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I. Introduction

Impact fees are routinely used by municipalities to generate revenue associated with the development of land.  Stemming from the increased hesitance of local governments to increase tax revenues through traditional means—especially property taxes—impact fees represent a potentially useful, and damaging, source to fund growth-related infrastructure needs.  For instance, impact fees are often assessed to cover the cost of expanding new water and sewer lines into a new housing development.  Or, fees can be levied if new development raises traffic congestion and use of public thoroughfares that stems from growth.  Such fees are understandable and the basis for assessing may in fact be relatively straightforward to calculate.  Often times, however, the magnitude and use of impact fees are less clear-cut.  For example, many cities impose impact fees for such city services as police protection, libraries and parks.  This blurs the use of impact fees as one-time assessments to fund expansion or improvement in existing public services and the use of impact fee revenue to fund the ongoing costs of providing services.    


Impact fees, because they are a fee imposed on new development, increase the cost of developing vacant land tracts and building new homes.  This means that impact fees must fall either on developers or be passed on to final buyers.  In either case, impact fees raise the price of housing.  The purpose of this report is to study how pervasive impact fees are and, based on previous work, determine what their effect is on housing markets.  Even though impact fees are imposed on other types of development, such as retail or multi-family construction, the focus here is on the market for single-family housing.  

The evidence can be summarized as follows:  In most markets analyzed, the incidence of impact fees falls most heavily on the final buyer.  The evidence also shows that impact fees are often associated with increases in new home prices that are several times the fee itself.  That is, a $1 impact fee usually results in an increase in new home prices that are more than $1.  The available research also shows that existing home prices often times increase after impact fees are imposed.  These effects have important implications for housing markets that are growing, like those in several counties and towns of Southwestern Illinois.  What existing research does not address and is of current concern, is the influence that impact fees have on housing markets that are experiencing a slump in housing demand.  

Imposing impact fees also raises several important policy implications.  One is that because impact fees raise home prices (new and existing) by an appreciable amount, they are highly regressive.  That is, a $5,000 impact fee has a proportionally greater and negative effect on lower-income households than upper-income households.  When municipalities pass ordinances imposing impact fees they may be shutting out individuals in certain groups from entering the local housing market.   This has clear implications for the diversity of the resident population.  Another is that local jurisdictions are taking advantage of recent growth to expand their revenues; impact fees merely represent rent seeking by the local government.

The report proceeds as follows.  Section II provides a brief look at the prevalence of impact fees, both regionally and nationally.  Section III provides a straightforward theoretical analysis of impact fees using a basic supply and demand framework.  Section IV reviews the relevant empirical work measuring the effect of impact fees on home prices.  A summary of work done on related issues—the affect that such fees have on land prices—also is presented.  Policy implications of impact fees are considered in Section V.  A summary and some conclusions close the paper in Section VI.
II. Prevalence of impact fees

The use of impact fees by local municipalities has expanded dramatically since the 1960s.  The history of impact fees is covered in depth elsewhere and will not concern us here.
  Rather, for the purpose of this report it is illustrative to see how wide-spread the use of impact fees usage is and how they vary across jurisdictions.


The source for this comparison is the 2007 survey of impact fees conducted by Duncan Associates (2007).  The Duncan survey includes impact fees levied only on new development, fees that are standardized and not based on negotiation, and fees that are used to fund infrastructure development and improvements.  It is important to recognize that the survey is not a scientific sample but one based on data availability.  This means that the sample is not exhaustive and that it provides more detailed coverage for some areas compared with others.
  Even with this caveat the information provided in the Duncan survey is quite informative.  

Figure 1 provides a look at how widely impact fees are used.  Florida and California stand out as two states where impact fees are widely used.  This stems partly from past state legislation that limited local taxing authority and enabled local municipalities to impose impact fees.
  Looking at Figure 1, it also appears that impact fees are used in states experiencing significant population growth over the past decade.

The survey also provides information about the types of fees being assessed.  Although many believe that impact fees are used primarily to cover the cost of building or improving utility and road infrastructure required by new development, Figure 2 illustrates that impact fees are used to fund a much wider array of services, such as police protection, parks, and libraries.  The national averages indicate that the average road, sewer and water fees per single-family unit range from about $2,500 to $3,000.  Since the survey reports that the average total fee is about $10,500, more than two-thirds of this average consists of fees paid to other services.  School district fees stand out in this “other” category as the largest single component, higher than utility fees.  The survey indicates that, on average, impact fees levied on homebuyers are not inconsequential.  

California has the highest average impact fee in the sample.  As reported in Figure 3 the average total impact fee (non-utility) for California in 2007 amounted to approximately $18,500, about twice the average for the next highest two states, Florida and Maryland.  One reason for the disparity between these three states and the others listed is that California, Florida and Maryland all have noticeably more and larger school impact fees, fees that generally are the highest charged per household unit (Duncan, p. 6).  

Not only are school-related impact fees generally higher than others, but they also have increased more dramatically over the past few years.  Table 1 reports the average fee by type for a common sample of jurisdictions surveyed in 2003 and in 2007.  Average school-related fees jumped nearly 90 percent in this four-year period, from $2,474 to $4,643.  Although impact fees to fund police services also registered a significant percentage increase (86%), its average fee per unit is still relatively small.

The Duncan survey provides an excellent overview.  By construction, however, it misses the sometimes substantial differences in impact fees across jurisdictions.  To help illustrate this diversity, the various impact fees assessed in several Illinois towns located in the Chicago suburbs and in the Metro East St. Louis area are listed in Table 2.
  This comparison is based on fees charged on a new, four-bedroom single-family home.  Note the disparity in the types of fees charged and there magnitude.  The town of Glen Carbon, for example, imposes a $1,200 road fee for each new home and an Edwardsville school district fee of $2,683. The total impact fee for each new home is $3,865.  The neighboring town of Edwardsville imposes only the school district fee.  

The variety in fee size and type is even more evident in the Chicago suburbs.  Sugar Grove levies 12 different fees, ranging from school fees to utility fees to fees for parks and fees for emergency warning.  Not surprisingly, the total impact fee paid on a new four-bedroom single-family house in Sugar Grove is over $13,800.  Huntley also levies a number of fees (7) amounting to almost $11,000.  Poplar Grove, in contrast, assesses a school fee and a conservation fee, amounting to about $3,800.

The use and size of impact fees varies considerable across jurisdictions.  According to basic economic theory, all else the same, raising the price reduces the quantity demanded of it.  If we assume that housing between nearby towns are substitutes, even if imperfect, imposing significant impact fees is likely to affect demand for housing in the fee-imposing jurisdictions relative to their neighbors.  Indeed, as noted below, it may well be that keeping some buyers out of the local market is part of the local municipality’s objective.  

