
Article

Reassessing the Impact of Local Control:
When Smaller Local Governments Permit
More Housing
Martin Vinæs Larsen and Laura Kettel

Housing scarcity is a widespread social and economic problem. Prior studies have attributed this scarcity to local control over land
use, which has been seen as making policy makers more responsive to small electorates. Challenging this argument, we suggest that
smaller jurisdictions have stronger incentives and greater capacity to raise tax revenue by building housing. Therefore, expanding the
electorate that policy makers are responsive to could lead to a more restrictive housing policy. To explore this question empirically,
we study a reform that consolidated some Danish municipalities, increasing the size of their jurisdiction. Using a difference-in-
differences design, we find that consolidatedmunicipalities issue fewer permits and complete less housing than smaller jurisdictions.
Our study thus shows that politicians permitted more housing when they were accountable to a smaller electorate. This upends
conventional wisdom and suggests that local control need not be at odds with more liberal land use policy.

A
cross the world, growing housing costs have effec-
tively locked the working and themiddle class out of
some of the world’s most productive cities (Glaeser

and Cutler 2021), thereby increasing economic segregation
(Ganong and Shoag 2017), lowering overall economic
prosperity (Hsieh and Moretti 2019), and fueling political
discontent (Ansell et al. 2022; Larsen et al. 2019). In both
Europe and the United States, restrictive land use policies
are at least partially responsible for creating a scarcity of
housing that limits affordability (Bertaud 2018; Glaeser
and Gyourko 2018). So, why do cities not issue permits for
more housing to better keep up with rising demand?
Researchers, policy makers, and pundits often point to

local control over land use policy as a potential culprit

(Glaeser and Ward 2009; Infranca 2019; Schuetz 2022).
They argue that local control leads to more restrictive land
use policies, because it makes the relevant policy makers
responsive to a smaller electorate. When the electorate
is small, more citizens will live near any proposed housing
development. This means that a large fraction of the
electorate will experience the negative local externalities that
accompany the siting of new housing, such as congestion or
lower housing prices, and organize to oppose development.
On the contrary, if power is given to regional or state
governments, the electorate is much larger, and the power
of those who live near new developments—that is, the
potential opposition—will be diluted. Similar arguments
have been used to explain why jurisdiction size correlates
with land use policy (Favilukis and Song 2023;Marantz and
Lewis 2022) and why changing from at-large to district
elections reduces housing supply (Hankinson and Maga-
zinnik 2023;Mast 2024).Overall, existing research suggests
that as the size of the electorate to which policy makers are
responsive increases, land use policy becomes less restrictive.
This article challenges the commonly held assumption

that local governments with smaller electorates are more
likely to adopt restrictive housing policies; in fact, we
suggest that they sometimes permit more house building.
Specifically, we argue that policy makers weigh the risk of
facing local opposition to new construction against the
potential benefits of pursuing growth (Peterson 1981),
and that the benefits to pursuing urban growth through
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building housing are particularly strong for smaller local
governments. This is because the tax base of smaller
jurisdictions is more exposed to negative economic shocks
because any shock is less likely to balance out across the
small population. Moreover, smaller jurisdictions can
compete more effectively with other jurisdictions for
new residents because relocation over shorter distances
is less costly (Tiebout 1956). In this way, smaller local
governments are likely to have a stronger interest in—and
greater capacity for—raising tax revenue by using the
permitting of new housing to attract additional taxpayers.
To explore this theoretical argument, we study a reform

that consolidated Danish municipalities into larger local
governments. Only two-thirds of all Danishmunicipalities
were consolidated, leaving us with a control group that was
unaffected by the reform. Using administrative data on
housing permits and construction over 25 years and a
difference-in-differences approach, we find that consolida-
tion led to a reduction in housing permits and completions.
Consistent with our theoretical argument, this effect was
most pronounced in areas where consolidation reduced tax-
base volatility and dramatically increased jurisdiction size.
We also explore and reject alternative explanations, such
as changes in the demand for land, in political composi-
tion, or in demography.
By demonstrating that politicians permit less housing

when they become accountable to a larger electorate, our
study pushes us to think differently about how politicians
set land use policy, a critical policy area that shapes patterns
of inequality, voting behavior, and local economic condi-
tions. In doing so, we contribute to an emerging body of
research examining how fiscal policy connects with land
use policy (Hilbig andWiedemann 2024). Specifically, our
findings support the notion that local fiscal autonomy plays
a critical role in shaping incentives for land use regulation,
with greater autonomy encouraging less restrictive policies
when local governments stand to gain revenue from pop-
ulation growth (Krimmel 2022).
Although the exact scope of our findings remains uncer-

tain, they clearly challenge the notion that greater local
control over land use will always—or even most of the time
—lead to more restrictive housing policies. In addition, our
findings show that land use policy is driven not solely by the
strength of NIMBY homeowners but also by the incentives
that local governments have to pursue urban growth—and
these incentives vary across different localities and according
to jurisdiction size. More broadly, our study highlights the
importance of considering the unique pressures faced by
local governments when shaping policy, such as limited
fiscal autonomy and intense interjurisdictional competi-
tion. Although these dynamics have been central to classic
works on local politics (e.g., Peterson 1981; Tiebout 1956),
they have been overlooked in more recent scholarship on
local government (Trounstine 2009; Warshaw 2019).

The Politics of Land Use and Local
Control
The politics of land use is key to understanding contem-
porary debates on urban development and housing afford-
ability. Land use regulation is traditionally one of the
major functions of local government (Peterson 1981;
Schuetz 2022): it is used to manage space, specifically
the “pace, location, and extent of development” (Pendall,
Puentes, and Martin 2006) through different regulatory
policies, including “zoning, planning, growth boundaries,
development fees, and growth caps” (Trounstine 2020). It
is largely through contestation over land use policy, such as
debates over zoning regulations and development projects,
that different stakeholders in the local built environment
exert their preferences.

There is a growing literature that tries to explain why
certain localities have more or less stringent land use regu-
lation, specifically as it pertains to the permitting of new
housing. These studies tend to focus either on differences in
the power of particular political actors, such as differences in
the strength of developer interests (Ouasbaa, Solé-Ollém,
andViladecans-Marsal 2022; Peterson 1981) and changes in
partisanship (de Benedictis-Kessner, Jones, and Warshaw
2022), or on demographic factors that might increase
demand for more stringent land use, such as the racial
and economic composition of the metro area (Danielson
1976; Sahn 2021; Trounstine 2020). In this article,
however, our focus is not on variation in political elites
or the mass electorate but on the political institutions
that govern how they interact. In particular, we want to
understand how and why voters and politicians might
interact differently when land use is set by small as
opposed to large local governments.

Existing work suggests that the degree of local control is
an important determinant of variation in land use policy
(Glaeser, Gyourko, and Saks 2005) and makes consistent
predictions about how local control affects the politics of
land use. If politicians want to permit new housing, they
need to site it somewhere within their jurisdiction. Home-
owners tend to oppose new homes in their backyard
(Einstein, Glick, and Palmer 2019; Fischel 2001;
Hankinson 2018) because of concern for their property
values or congestion or as a means to exclude certain groups.
If the power over land use is placed in a small jurisdiction,
these NIMBY homeowners are empowered by the relatively
short distance between politicians and residents (Hankinson
and Magazinnik 2023; Marantz and Lewis 2022). This
gives local politicians an incentive to pander to this group of
voters, even if it means forgoing long-term growth (Favilukis
and Song 2023; Mullin and Hansen 2023). Conversely,
when power is vested in very large jurisdictions, it becomes
easier for politicians to ignore the demands of homeowners
living near proposed residential development sites because
they constitute a smaller fraction of the electorate.
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The key variable of interest in this account of land use
politics is the size of the electorate to which local govern-
ments are responsive. If it is a small electorate, politicians
have a strong electoral incentive to block new housing. If it
is a large electorate, this electoral incentive is diluted. A
number of studies seems to confirm that the size of the
electorate does influence land use policy. First, in the
United States at least, some of the most restrictive land
use policies exist in the places where the jurisdiction size is
smallest. This is particularly apparent in the Northeast,
where zoning is controlled by small townships. On the
West Coast, zoning is also quite restrictive, and direct
democratic institutions, such as the voter initiative, give
localities the same type of power that townships have in the
East. In the South, where counties are larger and there is no
voter initiative, zoning is much less restrictive (Fischel
2015; Saiz 2010). Consistent with these patterns, both
Marantz and Lewis (2022) and Favilukis and Song (2023)
find that, in the United States, smaller local governments
permit less housing. Two recent studies document how
changes from at-large to district elections have large neg-
ative effects on the permitting of new housing in general
and on multifamily housing in particular (Hankinson and
Magazinnik 2023; Mast 2024). Notably, both studies
effectively address potential confounders by examining
the same jurisdictions before and after a change in the
electoral system—with the Hankinson and Magazinnik
(2023) study doing so at very low levels of aggregation,
allowing them to analyze not just how much housing is
permitted but also where it is permitted.
Although these studies help us understand how elec-

toral institutions influence housing policy, there are also
limits to what we can learn from them. In the studies of
changes from at-large to district elections, the electorate to
which individual politicians are responsive changes, but its
overall size remains the same. As we lay out later, the
incentives to build new housing may vary with the overall
size of the electorate, and these studies might miss this. At
the same time, studies that do consider variation in the
overall size of the electorate or jurisdiction are often
correlational andmay therefore be subject to confounding.
Finally, all these studies focus on the US context, even
though the fundamental theoretical mechanism—that
NIMBY homeowners are more powerful in small elector-
ates—should be quite universal.1
In addition to these empirical concerns, there are

theoretical reasons to suspect that existing work may
overstate the differences in how land use politics operates
in smaller versus larger jurisdictions. Regardless of juris-
diction size, the costs of siting new housing are concen-
trated, whereas the benefits are diffuse. This gives NIMBY
homeowners a greater incentive to make their voices heard
in the political process, potentially skewing policy making
in their favor, even in very large electorates (Einstein,
Palmer, and Glick 2019; Hill 2022; Olson 1971).

