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SPECULATIONS

Why Are There NIMBYSs?
William A. Fischel

ABSTRACT. An owner-occupied home is an un-
usual asset because it cannot be diversified
among locations and because it is the only sizable
asset that most owners possess. Among the unin-
sured risks of homeownership is devaluation by
nearby changes in land use. Opponents of land-
use change are called NIMBYs (‘‘Not In My Back
Yard’’). This article submits that NIMBYism is a
rational response to the uninsured risks of home-
ownership. It explores the possibilities and draw-
backs of providing an insurance market to cover
such risks. It concludes that some progress is
being made towards developing such markets.
(JEL R52)

Residents who strenuously oppose devel-
opment of land in their immediate area are
often called ‘‘NIMBYs,”’ the acronymic per-
sonification of the expression ‘‘not in my
backyard.”” The opposition of neighbors is an
important problem in American land-use reg-
ulation. It can frustrate the implementation of
carefully planned residential development,
locally desired industrial development, and
placement of the necessary nuisances of ur-
ban life, such as power plants and landfills
(Downs 1994; Fischel 1991; Nelson 1999;
Portney 1991; Rephann forthcoming).

NIMBYs sometimes appear to be irratio-
nal in their opposition to projects in the sense
that they express far-fetched anxieties or
doggedly fight projects whose expected
neighborhood effects seem small or even be-
nign. I submit in this note that such anxieties
might not be irrational if we consider that
most NIMBYs are homeowners, and that
homeowners cannot insure their major (and
often only) asset against devaluation by
neighborhood effects. NIMBYism might bet-
ter be viewed as a risk-averse strategy. I con-
clude with a few notes about how an insur-
ance market might be developed to head off

these concerns, if indeed they should be al-
layed at all.

IT’S THE VARIANCE, DUMMY, NOT
THE EXPECTED VALUE

I had an epiphany about the cause of
NIMBYism at a Hanover, New Hampshire,
zoning board hearing in 1997. I was chairing
a meeting at which a developer, who was a
well-known native, was making a request for
a routine special exception. (Unlike vari-
ances, which are hard to get, ‘‘special excep-
tions’’ are presumed to be granted if the ap-
plicant meets specific criteria set out in the
ordinance.) He had purchased land in a
lightly-populated residential district and sub-
divided it into very large lots—Ilarger than
required by the zoning ordinance—to build
about a dozen single family homes. The pro-
posed homes would be considerably better
than those already in the neighborhood, and
all of them would be out of sight of adjacent
homeowners. All the developer needed from
the board was permission to build his drive-
ways across some intermittent streams that
qualified as wetlands. He bent over back-
wards to conform with the rules in that his
proposed driveways exceeded the recom-
mended drainage specifications at every
crossing.

The opposition came from neighbors, par-
ticularly two who lived closest to the pro-
posed driveway entrance. They raised the
usual NIMBY-style issues about flood con-
trol and character of the area, both of which
I thought were likely to be improved by the
development. As one opponent went on and
on about the supposed ill-effects of this proj-
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ect, I found myself brought up short: ‘“Wait
a minute,”’ I thought. *‘I know this guy (the
NIMBY). His son and mine are friends. I’ve
seen him at school functions and talked with
him. He’s a sensible guy, salt of the earth
type. He’s not crazy; he can’t believe that
this project is likely to harm him. So what’s
he worried about?”’

Light bulb turns on in my head: He’s not
worried about the likely, expected effect of
the development, which was benign. He’s
worried about the variance (statistical, not le-
gal) in the outcome. He, like almost everyone
else in town who appears at these hearings,
owns his home. It constitutes nearly all of his
nonretirement assets. He can insure it against
it burning down or having its contents stolen,
but he cannot insure it against adverse neigh-
borhood effects. So Tom (the NIMBY) was
doing his best in the absence of insurance to
reduce the possibility that some unlikely
event—a flood in his backyard, being kept
awake by cars along the proposed drive-
way—would adversely affect the value of his
home.