There is a significant body of work investigating how these fees impact housing.  Before that evidence is reviewed, however, it is instructive to establish a theoretical foundation for that body of research.
III. A Theoretical Framework to Analyze Impact Fees


A basic supply and demand model is adequate to demonstrate how impact fees affect the housing market.  First, consider the market for new houses as shown in Figure 4.  The demand and supply curves reflect decisions made by both buyers and sellers, respectively, in the market.  The interaction of these two sides of the market determines the equilibrium price of new homes (Pe) and the quantity of new homes sold (Qe).  This market equilibrium reflects the fact that at (Pe, Qe) the quantity of new homes that consumers are willing and able to purchase is just equal to the quantity of new homes that developers are willing and able to build and sell.  At any other price other than Pe in Figure 4, quantity demand differs from the quantity supplied and the market is not in equilibrium.
  

To simplify the analysis, it is helpful to assume that “new home” is a homogenous good; that is, new houses are the same for this analysis.  The question is:  What occurs when an impact fee is imposed on this market for new homes?  An impact fee acts like a tax on new houses.  The impact fee creates a “wedge” between the price that buyers are willing to pay and the price that builders can get.  This wedge—the size of the impact fee—is shown in Figure 4 as the vertical distance Pd – Ps.  Notice that imposing the impact fee has several important effects on the market.  First, the number of houses built and sold in the market declines from Qe to Q1.  Second, the impact fee increases the price that buyers must pay, one that is greater than the original, market-determined price.  This higher price is labeled Pd in Figure 4.  Third, the price that builders receive is now lower than before, falling from Pe to Ps.  Imposing an impact fee disturbs the efficiency of the competitive market.  In the post-fee market, the price paid for housing is higher, the price received by developers is lower and there are fewer units sold.  This overall negative reaction is made even worse buy the fact that impact fees create what economists refer to as a deadweight loss to society.  
To understand why impact fees create a deadweight loss, consider the following.  At the fee-induced higher price, Pd, buyers are less well off than they were at the original equilibrium price, Pe.  In the vocabulary of economics, consumer surplus is reduced as the price rises above the equilibrium price.
  At the lower price, Ps, suppliers are worse off than they were when they received the market-determined equilibrium price, Pe.  As the price falls below the equilibrium, producer surplus is reduced.
  Partly offsetting these losses is the fact that the municipality gains impact fee revenue, equal to the rectangle denoted by the coordinates Pd-a-c-Ps in Figure 4.  The value of this newly generated revenue is equal to the size of the fee times the number of units sold.  In the end, the value of the triangle abc is simply lost—it accrues to no one—when the impact fee is imposed.  Think of it this way:  The revenues gained by the city are less than the combined value of the lost consumer surplus and producer surplus.  If the city could somehow collect both of these losses and return it to the municipality in the form of services, the fee would just be a transfer mechanism.  Because cities are unable to do this, however, the value of represented by the triangle is a deadweight loss to society as a whole.


Whenever taxes are discussed, the question is upon which party—the buyer or the supplier—does the tax fall most heavily. Incidence is the term used to describe who “bears the burden” of a tax or, in this case, impact fee.
  That question can be answered by considering how responsive homebuyers and sellers are to a change in price.  In other words, it depends on the relative price elasticity of demand and supply.  

The upper panel of Figure 5 depicts the condition where the demand for new housing is highly price inelastic.  That is, the quantity demanded of housing is little influenced by a change in price.  Given the demand curve, D, imposing an impact fee slightly lowers the price that the supplier receives, from Pe to Ps.  In contrast, notice that the price paid by the buyer is now much higher than the original market-determined price.  Once the impact fee is imposed the buyer’s price increases to Pd.  Relative to the original equilibrium price, this increase is proportionally much greater than the price reduction realized by sellers.  When the demand for new housing is price inelastic, therefore, the incidence of impact fees falls more heavily on buyers than developers.  


The lower panel of Figure 5 illustrates the case where suppliers of new houses are largely unresponsive to changes in price.  When the supply of new housing is price inelastic imposing an impact fee leads to a modest increase in the price paid by consumers, from Pe to Pd, but the price received by the seller falls proportionally more to Ps.  When the supply of new houses is price inelastic, it is developers who bear the brunt of an impact fee.  

These examples are instructive.  When the demand for housing is more price inelastic relative to supply, buyers bear a greater burden of any impact fee imposed.  In contrast, if the supply of new homes is relatively price inelastic then the incidence of impact fees falls more heavily on builders.  Which condition is more likely to exist?  That answer depends on many factors.  When there are many housing substitutes, the demand for new houses is more price elastic than when there are few alternatives.  Arguably, many buyers view new and existing homes as substitutes.  But a key factor in the decision to buy may not have as much to do with characteristics of the house itself—number of bedrooms, modern appliances, etc.—as with its location.  This is especially true when families select certain neighborhoods more on the basis of which school district their children will attend than on housing, per se.  Not surprisingly, the information in the Duncan survey suggests that school districts have responded accordingly by raising school impact fees.


The foregoing analysis of impact fees on the market for new houses captures only the short-run outcome.  Once imposed, impact fees can have long-term affects as well.
  Suppose that builders expect to absorb a portion of a new impact fee.
  All else the same, when this occurs their expected return from investing in home building will be lower than without the fee.  If imposition of impact fees reduces expected returns, over time marginal builders will leave the market, either leaving the industry altogether or searching out potentially more profitable markets.  In the long run, it is possible that the supply of new homes will fall which, given the existing fees and housing demand, pushes new home prices higher.  


While most of the literature focuses on the market for new homes, some research has investigated whether impact fees also is an increase in the price of existing homes.  This can be explained using a demand and supply model.  Figure 6 shows the supply and demand in the market for existing homes.  Before fees are imposed, the interaction of buyers and sellers for existing homes determines the market clearing price and quantity, Pe and Qe, respectively.  A fundamental assumption underlying the demand curve is that the price of substitute goods is fixed.  In this case, it is not too difficult to assume that many potential home buyers probably consider new and existing homes as close substitutes.  What happens in the market for existing houses when an impact fee on new homes is introduced?


Figure 6 shows the effect in the market for existing homes.  With the selling price of new homes higher because of the fee, some buyers substitute out of the new home market and into the existing home market.  Doing so increases the demand for existing homes, shifting the demand curve in Figure 6 to D2.  If there is no change in supply, the impact fee leads to an increase in the price of existing homes.  Impact fees thus generate a significant windfall to existing home owners.  In fact, some argue that this relation explains why current homeowners often times vote down property tax increases or bond issues but favor levying impact fees on new homes.
  