A City Interest in Urban Growth?
Existing work on how politicians set land use policy in
response to electoral incentives tends to focus primarily on
the obstacles they might face in building new housing
(Brouwer and Trounstine 2024). This is also true in the
literature on how local control or jurisdiction size shapes
land use policy, which focuses on how NIMBY opposition
to new housing might be larger in smaller jurisdictions.
However, earlier work on land use policy had a funda-
mentally different perspective on the incentives facing
local governments. For instance, both Molotch (1976)
and Bridges (1999) argue that local governments are
essentially growth machines that seek to attract residents
and investment, often at almost any cost.
The definitive account of this perspective on urban

growth was presented by Peterson (1981) in his book City
Limits. Peterson argues that cities want to maintain or
enhance “the economic position, social prestige, or polit-
ical power of the city” (11). Cities pursue growth because
they do not control their borders, which allows people and
capital to move freely. As a result, cities must implement
policies that attract residents and investments (see also
Diamond 2017; Fischel 2005). Peterson’s theory is pri-
marily a systems theory, focusing on how cities navigate
the pressures they face from other cities, as well as from
mobile capital and labor. Yet Peterson (1981) does briefly
explain why elected officials would act in line in with what
he calls the city interest in urban growth, noting that “few
policies are more popular than economic growth and
prosperity” and that “local officials usually have a sense
of community responsibility” (45). That is, local officials
feel both an electoral incentive and a personal responsibil-
ity to expand the city.2
Given the current widespread housing shortage, it is

understandable that most accounts of the politics of hous-
ing emphasize the role of organized opposition, with the
notion of a city interest in urban growth receding into the
background. However, taking that interest into account
allows for an investigation of the different incentives local
policy makers face and how these incentives interact.

Smaller Local Governments Might Have a Stronger
City Interest in Urban Growth
As the preceding sections have made clear, local officials
navigate competing principals when deciding whether to
permit more housing. On one hand, they weigh the
potential long-term benefits of attracting new residents;
on the other, they consider the risk of electoral backlash
from NIMBY opposition. Various factors, such as elec-
toral competitiveness and the likely demographics of new
residents, can shape where local governments land in this
trade-off. We argue that one of these factors is the size of
the local government itself. We develop this argument in
three steps. First, we examine why cities may seek to build
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more housing to attract new residents. Second, we identify
the institutional features that must be in place for this
interest to emerge. Third, we map out how these institu-
tional features interact with jurisdiction size.
Why might local governments have a city interest in

building more housing? Imagine that a local negative
economic shock—for instance, a plant closure or a large
group of people aging into retirement—shrinks the city’s
tax base. The city now faces a choice: it must either cut
back on public services or expand the tax base by raising
taxes or attracting new taxpayers. Raising taxes is often less
attractive, because it might drive away high earners and
negatively affect residents’ personal finances. Therefore,
cities have a strong incentive to attract new taxpayers. A
key condition for achieving this goal is expanding the city’s
housing stock. Additionally, divesting certain owned land
for development can provide immediate funds to address a
potential budgetary deficit. The drawback of this strategy
is that it takes time to develop land and for citizens tomove
in. As a precaution, cities might therefore steadily try to
expand their tax base as insurance against future negative
shocks; for an argument along these lines, see Bridges
(1999). Of course, cities also risk that new housing will
attract individuals who will consume more public services
than they pay for in taxes, putting upward pressure on
taxes. However, this risk can be mitigated by zoning for
low-density development, which will be more expensive
and allow cities to attract people of a desired level of
income (Fischel 2015).
A city interest in permitting more residential develop-

ment is predicated on four conditions. First, the city needs
to be a general-purpose government that controls zoning.
If the zoning authority is separate from the section of city
government that controls revenues and services, then the
link between fiscal pressures and housing construction
becomes more tenuous. Second, new citizens must trans-
late into more tax revenue (Krimmel 2022). The type of
revenue matters less because it could be both property and
income taxes, but attracting new citizens clearly needs to
increase the tax base of the municipality for new housing
to be in the city interest.3 Third, there needs to be some
latent risk of a substantial negative shock to the city’s tax
base. Otherwise, there is little reason for a city to take the
risk, in terms of who moves in, involved in building more
housing. Fourth, there needs to be some interjurisdictional
competition for residents (Büchler and Ehrlich 2023). If
citizens are unable to or not interested in moving to the
city, then building more housing will not have the desired
effect of attracting them.
The first two of these conditions—the presence of

general-purpose governments and the ability to expand
the tax base by building more housing—can be thought of
as a scope condition for our theoretical argument. The
third and fourth conditions—the likelihood of negative
shocks and prospects for interjurisdictional competition—

vary with jurisdiction size and might therefore explain
why smaller local governments have a stronger interest in
building more housing. As such, the probability of
experiencing large negative shocks to the tax base is much
larger in small local governments. When the governing
unit is larger, local economic shocks will have a much
smaller relative impact on the tax base and will be more
likely to be offset by positive shocks elsewhere in the
jurisdiction. In addition, smaller local governments face
more intense interjurisdictional competition. It is harder
to attract citizens across large jurisdictions, and it is much
more costly for residents to move away. Imagine that a
new college graduate has gotten a job in a large city, and
she is within commuting distance, no matter where she
lives in this city. Assume that the city consists either of
four municipalities or a single city government. Here, the
individual municipalities would clearly need to compete
more for this worker than the single city government
would. By extension, it would also be easier for the large
city government to respond to fiscal shocks by raising
taxes, because this government needs to worry less than
the smaller governments about citizens moving out of the
jurisdiction in response to tax hikes (Diamond 2017).

In conclusion, policy makers in small and large jurisdic-
tions need to balance the potential electoral cost of per-
mitting new housing against the benefits that permitting
housing might have in satisfying the city interest in a stable
and growing tax base. Yet small local governments aremore
at risk of negative shocks to their tax base, and they are able
to more effectively attract new citizens. Therefore, the city
interest in a stable and growing tax base is more tightly
linked to an expansion of the housing stock in smaller local
governments. Based on these considerations, we offer the
novel prediction that for general-purpose local govern-
ments with some fiscal independence, smaller local govern-
ments will permit more housing.

Research Design: A Reform That
Consolidated Danish Local Governments
We examine how the size of local governments affects land
use decisions by analyzing a 2007 consolidation reform in
Denmark, which significantly and abruptly expanded the
jurisdiction sizes of several municipalities. Danish local
governments are fiscally independent, general-purpose
entities. This is the kind of institutional context in which
our theoretical argument predicts that smaller govern-
ments would have stronger incentives to permit more
housing. The consolidation reform thus offers a unique
context for exploring our argument empirically.

We study the effects of the reform using a difference-in-
difference design, comparing changes in land use outcomes
in areas where the jurisdiction size increased to changes in
land use outcomes in areas where the jurisdiction size
remained the same. This approach has clear advantages
over cross-sectional studies that simply look at differences
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in land use policies between smaller and larger munici-
palities. In particular, the difference-in-difference design
examines how changes in jurisdiction size within the same
area and, by and large, with the same electorate, affect land
use policy, holding constant many of the factors that might
confound this relationship in cross-sectional analyses.
Moreover, the design allows us to be more explicit about
the exact identifying assumption of parallel trends and to
probe how plausible this identifying assumption is.
That said, we recognize that the reform constitutes a

bundled treatment, making it difficult to fully disentangle
the effects of increased jurisdiction size from other concur-
rent changes, such as shifts in political dynamics or gover-
nance structures after amalgamation. However, we believe
the advantages of leveraging this reform as an exogenous
shock clearly outweigh the disadvantages. By allowing us to
observe changes within the same local context before and
after a jurisdictional restructuring, the design provides a
much stronger empirical foundation for assessing the causal
relationship between jurisdiction size and land use deci-
sions than cross-sectional comparisons alone.
We present more context on Danish local governments

and the reform before describing our data and analytical
approach.

