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Housing Supply and Affordability: Do 
Affordable Housing Mandates Work? 

By Benjamin Powell, Ph.D. and Edward Stringham, Ph.D 
Project Director: Adrian T. Moore, Ph.D 

Executive Summary 

CahfomJa and many urban areas nat1onw1de face a housmg affordabll1ty cnSJs New housmg production 
has chrorucally fatled to meet housmg needs, causmg housmg pnces to escalate Faced w1th demands 

to "do somethmg" about the houSJng affordab1hty cns1s, many local governments have turned to 
"mclus10nary zomng" ordmances m whlch they mandate that developers sell a certam percentage of the 
homes they bwld at below-market pnces to make them affordable for people WJth lower mcomes 

The number of c1t1es wtth affordable housmg mandates has grown raptdly, to about 10 percent of Cities over 
100,000 population as of the mJd-90s, and many advocacy groups pred1ct the trend WJJ1 accelerate m the next 
five years Cahfom1a was an early leader m the adoptJon of mcJuSJonary zomng, and 1ts use there has grown 
rap1dly Between 1990 and 2003, the number of Cab forma commumtJes WJth mcluSJonary zomng more than 
tnpJed-from 29 to 107 commurutJes--meanmg about 20 percent of Caltforma commumttes now have 
mclus10nary zonmg. 

IncJUSJonary zomng attempts to deal WJth htgh houSJng costs by 1mposmg pnce controls on a percentage of 
new homes Dunng the past 20 years, a number of pubhcattons have debated the ments of mcJus1onary 
zonmg programs Nevertheless, as a recent report observed, ''These debates, though fierce, remam largely 
theoretical due to the Jack of empmcal research " 

Thts study attempts to fill the research void In thts paper we use data from conmnnnttes m the San 
Franc1sco Bay Area regton to evaluate the effects ofmclustonary zonmg and examJne whether 1t 1s an 
effecttve pubhc pohcy response to high housmg pnces We chose the Bay Area because mclus10nary zonmg 
ts parncularly prevalent there, today more than 50 Junsdtctlons m the regton have mclustonary zonmg. 
These commumttes have vanous S1zes and densities with different mcome levels and demographics, so they 
prov1de a good sample to tell us how mcJusionary zonmg 1s probably workmg natJonWJde 



These are our findmgs 

lnclusJonary Zonmg Produces Few Umts 

Smce Its mceptton, mclus10nary zomng has resulted m few affordable units The 50 Bay Area Cities w1th 
mcJusJonary zonmg have produced fewer than 7,000 affordable umts The average smce 1973 IS only 228 

umts per year After passmg an ordinance, the average City produces fewer than 15 affordable untts per year 

IncJus10nary zonmg cannot meet the area's affordable housmg needs At current rates, mclUSionary zomng 
wtll only produce 4 percent of the Assoc1at1on ofBay Area Governments' estimated affordable housmg 
need. Tins means mclus1onary zonmg wtll requ1re 100 years to meet the current five-year housmg need 

lnc/us/Onary Zomng Has H1gh Cmis 

IncJUSionary zonmg 1mposes large burdens on the housmg market For example, 1f a home could be sold for 
$500,000 dollars but must be sold for $200,000, the revenue from the sale IS $300,000 Jess In half the Bay 
Area Junscbcttons th1s cost asSOCiated with selhng each mclus1onary unit exceeds $346,000 In one fourth of 
the JUTISdlctlons the cost IS greater than $500,000 per umt, and the cost of mcJus10nary zonmg m the average 
JUTisdlctJOn 1s $45 mtlhon, bnngmg the total cost for all mcluSJonary untts m the Bay Area to date to $2 2 

btlhon 

lnclus1onary Zonmg Makes Market-pnced Homes More ExpensiVe 

Who bears the costs ofmclUSionary zonmg? The effective tax ofmclus1onary zonmg w11l be borne by some 
combmatJon of market-rate homebuyers, landowners, and bmlders How much of the burden 1s borne by 
market-rate buyers versus landowners and budders ts detemnned by each group's relative responSiveness to 
pnce changes 

