168. . 
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this scheme, control of subdividing would be exercised through the issue 
of certificates of convenience and necessity. Such permits to subdivide 
and sell would be available only when there was a demonstrated need for 
additional building sites and only on the condition of proper land plan
ning. The obstacles to such a scheme are the question of its legal basis 

- and the difficulty of establishing criteria of public necessity .8 

Though there are few if any effective devices in actual use for the in
hibiting of excess subdividing and the synchronization of land develop
ment with the demand for building sites, there are more or less effective 
controls in many jurisdictions over the quality of land planning and over 
fraud and misrepresentation in the marketing of subdivision lots. Quality 
controls are found in zoning ordinances, either city or county, which, if 
well drawn, limit the use of the land in accordance with the basic pattern 
of the community and the space requirements of various use types. 

! Zoning ordinances may also establish minimum lot sizes, setback lines,) 
.and side- and rear-yard allowances. · 

It is usually provided that proposed subdivision plans be approved 
by the official surveyor to be sure that the legal descriptions are correct 

. and the dimensions properly indicated. The official engineer must ap
prove the street pattern, street widths, intersections, grades, and other 
engineering features. In most states, it is required that all plats must 
be recorded; and, in order to be acceptable for recording, there must be 
evidence of conformity to all existing regulations, usually in the form of 
approval by the appropriate public official. In some cases, plats must 
have the approval of local planning commissions and, when the plat is 
outside the jurisdiction of a local commission, by the state planning 
authority. Such approval is ordinarily granted if all the various regula
tions and limitations have been observed, even though the plat may not 
. represent the best use of the land in terms of modern principles of land 
planning. However, the planning agency, in the course of approving the 
plat, is often able to make acceptable suggestions to the subdivider for 
improving the land plan. 

In the subdivision booms of the past, it has been customary for 
municipalities to extend credit covering the installation of streets and · 
utilities through the special-assessment device. Special-assessment bonds 
were issued to be retired from the proceeds of a special tax levied for a 
limited term, usually 5 or 10 years, against the lots benefiting from the 
installations. In the aftermath of the speculative boom, tax delinquency 
in both general property and special-assessment taxes was widespread· so 
that the special-assessment bonds fell into default as a rule rather than 

8 lbid., p. 170. 
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as an exception except in the few cases where the cities met the deficits 
out of general tax receipts. So bad was the experienCe that \many 
municipalities have adopted the specific policy of refusing to issue SPecial
assessment bonds. In many cases, the policy has been extended to the 
point of refusing to approve subdivisions until all streets and utilities are 
installed and fully paid for by the subdivider or, by way of variation, 
until the subdivider furnishes bond assuring the installation of these im
provements. This policy not only avoids the necessity for the advance 
of funds by the municipality and for the responsibility for the installa
tion of the improvements, but also results in the original pricing of the lots 
to include the improvement costs so that the buyer knows immediately 
and exactly what financial obligation he is undertaking. Another 
argument in favor of this requirement is that the buyer purchases the 
improved lot as an entityl and not, as in the past, the unimproved lot in 
one transaction and the assumption of the debt for the utility installation 
as a separate transaction., By including the utility costs in the price of 
the lot, or, as the case may be, in the price of house and lot, the buyer 
may finance his purchase in a single mortgage transaction and, in effect, 
spreads his payment for the utility installati~n over the full term of the 
mortgage. 

There is another type of regulation that is directed not to the quantity 
or quality of subdividing but to the protection of the buyer. In the past, 
buyers have been caught by the thousands through .:the inability of the 
seller to give valid title to the lots purchased on land contract when the 
terms of the contract were fulfilled. Several states enforce controls to 
prevent this kind of situation by requiring state registration of subdivi
sions, approval of sales contract forms, evidence of ability to give clear 
title, and segregation of the buyers' payments to assure the release of the 
lots from underlying encumbrances. Licensing laws often provide that 
a subdivider intending to sell off his lots must have a real estate broker's 
license;] The license may be revoked where there is evidence of mal
practice and, in addition, the ~ubdivider may be subjected to fine and 
imprisonment. Finally, blue-sky statutes have been used to a limited ex
tent to ensure full disclosure of all pertinent facts concerning the land to 
be sold for the benefit of purchasers. 

I Although there are no specific controls over the amount and timing 
\ of subdividing, it is clear that many of the regulatory devices that have 
\been set up since the last land boom will have the effect of limiting 
!speculative· and excessive subdividing. The fly-by-night, dishonest land 
exploiter will be rare in states that have taken steps to protect their 
citizens against him. It will be more difficult for the poorly financed 
subdivider to operate; and finally;- the controls over the quality of the 

,__ -
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land planning will restrict the exploitive profit in land development and 
will reduce the volume of purely speculative subdividing. , ) . . 

Taxation of Real Property 
It is not possible in this chapter on land policy to fully describe the 

land tax system or to discuss all the many aspects of the property tax 
problem. Taxes are important in land economics in several phases of the 
subject. (The real estate tax is a major fixed cost or charge against land 
return;; often amounting to 20 or 25 per cent of gross income. Thus, 
changes in tax policy, in tax rates, or in assessment procedures may have 
marked effect on the profitability of real estate investments )md on the 
burden of shelter costs in the family budget. 

F!om a legal standpoint, the property tax occupies a highly strategic 
position as a first lien against the property that cannot be subordinated; 

(it stands ahead of a mortgage encumbrance or any other claim, includ
ing the very ownership of the property. The tax is an inescapable cost, 
a charge that accumlates when not paid and a cost that, like imputed 
interest,;:may have no relationship to the productivity of the property; it 
is a cost that cannot be controlled by the owner or operator once the 
investment in the property has been made. 

Not only are taxes a current charge or expense but a change in the 
tax will be capitalized in so far as such a change is expected to continue 
into the future and to the extent that the tax is not shiftable. The result 
of such capitalization is either depreciation or appreciation in the capital 
value of the property holding and in the market price at which it can be 
sold. ~A tax reduction will enhance the property value and an increase 
will create a proportionate decline.) 

Because tax levels and tax policies are important determinants of the 
net productivity and capital value of real estate investments and because 
the directidn and volume of real estate investment determines the nature . 
of the supply of real estate services and the pattern of urban land use, 
_it is clear that tax policy is land policy. (Tax policy is sometimes used 
intentionally as a device for encouraging certain types of real estate 
investment, but it is more typical that tax policy is determined by fiscal . 
considerations and that the effect on new real estate investment is not 
given the weight that it deserves. 

From yet another standpoint, the taxation of r,eal property is not to 
be viewed exclusively as a fiscal problem.( Historically, real estate has 
always been a favored object of taxation,)fi'rst, because it was difficult to 
conceal and, secondly, because property was a dependable evidence of 
ability to pay up until the fairly recent spread of wealth in the form of 
intangibles or claims and the increase in proportion of individual incomes 
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in salaries, wages, and professional fees. \In days of yore, the tax was a 
tribute to the lord or ruler, with but few- services beyond military pro
tection offered in return. It is natural that taxation was viewed by tax-

' ' payers as burdensome and confiscatory .. (.But the modem real property 
~~ ln this country is of a different char{cter. (It is levied not by despotic 
decree but out of a democratic process~ (The taxpayers tax themselves in 
payment for services that they consider to be essential. It is not true, 
on the other hand, that the direct benefits of taxation are distributed 
in exact proportion to the burden~! for example, a childless couple is bur
dened with a share of the cost of the school system from which they 
have no direct benefit. (However, all property owners benefit from 
services that make the cominunity a more attractive place in which to live 
and work ;}the proximity of a school will enhance the value and salability 
of the home of the childless couple who receive no direct and present 
benefit. (If we may assume that the value of all urban real estate is 
affected arrectly and indirectly by the extent and character of tax-sup
ported services and facilities, then the decisions that concern the pro
vision or withdrawal of such services and facilities and the levying of 
taxes for their support are, in effect, matters of land policy.' 

Incidence of Taxation. (The proposal to increase taxes is always met 
by a cry of protest from property owners, for it is the owner who makes 
the payment to the tax collector and who feels the direct impact of the 
tax. It is often thoughtlessly assumed that the tenant and other non
owner users of the services of real estate can escape taxation: To the 
contrary, in a static or a growing community, in the long~ run the 
property tax is shifted to the tenant. Now this process of shifting a tax 
increase to the tenant is slow, so that there is no doubt but that the 
prt>perty owner must bear the burden initially in the form of a lower net 
profit. (Considering taxes as a cost, it is clear that an increase in cost 
will not' bring about a corresponding increase in the price of the services 
(rents), other things being equal. But in the long run, increased costs 
(in the form of higher taxes) will tend to discourage investment in 
property to replace depreciated or demolished property or to meet the 
needs of a growing community for additional facilities. This lag in in
vestment will continue until the pressure of demand is sufficient to push 
rents up to a level that makes real estate investment again attractive 
even with the higher tax cost. To the extent that the tax can be shifted, 
the tax increase is not capitalized, since, having been shifted, the net 
income of the property remains at the same level as before the tax increase 
and the capitalized value of this net income is unchanged. 

It is traditional in economics to recognize a difference in the shiftability 
of a tax on land and a tax on buildings and improvements. Such a dis-



URBAN LAND POLICIES 423 

tinction has little practical importance, since, for urban land uses, the 
raw land typically represents but 5 to 10 per cent of the taxable value. 
Furthermore, the distinction is theoretically defensible only when the 
Ricardian view of rent as a differential is accepted, for then it may be 
argued that an increase in taxes on all land does not affect the differential 

-utility of the several parcels.10 When land is considered as a reproducible 
productive factor, as it has been treated in this book, any difference in 
shiftability disappears. 

Tax Administration. The general property tax is the primary source~ 
of revenue for cities, towns, counties, and such ad hoc local units as 1 

school districts and sewer districts. The Federal government does not ' 
levy property taxes and state governments, though once depending largely 
on this source, now secure most of their revenue through other forms 
of taxation. 1\lany states do not tax property at all. 

The general property tax may be levied on all property-real estate, l 
tangible personal property, and intangible personal property. The real· 
property tax is universal, with a tax on tangible personal property as a 
usual accompaniment. The local taxation of intangibles such as stocks 
and bonds is not common, in large part because of the difficulty of ad
ministration. 

The determination of the tax rate on real estate is by the process of 
dividing the amount of money which is to be raised through the real 
estate tax to meet the budget requirements of the taxing unit by the 
total assessed value of all taxable property. The assessment of real 
estate for purpose of taxation is supposed to be at full market value 
under most state laws.'~ This equality is rarely accomplished, for the 
typical assessment is below market value,' In part this fact is explained 
by the imperfections in the assessment system and its poor administra
tion and in part by the fact that assessments that are above market 
value are open to criticism, whereas if the relationship is reversed the 
taxpayer will feel that he is being favored. QVbether assessments are 
generally above or below market value makes little difference as long 
as all properties are assessed on the same basis.-~ Many states have set 
up administrative devices for equalizing the ~ssessments among the 
various local taxing bodies so that after the appropriate adjustments 
assessed values in all jurisdictions bear the same relationship to market 
value.11 

It has been suggested that assessment practice is, in general, deficient. 
This fact has economic significance because the results are inequalities 

1° Fisher, Ernest M., Advanced Principles of Real Estate Practice (New York; 
The Macmillan Company, 1930), pp. 334-335. 

11 See ibid., Chap. 16, for a general discUBSion of real property taxation. 
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in tax burden, which give some investors a special and unjustifiable 
advantage. There seems to be a general tendency for tax assessors to 
assess the smaller and less complex properties at nearer market value 
than the higher priced properties.12 Another natural tendency is to make 
downward adjustments in assessed value when property ovmers make 
protest and present sufficient evidence but to fail to make equally justi
fied adjustments on properties where no protests are heard. Since no 
one protests underassessment, it is rare that individual upward adjust
ments are made, a fact that contributes to the tendency for the level 
of assessments to be below market prices. 

It is a well-recognized characteristic of assessed values to lag in the 
adjustment to changes in market values. This tendency is found with 
respect to both changes in the general level of market values and changes 
that reflect internal value shifts resulting from changing locational or 
structural qualities. The lag is in both directions, though there may 
be some greater resistance to downward than to upward reassessment. 
§ome of the reasons for the sluggishness of assessed values are as follows: 

1. Inadequate assessment procedure. Many assessment offices are staffed by 
persons of inadequate training and skill and are undermanned.) The personnel 
is not equal to the task of making adjustments on all properties that have 
changed in market value. , The procedure for securing and analyzing actual 
:rparket transactions as a basis for assessment is effective in few localities. The 
high cost and many difficulties of a general reassessment of all properties creates 
a situation in most communities in which the same assessed values continue in 
use for many years without change, except for an occasional general and equal 
proportionate adjustment in all assessments, either up or down, in response to 
substantial shifts in the market level of real estate values. 

2. Resistance to change. There is a strong incentive for assessing officials 
to maintii.iri. assessments, for, once they have been reduced, the public pressure 
against a later increase is great even when justified by market conditions. Fur
thermore, the needs of the municipal government for revenue continue un
abated without regard to changes in real estate values, so that officials struggle to 
maintain the tax base on which the governmental services were originally predi
cated. \Thus, the resistance of public officials to a reduction in assessments and 
the strong pressure from taxpayers against any increase are responsible for the 
characteristic sluggishness of assessments. J 

3. Use of the summation method of valuation. Out of practical necessity, 
the accepted method of determining assessed value is by the use of the summa
tion appraisal formula-market value of land plus cost of improvements new 
less accrued depreciation. It has long been recognized by appraisers that the 
use of this method will produce a value figure that has little necessary relation-

12 Bowman, Mary J., and George L. Bach, Economic Analysis and Public Policy 
(New York: Prentice-Hall, Inc., 1945), pp. 777-778. 
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ship to the net productivity of the property, which is the basis of market value 
under normal conditions. Even when data on land values are secured in the 
market and used to adjust the a5sessed values, only a few of the limitations on 
this method are removed. Such adjustments are infrequent in practice; further
more, in older, built-up areas, transactions involving vacant land are rare. In 
11.ny case, the fact that the value of the land represents only a small propor
tion of the total value for most properties means that even a large adjustment 
in land value would result in only a small change in total value. The general 
effect of this method of assessment is to make assessments relatively insensitive 
to changes in the real estate ma1ket and to changes in neighborhood conditions 
that affect property values. 

Deficiencies of the Property Tax. The line of argument in the fore- , 
going paragraphs has been that 'assessed values do not generally corre
spond with market values.~' It is- further argued by many persons that, 
even if assessments truly represented market values, the ad valorem 
property tax is a bad tax because it is not based on ability to pay. 
The tax is on capital value, which reflects long-term, not current, pro-

. ductivity. (The tax allows no offset for the debt on the property and 
has been appropriately called a "debtors' tax." 18 It is regressive not 
only for the reason that small homes and properties are customarily 
assessed at a higher ratio to market value than larger properties but 
also, in the case of shelter, because the poor pay a higher percentage 
of their incomes for housing than the rich.u 

When the property tax is tested in terms of benefits received, it is 
apparent that market value is no measure of benefits. (All real property 
receives benefits from various governmental services, but it is impos
sible to measure or allocate such benefits with anywhere near the 
precision that is implied by the property tax system. (Furthermore, 
the taxpaying properties are not the exclusive beneficiaries of the serv
ices that they support. For example, other forms of property benefit 
from police and fire protection, and the persons of the citizens receive 
a multitude of tax-supported benefits, such as public libraries, medical 
care, welfare services, and band concerts, which carry only the most 
general and indirect benefits to the properties as such.~ ~Finally, sub
urbanites who earn their livings and find much of their entertainment 
in the central city enjoy benefits for which they pay nothing.") 

There is no reasonable expectation that the property tax will be sup
planted, nor even that its burdens will be reduced. The demands for 
additional public services continue to expand and more revenues are 

18 Groves, H. M., "Income versus Property Taxation for State and Local Govem-, 
menta,'' Journal of Land and Public Utility ECOfl()mics, November, 1946, p. 346. 

U[bid. 
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required. \ There is some hope that the forms of taxation that have 
come into U.Se to supplement the property tax may absorb much of the 
growing burden. State and Federal aids to localities are increasing in 
variety and volume; sales taxes are used by a few cities; the most 
promising new source of revenue for municipalities is the local income 
tax, which is now being collected in a few areas.15 It is significant 
that few proposals are heard for the relief of the tax burden on real 
estate through a reduction in the public services that the tax supports:) 

Directing Investment through Ta:c Policy. We come now to a brief 
review of attempts that have been made to use the real estate tax to 
direct real estate investment in the public interest. For example, after 
the First World War, a few states sought to combat the housing shortage 
by offering tax exemption to new house construction. The same pro
posal has recurred in various forms in the current housing crisis. '- Tax 
exemption ~r abatement is in use to encourage public and private invest
ment in housing for persons of low income, for the middle-income group, 

. and for veterans) ·Federal aid to local housing projects for families of 
low income is accompanied by local aid in the form of tax abatement; 
New York State has provided tax abatement for private housing projects· 
under her redevelopment legislation; Wisconsin proposes to provide state 
aid to local-authority veterans' housing projects, which are tax exempt 
b~t may make payments in lieu of taxes. 
l \.Tax policy may be used to encourage the improvement of vacant 
land, as in Pittsburgh, by applying a differential tax rate with the 
higher rate on land value and a lower rate on improvements. .- The 
familiar "single-tax" scheme of Henry George would tax away all pri
vate interest in land on the reasoning that land value, or economic 
rent, is created by the community, not the individual, and that the 
community is thus entitled to the return. The adoption of this plan 
would revolutionize our land system and the whole institutional frame
work of private ownership.18 

A common form of tax benefit is homestead tax exemption, which is 
in effect in some 14 states.17 It is an expression of public policy to 
encourage home ownership. The usual form is to exempt owner-occu
pied homes from the taxation of the first $3,000 to $5,000 of their value. 

11Jbid. 
1a George, Henry; Progress and Poverty (New York: Garden City Publishing Com

pany, Inc., 1926). For a briefer presentation of the principles of the single tax see 
Harry Gunnison Brown, "Should Bare Land-values be Taxed More Heavily?" Journal 
of Land and Public Utility Ecorwmics, November, 1928, p. 375. 

1f Barlowe, Raleigh, "Homestead Tax Exemption, A Tenure Improvement ~Ieas
ure?," Journal of Land and Public Utility Economics, vol. XXIII, no. 4, November, 
1947. 
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Urban Redevelopment 
At various points in this volume we have explained thatUhe hasic 

problems of urban land use are created by the maladjustments of a 
dynamic society and a rigid physical urban structure; that the dedica
tion of land to a gi~en usejand the physical charact:ristics of that d?di~ 
cation are of long hfe; that the needs of urban soc1ety for the servl.ces 
of land are in constant flux; 'and that buildings and street patterns and 
space relationships of land uses become obsolete and inefficient with 
the changing nature of demand. (The physical deterioration of structures 
is often a result rather than a basic cause, for structures can be main
tained in use indefinitely with proper upkeep and repair, and, where 
such maintenance is not good economy, the reasons are usually found 
in the underlying obsolescence of the building or of the urban structure 
or both. 

The term "urban redevelopment" has acquired a connotation that 
carries the implication that the redevelopment of cities is somehow a 
recent phenomenon and that it is the creature of the several legislative 
acts and proposals of late years that have been associated with the term. 
The term, to be sure, is quite properly descriptive of the process of urban 
growth and adjustment with which the legislation is concerned. But 
on the other hand, let no one be misled in believing that( urban redevelop
ment is a product of the atomic age; the redevelopment of cities is an 
ancient and basic process by which the urban structure, painfully and 
imperfectly, but continuous)y, moves to adjust itself to the ever-changing 
needs of the community;1 ~It is through the process of succession, the 
replacement of one land use by another, that the natural redevelopment 
of cities takes places. The succession of uses is induced by various 
physical, social, and economic factors, often working in concert.) (For 
example, the aging of structures that results in a reduction in their 
productivity and environmental changes that alter the pattern of rental 
income are factors that often work together to create situations in 
which the replacement of original land uses becomes economically advis
able.> In addition, there are general forces that may influence all prop
erties within the community, such as broad social and economic changes 
or technological evolution, which result in significant shifts in the nature 
of the demand for the services of the land.\ There are many examples 
that may be given of successions of uses that are, in fact, aspects of 
urban redevelopment. f The replacement of single-family residences by 
multifamily apartment structures or by retail-store buildings is a com
monly observed phenomenon-; In central retail districts, a large office ' 
building or department-store structure may supersede a group of smaller 
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retail-store buildings or loft structures. In older parts of the city, 
school buildings that have become untenanted as the number of school
age children diminishes are taken over as office buildings or are demol
ished to provide parking areas. Evolutionary changes in the street 
pattern may result in replacing a strip of slum housing with a broad 
boulevard, and on tne outskirts of the city a golf course may be con
verted into residential building lots or, perchance, into a cemetery. 

Urban redevelopment through use succession is a continuing process. 
of readjusting the physical characteristics of the community to its socio
economic needs. It takes· place parcel by parcel, sometimes proceeding 
slowly, with substantial changes accumulating only over a period of 
years. At times succession is accelerated by rapid city growth and 
prosperity, by rapid social or technological changes, or by the catas
trophes of fire or war. Under other conditions, succession is inhibited 
by population decline and economic decadence. 

The present land use structures of the mature cities of this country 
. stand as testimony to the inadequacy of the natural process of urban 

redevelopment through succession. The process is imperfect and the 
results bad. If it were otherwise, we would have little need for city 
planning or for urb8.n. redevelopment laws, for the urban structure would 
quickly and neatly adjust itself to each social, economic, or technical 
change. But as we look about us, we find that(natural succession has 
'not, in the typical community, prevented the development of an in
efficient pattern of land use) an archaic street pattern, inadequate allo
cation of space for essentials such as parking, a retail center that 
becomes progressively farther and farther removed from the patrons 
that it serves as the city expands, and, finally, a burden of slum areas 
and urban blight, which levies heavy social costs. ( It is this ineffective
ness and lag in the process of readjustment through land use succes
sion that have been urged as the justification for social intervention 
through urban redevelopment legislation.) It is the social costs that are 
created that are said to call for legislation designed to accelerate and 
to control succession. 

v Inhibitors of Succession. Succession of land uses for its own sake is 
hardly desirable; change in advance of the appropriate time will only 
contribute to the inefficiency of the urban structure.( There are times 
when succession appears to lag behind the needs of the community, 
when actually the fundamental factors that call for a readjustment of 
land uses are not present. It may be that population growth is lagging 
or that certain of the basic economic acthities are declining, so that 
there is no immediate need for the more intensive types of land use, 
which would be called for in a gro-wing and dynamic community. It 
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should be clear therefore that the rate of land use succession is not 
constant and that the extent of the desirable and appropriate shifts in 
land use are not proportionate to the passage of time. We shall see 
that the inhibiting factors that· influence succession are not only those 
of a fundamental nature beyond the control of owners but that they 

- may also arise from the specific management decisions of those who 
control the use of land. It will now be appropriate to discuss tlie .£2_~
mon reasons for the lag in the succession of land useL_a~d-~l!e methods 
that might be used to facilitate succession where succession is socially 
desirable . 

.__ RESISTANCE OF NET REVENUE TO DECLINE. It has been demonstrated 
in Chap. 13 that :_the economic life of a project will be extended by 
postponing the time when net revenue becomes less than the site rent 
that might be produced by an alternative use. Hence whatever factors · 
tend to maintain or increase net revenues during the later years of 
operation will lead to an extension of the operating life of the enterprise~\ 
There are certain circumstances when net revenues are sustained as a 
result of forces that are beyond the control of the owners. For example, 
changes in the environment may lead to increased marketability for 
the space and thus to higher rental rates and occupancy percentages. 
Furthermore, changes in conditions may make it appropriate to rede
velop the property partially by converting it to more intensive use. Such 
a case would be the conversion of a large old residence into a riumber 
of small apartments, which would normally lead to an increase in net 
revenue. Both of these types of change are generally desirable and 
simply reflect underlying influences that are the creatures of urban 
growth. · -

There are certain positive policies that an owner may pursue by way of 
resisting the decline in net revenue that normally comes with age and with 
the deterioration of the environment. For example, an owner may find it 
advantageous to overcrowd his structure and thus to increase the gross 
revenue. Another device on the expense side of the books is to neglect 
upkeep and maintenance and thus to increase the net return. (The over- . 
crowding of dwellings and the neglect of maintenance generally contribute 
to blight and thus offer justification of some form of social control. , )Thus, 
by more stringent police power regulations and even by the adequate en
forcement of existing regulations, it is possible to reduce overcrowding 
and thus gross revenues and to enforce the maintenance of operating 
expenses at levels that are at least sufficient to avoid the creation of 
hazards to health and safety. Such poiicies would lower net revenue~ 
and would thus bring a quicker end to the economic life of the projects 
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affected. It may be pointed out that an increase in taxes would have the 
same effect. 

-..../WITHHOLDING FOB A FUTURE HIGHER USE. (There are many cases in the 
blighted areas of our cities where an owner is withholding his property 
from redevelopment into a new use that is justified by the current en
vironmental situation. This withholding is in anticipation of a sub
stantially higher and more intensive use, which is expected to be appro
priate at some time in the future. Thus, rather than sell the property or 
redevelop it, the owner holds on and may even operate at a loss~ Fur
thermore, his asking price for the land is based upon his expectations with 
respect to future environmental developments and thus the nature of 
appropriate future uses of his land. At times the expectations of the 
owners in such areas are justified, but, more often than not, they are fond 
hopes that cannot be supported by the facts. An example of the kind of 
situation that is under discussion is the case of an owner who continues 
to operate an old residential structure, although he could secure a higher 
return by immediately developing the land into apartment-house use. 
However, his withholding of the property is based upon the anticipation 
of the expansion of the central business district and a further increase in 
land value based upon possible retail use. 

One remedy for the withholding of properties from presently appro
priate reuse is the education of owners on the urban facts of life. /'\\nere 
~wners can be made to realize the improbability of any further increase 
in the potential use value of their properties; they may be more willing 
to sell at a reasonable price or to redevelop their own properties in ac
cordance with the realities of the situation. · 
'-'DIVERSITY IN ECONOMIC EXPECTANCY. It is typical of any transitional 
neighborhood that there is a lack of uniformity among individual prop
erties with respect to their readiness for redevelopment. Some of the 
properties are approaching the end of their economic lives, while others 
appear to be well beyond that point and are being operated at a loss 
or without adequate maintenance. The result is that the succession for 
individual properties is inhibited by the environmental situation that 
exists. Thus, although basic housing demand might warrant the build
ing of apartment-house developments in the area, the generally low-grade 
character of the neighborhood would be a detriment and would make it 
difficult to secure high enough rents and a sufficient occupancy in the new 
projects .. However, if the whole neighborhood could be cleared and re
developed at the same time, the location within the basic city structure 
would bring about a considerable increase in site rent. Thus piecemeal 
redevelopment is not appropriate whereas wholesale redevelopment would 
maximize the aggregate site rent. 
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It is apparent that if an entire neighborhood is redeveloped, it will be 
necessary to absorb the remaining value in those enterprises within the 
neighborhood for which liquidation is not yet justified, i.e., where the net 
revenue is still at a higher level than the ·site rent that could be pro-

. duced under a new use. It is this fact that inhibits general redevelop
ment of a neighborhood by private agencies and may justify public action 
in order to consolidate ownerships and to pay off the property owners 
whose projects are not ready for liquidation. 

There is often an advantage to be gained from the consolidation of 
ownerships on a scale smaller than the neighborhood unit. It is an ac
cepted principle that under certain circumstances the total value of two 
contiguous parcels under a single ownership may be greater than the sum 
of the value of the separate parcels when held under different owner
ships. Thus, a device that might assemble a parcel of land of sufficient 
size for an apartment development may result in a higher site rent for 
the land than the sum of the site rents if the individual parcels were re
developed separately. 