Fiscal and Land Use Policy in Danish Local
Governments
Denmark’s administrative structure consists of five regions,
which operate under the central government; there are
municipalities within each region. The country has a
population of approximately 5.95 million: a significant
majority (88.5%) reside in cities or small towns (Fertner
et al. 2022). The metropolitan areas of Copenhagen and
Aarhus are the most densely populated, but there are
notable population centers in other parts of the country,
including in eastern Jutland and on Funen.
Each Danish municipality is governed by a city council

elected every four years using proportional representation
(Kjær, Hjelmar, and Leth Olsen 2010). Both before and
after the reform, Danish municipalities can be character-
ized as general-purpose local governments (Houlberg and
Klausen 2021). They provide public services such as
schools, daycare, and elder care; administer utilities; dis-
tribute social transfers; and, crucially, set land use policy
through extremely detailed local plans: these plans specify
which type of housing is permitted and where, set mini-
mum lot sizes and floor area ratios, decide which areas can
be developed for commercial and residential use, and so
on. These rules are enforced by requiring all developers to
apply for construction permits that are approved or denied
by the municipality. Although this approval process is
usually handled by administrators, the city councils can
decide to waive parts of the local plan under certain
conditions, and they also have ways of delaying projects

that conform to the local plans by requiring thorough and
costly audits of construction projects. Thus, city councils
have wide latitude in shaping how the land they have
jurisdiction over is developed, and it is a topic they spend a
lot of time on. In an analysis of Danish local policy
agendas, Mortensen, Loftis, and Seeberg (2022) find that
10% of all agenda items in local city council meetings are
on land use.
Local governments also enjoy a considerable amount of

fiscal autonomy regarding which services they want to
prioritize and the taxes they collect. Municipalities levy
both a property and an income tax, with taxation providing
roughly 70% of all municipal revenue (OECD 2023).
However, local governments’ fiscal policy is limited by
both interjurisdictional tax competition (Nannestad 2019)
and national regulation. Local governments are neither
allowed to run deficits nor to go bankrupt. If a munici-
pality faces recurring fiscal difficulties, it is placed under
administrative supervision by the national government.
Moreover, aggregate spending limits are set in annual
negotiations with the national government once a year
(Serritzlew 2005). Even so, Danish local governments
have clear incentives to attract new taxpayers to offset the
risk of negative shocks to their tax base.

The Reform and Its Consequences
In 2004, a government-commissioned report recom-
mended that the jurisdiction size of local governments
in Denmark should be increased to ensure efficient and
competent public service delivery. To this end, the
Danish parliament approved a semi-voluntary merger
reform in 2005. The reform required that all municipal-
ities with fewer than 20,000 people merge with one or
more of their neighbors to form new municipalities with
more than 30,000 inhabitants. Some small municipali-
ties were allowed to continue with a cooperative arrange-
ment on service provision with a larger neighboring
municipality.4 Figure 1 shows the municipal boundaries
before and after the reform. In the end, 271 municipal-
ities were reduced to 98, with 31 municipalities being
allowed to continue unchanged and the remaining
municipalities being amalgamated into 66 new units.5
Figure 2 shows that the average size of the amalgamated

municipalities significantly exceeded the target of 30,000
inhabitants, reaching nearly double that figure with an
average population of 53,000. The geographical area of
these municipalities expanded substantially as well. On
average, their area increased from approximately 150–
600 square kilometers. Although the reform did not affect
overall spending levels (Blom-Hansen et al. 2016), it did
influence the volatility of revenue streams and the inten-
sity of competition between jurisdictions. We find that the
reform reduced the volatility of the tax base and the amount
of intermunicipal mobility. How large is the decrease in
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volatility? In online appendix B we show that the average
year-over-year change in tax revenue drops by -1.3 per-
centage points in response to the reform. This is a 15%
decline relative to the pre-reform average.

In online appendix A we provide descriptive statistics
of key municipal characteristics, such as homeowner-
ship, income, share of foreigners, and tax levels. These
statistics reveal large baseline differences, with unaffected

Figure 1
Municipal Boundaries before and after the Reform

All municipalities except Bornholm shown on this map. Bornholm is excluded from themap (and the analysis) because it was not affected by
the reform.

Figure 2
Average Jurisdiction Size before and after the Reform
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municipalities tending to be larger, less urban, and less
economically well-off, with fewer immigrants and higher
homeownership rates. Although these differences may
influence permitting behavior, our difference-in-differences
design focuses on changes over time rather than baseline
levels. Additional analyses of pre-reform trends in the
same municipal characteristics, also detailed in online
appendix A, reveal no important or major relative changes
across affected and unaffected municipalities.

A Dataset on Local Land Use Policy
To determine whether the reform affected land use policy,
we constructed a balanced panel dataset on housing
permits for the years 1995–2020, focusing on areas cov-
ered by the newmunicipal boundaries established after the
reform. By aggregating up to the new municipal bound-
aries, we can hold the size of the areas we study constant
over time and then leverage the within-area differences in
jurisdiction size created by the reform.
We collected these data from Statistics Denmark’s

building registry (www.statistikbanken.dk). The registry
data provide annual information on construction activity
in Denmark categorized by construction phase, building
use, ownership, and project type, with geographic detail at
municipal, regional, and national levels. This information
is widely used for economic analysis, policy planning, and
as input for national accounts and European statistics.
These data enable us to distinguish between market-

rate and public housing, as well as between different kinds
of homes. Moreover, we do not only have information on
the number of permits or the number of new homes
permitted. Indeed, the data allow us to compute the exact
floor area in square meters that the municipality permit-
ted in a given year. This provides a precise measure of how
much living space the municipality allowed to be built,
accounting for the size of homes. It enables the densifi-
cation of existing homes to count just as much as the
construction of new ones, and it gives greater weight to
larger homes—those with more space for more people—
than to smaller ones.
The data are derived from Statistic Demark’s Building

and Housing Registry (BBR). Municipalities are required
to register all individual building permits in this database,
ensuring comprehensive coverage and consistency over
time. This contrasts with, for instance, the Building
Permit Surveys conducted by the US Census Bureau,
which rely on aggregate figures reported by cities and state
governments.

Statistical Model and Key Measures
We estimate the effect of the reform using this dataset by
estimating a series of multiperiod difference-in-difference
models

log Ritð Þ = αt þβDiþ
X005

t = 095

γtDitþ
X020

t = 007

δtDitþ ϵit, (1)

where R represents the permitted or completed square
meters of housing floor area per capita in area i in year t for
some or all types of housing. We normalize by the number
of citizens in the municipality in 2005 (just before the
reform) to remove variation on the dependent variable that
is driven by differences in the size of the municipalities.
We also take the log, allowing us to interpret our coeffi-
cients as relative changes: αt is a year-fixed effect, andDi is
an indicator of whether an area experienced an increase in
the average jurisdiction size as a result of the reform.Dit are
a series of indicator variables that are equal to 1 in year t if
area i experienced an increase in jurisdiction size. ϵit is the
error term.
The key coefficients of interest are the δt ’s, which

capture the average change in log Rð Þ (housing policy
outcomes) relative to our baseline, 2006, in areas that
experienced an increase in jurisdiction size due to the
reform net the relative change in areas where jurisdiction
size remained unaffected. These coefficients provide the
difference-in-differences estimates of the reform’s effect.
To test the plausibility of the key identifying assumption in
this model—the parallel trends assumption—we use the γt
coefficients. This assumption requires that areas affected by
the reform would have followed the same housing policy
trajectory as unaffected areas had the reform not occurred.
If we find that γt = 0 for all pre-reform periods, it suggests
that both “treated” and “untreated” areas were following
similar trends before the reform. This strengthens the case
that, in the absence of the reform, these areas would have
continued to move in parallel.
As part of our analysis, we also use a simpler difference-

in-difference model, where we average across pre- and
post-reform periods by subbing our yearly indicator for
the post-reform indicator T . This allows us to summarize
the effect of the reform in a single difference-in-difference
coefficient.
Choosing the appropriate baseline year for studying

the effects of the reform is not straightforward. Because
the reform officially took effect in 2007, we use 2006 as the
baseline year. However, the reform was passed in 2005,
and the newly elected city councils for the amalgamated
municipalities assumed office on January 1, 2006; thus,
these councils could have begun preparing for the transi-
tion at that time. As a result, one could argue that 2005—
or even 2004—might serve as a more suitable baseline.
Nonetheless, as the following analyses demonstrate, the
results remain largely consistent regardless of the baseline
year chosen.
In addition to data on housing permits, we also collected

data on various demographic features of the municipalities.
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Among other things, we use these variables to estimate
differences in the extent to which the reform (1) increased
the jurisdiction size of municipalities and (2) decreased the
volatility of their tax base. To do so, we calculate the
difference in population size (n), area (a), and volatility
in the tax base (v) between a new municipality and a
weighted average of the old municipalities that this new
municipality consists of, weighing the pre-reform estimate
by the relative size of the old municipalities. For each new
municipality i that consists of k old municipalities, we
thus define the weighted change in jurisdiction size as

Δni = ni=
Pk

j = 1 nj
nj
ni

! "
and Δai = ai=

Pk
j = 1 aj

aj
ai

! "
. We

measure population size and area right before the reform
in 2005. Our change in volatility measure is based on the
average year-on-year changes in tax revenue in the 10 years
before the reform. We then compare the weighted average

actual volatility
Pk

j = 1vi
nj
ni

! "
with a counterfactual estimate

bvj
# $

of what volatility would have been if the municipal-
ities had already had a joint revenue stream with the
municipalities they eventually merged with. That is, we

define the change in volatility as Δvoli =
Pk

j = 1 vi
nj
ni

! "
−bvj.

For more details on changes in tax revenue and
our volatility measure, see online appendix C. Descrip-
tive statistics on all variables can be found in online
appendix D.