The foregoing discussion using a simple demand and supply framework predicts that impact fees raise the price of both new and existing houses.  The incidence of the fee—who bears the burden—and the magnitude of the effect is an empirical question.  
IV. Review of Empirical Findings

This section presents a review of the major empirical studies that measure the price effect of impact fees.  Most of the studies take a somewhat standard approach:  Explain housing prices using variables to capture the characteristics of the house (square footage, number of baths, etc.).  Unfortunately, no study attempts to replicate the results of another.
  Instead, the existing body of empirical work examining the effect of impact fees is based on studies of relatively localized markets.  While this aspect of the existing empirical work makes it difficult to apply the results to other locales, the overall outcome to the empirical research is consistent with the predictions of theory: Impact fees generally increase home prices.

Impact fees and home prices


Delaney and Smith (1989a) is one of the first studies to test for the effect of impact fees on home prices.  The analysis uses new home sales data in four Pinellas County, Florida cities: Clearwater, Dunedin, Largo and St. Petersburg.  These cities are chosen because their housing stock is considered to be homogeneous, and because the housing market in that county is thought to be self-contained and facing little competition from outside.
  More importantly, in 1974 Dunedin imposed an impact fee of $1,150 per dwelling.  The fact that Dunedin instituted the impact fee independently of the other towns creates a natural experiment.  To do this Delaney and Smith compile data on 5,839 new home sales across the four jurisdictions over the period 1971 through 1982.  

Using these data they employ a two-step procedure:  First they estimate the relation between observed new home sales price and the homes’ physical characteristics.  This model is estimated for each city for each year, a total of 48 regressions.  Home price estimates from these regressions, ones that hold constant the characteristics of the new homes sold, are used to create a ratio of predicted to actual house prices.  If that ratio is significantly greater in Dunedin but not in the other cities, then impact fees in Dunedin significantly increased home prices.
  Delaney and Smith find that the impact fee increased the price of the average new home in Dunedin from 3.3 to 4.7 times that in the other cities.  When pair-wise comparisons are made between Dunedin and Clearwater or St. Petersburg, the increase in new home price is statistically significant.  

The authors point out that this price difference exists only during the years 1973-1978.  After 1978 there is little difference in new home prices across cities, even though the other cities still had not imposed impact fees.  This is partly explained by the fact that Dunedin did not change the fee after its 1974 introduction.  If home prices in the larger market increased during this period, the impact fees would amount to a smaller percentage of new home prices over time.  It could be that the impact fee did not lead to a lasting differential in new home prices.  Perhaps house prices in the other cities adjusted upward to close the differential originally caused by the Dunedin impact fee.
  The bottom line is that the impact fee introduced by Dunedin significantly increased the price of new homes in that city compared with its neighbors.
  

 A shortcoming of this study is that it focuses only on the effects of impact fees on new home prices.  Delaney and Smith (1989b) expand on this by using price information on existing home sales in Pinellas County to assess the affect of impact fees.  They use sales prices of homes in Dunedin and in Clearwater, again for the period 1971 to 1982.  Why use only these two cities?  One reason is that the age of the housing stock is more comparable than in the other cities.  In addition, the two cities are more comparable in terms of population growth and the average home price.  Did the imposition of impact fees in Dunedin raise the price of existing houses compared with houses in Clearwater?    


The price of the average existing home sold in Dunedin increased significantly relative to the comparable home in Clearwater after Dunedin imposed its impact fee.  Delaney and Smith estimate that the price of the average existing house in Dunedin relative to the existing Clearwater home increased about $1.60 for every $1 of impact fee.  This suggests that impact fees in one community can have significant price effects across markets.  Delaney and Smith argue that “Policymakers should consider this ramification [cross market effects] in designing impact fee programs and other similar revenue-generating methods.  The fact that existing housing prices were found to increase (though less than prices for new housing) shows the effects are not confined to one market segment, but rather filtered through to other market segments.  This implies that windfall gains are accruing to existing home owners through the actions of public policy and therefore policy makers should consider taxing the windfall.”(p. 10)

In both studies Delaney and Smith do not include any location or neighborhood effects in trying to measure the price effects of impact fees.  To address this problem, Singell and Lillydahl (1990) include a wide variety of house characteristics to help explain the observed sale price.  For example, they hold constant the effects stemming from regional market conditions, cost factors such as mortgage rates and construction costs, and influences that are specific to the house sold, including the number of bedrooms, number of bathrooms, and lot size.


Singell and Lillydahl (1990) measure the effects of a $1,182 impact fee levied in 1984 on new home construction by town of Loveland, Colorado.  Unlike Delany and Smith, Singell and Lillydahl test for any price effect from the introduction of the impact fee using a methodology similar to “event studies” used in financial research.
  The “event” is when the impact fee was put into effect in July 1984.  Singell and Lillydahl examine the effect on home sales, both new and existing, during the 18 months before and after the impact fee took effect.
  Their results, based on a sample of 429 homes sold during this period, indicate that the impact fee increased new home prices by an average of $3,800, or almost a three-to-one price increase associated with the fee’s introduction.  The authors note that “if our results can be generalized, they also suggest that in unique communities isolated from areas with nearby housing substitutes, housing prices may increase by more than the impact fee.”(p. 90)  They also report that the sales price of existing homes also rose by an average of $7,000 after the fee was instituted.  Both results are consistent with the theoretical prediction:  Impact fees not only raise new home prices but also those of existing houses.  This latter finding suggests that current home owners stand to realize a significant windfall with the passage of impact fees.


Such fee-induced price increases have far-reaching effects, not the least of which is to keep potential buyers out of the market.  The effect also can spill over into rental markets.  Singell and Lillydahl argue that “the presumed virtue of impact fees is that the burden of new infrastructure is imposed on those who are responsible for the [new] cost. Our results suggest that such a view may be too simplistic…to the extent that rental rates are indexed to housing prices, all renters can expect to face increased costs.”(p.91)


Dresch and Sheffrin (1997) study the affect of impact fees on yet another housing market, that being Contra Costa County, which is close to San Francisco.  The use of impact fees in California largely stems from the passage Proposition 13 which limits the ability of local governments to fund infrastructure development through higher property tax assessments.  


As others do, Dresch and Sheffrin assess the effects of impact fees by regressing new home sales price on a number of variables thought to explain the observed price.  These variables include, among others, lot size, number of bathrooms, whether the home has a pool, a variable for the “view,” and square footage of the house.  To deal with the obvious non-standard aspects of the sample, Dreasch and Sheffrin divide the county.  Homes in the Eastern part of the county generally were smaller and, on average, sold for less than homes in the West-county segment of the market.  Although they do not include specific neighborhood variables (average income, racial make-up, etc.) they do include a specific community variable to hold constant any “neighborhood” effect.  The period used in their analysis is 1992 through 1996.  The fees imposed by the municipalities ranged from $16,000 to $24,000 per house.  