INEFFICIENT CITY STRUCTURE. Redevelopment in many neighborhoods 
is blocked by a failure to make basic readjustments in city structure 
through such means as street widening, the provision of parking areas, 
parks, and schools. For example, the central business district might ex
pand in many communities instead of shrinking if adequate provision 
were made for mass transportation and automobile parking. Whether 
or not it is desirable for central business districts to expand, the situation 
in many communities illustrates how the provision of parking facilities 
and the revision of the basic system of communication might encourage 
the outward spread of the central retail area through the succession of 
uses. 

Redevelopment Legislation 

Redevelopment laws, which have been passed in many states, together 
with proposed redevelopment legislation for both states and Federal 
government, are all designed to facilitate land assembly or to employ 
subsidy for the purpose of filling the financial gap between present net · 
revenues of existing land uses and the site rent that can be produced by 
redevelopment. The powers provided for land assembly and the con
solidation of ownerships make possible public purchase or condemnation 
and, in many cases, the purchase or condemnation by specifically char
tered private redevelopment corporations. Thus it is possible to assemble 
a sufficient area of land to create a new self-contained neighborhood and 
to take advantage of the gains from plottage.) 

The recent rush of state redevelopment legislation had produced some 
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type of redevelopment law in 23 states and the District of Columbia by 
April, 1947. In addition, at that time new bills were pending before 13 
state legislatures. There have been several bills before the Congress 
providing for Federal aid to local redevelopment schemes, but none of 
these proposals has been passed.18 

State redevelopment laws fall into three main groups: 19 

1. Statutes to encourage private enterprise through private redevelopment 
corporations to carry out both phases of redevelopment, i.e., land assembly and 
clearance and the physical reqevelopment of the area. For these purposes, cer
tain public powers and aids are made available to such corporations. 

2. Statutes that place the responsibility for land assembly and clearance on 
the municipal bodies or other local instrumentalities. The rebuilding of the 
areas remains as the function of private enterprise. 

3. Statutes that are like 2 except for specifically designating local housing 
authorities as the public body to perform the functions of land assembly arid 
clearance. 

I
t The better state laws provide for adequate land use controls in connec
tion with redevelopment schemes, so that the new pattern of land use may 

I conform to the master plan for the community. 
; The advantages of adequate powers of land assembly in the hands of 

private redevelopment corporations or public bodies are not, save in the 
exceptional case, sufficient to accelerate the natural processes of succes
sio:ri.",: The gap between the cost of acquisition of the land and the site ., 
rent or use value of the land as redeveloped is too great. Even though 
the expectations and thus the asking prices of the present owners in 
blighted areas are unjustifiably high, the fact remains that the purchase 
price or even the court award upon condemnation is actually based upon 
these expectations.) Two types of subsidy are possible to fill this gap-a 
capital grant and _,..an annual or operating subsidy) Various proposed 
Federal measures provide for capital grants and for annual payments; 
most state laws permit an operating subsidy in the form of tax abatement; 
a few states have provided for a capital grant. • 
( The social justification for public intervention in the process of urban 
redevelopment or succession may be found in the reduction of the social 1 
costs of blight that accelerated succession may effect. Redevelopment 
at the appropriate time and in the proper manner tends to increase the ' 
efficiency of the urban structure, to reduce frictions of transportation and 
communication, and to make the community a generally more desirable 

1SA late form is found in Title VIII in the National Housing Commission Act 
(S. 866, 80th Congress, First Session; introduced Mar. 10, 1947). 

19 National Housing Agency, Office of General Counsel, Comparative Digest of the 
Principle Provisions of State Urban Redevelopment Legislation. 
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place for living. Finally, redevelopment may increase the net proceeds 
from property taxation by resulting in larger assessed valuation~ and 
smaller tax delinquency~ The so-called "Detroit plan" is based upon this 
principle. The plan provides that the city advance a capital subsidy 

_to make up the difference between costs of acquisition and reuse value 
and that this capital subsidy be retired through the increased tax revenues 
that will result from the redevelopment. 

It is notable that urban redevelopment and the provision of housing \ 
for families of low income are problems that can hardly be dissociated. 
Much of the incentive for urban redevelopment activity is based upon ) 
a desire to eliminate slum conditions and to provide adequate low-rent l 
housing. ' It is hard to visualize a redevelopment plan involving the dis- \ 
placement of many slum families that does not at the same time con- 1 

template a housing program, either on the redeveloped site or elsewhere, \ 
which can provide decent housing within the financial reach of the dis
placed families. 



\ 
CHAPTER 15 t'~ 

THE ECONOliiCS OF HOUSING POLICY 

PART I. THE NATURE OF THE HOUSING 
PROBLEM 

Imbalances and Rigidities in the Postwar Housing Market 
The end of the. war found this nation unprepared to meet the emer

gency of the most serious housing shortage in our history. So short was 
our supply of housing that vacancies completely disappeared in almost 
every urban area, large and small. Doubling up of families through 
sheer lack of space was more widespread in many areas than at the 
,bottom of the worst depression in history, ~hen the compulsion was eco
. nomic necessity. And though the ability to pay for decent housing was 
more universal than ever before, the desperation of families in need of 
housing created substandard housing conditions at an unprecedented rate. 

The causes of this parlous state are well known, but the proportions of 
the current shortage were not foreseen by any of the experts. It was 
recognized that the disruption of normal building operations during the 
4-year war period would lead to a shortage in face of the inexorable 
process of population increase and family formation through marriage. 
In fact, the rate of family formation was abnormally high during this 
period of subnormal house production. But the failure of millions of 
migrant warworkers to return to their original homes is a phenomenon 
that no one fully foresaw. We knew that there would be a deposit of new 
citizens left by the receding tidal wave of wartime migration, but no 
one suspected the extent of the deposit. To this deposit was added a 
substantial layer composed of veterans who were reluctant to return to 
the villages and farms and who were attracted by the advantages and 
opportunities of cities and regions in which they were stationed during 
their war service. 

Along with the intense housing shortage there came a natural ac-
434 
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compa. niment-inflation. Sales prices of houses rose to level~~O to .100 
per cent higher than the 1941 levels, with the most extreme F,ation to 
be found among the low- and medium-priced properties. T~e fantastic 
sales prices were the product of desperation implemented! with cash. 
Never before were so many families with substantial bank accounts so 
urgently in need of shelter. Costs of construction kept paCiJ with p1arket
prices for existing houses, so that there was little price 1advajtage in 
buying or building a new house over buying an old one. Pra·ctic!J.lly, 
the relationship between market price and cost of reproduction' has little 
influence on the price offer of a man whose family must have shelter 

I r . 

no;;he level of controlled rents was abnormal in the laei bf sd severe a 
shortage. No other price of major significance so 1~dl held the line. 
This situation was a source of comfort to millions /Jf /enantS, although 
many landlords were pinched between frozen re1,' and rising costs of 
operation. A further rigidity growing out of ren control was the un
natural permanence of tenure among tenants b reason of protection 
against eviction combined with the absence of alternative housing choices. 
The recent rapid increase in the proportion of hor.W ownership in nonfarm 
homes from 41 per cent in 1940 to 52 per cent i:d947 is unnatural; tens 
of thousands of families that in normal times vould live as tenants have 
been forced into the purchase. of a home throtigh the sheer necessity for 
shelter. This expedient. has been encouragtd among veterans by the 
liberal terms of :financing that are available tJ them through the Veterans 
Administration. An abnormality to be discussed more fully in the 
paragraphs that follow is the slow rate of rt:'covery of the house-building 
activity. In the face of a very large absolute shortage of housing accom
modations at the end of the war, with demand made effective by pienty of 
ready cash, we would expect an immediate building boom. Actually, 
the recovery of house building was slow; during the :first half of 1946 
houses were being started at little more than the rate of the immediately 
prewar years but were being completed at less th~n one-third the rate.1 

It was not until the fall of 1947 that the rate of residential building ex
ceeded prewar levels. 

One of the early obstacles to a rapid increase in house production W!J.S 

the competition of nonresidential bUilding in the face of a limited supply 
of materials and labor, both skilled and unskilled. When all restrictions 
on building were released in Oc~ber, 1945, a disproportionate share of 

1 The National Housing Agency rep~rted 331,000 units of permanent housing started 
in the first 6 months of 1946 and 153,000 units completed. Other sources estimated 
the time required for completing a bouse to be 6 to 8 months as compared with 3 
to 4 in prewar years. · 
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the scare. materials and labor began to flow into commercial, industr!al, 
and instiV,ional construction. Apparently, plans for this type of struc
ture wer£i(urther advanced than in the case of residential building 
projects, .Jll.~ there was greater willingness to pay whatever prices were 
necessary ilorder to ·permit construction to proceed with dispatch. The 

""!'emstltutio~f priority controls early in 1946 was designed to ensure that 
· at least hal:V• the available materials would find their way into house 
bui~d,ing. : ~ 

Another ri~"ty confronting the construction industry was the system 
of ceiling pric,J1n building materials. There is some evidence that the 
production of', tain materials and equipments was restricted because 
of delays in nit~t1g adjustments in ceiling prices to counterbalance in
creases in prod~pn costs. In the field of construction labor, the ap-

_prenticeship rule..,~f the craft unions have limited the entry of new 
workers over J'ect, \years, so that a shortage of skilled labor has de
veloped. The relu. \nee of some of the unions to relax these limiting 
rules under present. ~ditions and the time required to train craftsmen 
have been handicap!;~ the rapid resumption of house-building activity. 
· The slow recovery l.~'be rate of construction and the high cost of build
ing were primarily th,~~roducts of material shortages, labor shortages, 
and rising wage rates. ~;sut the uncertainties of the market w~re im
portant contributing fa<.).CfS. Contractors were !eluctant to bid on jobs 
because of the difficulties,~ securing labor and materials; these essential 
components were not to ~~~ad on order, and the contractor was forced 
to prospect for them at ~~at expense of time and trouble. Black
market materials commancftf a premium, and bonuses to workers were 
often necessary to the compl~ng of a job. Contractors were unwilling to 
guarantee completion dates e:X,ept at prices so inflated that all the many 
contingencies were amply cov;red. Even when restrictions on rentals 
covering new construction were\elaxed, investors were reluctant to make 
commitments of capital for ren~l housing at peak-level building costs; 
such investments are fixed for ~~ time, whereas rents may fall below 
the point of reasonable return on s high a cost when demand and supply 
_later come more nearly into balan . . 

Origins of Postwar Rigidities \ 
\ 

In the main, the early postwar imb~lances in the housing market and 
the rigidities that restrained the nornkl market processes of readjust
ment were the legacies of the war economy. In the years just before the 
war, the building industry was operating effectively and had reached a 
volume of house production of over 700,000 units annually. Building 
costs had risen only moderately; supplie( of labor and materials were 
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adequate, and the number of building organizations in the field was 
sufficient to meet all needs. In 1940, the housing census had shown that 
the urban areas in the country were rather well balanced in terms of 
aggregate demand and supply of dwelling units. On the other hand, 
the chronic malady of substandard housing was still uncured. 

- The requirements of war quickly brought drastic changes in the housing 
market and the building industry. The great wartime migrations to 
centers of war production, to the shipyards, the aircraft plants, and the 
arsenals placed strains on the housing supply in those areas. · Rent con
trols were an early necessity, covering both new and existing structures. 
Control over sale prices of houses was imposed only on new houses, and 
the spiral of inflation mounted in the prices of used houses up to the 
fantastic levels of 1946 and 1947. 

The conversion of the building industry to wartime status was begun . 
in some degree before our entry into the actual conflict. The expansion 
of industrial facilities was drawing labor and materials into nonresidential 
building. In the fall of 1941, all nonessential construction was halted in 
order to preserve materials and man power for war needs. The result 
was to put many building organizations out of business. Building labor 
moved out of the residential field into industrial construction and .. the 
building of cantonments, powder plants, depots, and other military 
facilities. Many skilled craftsmen found employment as maintenance 
workers and in other capacities in war plants at higher pay and better 
working conditions than in the construction field. Others found their 
way into the Navy Seabees and built airfields and naval installations 
the world over. And, as in every other industry, the armed services 
claimed a share of the younger men. It is not to be assumed that the 
house-building industry disappeared during the war. On the contrary, 
in communities where there was need for the housing of warworkers, 
materials were made available for the construction of shelter both directly 
by the government and by private builders with priority assistance. 
During the war period, a total of 1,841,000 dwelling units were thus pro
duced, of which over 800,000 were permanent houses built by private 
operative builders. The rate of building slackened somewhat during the 
last 2 years of the war, so that in 1944 only 139,000 units were built by 
private builders and in 1945 229,000 units. Furthermore, the residential 
building that took place was distributed abnormally; it was adjusted 
to the temporary wartime need for the housing of inmigrant warworkers" 
and not to the long-term basic market requirements of the community. 
Thus, in many of the urba.n areas of the country, no new construction 
took place while in such centers of activity as Norfolk thousands of 
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temporary units were built by the government and a rate of private 
building was attained that was far above any past peacetime level. 

The production of building materials and household equipment was 
greatly disturbed by the war. Production was cut off in the case of 
items that required the use of scarce metals, such as bathtubs, plumbing 
fittings, copper pipe, metal lath, and many other items. The production 
of lumber and plywood was actually increased, but the direct war needs 
absorbed all the production except that necessary for the housing of war
workers. Long before the end of the war, all prewar materials and equip
ment had been absorbed and the shelves of the lumber yards and dis
tributors of building products were bare. The early postwar burgeoning 
of the house-building industry found the channels of material distribu
tion to be empty and many materials more difficult to secure than at 
any time during the war. At the same time, the supply of skilled labor 
in the building trades was at the lowest level in many decades. The 
number of active building organizations had dwindled during the war 
years to but a fraction of the prewar number. 

The sluggish pace of recovery in the house-building industry is in
dicated by the 1945 and 1946 production figures. The total number 
of new dwellings for which permits were issued was 229,000 in 1945; • 
in the first 6 months of 1946, only some 153,000 units were completed. 
These months were a time of great confusion in the building industry. 
In the haste to shake off wartime controls, and by demand of the spokes
men of the industry, the regulation which, from November, 1941, had 
restricted all construction to that which was essential to the war effort, 
was dramatically wiped out on Oct. 15, 194.5. The result was disastrous 
to· house building, for the vast, dammed-up backlog of nonresidential 
construction was loosed along with the backed-up demand for luxury-

. class homes. Thus, 90 days after the removal of limitations, a new order 
was issued that restored the priority system in the building-material field 
for the purpose of channeling at least one-half of the available supply 
into homes of $10,000 or less in value or $80 or less in rent, for which 
veterans were to have preference. 

All of us are familiar with the scope and intensity of the housing 
shortage that developed during the months following the end of the war. 
Every city, town, and village in the nation experienced an unprecedented 
overcrowding of its housing supply as the veterans returned. The 
National Housing Agency estimated that, at the end of 1945, there were 
nearly 2 million families who were living doubled up with other families; 
700,000 of this number were married veterans who were forced to double 
up during the last quarter of 1945 because they could not obtain separate 
homes. It was estimated that by the end of 1946 another 2 million or 
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more families would be in need of housing. The strong political pressure 
for prompt and drastic governmental action led to the appointment of 
Wilson Wyatt as Housing Expediter and, a little later, as Administrator 
of the National Housing Agency. 

_ The Wyatt Veterans Emergency Housing Program announced in Feb
ruary, 1946, called for a tremendous increase in the volume of house 
building in order to produce 2,700,000 units, which was the goal for the 
2-year period 1946 and 1947. The program was to be operative through 
controls on nonessential construction and limitations on residential con
struction that was beyond the financial reach of veterans. Incentives 
were to be employed to attain the unprecedented levels of material produc
tion that was required, with primary reliance on subsidies or premium 
payments to producers rather than increases in Office of Price Administra
tion ceiling prices. Subsidies, price adjustments, Federal loans, lease or 
sale of surplus war plants, and guaranteed markets were to be used to 
encourage the development of new materials and the rapid expansion of 
the prefabrication industry. It was also proposed to limit speculation 
and inflation in existing housing and building lots by imposing price 
ceilings. The required increase in off-and-on-site labor from 650,000 to 
2,150,000 by mid-1947 was to be accomplished through a large-scale ap
prentice-training program, recruitment drives, and a raising of abnor
mally low wages. The main features of the Wyatt program were in
corporated in the Patman bill, introduced in the House of Representatives 
late in 1945.2 

The Wagner-Ellender-Taft bill (S. 1592, General Housing Act of 1946), 
under consideration for some time, was blanketed in as part of the 
Wyatt program. This bill was directed to long-range- objectives but in
cluded features that were useful in combating the housing emergency. 
The provisions included a liberalization of lending terms for Federal 
Housing Administration-insured mortgages to encourage more construc
tion for families of modest income for both sale and rent. Other major 
provisions were financial aids to localities for redevelopment schemes, a 
farm housing program, and a continuation of subsidies for local low
rent public housing projects under the plan inaugurated in the U.S. 
Housing Act of 1937. 

It is significant of the temper of the times in housing that two central 
features of the Wyatt program, as incorporated in the Patman bill, were 
vigorously opposed in the Congress. Both of these provisions-the use 
of subsidies and premiums to stimulate building-material production and 
the imposition of price controls on existing houses and on building lots- · 

2 The 1945 Housing Stabilization Act, H.R. 4671. 
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were in accord with the administration policy of hold-the-line on prices; 
the opposition to both provisions was a part of the campaign of organized 
business groups to reduce or eliminate governmental controls over prices. 
It was agreed by these groups that increased production could best be 
effected by a release of price control; they were willing to face the risk 
of further inflation. The opposition to the control of the obviously in
flated prices on existing homes and the rapidly rising prices on building 
lots had no other rationalization than a basic abhorrence of any further 
extension of OPA authority and of governmental control in general. As 
a result of this oppositi'on, both of these features were eliminated by 
the House and the price-control provisions were deleted by the Senate. 
As finally passed, the Patman bill contained authorization for a reduced 
amount for subsidies and premiums. 

The opposition to the Wagner-Ellender-Taft bill and to substantially 
the same mea!lure when it was reintroduced as the National Housing 
Commission Act or T-E-W bill (S. 866) in March, 1947, centered on the 
public housing feature. The fight against public housing has come from 
the business groups who feel that their interests will suffer by any further 
invasion of government into the housing field and who fear the socializa
tion of all housing. Both of the omnibus housing bills were passed by 
the Senate substantially as submitted but did no~ reach a vote in the 
House in 1947. 

The Veterans Emergency Housing Program promulgated by Mr. Wyatt 
· did not survive the year 1946. The huge house-production goals for the 
year were not attained, in part because material production ·failed to rise 
to sufficient levels. With the stimulus that the Wyatt program gave to 
housing starts, the short materials had to be spread over a dispropor
tionate number of building projects, with the result that construction 
time was greatly extended and completions delayed.8 The hope for a 
large volume of factory-built homes was not realized in spite of the 
appearance of hundreds of entrepreneurs. Material shortages, lack of 
skill. and experience, and technical problems were responsible for this 
disappointing showing. As the volume of house building increased, the 
pressure for the removal of all governmental controls and stimulants 
brought about their withdrawal, until by the middle of 1947 the building 
industry was again operating under conditions of prewar freedom. A 
concomitant was a rapid rise in costs of construction to nearly double 
prewar levels. By the end of 1947, the rate of residential building had 

a Woodbury, Coleman, "Objectives and Accomplishments of the Veterans Emer
gency Housing Program," American Economic Review, Proceedings, vol. XXXVII, 
no. 2, May, 1947. 
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reached the highest level in history, or a rate about equal to house build-
ing in 1925. ' 

Long-term Implications 
- Our understanding of the postwar crisis in housing would be incomplete 
v.ithout a feeling for the long-term implications. The disturbances in the 
housing market are significant not alone by reason of discomfort and 
discontent among the victims but also because of deep and lasting mark
ings that will be left upon our economy. For example, inflationary con
struction costs, home purchase prices, and land prices not only load dis
proportionate financial burdens upon the owners at the time of acquisition 
but also form the bloated base by which the major costs of occupancy 
are determined for the entire term of ownership. The housing market will 
not soon shake off the residuum of inflation; costs and prices, once having 
climbed high, move downward with reluctant step as the pressures are 
eased. The price structure rarely returns all the way to its previous level. 
Property tax assessments are already rising in response to market price 
movements; downward readjustments in assessments are notoriously 
difficult and slow of accomplishment. 

There has been little doubt but that a building boom would ultimately 
develop. In fact, it }_las been a national policy, implemented with power
ful fertilizers, feverishly to cultivate such a boom in the residential field. 
Excess subdivision of peripheral lands and disorderly, scattered, and small
scale building operations are inevitable and, in fact, have already begun. 
It is true that subdivision controls are much more intensive and extensive 
than at the time of the last land boom in the twenties. But they do not 
exist, or exist in only a rudimentary form, in the majority of the minor 
politi~al subdivisions that border our cities, within which the new ring 
of urban growth will develop. Any hope we may have had for orderly, 
rational expansion of urban areas, integrated with the basic city structure, 
is sadly shattered. Instead of controlled, accretal growth through con
nected and related extensions into contiguous vacant land we shall have 
scattered, uninhibited development, which will burden our communities 
with undue costs and with an unnecessarily inefficient structural arrange
ment of land use. 

The danger of a disastrous reaction accompanies every boom. Under 
great natural and governmentally induced pressures the counterswing 
toward vast productive activity in house building might gain uncontrol
lable momentum. The resulting excesses would give birth to a subse
quent period of stagnation and loss. From a long-term standpoint, the 
health of the housing market depends primarily upon stability; yet only 
instability is in view. 
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There is a bright side to the building boom in the encouragement 
that will be given to a rationalization of the house-building industry. 
With so strong a market demand, large-scale production, with its at
tendant economies, will be feasible though the benefits may not be im
mediately passed on to the consumer. The development of new materials 
and the expansion of the prefabrication industry are to be encouraged as 
a part of national policy. Already there are intimations that the build
ing industry is on the verge of fundamental evolutions, which are feeding 
upon the boom. 

The extreme housing shortages of the postwar era very likely will leave 
lasting scars within our social system. There is ample evidence that the 
crowded and extemporaneous accommodations into which so many fam
ilies are forced lead to broken families and other forms of social disor
ganization. The shortage also will result in the postponement of local 
programs of slum clearance and urban redevelopment. There will be 
a strong reluctance to demolish any shelter, no matter how squalid; thus 
the chronic sores of slums must go uncured for still longer, and the re
building of our cities must be delayed while we strive to bring the hous
ing market into balance. 

New and permanent extensions of governmental participation and con- • 
trois in the housing market may result, for the present housing crisis 

, presents to all the citizens of the nation a dramatic portrayal of the 
·essentiality of adequate housing. Never before have so many families 
faced the housing issue so intimately. A natural consequence is a 
broader acceptance of the need for social controls in the housing market. 
The emergency measures of Federal, state, and local governments, though 
they be occasioned by a temporary crisis, may leave a substantial residue 
of continuing governmental intervention when the crisis has pass~d. 

The Legacies of Prewar Confusion 
In the long-time perspective of society, the postwar housing shortage 

is but a brief interlude of discomfort, which time and man's fumbling 
efforts will soon alleviate. But there are deeper housing ills that are as 
old as civilization and have been gathering force in this country in 
recent decades. Thus, we must include among the disorders of the day 
in the housing market not only the acute aggravations of the postwar 
readjustment, but also the chronic ailments of slums and substandard 
housing, _high costs of shelter, inherent market instability, and blighted 
housing environment. At the expense of some repetition of earlier dis
cussions of housing market history, we shall briefly retell the story of the 
initiation of governmental participation as a background necessary to an 
understanding of the present situation. 
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In the interim between postwar housing shortages of the First and the 
Second World Wars, the housing market has passed through several 
phases. First came the building boom of ~e twenties, culminating in 1925 
with the production of 937,000 dwelling units, a level not matched until 
1948. In the years between 1925 and 1930, building was brisk but. 
declining, with emphasis shifting from single-family dwellings to multi
family structures, particularly large apartment buildings overfinanced 
with several layers of mortgage bonds. The evidence that we overbuilt 
during this era lies in the record of an increasing vacancy rate beginning 
in 1925 and in the residue of defunct apartment projects, which were not 
fully reestablished financially and absorbed in some of our larger cities 
until just before this last war. The period from 1930 to 1935 was the 
investors' nightmare, with home owners and mortgage lenders losing their 
shirts along with stock speculators and investors in. South American 7 
per cent bonds. This was a period of rescue and reform through govern
ment in the housing field as well as in many another corner of the 
economy. In 1932, the Federal Home Loan Bank System was established 
to facilitate a freer flow of mortgage money, primarily among savings and 
loan associations. While not originally intended as an emergency 
measure by its chief promoter, President Herbert Hoover, it was rushed 
into the gap, unfortunately with no effect in stemming the swelling tide 
of foreclosures. A fine job of rescue work was performed by the Home 
Owners' Loan Corporation, set up in 1933, for many a home owner and 
many a lending institution was saved through its ministrations. In 1934, 
came the FHA, combining recovery and reform objectives, with the former 
carrying the greater weight. This agency engaged in the insuring of lend
ing institutions against loss on long-term, high-percentage, low interest
bearing mortgage loans. These three agencies, primarily the last two, 
were strong influences in the mortgage market and gradually pulled the 
fat out of the fire; they stimulated the renewed flow of mortgage money 
and the beginnings of a recovery in the construction industry. The HOLC 
ceased active operations in 1936 and since then has been in liquidation; 
the other two agencies are permanent. 

During this period of desperate efforts to prime the pump and to vitalize 
the forces of recovery, the housing reformers got a hand in. Prior to this 
time in this country, only a handful of socially minded folks had paid any 
attention to housing conditions, except for some dramatizing of the 
noisome slums in some of our larger cities. Now someone saw a golden 
opportunity to provide employment in the construction industry and at 
the same time provide decent housing for the needy. So there was a sue-· 
cession of attempts, first limited-dividend housing with advances by the 
Federal government, aimed at but failing to reach low-income groups; 
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then direct Federal construction of low-rent housing by the Public W arks 
Administration Housing Division; then the Resettlement Administration, 
with the brave experiment of the green-belt towns; and at the same time, 
the Farm Security Administration experiment with rural communities for 
part-time farmers. These efforts were more productive of publicity than 
they were of housing. And much of the later publicity was unfavorable, 
playing into the hands of persons who feared socialized housing and who 
did not like the New Deal anyway. 

In 1937, the efforts of the newly coagulated reform group in the housing 
arenaJ supported by the need for further stimulants to recovery, led to the 
passage of the U.S. Housing Act, the public housing bill providing for 
Federal subsidy to localities for the hOusing of families of low income. 
This legislation, and the agency which it authorized, the Public Housing 
Administration (nee Federal Public Housing Authority, nee U.S. 
Housing Authority), has been the rallying point for the liberal side 
in housing. Up until wartime, the U.S. Housing Act was the last 
major piece of legislation in the housing field. The period from its 
passage until the fall of 1941 was devoted to carrying out the mandates 
of the Congress under the three major housing agencies-the Federal 
Home Loan Bank System, the FHA, and the USHA. Enabling laws were 
passed in 40 states and in a few cases other state housing legislation was 

1 ~dopted a~~ state housing. agenc~es c~eated. Several hundred local hous
. mg author1t1es were orgamzed pnmardy to take advantage of the Federal 
low .. rent housing subsidy administered by PHA (USHA). 

Thus, in less than 10 years, housing came of age; the Federal govern
ment plunged extensively into intervention in the housing market and 

· housing became a recognized social problem in states and localities. But 
at the same time, this passage through adolescence on the part of the 
housing movement was accompanied by a sharpening in the differences 
of opinion on how the problems should best be solved. The lines that 
were drawn during that stage were, strangely enough, crystallized into 
a wider separation during the time of war. Since the war the battle has 
been joined in full fury in the attitudes toward the Wyatt program, 
toward the omnibus housing bill (General Housing Act of 1946, S. 1592), 
toward its successor bill, S. 866, the Taft-Ellender-Wagner bill, and to
ward the housing legislation introduced by the Truman Administration 
in January, 1949. 