We estimate that mcluSJonary zonmg causes the pnce of new homes m the medtan1 c1ty to mcrease by 
$22,000 to $44,000 In h1gh market-rate c1tJes such as Cupertino, Los Altos, Palo Alto, Portola Va11ey, and 
Ttburon we estimate that mclustonary zonmg adds more than $100,000 to the pnce of each new home 

lndus/Onary Zonmg Rest nets the Supply of New Homes 

Inclus1onary zonmg dnves away budders, makes landowners supply less land for res1dentJal use, and leads to 
less housmg for homebuyers-the very problem 1t was mstttuted to address 

In the 45 c1ttes where data ts avadable, we find that new hoUSing production drastically decreases the year 
after CJtJes adopt mclUSionary zonmg. The average City produced 214 un1ts the year before mclUSionary 
zonmg but only 147 units the year after Thus, new constructJon decreases by 31 percent the year followtng 
the adoption of mcluSJonary zonmg 

In the 33 Cities wtth data for seven years pnor and seven years foltowmg mclustonary zomng, 10,662 fewer 
homes were produced dunng the seven years after the adoption ofmclustonary zomng By artifiCially 
lowenng the value of homes m those 33 c1ttes, $6 5 bdhon worth ofhousmg was essentially destroyed 



Constdenng that over 30 years mclustonary zomng has only YJelded 6,836 affordable umts, one must 

questlon whether those umts are worth the cost m terms of fewer and htgher-pnced homes 

JnclusJonary Zonmg Costs Government Revenue 

Pnce controls on new development lower assessed values, thereby costmg state and local governments lost 

tax revenue each year. Because mclustonary zonmg restncts resale values for a number of years, the loss m 

annual tax revenue can become substantlal The total present value oflost government revenue due to Bay 

Area mclustonary zonmg ordmances IS upwards of$553 mt11Ion 

Pnce Controls Do Not Address the Cause of the Affordab1ltty Problem 

Pnce controls fatl to get to the root of the affordable housmg problem Indeed by causmg fewer homes to be 

built they actual1y make thmgs worse The real problem IS government restrtctlons on supply. From 1990 

through 2000, the Bay Area added nearly 550,000 JObs but only about 200,000 new homes The Ca1Ifomta 

Department ofFmance recommends 1 5 new Jobs per new home-the Bay Area produced only 55 percent of 

the suggested amount of hoUSing 

Supply has not kept up with demand due to artifictal restnctions One recent study found that 90 percent of 

the difference between phystcal construction costs and the market pnce of new homes can be attnbuted to 

land use regulation 

The solutiOn IS to allow more construction When the supply of homes mcreases, existing homeowners often 

upgrade to the newly constructed homes. Thts frees up their pnor homes for other famtlies wtth lower 

mcome lnclusionary zonmg restncts this upgrade process by slowtng or ehmmattng new construction 

With fewer new homes available, m1ddle- and upper-mcome farmhes btd up the pnce of the ext sting stock of 

homes, thus makmg housmg less affordable for everyone 

Conclus1on 

Inclustonary zonmg has faded to produce a stgmficant number of affordable homes due to the mcenttves 

created by the pnce controls Even the few mclustonary zonmg untts produced have cost butlders, 

homeowners, and governments greatly By restncttng the supply of new homes and dnvmg up the pnce of 

both newly constructed market-rate homes and the existing stock of homes, mclustonary zonmg makes 

hoUSing less affordable. 