Dreasch and Sheffrin find that in the less affluent portion of the market every $1 in impact fee is associated with an increase in the price of the average new home of $0.25.  Because the price effect is less than the fee, this means that developers were unable to completely pass the impact fee through to the buyer.  Instead, while the buyer still paid more for the home than they would have without the fee, about 75 percent of the impact fee was borne by developers.  In contrast, each $1 in impact fee resulted in an average increase of $1.88 in new home prices in the more affluent housing market.  
Why the difference?  One possible explanation is that the East market was less competitive than the West market.  That is, the demand for new homes in the West county are was more price inelastic.  If there are few perceived substitutes, theory suggests that impact fees are more readily be passed on to the buyer.  This is what Dresch and Sheffrin find in the affluent West county market, but not in the East county market.  It may also be that more affluent home buyers viewed the impact fees as up-front costs for a higher level and quality of services (amenities) that would flow to them while they lived in the house.  


What makes this latter argument difficult is the fact that when Dresch and Sheffrin examine the effect of impact fees on existing home sales, they find no effect in the West county market, and only a small $0.23 price increase for each $1 fee effect in the East county market.  Unlike the results for Loveland, Colorado just discussed, the evidence from Contra Costa County, California indicates essentially no windfall gain for existing home owners from imposition of impact fees.  If the argument is that the fee simply reflects future amenities, why weren’t buyers of existing homes also willing to pay for these services?  


What if developers are unable to pass impact fees forward to new home buyers, as found in the East county area?   “If cities or counties require developers to finance services whose benefits accrue to residents in neighboring areas,” Dresch and Sheffrin note, “developers may not be able to pass on these fees to new residents.  Since the building industry is typically quite competitive, builders will be reluctant to undertake projects that pose a risk of below-market returns…the risk may prevent builders from going forward with projects.”(p. 75)


The effect of impact fees on home prices in suburban Chicago is the focus of the study by Baden, Coursey and Kannegiesser (1999).  Baden, et al. collected price data on home sales in eight Chicago suburbs over the three-year period from 1995 through 1997.  When testing their model using all the sales data, the results indicate that impact fees increase new home prices by a statistically significant amount.  This outcome is robust to changes in the model specification.  Based on their estimates, Baden and Coursey (1999) estimate that the fees raised new home prices by 70 to 210 percent of the actual fee charged.
  This range is consistent with previous estimates using data from other locales.  

They also report that impact fees increase the sales price of existing homes (homes 25 years or older) in these municipalities.  As others have noted, the increase in existing home prices represents a capital gain to current home owners.  Baden, et al., however, take the view that if home owners know of this possibility, they will rationally lobby against any property tax increase.  Existing home owners prefer impact fees if they generate a wealth transfer from new entrants to current inhabitants.  Baden, et al. note that “this capital gain is not free, however, because an increase in prices [of existing homes] will result in fewer houses being sold.  This result, too, may be viewed as desirable by current home owners concerned with rising congestion, obstructed views, etc.”(p. 29)


Mathur, Waddell and Blanco (2004) analyze impact fees on home prices in King County, Washington, using data on new single-family homes sold between 1991 and 2000.  They argue that previous studies report estimates of the effects of impact fees that are not robust, mainly because of specification problems.  Consequently, they include a much wider array of home and neighborhood characteristics in their regression analyses.  Specifically, in addition to the usual structural variables for number of bedrooms, bathrooms, square footage, etc., Mathur, et al. include measures of distance from urban area, neighborhood crime rates, tax rates, and level of services already available.  

The analysis is carried out for the entire sample of homes sold, dividing the sample between “low” and “high” quality homes.  Overall, a $1 impact fee increased the average home price in King County by $1.66.  For homes in the “low-quality” group, however, the estimated effect is positive though it is not statistically significant at any reasonable level.  That is not true for the high-quality sample of homes, however.  For this group a $1 impact fee is associated with a $3.58 increase in the home price.


The period that Mathur, et al. study is characterized by economic growth and an expanding population.  As in previous studies, such a housing market is one in which developers should be able to pass impact fees on to the buyer.  Why then do they find no significant result for the low-quality sample?  Perhaps buyers in this group simply had more choices and, therefore, the incidence of the impact fee fell more on developers than on buyers.  Another possible explanation is that buyers in the high-quality group simply were willing to pay the extra price, viewed as a “membership fee” to live in a certain area.
  


The recent study by Ihlanfeldt and Shaughnessey (2004) criticizes earlier work for failing to properly specify the models used to estimate the effects of impact fees.  Unlike others studies, their model includes, in addition to the usual structural variables, neighborhood characteristics such as race, personal income, the percentage of rental housing, and distance to employment centers. 
 Taking their data from the Dade County, Florida market, Ihlanfeldt and Shughnessey estimate the affect of impact fees on new and existing home sale prices.  The authors estimate their model to create a monthly index of new home prices.  Estimates of this monthly index are used in a “second stage” regression as the dependent variable, with measures of construction costs, in housing stock, rent, etc. as explanatory variables.  


Their approach indicates that impact fees raise new home prices by a factor greater than one.  The estimates for Dade County indicate that the average price of a new home increases by $1.64 for a $1 impact fee.  They also find that impact fees have a positive and statistically significant effect on existing home prices: a $1 impact fee raises the price of the average existing home by about $1.67.  


What makes this study unique is that Ihlanfeldt and Shughnessey provide estimates of the potential property tax savings that new home owners will enjoy from the use of impact fees to fund construction of new infrastructure.  They estimate the reduction in property taxes to be about $1.20 for every $1 of impact fee.  They argue that observed price increases associated with impact fees reflect home buyer’s subjective valuation of future property tax reductions.  That is, the services “paid for” by the impact fee are being capitalized into current house prices.  