Basic Housing Issues 
While basic housing issues have been emerging, at the same time basic 

housing objectives have taken more definite form and, more important, 
have become generally accepted. The division of opinion with respect 
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to housing is not based upon antipathetic ends but rather upon ways and 
means. To be sure, not all persons or groups give equal weight' to the 
various housing objectives, but there is no essential disagreement on the 
desirability of eliminating substandard housing conditions, reducing 

_ housing costs, stabilizing the housing market, and controlling urban 
blight. There is, of course, a fringe of extremists on both sides-liberals 
who would like to socialize a goodly segment of the housing supply or 
reactionaries who would make it a national policy to encourage home 
ownership to the exclusion of all rental housing. 

The basic issue in the housing field is simply that of the extension of 
public control. On the one hand there are· those persons and interest 
groups who favor a positive public policy of intervention in order to 
attain those housing objectives which, in the absence of governmental 
action, have so far eluded us. On the other hand are the individuals and 
groups who oppose any further invasion of the housing market by govern
ment, who urge that the objectives may be reached by continued de
pendence upon the operations of the private housing market without ex
tension of the existing framework of legal controls, who fear bureaucracy 
as arbitrary and tyrannical, who view government as a threat to in
dividual freedom, and who, in general, repudiate public responsibility for 
the curing of social evils and the stabilization of the economy .. The 
issue has been sharply outlined during the debates on the Wyatt Vet
erans Emergency Housing Program and the public housing features of 
the Wagner-Ellender-Taft General Housing Act and the T-E-W bill. 
The subsidy feature of the Wyatt program was opposed because it in
volved government meddling in the building-material industry but pri
marily because it was a substitute for the relaxation of price controls. 
Public housing was opposed because it moves toward the socialization 
of housing, whereas, it was argued, the elimination of substandard hous
ing conditions can be accomplished by the untrammeled processes of the 
housing market operating through the filtering-down process. 

The extension of social control is not an issue that is limited to the hous
ing field; in fact, it is the fundamental economic issue of the day. Those 
persons who are willing to accept a greater degree of social control in 
the interest of reaching worthy goals do not fear a subversion of our 
essentially individualistic economic order so long as we retain our political 
and civil liberties. Those persons who resist further governmental in
tervention in economic affairs generally believe that they are acting to 
preserve the traditional social structure that has made America great. 
This belief is evidenced by the labels that they attach to the extension 
of social control-regimentation, bureaucracy, socialism, and communism. 

In addition to the main battle, there are a number of skirmishes in 
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progress in the housing field. In the field of real estate finance, the FHA 
and the Federal Home Loan Bank System each has developed a loyal 
clientele composed of competing groups of lending institutions. The sav
ings and loan associations, which before FHA had a fair monopoly in 
long-term monthly amortized mortgage loans, have resisted the inroads 
of banks and mortgage brokers in their field by opposing any extension 
in FHA operations. · 

There have been arguments over further changes in interest rates 
through the FHA and VA mechanisms. The proposal for liberalizing the 
terms of FHA loans to en~ourage construction for lower income groups 
was said to be inflationary by some of the very persons who opposed the 
establishment of price. controls on existing dwellings and building lots. 
The relaxation of rent control has been another issue. Additional contro
versies are current about such matters as urban redevelopment, encour
agement of new construction for rent, the provision of low-rent housing 
through rehabilitation and conversion, prefabrication, and building codes. 

·Federal appropriations for housing research have been opposed by the 
building industry. But the main issue should not be obscured, for at the 
bottom of all these side issues lies the question of the encroachment of 
government on the preserves of private enterprise. 

All the pulling and hauling in the housing arena is most confusing to 
the unsophisticated. The sweeping statements emanating from both sides 
do not always ring true, even to the uninitiated. Arguments seem to re-

. fleet ideological attitudes rather than logic. Specious lines of reasoning 
appear in the solemn garb of scientific truths. The emotionally violent 
attacks and counterattacks leave the spectator dizzy and helpless. 
Among all those who are vocal on housing subjects, there are few who do 
not speak in the espousal of a program, the defense of a formula, or the 
expression of a political philosophy. Thus, as we view the housing field 
in the postwar era, we are presented not alone with an admixture of war
spawned imbalances and chronic maladies but also with a brew of under
lying antagonisms and differences, first mixed in the thirties, then sharp
ened by wartime aging, and now more potent than ever. 

Housing Objectives 
The central housing problem was ably stated in 1935 by Ernest Fisher: 

"From the broad social point of view, the 'problem' consists in securing 
· for every family facilities which will promote the health, safety, morals, 

and general welfare of the occupants at a price the occupants can afford 
to pay."~ The definition might have recognized more specifically the 

~Fisher, Ernest M., "The Housing Problem," Michigan Alumnus, vol. XL, no. 25, 
July, 1934. 
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dynamic and elusive nature of this underlying objective, for this. is an 
end that can never be attained. In the field of housing, as in evecy other 
field that affects human welfare, society continues to set higher objectives 
as the earlier goals are reached; the llgeneral welfare" has no effective 

- upper limit. The point has already been made that society is generally 
agreed on central housing objectives. True, there are diJ,Ierences. in the 
feeling of urgency, in definition of scope for each objective, and in will
ingness to meet the costs of attaining the objectives; but the fundamental 
differences of opinion relate to ways and means. 

!f_all housing ob~ctives c~11kt be attained w!thout _jifE:~u!ty, there 
would be no housing probl~ The problems, then, are the diflicuRfes 
in meeting the ob · ectives. This complementary relationship of problem 
an o Jective suggests that the starting point in a di~cussion of hou§.in_g 
problems should be a statement of housing objecti s. Now it is possible 
to identify a variety o oca pomts of attack in the housing field of 
battle, objectives that must be reached or campaigns. that must be prose
cuted in the fight for victory. The complex interrelationships within the 
housing market framework make all objectives interrelated and to some 
extent overlapping; but there are a number of separate foci of thought 
and action. There are five such housing abject.Ures,._which together seem 
to cover the housing field and the attainment of which would give us a 
complete housing victory. 

1. Abatement of the chronic maladjustments between demand and supply in 
the housing market. Instability is lack of balance; it is this characteristic of the 
housing market that is the source of many of our more serious housing ills. 
The market mechanism has been notoriously unsuccessful in bringing about a 
reasonably close adjustment between the supply of housing and the need for it 
at any given time. The rate of house production is rarely adjusted to the in
crease in demand; the industry is either trying to catch up with demand or it is 
overproducing. Thus we move from surplus to shortage in the housing market, 
with no pausing at the point of balance. The housing market has failed, in 
comparison with market processes involving many other commodities, in effect
ing a satisfactory distribution of housing relative to the needs of society in terms 
of location, size of dwelling, type of accommodation, tenure, price, and rent. 

2. Reduction in the cost of shelter. The reduction of housing costs, like 
stabilizing the housing market, will redound to the benefit of the whole of society, 
regardless of social and economic status. It will raise the general standard of 
living. There are many costs comprising the total of shelter costs, and thus 
there is a wide variety of curative action that might be taken. The attack 
must be on the waste, inefficiency, and uncertainty that create unjustified 
costs. · 

3. Elimination of substandard housing conditions. The existence of antisocial 
housing conditions is a manifestation of market imbalance as tested against the 
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standards of present-day society. Thus, the market machinery has failed, for 
whatever reason, to provide socially acceptable accommodations for a large seg
ment of the population. This objective is properly a part of objective 1, but 
the maladjustment is so severe and so costly that special attention and special 
treatment are warranted. 

4. Improvement of housing environment. The term "housing" connotes not 
alone the housing structure and its facilities but also the environment of the 
structure. The house is the focus of a complex of external physical, social, and 
economic forces that may have their origins at a considerable distance from the 
site. Families live not alone i,n the house, but also in the neighborhood; and the 
relationships with other people, with the physical features of the landscape, and 
with places of employment, recreation, and worship are significant qualities of 
housing. The slums and bli hted areas of ur at cities st · bleak testi
mony to the necessity for the improvement of environmental influences through 
the exercise of the police power, through city planning, urban redevelopment, 
and neighborhood conservation. 

5. Improvement of the structural amenities of housing. We must never stop 
. in our progress toward dwellings that provide better and better amenities. 
Design must be constantly improved and adapted to changing technology and 
changing social customs. New materials and new items of equipment and new 
methods of construction should make our dwellings progressively more efficient 
and more comfortable. 

1 
Progress along all of the five lines listed here is necessary if society is 

to move in the direction of the underlying housing objective of decent 
housing within the price reach of all families. It is the first three of 
the listed objectives that are the subject matter of this discussion. The 
others are omitted not by reason of a lack of importance, but because the 
problems and the cures fall less completely within the realm of economics. 
Instability, cost, and substandard housing are socioeconomic problems 
quite different in implication from problems of design and technology. 
The problems of environment fall somewhere in between, for they are 
social and economic as well as technical. Many aspects of the problems 
of housing environment will be touched upon in the discussion of costs, 
market instability, and substandard housing; the previous chapter has 
considered certain control devices that aim at the betterment of environ
mental conditions. 

This statement of housing objectives shows clearly how universal and 
pervasive throughout our society is the impact of housing reform. As 
we move. toward each one of the central goals, there are few groups, 
regardless of economic station, that will not receive benefits in large 
measure. The elimination of antisocial, substandard housing conditions 
has its justification in the abatement of costs and social dangers to the 
community as a whole and in the ultimate strengthening of society 



THE ECONOMICS OF HOUSING POLICY 449 

through the beneficent influences of good housing on the new generations. 
Reduced costs of shelter will constitute a rise in the standard of ·living 
for all. A stable, adjusted housing market assures a sufficient supply 
of shelter appropriate to the needs of all groups and will contribute 

- greatly to a general reduction in housing costs as well as to the stability 
of the economy as a whole. The preservation and improvement of the 
housing environment will contribute to the general welfare, and advances 
in design and techniques of construction that enhance the beauty and 
utility of living units will make this world a better place for all seg
ments of society. 

Another underlying truth that is emphasized by the character of the 
housing objectives is that OUJ most serious housing !.roubles are basiillJ,lly 
economic in..natw:e. It is true that the objectives of housing reform are 
broadly social, but the mechanisms of reform and adjustment are eco
nomic. The fact is that the housing market, which is an economic thing, 
has failed to provide for our housing needs in terms of adequate quan
tity, appropriate quality, and proper timing. The forces of housing 
demand and supply, operating within the institutional framework of 
the market, have produced a result that apparently is less than society 
demands. If it were not so, we should not need to discuss the subject 
at all. Now it follows that if we cannot depend upon the undirected 
forces of the market to provide enough of the proper kind of housing 
at the right time, the first step is to diagnose the reasons for such failure. 
A diagnosis of housing market troubles clearly calls· for the use of 
principles that fall within the discipline of economics. Again, if the 
ills of housing are economic in nature and if a specific is required, the 
cure necessarily involves some tampering with economic forces, with 
the market factors, or with the institutional framework within which 
the market factors are operative. 

We shall never finally solve all our housing problems. The dynamics 
of society-institutional change, technological 'd~velopment, social evo
lution-impinging upon the rigidities of the urban land use pattern and 
the relative permanence of land improvements will never cease the · 
breeding of new problems. We shall expect that socially accepted 
housing standards, as in the case of other living standards, will always 
push ahead of accomplishment. We shall have to develop a flexible, 
adaptable approach, so that continuous adjustments may be made. 
There can be no doubt that this end may be accomplished without 
departing from the established system of capitalism in this country if 
we adopt the view point of Eric A. Johnston, former president of the 
Chamber of Commerce of the United States: "The new and progressive 
view holds that capitalism is a human institution, vibrant and evolu-
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tionary, capable constantly of adjusting itself to new conditions, a tool 
in the hands of the people to be used for the good of all." 1 

This chapter and the following chapter are organized about three 
basic housing objectives, which have been selected for consideration
the stabilization of the housing market, the reduction of housing costs, 
and the elimination of substandard housing conditions. These three 
objectives will be attained only as a result of changes in the processes 
of the housing market, either through natural evolutionary adjustments 
or by means of changes in the institutional framework of the market 
induced by governmental action. The discussion will attempt to evalu
ate, in the light of economic principles, the various remedies that have 
been proposed. We shall be concerned with the mechanics of the market, 
with cause and effect. Though our analysis may indicate that the 
attainment of certain housing objectives can be facilitated by govern
mental action, such a conclusion is not to be construed as endorsement 

. of such action. The social values involved in the administering of hous
ing cures that call for the extension of governmental controls must be 
weighed by each individual on the basis of considerations that are far 
broader than the housing field . 

. PART II. THE CONTROL OF INSTABILITY 

In an earlier chapter, the nature of instability in the housing market 
was considered.8 Instability is manifested in the notoriously wide swings 
in the cyclical movements of house production, sales activity, real estate 
prices, and rents. Internal imbalance is evidenced by the failure of the 
market to provide a sufficient but not excessive supply of housing at 
all quality and price levels within the range of family needs and 
capacities to pay. The results of this internal instability are found in 
the chronic and extensive occupancy of substandard, antisocial housing 
and in the unnatural housing state of many families in dwellings that 
are badly fitted to their needs, inadequate in quality, or too high in cost 
in relation to income. 

The primary social costs of the instability of the housing market and 
the chronic imbalances are borne by the consumers. It will be demon
strated in a later section that instability is a contributor to the costs 

•"The New Capitalism: Opportunity for All," condensed from the farewell ad
dress by Eric A. Johnston, Reader's Di(Jest, August, 1946. 

e Chapter 11, The Housing Market. (See pp. 334-345.) 
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of shelter and that, through a variety of processes, stability would reduce 
housing costs. Finally, home owners, investors, and lenders on housing 
security suffer from the extreme market fluctuations, which endanger. 
and often wipe out their financial interests. 

There are forces outside of the housing market-notably general busi
ness conditions-that are often· responsible for the irregularities that 
occur. In this discussion, however, we must restrict our analysis to the 
factors, forces, and processes of the housing market itself. With this 
reservation, we may generalize by saying that the cause of the unstable 
and unbalanced nature of the housing market is the lack of ser..sitivity 
of the self-regulating mechanism, i.e., the imperfections of the market. 

Modifying the Imperfections 
In this chapter and in earlier chapters we have outlined the major 

market imperfections and the primary manifestations of imbalance and 
instability. We have seen that the essential nature of housing demand 
is changeability; that the nature of housing supply is rigidity. The 
exchange processes in the market have been characterized as inefficient 
and slow; the very nature of the commodity militates against sensitivity 
of reaction in the market. It is clear that any improvement in the 
effectiveness of the self-regulating mechanism of the housing market 
must have its origins in some change in the nature of the commodity, a 
reduction in the extent of social intervention through law and regulation, 
the sensitizing of market reactions, stabilization of demand, or increased 
flexibility of supply. 

Changing the Commodity. During the next decade we shall see the 
beginnings of changes in the physical aspects of housing structures, which 
will contribute to housing market stability. Housing will not become 
less complex in terms of services; to the contrary, the increasing mecha
nization of dwellings increases their complexity and their mystery. But 
with the development of new materials and techniques, the structure may 
be simplified. Most important of all in the interests of market stability, 
housing may become more standardized. The prefabrication of standard 
models is already here. The spread of large-scale building operations 
employing site-fabrication techniques will increase the comparability of 
houses. As greater quality controls are more widely imposed through 
building codes, the lending policies of financial institutions and the 
regulations enforced by governmental agencies such as FHA, individual 
differences among housing structures will be reduced. . 

Another trend that is already in evidence is that toward greater 
flexibility in size and in space arrangement. An increasing number 
of houses will be built with a view to future expansion and rearrange-



452 URBAN LAND ECONOMICS 

ment of space as the family increases in size and to ultimate contraction 
to fit the needs of the old couple when the children have gone. There 
are those who dream of a truly demountable structure, which can be 
traded in for a new model, moved from the lot to make room for the 
new house, and sold off secondhand for reerection in some other neigh
borhood to serve a lower income group. 

Although standardization and flexibility in housing structures will 
contribute to market stability, we may expect only slow improvement 
in market sensitivity from. this source. The changes will spread slowly, 
and it will be many years before a significant proportion of our housing 
stock can possess these characteristics. 

Relaxing Institutionat Limitations. There is little prospect that there 
will soon, if ever, be a reversal of the long-term trend toward broader 
social control over land use. Recent decades have brought an increasing 
awareness of the need for regulating land development and construction 
in the interests of the community as a whole. It is probable that land 

· held in public ownership will increase in proportion as local governmental 
activities expand and as recreational facilities are extended. The limi
tations on private ownership that are exercised through the power of 
taxation are not destined for any immediate change. In spite of much 
agitation to shift the burden of local government away from real estate, 
no satisfactory alternative has been developed. Schemes such as the 
local income or pay-roll tax will turn out to be merely schemes for 
keeping real estate taxes from going higher, rather than for substantially 
reducing them. 

The evolution of social thought in the last 50 years suggests the prob
ability that, over the long run, through legislation and court decision, 
we shall continue to modify the institution of property, ever moving 
closer to the point where real property will have a public-utility status 
and where private ownership will be more circumscribed than it is 
today. We shall move, then, not toward a freer market but toward 
greater· restrictions on individual freedom of action in the use of land. 
However, the relaxation of police-power controls would contribute little 
to market stability in the end, for without use zoning and quality con
trols on structures, there would be greater uncertainty in the market, 
and uncertainty breeds instability. The power of eminent domain 
implies a constant threat of condemnation, but better city planning 
permits the forecasting of future public areas and the generous court 
awards in condemnation suits serve to assure property owners that public 
purchase or condemnation will not cause them loss. Taxes on housing 
do not constitute a particular obstacle to the free interplay of market 
forces so long as the levies are equitable and reasonably predictable. 
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Sensitizing Supply. If supply could be more expeditiously adjusted 
to changes in demand, much of the chronic and recurring market imbal
ance could be avoided. It has already been suggested that there is little 
immediate encouragement in recent changes in house design and building 

- techniques. Structurally, the bulk of the housing stock will remain for 
many years to come about as it has been. Furthermore, there is no 
evidence that in the near future housing will be removed from the 
market more rapidly than in the past. It is possible that some new 
technique of construction may appear, that costs will be substantially 
reduced, and that values on existing housing may fall drastically as a 
consequence. Under such conditions, assuming that taxes and operating 
costs did not fall proportionately, there would be a substantial clearing 
out of housing that failed to produce a net return, and, after the major 
adjustment had been made, a tendency for housing to be removed before 
it reached the low level of quality that it is permitted to reach today 
before removal. If houses were built for shorter life, :flexibility of supply 
would be enhanced, for it would not take so many years to effect quali
tative changes in the basic housing stock. 

The failure of the building industry to respond with dispatch to 
changing demand pressures has prolonged shortages and created sur
pluses. At times, the lack of sensitiveness to demand has resulted in 
building housing of a type that was ill fitted to long-term market needs. 
The unusually long life of housing structures suggests that house pro
duction should be planned not alone for the current, short-term demands 
of the market, but for maximum usefulness over the entire life of the 
housing. To some extent such planning is done in the case of rental 
housing, but, because of the nature of the building industry, foresight 
in planning is less characteristic of the production of single-family homes. 
The builder is a manufacturer and not an investor. He looks to quick 
sale, and, under present plans of financing, retains no interest in the 
house he builds. As a result he builds for salability, for the demand of 
the moment, and often has little concern with the fact that his product 
will remain as part of the housing supply for 40 to 100 years. Only a · 
market analysis that forecasts the nature of future demand can guide 
production for the greatest long-term social benefit. If home buyers 
could be educated to give more weight to resale value _when considering 
a purchase, builders might be induced to design their product with more 
thought to future utility. Buyers should have real concern with securing 
a maximum recovery of their investment in a home, since the averagf:l 
term of mvnership is short and the probability of future resale is high. 
Mortgage lenders are in a strategic position to exert control; theirs is 
a long-term interest, which justifies emphasis on future value. Intelli-
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gent mortgage risk analysis is becoming more widespread and offers 
much hope as an influence toward better home design. 

The major hope that has so far been proposed here is that better 
market information more widely disseminated will tend to guide the 
production of housing into a more rational pattern. As more market 
information becomes available, its effectiveness will depend upon the 
intelligence with which it is applied and the adjustability of the industry 
to the findings of market analysis. Present trends hold some hope that 
the rationalization of the house-building industry has begun. 

Rationa.lizing the Building Industry. The nature of bouse production 
was discussed in an earlier chapter. Although there is still much to 
learn about the operations of the building industry, its important char
acteriStics have been clearly isolated by long observation and illuminated 
in recent writings and studies.7 In addition to lack of information, the 
sluggish and imperfect response of the house-building industry to demand 
forces is the result of the organization of the industry in small produc-

. tion units, the general lack of managerial ability, the absence of central
ized control of the building operation, the inefficient and monopolistic 
system of material distribution, and the obstacles and irrationalities 
created by the building trades through apprenticeship regulation, limi
tations on output and on new materials and methods, and, finally, juris
dictional disputes. Clearly, a reduction in housing market rigidities 
would result from a rationalization of the industry, a rise in the stand
ard of managerial ability, and an increase in the size of the productive 
unit; these improvements would enhance the ability of the industry to 
react to demand changes-to get production under way more promptly, 
to halt production before surpluses are created, and to adjust more 
quickly to the shifting quality of demand. 

The short space devoted to this point belies its importance, but the 
subject is too broad to be covered adequately here. The detail is avail
able elsewhere; the application to the problem of stabilizing the housing 
market is clear. To a very considerable degree indeed, the failure of 
the housing market process to yield satisfactory results is due to the 
imperfections of the building industry. The curative measures are 
manifold, sufficiently complex to be the subject of a volume. We may 
conclude that any moves toward greater rationalization of the building 
industry are steps toward general housing market stability. 

Stabilizing Demand. Demand is the most active reagent in creating 
instability. The ebb and flow of demand forces and the underlying 

"Colean, Miles L., American Housing (New York: The Twentieth Century Fund, 
Inc., 1944). 
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long-term trends in the quantity and quality of demand reacting on 
the relatively static forces of supply bring about the frequent and wide 
fluctuations that are characteristic of the housing market. If the changes 
o~ the demand side were less frequent and more moderate the forces of 
supply would have time, sluggish though they be, to achieve a closer 
adjustment than has been the case in the past. 

There is not a great deal to be done toward modifying the forces of 
demand. To a large degree, these forces are set in motion by basic 
social and economic forces and by technological change. There is not 
much to be done about the migrations of wartime, nor could there be 
any control over the population shifts that might be brought about by 
the application of atomic energy to industrial uses. The changing 
pattern in the value systems of social groups may profoundly change 
the nature of housing demand, but there is no practical or acceptable 
device for controlling the social mind. The variant economic health 
of the nation is a force of great power in its effect on housing demand. 
Certainly, valiant efforts are made to avoid the maladies of depression, 
but such considerations take us some distance from the immediate prob
lems of the housing market. 

One of the most effective methods for contributing to the stability of 
the housing market is to improve the flow of information among the 
traders in the market. Prospective consumers must know more about 
the offerings in the market, about recent transactions, about construction 
costs, and about trends on both the demand and supply side. Prospective 
sellers and producers must be informed on all the same points, with 
particular emphasis on the facts with respect to demand. A freer flow 
of market information will not cure all the market imperfections, but, 
within limits, it will help to direct production to the points where supply 
is most urgently needed, to check production before too great a surplus 
is created, to rationalize the relationship between market price and cost 
of production, and to reduce the spread of market prices for housing of 
similar facilities. Certainty is the greatest of market stabilizers. Cer
tainty depends on predictability. And, in most areas of economic activ
ity, prediction must depend mainly upon an analysis of recent trends 
and present market facts. Not only must the market facts be known, 
but they must be understood in order that their interpretation may 
be useful. 

It has already been suggested that one road to better market infor
mation is by way of standardizing the commodity but that there is 
little prospect of a significant change in this direction for some time to 
come. However, there are many things that could be done to provide 
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and disseminate housing market information. In recent years, housing 
statistics on a national basis have increased greatly in coverage and 
certain data on a local basis are available in many of our larger cities. 
These activities must be greatly expanded in both coverage and intensity. 
Every local housing market should be thoroughly analyzed, and all 
basic housing market data should be regularly collected and published. 

It is difficult to induce the occasional trader in the market, the pro
spective home owner, or the small property owner to seek and pay for 
professional advice. The housing market is superficially familiar to 
all who own or rent dwellings; we all quickly become market experts 
and d~velop a dangerous dependence upon our own poorly informed 
judgment. 

However, the extension of professional advice to the typically in
experienced traders in the housing market is an important device for 
rationalizing market decisions. The Realtor, the appraiser, and the 
mortgage lender occupy strategic positions for rendering this service. 

· But professional advice implies a professional training and an under
standing that many of these persons in strategic positions do not possess. 
Furthermore, there is need for a great deal of research to provide a 
sounder understanding of market relationships. The housing business 
cannot become professionalized without a larger body of knowledge than 
now exists, without a more extensive literature, without better educa
tional facilities, and without higher professional standards of training. 

Stability through Social Control 
The inherent instability of the housing market is the direct reflection 

of the underlying imperfections that interfere with the self-regulating 
mechanism. The nature of the commodity, the lack of flexibility of 
supply, the variability of demand, the lack of informed traders, and 
the institutional limitations that surround transactions-these are the 
departures from classical perfection that are in large part responsible 
for the wide swings in activity, the violent price fluctuations, and the 
failure of the market to meet the housing needs of all groups. There is 
no dependable evidence that the housing market is growing either more 
or less stable. The indications are mixed. For example, we might expect 
that in a maturing economy and with population approaching stabiliza
tion, the markets for all commodities, including housing, would become 
more predictable and hence less variable. Furthermore, there is move
ment toward an increasing rationalization of the building industry and 
toward greater standardization of its products. On the other hand, we 
are in an era of rapid technological change, when discoveries and devel
opments have profound social and economic repercussions. Population 
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may be stabilizing quantitatively, but not geographically, socially, or 
politically. We may look forward during the next few years to many 
significant changes in basic forces of housing demand and supply, and 
change is antithetical to stability. 

We are sound in assuming that direction and stability in the housing 
market are socially desirable, other things being equal. There seem to 
be the usual two choices that confront society in its attempts to solve 
almost any economic problem-more or less social . control. If the 
housing market is imperfect, then the solutions are either (1) to abate 
the imperfections, thus giving freer play to the natural market forces 
of adjustment, or (2) to offset the imperfections of the market by arti
ficial incentives and restrictions administered by government. In an 
earlier part of this chapter we concluded that there was little likelihood 
of removal or reduction in those social controls over land use which 
constitute the institution of private property as presently formed. We 
are now to look at those more positive social controls which are designed 
to influence the quantity or quality of construction or the nrice of the 
product. 

Stab£lizing Prices. Rent control during and after the war provides 
an illustration of an artificial restriction on price, which proved to be 
effective in preventing inflation. In its normal operations, the FHA 
exercises a species of price control by appraising properties on which 
insured loans are sought and by limiting loans to a maximum statutory 
percentage of the estimated value. FHA also exercises some control 
over the rental schedule in rental projects financed by an insured mort
gage. But the FHA controls are mild and indirect; their influence is 
limited in strength by the relatively small share of the housing supply 
that is financed by FHA-insured loans. There is little evidence that 
the indirect control of housing prices through the financing mechanism 
can prevent runaway inflation. The skyrocketing prices of homes after 
the war demonstrated the futility of such devices. 

In time of extreme shortage, when families are desperate for shelter, 
no plan but direct price control can keep prices stable. The refusal of 
the Congress to impose controls on prices of existing houses in the 
face of admittedly extreme inflation indicates that direct price control 
is politically unpopular. At the bottom of a depression, with vacancies 
high and property owners financially distressed, there is nothing that 
can prevent the dumping of dwellings on the market except the kind of 
direct support to the market that was provided by HOLC in the period 
from 1933 to 1935. But there is a wide zone between the extremes of 
inflation and distress in which price stability may be increased by the 
simple device of providing better market information. To inform the 



458 URBAN LAND ECONOMICS 

traders in the market of basic market trends in demand and supply and 
in prices and rents and to acquaint them with changes in the costs of 
construction and the relationships between reproduction costs and market 
prices would exercise a strongly stabilizing influence. 