Inclus10nary ordmances wt11 contmue to make housmg less affordable by restnctmg the supply of new 

homes If more affordable housmg IS the goal, governments should pursue pohctes that encourage the 

production of new hoUSing. Endtng the pnce controls of mclustonary zomng would be a good start 
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H OUSING SUPPLy AND AFFOROABILITY I 1 

P a r t 

Introduction 

The number of cities with affordable housing mandates has grown rapidly, to about I 0 percent of cities 

over I 00,000 population as of the mid-90s, and many advocacy groups predict the trend will accelerate 
in the next five years.2 California was an early leader in the adoption ofinclusionary zoning, and its use 
there has grown rapidly. Between 1990 and 2003, the number of California communities with inclusionary 
zoning more than tripled-from 29 to I 07 communities- meaning about 20 percent of California 

communities now have inclusionary zoning.3 

A large concentration of cities with inclusionary zoning laws is in the San Francisco Bay Area, which also 
consistently rates as the country's least affordable region for housing. The median home price in the area is 
upwards of $560,000 and prices for new housing are even higher.4 Such high prices affect all but the 
wealthiest families ' chances of owning a home. Of metropolitan areas with more than one million residents, 
San Francisco, San Jose and Oakland respectively rank I, 2, and 4 as the least affordable areas in the nation 

(Table 1). 

' 
, Table 1: Least Affordable Metropolitan Areas in the Nation 

Metro Area Least Affordable Share of Homes Affordable Family Income 
Metropolitan Areas for Median Incomes 

San Francisco, CA PMSA* 1 9.2% $86,100 

San Jose, CA PMSA 2 20.1% $96,000 

San Diego, CA MSA 3 21.6% $60,100 

Oakland, CA PMSA 4 23.9% $74,500 

Los Angeles-Long Beach, CA PMSA 5 34.4% $55,100 

Orange County, CA PMSA 6 37.7% $75,600 

Sacramento, CA PMSA 7 43.7% $57,300 

Portland-Vancouver, OR-WA PMSA 8 46.6% $57,200 

Boston, MA-NH PMSA 9 48.2% $74,200 

Riverside-San Bernardino, CA PMSA 10 49.6% $50,300 

New York, NY PMSA 11 49.9% $62,800 

Miami, FL PMSA 12 58.1% $48,200 

Denver, CO PMSA 13 59.6% $69,900 

Bergen-Passaic, NJ PMSA 14 61.5% $78,900 

Newark, NJ PMSA 15 61.1% $78,700 

Source: Data are from the "Housing Opportunity Index: First Quarter 2002" (Washington, D.C.: National Association 
of Homebuilders). *PMSA and MSA are census designations meaning, respectively, Primary Municipal Statistical 
Area and Municipal Statistical Area. 
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Faced Wlth demands to "do somethmg" about the regton's housmg affordabthty cnsts, many local 
governments m the Bay Area have twned to mcJusJOnary zonmg ordmances In response to the cnSJS, the 
number of Bay Area JunsdJctJons WJth mclusJOnary zorung has proliferated from just a handful m the early 
1970s to more than 50 m 2004 

InclusJOnary zomng IS a name for arbfietally lowenng the pnce, and therefore the value, on a percentage of 
new homes Budders and subsequent owners are forced to sell the homes so that they are "affordable" to 
specific mcome levels 

The pnce controls are set usmg dlfferent formulas so that the "mclusJOnary" umts Wlll be affordable tQ e1ther 
"Very Low," "Low," or "Moderate" mcome households, or some combmatJon thereof "Very Low" mcome 
IS most often clasSJfied as up to 50 percent of county medtan mcome, "Low" as 50-80 percent of medtan, and 
"moderate" as 80-120 percent ofmedlan The percent of units targeted as mclustonary untts vanes by 
JunsdJctJon, rangtng from 5 to 25 percent of the new homes constructed m a project Typically, the 
mclusJOnary umts must be constructed withm the project and be of the same stze and quality as the market­
rate umts Some JUnsdtctJons exempt small developments whde others reqwre budders to pay an m-heu fee 
for developments of 10 homes or fewer to get out from under the pnce controls Snll others allow m-Jieu 
fees for projects of all s1zes OstenSibly, some JunsdtctJons also offer mcentJVes for comphance These can 
take the form of "denstty bonuses" (gtvmg butlders the optJon to mcrease the density of therr developments 
m return for malong more of the untts affordable), fast-track permtttJng ( speedmg up the process of 1ssumg 
permtts for new development), fee wmvers, or exemptJons from growth controls In a few voluntary 
mclustonary programs, mcentJves are offered m exchange for a budder comm1ttJng to sell at the pnce­
controlled rates But most mclus1onary zomng programs are mandatory, requmng all budders to parttctpate 

The prohferanon of mclustonary zonmg ratses Important pubhc pohcy questJons 

• Is 1t effectJve--does mclustonary zonmg lead to a substantJal mcrease m affordable housmg productJon? 