The Effect of the Reform on Land Use:
Larger Municipalities, Less Housing
We begin our analysis by examining the amount of
market-rate housing permitted in areas where the aver-
age municipality size did and did not increase before and
after the reform. As shown in the top panel of figure 3,
there was a notable difference in housing permits before
the reform, with smaller municipalities—soon to be

Figure 3
Effect of the Reform on Permits for Market-Rate Housing
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Top panel shows logged yearly averages with 95% confidence intervals for areas where the jurisdiction size increased following the reform
and areas where it did not. The bottom panel shows differences between affected and unaffected municipalities relative to the difference
in 2006 with 95% confidence intervals (i.e., the difference-in-difference estimates).
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amalgamated—permitting more market-rate housing.
However, after the reform, we observe a gradual con-
vergence across the different areas.
Figure 3 also presents the pre- and posttreatment

difference-in-difference effects estimated using a multiper-
iod model. The difference-in-difference effects on housing
supply in the years following the reform gradually become
negative and are statistically significant from 2013. The
effect in the later period is substantial, suggesting that the
increase in jurisdiction size led to a roughly 50% decrease
in the amount of housing permitted.6 Finally, figure 3
shows that housing permit trends are roughly parallel
across affected and unaffected municipalities. This sup-
ports the key identifying assumption that, without the
reform, affected municipalities would have followed the
same trend. The lack of a pre-reform difference also
indicates no anticipation effects, meaning that amalgam-
ated jurisdictions did not significantly increase or decrease
housing construction in expectation of the reform.
Why is the reform’s effect gradual, rather than immedi-

ate? One key factor is the financial crisis, which signifi-
cantly reduced construction activity post-reform, likely
masking differences in permit issuance across municipali-
ties. Additionally, local politicians and administrators likely
needed time to adapt to the reform’s strategic incentives,
with learning and institutional adjustments shaping
behavior gradually over the first decade. Although this
gradual effect is understandable, it does raise the concern
of whether other factors might have differentially influ-
enced the areas where jurisdiction size increased. How-
ever, a survey of changes in the planning and fiscal policy

reveals no other reforms or changes in this period (Foged,
Andersen, and Andersen 2017; Lund 2016).
Table 1 examines the robustness of the reform’s effect

on land use policy outcomes. In our robustness analyses we
use our simple difference-in-difference estimator, which
summarizes the effect of the reform in a single estimate. All
results are shown for both permitted and completed
housing. First, we show that our key result—the increase
in jurisdiction size led to a decrease in the amount of
housing permitted and completed—does not depend on
how we define the outcome variable. We find a sizable,
statistically significant negative effect across all definitions;
it does not matter whether we use permits or completed
housing, normalize housing construction by area and
population size, or use no normalization. We also show
that changing the baseline year to 2005 or 2004 makes no
difference in the results.
Two municipalities were not allowed to increase their

jurisdiction size because of their pre-reform administrative
status as both regional and municipal governments, and
some small island municipalities were given exemptions
from the reform to preserve local control in those com-
munities. In table 1, we show that excluding these “never-
takers” who stood outside the reform process has a negli-
gible impact on the results. Another concern is that the
municipalities affected by the reform may not be permit-
ting less construction but are recording permits in a
different way or that developers are applying for a different
type of permit as jurisdiction size increases. To sidestep
this concern, we show that there is a statistically significant
negative effect on the sum of all construction permits.

Table 1
How Robust Is the Effect of Jurisdiction Size on the Supply of Housing?

Permits Completed

DiD SE DiD SE N

Definition of the DV
Logged per capita (baseline) –0.307 0.069 –0.255 0.075 2522
Logged per area –0.307 0.069 –0.255 0.075 2522
Logged –0.307 0.069 –0.255 0.075 2522
Per capita –0.287 0.099 –0.192 0.116 2522

Sample restrictions
Excluding island municipalities –0.327 0.072 –0.275 0.077 2444
Excluding Copenhagen –0.277 0.069 –0.237 0.074 2470
Excluding ineligible municipalities –0.296 0.072 –0.258 0.076 2392

Type of construction
All permits –0.286 0.069 –0.208 0.069 2522
Detached single-family homes –0.391 0.107 –0.390 0.132 2522
Attached single-family homes –0.788 0.307 –1.149 0.344 2522
Multifamily housing –0.741 0.203 –0.828 0.189 2522
Public housing –0.657 0.210 –0.842 0.215 2522

Baseline year
2005 –0.326 0.076 –0.299 0.075 2425
2004 –0.376 0.080 –0.308 0.082 2328

Notes: Standard errors clustered at the municipal level.
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We also identify difference-in-difference effects on per-
mits for different types of housing. Notably, we identify a
statistically significant, negative effect for housing in all
categories, including multifamily housing, attached single-
family homes (rowhouses), and detached single-family
homes. In relative terms, the effect is largest for multi-
family housing and smallest for detached single-family
homes. It is important to note, however, that permits for
detached single-family homes are much more prevalent
than permits formultifamily housing, so in absolute terms,
this is the category where we see the largest drop in
permitted and completed housing. We also identify a large
negative effect for public housing; however, this effect is
estimated with a considerable degree of uncertainty. Even
so, the effect of the reform on the permitting of public
housing deserves special consideration, because it may
appear counterintuitive given our argument that the effect
of the reform is driven by larger municipalities having less
of an incentive to attract taxpayers. Here, it is important to
note that the baseline level of public housing permits is
much lower than that of market-rate permits, meaning
that very little of the overall increase in housing production
can be ascribed to public housing. The effect might be
explained by long-standing inclusionary zoning policies in
some municipalities, which require a certain percentage of
newly permitted housing to be designated as public hous-
ing. In these municipalities, any expansion of the market-
rate housing stock will be accompanied by a small increase
in public housing.
In appendix F we also present results for a synthetic

difference-in-difference estimator (Arkhangelsky et al.
2021), which adjusts for any imbalances in pretreatment
trends. This does not change the results, and the effect of
the reform is of about the same size and statistically
significant in these models as well.

Why Does Municipal Consolidation Lead
to Less Housing?
Following the consolidation reform, the newly formed,
larger municipalities began to permit less residential devel-
opment. This aligns with our argument that smaller local
governments have a stronger incentive to grow their hous-
ing stock to attract new taxpayers, because smaller munic-
ipalities are more vulnerable to negative economic shocks
and can more easily draw new residents from nearby
jurisdictions. In this section, we provide further evidence
to support these theoretical mechanisms and examine
several alternative explanations for the observed effects of
the reform.
If the increase in jurisdiction size led to the construction

of fewer homes because the tax base became less exposed to
negative economic shocks, then we should expect increases
in jurisdiction size to have the largest effect where they
led to a large reduction in the exposure of the tax base to
negative shocks. To explore this, we use a measure of

changes in tax-base volatility, which compares volatility
in the municipalities’ total revenue 10 years before the
reform to the volatility they would have experienced if
they had already been part of a single, larger municipality.
(For more details on this volatility measure, see online
appendix C.) This gives us a prereatment municipal-level
indicator of how much the reform reduced the potential
for tax volatility. For local governments that did not
experience an increase in jurisdiction size as a result of
the reform, this measure is naturally zero. For all other
jurisdictions it is a negative number. This allows us to
examine whether the largest reductions in housing per-
mits are located in the areas where volatility decreased the
most. To do so, we split the consolidated municipalities
into two groups based on the median level of volatility
reduction. This leaves us with a trichotomous treatment
variable, which we use in place of our dichotomous treat-
ment variable in our simple difference-in-difference model:
it gives us a separate difference-in-difference estimate for
municipalities with a large and a small decrease in tax
volatility. We present these estimates in table 2, which also
include a p-value associated with a Wald test of no differ-
ences between the two difference-in-difference estimates.

In line with our expectations, areas that experienced a
larger potential decrease in volatility as a result of the
reform also saw a larger drop in housing permits. The
relative drop was twice as large in the areas with a large, as
opposed to a small, decrease in tax-base volatility, and this
difference is statistically significant. This reduction in
volatility is, of course, largely a result of the increase in
population size, and therefore, we also find that the effect
of the reform is larger in areas where the population size
increased relatively more (i.e., above the median increase)
as a result of the reform.

If the increase in jurisdiction size led to the construction
of fewer homes because it became less important to attract
new taxpayers, then we should also expect increases in
jurisdiction size to have the largest effect among the
municipalities that were in a good position to attract
new taxpayers before the reform. To explore whether this
was the case, we split local governments in Denmark into
two groups based on the average square-meter price of
housing in the 10 years leading up to the reform and then
calculated the difference-in-difference estimate for these
two groups. In effect, we included a three-way interaction
between the treatment, time, and price indicators and then
derived our estimates from this model. As is evident from
the results reported in table 2, the effect of the reform is
concentrated in the local governments where prices were
relatively high before the reform. This difference in esti-
mated effects is only statistically significant for permits;
however, the difference in estimated effects are roughly the
same for both permits and completed housing. This
suggests that the reform had a smaller impact on residential
development in areas where there was not a lot of demand
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for new housing and where those who could buy new
housing might have been relatively poorer. The concen-
tration of an effect in high-price areas is consistent with
the effect of the reform being driven by a change in the
local government’s interest in attracting new high-earning
taxpayers.
We also look at whether the effect of the reform was

larger for local governments that experienced a larger
increase in the total area of the municipality. On average,
people who lived in local governments that saw only a
small increase in the total area of the jurisdiction did not
have to move much farther to find a competing local
government, attenuating the effect the reform might have
had on interjurisdictional competition. Consistent with
this, we estimate a somewhat larger effect of the reform for
local governments that experienced a large (i.e., above the
median) increase in the geographical size of their jurisdic-
tion. However, as evidenced by table 2, this difference in
effect size of 20–30% is not statistically significant.
Overall, our findings suggest that municipalities that

were able to attract high earners before the reform, but that
experienced more stable revenue streams afterward, were
significantly more likely to reduce the permitting of new
housing. This indicates that the reform’s impact varies
based on observable indicators of how much each munici-
pality’s incentive to permit housing declined as a result of
the reform.