ControUing Production. With few exceptions, governmental controls 
in the housing field have been employed as stimulants which are to 
increase and to guide production. Price controls except during war 
emergency have been indirect and incidental. Devices for inhibiting 
overproduction are rarely considered and would be politically unpopular. 
Thus. during the depression, the Federal Home Loan Bank System and 
FHA were established to a large extent for the purpose of reviving 
the construction industry. The FHA was eventually effective but the 
FHLBS made very little contribution to recovery. Directional or selec
tive stimulation has also been attempted. The original FHA rental hous
ing provisions were designed to encourage the investment in this type of 
shelter but cannot be counted as very successful. Under the 1938 amend-

. menta the extra-liberal financing terms permitted for homes under $6,000 
in value were to encourage small-house building; home ownership was 
made easier for families of modest income and it is probable that sub
stantially more small homes were built than would otherwise have been 
the case. During and after the war, Title VI FHA financing was designed 
~ stimulate the production of modest dwellings for warworkers and vet
erans. In the General Housing Act and the National Housing Commis
sion Act, considered but not passed by the Seventy-ninth and Eightieth 
Congresses, there were provisions aimed at stimulating rental housing at 
low rents, cooperative housing, and public low-rent housing without sub
sidy. So far, peacetime stimulants have demonstrated only modest accom
plishments both in effecting directional control of production and in stimu
lating a general increase in housing construction. The problem of 
checking excessive production has not been faced, but it would be 
politically difficult for a governmental agency to attempt to put brakes 
on an active and profitable market, even though underlying facts should 
indicate that an oversupply were developing. 

Stabilization through Mortgage Credit 
In the earlier chapters on real estate finance the two major Federal 

agencies in the field of mortgage credit were described. These two, 
FHA and the FHLBS and other related agencies, were established with 
the dual objectives of recovery and long-range reform. Both agencies, 
in varying degree, have contributed to a freer flow of credit, to more 
liberal terms for the borrower, and to better mortgage risk analysis and 
sounder lending practices. The freer extension of credit to the borrower 
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and the credit pool for the lenders are devices that aid the readjustments 
of the market on the upswing when stimulants are needed. However, 
if not properly controlled, these facilities can abet overproduction and 
inflation. The point has already been made that it is politically difficult 

· for a governmental agency to put on the economic brakes. 
Better mortgage risk analysis and lending practices are a stabilizing 

influence of long-run importance. · When loans are properly fitted to 
the security and to the borrower's financial capacities, losses are reduced 
and deflationary forces are diminished. In boom times, the tendency 
to overloan is less strong if the risk factors are more fully understood; 
during depressions, the temporary prostration and pessimism of the' 
moment are more likely to be discounted. 

Stabilization through Understanding 
In the long run, the soundest approach to balanced production of 

housing is by way of the release of natural market forces through 
broadened knowledge and understanding. Our system is inherently 
capable of filling the needs of those who can afford to pay a reasonable 
price. Thus rental housing will be built when it is accepted as a 
promising speculation or a sound investment. Under the abnormal 
conditions of the postwar period, it is neither, for inflated construction 
costs are not likely to rise much further and the high level of rents that 
is necessary to produce a reasonable return on present high construction 
costs is well above a future normal expectancy. With all restrictions on 
rents removed, there will be some additional rental housing built in the 
expectation that the high rents permitted by the housing shortage will 
last long enough to offset the lower levels of later years. 

The growing interest of institutional investors in rental housing as an 
outlet for funds is an example of the effectiveness of information as a 
directional control. The FHA must be credited with opening the eyes 
of lenders to the inherent security of well-planned apartment properties 
for upper-middle-income occupants. We need to develop a further under
standing of investment risk factors, to extend the collection of local 
market facts, and to perfect techniques of local market analysis and 
forecasting. Statistical series on a national basis are of limited useful
ness, and, in fact, can be misleading if applied unqualifiedly to local 
situations. With better information and understanding, the natural 
forces of the local markets will be released from the bonds of uncertainty 
and ignorance. Builders and lenders will become aware of local housing 
needs not now fully recognized and can more nearly measure future 
demand. In time, the present hand-to-mouth method of operation of 
builders, where quick salability is the only criterion for production 



460 URBAN LAND ECONOMICS 

decisions, may be· replaced by a more scientific approach, which will 
reveal all market needs and allow the scheduling of production well into 
the future. When needs and profit possibilities are more fully exposed 
to entrepreneurs and investors, the natural forces of market adjustment 
will match production and basic demand much more closely than today. 

One of the most dangerous threats to economic stability is that of 
overproduction of housing. As the burgeoning building boom gathers 
momentum, it may well roll on past the balance point, as it did in the 
twenties, and leave us with an aftermath of deflation and ruin. There 
is no counting on governmental agencies effectively to check overpro
duction by law or regulation. The only dependable inhibitor is informa
tion-the assembling and dissemination of honest market facts on a local 
basis. The knowledge that overbuilding is threatened will at the least 
indicate caution to the agencies in the production process-the builders 
who are planning next moves, the subdividers who will not wish to be 
stuck with vacant land to carry, the lenders who have a long-term 
interest in the housing market, the building-material dealers who may 
hesitate to extend credit in face of falling demand, the municipalities who 
are asked to extend utility lines. Thus the sensitivity of the housing 
market can be greatly enhanced simply by uncovering and publicizing 
the market facts. For the most part, rational market decisions may be 
!expected when the facts are known; the past history of house building 
suggests that many components of the building industry have been operat
ing in murky unenlightenment. We may expect that intelligent schedul
ing of housing production will increase as the building industry is ration
alized, as producing units increase in size, as managerial skill increases, 
and as market analysis is more frequently used to guide production 
planning. 

Conclusions on Instability 
The lack of balance and stability in the housing market reflects serious 

imperfections in the self-regulating mechanism. Stability must be sought 
through the modification of these imperfections and the resultant free
ing of the natural forces of adjustment. The dead hand of monopoly 
must be lifted wherever it lies heavily upon the building industry; anti
trust laws should be enforced and all obstacles to free competition re
moved .. Among the institutional bars to free reaction are the archaic 
building codes and the restrictive practices of building trades unions. 
In the long run, the housing market cannot be stabilized by government 
fiat short of complete socialization of the economy. Selective production 
stimulants will be effective only when they enforce natural market 
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tendencies, though they may have value in accelerating sluggish tenden;. 
cies in time of emergency. 

The greatest potential for the release of market forces lies in the 
spread of understanding and information. The sensitivity of the market 

- will increase as the traders and producers gain in appreciation of funda
mental economic principles and as there are available to them more 
current market facts on a local basis. If those individuals who make and 
who influence the critical market decisions-the home buyers and renters, 
the home sellers and landlords, the land developers and builders, the ap
praisers, the brokers, and the mortgage lenders-were all possessed of 
dependable knowledge of basic market trends and were equipped to in
terpret and apply this knowledge, market forces would be far more sen
sitive to change, and market adjustments would be greatly speeded. 

The use of information as a control device calls for the coordinated 
functioning of government, educational institutions, and trade groups. 
There is need for basic research in housing economics by universities 
and governmental agencies to increase our knowledge of fundamental 
principles. The education of practitioners and of a new generation of 
professionals must go forward. The collection of basic market statistics 
must be extended to cover every local housing market, and each local 
market must be subjected to continuing market analysis by persons who 
are trained in these techniques. The collection and dissemination of 
market data is an activity in which local and Federal governments can 
take the lead with propriety and with full citizen support .. Universities 
must assume the responsibility for basic research and for training. 
And the traders and practitioners in the market must be educated to 
utilize market information in determining on bids, offers, and production 
schedules. 

PART III. REDUCING THE COSTS OF 
SHELTER 

There are very few housing ailments that would not show improve
ment if the costs of shelter were reduced. We might say with equal 
validity that a general rise in the level of income would solve many 
if not all of our housing problems. But because this discussion is a; 
study of housing rather than income, we shall assume that the level of 
income remains constant. Certainly, lowered costs would greatly facili
tate an approach to the central housing objective of "securing for every 
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family facilities which will promote the health, safety, morals, and 
general welfare of the occupants at a price the occupants can afford to 
pay." By reduction in cost is meant reduction relative to other elements 
in the cost structure of the economy, relative to family incomes, and 
relative to the quality of housing. 

It is a popular truism to say that housing costs are "too high." For 
purposes of this discussion we may say that costs are too high if they 
reflect economic maladjustments or if they are inflated by waste and in-

, efficiency. In a very practical sense, housing costs are too high only 
if there is something that can be done to lower them. We must recog
nize from the start that the basic cost of housing simply reflects the 
Jact that a house is a large and very complex structure and thus is in
herently costly. The cost is too high only if costs have been inflated 
by market imbalances or by unjustified waste. The only costs worthy 
of our attention are those costs which are subject to reduction by the 

. conscious efforts of man in his attempts to increase productive efficiency, 
rationalize the economy, and minimize uncertainties. 

Significance of Housing Costs 
In light of the huge annual investment in new housing and the large 

share of the national income that goes to provide shelter, it is obvious 
that even a very small saving per dwelling unit would have a very large 
aggregate effect. The release of huge sums by reason of net social savings 
in any of the housing costs could have great influence on the national 
economy. For example, if the estimates of new house construction after 
the war of around a million units per year are attained, the annual saving 
resulting in a 20 per cent decrease in construction costs would be well 
over a billion dollars in original cost plus substantial annual savings to 
the owners during the entire life of the property in interest, insurance 
premiums, taxes, and depreciation. A saving of one-fifth in the 12 
billion dollars of annual consumer expenditures for housing would amount 
to 2.4 billion dollars.8 Other things being equal, a diminution of housing 
costs will enable the occupants to command better housing or will lighten 
the financial burden of supporting hbusing of the same quality that they 
now occupy. In either event, there will ensue a rise in the standard of 
living for those families which are affected. Reduced housing costs will, 
at the same time, tend to lower three of the significant limits or margins 
that exist within the housing market-the point at which home owner- · 
ship becomes financially feasible; the level at which new housing is in-

s Dewhurst, J. Frederic, and Associates, America's Needs and Resources (New 
York: The Twentieth Century Fund, Inc., 1947), p. 148. 
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troduced into the market and thus the income level at which new housing 
is a practicable alternative to used housing; and, finally, the level at 
which housing of minimum quality may be secured. 

There are significant differences in the market repercussions that result 
- from changes in the different classes of costs. Costs cannot be con

veniently lumpe4 together and discussed as if they were homogeneous in 
all important aspects; for housing costs vary in their origins, in their 
susceptibility of reduction, and in the market reactions to changes in 
their levels. We must not overlook the fact that housing is only one 
aspect of living and that the standard of living of a family is deter
mined only in part by the quality of its dwelling. Nor will savings in 
housing costs necessarily be reflected in better housing for the families 
benefited. The purchasing power released by reduced costs of shelter 
may find its way into any of the multitude of channels of alternative 
expenditure-into savings, into luxuries, into other necessities that have 
not been up to a reasonable standard. Housing will receive no more 
than its share of the gain. But whether or not housing is affected, the 
general standard of living will be raised and a social benefit may' be 
assumed. 

The ultimate effect on housing quality of changes in housing costs is 
conditioned by the interactions of a complex of factors, which may be 
grouped into the following four categories: housing costs; family income; 
costs of all other goods and services not connected with housing; and the 
pattern of the relative values that the family places on all alternative 
goods and services. In our analysis of the effects of changes in housing 
costs, we shall assume that the other three of these factors are held con
stant-that incomes remain unchanged, that the generaf price level holds 
steady, and that individual and family scales of values for all goods 
and services in relation to available income are unaltered. Actually, of 
course, these factors are in a state of constant flux. Prices of all goods 
including housing are perpetually shifting. Family incomes rise and fall 
and family situations are altered so that the demands on family resources 
are subject to continuous change. New products and services appear in 
the market to compete for a share of family income. Advertising, educa
tion, and the many social and cultural forces are forever at work to vary 
the individual value systems upon which basic choices are made. 

The decisions that families make with respect to the quality of housing 
are mainly conditioned by the specific and foreseeable cash requirements 
of occupancy. Thus, in many respects, cash outlays are more important 
as conditioners of housing behavior than true housing costs, but it is 
not to be concluded that these outlays are of greater social significance 
than costs. In the short run, the immediate cash requirements of oc-
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cupancy do, it is true, determine for most families the current quality of 
their housing and establish the balance of income that is used for other 
aspects of living. But the time dimension in the evaluation of the stand
ard of living must not be ignored or foreshortened. The most significant 
social fact is the standard of living over the entire term of the family's 
existence. Costs, by definition, are finally realized in a financial trans
action. Thus if certain costs are not recognized by setting up reserves 
during the period in which they accrue, they will be met later out of 
current income when specific bills must be paid. If items of upkeep are 
permanently neglected, the financial burden of the neglect will finally 
bear upon the owner when he tries to dispose of the property. On the 
other side, amortization of debt is not a real cost but rather goes to in
creasing the net worth of the owner. There is no escaping costs, and the 
standard of living of the family over time will inevitably reflect the true 
cost of their housing though the effect of some of the costs be greatly 

. delayed. 

Cost Defined 

In much of the literature of housing, the use of the term "cost" is loose 
and unrefined. Sl.nce we are here to deal with the economic aspects of 
housing costs, it will be necessary first to define our terms with some 
precision. As a general definition, we may say that housing costs are 
those financial burdens which are associated with the provision of shelter 
and which bear upon the income of the owner or occupant or diminish 
his net worth. 

The costs incident to acquiring of a property and to putting it into 
working condition, which are capitalized to establish the original asset 
value of the property, form one natural grouping for discussion and an
alysis. These ·costs include the costs of production where the property 
is newly built and the purchase price where the housing is acquireq from 
another owner. The costs of working capital tied up during the con
struction process and the initial costs of the permanent financing fall 
in this category. Costs incident to· the conveyance of title are also in
cluded, and, in the case of a property sold by an operative builder, the 
seller's profit and sales costs such as commissions must be accounted for. 

Financial costs or costs of money are limited to the interest charge on 
invested capital, since interest on working capital and the initial costs of 
borrowing are included among the capitalized costs. Invested capital 
includes both borrowed funds and the owner's capital tied up in the 
property in the form of an equity. 

Operating expenses reflect those costs which are necessary to keep the 
property in proper physical condition and those periodic charges which 
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must be met in order that the property may continue to render the lull 
complement of housing services. This category includes such costs as · 
taxes, heat, utility, services, water rents, garbage collection, waste re
moval, insurance, upkeep, repair, and replacement. These charges are 
met directly by the owner occupant and in the case of a rented property 
are usually divided in various ways between landlord and tenant, de
pending upon local custom and contractual arrangement. 

Loss in value or depreciation is a cost of housing that is often over
looked, particularly by home owners. This cost is not actually realized 
until the property is sold or demolished as worthless; but sound business 
policy calls for estimating the rate of depreciation and making a periodic 
charge to cover accrued depreciation. Loss in value arises from a com
plex of causes-physical deterioration, obsolescence, changing environ
ment, and fluctuations in the housing market. 

Sales prices of used houses and rents are market prices. Sales prices 
are important factors in determining both capital and operating costs, 
but there are wide fluctuations in this relationship as a result of other 
market forces. . 

It is an elementary accounting concept that cost and the outlay of cash 
are not necessarily the same. It is true that costs are not finally realized 
until they are given substance in some financial transaction; but cash 
payments made for various purposes do not necessarily correspond in 
either time or amount with costs that are properly chargeable to the 
accounting period when the payment is made. In some cases, such· as the 
amortization of debt, the cash payment is not a cost at all. Depreciation 
is a real cost, which is not represented by a cash outlay; loss in value 
is not actually realized until the asset is disposed of and, in financial 
terms, represents the evaporation of value of an asset rather than a 
cash expenditure. Imputed interest on equity is another cost that has 
no cash expression. In the case of prepaid expenses, th~ financial trans
action precedes the period when the cost is truly chargeable. In the 
case of the replacement of items of equipment, the cash outlay occurs 
at the end of the period during which depreciation is properly chargeable · 
as a cost. In the simplest terms, then, costs may be considered as 
financial obligations, which, when realized, reduce income without in
creasing assets or decrease assets without adding to income. 

The final burden of many of the iteins of housing cost is determined in 
part by the nature and amount of other cost elements. Thus, savings 
in capital costs from the use of shoddy materials and cheap construe":" 
tion will call for increased maintenance in later years and may result 
in accelerated depreciation. Inadequate expenditures for repair and 
maintenance will lead to extra costs in the future. Low taxes such as 
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are sometimes found in suburban areas are likely to be offset by costs 
incurred in providing the services that are available within the central . 
city and covered in the city tax bill. 

Differential Importance of Costs 
What are the important costs of shelter? Certainly any attempts to 

effect cost reductions should be directed at the costs that constitute the 
major burdens, although the susceptibility to reduction of the several 
types of cost should also be a guide to action. A few illustrations will 
serve to demonstrate that the initial capital cost and the cost of money 
are the two most significant categories. When the cash outlay basis is 
used, capital cost and debt service are the most important of all outlays. 

Let us assume that a new house has been purchased for a total capital 
cost or investment of $5,000. What would be the annual costs of owning 
this home, including all the real costs, even though some of these are 

.not always recognized by property owners? The following table sets 
up the costs in round figures for the first year; the absolute amounts 
represent prewar conditions more nearly than present conditions. 

Item Annual cost Per cent of 
total cost . 

Taxes ..............•..•. $125.00 19.4 
Hazard insurance ........ 10.00 1.6 
]dBintenance ..•......... 100.00 15.5 
Heat and utilities ........ 138.00 21.4 
Depreciation ............. 21.50 3.3 
Interest .••...•..•....... 250.00 38.8 

Total ...............•. $644.50 100.0 
or$ 53.71 per month 

Tazes are figured at 2.5 per cent of total value; maintenance covers repairs and replacements averaged 
over the life of the property; depreciation is figured on the sinking-fund basis for 50 ye&IS at 5 per oent; 
intsreet is on the entire investment in the property. 

The percentage distribution of the various housing costs brings out the 
great relative importance of the money cost, for interest absorbs well 
.over one-third of the housing dollar. Heat and utilities are also a large 
item, accounting for one-quarter of the total cost. Taxes and maint~nance 
are next in line, for each item constitutes almost one-fifth of the total. 
Depreciation figured on the sinking-fund basis is of surprisingly small im· 
portance, and hazard insurance is an item of little financial significance. 
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In order to gain perspective on the cost distribution and to see what 
the effect would be of reductions in the various items, the following table · 
shows the percentage reduction in the total of all housing costs for the 
first year which would be brought about by a 20 per cent reduction in 
each of the items while all the other items are held constant: 

A eo Per Cent Reduction in: 
Purchase price .......•......•• 
Taxes .....................•• 
Hazard insurance ............• 
Maintenance ................ . 
Heat and utilities ............ . 
Depreciation ................ . 
Interest ..•...............••. 

Will Red1.lC6 
Total 

Cost& by 

12.6% 
3.9% 
0.3% 
3.1% 
4.3% 
0.7% 
7.8% 

Up to this point, we have been considering the real costs of housing 
accommodations. But because some of these costs-mainly costs of de
preciation, imputed interest, and some operating costs-do not call for 
immediate or predictable cash outlays, the cost basis is somewhat aca
demic in light of the realities of the market. Householders are guided 
in their housing decisions by cash requirements to a greater extent than 
by the real but partially hidde:q. costs that they are undertaking. On a 
cash outlay basis, the requirements for the first year of ownership of 
the $5,000 house that we have been using as an example are approximately 
as follows: 

Annual Per cent of 
Item 

expenditure total annual 
expenditure 

Taxes ..................... $125.00 21.2 
Insurance ................. 10.00 1.7 
Heat and utilities .......... 138.00 23.4 
Interest and principal ....... 316.00 53.7 

Total ................... $589.00 100.0 

Interest and principal are based on a t4,500 mortgage for 25 :veara at 5 per oent interest. 

The total expenditures of $589 may be compared with the estimate of 
real costs of ownership for the first year of $645, or a difference of $44 
per year. This relationship suggests that the prospective buyer who 
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considers only expenditures is not greatly underestimating his true 
financial burden. The only danger lies in not setting aside a reserve 
to meet the inevitable costs of repair and replacement. While deprecia
tion is not. included on the outlay basis, it is significant that the debt 
is reduced at a rate faster than depreciation for the first 25 years and 
that, when the debt is finally retired, there will still remain some 25 
years of useful life of the dwelling. Thus it is a truly conservative de
preciation policy to assume that the retirement of the debt is the 
equivalent of a depreciation charge. 

The following table summarizes certain of the changes in total annual 
outlay that would result from reductions in the individual items with 
all other items held constant: 

A 20 Per Cent Reduction in 

Cost of acquisition ............•.•.•• 
Taxes ............................ . 
Insurance ......................... . 
Heat and utilities .................. . 
Interest rate (5 to 4%) ............. . 

An Increase in Term of Loan from 
25-30 years ....................... . 
25-40 years ....................... . 

WiU Reduce 
Total 

Outlays by 

16.2% 
4.2% 
0.3% 
4.6% 
5.2% 

4.5 
8.9 

As in the case of the cost analysis, the importance of the capital invest
ment and the financial arrangements in the effect upon cash outlays are 
plain. 

Up to this point in our consideration of the problem of the costs of shel
ter, the reader has been disabused of some of the common misconceptions 
of the true nature of costs and he has been given some perspective on the 
relative importance of the several housing cost categories. Everyone 
assumes, and properly, that cost reduction is a good thing. But what are 
the real problems _and possibilities of reducing the various costs, and what 
would be the repercussions and implications of a lighter burden of cost? 
The various housing costs differ in their susceptibility to reduction as 
well as in the probability of actually bringing about a reduction in the 
foreseeable future. 

Capital Costs-Implications of Reduction 
The greatest promise for the reduction of the cost burden of housing 

lies in the category of capital costs. Not only do these costs make by 
far the largest contribution to the total cost of shelter, but also their sus-
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ceptibility to reduction would seem to be great in light of the widely 
recognized wastes and inefficiencies of the building process. 

Let us first examine the case of reductions in the costs of production 
of housing. We may assume that by reason of increased efficiency in the 
productive process, new materials or new methods, it becomes possible to 
make an appreciable reduction in the cost of constructing housing. One 
of the first questions to be answered is what will be the effect of such a 
saving on the market price not only of new housing but of the older 
housing that makes up the existing stock. 

The intensity of competition in the local housing market will largely 
determine whether the savings in construction costs will be passed on to 
consumers in the form of reduced prices for new houses. When total 
demand and supply are in reasonable balance in the local market and 
producers are competing for a limited potential demand for new housing, 
savings in production costs will be promptly passed on to the new house 
buyers in the form of lower prices. But in the situation which faces 
most communities in the early postwar years, much of the economic 
motivation to pass on savings is absent. Builders have more customers 
than they can serve for some time. The local housing markets are tight 
and, by reason of the shortage, sales prices and rents for existing housing 
are under strong upward pressures. Builders have little incentive to im
prove efficiency in the first place and no need to pass on the benefits 
of any savings as long as the shortage of housing continues. Large-scale 
producers, who should be able to produce at lower costs than the small 
operators, will pass on only enough of the savings to command a market 
of sufficient size to make possible the optimum volume of sales. For 
some time to come in many areas, there will be enough demand to satisfy 
both the large and the small outfits with no need for price competition. 
In short, we cannot expect to receive much benefit from a realization of 
the undeniably great potential of savings in construction costs until the 
balance of demand and supply has been restored to more nearly normal 
proportions. 

We now come to the question of what will happen to prices of existing 
housing when finally, as it must, there comes an effective price reduction 
in new housing as a result of improved technology. In the long run, in 
accordance with classical economic theory, there will come about a general 
downward readjustment in the prices of all housing in the market as a 
reflection of the price reduction in new housing. As new housing of a 
given quality is made available at a reduced price, existing housing of 
about the same quality will become relatively less attractive and the 
owners will have to make price adjustments to meet the new competition. 
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The next lower grade of housing as well as the next higher grade will then 
be affected, since they will be at a disadvantage unless the prices are 
reduced. Thus the effect of the price reduction of the new housing will 
ultimately permeate the entire housing market and will bring about re
adjustments in both sales prices and rents. In the housing market, as 
in other markets, the long-run tendency is for market prices to fluctuate 
about the cost of production. 

But the housing market is so sticky in its reactions as compared with 
the markets dealing in most other commodities that the time dimension is 
an important qualification to the generalization just made. Before the 
price reduction on the new units can affect the entire market segment, 
there must be specific transactions relating to each dwelling unit. The 
new housing that is produced in any one year is very small in volume 
relative to the total housing stock. Thus the initial impact of the cost 
reductions in new housing is limited. Some landlords may reduce rents 
in order to retain their present tenants, but for most dwellings there will 
have to be a change in occupancy in order that the real benefits of the cost 
reduction may be fully enjoyed. Rental transactions are delayed by the 
existence of leases and by the general reluctance to move. In the case 
of home owners, there is no great financial incentive to move into another 

, dwelling at a lower price, since the price at which the present home would 
' have to be sold would also reflect the deflation in values. Thus the proc
ess of bringing about a general decline in the level of prices and rents in 
the same segment of the market into which the new housing is intro
duced is a slow process. Still slower is the process of passing on this 
effect into other segments of the market, until finally the entire price 
level has been readjusted. As the price-distance from the point of in
troduction increases, the strength of the impulse diminishes. Further
more, in the upper price ranges of the market, where custom-built luxury 
housing is characteristic, cost reductions must. be very substantial if 
any effect at all is to be felt in the existing stock. At these levels, per
sonal preference and taste play such a large part in determining the 
price bid of buyers that market price comparisons are difficult and the 
shading of price becomes relatively unimportant. 

Considering the rental market alone, it is probable that price impulses 
flow somewhat more freely than in the case of the sales market. The 
two markets are so inextricably intertwined that they move closely 
together, but the rental market is the more sensitive. The reason for 
this difference is simply the greater ease with which tenants may make 
housing adjustments to changing market factors. 

In the lower ranges of the housing market, a general reduction in 
market prices and rents will have the effect of lowering the point in the 
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income scale at which families can afford to occupy decent housing. 
But it is to be remembered that, to make this possible, price reductions 
must seep down into the lower rent ranges from the point at which the 
new housing is introduced. The transference of the effect from the point 

-of origin to the far reaches of the market is slow and is hampered by 
many frictions, which absorb much of the original strength of the im
pulse. 

The fact that lower costs of house building will, in the long run, 
result in lowering the income level at which decent housing can be sup
ported is significant. But this potential ability on the part of low-in
come families to buy or rent acceptable accommodations is an empty 
privilege if there are no units available to them. Even after substantial 
price reductions have been effected, new units will be built well above 
the reach of low-income families. Thus the new construction will not 
provide the alternative accommodations that will permit these families 
to abandon their substandard units. Until new dwellings· can be built 
directly for these families, at prices they can pay, the filtering process, 
with all its delays and imperfections, must still be depended upon as 
the market mechanics of providing them with the physical reality of 
dwelling space. Cost reductions and lower prices for new houses will not 
benefit them unless a sufficient surplus is created and passed down to make 
the benefits effective at the bottom of the market. However, the very 
fact of cost reduction will permit new housing to be built at lower levels 
than possible before and thus the price-distance to the area of substand
ard units will be reduced. As a result, the filtering down of surplus units, 
if any, will require proportionately less time. -

One of the effects of reducing the costs of construction and thus the 
price of housing is to effect a proportionate reduction in the down pay
ment required to finance the purchase of a home, since the down pay
ment is ordinarily a function of the total value. Effectively the same 
result derives from a reduction in the several costs incident to the ac
quisition of ownership, such as some of the costs of conveyancing and the 
initial costs of financing. These costs are ordinarily not considered to be 
a part of the purchase price but must be met at the time of purchase out 
of the same reservoir of funds from which the purchaser draws the in
itial payment on the purchase price. An adjustment in the terms of 
financing by way of reducing the down-payment requirement will have 
many of the same market effects as a price reduction, although without 
an actual reduction of costs. 