NIMBYism is weird only if you think
solely about the first moment, the rationally
expected outcomes from development.
NIMBYism makes perfectly good sense if
you think about the second moment, the vari-
ance in expected outcomes, and the fact that
there isn’t any way to insure against neigh-
borhood or community-wide decline.

As often happens with my great ideas, I
soon found that someone else had thought of
it earlier. In an obscurely published paper
that I nonetheless had in my files (and so
maybe my zoning-board epiphany was just
my subconscious at work), Albert Breton
(1973) invoked economic theory to explain
the existence of zoning and the difficulties it
posed for developers. He identified the cause
of residents’ aversion to development as an
incomplete insurance market. Since residents
cannot insure against neighborhood change,
zoning offers a kind of second-best institu-
tion. If homeowners were insured against
neighborhood decline, they wouldn’t worry
so much about seemingly unlikely scenarios
and behave like NIMBYs. (An earlier but
more general suggestion for home-value in-
surance is Marcus and Taussig 1970.)
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In further support of the idea that the risks
of homeownership are the source of the prob-
lem, I would point out that both apartment
owners and apartment dwellers are rarely
NIMBYs, even after accounting for their
lower numbers. I don’t have numbers on this,
but in my ten years experience on a zoning
board and my continuous attention to other
land-use disputes, it appears that the opposi-
tion to land use change is nearly always by
homeowners. The only systematic exception
is opposition by existing businesses to poten-
tial competitors, and even then they usually
try to clothe their naked protectionism with
appeals to environmental issues that primar-
ily affect homeowners.

Lack of NIMBYism by apartment owners
seems strange only if we attribute NIMBY-
ism simply to expected effects of the pro-
posed development rather than the variance
of those effects. In absolute dollars, owners
of multifamily housing have even more to
lose from adverse neighborhood effects than
most homeowners. And apartment owners
could be pretty effective NIMBYs if they
cared to, since they could round up tenants
and business allies to oppose the land-use
change. But such opposition is rare. The rea-
son is that owners of multifamily homes can
spread their risks of ownership much more
easily than homeowners. They cannot insure
against devaluation of their assets from
neighborhood change, but they can divide
ownership of rental housing among many
owners much more easily by forming a REIT
(Real Estate Investment Trust) or some other
multi-investor form of ownership.

HOMEOWNERSHIP IS A
LOPSIDED ASSET

Homeowners are a major political force in
all local decisions, not just land-use regula-
tion. Two-thirds of all American homes are
owner occupied, but even this understates the
importance of homeowners in local affairs.
Homeowners vote in municipal elections
fifty percent more than renters do (Rossi and
Weber 1996).

An owner-occupied home is a peculiar
asset in two respects. The more obvious is
that the investor is also the consumer. This
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dual relationship surely contributes to some
of the NIMBY syndrome. Consumers get
some surplus from most of the goods in their
possession—otherwise they would not long
remain in their possession. We should not be
surprised that owner-occupants are more
attached to the same objects that are for dis-
tant investors just so many dollars.

The other peculiarity of homeownership is
that it is a high-return, high-risk asset that is
held by people who have little ability to di-
versify that risk. Owning a home is finan-
cially attractive because the imputed rent on
owner-occupied housing is not taxed and be-
cause taxation of capital gains on an owner-
occupied home has long been deferrable and
is now completely avoidable for most own-
ers. The tax treatment of homes makes it an
especially desirable asset during inflationary
times. But even in the long run, owning a
home—in particular, owning a plot of land
on which a home can be built, rebuilt, ex-
panded or simply stay put—has had an ex-
cellent average return (Gyourko and Voith
1992).

As with other high-return assets, however,
homeownership has a good deal of risk
(Crone and Voith 1999). The relative price of
housing fluctuates with the national economy
(Gyourko and Voith 1992), with regional
economic conditions (Case and Shiller
1989), and with changes in community and
neighborhood conditions (Malpezzi 1996).
These fluctuations make it a problematical
investment.