Alternative Explanations
One potential concern with our findings is that the
observed effects could be driven by changes in the per-
mitting process after the reform, rather than shifts in
political incentives. Specifically, the reform may have
altered administrative efficiency in ways that affected
how easily developers could obtain permits, either by
making municipalities more efficient or by slowing down
decision making.

A possible argument is that larger, consolidated munic-
ipalities became more efficient after the reform, poten-
tially streamlining the permitting process. However, if
increased efficiency were a major factor, we would expect
the opposite effect: more efficient municipalities should
be inclined to permit more housing, because bureaucratic
improvements would reduce bottlenecks and alleviate
concerns about overburdening local services. Instead, we
observed a decline in housing permits after municipal
consolidation. Additionally, prior research on jurisdic-
tion size and municipal efficiency does not suggest a
strong effect. Blom-Hansen et al. (2016) find no system-
atic relationship between jurisdiction size and local ser-
vice effectiveness. Although their study focuses on cost
effectiveness rather than managerial nimbleness, it does
not provide evidence that amalgamation increases the
administrative capacity needed to process housing per-
mits more efficiently.
Another concern is that larger, more complex adminis-

trations could be less nimble and more cumbersome,
leading to a slowdown in the permitting process. If this
were driving the observed effects, we would expect to see
an immediate slowdown in permitting after the reform,
potentially followed by a return to prior levels as the new
administrative structures stabilized. However, figure 3 does
not support this explanation. Instead of a sharp post-
reform drop followed by recovery, we observe a gradual
and sustained decline in housing permits. This pattern is
inconsistent with a short-term bureaucratic adjustment but
aligns with a shift in local incentives regarding residential
development.
Moreover, if the observed decline in housing permits

were due to a general slowdown in municipal permitting
processes, we should also expect to observe a similar trend
in nonhousing permits, such as those for retail and office
space. These types of permits serve as a useful placebo test
because, in the Danish context, municipalities do not
directly benefit from commercial development through

Table 2
Where Is the Effect of the Reform Largest?

Large Small

DiD SE DiD SE Test of difference (p) N

Permits
Decrease in volatility –0.406 0.071 –0.208 0.074 0.000 2522
Increase in population size –0.418 0.072 –0.205 0.073 0.000 2496
Pre-reform price of housing –0.330 0.090 –0.129 0.057 0.060 2496
Increase in area –0.348 0.074 –0.276 0.075 0.203 2496

Completed
Decrease in volatility –0.344 0.076 –0.165 0.078 0.000 2522
Increase in population size –0.332 0.077 –0.179 0.078 0.001 2496
Pre-reform price of housing –0.250 0.090 –0.134 0.095 0.380 2496
Increase in area –0.276 0.078 –0.236 0.079 0.406 2496

Note: Robust standard errors clustered at the municipal level.
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sales or corporate taxes. Unlike residential permits, which
increase the local tax base by attracting new residents,
commercial permits do not generate significant fiscal
revenue for municipalities.7
Figure 4 compares trends in retail and residential devel-

opment before and after the reform in municipalities that
experienced jurisdiction size increases versus those that did
not. Using a simple difference-in-differences estimator, we
find only a small, statistically insignificant positive effect of
the reform on nonhousing permits (γ = :11, seγ = :19). By
contrast, the corresponding effect for market-rate housing
is negative and three times larger (see table 2). This
suggests that the decline in housing permits is not part
of a broader permitting slowdown but is instead specific to
residential development.
A related alternative explanation for our findings is that

they reflect changes in developer behavior rather than shifts
in policy-maker incentives. However, we find this unlikely
for several reasons. First, municipal border changes do not
directly alter the fundamental incentives that guide devel-
opers’ decisions. Developers prioritize locations where
demand and profitability are highest, and these underlying
economic factors remain largely unaffected by administra-
tive restructuring. Second, although developers may ini-
tially face uncertainty in navigating a newly restructured
municipal government, such transitional frictions are
unlikely to persist over the extended period covered in
our study. With more than a decade of post-reform data,
any temporary adjustment costs should have dissipated,

making it unlikely that they explain the patterns we
observe. Third, if developers were driving the observed
effects, we would expect the impact of the reform to be
most pronounced in areas with weaker housing demand,
where changes in municipal governance might shift
marginal development decisions. Instead, we find the
opposite: the effects are strongest in high-demand, high-
price areas, which suggests that changes in political
incentives, rather than developer behavior, are the pri-
mary driver.

Turning to other alternative explanations, table 3 pre-
sents results from a series of difference-in-differences
models that incorporate statistical controls serving as
proxies for competing hypotheses. We add controls for
(1) the number of seats in the city council for the left net
seats for the right, because some studies suggest left-wing
politicians might be more supportive of building new
housing (de Benedictis-Kessner, Jones and Warshaw
2022); (2) the log of sale prices of homes, because lower
demand for homes might be driving the difference
between affected and nonaffected municipalities; (3) the
number of jobs in the municipality, which also affects the
demand to live in the municipality; and (4) population
size, which serves as a further proxy for the demand for
housing. Even though some of these variables are post-
treatment, it is useful to see whether our results are
explained away by them. The controls are included addi-
tively at first, and then we interact them with our
“treatment” dummy indicating whether an area is affected

Figure 4
Effect of the Reform on Permits for Market-Rate Housing and for Retail and Office Space
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by the reform and with the dummy indicating whether we
are in the pre- or posttreatment period. Table 3 also
includes our baseline model without controls estimated
on the sample for which we have data on the control
variables.8 Although there is some variation in the esti-
mated effect of the reform on permits and completed
square meters across the different models, the results do
not shift markedly.

Conclusion
Amid the housing affordability crisis in advanced democ-
racies, political scientists have sought to understand why
local governments struggle to address supply shortages
effectively. This study tries to understand how differences
in the size of local government affect housing supply by
studying the effect of municipal mergers on housing
production in Denmark. Using a difference-in-difference
design, it shows that an increase in jurisdiction size leads to
the construction of less market-rate housing, which sug-
gests that, under certain conditions, smaller local govern-
ments will build more housing.
We argue that the institutional structure of fiscally

independent, general-purpose governments creates an
environment where expanding the housing supply aligns
with the interest of small local governments. Specifi-
cally, we illustrate how the institutional setting in which
a city operates shapes policy-makers’ incentives to be
more responsive to either current or potential residents.
We demonstrate that given these competing principals,
smaller local governments are more likely than larger ones
to permit housing development as a means of attracting
new taxpayers, thereby mitigating negative shocks to the
municipal tax base. That is because for small municipalities,

the potential opposition from current residents to house
construction may be outweighed by the tax revenue gener-
ated by attracting new residents.
This explanation is supported by evidence showing that

the impact on housing supply is strongest in areas where
the reform significantly reduced tax-base volatility.
Beyond size, other factors—such as the intensity of local
opposition or the level of electoral competition—may
similarly shape how to navigate these competing princi-
pals. For instance, past work suggests that both municipal
competition (Büchler and Ehrlich 2023) and electoral
competitiveness (Solé-Ollé and Viladecans-Marsal 2012)
shape land use regulation. Future research should build on
this research and our own findings to explore further these
dynamics empirically.
Our findings challenge existing work on the politics of

land use, which argues that politicians will permit less
housing when they are responsive to smaller electorates
because the voices of NIMBY homeowners count more
in these contexts (Hankinson and Magazinnik 2023;
Marantz and Lewis 2022; Mast 2024; Schuetz 2022).
This divergence from previous work raises the question of
why our results differ. As discussed earlier, we believe that
our methodological approach offers certain advantages,
particularly in comparing the same people and places over
time and examining changes in the size of the overall
electorate, rather than the electorate individual politicians
are responsive to. However, other factors may also explain
the divergent findings. Specifically, our argument suggests
that the relationship between local government size and
housing policy may vary depending on the institutional
structure in which local governments are embedded.
Differences in these institutions might help explain the

Table 3
Alternative Explanations for the Reform’s Effect

Additive Control Interaction

DiD SE DiD SE N

Permits
Seats for left parties (net) –0.274 0.068 –0.274 0.068 2476
Log(sales prices) –0.267 0.065 –0.258 0.119 2486
Jobs in municipality –0.260 0.061 –0.284 0.061 2522
Log(population size) –0.289 0.066 –0.301 0.065 2522
All controls –0.255 0.064 –0.377 0.083 2440
No controls –0.322 0.075 . . 2440

Completed
Seats for left parties (net) –0.230 0.075 –0.230 0.075 2476
Log(sales prices) –0.221 0.074 –0.227 0.118 2486
Jobs in municipality –0.208 0.067 –0.233 0.068 2522
Log(population size) –0.237 0.072 –0.248 0.071 2522
All controls –0.217 0.073 –0.372 0.087 2440
No controls –0.279 0.084 . . 2440