• Is tt effietent-how do mcluSJonary zonmg's costs compare to tts benefits? 

• Is It eqwtable--does inclus1onary zonmg fatrly apportton the cost ofproVJdJng affordable housmg? 

These questJons have not been adequately addressed Dunng the past 20 years a number of pubhcatJons have 
debated the ments ofmclustonary zonmg programs Nevertheless, as the 2003 report Incluszonary Housmg 

m Califorma 30 Years oflnnovatron observed, "These debates, though fierce, remam largely theoretJcal due 
to the lack of empmcal research ..s W1thout knOWJDg the economtc and other real-world consequences of 
mclustonary zonmg, pohcymakers have difficulty assessmg the ments or faults of mclustonary zomng 

This study attempts to fill the research v01d In thts paper we use data from commun1tJes m the San 
Franctsco Bay Area regton to evaluate the effects of mcluSJonary zonmg and examme whether tt ts an 
effectJve pubbc pobcy response to htgh housmg pnces We chose the Bay Area because mclus10nary zomng 
1s parbcularly prevalent there, today more than 50 JunsdtctJons m the regton have mclUSJonary zonmg We 
mclude m our analySis the 182 c1tJes, towns, and Census-defined placei m the nme Bay Area countJes· 
Alameda, Contra Costa, Mann, Napa, San Franetsco, San Mateo, Santa Clara, Solano, and Sonoma. These 
communttJes are vanous stzes and deJlSitJes Wlth different mcome levels and demographtcs, so they provide 
a good sample to tell us how mclustonary zomng ts probably workmg natJonwtde 
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Part 2 

The Housing Market and lnclusionary 
Zoning in the Bay Area 

Anumber of stud1es document htgh housmg pnces and the affordab1hty cnSJS m the Bay Area. 7 Offenng a 
temperate chmate, cultural and natural resources, and JOb growth, the Bay Area has become an 

mcreasmgly desrrable place to hve From 1990 through 2000 the region added 547,590 Jobs, an mcrease of 

17 percent 8 The Cahfomta Department of Fmance recommends "1 5 Jobs per new housmg umt 1s a healthy 
JObslhousmg balance,'.9 whlch means more than 365,000 new homes should have been budt Yet the region 
added only 200,028 new homes-55 percent of the recommended need Not surpnsmgly, housmg pnces 
have soared from the1r already hlgh levels, as producnon has not kept pace Wlth populanon and JOb growth 
The percentage of homes affordable to a faffilly eannng med1an mcome 1s only 23 9 percent for Oakland 
Metro, only 20 1 percent for San Jose Metro, and an astomshmgly low 9 2 percent for San Franc1sco 
Metro 1° Fam1hes eammg less than medlan mcome have even fewer homes avadable m the1r pnce range 

In response to the affordable housmg cnsts, a number oflocal governments m the Bay Area have adopted 
mclus10nary zomng requtrements (F1gure 1). Whde Palo Alto blazed the trall w1th 1ts ordmance m 1973, 
most governments have adopted them m the past 10 years. Remammg CJtles now face loud cans from 
planners and advocacy groups to adopt mclus10nary zomng as well As of 2004, more than 50 Bay Area 
CJtles have some form of mcluSJonary zonmg 11 
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Table 2 shows the jurisdictional requirements and the number of price-controlled units produced by city. A 

number of communities could not report how many affordable units had been produced under the program, 

in most cases probably because the law was new or the community is very small and as yet there are no 

results. In some cases, though, it appears to be a simple unwillingness by city officials to keep track of how 

effective the policy is in spite of its costs. Our calculations of averages and costs exclude these cities. 