This interpretation is strained.  For one, the estimated property tax reduction occurs only when a three-year lag is introduced into the model.  If homebuyers assume that the impact fee (and resulting higher home price) is associated with lower future property taxes, the lag is hard to justify.  Second, the very fact that the estimated effect of a $1 impact fee on home prices—both new and existing—is essentially the same ($1.64 and $1.67, respectively)—muddies this interpretation.  If impact fees have amenity and lower-property-tax effects, the observed price increase for new homes should be appreciably greater than for existing homes.  This is because for existing homes the major effect should be coming from the reduced property tax effect.  “It might be questioned,” the authors note, “that homebuyers are capable of making the link between the imposition of impact fees and lower property tax payments in the future.”(p. 657) Been (2005) argues that, “despite their claims, their model did not distinguish between an ‘excise’ tax effect and a capitalization of value added (or property tax reductions achieved) by the impact fee.”(p. 163)

Burge and Ihlanfeldt (2006) investigate whether impact fees used to finance water and sewer construction and for non-water/sewer services have different effects on home prices.  Because the impact fees assessed in these different jurisdictions are quite diverse, they standardize the fees based on three home sizes.  Using data from 41 counties in Florida covering the period 1993 through 2003, they find that the type of impact fee has different effects on house prices.  In suburban areas, for example, they find that a $1 non-water/sewer impact fee increases small home prices by $0.39, medium home prices by $0.82 and large home prices by $1.27.  In contrast, water/sewer related impact fees do not result in significant price increases.  The authors interpret their findings as support for the amenities view of impact fees.  That is, “the non-water/sewer impact fee results [are] evidence that these fees increase a county’s attractiveness to homebuyers.”(p. 304)
Why does “attractiveness” seem to cause significant price increases in the market for large homes?  In markets where the demand for housing is increasing and buyers perceive few substitutes—a condition that may prevail more in high-end markets where homebuyers wish to live in specific neighborhoods—impact fees can be passed forward to buyers.   This outcome accords with our theoretical prediction made earlier.

Coursey (2007) updates his earlier work on the Chicago suburban market to see if the earlier price increases associated with impact fees changed over time. 
   Again looking at home sales in seven Chicago suburbs but using data from home sales in the recent 2002-2004 market, he reports that a $1 impact fee raises home prices from $1.12 to $3.54 across the various suburbs.  This corroborates his earlier findings.


Anthony (2003, 2006) explores the effect that the 1985 passage of Florida’s Growth Management Act (GMA) had on the home real estate market.  Florida’s GMA mandates comprehensive planning by local governments, planning that often times led to the use of impact fees by local governments.  His 2003 study tests whether the GMA impacted housing affordability across all Florida counties between 1980 and 1995.  Anthony finds that housing affordability was significantly reduced after passage of Florida’s GMA.
  His 2006 study investigates whether there are separable supply and demand side effects of impact fees.  He finds that the GMA estimated supply-side effect increased home prices approximately $5,000 following its passage.  The estimated demand-side effect is to increase home prices by about $4,800.  He concludes that the GMA increased house prices significantly, thus significantly lowering housing affordability.  

Overall, the existing empirical evidence indicates that impact fees raise new and existing home prices, often by more than the fee itself.  This outcome does not hold across all markets—for example, the effect seems stronger in upper-end markets than in lower-priced areas—but there is a general result that fees raise house prices.

Impact fees and land prices


The foregoing review details investigations that measure the price effects of impact fee.  The focus is on new and existing home prices.  Other researchers have tested to see how impact fees influence prices in other areas of the real estate market, specifically land prices and rates of development.  What follows is a brief review of this body of evidence.  

Several researchers test to see if impact fees raise land values.  Skaburskis and Qadeer (1992) test for such an effect using lot prices in three Toronto municipalities.  They find that a $1 impact fee elevates lot prices anywhere from $1.23 to $1.88.  But this is a short-term response.  They suggest that “the long-term indirect consequences of increasing development impact fees lower lot prices.  Expectations of continued increases in the size of developer exactions reduce the potential profits to be made by converting land to urban use.  By increasing the cost of development, a policy of continually increasing levies reduces the size of urban growth premiums.  Expectations of higher future construction costs reduce current land prices.”(p. 665)


Evans-Cowley, Forgey and Rutherford (2005) also examine the relation between impact fees and land prices.  Using 1999 valuation data for 43 towns in the Austin, Dallas, Houston and Fort Worth metropolitan areas, they analyze the differential effect of impact fees on undeveloped and developed land.  Their results show that a $1 impact fee raises the value of developed lots by $0.31; for vacant land there is no price change.
  


Finally, two studies test for “secondary effects” of impact fees.  Skiddmore and Peddle (1998) ask if impact fees are associated with different observed rates of development across the 29 municipalities in DuPage County, Illinois.  Comparing new home construction across the towns over the period 1977 through 1992, Skiddmore and Peddle find that impact fees reduce development rates by about a third.  Average development growth in DuPage County was 4.3 percent in this period.  For those towns with impact fees, however, the average growth rate of development was about 3 percent.  It appears that impact fees may slow development.  As Skiddmore and Peddle conclude, “impact fees can therefore be expected to reduce development because they reduce the realizable value of developed land relative to the realizable value of undeveloped land.”(p.385)

Summary of the empirical evidence


The empirical work reviewed here spans nearly 20 years of testing for the effects of impact fees.  Most of the research focuses on whether such fees raise residential house prices, both new and existing.  Based on evidence Florida, California, Colorado and Illinois, the weight of the evidence is that impact fees raise prices for both new and existing homes.  Perhaps a more accurate statement is that impact fees are likely to significantly increase home prices in those housing markets where there is significant growth.
  Such conditions generally mean that new entrants face limited substitutes.  Such conditions hold for desirable school districts and for those areas with sought after “neighborhood effects”, such as proximity to urban centers.  This neighborhood effect also may exist because of ascetic reasons, such as the “view” that living in one area provides versus another.  In either case, these conditions play an important role in explaining the varying size-effects of impact fees.  The studies also show that impact fees are associated with proportionally higher house prices more often in high-end markets.  This may reflect the so-called amenity effect, where homebuyers are willing to pay the higher price because they expect that they will enjoy better services.  Buyers in high-end markets also may view the impact fee as an “entry fee” to join an exclusive neighborhood, one in which less affluent buyers are excluded due to the higher home prices (exacerbated by impact fees?).  Indeed, more than one researcher has noted that the increased price of homes associated with impact fees makes the fee similar to a regressive tax.    


Impact fees have been found to affect land prices.  The results generally indicate that impact fees raise lot prices, although the size of the increase varies if the land is developed or vacant.  Impact fees are likely to increase the cost to developers and reduce the expected returns from their investment.  If developers are not able to pass this cost on to buyers impact fees also have been shown to be associated with slower rates of development.


Because of the idiosyncratic nature of the studies—there are many different markets examined—the results are not completely comparable.  Still, some rough estimates of the affect of impact fees on the housing market can be made.  The studies surveyed report that for every $1 in impact fee new home increase from zero to $3.58.  The low-end results usually are found for “low quality” homes.  The higher figure is for an upper-tier housing market where it is common to find that impact fees raise house prices by a multiple of the fee itself.  Using the mid-points of each study’s reported results and averaging, on average the price of a new home increases about $2 for every $1 of impact fee.  