The most obvious effect of a reduced down payment, by whatever 
means, is to encourage home ownership. As initial cash requirements 
are reduced, a greater number of families will find that their cash 
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reserves are sufficient to permit consideration of home purchase. For a 
large proportion of the total of potential home owners, the decision to 
buy is based primarily on the initial cash requirements in relation to 
cash reserves and the continuing foreseeable periodic cash outlays, usually 
monthly payments, in relation to the level of family income. The price 
placed on the property and the price bid is significant primarily as a 
determinant of the down payment and monthly payment. Thus lower 
immediate cash demands and lower monthly payments are more im
portant to most buyers than lower asking price. 

Other important benefits that accrue from a reduction in capitalized 
costs are smaller outlays for amortization, a lower tax burden, lower 
hazard-insurance premiums, and a smaller interest cost on both borrowed 
funds and equity investment. The .cost of depreciation will also be 
smaller, since the base or initial value is lower. Thus, as the capital 
cost is reduced, not only will monthly payments and other periodic out
lays be smaller but also the real costs of ownership will be diminished. 

Reduction in the price or value of housing as a result of reduced 
construction costs or for whatever reason is not an unmixed economic 
blessing. Any price that falls out of adjustment within the price struc
ture gives pain to some groups. In the housing market, the falling off of 
values means a loss in capital for investors, including home owners; 
the margin of protection of lenders on real estate security will be reduced 

l and risk increased; the total outlet for investment funds in the housing 
market will be less than before. 

To summarize the conclusions with respect to the market reactions to 
a reduction in the capital cost of housing, the following statements may 
be made. 

1. The most important influence on prospective home buyers comes by way 
of the reaction to J;educed cash requirements, both initial and periodic. 

2. Reductions in initial cash requirements reflecting reduced construction costs 
or reduced costs of conveyancing and initial financing will serve to encourage 
home ownership. 

3. The savings from construction economies are not likely to be fully passed 
on to the buyers so long as the housing shortage continues. 

4. The benefits of reduced costs will permeate the entire housing market only 
very slowly and imperfectly. 

5. Reactions in the rental market will be somewhat more prompt than in the 
sales market. 

6. The benefits at the bottom of the housing market will be slow in effectua
tion and will remain only as a potential benefit until surplus units filter down 
so that substandard dwellings may be abandoned. 

7. Lower capital costs mean reductions in tax payments, insurance premiums, 
interest costs, depreciation charges, and amortization payments. Thus a reduc-
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tion in construction costs not only reduces the total financial burden of pro
viding the original capital, either out of assets or by obligating future income, 
but also multiplies its own effect by automatically reducing all the costs and 
financial burdens that are functions of the purchase price. 

-Capital Costs-Reduction Potentials 
Just as the various elements that enter into housing cost are found 

to vary with respect to their relative financial importance, so also do they 
vary in susceptibility to reduction. At one extreme are found certain 
cost elements, which show no inclination to decline ·and are likely to 
resist positive attempts to effect reduction. On the other hand, some 
housing costs exhibit a falling level and might fall at a faster rate under 
a definite program for reduction. It is the purpose of this section to 
examine some of the major elements of capital cost with a view to 
analyzing the factors that influence the cost levels· and to determining 
in what manner a reduction may be brought about. 

Building Land. One of the important components in the capital cost 
of housing is land and land developement. Improved land represents 
from 10 to 20 per cent of the total investment in a single-family house 
and from 8 to 15 per cent per dwelling unit in multifamily structures. 

To a considerable extent, the cost burden of raw, undeveloped land 
that has ripened for residential use is determined by the situation in the 
land market at the time when the land is acquired. The minimum 
market price for such land is set by the value of the land in alternative 
uses, such as agricultural use. Beyond this point, the relationship between 
demand and supply plays an important part. During slack times in 
the building industry, the value of raw land hovers about the minimum. 
In speculative land and building markets, the price may rise to high 
levels; in the past, prices have soared to fantastically high levels. But 
the semimonopolistic position of agricultural land at the edge of urban 
development has been disappearing in recent years with the increasing 
spread of automobile transportation. No longer do cities grow simply 
by accretion at the edges or out along lines of public transportation. 
The net of highways and the universal ownership of cars have joined 
to expand the geographic boundaries of local housing markets so that 
they now include vast areas of raw land sufficiently accessible to com
pete in the land market. This ample supply of potential subdivision land 
tends to keep raw land prices at reasonable levels. There is nothing 
in the picture of the future that is likely to reverse this situation. The 
further improvement of the highways about urban centers and the promise . 
of cheaper and more efficient cars suggest that the diffusion of the 
suburbs will be greater rather than less. 



474 URBAN LAND ECONOMICS 

In the past, one of the wastes in the provision of housing has been that 
arising from premature and inappropriate subdivision and from land 
speculation. Poor land planning also has made a large contribution to 
housing costs. Some of the burdens of irrational land development and 
speculation are direct, such as the cost of holding land that bas been 
prepared in advance of need or the inflated price paid for land by the 
prospective home owner or the builder who buys when speculation is 
rife. Other cost burdens are indirect but nonetheless real, for economic 
waste ultimately creates costs that the householder must bear. Unintelli
gent land planning .creates a poor quality of environment and contributes 
to an abnormal rate of value depreciation. Premature subdivision and 
poor selection of location for subdividing lead to tax delinquency, scat
tered and uneconomical building of homes, and financial distress to cities 
and political units, which finally results in a generally higher level of 
property taxes. Another result of the bad odor of poor subdivision devel
opments is a higher cost of money both for land development and for the 
financing of homes in neighborhoods of uncertain future. 

The basic sources of uneconomical land costs are cupidity, lack of 
·market information, and lack of understanding on the part of both land 
developers and land buyers. It is often said that there are few examples 
of subdivisions that show an over-all profit from lot sales. In too many 

1 
cases, everyone loses-the developers, the lot buyers, and the community. 

· The subject of subdivision controls was considered in a previous chapter. 
It was pointed ou~ that much progress bas been made and that housing in 
the future will probably bear a progressively decreasing burden from mal
practice in the development of building sites. In the first phases of the 
postwar building boom, prices of land may rise substantially· as a result 
of the heavy demand for building sites. But this is a cyclical effect, and, 
in the long run, continued pressure by public and private agencies toward 
better quality in land planning, a greater knowledge of city growth prin
ciples, and the dissemination of market information will reduce the wastes 
and inefficiencies that arise from irrational land development and from 
unproductive land speculation •. 

The real cure, if we prefer to utilize the natural forces of the land 
market in preference to external public controls, is the development and 
dissemination of knowledge and understanding among the participants in 
the market. We should seek a better knowledge of city growth through 
research~ for the subdivider is creating the future pattern of the com
munity; we should attempt to develop sounder land planning standards; 
we must educate more professionals in the field in order that advice to 
developers and buyers may be more dependable; we must collect and 
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analyze housing market data on a local basis and disseminate the find
ings broadly so that all may be guided to wise decisions. 

The cost of preparing land for housing use is generally greater than 
the cost of the raw land, except, of course, in the case of land for high
grade development, where the site value results in a premium price. A 

- reduction in these costs may possibly come from the development of 
cheaper materials and better methods of installation, though there is no 
evidence in sight that much attention has· been given to the technology 
of providing sewer, water, and street facilities. Even though the actual 
cost of land improvement is not reduced, it would be possible to lighten 
the direct financial burden on housing by shifting the costs. It is some
times proposed that, instead of charging the costs of streets and utilities 
directly against the properties served as a direct levy in the form of a 
special assessment, it would be more reasonable to pay for all street im
provements out of the general tax receipts and to recover the cost of 
the capital investments in sewer and water systems out of service charges. 
This shifting of the burden would relieve the householder of a part ·of 
the burden and would lighten the load by spreading it over a longer period 
of time. There might also be some savings in the form of lower interest 
charges on the capital advanced. The property owner would pay his 
share of the street improvements in the retirement of the general city 
debt. The costs of installing sewer and water would be paid as a por
tion of the service charge in the same manner as the customers of private 
utilities pay the capital costs of electric or gas service in their monthly 
bill. The net over-all saving to the taxpayer might not be very great· 
but the annual outlay would be smaller. At an earlier point, we dis
cussed the spreading practice of requiring that land developers must in
stall and fully pay for all improvements. This plan has the effect of re
ducing the periodic charge on property owners, for land development costs 
are merged with all other production costs and become an indistinguish
able part of the capital investment, which is normally financed through 
a high-percentage long-term mortgage. Thus the costs of land develop
ment are paid for over the term of the mortgage like any other capital 
cost instead of separately over a shorter term· of 5 to 10 years through the 
special tax assessment device. 

Labor Costs. The long-term trend of steadily rising wage levels gives 
no indication of a reversal that might, over the years, result in lower 
labor costs in the house-building process. In so far as wage rates in the 
building trades are out of line with rates in other occupations, it is the 
result of the notorious instability of employment that characterizes the . 
building business. High wage rates, limitations on productivity, and 
restrictions on apprenticeship and other labor practices that decrease the 
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efficiency of labor are in large part defensive against the insecurity of 
employment in building activity as a result of its seasonal and cyclical 
characteristics. If employment could be regularized, there would be less 
occasion for jurisdictional disputes, a better basis for adjusting the in· 
flow of apprentices to the needs of the industry, less inclination to place 
limitations upon productivity and to resist the introduction of improved 
methods and new materials, and more willingness to accept a lower 
hourly rate in return for continuous employment. 

It is possible that a greater mechanization of the industry, increasing 
standardization of product, and an increasing share of the production 
under factory conditions will result in lower labor costs, even though 
wage rates are not reduced. In the future, a larger share of the man· 
power requirements may be satisfied by the use of unskilled and semi
skilled workers and a greater efficiency in the labor factor in general may 
be attained. But these results will not be accomplished unless the volume 
of building is large and unless there is an increase in the size of the 
productive units that operate within the industry. Stable market con
ditions are conducive to the large capital investments that these de· 
velopments require. 

Technological Advance. Great hope has been expressed that the build· 
ing industry is hovering on the verge of a technological revolution that 
will bring major economies and lower housing costs. But the market 
~uncertainties that face the industry are serious retardants to technical 
progress. Given greater assurance of market stability and more de
pendable forecasts of market trends, we might expect the development of 
more large, well-financed organizations equipped to carry on the continu
ing and costly research without which little progress will be made. Fur
thermore, to take advantage of new methods, capital investments are 
required to build the factories, to make the new materials, or to buy 
machinery required by the new methods. Such commitments are not 
often made in the face of chronic market uncertainties. Mass production, 
which holds promise of economies, calls for a large and steady volume of 
demand in order to justify the investment in equipment and the as
sembling of an organization of sufficient size. A real understanding of 
the market and better methods of market analysis would go far toward 
encouraging entrepreneurs to risk capital in new techniques of produc
tion, in new fonns of production organization, and in the development of 
new materials. 

An additional obstacle to cost reduction through new methods and 
materials is found in the archaic and inflexible building codes that con
trol new construction in many jurisdictions. Many of these codes specify 
the dimensions of structural members, the methods of joining, the kinds 
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of materials, and other specifications in minute detail. Too often, the 
requirements are based on traditional but outdated methods; the stand
ards of safety through structural strength and fire protection are typi
cally in excess of reasonable standards; and in many a larger city, the 

_ code is in part the product of political influence in the protection of 
vested interests. Housing must, of course, be strong and safe, but not 
at excessive costs when the costs are unjustified. The cure is code re
vision with the standards expressed only in terms of performance and . 
with the admissibility of new methods and materials dependent only 
upon the outcome of performance tests. The remedy is simple, but the 
political obstacles in most communities are great. 

Costs of lndustriil£ Disorganization. The rationalization of the house
building industry will come about only when there develops a substantial 
number of large house-building organizations. Such manufacturers must 
be of sufficient size to command the highest technical and management 
skills, to carry on research in construction methods and materials, to 
effect major economies in costs of materials and equipment by short
circuiting the present cumbersome and costly system of distribution, to 
form strong bargaining units for negotiations with labor, and to build in .. 
sufficient quantity to secure the efficiencies of standardization of opera
tions. Such organizations should be strongly financed so that they can 
afford some experimentation in new designs and new methods and so that 
they have sufficient working capital to carry out the full development 
program on large projects from the raw-land stage to the completed home 
in the hands of its final purchaser. It is quite possible that some ration
alization of the industry may be brought about as a result of the in- _ 
creasing amount of factory fabrication of parts, extending up to the con
struction of the full shell in the form of large panels for site assembly. 
The fewer the component units to be assembled and the less the site 
processing required, the greater the opportunities for reducing both 
production and distribution costs. 

The large number of failures and bankruptcies among builders iD the 
past has contributed without doubt to the high cost of building, for all 
those entities which deal with them-the bank that advances funds, the 
supplier who gives credit for building material, or the manufacturer of 
construction machinery who sells equipment on time payments-all 
these agencies must add to their respective prices a margin to cover the 
high risks of the business. As there is an increase in the number of large, 
well-financed, and competent building organizations in the field and a 
decrease in the incompetent and poorly financed builders the cost of the · 
business risk will fall less heavily on the ultimate consume~ of the product. 

The industrialization of the house-building industry is seriously hamp-
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ered by market irregularities and market uncertainties. Large building 
organizations will not develop in any significant number unless there is 
a reasonable assurance of a large and steady demand sufficient to war
rant the investment in organization, in machinery and equipment, in re
search, in land acquisition, and in large-scale purchases of materials and 
parts. To a considerable extent, the irregularities can be reduced by re
ducing the uncertainties. When men have a fair understanding of the 
market conditions that face them they are enabled to make adjustments 
that dampen the very fluctuations against which they are preparing. 
Better methods of analyz'ing local market conditions will aid in giving 
confidence to entrepreneurs in initiating operations. Surely, uncertainty 
is a bar to sound development, and the reduction of uncertainty will be 
a prime stimulant to 'progress. 

Product Design. The design of the single-family structure that is the 
predominant product of the building industry is not well suited to the 
dynamic nature of the housing market. In the first place, the fixed 
interior arrangement is not adaptable to the changing composition of 
the occupant family. Again, the unit is built for owner occupancy and 
.is not well suited to the income-producing characteristics that it must 
assume when it is rented at a later stage in its economic life. For ex
ample, a large house that is designed for occupancy by an owner family 

! with several children must be altered and subdivided to meet the needs 
of small families in the rental market. Finally, in so far as a new house 
is designed in accordance with current style preferences, it will suffer 
from style obsolescence as tastes change. These characteristics of in
flexibility take a toll in value loss and must be counted as contributing 
to housing costs. More attention to function in design, to convertibility, 
and to greater flexibility of use in interiors will help to reduce these costs. 
Here, again, intelligent market analysis can be an aid to the rational 
design of dwellings, so that the basic functions of living are accommodated 
and so that as much consideration as possible is given to social trends 
that may influence future utility and resale value. 

Cost of Money 
-Within the past 15 to 20 years, there has been a substantial reduction in 

the cost of money for financing house construction and home purchase. 
During the twenties, contract interest rates averaged 6 to 7 per cent and 
effective rates from 1 to 2 per cent higher by reason of discounts and high 
service charges that concealed discounts. Changing conditions in the 
investment market and the introduction of governmental controls have 
brought effective rates on new loans down to 4_5 and 5 per cent, with 
lower rates for prime loans. Incidental charges are at a minimum, 
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representing, in many institutions, less than the actual expenses to the 
lender in putting the loan on the books. There is evidence that the 
large volume of funds that are seeking investment will keep the costs of 
money from increasing over the long run; the question is whether this cost 
will not be further reduced. 

The balance of demand and supply of funds in the investment market is 
a powerful influence on interest rates. The postwar building boom will 
greatly increase the demand for funds, but it will take some time. to 
restore the total of real estate mortgage .loans to the immediate prewar 
levels and more time to restore the total to that of 1930. During the 
thirties, the maximum interest rate established by FHA for insured loans 
was a sufficiently potent market factor to lead the way to a generally 
lower level of interest rates throughout the market. Even if FHA should 
become less of a market factor in postwar years, the influence of the 
maximum FHA rate will be powerful, and market competition will force 
all institutions to meet or approach the FHA level. With a virtually 
full guaranty by the United States Government, there are some persons 
who see no real justification for an FHA maximum rate as high as at 
present. The increasing shiftability or liquidity of mortgage loans, 
which has been encouraged as a matter of national policy and which · 
has developed as a concomitant of the growing national mortgage market, 
is a factor that increases the attractiveness of mortgages to investors 
and is a force in the direction of lower interest rates. Thus the volume 
of investment funds, the influence of the FHA interest rate, and the in
creasing familiarity with and popularity of home mortgages as sound and 
profitable investments all give hope that the cost of mortgage money will 
resist upward pressures on a long-term basis. 

The interest rate on mortgage money reflects in part the opinions of 
lenders on the risk involved in that type of investment. Risk is a 
direct reflection of uncertainty; thus the reduction of uncertainty will 
reduce risk and the charge required to cover risk, which is a part of 
the interest rate. Greater knowledge of the market will reduce the 
uncertainties in the minds of the lenders. Along with greater under
standing will come better techniques of investment analysis and risk 
measurement. Greater market stability will also contribute to a lower 
interest rate by increasing predictability. The various factors that in
fluence residential property values must be better understood, better 
measured, and better controlled if rates are to be reduced through 
lessened risk. 

The terms under which loans are made are hardly separable from the 
interest rate as a reflection of the lender's interpretation of risk. If 
the risk is judged to be sound a long term may be granted, whereas 



480 URBAN LAND ECONOMICS 

under an uncertain situation a short-term loan is made to permit more 
frequent reappraisal of the future. The permitted percentage of loan 
to value is also a reflection of risk as well as the rate at which amorti
zation is required. Each of these loan terms affects the burden on the 
borrower in terms of cash requirements, if not in terms of total cost 
of money. It follows, then, that a reduction in risk might effect not 
only the cost of money as represented by the interest rate, but also the 
burden of financing as measured by the initial cash requirements for 
equity and the size of the periodic cash outlays. 

So far the discussion has. applied primarily to the financing of houses 
for owner occupancy. But the same principles apply in the case of 
financing rental properties. In fact, since the credit cushion represented 
by the earning capacity of the owner and his attachment to his home 
is absent, the ability to interpret future market conditions and the 
stability of the market are more important for loans on income properties 
than for home loans. · 

Interest on borrowed funds is not the only money cost involved in 
housing. The imputed interest on equities is also a cost that is measured 
by the interest that might have been earned if the funds tied up in the 
equity had been invested in alternative investments of similar risk char
acteristics. The surplus of investment funds and the money policy of the 
government necessitated by the huge national debt both suggest that the 
general level of interest rates will not rise substantially for some time after 
the war. This nation has shifted its status from a debtor· to a creditor 
nation, a fact that means that, in the long run, interest rates may slowly 
fall. Thus a general decline in the structure of interest rates would 
mean a decline in the rates on such alternative investments and there
fore a reduction in the cost of both equity and mortgage financing for 
housing. 

Property Taxes 
Property taxes are a major housing cost upon which upward pressure 

is constantly being exerted. Taxes contribute 15 to 20 per cent of the 
annual cost of shelter, and in many cases up to one-quarter of the 
!lonnual cash outlay. Municipal services are steadily expanding, with 
little evidence that citizens will be willing to accept a lower level of 
service for the purpose of relieving the financial burden. It does appear, 
however, that the resistance to further increases in taxes is waxing 
stronger. ·The result may be a shifting of a portion of any additional 
load from real estate to some other source and perhaps the opening up 
of new sources, such as the local pay-roll.or income tax. But the house
holder will continue to bear the major costs of the services that he 
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receives, regardless of the channel, although some redistribution of bur
den may result. 

Maintenance 
Reductions in the cost of upkeep and replacement could come from 

at least three sources: impr()vement in the quality of the building ele
ments so that wearing qualities are bettered; decline in the prices of the 
materials and labor that enter into repair and replacement; general 
improvement in the maintenance policy of property owners to avoid 
excess deterioration resulting from uneconomical deferment of upkeep. 
There is some hope for continuing improvement in the wearing qualities 
of building materials and equipment, but an offsetting factor is the 
increasing amount and complexity of mechanical equipment requiring 
skilled maintenance and frequent replacement of parts. As in the case 
of the automobile, it will probably eventuate that the wearing qualities 
will steadily increase but that the owner will find it increasingly difficult 
to make his own repairs and will have to pay for skilled service. 

The hope for reduced c.osts of materials and labor are tied in with 
similar hopes relating to new construction. In the course of time we 
may expect progress in the development of cheaper materials an<i more 
efficient construction methods, which will minimize costs of upkeep and 
replacement. Finally, a sound policy on upkeep can do much to reduce 
total costs over the life of a property. The availability of credit to 
householders for such purposes is important, and governmental agencies 
can be effective, as in the case of Title I loans insured by FHA. The 
dissemination of information by private and public agencies will help 
to encourage proper upkeep, with the result that over-all costs will be 
minimized and depreciation retarded. 

Depreciation 
The term "depreciation" will be used here in its most simple and most 

literal meaning, i.e., loss in liquidation value or decline in market price, 
for the dollar returns from the actual liquidation of the asset constitutes 
the only base against which the owner can measure his loss or gain at' 
any point in time. There are many factors that may bring about loss 
in the liquidation value of residential real estate-fluctuations in the 
housing market, physical deterioration of the structure, obsolescence, and 
changes in the environment of the property. The actual depreciation or 
lo::;s that directly affects the owner's bank balance is the difference 
between his dollar investment in the property and the number of dollars 
he receives when he sells out his interest. It is clear that this difference 
will be greatly influenced by the timing of the purchase and the sale, 
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for the wide fluctuations in real estate market prices are notorious. 
Thus, if an owner buys at the bottom and sells at the top, he may suffer 
no depreciation, but rather may enjoy an appreciation in value. If he 
buys at the top and sells at the bottom, his loss will be substantial. In 
order to minimize losses of this type, the fluctuations in the market must 
be damped and the owner must be so soundly financed in his owner
ship that there will be the least possible chance that financial circum
stances will force him to sell at an unfavorable time. There is little 
that can be done to reduce the possibility that other kinds of circum
stances, such as moving out of town, will precipitate liquidation, although 
any factors that reduce the mobility of the population will act to this 
end. But it is clear that a more stable market will be favorable to 
the reduction of depreciation by reason of price movements. A previous 
section has considered the effect on stability of the expansion of knowl
edge of market characteristics, a better measurement of market factors, 
and better techniques of market analysis. 

Depreciation is not finally realized until an actual transaction takes 
place. Therefore, if the owner can ride through depressions in the 
level of market prices without being forced to sell by reason of an 
inability to meet the fixed charges incident to ownership, the ultimate 
depreciation may not be inflated by unfavorable market conditions. As 
a protection, therefore, it is important that home owners and investors 
be soundly financed, that they do not overbuy in relation to income, 
that the monthly fixed charges are adjusted to monthly income with 
some margin of safety. Because the economic factors that bring about 
depressions in property valueil are to a considerable degree the same 
factors that cause declines in· family incomes, there are many families 
that will find that home ownership, with 1ts fixed charges and with a 
relatively high risk of heavy depreciation for owners whose incomes are 
unstable, is a poor business risk and that tenancy, with its great flexi
bility, is a sounder status. 

Deterioration· is that loss in the serviceability and desirability of the 
housing unit which is the result of physical change in the components 
of the structure and which is reflected in market price. The quality 
of the original construction is an important determinant of the rate of 
deterioration. Quality can be controlled by widespread education of 
builders and of buyers in sound construction methods, by controls exer
cised by lenders in insisting upon sound construction, and by govern
ment agencies in the home-financing field, such as the FHA. There is 
hope, too, that new materials and new building methods will be found 
to.increase the longevity of residential structures, for it is clear that the 
longer the period of time over which a given loss in value can be 
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spread, the less the annual or periodic cost of depreciation. Adequate 
repair and replacement will retard depreciation that arises from physical 
change, but there is always the question of whether the costs of mainte
nance are justified by the saving in depreciation. We need more guid
ance on this point if owners are to pursue policies of maximum economy 
in the matter of repairs and maintenance. Favorable terms of financing 
the modernization of dwellings also will aid in combating value loss 
from deterioration. 

Obsolescence is a purely relative matter, depending upon changes 
in tastes, fashions, design, materials, and equipment. About the only 
policy that can be effective in minimizing the forces of obsolescence is 
that of building only that housing which represents the latest techno
logical developments, which reflects the latest fashions, and which gives 
recognition to basic social trends. To build something already out of 
date is to suffer a loss before the structure is completed. Soundness of 
design will minimize the influence of obsolescence; fads must be avoided. 
With the increasing rapidity in the advance of technology in the housing 
field and the increasing number of iteiDS of mechanical equipment, it 
is quite likely that the rate of obsolescence will rise in the future. This 
is the price of progress, and we should not want to inhibit it, for in the 
end, if not forthwith, it will yield better housing at lower cost. 

One of the important contributors to loss in value is environmental 
change. Location or environment is an important attribute of housing 
and is a quality that is one of the determinants of market price. The 
qualities of location, like the physical structure of the dwelling, are 
impermanent and are subject to forces of deterioration. Except in the 
early stages of the development of residential areas, environment does 
not improve with the passage of time. In fact, the opposite effect is 
inherent in the nature of residential land use in American cities. 

The deterioration of environment may be reduced, first, by building 
the best possible neighborhoods and, second, by establishing the most 
effective possible protections against decline in quality. To be effective, 
both of these measures must be founded upon a thorough understanding 
of the housing market, particularly the forces of city growth and change.· 
Not only must the general principles of urban dynamics be understood, 
but for each community the individual and peculiar combination of 
factors must be understood; for each urban area is at a different stage 
in its evolution and is the arena for a special set of social and economic 
forces that determine the growth and shifts in its land use pattern. 
Before we can attain a high level of quality in the planning and develop
ment of new neighborhoods and before highly effective controls can be 
evolved and applied, we need a great deal more research and study in 
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the field of urbanism. For example, the standards employed by city 
planners are still crude approximations, and zoning regulations are more 
subjective than objective. Not only must individual neighborhoods be 
soundly executed if the environment is to be of the most desirable 
quality and be best 'preserved, but the entire city structure should be 
logically developed; no neighborhood can be fully insulated from the 
influences of all other areas within the market. 

The various social controls of land use under the police powers are 
in need of further refinement and of more widespread application. 
Zoning, subdivision regulation, planning, and building regulations are 
us~ful devices for environmental control, but they need to be improved, 
applied in all communities, and extended in their application beyond 
the political boundaries of cities into the hinterland that is ripening 
into urban maturity. Devices for conserving existing neighborhoods to 
retard the decline in their quality are in need of further refinement. 

Price Levels 
The levels of sales prices of used houses and of rents are basic deter

minants of housing costs and housing quality for many families. Thus 
market fluctuation in these prices is a cost factor of primary importance. 
Home buyers who make commitments in times of housing shortages 
and high prices must bear a heavy burden of cost relative to quality of 
shelter during their tenure and may suffer a substantial depreciation 
if the property is disposed of at a low point in the market. Purchasers 
at depressed levels benefit through low costs and lower risk of large 
depreciation. Thus much of the housing cost to the home owner is set 
for the full term of his occupancy by the price level at time of acqui
sition; the tenant, on the other hand, shifts his housing costs more 
readily with the movements of the rent level. 

There can be little doubt that the wide fluctuations in the housing 
market price levels are a social detriment. The suffering from inflated 
prices far outweighs the gains from taking advantage of depressed con-

. ditions in the market. Stability of prices will, in the long run, produce 
lower total housing costs. Stability depends upon a close adjustment 
between housing needs and housing supply; and this adjustment, in 
turn, calls for more intelligent action by the participants in th~ market 
based on fuller and more dependable market information and upon a 
better understanding of market phenomena. 

. . . 
Conclusions on Housing Costs 

The underlying costs of housing are derived from the absorption of 
capital and labor; and the amount of capital and labor that is employed 
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and, hence, the basic cost, are functions of the quality of the ~roduct. 
But we should not seek a lowering of the quality of housing in order 
to effect a lowering of shelter costs. 