Table 2 Bay Area Cities With lnclusionary Zoning 

City Year Percent of Target levels Number of price- Average number of 
imposed new units VL=Very Low; controlled units price-controlled 

under price L= Low; produced by units produced per 
controls M=Moderate program year since program 

inception 

Benicia 2000 10% VL, L * * 

Berkeley 1986 20% VL, L, M 75 4.4 

Brentwood 2003 10% VL, L * * 
Calistoga 1990 20% L,M 78 6.0 

Clayton 1995 10% VL, L 84 10.5 

Corte Madera 1989 10% M · 43 3.1 

Cotati 1985 15% M * * 
Cupertino 1983 15% VL. L, M 160 8.0 
Danville 1999 10-15% M 70 17.5 
Dublin 1996 12.5% VL, L, M 59 8.4 
East Palo Alto 1994 20% VL, L, M 115 12.8 

Emeryville 1990 20% M 463 35.6 

Fairfax 1986 10-15% L, M * * 
Fremont 2002 15% VL, L, M * * 
Half Moon Bay 1996 20% VL, L, M 12 1.7 

Healdsburg 1993 15% L, M * 0.0 

Hercules 1997 10% M * 0.0 

Larkspur 1990 10-15% l,M 85 6.5 

Livermore 1978 10% l 217 8.7 
los Altos 1990 10-20% Vl,l 50 3.8 

los Gatos 1976 10% M * * 

Menlo Park 1986 10-15% L,M 28 1.6 

Mill Valley 1988 10-15% Vl, L, M 319 21.3 

Morgan Hill 1977 10% l,M 302 11.6 

Mountain View 1999 10% l,M * * 
Napa 1999 10% Vl, L, M 56 14.0 

Novato 1999 10-15% L 40 10.0 

Palo Alto 1973 15-20% L,M 274 9.1 

Petaluma 1984 15% l, M 1442 75.9 

Pleasant Hill 1991 5-25% VL, l 5 0.4 

Pleasanton 1978 15-20% VL, L, M 300 12.0 

Portola Valley 1991 15% L.M * * 
Richmond 2001 10-17% VL, L, M * * 
Rio Vista 2002 10% L * * 
Rohnert Park 2002 15% Vl, L,M * * 
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Table 2 Bay AreJ. Cities With lnclusionary Zoning 

City Year Percent of Target levels Number of price- Average number of 
imposed new units Vl=Very low; controlled units price-controlled 

under price l = low; produced by units produced per 
controls M=Moderate program year since program 

inception 
San Anselmo 1995 10% l,M * * 
San Carlos 1991 10% l,M 40 3.3 
San Francisco 1992 10-17% l,M 302 27.5 
San leandro 1980 10% l 312 13.6 
San Mateo 1992 10% l ,M 102 9.3 
San Rafael 1988 10% Vl, l, M 611 40.7 
Santa Clara 1992 10% M * * 
Santa Rosa 1992 15% Vl,l 385 35.0 
Sebastopol 1994 20% l 9 1.0 
Sonoma 1995 10% Vl,M 11 1.4 
S. San Francisco 2001 20% l,M * * 
Sunnyvale 1980 10% l,M 749 32.6 
Tiburon 1988 10% l,M 19 1.3 
Union City 2001 15% Vl,l, M * * 
Yountville 1992 15% Vl,l, M 19 1.7 

Sources: California Coalition for Rural Housing and Non-Profit Housing Association of Northern California, lnclusionary 
Housing in California, (Sacramento, CA: California Coalition for Rural Housing), 2003;.and Calavita and Grimes, "lnclusionary 
Zoning in California: The Experience of Two Decades.· Journal of the American Planning Association v 64 no.2,1998, p. 152. 

"The California Coalition for Rural Housing and Non-Profit Housing Association of Northern California does not report any 
units for these cities. 

Advocates of inclusionary zoning herald price controls as the solution to the affordabili ty crisis. They point 

to the inclusionary units produced and declare the program to be a success. While the program has been a 

boon to the few families who luck out on getting the artificially reduced homes, the ripple effect distortion in 

the market caused by inclusion zoning is overwhelming, costing far more. Obviously, a more thorough 

assessment ofinclusionary zoning is necessary. From an overall production perspective, how effective has 
inclusionary zoning been? The numbers do not look good; in the 30-plus years that inclusionary zoning has 

been implemented in the Bay Area, communities with inclusionary zoning report that it has resulted in the 

production of only 6,836 affordable units. 