Suppose an investment advisor told you to
take almost all of your assets and purchase a
single firm that produced one product in a
single location. She assures you that this firm
has in the long term been had a good rate of
return, but, upon your questioning, she does
admit that it has had a lot of ups and downs.
Most people would decline to pursue such a
strategy when put that way, but that is what
owning a home is for most American house-
holds.

It might be suggested that the risks of
homeownership could be offset by investing
one’s remaining assets in safer investments.
It is possible that Americans do not own
enough risky stocks for this reason (Fratan-
toni 1998). They invest in bonds and safe,
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blue-chip companies in order to keep their
risks low and offset their homeownership
risk. But this argument can apply for only a
small fraction of homeowners. The vast ma-
jority of mature households do not have any
savings in anything other than their homes
(Venti and Wise 1990). After owning a
home, there’s not much left to diversify.

It was widely reported in the late 1990s
that the bull market for corporate stocks has
made the aggregate value of these stocks ex-
ceed the aggregate value of homes in the
United States. (The last time this happened
was in 1968, after which stock prices took a
prolonged dive.) However, the 1990s in-
crease in stock-market wealth has not been
widely shared. Examining the U.S. Survey of
Consumer Finances, Joseph Tracy, Henry
Schneider, and Sewin Chan (1999) found
“‘that the typical household in 1995 had 66
percent of its total assets in real estate and
no portion of its assets in corporate equity.”’
(Their emphasis, p. 3. Mutual funds and
defined-contribution retirement funds are
counted as equity but the present value of so-
cial security benefits is not. Other household
assets include automobiles, consumer dura-
bles, and bank accounts.)

PERSONAL ATTACHMENTS AND
RELUCTANCE TO TRADE
ALSO FAN NIMBYISM

There are, of course, other reasons that
homeowners are touchier about changes in
their neighborhood than about other types of
financial risks. Living in a home for a long
time creates a personal attachment for which
changes in the neighborhood are upsetting.
And the well-known (but often ignored)
“‘offer/ask’’ disparity in economics indicates
that people who are already in possession of
something need to be paid a great deal more
when asked to give it up than those same
people would offer to pay for the same enti-
tlement if they did not currently possess it
(Knetsch 1990). In short, you ask more (to
give up something you own) than you offer
(to obtain something not already in your pos-
session).

I am inclined to discount at least the first
of these sentiments, long-time residence, as
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a prime mover for NIMBY anxiety, though.
My experience observing NIMBYs is that
newcomers are at least as inclined to object
to changes in their neighborhoods as long-
time residents. Indeed, Kent Portney (1991,
94) found that long-time residents were less
opposed than newcomers to the establish-
ment of proposed waste sites in Massachu-
setts. Perhaps newcomers do form attach-
ments to their homes very quickly, but if it
is that quick, there cannot be much to the
idea that long-time residence is especially
important. The obviousness of the recent pur-
chase price and the obligation of a new mort-
gage may fuel newcomer NIMBYism. At
any rate, duration of residence does not seem
to account for NIMBYism.

The offer-ask disparity is a better explana-
tion but still not entirely satisfying. The prob-
lem isn’t the concept itself, which has plenty
of empirical evidence in support of it
(Knetsch and Sinden 1987). (This is one of
the few areas in economics in which psycho-
logical experiments have played an important
role.) The problem is how to decide what ob-
jectors should regard as the status quo of
their neighborhood.

Taken at face value, NIMBYism regards
the status quo as the current use (or nonuse)
of land in their neighborhood. They want it
left the way they found it. But I have had lit-
tle trouble convincing more disinterested ob-
servers that a more reasonable status quo is
the long-standing zoning rules that apply to
the neighborhood. If zoning creates, as I
think it does, a sense of entitlement, then that
entitlement belongs as much to the owners of
the undeveloped parcels as to the owners of
homes that were developed under the same
rules many years earlier.