Considering the market for existing homes, the evidence also suggests that impact fees raise home prices.  Again using the midpoint of the estimated ranges and averaging, a $1 impact fee is associated with an average increase of $1.97 in the price of existing homes.  This average includes the large and somewhat questionable result for Loveland, Colorado.  Removing this potential outlier, the average increase in existing home prices is just about equal to the fee itself.  Still, this means that sellers of existing homes enjoy a windfall when municipalities impose impact fees on new homes.   
V.  Implications


Theoretical predictions and empirical evidence generally agree:  Impact fees raise the price of new and existing homes.  Even though the magnitude of the price increase varies across municipalities and even across segments of local housing markets, such fees increase the price of housing.  Are there broader implications that local municipalities should consider before impact fees are imposed?  This section looks at several reasons why municipalities, and concerned parties, should re-consider the use of impact fees. 
How are fees determined?

Impact fees are efficient if they approximate the marginal cost of providing new infrastructure.  “As long as the impact fee is efficient (funds infrastructure worth the cost of the fee, or reduces other tax liability or risk of tax liability by at least as much as the fee or risk premium),” Been (2005) points out, “consumers will suffer no net loss because they will receive in benefits a value equal to (or greater than) the cost of the infrastructure financed (or other taxes avoided) by the fee.”(pp. 148-49)  In other words, if the marginal benefit to the new entrant from the services they will enjoy from the new infrastructure is equal to the marginal cost of producing that infrastructure then buyers are no worse off in paying the impact fee.  This is one argument often made for why buyers of existing homes seem willing to pay higher prices:  The services from the expanded infrastructure are capitalized into home prices.


What if the flow of benefits realized by new homeowners over time falls short of their expectations?
  If buyers are mobile they would seek alternative housing markets.  Moreover, if property tax savings are not realized by substituting fees for future tax increases, or if the fee revenue is not spent on services that proportionally benefit new homeowners, the use of impact fees only becomes a mechanism for local governments to generate additional revenues.
  


Impact fees vary about as much as the number of municipalities that use them.  Are the fee structures always calculated with the notion that the fee will cover the cost of providing services?  Does the one-time fee represent the present discounted value of the future services that will flow to the new homeowner, or is it just the current cost of building a new road or sewer line?  


To measure any mismatch between fees assessed and the services provided, a researcher would need information that is not readily available.
  There is some evidence, admittedly limited, that local governments do not properly price infrastructure costs when setting impact fees. 
  Dewey and Denslow (2001) ask whether new homes actually cover the cost of new infrastructure; that is, would they over time cover the cost of services without paying the additional impact fee up front?  Using data for Alachua County, Florida, the authors estimate that in 2000 state and local governments provided approximately $25,000 of infrastructure per household.  Their calculations reveal that the average new home actually pays more in impact fees than the value of the services it receives over time.  They estimate that the average new home’s payment for infrastructure exceeds its “share” of infrastructure services by about 12 percent.  Although great care must be taken about generalizing from this one observation, the result is consistent with the theoretical literature that suggests governments are not efficient arbiters of tax revenues.

Diversity

Because impact fees usually raise home prices, they can reduce diversity in the housing population.  If higher priced homes mean that lower income buyers are excluded from a certain market, then impact fees are regressive and exclusionary.
  This is especially true if lower income groups do not have as many alternative housing choices compared with high income buyers.  Altshuler and Gomez-Ibanez (1993) argue that “housing costs absorb a greater proportion of income in poor households, so, if exactions increased the price of all types of housing by the same percentage, poor households would suffer more than rich.”(108)
  
Even though some claim that impact fees reduce diversity—in terms of excluding lower income groups—there actually is little empirical research comparing the cultural, racial or gender make-up of communities who use such fees to those that do not.  Even so, Been (2005) suggests that “impact fees appear to be most widely used in those areas of the country where suburbs are integrating most rapidly.”(p. 147)  She goes on to recognize that “so little is known about the characteristics of the jurisdictions using the fees that determining whether impact fees are tools for exclusion or are instead enabling growth in the areas that are relatively hospitable to the increasing suburbanization of racial and ethnic minorities is not possible.”(p.147)  Whether impact fees change community diversity—assuming that diversity is in fact a social goal—is an area in need of research.  It also is a concern that local governments need to consider when choosing to use impact fees over alternative measures of funding public services.

Fees and uncertainty

Imposing impact fees, especially when there are a myriad of fees for any one locale, may increase the uncertainty facing developers and buyers.  Consider the following scenario suggested by Skaburskis (1990).  A local community imposes an impact fee on new development.  Suppose such fees are introduced because a new development project is projected to increase the population of school-age children.  If the fee increases home prices enough, buyers may be more willing to purchase homes in another locale or simply buy existing homes.  If this occurs, developers could face lower returns from the development than they expected.  Skiddmore and Peddle’s work shows that such uncertainty can lead to reduced development.  


If local municipalities use fees to manage growth, the fee schedule may change as changes in growth dictate.  In this case, the fee schedule becomes uncertain and uncertainty reduces developers’ willingness to build.  Sufficient uncertainty means that developers may be willing to wait and see if the fee will be imposed, what the size of the fee will be, etc. before committing to new projects.  Waiting to develop land, especially in a growing market, will simply drive housing prices (new and existing) higher.
Efficiency of impact fees

It is not clear that impact fees actually accomplish what they are intended to do.  Although the evidence is limited, the revenues collected from fees may be greater than needed to fund additional infrastructure.  This is much more problematic when one considers the fact that the dollar amount of impact fees levied for purposes other than water or sewer lines into the development are hard to quantify.  For example, impact fees are often based on some formula applied to all new houses, often based on certain characteristics of the house.  For example, the number of bedrooms is taken as a proxy for the number of children that might live in the house and this proxy is used to levy school-related impact fees.  Of course, new owners who have no children will find this to be an inefficient tax.
  


Basing impact fees on certain fixed aspects, such as number of bedrooms, is a less than efficient approach.  Moreover, it is likely to be regressive.  Altshuler and Gomez- Ibanez (1998) note that impact fees “generally impose a greater percentage cost increase on low-value than high-value houses.  Impact fees usually vary only slightly with the value of the housing unit.  They typically do differ according to the number of bedrooms in a house, for example…The resulting fees almost certainly increase less than proportionately with the value of the unit” (p. 108)  Such fees are regressive since smaller homes may pay a much higher fee relative to larger homes.