Note: Robust standard errors clustered at the municipal level.
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differences between the literature, which primarily focuses
on the United States, and our findings in the Danish
context.
Two key differences between the Danish context and

the United States stand out in terms of which institutional
characteristics create a favorable environment for policy
makers to pursue urban growth. The first is the centrality
of own-source tax revenue. In Denmark, 70% of total
municipal revenue is generated from taxes, 89% of which
represents local income taxes (OECD 2016a). In the
United States, in contrast, only 42% of local general
revenue comes from taxes, 30% of which is generated
through property taxes (Tax Foundation 2022; Urban
Institute 2021). This difference in relying on taxes as a
source for local revenue may explain the potentially dif-
ferent relationship between local control and housing
supply. In particular, we presume that local policy makers
have an incentive to attract new taxpayers. This incentive
is naturally much weaker if local tax revenue is a smaller
portion of total revenue or, more broadly, when taxes paid
by residents are not collected locally (Economist 2021).
Second, in Denmark, local governments are all-purpose
governments. In our account of local governments, they
feel the pressure of fiscal volatility and decide to build
housing to attract residents to stabilize the revenue stream.
In a fragmented local governance framework, prevalent
across most of the United States, this mechanism is less
likely to prevail. The city or countymight feel the pressure,
yet if it lacks jurisdiction over zoning, it cannot build
housing to alleviate these fiscal concerns. Conversely, the
housing authority, although possessing the capacity to act,
does not feel the pressure in the same way and has no
reason to take action.
Although the relationship between local government

size and land use policy might be different in the United
States, this does not diminish the significance of our results.
For one, our argument should also apply to countries like
Sweden, Switzerland, and Norway (OECD 2016b; 2016c;
2016d). They too have a relatively high reliance on tax
revenue at the local level and unified governing authority at
the local level. Therefore, the dynamics identified here may
also be applicable to cases such as these. In the end, this is of
course an empirical question, and we hope future work will
study how local governance regimes shape housing policy
outcomes across and within countries (for an example, see
Hilbig andWiedemann 2024). Even for scholars primarily
interested in the United States, however, these results offer
a valuable lesson: local control can be compatible with
increased house building if the incentives for local govern-
ments are structured appropriately.
More broadly, this article helps us understand public

goods provision under institutional constraints. Our find-
ings reaffirm that to understand local policy outcomes, we
must look beyond municipal policy-making processes and

try to understand the institutional context in which local
governments are embedded and how this context shapes
the city interest (Fischel 2005; Peterson 1981).
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Notes
1 The only study outside of the United States is by

Tricaud (2020), who studies intermunicipal
cooperatives in France. Here, the author demonstrates
that when municipalities are required to set land use
policies together in regional cooperatives, they tend to
permit more housing. However, it is less clear exactly
how these dynamics map onto the research question we
pursue here.

2 A similar argument about city interest is developed by
Fischel (2005), who suggests that cities will try to
deliver high-quality public goods and services while
maintaining low taxes to satisfy the median voter.

3 Adding more citizens should also not strain public
services to the extent that their cost per user increases
more than the increased tax revenue (Tiebout 1956).
Because of agglomeration and scale effects (Blom-
Hansen et al. 2016; Glaeser 2011; Peterson 1981), it
might often be unclear what the marginal effect of more
taxpayers is; these effects might be nonlinear and
dependent on the city’s environs. In these cases, gov-
ernments that allow growth effectively bet on agglom-
eration and economies of scale to outweigh the effects of
congestion (Fischel 2015).

4 As Blom-Hansen et al. (2016, 817) note, “The only way
that municipalities with fewer than 20,000 inhabitants
could avoid amalgamation was by concluding a
cooperative arrangement on service provision with a
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large neighboring municipality. This proved very diffi-
cult in practice, and only five of the 239 units took this
path.”

5 One of the municipalities, Bornholm, was created
in 2002. It was amalgamated after a referendum
in 2001. Because the timing and process surrounding
Bornholm’s amalgamation were different from the
other municipalities, we omit it from the analysis.

6 See online appendix E for details on how the dependent
variable is distributed. Full regression models underly-
ing this and all subsequent figures and tables can be
found in online appendix G.

7 One might argue that municipalities could still priori-
tize retail and office permits as part of a broader
economic strategy to attract workers or consumers.
However, this scenario is unlikely for two reasons. First,
attracting workers without providing additional hous-
ing primarily benefits neighboring municipalities where
those workers reside, weakening the fiscal incentive for
local governments. Second, although retail and office
development may offer indirect economic benefits,
these incentives are not substantial enough to explain
why municipalities would prioritize them over resi-
dential construction in the post-reform period.

8 The main source of missing data is our lack of informa-
tion on the composition of the city council after 2017.
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A Description of Municipalities Affected and Unaffected by the Reform

Table A1: Comparing Treated and Untreated Municipalities Before the Reform

results
Treatment Control ! Treatment ! Control Dif-in-dif p-value

Potential Revenue per resident (1000 DKK) 135.172 160.798 40.232 46.554 -6.322 0.024
Property Tax (pp) 13.801 16.252 3.328 2.427 0.902 0.288
Income Tax (pp) 21.075 21.584 1.280 1.407 -0.127 0.763
Violent Crime pr. 10.000 residents 1.877 1.981 0.491 0.297 0.194 0.057
Non-western immigrants pr. 10.000 203.061 370.219 45.121 6.656 38.465 0.051
Homeownership rate 61.915 53.344 -2.688 0.634 -3.322 0.000
Urbanized land (pct.) 77.403 91.797 1.195 -0.291 1.486 0.005
Age +65 (pct.) 16.205 16.084 0.933 1.109 -0.176 0.744
Early Retirement 61.915 53.344 -2.688 0.634 -3.322 0.000
Inhabitants 52128.061 62091.062 1679.288 2050.469 -371.181 0.692
N=98, p-value from t-test of difference in means assuming heteroscedasticiy. ! Signify ten year changes.
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B Mobility, Revenue and the Reform

Figures B1 and B2 examine trends in mobility and revenue before and after the reform in

areas where jurisdiction size increased and in areas where it did not. We measure mobility

as the number of movers into a municipality plus the number of movers out of a municipality

divided by the population size. This gives us a measure of how much turnover there was in the

population within each municipality. In terms of revenue, we look at average absolute year-

on-year changes in total municipal revenues across 3-4 years, averaging across years to reduce

year-to-year noise in the variable. For both variables we use the new jurisdictions as our level

of analysis, taking a simple average of the mobility and revenue variables across amalgamating

municipalities before the reform.

Using our simple difference-in-difference estimator we find a clear statistically significant de-

cline in mobility of around 2.5 percentage points on average in the municipalities where juris-

diction size increases (p < .001). This makes sense as moves made to what used to be adjoining

municipalities are now moves within the same municipality.

We also see a change in volatility in revenue. Before the reform, the municipalities that were

eventually affected by the reform experienced larger year-on-year changes in volatility than

the ’control’-municipalities. However, following the reform this pattern is reversed. On aver-

age, the difference-in-difference estimate is about -1.3 percentage points, and it is statistically

significant when we use our simple difference-in-difference estimator (p < .001).
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Figure B1: Did the reform decrease mobility? Yearly averages with 95 percent confidence
intervals for areas where the jurisdiction size increased following the reform and areas where
it did not.
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Jurisdiction Size Increases
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Figure B2: Does the reform decrease how volatile the tax base is? Averages across four
year periods with 95 percent confidence intervals for areas where the jurisdiction size increased
following the reform and areas where it did not. We average across multiple years to get a less
noisy estimate of year on year changes in revenue. We omit 2007 since revenue estimates
before and after the reform cannot be easily compared.
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C Volatility

We calculate tax-base-volatility based on year-on-year changes in the total revenue of each

municipality in the ten years leading up to the reform.

Before the reform, the tax base exhibits characteristics of both sudden ”shocks” and more

gradual changes. The standard deviation of the percentage point change in revenue is 8.12,

reflecting notable variability. As can be seen from the top panel of Figure C1, the distribution

is leptokurtic, meaning that most years see little to no change, punctuated by occasional, sig-

nificant shifts. In terms of what causes these shocks, they are most likely the result of sectoral

changes in the economy which disparately affect different local labor markets, leading to work

places shutting down or a general retreat from the local labor market in response to adverse

economic conditions.

There is also considerable variation across municipalities, with some experiencing more volatil-

ity than others. As such, around half of the pre-reform municipalities experience a shock of at

least eight percentage points every other year. Which municipalities experience more volatil-

ity? The top panel of Figure C1 plots average absolute changes in percentage points against the

log of pre-reform jurisdiction size in 2005. As expected, there is a negative correlation between

jurisdiction size and volatility. Small jurisdictions are more exposed to local economic shocks.

We estimate the extent to which the reform lowered volatility in the tax base by looking at the

difference in the actual level of revenue volatility and the potential volatility had the municipal-

ities already been amalgamated (i.e., examining the volatility of the sum of revenues across the

to-be-amalgamated municipalities). The bottom panel of Figure C1 plots this actual volatility

against this volatility-if-amalgamated, showing that volatility would generally have been lower

if municipalities had been amalgamated, but also that there is variation in the size of the re-

duction. For non-amalgamated municipalities, the actual and potential volatility is naturally

exactly the same. For all new municipalities the change in volatility is non-negative, meaning

that no municipalities experienced an increase in potential volatility.
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Figure C1: Volatility and Jurisdiction Size. Scatter plot and linear fit for jurisdiction size
and our tax base volatility measure. They are correlated at r = →.18.
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D Variables: Descriptive Statistics and Data Sources

Table D1 presents descriptive statistics on the variables used in the analysis. All variables on

construction are from the registry BYGV and are measured in square meters. Data on tax

revenue is from the registry REG1. Data on size of municipalities is from the BEF registry. All

registries are published by Statistics Denmark on www.statstikbanken.dk.