The original cost of shelter reflects the efficiency with which capital 
and labor are utilized in the production process. Technological advance 
and a reorganization of the building industry can increase efficiency and 
reduce waste. Monopoly inhibits cost reductions. The short-term vari
ety, based on an unbalanced market, stands in the way of passing savings 
on to the consumer; the cure is to restore the market balance and to 
encourage competition. The organized monopolies of business combina
tions in the building-material field must be fought, as in the past, by 
enforcing the antitrust laws, and all obstacles to the marketing of new 
and competing products must be removed. The monopoly of organized 
labor in the building trades, which can bar progress if it will, must be 
met by assurances of increased job security for workers. 

Change--social, economic, and technological-is a basic source of cost. 
Change that marks real progress is not to be counted a net social.loss, 
though it may bear heavily for a time upon the householder. The 
defense against change is not to outlaw change, for progress would be 
inhibited, and, in fact, the underlying dynamics of society is not con
trollable. But change can be controlled for the good of all in some 
cases, as, for example, the use of zoning ordinances to protect neighbor
hoods against uneconomical changes in occupancy and land use. Many 
changes can be forecast and adjustments made to them with a minimum 
of loss. For instance, an analysis of the underlying trends in the age · 
distribution of population and the composition of families might permit 
a better adjustment in the housing stock and in house production to fit 
the future market needs. Changes in tastes and customs, in social valu
ations and ways of life, if watched and studied, can be better under
stood and their effect better predicted. The losses resulting from shifting 
city structure can be minimized if the phenomena of city growth are 
illuminated and are made more predictable. Thus the reduction of the 
uncertainties of change holds promise of cutting the costs of change 
and bringing to the householder more economical housing. · 

Uncertainty lies at the bottom of many of the uneconomic costs of 
housing. The costly imperfections of the housing market are in large 
degree the result of a lack of full market information and of a wide
spread inability to interpret market phenomena. As a result, we have . 
suffered from premature and inappropriate subdividing, overproduction 
of housing, freezing of the mortgage market, a substantial risk element 
in interest rates, and excessive profit margins. Labor costs are higher 
than need be by reason of the uncertainties of employment; the ration-
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alization of the entire building industry, which is requisite to the reduc
tion of waste and inefficiency, is hampered by the uncertainties of the 
market. Technological advance stumbles over the lack of adequate 
interpretation of future market needs. 

Change and uncertainty can never be eliminated, but they can be 
illuminated. Housing costs will be reduced as we increase scientific 
knowledge of the housing market and as we increasingly base market 
decisions on dependable and complete market facts. 



CHAPTER 16 

THE ECONOMICS OF HOUSING POLICY 
(Continued) 

PART IV. THE REGULATION.OF SUB
STANDARD HOUSING CONDITIONS 

The Problem 
There is a portion of our society whose housing state is so parlous 

that it rests heavily upon the social conscience. The subject of the 
social significance of substandard housing has been well worked over, 
and, though the neglect may seem unnatural to students of housing 
literature, we shall devote little space here to its consideration. No one 
has produced a convincing quantitative measurement of the bad housing 
in the nation, in large part because the measurement is .dependent upon 
the housing standards assumed to be minimum. President Roosevelt 
said that one-third of the nation was ill housed;- that meant some 
12 million families. The National Housing Agency estimated that 
7 million dwelling units were substandard in 1940 in urban areas. These 
crude approximations may well overstate the problem. But few informed 
persons will doubt that there are several millions of our fellow citizens 
living under desperate and dangerous housing conditions even after 
some improvement in the physical condition of our housing stock as 
a result of prosperity. Certainly the replacement of such a percent- · 
age of our housing is a social venture of staggering and discouraging 
proportions. We know that the incidence of this problem varies widely 
among our cities but that all of our large urban areas contain noisome 
slums; that many of the smaller cities have incredibly bad housing 
conditions within and about their borders; and that rural housing in 
many parts of the nation is an active social menace. Whether the figure 
be 2 or 4 or 7 or 12 million, we are faced with a social problem that 
could absorb our energies for some time to come; it is accentuated by 

m 
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postwar housing shortages; it will grow worse with time as the aging 
of dwelling structures takes its toll. 

The existence of widespread antisocial housing conditions bespeaks 
the past inadequacy of the housing market machinery in providing 
socially acceptable shelter for all economic and social groups. Now this 
inadequacy in the product of the market forces is not primarily the 
result of the imperfections of the market processes. We shall see that 
the lack of enough standard housing for poor people is explained first 
by the fact that the article, socially acceptable shelter, occurs in large 
and complex units, innately expensive, and that the impecunious occu
pants, for the most part, have the lowest and most uncertain incomes 
among all our population. It is true that many of the costs of occu
pancy of bad housing, as well as of good housing, contain elements of 
waste and that some amelioration of substandard housing conditions 
at the margin might flow from stabilization and rationalization. But 
no practically attainable degree of perfection in the housing market ·will 
offset the basic discrepancy between the inherently costly physical char
acteristics of acceptable housing and chronically low levels of income. 

A distinction must be made early in this discussion between the 
objective of eliminating antisocial, substandard housing conditions and 
the objective of raising the general level of housing among the lower 
income groups. The two objectives are widely overlapped, but there is 
:a difference in scope and in approach. To reduce the incidence of sub
standard housing directly, we first determine upon the minimum socially 
acceptable standards so that the unacceptable housing can be identified. 
We may then proceed to diagnose the causes of the pathological condi
tions and to apply direct remedies. On the other hand, if our objective 
is a general rise in the standard of living as represented by shelter 
situations, we are not concerned with the dividing line between acceptable 
and unacceptable, and the remedies are more fundamental and broader 
in scope. The discussion in this chapter takes the narrower of the two 
objectives as a starting platform. Our viewpoint is simply that there 
are certain housing conditions that are detrimental to the general wel
fare of society. It is the function of the legislative bodies and the 
courts to define these conditions. It is the function of the democratic 
process to weigh the potential gains promised by alternative remedies 
against the losses in freedom of individual choice that the remedies entail 
and to determine finally the course of action. This discussion is directed 
to an analysis of the workability and effectiveness of the alternative 
remedies. 

The number and nature of the alternative remedies for substandard 
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housing conditions are set by the problem. The possible remedies may 
be classified as follows: ' 

1. Higher incomes 
2. Lower costs 

a. Smaller, simpler product 
b. Greater production efficiency 
c. Lower operating and financial charges 

3. Faster value depreciation of standard housing 
4. Enforcement of minimum standards 
5. Subsidy 

The curing of housing ills by adjusting incomes has already been 
disqualified for discussion here as out of bounds. In passing, however, 
we must recall the fact that, if incomes should rise, the quality of 
housing will not increase in direct proportion. The subject of lower 
housing costs has been discussed in the preceding section, but the appli
cation to the problem of substandard housing will be dealt with later 
in this chapter. The lowering of costs of housing by simplifying the 
product can quickly be dismissed as a practical method for eliminating 
substandard housing conditions. In the first place, the long-term tend
ency has been for housing to become more complex. We should not 
be misled by the disappearance of the large mansion or the reduction 
in size of the middle-class single-family residence; these changes have 
affected only a small portion of the population. Far offsetting any size 
changes has been the very considerable increase in the complexity of 
the dwelling and, in general, in its comforts. It ~s better insulated, 
the windows are tighter, it is structurally stronger, the kitchen and 
bath are fancier, and, in general, the equipment-the plumbing, the 
kitchen gadgets, and the heating plant-are far advanced in number, 
complexity, comforts, and-cost. This is the trend, and there is every 
evidence that it will continue. The dwelling may become even more 
compact but it will not become less complex. If the capital cost is 
reduced in the future, the savings will flow from increased production 
efficiency and not from product simplification. One has but to inspect 
the dwellings of the poor to satisfy himself that the accommodations 
are already at the very minimum of size and complexity; there is no 
dwelling simpler than a rural shack or a one-room, stove-heated, plumb
ingless cell in a slum. There is no benefit to the poor in further simpli
fication. 

The alleviation of antisocial housing conditions through the process 
of accelerated depreciation or deflation is a product of more rapid 
filtering down, a subject discussed in Chap. 11. Faster value loss means 
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higher housing costs for all occupants, but the increase in the burden 
diminishes with the descent of the property down the value scale, until 
it is of little consequence at the bottom. The virtue of more rapid 
depreciation lies in the effect of bringing more housing of higher quality 
within the economic reach of low-income families. 

Much of the following section will be devoted to considering the 
enforcement of minimum housing standards through police-power regu
lation. Later sections will deal with the various proposals for treating 
pathological housing situations through subsidy. 

There is a simple, self-evident truth, which will recur in the argu
ments to follow and which is too often blandly ignored by the vocal 
protagonists of various housing philosophies. This truth is that sub
standard housing conditions cannot be eliminated unless both of two 
basic objectives are accomplished: (1) the cost of occupancy of accept
able housing must be reduced to a point within reach of the present 
occupants of substandard housing; (2) a supply of acceptable housing 
must be made available. We shall see that some proposed remedies 
will. reduce the financial burden but will supply no housing; other 
schemes provide dwellings but not within the reach of slum dwellers. 

What Is Substandard Housing 1 
We have reached a stage in the evolution of social attitudes where 

:there is general agreement that housing situations can be antisocial. 
We do not want our fellow citizens to live under conditions that are 
detrimental to their health, safety, or morals; we recognize that the 
general welfare of society may be affected by improper housing condi
tions. Without serious dissent, we now accept the responsibility, through 
government, for abating dangerous housing conditions and preventing 
the development of slums. Controls of many years' standing may be 
found throughout the land in the form of building codes, health codes, 
zoning ordinances, housing codes, and tenement laws. The principle of 
social responsibility for controlling antisocial housing conditions is well 
established and is espoused not alone by reformers but also by indi
viduals and groups that ordinarily are considered to be conservative 
and reactionary. 

The definition, in physical terms, of the point at which housing condi
tions become dangerous to society is extremely difficult, because on the 
one hand we lack adequate techniques for measuring cause and effect 
and because, on the other hand, the social mind is never static. Few 
attributes of housing can be classified categorically as good or bad; it 
is always a matter of degree or probability of evil. Thus, the more 
persons who use a single toilet, the greater the health hazard. The 
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more sunlight that enters a room, the less the incidence of tuberculosis. 
The greater the population density in a slum area, the wider the ~pread 
of disease and immorality. But the limits of tolerance cannot be set 
by any positive test.1 The final test is the unwillingness of society to 

_ permit situations beyond a certain level of social risk. to continue even 
though the remedy should involve individual financial loss through the 
enforcement of police-power regulations or an added tax burden resulting 
from the provision of public assistance. These social limits of tolerance 
are evolutionary and reflect, over the long run, the stage of our civiliza
tion; over the short run, the cycles of reform and reaction. The legis
lative bodies, but in the end, the courts, interpret the current state of 
the social conscience and establish the limits of tolerance.2 

Among the multitude of local ordinances, state codes, items of state 
and national housing legislation, administrative orders and rulings by 
administrative officers, and court decisions, all dealing with the pre
vention or abatement of housing conditions that are a menace to the 
health, safety, morals, or general welfare of the commonwealth, so much 
is left to administrative discretion that the line between that which is 
a social menace and that which is tolerable is a broad and foggy zone. 
The courts have not been particularly helpful in setting the limits to 
which ordinances and enforcing officers may go in abating unsatisfactory 
housing conditions. Most of the cases have dealt with conditions that 
are obviously dangerous to the public by reason of dilapidation or fire 
hazard. There is little to indicate whether the courts will enforce mini
mum legislative standards dealing with light, ventilation, interior design, 
privacy, and other such limitations, which make a somewhat less direct 
contribution to the general welfare.8 

To a considerable extent the determination of minimum standards· 
under police-power regulations is put into the hand of the administering 
official under general provisions that require him to decide when a struc
ture is so dilapidated as to be dangerous or when sanitary conditions 

1 The Committee on Hygiene of Housing of the American Public Health Associa
tion has gone far toward developing scientific health standards. 

2 In Spohn v. Stewart, 268 Ky. 97, 103 S.W. (2d) 651 (1937), a case testing the 
constitutionality of the Municipal Housing Commission Law of Kentucky, the 
court said, "The requirements of public health are indeterminate and indeterminable; 
as knowledge increases, standards of living, of health and of safety constantly rise. 
It is the changing standard which gives most concern; housing at one period thought 
eminently satisfactory is presently condemned." 

8 See ·National Resources Committee Housing Monograph Series No. 2, Legal. 
Problems in the H ousi.ng Field, part 2, "Legal Aspects of Public Housing," by 
Leon H. Keyserling, p. 48. Recent ordinances, such as the Milwaukee Housing 
code passed in 1945, undertake to control overcrowding. 



492 URBAN LAND ECONOMICS 

are so bad as to require abatement. This type of provision leads to 
variation in standards as wide as the individual differences among 
enforcing officers. Finally, the irregular and lax enforcement of housing 
ordinances constitutes an effective variation in standards, for an un
enforced control sets no standard at all. 

The housing standards relating to existing housing that so far have 
been discussed are applied under the police-power provisions of our 
constitutions. But there is another set of housing standards whose 
determination is a concomitant of those governmental activities which 
are based upon judicial approval of public housing, slum clearance, and 
urban redevelopment as public purposes. Public housing has been 
declared to be a public purpose to ensure the provision of alternative 
accommodations for families displaced through the elimination of sub
standard housing conditions. This activity is said to be justified on 
the grounds that the elimination of a menace to the public health, safety, 
or general welfare is a duty of government. It is apparent that it 
becomes necessary to establish minimum housing standards in order to 
define situations that are a menace. Under the United States Housing 
Act and the several state enabling acts, the authority for establishing 
this definition was placed in the hands of the Public Housing Adminis
tration and of the local housing authorities. The determinations are 

, made in individual cases under the equivalent elimination provision and 
· in connection with determining the eligibility of applicants for occupancy 
in public housing projects. The act provides that for each new dwelling 
unit constructed one substandard unit must be eliminated. The only 
guiding definition in the act is found in the words "unsafe or insanitary 
dwellings." • 

There is still another arm of local government that, under existing 
and proposed urban redevelopment legislation, is called upon to set the 
level at which abatement of antisocial housing conditions becomes a 
public purpose. This type of law provides for the use of eminent domain 
under certain conditions where it is necessary to the assembly of a 
tract suitable for redevelopment purposes. The objective is the rebuild
ing of slum and blighted areas. Thus, in so far as areas in which housing 
predominates are concerned, a determination would be required that 
the housing conditions were antisocial and that their removal would be 
in the public interest. It is generally provided that redevelopment 
schemes shall be approved by the city plan commission and shall con
form to a general master plan. Thus to the building commissioner 

• Section 10 (a) of the U.S. Housing Act of 1937 calls for the equivalent elimina
tion "by demolition. condemnation, and effective closing, or the compulsory repair 
or improvement of unsafe or insanitary dwellings ..•• " 
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and the health department and the plumbing inspector and the . elec
trical inspector and the local housing authority is added the redevelop
ment authority or the city plan commission as still another determiner 
of minimum housing standards, still another point where the level at 
_which housing becomes socially unpalatable is established by adminis
trative ruling. 

The test of reasonableness is apparently the only check on the inter
pretations that public officials might wish to place on the term "sub
standard" as it applies to housing. In the case of Rutherford v. City 
of Great Falls, the court concludes that 

... the discretion vested in the Housing Commission to determine what is an 
unsanitary and unsafe building, and the discretion which it must exercise in the 
performance and interpretation of the many other powers placed upon it by 
the legislature, may not be held vulnerable to the criticism that the provisions 
conferring such discretion carry a delegation of legislative power.6 

There is plenty of judicial support for the most liberal of interpretations 
of the term "substandard housing." In N tW York City Housing 
AuthOTity v. Muller, the effects of slum conditions in bringing economic 
loss is recognized. 

Enormous economic loss results directly from the necessary expenditure of public 
funds to maintain health and hospital services for afflicted slum dwellers and to 
war against crime and immorality. Indirectly, there is an equally heavy capital 
loss and a diminishing return in taxes because of the areas blighted by the 
existence of the slums.8 

In upholding the constitutionality of the New York Multiple Dwelling 
Act, the court used such language as, " ••• those things which govern
ment has today considered as part of its governmental function, the 
bodily, and mental health of its inhabitants .•.. " In a concurring 
opinion, Mr. Justice Cardozo said, "The end to be achieved is more 
than the avoidance of pestilence or contagion. The end to be achieved 
is the quality of men and women. • • • If the moral and physical fibre 
of its manhood and its womanhood is not a State concern, the question is, 
what is.''' 

6 107 Mont. 513, 86 Pac. (2d) 656. The court quotes from State v. Guidry, 142 
La. 422, 76 So. 843: "The authority of the legislature to delegate to the adminis
trative boards and agencies of the state the power and authority of ascertaining 
and determining the facts upon which the laws are to be applied and enforced 
cannot be seriously disputed." 

8 270 N.Y. 333, 1 N.E. (2d) 153. 
'251 N.Y. 467, 167 N.E. 705, (1929) quoted in William Ebenstein The Law 

of Public Housing (Madison: University of Wisconsin Press, 1940). ' 
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This concern with minimum housing standards and the definition 
of the term "substandard" was occasioned, you will remember, by an 
attempt to define the acute phase of the housing problem somewhat 
more precisely than simply. as the elimination of substandard housing 
conditions. But there seems to be no generally accepted covering defini
tion more precise than that substandard housing conditions are those 
conditions which endanger the health, safety, morals, and general welfare 
of the populace. True,· there are some specific physical standards, but 
they are not limiting and are not generally agreed upon. We have only 
a generalized and open-end definition, which we may presume will keep 
pace with the broadening of the social conscience and which may be 
adjusted to extensions of our knowledge in both physical and social 
fields. 

The absence of discussions of minimum standards in the arena of 
contention between the public and private housers and the relatively 
few court cases testing specific standards suggest that law and regulation 
have not yet caught up with the social conscience; that controls are not 
pushing against the ceiling of judicial acceptability. It is significant 
that the opponents of public housing do not oppose police-power regu
lation of substandard housing and that they do not accuse public-housing · 
agencies of pushing the definition of substandard housing too far in 
seeking credit for equivalent elimination. In fact, a common complaint 

1 from the conservative side is that the public-housing device has failed 
to clear the slums, a complaint that recognizes that there is a dangerously 
large amount of antisocial housing falling within an agreed definition 
of substandard. 
It is a fair conclusion that an attempt to draw fine distinctions here be

tween substandard and standard housing is merely an academic exercise 
of little practical value. The fact is that there are hundreds of thousands 
of families in both urban and rural areas living under conditions that are 
illegal under existing regulations and many more thousands living under 
like conditions where no regulation exists or where controls are hopelessly 
inadequate. In short, there is no argument on the point that housing 
conditions in this country are cause for grave concern. There is so 
much housing that is bad beyond question that there is no point in 
refined definitions. So we shall simply use the term "substandard" 
without a :finely drawn definition and need have no fear that any 
important confusion will result. 

Why Has Police-power Regulation Failed? 
The powers of state and local governments to regulate private prop

erty in the interests of public health, safety, morals, and the general 
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welfare are well established and well understood. The regulation of 
housing under the police powers is not new, for in many jurisdictions 
codes have existed for decades. The constitutionality of this type of 
control is now beyond question. Finally, the inherent reasonableness 
of police-power regulation of housing is appealing, for what is more 
logical than to treat contaminated dwellings through the enforcement 
of minimum standards as we treat contaminated meat and to protect 
society again...«t the dangers of bad housing as we do against the dangers 
of robbery or riot or smallpox. But there can be no question of the 
ineffectiveness of police-power regulation in solving the problem of sub
standard housing. The present scope of the problem is a sufficient testi
mony to the pa...«t failures of this method of control Not only is the 
device, as such, inadequate under present conditions, as will be demon
strated later in this di.."CU.SSion, but in the . many ·localities where the 
machinery has been at hand, it has not been fully utilUed. There are 
literally hundreds of thousands if not millions of dwellings that are 
illegally occupied in effective violation of minimum standards contained 
in existing codes. 

Police-power regulation has failed in many areas simply because regu
latory ordinances have never been passed or because their provisions 
have been inadequate. There are too many cases where the environs 
of a metropolis are uncontrolled; suburban towns, villages, townships, 
and county jurisdictions are typically ill equipped with appropriate laws 
and adequate administrative machinery. The same situation obtains in 
many independent communities and rural areas. But even where codes 
are in force and are reasonably adequate, enforcement typically has 
been lax and sporadic. The failure to enforce stems from a number of 
factors usually working in concert. At the bottom is public apathy, 
for the majority of the population does not suffer from bad housing nor 
do they come into contact with it. Those families which do suffer are 
often ignorant of the law or reluctant to complain for fear that demo
lition or eviction should ensue and they be left with no alternative 
accommodations or that, after the rehabilitation of the structure, the 
rent be rai..~ beyond their reach. In addition to public apathy, official 
laxity is often found; the adminL<:trative machinery is likely to be 
uncoordinated and ineffective; there is often active opposition from 
influential quarters; the courts are not always sympathetic with enforce
ment; and, the most important of all, there is the practical problem 'of 
finding alternative accommodations for dispossessed families. , 

.Administrative Deficienciu. An underlying defect in housing regu
lation in many localities is the diffusion of responsibility within the 
city government. In many cases, regulations are found in a number 
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of ordinances passed at different times and for different purposes. Each 
enactment places the responsibility for enforcement in a different place
the building inspector, the city health officer, fire department, water 
department; Even when all housing regulations are contained in a 
single code, there may be an allocation of responsibility for enforcement 
to the appropriate city departments. The result of this kind of adminis
trative arrangement is usually to create a duplication of inspections. 
Furthermore, since substandard structures are often subject to multiple 
violations, there may be ~everal concurrent actions for remedy initiated 
by different city officials relating to the same property. These inefficien
cies add to the cost of enforcement and tend to inhibit action. 

In most jurisdictions there is no regular inspection of all dwellings to 
determine compliance. Certain classes of structures, such as rooming 
houses and multiple dwellings, are more or less regularly inspected in 
some cities. But for the most part, violations are rarely discovered un
less some complaint is made or unless a violation is incidentally dis-

. covered by some city employee who is in the building for another pur
pose. The fact is that almost no city department is adequately staffed 
to permit the regular inspection of all dwellings, and few are in a posi
tion to inspect even the housing in areas where violations are notorious. 

Another obstacle to enforcement in many areas is the personal liability 
~f the enforcing officer to suit for damages in case of unreasonable or 
defective action. The cost, difficulties, and delays of prosecuting violators 
who fail to act upon notice of violation is another bar to enforcement. 
Some cities do not assess the statutory penalties for violation because of 
the unpopularity of the device and the difficulty of collection. Others 
do not take advantage of the provision that when the owner fails to take 
action the city may make the repairs and charge the cost to the owner. 
Most city councils do not make provision for the working capital neces
sary for the general application of this device, and, even when the funds 
are at hand, as in the case of the Philadelphia abatement fund, the pro
cedure i'l apparently too cumbersome to be popular among the enforc
ing officials. 

The administrative obstacles to the enforcement of police-power regu
lations as outlined here are neither basic nor incurable. Codes can be 
amended and administrative machinery rationalized to eliminate many of 
the present defects. Proper enforcement will certainly be more costly 
than lax enforcement or no enforcement at all, but taxpayers may find 
that the social costs of nonenforcement are far greater than the money 
costs of effective control of substandard housing. · 

Lack of AlteTTUltive Accommodations. The most common explanation 
and excuse for the failure of police-power regulation of housing is the 
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chronic shortage of low-rent housing and the lack of alternative housing 
for families dispossessed from dwellings declared to be illegal. It is 
apparent that when enforcement results in demolition or vacation the 
supply of housing is reduced. When controls on overcrowding are ap-

. plied, the result is to displace one or more fainilies from shared dwelling 
units, thus increasing demand relative to supply, or to evict large 
families into a supply situation which can provide only small units at 
low rents. Enforcement of repair and rehabilitation results in the 
effective removal from the low-rent supply of those units which, by 
reason of the improvements, are lifted out of the substandard class to a 
higher quality and rent level. In most of the larger cities, enforcing 
officers face a situation in which a substantial proportion of the low-rent 
housing is substandard and where the full enforcement of the law would 
leave literally hundreds if not thousands of fainilies in the street. 

The enforcement of housing regulations brings into play forces that 
tend to increase rents in the lower levels. While the direction of these 
forces is clear, we shall not be able to measure their effect until we know 
more about the economics of slum housing, particularly with respect to 
its monopolistic characteristics. Thus, to the extent to which slum rents 
are already pushed to the limit of what the traffic will bear, the pressures 
for increased rents will be smothered. It is apparent that enforcement 
will reduce the supply of the lowest rent housing relative to the demand. 
Thus rents would be pushed to the limit, if not already there, by the 
desperate competition of fainilies at or near the subsistence level. . There 
would be a strong incentive to double up, and, if the available controls 
did not cover this matter, the result of the physical improvement of some 
of the substandard housing would be an increase in the misuse of other 
units through overcrowding. Certainly the costs of rehabilitation andre
pair would put pressure on the owners of the properties to raise· rents 
as high as possible in order to recover the added investment. Where 
existing rents have been supported by two or more fainilies sharing a 
dwelling, the enforced decrowding of the unit will mean an increase in 
the rent burden for the remaining fainily. It would seem, therefore, that 
although we cannot estimate the strength of the factors tending to in
crease rents that are the concoinitants of an enforcement program, they 
are bound to have some effect and to bear upon not only all the in
habitants of low-rent housing but even well up the rent scale. A re
sulting increase in the rents of dwellings just above the minimum will 
exert pressures bn families that have· just been able to pay for minimum 
housing and will force them into overcrowding or into other substandard 
situations. The burden will be particularly heavy upon families evicted 
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from substandard housing, who will be forced to increase their housing 
cost to find any accommodations at all 

We must conclude that police-power controls over housing quality can 
never be effectively enforced until there are alternative accommodations 
to offset the reduction in effective supply. And these alternative accom
modations must be of acceptable quality and they must be available 
at very low rents, else nothing has been gained. The presence of addi
tional and alternative housing will offset to a considerable extent the 
forces of rent increase tha:t are the concomitants of enforcement. In the 
face of an accumulating housing shortage, the enforcement of housing 
controls during the early postwar years will be more difficult than ever. 

Regulation of Overcrowding. For the most part, the foregoing dis
cussion has dealt with the regulation of the physical or structural as
pects of substandard housing. But it is well recognized that bad housing 
conditions can exist in structures which are adequate in terms of equip
ment and physical characteristics but which are misused by exces..<ive 
room crowding. Occupancy that is maladjusted to the capacity and 
the facilities of a dwelling creates hazards to health, morals, and well
being, which are just as real as if they had stemmed from physical 
defects. The regulation of overcrowding has not been attempted in 
many American cities, although the British, by national legislation, 
;have made overcrowding illegal and have enforced a minimum standard 
as fast as has been permitted by their extensive public housing program. 
It is probable that overcrowding is not so serioUs a problem in this country 
as in the British Isles; certainly there is no general awareness of its evils. 
· The overcrowding of dwellings reflects one or more of the following 
factors: 

• 1. Economic pressure, which forces families to double up or which prevents 
large families from paying the price or rent necessary for a unit of adequate 
mze. 

2. Chronic shortage of large dwelling units in the lower rent ran.,aoes relativ-e 
to the number of Large families in the lower income groups. 

3. Preference for crowding and doubling up as against the expenditure of a 
larger proportion of the family income for housing. Among certain ethnic 
groups, the sharing of dwellings by related families is traditional. 

The social evils of overcrowding are present whether the crowding 
is voluntary or involuntary; thus the question of motivation is incon
sequential, for we should not permit people to sin against society even 
if they should wish to do so. Furthermore, there is reason to believe that 
the tradition of doubling up that is usually interpreted as a preference 
is only an expression of the historical poverty of the European peasant 
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and the American Negro. It is significant that the incidence of shared 
dwellings declines with rising income among those very groups in which 
it is assumed to be a preferred way of life. 