Impact fees do not cause residents in communities to economize on their consumption of services.  Impact fees are one-time-only assessments, charged when individuals “join” the community.  If one purpose of such fees is to reduce consumption of scarce water resources or scarce services being provided to residents, an impact fee does not solve the problem.
  If efficiently pricing public services is the objective, a more efficient approach is to charge a user fee equal to the marginal cost of providing the service.  Indeed, some combination of the two would be ideal in managing growth and in managing the use of a community’s scarce resources.  Of course, such a two-fee system is likely to be politically unpopular with existing residents.  Still, it is not without precedent that residents are charged user fees for a service provided by their community.
Political economy of impact fees

Instead of increasing property taxes or seeking bond issue, local governments sometimes find it politically expedient to charge newcomers an “entry fee” to living in their community.  Of course, if impact fees increase prices for homes, this may have longer-term effects on existing residents’ property taxes as assessed valuations increase.  Still, existing homeowners are more likely to choose levying impact fees on new residents rather than increasing property taxes.  Yinger (1998) argues that “one would expect development fees to be used primarily in circumstances in which land use policy reflects the interests of current homeowners.”(p. 33) In local political discussions of whether to impose impact fees, potential residents might lobby against them if they could effectively organize.   Perhaps this group is, by proxy, being represented by developers and real estate professionals who generally argue against impact fees. 


Not only are impact fees often used in lieu of raising property taxes, Been (2005) argues that they also are used by municipalities to garner additional revenues over and above what is needed to fund infrastructure development.  If this is true, impact fees are simply a form of “rent seeking” by local government.  To illustrate this, impact fees levied by a school district to fund additional construction projects became moot when voters passed a bond issue for the same purpose.  Even so, the fee revenue was not returned.
  

What prevents cities from blatantly engaging in such rent seeking?  First used in a 1965 Wisconsin case and expanded by the Florida courts in 1976, courts have tried to curtail the improper use of impact fees by establishing a legal framework in which these assessments are established and applied.  Paraphrasing Altshuler and Gomez-Ibanez (1993, p. 52) there are several key features to the so-called rational nexus argument.  

· The fee must be designed to meet the additional service needed.  For instance, the fee should be set to cover the building of additional water/sewer lines necessitated by new development.  

· Costs of this service should be allocated in proportion to services used.  This obviously becomes more difficult when more than one development is served by the same infrastructure.  

· The fee and the facilities it funds should be part of comprehensive development plan.  

· The size of the impact fee should be net of anticipated tax contribution by new residents.  In other words, since new homes will contribute over time to the tax base via property taxes, sales taxes, etc., the fee should take this into account.  

· Impact fees revenues should be segregated until used for the purpose they were levied and they should be spent in timely manner. 

Most local governments undoubtedly strive to meet these criteria.  Even so, the complexity of using impact fees often leads them to substitute simplicity for efficiency.  
VI. Conclusions

Impact fees are viewed as an alternative revenue source, one used to fund additional infrastructure stemming from increased development.  This report provides an overview of what impact fees are and how they affect residential housing markets.  Impact fees basically act like a tax on new homes.  If buyers face limited alternatives—either in actuality or in perception—the incidence of impact fees falls more on buyers than developers.  In growing markets, passing the impact fee on to buyers inflates house prices.  Indeed, in growing markets the evidence is that new home prices often increase by a multiple of the fee itself.  Impact fees also are associated with increases existing home prices.
The fact that impact fees raise house prices has several consequences.  Obviously, higher prices reduce housing affordability and this may reduce diversity of the population.  If impact fees raise home prices, they also may adversely affect the incidence of property taxes.  If property taxes are not adjusted downward commensurate with the increase in valuation, impact fees may increase the burden of property taxes.  Moreover, unless properly calculated, impact fees simply are not an efficient tool to cover the costs of infrastructure development.
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Table 2

Impact fees in selected Illinois municipalities(1)

Municipality


Fee



Fee amount
Edwardsville


School



$2,683

Glen Carbon


School



$2,683





Road



  1,200









Total

$3,883

Huntley


School



$5,832





Park



  1,251





Library



     340





Fire protection


     685





Capital development

     750





Municipal complex fee
  1,000





Transition fee


  1,000






Total
          $10,857

Lindenhurst


School



$2,584





Library



     375





Village of Lindenhurst
  3,000






Total

$5,959

Naperville


School



$5,434





Park



  7,784





Road Impact Fee

  1,717





DuPage County Trans.*
     650






Total
          $15,585

Plainfield


School



$2,069





Park



  1,000





Traffic Improvement

  2,000





Municipal Facility fee

  2,000





Annexation Impact

  2,500






Total

$9,569

Poplar Grove


School



$3,589





Conservation fee

     219






Total

$3,808

Table 2, cont.

Sugar Grove


School



$5,080





School Cap Dev**

     870





Park



  1,349





Destination Park fee

     200





Library



     150





Traffic Pre-Emption Cntrl
     100





Road impact


  1,000





Emergency warning

     200





Fire impact


     486





Life-safety—Police

     200





Life-safety—Streets

     200





Capital Improvement

  4,000






Total
          $13,835

* Assumes 2500 square footage; assessed on homes within DuPage County only.

**Assumes fair market value of $330,000

(1) Source of Chicago suburb data is Coursey (2007).
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Figure 4

The effect of an impact fee on new housing
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Figure 5

The incidence of impact fees on new housing
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Figure 6
The effect of impact fees on existing housing 
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� A good introduction to the history of impact fees, or exactions as they are sometimes called, is Altshuler and Gomez-Ibanez (1993), especially Chapter 3.  Bauman and Ethier (1987) provide one of the first studies to document the use of impact fees nationally.  


�The study notes that “the fact that a state is not well represented in a national survey [for example, there are only four jurisdictions from Illinois included in the sample] does not necessarily mean that the state does not have many impact fees (although that may be true).”(p. 2)   


� For example, in 1985 Florida passed the Growth Management Act which required Florida municipalities and counties to develop comprehensive growth development plans requiring the need to control growth.  In California passage of Proposition 13 curtailed local governments from certain methods of raising revenues.  Hence the use of impact fees.   


� The data for the Chicago suburbs, taken from Coursey (2007), is for 2004.


� One point of interest is how these fees compare to the median family incomes in these towns.  Using the data in Coursey (2007), the fees amount to about 17% of median family income for both Huntley and Sugar Grove; 6% of median family income for Poplar Grove.  None of these are inconsequential. 


� For instance, if the price is greater than the equilibrium price (above Pe) the quantity demanded of new homes is less than the quantity supplied.  A price higher than the equilibrium price generates an excess supply of new homes in the market.  In a freely functioning market this will lead to price declines until the equilibrium price is re-established.  When the price is less than the equilibrium (below Pe) exactly the opposite reaction occurs in the market. In equilibrium there are no market forces pushing the price or quantity away from Pe and Qe.