In other words, the NIMBYSs are not being
asked to give something up. They are de-
manding that someone else give up a right
similar to that which they (or their predeces-
sors in title) had themselves exercised to
their advantage. I must admit that this is a
normative conclusion on my part, but I have
found historical evidence that state constitu-
tion framers did think in such terms when
dealing with property and eminent domain.
(Fischel 1995). At any rate, it still seems like
the lack of homeowner insurance offers a
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cleaner explanation for the more extreme
forms of NIMBYism, which arises even in
cases in which developers are not asking for
significant regulatory relief.

CAPITALIZATION SUGGESTS
CALCULATION

One criticism of my rational, risk-aversion
explanation for NIMBYs might be that it as-
sumes too much sophistication on the part of
homeowners. After all, one seldom hears
homeowners express the idea that their oppo-
sition is based on financial risk aversion.
People only occasionally talk about financial
assets when they express their opposition to
neighborhood change. They bring up health
concerns or traffic congestion or overcrowd-
ing the schools or rising crime rates or air
pollution or loss of open space (Hunter and
Leyden 1995). It’s kind of gauche to blurt out
the idea that financial considerations are at
stake (Frey, Oberholzer-Gee, and Eichen-
berger 1996).

Financial issues clearly are at stake,
though. Economists have shown with an
enormous range of studies that home values
are directly affected by health hazards, con-
gestion, school quality, crime rates, air pollu-
tion, and open space. Each of these factors or
their positively expressed correlates shows
up consistently in capitalization studies
(Timothy Bartik 1986; Li and Brown 1980;).
Home buyers appear to know about these
conditions and their likely persistence and
adjust the amounts they are willing to pay for
homes. Indeed, these studies suggest that it
is not simply the current conditions that mat-
ter, but their likely persistence. The buyer of
a home next to an open field will offer more
for it if the field is in a zone destined for per-
manent open space than if it is zoned for
commercial or industrial development
(Fischel 1990). Home values reflect not just
what is happening now, but the odds of what
will happen in the future.

Economists do, of course, argue about the
details of capitalization. Econometric tech-
niques for estimating how much capitaliza-
tion occurs in housing markets are quite
complex. This is largely because many of the
factors that affect a property’s value are also
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determined by the property itself. For exam-
ple, high property-tax rates tend to reduce a
home’s value, but determining how much is
tricky because tax rates themselves depend
on home values. John Yinger and co-authors
(1988) found that property-tax capitalization
rates are low, but more recent studies by
Oded Palmon and Barton Smith (1998) es-
tablish that fully anticipated taxes are nearly
100 percent capitalized. My point here, how-
ever, is that no economist of my acquain-
tance disagrees with the principle of capital-
ization. We all agree that anticipated future
events affect the value of a home under nor-
mal market conditions.

If home buyers are apparently so sophisti-
cated, why don’t they talk about it after they
have made the purchase and show up at a
land-use hearing? One reason is that talk
about one’s own financial position seems ex-
cessively selfish. In a public forum, the ap-
pearance of selfishness is counterproductive.
I submit that this is not merely a matter of
social convention. Talk of such things as air
quality and traffic and schools and open
space brings concerns of other people in the
neighborhood into the picture. Framing the
opposition in terms of public goods and spill-
over effects cements the opponents around a
common issue, and it gives the public offi-
cials a reason to prefer the NIMBYSs’ posi-
tion against the developer’s.

IF I’'M RIGHT, WHY AIN’T I RICH?

I have argued that a major—not the
only—source of NIMBYism is homeowners’
response to uninsured risks. If I am right
about this source, and if NIMBYism is re-
sponsible for stopping projects that otherwise
would raise aggregate land values in the
neighborhood, there must be some potential
gains from trade that are unexploited. There
is room, in other words, for a smart person
to initiate a market for home-value insurance.

Here is the insurance contract that would
do the trick: In the event that the insured’s
property does not rise by the amount that it
would have had the development not taken
place, the insurer will pay the owner the dif-
ference at the time the owner of the property
(or his heirs or legatees) chooses to sell it.
Once this difference is paid, the succeeding
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owner acquires no further claim for adverse
effects of the development on the property.