The compulsory renovation of slums offers no solution to the problem 
- of overcrowding in face of a shortage of acceptable dwellings. It has 

been pointed out that a program of rehabilitation, vacation, and demoli
tion will reduce the supply in relation to demand, even though controls 
of overcrowding are not included. In fact, if overcrowding is not pro
hibited, slum renovation will inevitably result in increased overcrowding. 
It will certainly not result in reduced rents, which might permit families 
to occupy separate dwellings, nor will it produce the large units at low 
rents that are necessary for the decent housing of large families. The 
only solution for overcrowding is the availability of a larger supply of 
dwellings at rents low enough to permit the separation of families. To 
meet the needs of large families, there must be an increased supply of 
large units with rents within reach. 

Control of Sul:>standard Environment. Housing can be substandard in 
terms of environment as well as in resp~ct to the physical characteristics 
of the structure or the use to which it is put. The effects of environment 
on housing conditions are less direct than the results of structural de
ficiencies or misuse but they are nonetheless real. Where railroads or in
dustrial and commercial uses are intermingled with residential uses and 
where there is heavy vehicular traffic, tangible physical dangers threaten 
the inhabitants of the area. The health of the neighborhood may be en
dangered as a result of smoke and fumes from industrial activities, dirt 
and dust, and even continuing noise. Overcrowding of the land deprives 
the people of sufficient light and air. Excessive population density may 
be detrimental in terms of health and moral hazards. 

There are powers available to municipalities that are sufficient for the 
removal or amelioration of many of the existing detrimental environ
mental influences. A full use of police-power regulations- and the ap
plication of the power of eminent domain where needed could clear up the 
worst aspects of slum environment. 

1. The elimination of substandard structures will open up the area and reduce 
population congestion. 

2. Compulsory rehabilitation of structures will reduce health hazards for both 
the occupants and the entire area and will lift the tone of the district. 

3. Enforcement of limitations on overcrowding will reduce congestion. . 
4. Strict enforcement of fire laws and health codes in application to both 

residential and nonresidenial uses will reduce neighborhood hazards. -
5. Stricter traffic controls will reduce street hazards. 
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6. Streets can be closed, opened, or widened to reduce traffic hazards, to re
route traffic, or to increase light and air. 

7. The policing of the area and various social services provided can be ex
tended and improved. . 

8. Some kinds of deleterious activities can be eliminated by the application of 
the nuisance doctrine. 

9. Parks, playgrounds, and other public areas can be provided by purchase or 
condemnation. 

10. The preparation of a master plan for the city witli appropriate rezoning 
of slum areas will provide a better basis of prediction for owners and will en
courage either renovation or demolition of substandard structures. 

No new powers are required to effect the neighborhood improvements 
just listed and very little additional administrative machinery in many 
communities. A combination of these measures can remove the most 
serious evils, although only clearance and redevelopment can fully excise 
the undesirable neighborhood conditions. But the application of any of 
these devices that results in a reduction in the supply of low-rent housing 
will only recreate slum conditions in another part of the city unless 
decent alternative accommodations are available. 

Prevention of Substandard Housing. Up to this point we have con
sidered only the remedy of antisocial housing conditions, yet it is equally 
important to reduce future problems of elimination by forestalling the 
'creation of such conditions. There are adequate powers in the hands of 
most city officials under the various codes relating to new construction 
and remodeling to prevent the erection of substandard structures within 
the. city limits and to assure that physical changes made in existing 
structures shall not create undesirable housing. Unfortunately, suburban 
and rural areas are not often under adequate controls. Building permits 
are not always required and few housing codes are in force. One of the 
most serious menaces to our cities is the uncontrolled building of pe
ripheral shack towns made up of houses that are substandard, slum dwell
ings from the start. We shall never free ourselves of bad housing if 
slums are being built at the edges of our cities faster than substandard 
housing is being cleaned out of the central areas. State building codes, 
where they exist, often affect only multifamily structures. There is dire 
need for more widespread township, county, and state controls over 
building and for the adoption of local codes by the thousands of munici
palities that do not already have such protection. 

The powers for controlling land use and for prevep.ting the overcrowd
ing of the land are in force in many jurisdictions and should be extended 
to all. City and county zoning are widely used for these purposes; vari
ous types of subdivision controls have been effective in assuring proper 
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land planning in new areas and a reasonable fit to the existing city 
structure. These land-use control devices are not properly developed 
and applied in many instances, and they are in effect in. far too few 
jurisdictions throughout the country; nevertheless, they are legally sound 

- and, when properly used, can prevent the misuse of the land. The ap
plication of these controls should accord with a master plan for the city. 
The existence of such a plan with implementing zoning and subdivision 
controls, if it serves as a guide for all physical changes in the structure 
of the city, will do much to prevent the development of substandard 
housing environments. • · 

Neighborhood conservation has become a byword in housing literature. 
It describes an organized attack upon the forces of neighborhood de
terioration in an area where housing is predominantly tolerable but 
where some dwellings are substandard physically or with respect to use. 
If the environment is not actually deleterious it is usually subject to im
provement. The program of prevention is based upon the coordinated 
action of a majority of the property owners in the area and may involve 
the rehabilitation of individual structures, reduction in population den
sity, replanning and rezoning of the neighborhood, elimination of in
harmonious land uses, opening of new streets and closing of existing 
thoroughfares, and the provision of parks and playgrounds. The success 
of the plan depends in large part on the active cooperation of a sub
stantial proportion of the property owners of the area. It aims to utilize 
only the existing complement of powers in the hands of the municipality. 

It should be clear that the power to prevent the creation of additional 
substandard housing is at hand or within easy reach, yet new slums are 
developing day by day. The reasons for the failure of preventive 
measures are much the same as the reasons for the failure to eliminate 
substandard housing. Our controls are too often poorly designed and 
insufficient in scope and have not been adopted in all areas where they 
are needed. Enforcement is lax and sporadic. Finally, because the ad
vance of blight is stealthy and inconspicuous, enforcement is not sup
ported and energized by a positive public opinion. 

Concl~ on Police-power Regulation 

It is clear that in the police-power regulation of housing, our states, 
cities, and other political subdivisions are possessed of a powerful in
strument for preventing and eliminating substandard housing conditions. 
It is equally clear that this instrument has never realized its potentialities. 
Th~re are no insuperable obstacles that bar any jurisdiction from creating 
the legal and administrative mechanism that can excise all bad housing 
and prevent the appearance of more. It is reasonable to ask, therefore, 
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why we ha-re made mch little progress in reducing antisocw hou.:,-ing 
ronditions and whether this in..o:troment c:an be u..."eful in the future. 

The enmination of the pa..;:t failure of police-power regulation lea>es 
the impression that there is only one basic deficiency; that mch ob
wcles as the apathy of the rifuens, the opposition of owners, and the 
nriou.s administrafu-e defic:iencies c:an be o>ereome lrithout. too great 
di!Sculty. It. is fundamental. howe>er, that the enforeement of police
power rontroh c:an ne>er go Tery far if enforeement aggra>ates the 
Ehortage of low-rent h~g. SuMandard housing c:annot be eliminated 
unless there are a.lternatrre acrommodati~ within the reach of the dis
~ families. Since enforcement produces no additions to the total 
housing stock but in fact reduces it, enforcement c:an neTer be effectrre 
except in a market situation where there is a surplus of low-rent hous.ing 
or when accompanied by a c:onstruction program that will replace either 
direrlJy or indirectly the unita of low-rent housing that are actually or 
effectively removed. 

P.ABT V. THE RELIEF OF SUBST..L.YDARD 
HOUSING CONDITIONS BY UNAIDED 

PRIVATE CAPITAL 

Direct Prioote Construction 
In our c:on5iderations of the problem of eliminating liUh::-tandard hous

ing. it has become c:lear that the negati>e approach of eliminating un
desirable ronditions is not EUfficient and that there is ineTitably in>oh·ed 
a poeitiTe Eide that c:alls for the p:rmision of socially acceptable sub
Etitute housing at rents that the fanner slum dwellers c:an afford. We 
are assuning that IIl()Ef; of this h0115ing must be a>ailable for rent rather 
than for we in spite of the fact that some of the present mh::-tandard 
housing is owner occupied.. The question of tenure is not a c:entral is...<:ne, 
Eince there c:an be no serioa.s disagreement o>er the need for rental 
quarters for the majority of slum families. In fact, as a c:la.ss, these 
families haTe little or no eaTings accumulated for a down payment on a 
home; their incomes are not only emall butTery uncertain; and because 
they are often the marginal members of the labor force, it is to their ad
Tantage to maintain a maximum of mobility in order to mo>e readily to 
a.rea.s where jobs c:an be found.. 

The an.aJ.ym of housing regulation has made it clear that the police 
power is a strong c:o&-titutional weapon for dri>ing out anti."'Cw hou.s-



THE ECONOMICS OF HOUSING POLICY 503 

ing conditions, but that it is not being effectively used. But even the en
forcement and extension of this type of social control will not solve 
the problem; for, whereas no scheme can work unless the substandard 
housing is removed, it is also true that no scheme can work unless it 
provides alternative accommodations for the displaced families. It is 
an inescapable fact that the enforcement of housing codes provides no 
additional housing space. 

We now turn our attention to the ways and means of providing alter
native accommodations within the :financial reach of slum dwellers in 
sufficient number and with sufficient speed to permit this nation to make 
reasonable progress in curing a widespread social evil. It is natural to 
look first to private initiative and private capital, for local builders and 
contractors have been the traditional producers of our housing facilities. 

The very existence of a general slum evil and the fact that the number 
of substandard dwellings in most communities has been steadily increasing 
over the years are sufficient evidence of the past inadequacies of the 
normal market processes in providing decent housing for all income 
groups. It would appear that up to the present time acceptable housing 
has not been available to all families, either directly in the form of new 
dwellings or indirectly through the :filtering-down process. If there is 
to be a reversal of form, and if private initiative is to provide, one way 
or another, directly for the needs of those families now living in sub
standard dwellings, there are three devices that might be used-repair 
or renovation of existing dwellings to bring them up to a minimum stand
ard; conversion of existing structures to provide additional units; or 
new con...o;truction. Whichever be the method, the product must include 
a large supply of rental units of acceptable quality, available at low 
rents. 

Reconditioning. The economic effects of voluntary renovation and 
repair of presently substandard dwellings are quite the same as in· the 
case of repair that results from the enforcement of police-power regula
tion. We have already seen that there is likely to be a net decrease in 
the housing supply and that the general level of rents in the lower reaches 
of the market will tend to rise. The renovated units will command a 
rental premium above their former rate. The result of the reconditioning 
of slum dwellings will be a larger supply of acceptable housing, but a 
smaller supply of living Epace within the financial reach of slum dwellers. 
There is the further consideration that many substandard units are too 
far gone to justify repair because dilapidation is too far advanced or the 
poor basic design of the structure calls for expensive structural changes. 
Finally, structural reconditioning will not eliminate substandard en-
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vironmental factors, nor is it a cure for overcrowding; in fact, the higher 
rents may increase overcrowding. 

We must conclude that, while the reconditioning of substandard struc
tures is to be encouraged as a part of an integrated program of housing re
form, the process of itself is no solution, for it will provide alternative ac
commodations for only a small proportion of those families which were the 
original occupants of the renovated units. 

Conversion. Conversipn is the term usually applied to the process of 
splitting up one dwelling unit into two or more family accommodations. 
It is often proposed that additional dwellings needed for displaced slum 
dwellers be provided in this fashion. Conversion has been a common 
method for bolstering the productivity of the larger size single-family 

. structures, flats, and even apartments as they become older and less 
desirable. It is observable, however, that, in the course of the value de
cline of residential properties, conversion is likely to take place well 
before the structure has reached the lower levels. Partial conversions, in
volving nothing more than the installation of an electric plate for cook
ing, with the bathroom shared by two or more families, represent low
grade housing and should often be classified as cases of overcrowding. 

The Home Owners' Loan Corporation has had extensive experience in 
l the conversion of all types of residential structures, as well as many 

varieties of nonresidential buildings. It has been well demonstrated that 
on the average the costs of producing livable, fully equipped dwellings 
by this process-dwellings which, in fact, are not far above minimum 
standards-run much too high to permit occupancy by displaced slum 
dwellings without financial aid. 

One of the most serious objections to the type of accommodation that 
is ordinarily produced by the conversion process is the small size of the 
units. Such dwellings are suitable only for small families and would 
be of little value in solving the housing problems of the many large 
families that now occupy substandard units. Another limitation that 
faces any program to encourage conversion is the fact .that the number 
of large, old-style dwellings, whether in single-family structures, flats, 
or apartments, is dwindling, for in recent years the average size of the 
housing units being produced has been decreasing. During the last 
depression, and particularly under the recent war housing program, a 
large share of all suitable structures has been converted, and in many 
localities only a limited number of appropriate cases now remain. On 
the other hand, there are many communities, particularly those untouched 
by war activities, where some acceptable and badly needed units might 
be produced by conversion, though it is very doubtful that they could 
be rented at levels within the reach of the low-income groups. 



THE ECONOMICS OF HOUSING POLICY 505 

It may be agreed that conversion should be encouraged wherever ap
propriate as a sound method of adjusting older structures to the chang
ing nature of demand. But the total number of additional dwellings that 
can be produced originally by this process is small relative to the needs of 

- slum families. We may expect that most of the units so produced, if they 
are of acceptable quality, will be well above the lower rent levels, and that 
the slow-moving machinery of the filtering process will not transfer 
much benefit to the slum dwellers. 

New Construction. As we turn to a consideration of new construction 
by private builders for the immediate occupancy of former slum dwellers, 
it will be well to repeat the general objective about which this discussion 
revolves. We are not discussing the ways and means for effecting a 
general rise in the housing standards of the working classes, however 
worthy that objective may be. We are concerned with a limited ob
jective, which must be the first and most urgently needed step in any 
comprehensive housing program; i.e., the elimination of substandard hous
ing conditions. Our reasoning leads to the conclusion that these con
ditions cannot be excised unless there is alternative housing for the fam
ilies that will be unhoused. Thus, we are in search of a way of providing 
such housing, housing that must be within the financial reach of families 
at the very bottom of the income hierarchy, and housing that for the 
most part must be available for rent. 

There can be little argument over the statement that the building 
industry, up to the present time, has not produced new housing that has 
been within the financial reach of families of the economic characteristics 
of the current inhabitants of substandard housing. There has been hous
ing built in which such families were the original occupants; but in 
recent years, at least, most of such structures have been in outlying areas, 
with all or part of the construction done by the owner occupant. It has 
been minimum or substandard housing from the start, without adequate 
utilities and public services, badly designed, poorly constructed, and not 
the kind of stuff of which cities should be made. Such dwellings make 
up the slums if not of the present, most certainly of the near future. 
No new rental housing for former slum dwellers has been produced in 
recent years in or about our large cities, except, possibly, for some low
grade dwellings for Negroes in Southern cities. 

On the basis of past experience, then, we cannot look to private in
itiative to build new housing for the direct occupancy of the lowest income 
groups. The ability of the private builder to produce for the lowest in-. 
come groups is dependent upon reductions in the various costs of oc- . 
cupancy, among which some, but not all, are functions of the cost of 
the structure. Beyond the reach of the builder to control are the costs 
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of raw land, taxes, interest rates, a.nd the operating expen..o:.es tbat mu....-t 
be met by the owner. To some extent, by large-scale {lperation a.nd 
rationa.liution, the builder can eut costs of producing the structure, 
but the prices of materials a.nd equipment are not set by him, nor are the 
wages of labor. His own profit margin could be reduced, but no one ex
pects him to operate without a reasonable reward for his efforts. All in 
all. the builders' power to reduce construction costs is definitely limited, 
and there is nothing in sight to encourage the belief tb1lt builders, though 
they apply great effort and ingenuity, will be able to bring down the COEts 
of occupancy of even a minimum dwelling to a level1rithin the reach of 
former slum dwellers. There is some promise in prefabrication, but 
present or prospective economies are far from sufficient to bridge the 
gap. Underlying economic trends are not friendly to the efforts that 
builders might make to serve a new, low segment of the market, certainly 
not in the near future. The general inflationary pres..c;ures and the ya:,-t 
backlog of demand may keep construction costs at high levels for some 
time to come. 

In a system of free enterprise, it is expected tb1lt indindual entre
preneurs will seek the maximum return for their efforts a.nd for the run 
tb1lt they undertake. In the house-building business, then, what has been 
the most profitable activity in the postwar period 1 Because of the general 

. housing shortage, with a great backlog of demand at all income levels, 
the producer has had his choice. Because house builders are manu
facturers and not investors, they are primarily interested in building 
for sale. Most of them are in no financial position to tie up their 
capital in rental units; further, they are not intere.,-ted in tbe management 
business. As long as there is a strong demand for hou..oes to buy for 
owner occupancy, and we may expec:t such a demand to continue for a 
number of years, the builders in general will find it mQ:,-t ad>antAgeous 
to serve this part of the market. Since slum dwellers are rarely in a 
position to undertake home purchase, tbey will deriYe little direct bene
fit from the activities of builders. Furthermore, the widest profit m.argiD.s 
and the broadest markets will be found -well abo>e rnhh-k-tence lewl 
As for rental housing, some will be built by pri.ate inYestors and in..~tu
tions seeking outlets for investment funds, but such housing will be rented 
at the high levels that are required by the in:flated costs of oon:>i:ruction. 

Filtering DO\M& 
In the chapter on the housing market (Chap. 11), the filtering process 

in the housing market -was described and a.nalyred. The que:,-tion of 
whether or not this process can or will pronde adequate hoU:o-ing for 
the lowest income groups is a central issue in the determination of public 
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policy. It is a widely held belief that, if the house builders will con- . 
struct new hou..c::ing in sufficient quantity for the middle and upper income 
groups, a supply of older housing will be released and ultimately will find 
its way to the bottom of the market to provide for the poor. It folloW'S 
that there is no need for building housing directly for the lower income 
groups, i.e., for subsidised public housing. 

The testing of this argument is presented at some length in Chap. 11. 
The conclusion is that filtering is a totally inadequate remedy for the 
problem of substandard housing. In the past, slums have spread in 
epite of the filtering process and, in fact, largely 88 the end product of 
filtering. Filtering cannot be forced; it is not suitable as a controllable 
instrument of public policy. Thus an understanding of the economics of 
the housing market reveals the fallacies of counting on filtering to 
eliminate substandard housing conditions. In times of shortage such 88 

have plagued the postwar period, all the forces of the market act to 
inhibit filtering; in fact, concomitant with price inflation we have wit
nessed filtering upward, with housing of given quality moving away 
from rather than closer to the reach of the lowest income groups. It 
will require many years of house production to supply the needs of the 
upper and middle income groups, with no provision for the release of 
housing to begin its slow downward movement. 

PART VI. SUBSIDY DEVICES FOB BELIEVING 
SUBSTANDARD HOUSING CONDITIONS 

The Rent Certificate &heme 
We have now considered the probability of accomplishing the ameliora

tion of substandard housing conditions through the natural market proc
esses of production and of filtering and we have found little encourage
ment. The police-power regulation of housing offers. of jtself, a highly · 
inadequate solution. We now tum to a frequently recurring proposal 
that we undertake to supply the present occupants of bad housing with 
the purchasing power, through a subsidy device, to enable them to com
pete successfully in the private market for acceptahle housing.• 

It is a common and somewhat persuasive argument that bad hou.ellig, 
like malnutrition or inadequate clothing, is primarily a manifestation of 
poverty. It should follow, therefore, that the solution is increased familr 

8 For a discussion of subsidies. see "'The Subsidy and HoUIIing. • an article by 
Charles Abi"Blll8 in the Jovm.al of LtPt4 flfl4 PvblU: Utilit., ECOfiOfltil:a. May, 1~ . 



508 URBAN LAND ECONOMICS 

income or, if housing be considered alone, increased ability to meet hous
ing costs. As a practical matter, it is recognized that public assistance 
is required, but rather than to subsidize total family income, thus de
pending upon the family to determine the disposition of the subsidy 
among the various items in the family budget, it is proposed to direct 
and limit the financial aid to the provision of acceptable housing accom
modations. The device to be used is referred to as a "rent certificate," 
which, in effect, is a blank check given by a public body to families living 
under substandard conditions to permit them to rent acceptable housing. 
The public body pays the difference between the contract rent for a decent 
dwelling and the amount that the family can afford to allocate for hous
ing out of its normal income. It is assumed that the aided tenants will 
find accommodations in the existing stock of older structures, for, it is 
argued, this is the normal and natural source of housing for the lower 
income groups. 

Results with Supply Constant. It is generally understood that only 
·those families presently living under substandard housing conditions 
would be eligible for assistance under the rent-certificate plan. The plan 
also requires that the certificate may be used only to acquire housing 
space that meets a minimum standard of quality. But what of the hous
ing that is vacated by the aided family? If there is an adequate supply 
of low-rent housing, the vacated units, being of the lowest quality, will 
tend to remain vacant and may eventually be withdrawn from the market 
through closure or demolition by their owners. But under conditions as 
they actually are, these units will not be removed, for shortage of supply, 
not surplus, is typical of the low-rent market in most communities, a 
shortage that has been sharply accentuated during these early postwar 
years. 

The rent-certificate plan, if it is to work, will permit families to pay 
whatever price is necessary to acquire housing meeting the minimum 
standards. In a shortage situation, the aided families will be provided 
with the economic power to outbid those families now living in units that 
are above the line of tolerance and will force them to find other quarters. 
Since these ousted families, in most cases, are already paying as much 
for housing as they can afford, their only choice is to move into the very 
substandard units that the aided families have vacated with the aid of 
subsidy. There will be a general exchange of dwellings, which will end 
up with the families that can afford decent housing living in the sub
standard units and the families that require assistance living in the ac. 
ceptable dwellings. Families of minimum income will have better hous
ing than families of somewhat higher income, a situation parallel to 
that which is sometimes found objectionable in the case of new public 
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housing. Finally, the new occupants of the substandard units will prob
ably pay a higher rent than the previous inhabitants, since the new 
families have higher incomes; in the face of shortage, the landlords can 

_ charge what the traffic will bear, which, for these families, will be some
what more than could be borne by the original group. It is obvious, 
then, that, in the presence of a shortage of low-rent housing, assuming a 
relatively constant supply, the rent-certificate scheme will succeed in 
inducing an irrational and undesirable exchange of dwellings; it will tend 
to raise the rents for the substandard dwellings, and it will not reduce 
the number of cases of antisocial housing conditions. 

Integration with Police-power Controls. It would seem that, if there is 
to be any progress toward the elimination of substandard housing under 
the rent-certificate plan, something must be added. There is no social 
gain in raising the housing standard of one group of families if the sub
standard units that they have vacated are immediately taken up by 
a new group. It would seem necessary, therefore, that the rent-certificate 
plan be integrated with a program of enforcement of police-power regula
tions. It has already been pointed out that the enforcement of housing 
regulations when alternative accommodations are not available will re
duce the available supply of low-rent housing, tend to raise rents, induce 
additional overcrowding, and encourage the creation of new slum areas. 
Certainly the short-term effect of enforcement will be in this direction 
even when the dispossessed families are given the benefits of the rent 
certificate. 

Influence on Rent Levels. Before exploring the probable long-term 
effects of the rent-certificate plan, it will be well tO understand the re
percussions of the plan on the rent level. If the rent-certificate plan is 
not accompanied by a program of rehabilitation and demolition, and if 
there are no additions to the supply, i.e., if supply is held constant, the 
only effect on rents will be that already described, an increase in the rents 
of substandard units. On the other hand, if the effective supply of low
rent units is reduced through the enforcement of police-power regulations, 
there will be a general tendency to raise rents throughout the lower levels. 
of the market. Enforcing this tendency will be the pressure on the agency 
administering the rent-certificate plan to find housing for the beneficiary 
families and to pay whatever rent is necessary to accomplish that ob
jective. It may be suggested that, by law or regulation, administrative 
officers might be limited to market price in approving rent certificates. 
·But such a policy is not practicable, for in the face of a shortage of low
rent housing and with a limitation on the amount of the bid, the ad
ministrative officers would be hard put to it to find even a few units at 
the lower end of the quality scale, above the minimum standard, and 
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available for occupancy by the aided families. In order to find any sub
stantial number of available dwellings, it would be necessary either to 
outbid present occupants of low-rent units or to rent units of higher 
quality, which might be found in the upper ranges of the market where 
shortages are usually less severe. The result of subsidizing high rents for 
families of very low income would be a heavY financial burden, which 
might render the scheme impracticable. In short, if the rent-certificate 
plan is to work in the face of a shortage, the probable result will be a 
general rise in rents for low-rent units above the minimum standard. 
As a result, those families which are already paying as much as they 
can for housing that just meets the standards of decency will find that 
they can no longer afford decent housiilg and will create new slums. To 
the extent that the inflationary effect of the rent-certificate scheme is 
felt throughout the housing market, the solvent citizens will not only 
have the burden of subsidy on their backs but also will be squeezed 

. by higher housing costs. 
Long-run Effects. In examining the long-run effects of the rent-cer

tificate plan; it is this very inflationary effect which is most significant. 
The question is whether or not the increased level of rents will create 
an incentive for additional construction which, in time, will be sufficient 
to bring the rent level back to normal and provide, through the filtering
down process, a sufficiency of housing for all income groups. We have 
had, in many cities, a shortage of low-rent housing for a long time without 
an adequate adjustment having been made through the market mech
anism. It is now proposed to introduce the rent-certificate device, with 
the result that a portion of the families constituting demand at the lower 
end of the scale will be enabled to raise their bids. If the amount of 
this raise is small, it will have little effect on the rate of new house 
production, since the price (rent) offer is so far below the level at which 
new housing ordinarily enters the market. If the amount of the raise 
is great, the reaction will be somewhat more rapid and of greater degree, 
but the burden of subsidy will be correspondingly heavier. 

The mechanism of the housing market operates slowly and imperfectly. 
Not only must the effect of increased purchasing power at the bottom of 
the market find its way upward to the point where new construction will 
be produced, which is a time-consuming process and involves innumerable 
individual transactions, but also the strength of the force will be greatly 
diminished and diluted by the time .it reaches that point in the market. 
The benefits of that new construction which eventuates will also be slow 

- in reaching the bottom of the market through the process of filtering 
down. The imperfections of the filtering process have already been dis
cussed. The conclusion must be that the rent-certificate plan can pro-
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'ride no immediate relief of substandard housing conditions through the 
stimulation of new construction. Relief, if it does come in the long run, 
will be greatly delayed and disproportionately small relative to the input 
of subsidy. 

It has been suggested that the rent-certificate plan would encourage 
landlords to reno>ate and repair low-rent dwellings beyond the minimum 
required under the local housing regulations and to maintain their prop
erties in acceptable condition in order to be eligible for occupancy by 
aided tenants. If, under the normal conditions of a shortage of ac
ceptable housing at low rents, landlords are not impelled to rehabilitate 
and maintain their properties, it would seem that they would not be im
pelled to do so by the presence ol rent certificates unless rents could be 
obtained that were above the existing market level. Thus it would be 
necessary for the public agency to pay rents in excess of original market 
rents for the reconditioned dwellings in order to encourage maintenance, 
repair, and rehabilitation beyond that which would normally occur with
out epecial stimulation. The social cost of such a premium might pos
sibly be justified in terms of improved quality of low-rent housing. 

Ccmclu.siom em Rent Certificates. This discussion of the rent-certificate 
scheme has been restricted to an economic analysis of its effects within 
the housing market. There are other limitations which are often urged, 
but which will not be appraised here, For example, social-work experts 
are agreed that the plan is undesirable and public administrators point 
out a number of obstacles to the effective and economical administration 
of the scheme. No one has properly appraised the financial cost of the 
plan relatiYe to other methods of relieving substandard housing condi
tions, though such a comparison would be highly significant. Finally, it 
may be said that, since the plan accomplishes nothing unless accompanied 
by a program of enforcement of adequate polic~power regulations, its 
success hinges upon securing proper enforcement. The difficulties of en
forcement already han been discussed. 