Data on housing prices are from www.finansdanmark.dk who carry separate price in-

dices for multi-family and other housing. We arrive at our estimate by weighing these together

depending on how many sales there are of each type in a given municipality.

Data on the composition of city councils is from Hjorth, Nyrup and Larsen (2024). Here we

take support for the mainstream left party, the Social Democratic party, and subtract support

from mainstream right parties, the Liberal Party and the Conservative party. For municipalities

before the reform who amalgamated in 2007, we use a weighted estimate based on the popu-

lation size of the individual municipalities. We interpolate support between elections to get a

smoother measure of who controls the city council.
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Table D1: Descriptive Statistics

Mean SD Min Max N
Permits for Market Rate Housing 34290.75 43218.70 0.00 621546.00 2522
All Permits 85456.25 86557.42 85.00 1034952.00 2522
Permits for Public housing 3238.79 6189.23 0.00 91012.00 2522
Permits for Multi-family Homes 4987.34 8178.37 0.00 101249.00 2522
Permits for Rowhouses 7726.81 30205.42 0.00 543048.00 2522
Permits for Detached Single Family Homes 14451.01 13498.85 0.00 91717.00 2522
Permits for Retail 11992.27 21495.11 0.00 326153.00 2522
Completed Market Rate Housing 32089.63 38034.43 227.00 538245.00 2522
All Completed Construction 81243.19 80119.67 1013.00 803725.00 2522
Completed Public Housing 3073.77 5663.54 0.00 89653.00 2522
Completed Multi-family Housing 4602.64 7202.80 0.00 85073.00 2522
Completed Rowhouses 6722.69 25953.20 0.00 476202.00 2522
Completed Detached Single Family Housing 13860.42 12803.85 0.00 98654.00 2522
Completed Retail 11354.83 19326.83 0.00 239240.00 2522
Seats for Right Parties 0.06 0.12 0.00 0.68 2476
Seats for Left Parties 0.07 0.14 0.00 0.74 2476
Housing prices Per Square Meter 12261.42 6758.38 3341.11 46442.59 2486
Population Size 56466.19 64108.98 1764.00 638117.00 2522
Affected by Reform 0.68 0.47 0.00 1.00 2522
Jurisdiction Area 438.24 373.34 8.77 1488.82 2522
Weighted change in Volatility 0.01 0.01 -0.00 0.03 2522
YoY Change in Revenue 19.57 104.24 0.00 2032.17 2333
Movers/Population (pct.) 11.02 2.96 0.00 24.88 2522
Number of Jobs in Municipality 24798.02 39579.27 0.00 413524.00 2522
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E Distribution of Permits Over Time
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Figure E1: Distributions of market rate housing permits in square meters per 1000 residents.
Box plot of the distribution across (new) municipal areas affected an unaffected by the reform
that increased jurisdiction size.
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F Synthetic DiD Results

Table F1: Replicating Table 1 with Synthetic DiD

Permits Completed
DiD SE DiD SE N

Definition of the DV
Logged per capita (baseline) -0.300 0.078 -0.211 0.087 2522
Logged per area -0.300 0.078 -0.211 0.087 2522
Logged -0.300 0.076 -0.211 0.093 2522
Per capita -0.394 0.099 -0.332 0.110 2522

Sample Restrictions
Excluding Island Municipalities -0.323 0.081 -0.206 0.098 2444
Excluding Copenhagen -0.259 0.071 -0.208 0.084 2470
Excluding Ineligible Municipalities -0.276 0.074 -0.205 0.091 2392

Type of Construction
All Permits -0.272 0.074 -0.182 0.074 2522
Detached Single Family Homes -0.266 0.119 -0.470 0.121 2522
Attached Single Family Homes -0.696 0.328 -1.506 0.419 2522
Multi-family Housing -0.809 0.240 -0.727 0.215 2522
Public Housing -0.543 0.244 -0.772 0.245 2522

Baseline Year
2005 -0.328 0.086 -0.285 0.072 2425
2004 -0.393 0.096 -0.334 0.080 2328

Notes: Bootstrapped standard errors. Estimated using the sdid package.
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G Full Regression Models

In this appendix we present the full regression models underlying the Figures and abridged

Tables in the main article. All regression models are estimated using ordinary least squares

with robust standard errors clustered at the level of the new municipal boundaries. In the tables

below, treatment status is denoted by the dummy variable ’D’, and year is indicated either by a

set of dummy variables ‘Y=X’ where X is the year in question, or by the variable ‘Post-reform’,

or simply ‘Post’, that denote whether we are post 2006 or not.

• Table G1 presents the regression models underlying Figure 2, 3 and B1. The regression

models are multi-period difference-in-difference models with 2005 or 2006 as the base-

line year. To get at estimated levels for each year in the control group one simply needs

to add together the constant and the non-interacted year estimate. To get at estimated

levels in the treatment group you need to add the interacted year estimate as well. This is

what we do in constructing Figure 2, 3 and B1.

• Table G2 presents the regression models underlying Figure 4. From this we can use the

constant to estimate the pre-reform level of permits, the post-reform coefficient to get at

the trend in the ‘control’ group, the treatment coefficient to get at pre-reform differences

in permitting, and the interaction to get at the difference in the treatment group net the

difference in the control group. We use these estimates to construct Figure 4.

• Tables G3 and G4 present the full models for the various robustness tests presented in

Table 1. Table 1 simply reports the coefficient of the interaction between the post-reform

and treatment indicator across the different models.

• Table G5 presents the full interaction models underlying the results presented in Table 2.

For the volatility and area moderators, we have split the treatment group into two groups

(small change=1, large change=2), and we report the difference-in-difference estimate

presented in Table G5 for each subgroup in Table 2. The associated p-value is calculated

from a Wald test of whether the two difference-in-difference estimates are the same. For
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the housing price interaction we derive difference-in-difference estimates and the p-value

from the three-way interaction model presented in columns 4 and 8 of Table G5.

• Tables G6 and G7 present the full models with controls underlying Table 3. Table 3

simply reports the coefficient of the interaction between the post-reform and treatment

indicators across the different models.

• Table G8 presents the regression model underlying Figure C1. The regression models

are multi-period difference-in-difference models with period 2 as the baseline year. To

get at estimated levels for each period in the control group one simply needs to add

together the constant and the non-interacted year estimate. To get at estimated levels in

the treatment group you need to add the interacted year estimate as well. This is what we

do in constructing Figure B2.
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Table G1: Regression Underlying Jurisdiction Size, Market Rate Housing and Mobility Fig-
ures