The reason the purchaser has no further
claim after the insurance claim has been paid
to the seller is that the purchaser has been
compensated for the adverse effect in the
form of the lower price of the house. This is
why, incidentally, there is no injustice in the
mere fact of differing property tax rates to
finance schools in different communities.
The higher rates are compensated for by
lower housing costs, leaving the owner in the
high-rate town with more money to pay taxes
(Hamilton 1976).

To state the contract’s basic terms is to il-
lustrate why such insurance is difficult to
write. If this were an insurance contract for
fire damage to the home, the baseline event
that triggers the insurance is easy to identify.
The house catches on fire and physically
damages the property. There are plenty of
collateral issues that follow from this event:
Did the owner set the fire or not work hard
enough to prevent it? What is the value re-
maining if the house was not entirely con-
sumed? But the baseline event, at least, is
easy to determine, and the ‘‘but for’’ sce-
nario reasonably clear. Either there was a fire
or there wasn’t.

Devaluation of a home’s value, however,
can follow from many neighborhood, com-
munity, and national events besides the
nearby development for which the insurance
is written. The appropriate ‘‘but for’”’ com-
parison group may also have changed over
time. Even if it did not, the selection of the
appropriate price index on which the insur-
ance contract can be based is quite difficult.
Karl Case, Robert Shiller and Allan Weiss
(1993) have tried to establish metropolitan-
wide price indexes to allow people to hedge
(insure) against regional price changes. The
limited success of their enterprise suggests
that it would be even more difficult to estab-
lish the neighborhood price indexes neces-
sary for NIMBY insurance.

I should note one existing insurance pro-
gram that addresses the issue of home-value
decline. Some neighborhoods in the Chicago
area offer home-equity ‘‘assurance’’ pro-
grams to help deter panic selling in the face
of racial change in their neighborhoods
(Mahue 1991; McNamara 1984). (It is called
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‘‘assurance’’ instead of ‘‘insurance’’ in order
to escape the elaborate regulations of Illinois
insurance companies.) Home-equity assur-
ance was invented in Oak Park, but it has
been adopted most widely in Chicago pre-
cincts. Its primary economic problem, how-
ever, is that it insures only the nominal price
of homes at risk. Without a local housing-
price index, any adjustment for general in-
flation must be made by the costly process of
reappraising the home to be insured.

INFORMATION COSTS HINDER
HOME-VALUE INSURANCE

Aside from the price-index problem,
home-value insurance presents an especially
problematical kind of moral hazard. The
moral hazard of fire insurance is that the
homeowner might not take efficient care to
reduce fire hazards if he is insured. He may
decline to install smoke detectors or have the
wiring upgraded at his expense. To combat
these hazards, the insurer can make insurance
rates conditional on the homeowner under-
taking certain practices, such as not smoking
tobacco and installing smoke detectors.

The insurer of a home against the adverse
effects of a nearby development has to deal
with less-controllable moral hazards. Here is
a concrete example. The developer of a large
office building offers to insure nearby resi-
dents against devaluation of their homes if
they agree to support his project. (How
“‘nearby’’ is itself a problem, since proximity
effects of office buildings are negative for
close-in homes but positive for those a little
farther away [Thibodeau 1990].) The devel-
oper cannot offer it himself, as the neighbors
may fear, with good reason, that the devel-
oper could go bankrupt in the next business
cycle. So he has to have an insurance com-
pany underwrite the contract. Because the in-
surance company can take on a variety of
(hopefully) uncorrelated risks, it is more
likely to be solvent if and when the contin-
gent payment must be made.