The basic deficiency of the rent-certificate plan is that it does not 
produce additional housing for low rent; it would have the effect of main-· 
taining the profitability of slum areas and retarding their elimination. 
Ewn in the long run, within reasonable limits of cost, it can do little to 
stimulate enough new construction to accomplish much when the long
delayed effect has finally worked its way back to the low-rent levels. 
The plan could be of benefit in encouraging the reconditioning and main
tenance of some of the slum housing, but the cost is a rent premium for 
acceptable housing. The plan will tend to raise the rent level, particularly 
at the lowE:r reaches of the market, and will thereby increase the number 
of families that cannot afford to pay for decent housing; this has the 
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effect of increasing the number of families that are eligible for rent 
certificates, ·and the more rent certificates in circulation, the stronger the 
inflationary effect. In short, the rent-certificate plan as a solution to the 
problem of substandard housing can be truly effective only under con
ditions of a market surplus of low rent but acceptable housing, a con
dition which will be rare among our communities in the postwar era, 
and which, when it exists, greatly diminishes the need for housing as
sistance of any klld. 

Subsidy to Private Bm1ding Operations 
AJty form of subsidy to be used in the attack upon substandard housing 

must have the final result of closing the gap between what the slum fam
ilies can afford to pay for housing and the economic rent for the new units. 
We have seen that aid can take the form of the rent certificate, which 
is a kind of deficit subsidy at the family level. The United States Hous-

. ing Act of 1937 provides for a deficit subsidy at the project level.9 Under 
its provisions, an annual contribution can be made equal to the difference 
between the total rental income from the tenants, who are charged no more 
than they can afford, and the total of operating costs and debt service. 
To meet this deficit, a Federal annual subsidy is authorized and localities 
are required to make contributions in the form of capital grant of land, 
money, or services, or in the form of tax exemption. Whatever the nature 
of the housing subsidy, whether directly to the tenant or through the 
project to the tenant, the effect is to make up the dlfference between 
ability of tenants to pay and the real financial burden of the housing 
operation. 

Why, then, should we not apply this form of subsidy in the case of 
new housing built by private capital in order not only to provide alter
native accommodations for slum dwellers but also to avoid the necessity 
of putting the government in· the housing business? Must the use of 
subsidy be limited in application to public housing? It is sometimes 
urged that if private operators were to be provided with all the various 
facilities and benefits that are available to local housing authorities in 
operating under the provisions of the United States Housing Act, the 
private operators could provide the needed housing just as economically, 
if not more so, than the public bodies. It is pointed out that public 
bodies are assisted by the powers of condeiDDation in land acquisition and 
can borrow money at very low interest rates. 

This is the point at which the taxpayer's interests must be controlling. 
If we are going to subsidize housing, he will pay the bill, and his concern 

• Public Law 412, 75th Congress. 
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is that the job shall be done in the most economical manner consistent 
with the attainment of the objectives. The citizen is also concerned that 
the job shall be done as promptly as practicable. Granting that the 
facilities of the private building industry shall be used to the maximum 
consistent with economy, the basic question is what method of providing 
and managing low-rent housing will get the job done properly and 
promptly at the lowest annual cost. 

If we are to appraise the practicability of providing subsidized housing 
in new privately owned and operated rental projects, it is important to 
understand how private rental projects are ordinarily produced. Such 
projects are frequently promoted and owned by the organization that 
does the construction work. Contractors sometimes accept a part interest 
as partial payment for their services. The entrepreneurs are occasionally 
investors seeking a profitable outlet for their capital; sometimes they 
are owners of land that is ripe for development. It is significant that 
under the rental housing program of the Federal Housing Administration, 
equity capital dried up substantially when legislation was passed that 
made it difficult to water the capital stock and thus earn a very large 
return on the actual cash equity. The fact is that no large volume of 
rental housing has been built in large-scale projects except in anticipation 
of speculative profits. In the exceptional case of rental projects built and 
owned as objects of direct investment by financial institutions, the return 
expected on the total outlay can be no less than 4 to 5 per cent, which is 
2, to 3 per cent higher than the taxpayer must pay for money that is in
vested in public housing projects. 

In the building of a private rental project, the promoters are in the 
same position and perform substantially the same functions as the local 
housing authority performs in the construction of a public project. These 
functions include providing or arranging for the equity capital, planning 
the operation and drawing together the various productive elements, 
borrowing the funded debt, letting the contract for construction, and 
managing the project. The questions to be considered ate, first, whethe:r: 
a private operator or investor, with all the aids available to a local hous
ing authority, who undertakes to provide the housing services required 
as a part of a program to eliminate substandard housing conditions can 
provide such housing at an equal or lower subsidy than can a public 
agency. The second question is whether any private operators would be · • 
interested in a deal of this kind. Both of these questions can best be 
answered on the basis of a step-by-step analysis of the processes of 
production and management. If we are to take the taxpayer's viewpoint,· 
we must assume that the private operator or entrepreneur should be paid 
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only for those services which he performs and that he is to be preferred 
only when he functions as efficiently as some public agency. The more 
fundamental question of whether private enterprise in the housing field 
should be supported in preference to public activity regardless of cost 
is another issue, which must not be confused with the present purely 
practical approach to an analysis of the relative burdens of subsidy. 

The Planning Function. Among the traditional entrepreneurial func
tions are the discovery and analysis of opportunity and the planning of 
the operation. In the case of slum replacement housing, the discovery 
and analysis of need is naturally and logically a public function. The 
need arises out of a public determination to rid the community of anti
social housing conditions. An analysis and identification of this need 
is a necessary part of the formulation of public policy. 

The planning of low-rent housing projects has become a somewhat 
specialized process growing out of the unique framework of objectives and 
financial considerations. Such projects are not built for the competitive 
market, for their occupancy is assured. They are built for a longer life 
than is usual for private rental housing and with more emphasis on 
utility and low maintenance costs. The project must be planned to pro
vide services and facilities that reflect the special needs of the low-in
come families that are to be housed. There is no reason to believe that 
private operators could not supervise this type of planning as well as 
local housing authorities. The fact is, of course, that in either case much 
of the land planning and architectural planning is done by professionals 
hired for the purpose. On this point, therefore, there would be little 
difference in the long run between the private and public agency. It 
could be argued, however, that at the present few private operators are 
familiar with the planning. requirements of low-rent housing, whereas 
Federal and state housing agencies and many local housing authorities 
have already had considerable e:~Cperience, not only with planning projects 
but in seeing the plans tested in operation. 

Risk Taking. Risk taking is a primary function of the entrepreneur, 
but in subsidized housing there is actually no risk. Full occupancy is 
guaranteed by the large numbers now living under slum conditions; the 
subsidy would guarantee constant and predictable returns. An entre
preneur might have to provide equity money equal to 10 to 20 per cent 
of the total capitalization but, as explained, this would be relatively 
riskless investment, and the taxpayer would not be justified in paying a 
return to the investor of more than 2.5 or 3 per cent. If a higher rate 
were allowed, and there is little doubt that a higher rate would be re
quired to attract equity capital, then the proposition would be unfavorable 
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in comparison with the cost of money to the municipality, which, in the 
case of a public project, would supply the equity. 

B01Tou,ing. Either the private operator or the public agency would 
be required to borrow most of the capital required to build the project. 
The United States Housing Act provides 'fbr loans up to 90 per cent of 
the capital requirements, but in recent years most of this borrowing has 
been done in the private money market rather than from the Federal goy .. 
ernment. It would be costly to the taxpayers who bear the subsidy 
burden if full advantage were not taken of the public credit in the 
financing of the low-rent housing. Thus, the private operator would 
have to call upon the municipality, or some governmental agency, for 
assistance in securing funds at low interest ;rates and for long term and 
could not be credited with performing an independent function in arrang
ing the financing. 

Contracting. The actual construction of the project is done by a private 
contractor in almost all cases, whether the project be public or private. 
Competitive bidding is employed, and there is no.reason to believe that 
the actual building operations would be at different levels of efficiency. 
However, it is often argued that the inevitable red tape, delays, and 
supervision on a public project create extra costs that are not present 
in strictly private projects. But there would be little difference in the 
case of privately owned and publicly subsidized low-rent projects, for the 
taxpayers' interest in maximum economy would lead to a considerable 
and onerous supervision. 

Management. Low-rent projects have many management problems 
that are not encountered in rental housing for higher income groups. 
For example, the selection of tenants must be carefully done in order to 
avoid charges of discrimination and in order to be sure that subsidies are 
not wasted on families that are presently living under acceptable con .. 
ditions or could find and afford decent housing. The approach is that 
of the social worker and requires the case-study technique. This type 
of operation is foreign to the experience of the private operator fl,nd 
usually not of interest to him.· Not only must the financial status of the 
tenant be carefully analyzed at the time he moves in, but there must 
be a review of these matters periodically to determine whether there have 
been changes in his income that might render him ineligible for occupancy. 
Furthermore, because of the nature of many slum families, it is a neces
sary management function to assist in the social rehabilitation of the 
tenants through various project services and tenant-training activities. It 
would be a fruitless expenditure of public monies to provide decent hous
ing for slum families without educating them in the better way of life that 
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their new environment makes possible. Such a function is not normally 
performed in projects under private management.10 

The private operator would be required to submit to the careful 
scrutiny by public officials of each step in the operation from site selec
tion on through the years of management. The taxpayers' interests 
require that the initial capital costs be kept at a minimum and that the 
project operating costs be as low as is consistent with the attainment 
of the primary objectives. Such regulation would be distasteful to 
many private operators and would add an additional item of cost, which 
would be at least partly avoided by direct public operation. 

In summary, the analysis of functions suggests that the only parts of 
the building and managing operations that might be done more efficiently 
by a private operator are the planning and supervising function, in 
cases where the private operator is more experienced in large-scale de
velopments than the local housing authority and where his experience 
includes the planning of low-rent housing projects; furthermore, under 
some circumstances, the private operator might be able to secure the 
site more expeditiously and economically than a public agency. In 
general, however, the private operator performs no important function 
that the public agency could not undertake with equal or greater effec
tiveness either within its own staff or by hiring a private practitioner 
for a fee. The entrepreneur takes no risk and has no profit incentive. 
He is simply an investor with a small equity in the project, assured of 
a limited interest return and the replacement of his capital. He mu..«t 
seek the intervention of a public agency in his borrowings and, in many 
cases, in the acquisition of a site. He lets a contract for the construc
tion of the project, as well as for the architectural design, in precisely 
the same manner as does the public agency. He is called upon to per
form specialized management functions which are foreign to his experi
ence and which are of a nature traditionally performed by public social
work agencies. He is subjected to necessary supervision and regulation 
that are irksome and costly; the return on his capital is limited, and 
all opportunities for large returns or speculative profits are eliminated. 
There seems to be no incentive that would lead a private operator to 
undertake to build subsidized low-rent housing under the limitations 
and restrictions that are legitimate and necessary if the interests of the 

1o For a good discussion of many of these points, see the passage between 
Senator Robert Taft and Philip M. Klutmick, FPHA Co~IliD..il:moner, as reported 
in the Hearings before the Subcommittee on Housing and Urban Redevelopment 
of the Special Committee on Post-war Policy and Economic Planning, U.S. 
Senate,· part 8, Housing and Urban Redevelopment, Jan. 11, 1945, pp. 1573-1583 
(Washington, D.C.: U.S. Government Printing Office). 
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taxpayers are to be protected. In the postwar years, when there are 
pressing demands for rental housing in the middle and upper rental 
ranges, there is no reason for a private operator to enter the low-rent 
field. The economies of private construction, even granting maximum 
attainment, would be more than offset if private operators were to be 
permitted to secure a return on subsidized housing sufficient in amount 
to attract private capital into such an investment. From the tax
payers' standpoint, there seems no reason to subsidize not only the tenant 
but also the private operator in order to induce him to provide housing 
that a well-run public agency could provide at a lower social cost. 

The Public-housing Formula 
The judicial opinions that have established the building and operating 

of public housing as a proper governmental function have all been 
based upon the reasoning that the failure of private enterprise to supply 
acceptable housing at rents within the reach of low-income families 
stands as a prime justification for governmental intervention. It is per
haps more than a tacit assumption of the jurists that private initiative, 
in the future, will not supply such housing, either directly or indirectly. 
The courts apparently have been convinced by arguments that ·decent 
housing must be produced directly by governmental agencies for the 
present occupants of substandard dwellings if the social menace of 
slums and overcrowding is to be abated. 

The United States Housing Act of 1937 established· that pattern 
which, among the proponents of public housing, has been accepted as 
the most workable and economical plan for assisting localities in elimi
nating substandard housing conditions.11 There were earlier small-scale 
abortive programs, but it was not until the benefits under the 1937 
legislation became available that any substantial progress was made. 
It is significant that the formula that it implements, after a thorough
going test in all parts of the country and in communities of all sizes and 
conditions, has been generally accepted by housing administrators as 
the most desirable pattern for social action in this field and that no 
substantial amendments were proposed for the expanded postwar pro
gram incorporated first in the General Housing Act of 1945 (S. 1592), 
in the National Housing Commission Act (S. 866) and in the administra
tion-supported housing bills introduced in January, 1949, at the opening 
of the 81st Congress. The major provisions of the United States Housing 
Act of 1937 have already been outlined. The basic scheme is to employ 
a subsidy from Federal and local agencies to make up the difference be-

11 Public Law 412, 75th Congress. · 
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tween the ability oflow-income tenants to pay for housing and the actual 
costs of decent accommodations that are provided in projects owned and 
operated by local public agencies. For each new dwelling unit built there 
must be one substandard dwelling eliminated either by demolition or 
rehabilitation. 

A specious distinction is sometimes made between clearing up slums 
and providing housing for families of low income. One of the chief 
apologists for public housing, Nathan Straus, has said, "The purpose of 
public housing is not to wipe out slums but to provide good homes and 
healthful living conditions for low-income families." 12 As pointed out 
earlier, the judiciary does not agree with this emphasis, since the courts 
have supported the constitutionality of public housing only as a neces
sary adjunct to a program of eliminating dangerous housing conditions. 
The act itself expresses the complementary character of these two objec
tives in its provision for equivalent elimination. It seems clear that 
the primary motivation has been, historically, the amelioration of living 
conditions that are socially dangerous and distasteful. Police-power 
controls were the first devices that society developed as the most direct 
method of excising the disease. This method failed for reasons already 
explained, and the public-housing instrument was employed in an 
attempt to accomplish the original objective. Certainly, society would 
not support the financial burden of public housing to supply socially 
desirable housing for the low-income groups if the complementary effect 
were not the abatement of socially undesirable conditions. 

There is little question but that, as far as the mechanics of the device 
are concerned, the United States Housing Act of 1937 provides the 
necessary machinery for making effective a local program for eliminat
ing substandard housing conditions. Under its provisions, local housing 
authorities can provide alternative accommodations for slum dwellers 
at rents that they can afford to pay. Within the limits of the additional 
space provided, the community may enforce housing regulations where 
enforcement results in displacement of families. Only financial limi
tations would prevent the complete reduction of substandard housing 
in any community that undertook a coordinated program of housing 
regulation and public housing. . 

Competition with Private Capital. Almost all the criticism of public 
housing is· based either on administrative errors and awkwardness in 
effectuating past public-housing programs or upon a general opposition 
to the extension of governmental activities. Few thoughtful persons, 

ustraus, Nathan, The Seven Myths of Housing (New York: Alfred A Knopf, 
Inc., 1944), p. 48. 
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regardless of whether they favor public housing, have argued that the 
formula, properly administered, cannot ameliorate substandard housing 
conditions. This discussion does not concern itself with administrative 
sins, for, presumably, it is within the power of the citizenry to procure 
efficient and reasonable administration of public housing or of any other 
public activity. Neither are we here concerned with political or economic 
philosophies, for our democratic machinery is capable of making choices. 
Our concern is with the pure mechanics of the market and with the 
workability of the several alternative schemes that are proposed as solu
tions to this serious social problem. However, the contention that 
public housing competes with private capital should be subjected to 
economic analysis at this point. 

The opponents of public housing have long contended that it competes 
with the private building industry. The queStion here is whether public 
hou...c:ing under the formula contained in the United States Housing Act 
of 1937 supplies a demand that would otherwise be supplied by unaided 
private enterprise. There is no real evidence that direct competition 
exists; i.e., that private operators could or would build new dwellings 
directly for families now living under substandard housing conditions. 
Certainly, the language of the act is designed to bar such competition, 
and if it does take place, it is the result of maladministration. ''Families 
of low income" to whom the benefits of the act are limited are defined 
as those families for which private enterprise is not supplying decent 
housing, presumably either new or used.u The basic fact is that it is 
not possible to build low-rent housing at costs that would permit com
mercial rents to be set within the reach of slum families. 

Not only does public housing serve a market of little direct concern 
to private builders, but, in fact, public housing is privately built. Con
tracts are let at a public bidding and the construction is done by a 
private contractor. Furthermore, recent experience indicates that in 
the future all the borrowed capital will be supplied by private investors 
in the private money market. But competition can be indirect as well 
as direct, and it may be argued that every dwelling built under the 
public-housing program and added to the general housing stock means 
one less dwelling that otherwise would be provided by private operators 
even if not originally available to low-income families. 

Certainly it is true that public housing involves the substitution of 
dwellings that are publicly owned for dwellings that are privately owned 

11 The General Housing Act (S. 1592, the Wagner-Ellender-Taft bill. which 
failed of passage in 1946) and the 61lccessor bill. S. 966, provide for a gap of 20 
per cent between the bottom of the rental market aerved by private enterPrise 
and the top of the market to be served by public housing. 
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and the replacement of private capital by public investment. But the 
nature of this competition from a social viewpoint must not be over
looked. The substitution of capital is accompanied by a substitution 
of wholesome housing for foul and wretched housing; by the supplanting 
of dwellings that for the most part are operated illegally in violation 
of regulatory codes by a living environment that is socially beneficial. 
It is well established in relation to certain other areas of private business 
that violation of the law .carries with it a forfeiture of certain normal 
rights and privileges. For example, the owner and seller of tainted 
food must destroy it without compensation. But in the housing field, 
such a social attitude has not yet crystallized, probably because the 
social dangers of bad housing are less obvious and more indirect than 
the social dangers of contaminated meat. 

Another feature of the competition of public housing with private 
investment is that the private capital that is replaced, having the physical 
form of old structures that are occupied long after their normal useful 
life has expired, under proper accounting practices, has a book value 
that approaches zero. A reasonable charge for depreciation made against 
gross revenues during the normal life of the structure, in many slum 
properties, would have written off the original investment long ago. 
This statement does not mean that slum owners, in general, have retired 
their investments out of earnings, for slum properties change hands 
frequently and many present owners have paid prices based on future 
productivity and have not received as yet a return of their investment. 
The point is simply that, viewing slum properties as a physical asset 
without regard to ownership, the productivity over the extenuated term 
of occupancy that characterizes such properties has been sufficient, and 
often more than sufficient, to retire the original investment and in addi
tion to pay a reasonable return on the capital. A further point is that 
the continued profitability of operating slum properties is often based 

1 on neglect of repairs and replacement; i.e., the milking of the property 
at the expense of the safety and health of the occupants. These points, 
once recognized, lead many people to conclude that the system of private 
enterprise will not be violated by competition that replaces investments 
which can be considered already retired, which are often not profitable 
when operated under a businesslike and sound policy of repair and 
replacement, and which have physical expression in socially dangerous 
and usually illegal housing. · 

Failure to Pay Taxes. The opponents of public housing have objected 
· to the provision of the plan that permits the local projects to pay, in 

lieu of local taxes, something less than the full equivalent of a tax pay
ment based on a normal assessment of the projects. It is argued that 
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such a privilege is unfair to other property owners and that the project 
does not meet the costs of public services. This argument ignores the 
fact that public housing is not intended to pay its own way and that 

- the statute requires that the locality make some contribution to. meeting 
the deficit. The abatement of taxes is the easiest form of local contri
bution, though the same effect might be accomplished by charging full 
taxes and making a cash contribution out of public funds. The burden 
on other taxpayers would be the same in either case. It would seem, 
therefore, that the opposition to tax abatement on public housing proj
ects is, in fact, opposition to any local contribution to the subsidy burden. 

Other Alternatives 
We have now considered the leading proposals for the elimination of 

substandard housing but there are two additional lines of reasoning that 
should be appraised before the subject is closed. One argument is that 
reduction in housing costs through construction economies or lower oper
ating costs will relieve the antisocial conditions at the bottom of the 
market. Another proposal is to build low-rent or low-cost subsidized 
housing on open land and to drain the slums until slum values are so 
deflated that the rebuilding of slum areas can be done at reasonable cost. 

There is no basis for predicting a substantial reduction in the costs of 
shelter within the next few years. Costs of construction are greatly 
inflated and will remain relatively high during th~ building boom. 
The avid demand for housing offers little incentive for economies in 
production and competitive price cutting among producers. Even the 
evident economies of large-scale production will not be passed on in 
full to the buyer as long as demand exceeds the productive capacity of 
the house-building industry. There are no dependable prospects of 
lower costs of money, lower taxes, or lower operating costs. While the 
reduction of building costs offers the greatest potentiality for reducing 
the burden of shelter, it will be recalled that a 20 per cent reduction in 
original investment in a house means only a 12 per cent reduction in. 
the annual cost of shelter. In general, shelter costs in company with 
the rest of the cost structure are to be higher rather than lower relative 
to incomes for some time to come. In the long run, we have reason to 
hope that technological advance and the rationalization of the industry 
will cut construction costs, but the cut would have to be far greater 
than we can reasonably expect if it· will permit new bUilding for the 
immediate occupancy of present slum dwellers. The benefits of reduced 
construction costs will be indirectly felt at the bottom of the market. 
In so far as lower costs cause a downward adjustment in the whole 
value structure of the housing stock, slum dwellers may receive some 
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benefit. But the benefit will be small and in many cities will be negli· 
gible; rents for slum properties are set primarily on the basis of what 
the traffic will bear; i.e., the incomes of the tenants. This situation 
exists because of the monopolistic position of slum landlords and because 
of the lack of flexibility in the very low incomes of the tenants. Thus 
a shift in the capital value of slum properties will have no short-run 
influence on rents and very little, if any, long-run effect. 

But even if some small rent reduction would result at the bottom of 
the market from a reduction in the costs of construction that was intro
duced at some higher level-an unlikely occurrence-there could be no 
elimination of substandard housing conditions until the slum dweller 
were offered some alternative housing space. Thus we get back to the 
familiar and inescapable fact that provision for alternative housing can 
be made only by direct construction or by filtering. In the present con
nection, the greatest hope we can .offer is that a cost reduction would 
permit the introduction of new housing at a lower level and that the 

· time dimension of the filtering process might be somewhat reduced. 
The plan for clearing slums by deflation is usually proposed as a 

method of avoiding the excessive cost of acquiring blighted areas for 
redevelopment, whether through public or private action. Variations of 
the proposal range from a policy of inaction until the structures become 
uninhabitable and the property owners abandon all hope, to a positive 
program of public housing built on open land to drain the slums of the 
unhappy inmates. The first variation is the counsel of despair and is 
simply a perpetuation of past policy or lack of policy. The second 
scheme is mechanically sound if accompanied by a program of enforce
ment of police-power regulations. Thus as alternative space is provided 

· ... \Jl. .. JUibsidized housing in outlying areas, the enforced repair or closure 
·of illegal slum properties can proceed. In due course, assuming an ade
quate housing code, all substandard housing will be eliminated, much 
of the worst housing will have been demolished, and the remaining slum
property owners will find their monopolistic position somewhat weak
ened. At this point, it will be much less costly than originally to acquire 
large areas suitable for the creation of new residential or business neigh
borhoods by either public or private action. This process is, of course, 
within the intent and the potentialities of the accepted public-housing 
formula, although it does not involve the immediate and more spectacular 
clearance and direct replacement of slums that many people ·associate 
with public housing. 
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Conclusions on the Abatement of Substandard Housing Conditions 
The elements of an effective plan for ridding our communities of sub .. 

standard housing are few and simple. The bad housing must be removed 
- and ac~table housing made available W1th}n financial reach of the 

slum dwellers. But the alternative shelter must come first~ we 
are to throw these families into the streets. In the past, the housing . 
market has failed to provide decent dwellings for the lowest income 
groups; and there is no prospect that the future will soon bring any 
different result. In so far as filtering down has provided for this large 
group of our fellow citizens, it has provided unacceptable housing, altered 
from its original form, overcrowded, and milked by the owners. There 
is no supportable argument that filtering can be forced or controlled; 
there is no reason to believe that the present building boom will clear our 
slums any more effectively than did the last building boom. 

The basic economic obstacle to the provision of acceptable housing 
for the poor is simply that a decent dwelling is too large and compli· 
cated an article to allow for production at a low enough cost. Subsidy 
is a device that overcomes this obstacle at public expense. Whether 
the social gain is worth the price is beyond the purview of this discus
sion; it is a matter for democratic determination. Among the various 
subsidy devices, th~P!!l>lic-bq_11sing formuJ_~_p~ars_t_o... be the--ln.OSt 
workable and the most economical. It involves no direct competition 
with pnvate builders, but it does_£2!J.Stitute a ~~~!.~l)C1nd Q.[S9JDIL~ti
tion w1tfi private entrepreneurial investors, for it replaces privately 
owned slum propeffies w1th hoiising __ 9f_gQQ.!LguaJity__:t_h._~:~..t_j~ _ _Q_l!Qlicly 
owned though privatel:fmamifactur~d and financed by_p:r,ix.a.t.e_lllru:ls. 

What would bea--T"easonable .. approach provided that by democratic 
methods the public-housing formula was declared to be acceptable? At 
the start, the objective should be strictly defined. It is not sufficient to 
aim at the elimination of "substandard" housing; the term must be 
given dimensions. It would seem most logical to define substandard 
housing as that housing which is in violation of local housing codes. · 
Thus, for each community a different definition would obtain, one which 
was arrived at democratically and which could, if the issues were squarely 
placed before the citizens, reflect the local evaluation of the social dangers 
and costs of bad housing. The first step in a local program to get rid 
of slums would be to revise the housing code and to set the goal as the 
elimination of all ille~smg cond1tions~--To- be._fu-Ii;-y-e-:ff>iii-e-c"l"'tl.-v-e,--;;th,_e 
ho~llouTaapply over the entire housing market area i!l..£~ing 
central city and suburbs. 

The next st-~pwouid be the enforcement of the housing code as far 
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as practicable; i.e., short of putting families in the street, recreating 
slum conditions in another part of the area, and raising rent levels. In 
most communities, some enforcement would be practicable, for there is 
illegal housing now occupied by families that could afford better accom
modations if such were to be found. Some of these units could be 
rehabilitated without necessitating eviction and without raising rents 
beyond the reach of the occupants. In most localities, the enforcement 
machinery would have to be improved. 

The full enforcement of ·an adequate housing code requires that alterna
tive housing be available, but the source of such alternative space is 
unimportant. Therefore, the locality would look to all sources-new 
private construction, used dwellings, and public housing; resort to public 

· housing would be made only when other sources were shown to be 
inadequate. For the administration of the program, a continuing analy
sis of the housing market would be required so that the public-housing 

. program could be terminated when a balance in the lower ranges was 
in sight. If market analysis indicated the presence of a surplus of 
housing just above the level of tolerance, it would be possible to substi

. tute the rent-certificate plan for public ,housing up to the volume of 
such surplus. 

The approach suggested here is different from that which is common 
kmong public housers primarily in scope and point of view. It is here 
proposed that each locality shall decide what kind of housing it wishes 
to remove, define this housing, and make it illegal. Where enforcement 
of the housing code is impracticable, positive steps should be taken to 
provide alternative accommodations, using public housing as an emer
gency and marginal device. If private builders or the filtering process 
can provide low-rent housing of acceptable quality, no public housing 
is required. If not, then the amount of public housing that is needed 
becomes the measure of the inadequacy of normal market processes in 
providing decent housing for all. 
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