� Consumer surplus is measured as the area above the price and under the demand curve.  Conceptually it is the amount that consumers pay for a good relative to what they would be willing to pay for it.  The lower the price the greater the consumer surplus.


� Producer surplus is analogous to consumer surplus.  It is the area below the price and above the supply curve.  It is the price that producers get for their product compared with the cost of producing it.  The higher the price the greater the producer surplus.


� A number of studies investigate the incidence of impact fees from a purely theoretical standpoint.   Among others, see Anderson (2005), Ding, Knaap and Hopkins (1999), Levine (1994), and Yinger (1998).  Yinger is often given credit for suggesting the so-called new view of impact fees:  Impact fees as beneficial to buyers if it allows them to finance new infrastructure more cheaply than through property taxes or assessments.  Been (2005) provides a useful overview of the theoretical literature.


� With increased population of school-age children, existing facilities at some districts are inadequate.  In response, many school districts have instituted or increased impact fees to cover the cost of building new schools and or expanding existing facilities.  Of course, relying on such fees assumes that the number of students will not decline in the near future—creating an excess capacity of school facilities—and that local funding alternatives, such as increased property taxes or bond issues, are not used.  What happens if impact fees are imposed and bond issues are, perhaps unexpectedly, passed to fund capital improvements?  Is the revenue from impact fees returned to the developers or does it remain in city coffers?  Such a problem is possible for the Triad School District, located in Madison County, Illinois.  Even though voters passed a $44 million construction program, the school district still is requesting a district-wide impact fee of $1,250 to $1,500 per new home.   See Donald (2007).  


� This argument follows Skabursksis (1990).


� This portion may change over time.  For example, in 2005 there were many forecasts of a continued growth in local real estate markets.  Within two years, unfolding events have shown that forecast to be incorrect.  As discussed below, it is likely that in this housing slump developers will find it increasingly difficult to pass impact fees through to buyers.  Since developers had lined up financing and even started projects based on expected prices and their share of impact fees, the reality is that they face a very different profit picture.


� Some of the empirical work survey below finds just such an effect.  It also should be noted that the affect of an impact fee on existing home prices also could hold for owners of rental property.  To see this, consider the following scenario:  An impact fee is imposed and the fee raises new and existing home prices.  For those who rent, the higher prices in both markets forestall their ability to buy, forcing them to remain in rental housing.  In effect, there are now fewer alternatives to renting.  If this is true, there may also be an increase in rental rates—a windfall to rental property owners—associated with impact fees.


� Coursey (2007) may be one marginal exception.


� The demand for housing in Pinellas County was considered to be price inelastic.


� Since the market is assumed fairly homogenous, it is also arguable that increase demand for homes would be similar across the four cities.  Thus, an increase in prices in Dunedin does not reflect an increase in demand for that town’s homes that is different from the other towns.


� If homes in Clearwater are substitutes for those in Dunedin, the impact fee increased the demand for homes in Clearwater, thus raising the prices of those houses, all else the same.  This shifting of demand would close the observed price differential between the two towns.


� It also is important to note that the additional revenue to the city of Dunedin by the impact fees was relatively small.  “Between 1974 and 1982,” the authors note, “the fees generated between $1.5 and $1.75 million dollars, hardly enough to make a significant contribution to infrastructure development.  The fees were a relatively small portion of Dunedin’s annual budget and resulted directly in little change in the adequacy of Dunedin’s sewer and water services.”(p. 52) This evidence supports the notion that impact fee schedules often are not set with great accuracy.     


� Event studies assess the effect of a special event, announcement of a stock split or a major event such as the outbreak of war, on stock prices.  


� One problem with this approach is that, if impact fees do affect house prices, the effect should have started influencing house prices in January, not in July.  This would be an approach to test the notion that buyers are willing to pay upfront for expected increases in services.


� The fact that impact fees raise new and existing home prices so significantly also suggests that the house price increase may overstate the imputed cost of services that flow to home owners over time.  That is, it is difficult to believe that the more than five-fold increase in prices for existing home associated with the impact fee reflects the true present value of the services received by new home owners.  


� This is the outcome for a comparable four-bedroom house situated on a quarter acre lot in each of the suburbs.  They include suburb features in their hedonic regressions to capture possible neighborhood effects that, in addition to house features, might explain the observed sale price.  


� Because the regressions include locality variables, the potential influence of choosing to live in one community or another is accounted for.  That is, the impact fee result is independent of where it is applied.


� Unlike Mathur, et al., however, they do not include other potentially important location measures, such as level of services or crime.


� As mentioned earlier, this is the only study found that re-examines previous work.  In this case, the market examined is the same although the data used are more recent.


� To study the effect of this act on housing affordability, Anthony devises an index measure.  His index is a proxy of affordability by comparing the median sale price of a home to the median family income in a county.  An increase in the index indicates a decline in affordability.  


� A potentially serious problem with this study is that the data used is assessed valuation for a given year, not sales price.  Even though the authors argue that assessed valuation is close to market price, this is not always the case as market prices reflect the buyer’s assessment of what a parcel’s expected return will be in the future.  Current assessments do not do this.


� The study of Dresch and Sheffrin (1997) does offer one counter example to this statement, however.


� Remember that these expectations are revealed by their willingness to pay the higher home price caused by the fee.  


� See Downing and McCaleb (1987) and Been (2005).  


� Most importantly, one would need to know the subjective valuation that households place on the services used.


� Consider, for example, the “traffic generation assessment contribution” (impact fee) used by the village of Glen Carbon, Illinois.  In 2006 each new single family detached home is charged an impact fee of $1,200.  This fee arises from the assumption that the house has the equivalent of two parking spaces.  The fee is thus derived from a calculation of the traffic generated by those two cars and the cost imposed on the city of that extra traffic.  Of course, some homes have more than two cars, some less.  In addition, while this suggests a $600 per car fee, apartments pay a fee of $480 per apartment unit, Shopping centers $900 per parking space and churches $180 per space.


� See, among others, Levine (1994).


� Arguably better education is a social good from which all residents benefit.  The question is whether this is the purview of property taxes paid by all residents to fund operating expenses of education.  In some cases, however, it is clear that school districts often view new development simply as a source of additional revenues.  


� One such example is how the village of Glen Carbon, IL determines the impact fee assessed on new homes.  It levies a flat fee of $1,200 per single family detached home.  This figure is derived from assigning each house 2 parking spaces—an estimate of road usage—and working backward from the cost of providing road services, reducing congestion, etc.  This fee, charged regardless of the size of the home, is clearly regressive.


� In this context, assessing an impact fee is done to cover the cost of building or extending infrastructure.  They are not meant to cover the cost of providing the flow of services in the future.  That is the purpose of property taxes, user fees, etc.


� See Donald (2007).
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