This may be a good time to note the differ-
ence between the developer offering insur-
ance to neighbors and his offering compensa-
tion. Both help assuage the opposition, but
they address different anxieties. Compensa-
tion is a payment that requires the neighbors
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to accept the risk. Compensation is most of-
ten offered as goods-in-kind, such as a neigh-
borhood park, though I have observed
straightforward, above-board offers of cash
(Lassar 1990). But once compensation is
granted, the downside risk of the develop-
ment’s neighborhood effects remains with
the neighbors. Insurance, on the other hand,
pays the neighbors nothing if the develop-
ment has no adverse effects. It is purely con-
tingent on a future outcome, and it insulates
the neighbors from risk. The NIMBY prob-
lem is not their demands to be left whole via
compensation of some sort. It is their unwill-
ingness to accept even that compensation be-
cause of their high anxieties about unfore-
seen effects.

Return now to the moral-hazard problem
of third-party insurance. Having made the in-
surance contract with a third party, the office-
building developer can now propose to regu-
lators a layout of the proposed building that
is more profitable to him but which is ad-
verse to the neighborhood. If the adverse ef-
fects devalue the neighborhood by more than
the present value of the additional profits to
the developer, this change should not be al-
lowed. But the regulators, hearing no com-
plaint from the now fully-insured neighbors,
go ahead and approve it. The third-party in-
surer could, of course, attend all of the plan-
ning commission hearings and other events
at which changes might be made, or she
could write the contract so that it is void un-
der such conditions, but all of these add to
the costs of writing the insurance and thus re-
duce the value of the transaction.

What this scenario illustrates is that some
level of NIMBYism may be a good thing. It
is likely that the immediate neighbors to the
development are in a better position to moni-
tor much of the behavior of the planners and
the developers than an insurance company.
An insurance contract undercuts this motiva-
tion.

WHAT IS THE RIGHT LEVEL OF
NIMBYISM?

As I suggested at the end of the last sec-
tion, NIMBYSs are not all bad news. Without
neighborhood opposition, some projects that
devalue their community and neighborhood
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would get passed. Even local regulators are
often unaware of the micro-neighborhood
conditions that might be affected by the pro-
posed development. They depend to a large
extent on the willingness of neighborhood
residents to take the time and expense of tes-
tifying about the possible effects. Thus the
real trick in dealing with NIMBYs is motiva-
ting them to provide information and opposi-
tion when it is appropriate to do so, but not
further.

This sounds Delphic, sort of like Einstein
supposedly saying that one should simplify
all models, but not too much. But the concep-
tual issue for the right amount of NIMBYism
is not that difficult. If the excess of NIMBY-
ism is due to risk aversion, then the right
amount of it is that generated by risk-neutral
neighbors.

Risk-neutral actors are concerned with ex-
pected outcomes, not the variance in those
outcomes. Thus one wants neighbors to a re-
ally bad project to be motivated to show up
at regulatory hearings and oppose it. But risk
neutral neighbors would not oppose a bene-
ficial project merely because it had some risk
of not working out so well. After all, every
project has some of that risk; to eliminate it
would be to opt for no development at all.

There is a rationale, however, for some
degree of public risk aversion. Environmen-
talists point out that irreversibility is one rea-
son to be risk averse about changes. The dra-
matic example is species extinction, but it
arises also in more mundane development
activities. Building a house on what was for-
merly a nice open view is not physically irre-
versible, but as a social matter, it’s pretty
close to it. By this argument, there should be
some extra risk aversion expressed by people
who are worried about the loss of open space
or pleasant views, since the downside is es-
pecially difficult to fix. If we make the devel-
oper do two more studies of its impact, goes
this argument, it will only put off desirable
development that will be easily done in the
future. If we rush to make a decision that
turns out wrong, it cannot easily be undone.
So perhaps there is some reason to want
homeowners to block developments as
NIMBYs, since they are risk averse.

The problem with this argument is that
homeowners aren’t just risk averse for rea-
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sons we might applaud. They might also op-
pose development for unsavory reasons, like
snobbishness or racism. Since few NIMBY's
would admit to such motives in public, as-
signing them the role of risk-averse stand-ins
for the environment still seems excessive.