(1) (2) (3)
Jurisdiction Size Log(Market Rate Permits) Movers/Population

Y=1995 -2175.68 (905.56) -1.11 (0.15) 1.22 (0.60)
Y=1996 -1781.48 (701.76) -0.76 (0.15) 0.89 (0.59)
Y=1997 -1521.87 (588.62) -0.62 (0.15) 0.68 (0.58)
Y=1998 -1275.68 (492.78) -0.65 (0.12) 0.28 (0.57)
Y=1999 -997.19 (388.65) -0.65 (0.13) 0.07 (0.58)
Y=2000 -706.32 (306.97) -0.68 (0.13) 0.30 (0.56)
Y=2001 -477.90 (241.62) -0.70 (0.14) -0.00 (0.56)
Y=2002 -305.48 (166.52) -0.89 (0.29) -0.14 (0.55)
Y=2003 -148.90 (95.38) -0.61 (0.13) -0.01 (0.55)
Y=2004 -25.65 (62.25) -0.41 (0.16) 0.88 (0.58)
Y=2005 0.00 (.) -0.16 (0.12) 0.89 (0.61)
Y=2006 89.35 (92.41) 0.00 (.) 0.00 (.)
Y=2007 465.10 (302.34) -0.30 (0.10) -0.46 (0.14)
Y=2008 1135.26 (600.51) -0.70 (0.12) -0.39 (0.18)
Y=2009 1833.10 (928.19) -1.36 (0.17) -0.55 (0.21)
Y=2010 2628.16 (1308.71) -0.67 (0.14) -0.37 (0.19)
Y=2011 3289.77 (1627.75) -0.86 (0.14) -0.47 (0.22)
Y=2012 4063.29 (1983.38) -1.03 (0.16) -0.01 (0.22)
Y=2013 4838.74 (2331.20) -1.05 (0.15) 0.38 (0.27)
Y=2014 5555.23 (2664.63) -0.82 (0.14) 0.63 (0.24)
Y=2015 6372.23 (3040.96) -0.50 (0.16) 1.38 (0.28)
Y=2016 7142.26 (3415.90) -0.12 (0.19) 1.11 (0.29)
Y=2017 7854.84 (3781.30) -0.17 (0.18) 1.62 (0.34)
Y=2018 8473.32 (4132.10) -0.09 (0.20) 1.55 (0.30)
Y=2019 8998.81 (4445.56) 0.02 (0.13) 1.60 (0.28)
Y=2020 9353.61 (4644.22) 0.07 (0.18) 2.28 (0.29)
D -47717.74 (17868.49) 1.07 (0.21) -1.59 (0.67)
Y=1995 → D 1717.80 (911.99) -0.06 (0.16) 1.09 (0.64)
Y=1996 → D 1379.49 (709.10) -0.06 (0.15) 1.51 (0.63)
Y=1997 → D 1177.48 (596.40) -0.05 (0.16) 1.58 (0.62)
Y=1998 → D 985.40 (501.03) 0.05 (0.13) 1.77 (0.61)
Y=1999 → D 744.53 (397.92) -0.04 (0.13) 1.77 (0.62)
Y=2000 → D 500.42 (317.11) -0.14 (0.14) 1.39 (0.60)
Y=2001 → D 325.78 (252.36) -0.04 (0.14) 1.55 (0.60)
Y=2002 → D 197.88 (179.52) 0.20 (0.29) 1.62 (0.59)
Y=2003 → D 84.59 (113.69) 0.08 (0.13) 1.79 (0.60)
Y=2004 → D 6.30 (84.12) 0.03 (0.16) 1.38 (0.62)
Y=2005 → D 0.00 (.) 0.01 (0.14) 1.57 (0.64)
Y=2006 → D 37315.90 (2819.26) 0.00 (.) 0.00 (.)
Y=2007 → D 37201.99 (2854.49) -0.06 (0.10) 0.01 (0.15)
Y=2008 → D 36761.21 (2924.81) 0.11 (0.13) -0.66 (0.20)
Y=2009 → D 36094.55 (3027.97) 0.27 (0.18) -0.90 (0.23)
Y=2010 → D 35323.76 (3188.69) -0.23 (0.15) -0.99 (0.21)
Y=2011 → D 34660.15 (3357.16) -0.22 (0.15) -0.65 (0.23)
Y=2012 → D 33867.42 (3569.09) -0.28 (0.17) -0.95 (0.23)
Y=2013 → D 33108.18 (3798.17) -0.21 (0.16) -1.25 (0.29)
Y=2014 → D 32553.13 (4032.78) -0.38 (0.15) -1.28 (0.26)
Y=2015 → D 32073.72 (4319.42) -0.56 (0.17) -1.55 (0.30)
Y=2016 → D 31572.19 (4613.46) -0.74 (0.20) -1.17 (0.30)
Y=2017 → D 31017.02 (4905.47) -0.63 (0.19) -1.42 (0.36)
Y=2018 → D 30485.98 (5194.31) -0.46 (0.20) -1.34 (0.32)
Y=2019 → D 29967.63 (5462.40) -0.37 (0.14) -1.29 (0.29)
Y=2020 → D 29706.85 (5646.30) -0.54 (0.18) -1.50 (0.31)
Constant 62699.00 (17843.02) 5.92 (0.19) 11.53 (0.62)
R2 0.08 0.26 0.20
N 2522 2522 2522
Robust standard errors clustered at the municipal level in parentheses.



15

Table G2: Regressions Underlying Retail and Market Comparison Figure?

(1) (2)
Log(Market Rate Permits) Log(Retail and Office Permits)

Post-reform 0.06 -0.15
(0.06) (0.19)

D 1.07 1.02
(0.19) (0.43)

Post-reform → D -0.31 0.13
(0.07) (0.20)

Constant 5.31 3.51
(0.18) (0.40)

R2 0.17 0.06
N 2522 2522
Robust standard errors clustered at the municipal level in parentheses.
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Table G5: Full Models Underlying Table 2

(1) (2) (3) (4) (5) (6) (7) (8)
Permit Permit Permit Permit Complete Complete Complete Complete

Post-reform 0.06 0.06 -0.33 0.06 0.25 0.25 -0.05 0.25
(0.06) (0.06) (0.12) (0.06) (0.07) (0.07) (0.20) (0.07)

D 2.54 2.62
(0.79) (0.81)

Increase in Volatility=1 1.14 1.12
(0.20) (0.20)

Increase in Volatility=2 1.00 0.98
(0.22) (0.21)

Increase in Volatility=1 → Post-reform -0.21 -0.17
(0.07) (0.08)

Increase in Volatility=2 → Post-reform -0.41 -0.34
(0.07) (0.08)

Increase in Population Size=1 1.04 1.02
(0.20) (0.20)

Increase in Population Size=2 1.20 1.17
(0.19) (0.19)

Increase in Population Size=1 → Post-reform -0.20 -0.18
(0.07) (0.08)

Increase in Population Size=2 → Post-reform -0.42 -0.33
(0.07) (0.08)

Post-reform → D 0.07 -0.02
(0.14) (0.21)

High Price 0.87 0.90
(0.41) (0.42)

Post-reform → High Price 0.21 0.16
(0.08) (0.12)

D → High Price -0.72 -0.78
(0.44) (0.45)

Post-reform → D → High Price -0.20 -0.12
(0.11) (0.13)

Increase in Area=1 0.89 0.88
(0.20) (0.20)

Increase in Area=2 1.33 1.31
(0.19) (0.19)

Increase in Area=1 → Post-reform -0.28 -0.24
(0.07) (0.08)

Increase in Area=2 → Post-reform -0.35 -0.28
(0.07) (0.08)

Constant 5.31 5.31 3.65 5.31 5.17 5.17 3.45 5.17
(0.18) (0.18) (0.76) (0.18) (0.18) (0.18) (0.78) (0.18)

R2 0.19 0.21 0.20 0.23 0.20 0.22 0.22 0.25
N 2522 2496 2496 2496 2522 2496 2496 2496
Robust standard errors clustered at the municipal level in parentheses.
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Table G6: Full Models Underlying Table 3 (Permits)

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Post 0.06 0.06 -0.13 -0.14 -0.01 -0.01 0.03 0.03 0.06

(0.06) (0.06) (0.07) (0.10) (0.06) (0.06) (0.06) (0.06) (0.06)
D 1.04 1.05 1.42 1.73 1.20 1.02 0.80 -3.26 1.07

(0.19) (0.20) (0.21) (3.42) (0.15) (0.18) (0.15) (1.59) (0.19)
D → Post -0.27 -0.27 -0.27 -0.26 -0.26 -0.28 -0.29 -0.30 -0.31

(0.07) (0.07) (0.07) (0.12) (0.06) (0.06) (0.07) (0.07) (0.07)
Net Left 0.02 -0.17

(0.36) (0.44)
D → Net Left 0.78

(0.71)
Log(Prices) 0.64 0.66

(0.18) (0.31)
D → Log(Prices) -0.03

(0.37)
Jobs 0.01 0.01

(0.00) (0.00)
D → Jobs 0.01

(0.00)
Log(Pop) 0.82 0.70

(0.09) (0.11)
D → Log(Pop) 0.38

(0.15)
Constant 5.31 5.31 -0.79 -0.97 4.94 4.98 -3.17 -1.95 5.31

(0.18) (0.18) (1.66) (2.88) (0.14) (0.14) (0.98) (1.13) (0.18)
R2 0.17 0.17 0.25 0.25 0.40 0.41 0.54 0.56 0.17
N 2476 2476 2486 2486 2522 2522 2522 2522 2522
Robust standard errors clustered at the municipal level in parentheses.

Table G7: Full Models Underlying Table 3 (Completed)

(1) (2) (3) (4) (5) (6) (7) (8) (9)
Post 0.25 0.25 0.06 0.07 0.17 0.18 0.21 0.21 0.25

(0.07) (0.07) (0.08) (0.10) (0.06) (0.06) (0.07) (0.07) (0.07)
D 1.03 1.03 1.38 1.18 1.17 0.99 0.78 -3.08 1.05

(0.19) (0.19) (0.21) (3.35) (0.14) (0.18) (0.13) (1.53) (0.19)
D → Post -0.23 -0.23 -0.22 -0.23 -0.21 -0.23 -0.24 -0.25 -0.25

(0.07) (0.07) (0.07) (0.12) (0.07) (0.07) (0.07) (0.07) (0.07)
Net Left -0.08 -0.18

(0.33) (0.40)
D → Net Left 0.42

(0.68)
Log(Prices) 0.60 0.59

(0.17) (0.30)
D → Log(Prices) 0.02

(0.36)
Jobs 0.01 0.01

(0.00) (0.00)
D → Jobs 0.01

(0.00)
Log(Pop) 0.81 0.70

(0.09) (0.11)
D → Log(Pop) 0.36

(0.15)
Constant 5.17 5.17 -0.55 -0.43 4.81 4.85 -3.23 -2.07 5.17

(0.18) (0.18) (1.63) (2.79) (0.14) (0.14) (0.94) (1.09) (0.18)
R2 0.19 0.19 0.26 0.26 0.42 0.44 0.58 0.60 0.19
N 2476 2476 2486 2486 2522 2522 2522 2522 2522
Robust standard errors clustered at the municipal level in parentheses.
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Table G8: Full Models Underlying Figure A2 - Avg. Year on Year Volatility

(1)
Period=0 1.64

(0.95)
Period=1 1.69

(0.67)
Period=3 0.78

(0.77)
Period=4 -2.36

(0.71)
Period=5 -3.03

(0.72)
Period=6 -0.44

(0.61)
D 0.41

(0.78)
Period=0 → D 0.74

(1.03)
Period=1 → D 0.98

(0.78)
Period=2 → D 0.00

(.)
Period=3 → D -0.29

(0.86)
Period=4 → D -0.40

(0.79)
Period=5 → D -0.75

(0.80)
Period=6 → D -1.35

(0.72)
Constant 5.14

(0.70)
R2 0.60
N 679
Robust standard errors clustered at the municipal level in parentheses.