IS IT WORTH REDUCING
HOMEOWNERSHIP TO
COMBAT NIMBYISM?

Another approach to reducing NIMBYism
would be to reduce homeownership. Taking
away the tax benefits of owning a home com-
pared to owning other forms of capital would
surely reduce, though hardly eliminate, the
high rate of homeownership in the United
States. That this might reduce the incidence
of NIMBYism.

As international evidence of this, I note
that the Swiss have a homeownership rate of
about 30%, the lowest in the developed
world (Balchin 1996, 11). The most likely
reason for this is that the Swiss tax the im-
puted rents on owner-occupied housing, so it
is more like other investments there. Bruno
Frey and Felix Oberholzer-Gee (1997) find
that it is easier to locate nuclear waste sites
in Switzerland even though residents report
that they worry about its ill effects as much
as those of other nations.

Frey and Oberholzer-Gee attribute the
deficit of Swiss NIMBYism to appeals to
public spirit, which they claim works better
than offers of compensation. Be that as it
may, their statistical results show that Swiss
homeowners, like their American counter-
parts, were more opposed to uncompensated
siting decisions than others. It’s hard to say
what the Swiss polity would be like if home-
ownership were doubled, but I doubt it would
make locating waste dumps easier.

Reducing the incidence of homeown-
ership might also help reduce unemployment
(Oswald 1996). This is because it is easier to
move from high unemployment areas to re-
gions where there are jobs if one does not
have to sell one’s home and if rental units are
plentiful in the job-rich areas. Nonetheless,
homeownership policies in the United States
seem quite well entrenched, and there are
reputable studies that suggest that it has some
good qualities. Even after accounting for
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many other differences among households,
homeowners seem to be better citizens
(DiPasquale and Glaeser 1999).

The reason for homeowner’s better citi-
zenship is much the same as the reason they
are NIMBYs. Because they have a lot at
stake in the community, they are inclined to
support better schools, for example, even if
they don’t have kids in school, and even if
they plan to sell in the near future (Berg-
strom, Rubinfeld, and Shapiro 1982). They
know that potential buyers of their home are
likely to have children at some time and so
be interested in good schools. Or, to take the
reverse tack, even if they have many children
in school, they won’t go overboard on school
spending if the higher taxes required to do
so would make their homes less attractive to
buyers. Renters do not have a similar benefit-
cost discipline imposed on them, since the
rents they pay tend to rise and fall with the
quality of public services available. Renters
are not residual claimants of the good things
and bad things that happen in their neighbor-
hood and community, which may explain
why they participate less in local affairs
(Moomau and Morton 1992).

I would conclude from this that policies to
reduce homeownership would not be a good
way to control excessive NIMBYism. Rent-
ers don’t have enough NIMBY incentive, an
incentive which, if taken in a risk-neutral
context, offers useful information to regula-
tors. The risk aversion presented by present-
day NIMBYs does not distinguish between
situations in which it may be socially appro-
priate, as in environmental issues, and those
in which it may not, as in social issues. For
this reason, I believe that it is worth wrestling
with the problems of homeowner insurance
contracts as a solution to the NIMBY
problem.

There is another approach to the home-
owner problem that does not reduce the num-
ber of homeowners or insure them from
risks. Andrew Caplin and co-authors (1997)
instead propose to create a market in home-
owner partnerships so that owner-occupants
can share their equity with other parties. This
would be the homeowners’ parallel of a real
estate investment trust. This is not insurance,
since all owners still bear the risks, but it
would allow homeowners to diversify their
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equity. As I noted earlier, such diversifica-
tion on the part of apartment owners may ac-
count for their lack of NIMBYism.

The housing partnerships envisioned by
Caplin et al. (1997) and the home-value in-
surance of Case and Shiller may seem far-
fetched. But then secondary mortgage mar-
kets probably seemed farfetched at one time,
too. It may be that the NIMBY problem will
fade as a result of more efficient financial
markets rather than political reforms.
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