Compared to the region's overall affordable housing needs for this period, inclusionary zoning clearly has 
not made a significant contribution to solving the region's affordable housing crisis. Looking forward, the 

conclusion is the same. For the 5.5-year period over 2001-2006, the Association of Bay Area Governments 

(ABAG) projected the Bay Area's affordable housing need for very low, low, and moderate income 

households to be 133,195 units, or 24,217 per year. Over the past 30 years, however, inclusionary zoning 

throughout the entire Bay Area has produced an average of only 228 units per year. Controlling for the 

length of time each program has been in effect, the average jurisdiction that reports creating some affordable 

housing with inclusionary zoning has produced only 14.7 units for each year since adoption of its 

inclusionary zoning requirement. 
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The disparity between the regional housing need and inclusionary zoning production is shown in Figure 2.12 

In Figure 2, the front (red) columns represent the average yearly production of affordable housing reported 
by cities (only for years when cities had inclusionary zoning) multiplied times 5.5, and the back (green) 
columns represent the five-year need for affordable housing in the cities with inclusionary zoning. The 
number of units expected from inclusionary zoning clearly pales in comparison to the regional need. 

This point is further illustrated by Figure 3, which shows the percentage of affordable units anticipated from 
inclusionary zoning based on the number of units cities report to have produced so far. The program would 

have to be 20 times more effective each year before it could be relied on to meet the area's five-year 
affordable housing needs. Put differently, if the program continues at its current pace, it wllltake JOOyears 

for inclusionary zoning to meet current five-year housing needs. 

Figure 2: Housing Needs Versus Expected Uni ts 
Produced Under lnclusionary Zoning 

• "Affordable" units produced through inclusionary zoning. (Calculated for 5.5 years by multiplying average 
units per year produced under inclusionary zoning times 5.5.) · 

0 Five year housing needs according to the Association of Bay Area Governments "Regional Housing Needs 
Determination". 
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Figure 3: Fraction Of Affordable Housing Needs That We Can Expect 
to be Met Through lnclusionary Zoning. 

4% 

96% 
13 "Affordable" units produced through inclusionary zoning. (Calculated for 5.5 years by multiplying average units 

per year produced under inclusionary zoning times 5.5) 

• Shortfall of affordable units not produced through inclusionary zoning. (Data is only for cities with inclusionary 
zoning.) 

From an overall production standpoint, inclusionary zoning has not been effective. Some advocates of 
inclusionary zoning respond to this poor record by calling for more vigorous and numerous restrictions. 
Instead, Bay Area jurisdictions need to fundamentally reexamine if price controls are an effective way of 

producing more affordable housing. Policymakers should analyze the actual consequences of inclusionary 
zoning and judge whether the poor results achieved by inclusionary zoning are caused by the very nature of 
these Jaws. Looking at the number of below-market units created by programs only begins to reveal 
inclusionary zoning's effect on affordability. Our findings suggest that inclusionary zoning actually leads to 
less housing and higher prices. 
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Part 3 

Economics of lnclusionary Zoning 

Before exannning the evidence on mclus10nary zoning, recognizing some basic economtc pnnctples will 
be useful. Pnces can be determined m two ways: by relying on supply and demand (the market) or by 

usmg government pnce controls. lnclusionary zonmg opts for using p_rice controls on a certam percentage of 

umts. Econonnsts wtdely agree that when government sets pnces below the ~ket pnce, more housmg wtll 
be demanded and Jess housing wtll be supplied. 

When the pnce lowers, buyers wtll want more of an Jtem, so as the price ofhousmg drops, residents will 

demand more housmg. The Important questJon ts whether more homes are supplied. If inclus1onary zonmg 
produces affordable homes that would not have been created, while not discouraging the creation of market­

rate homes, then it would succeed m makmg housmg more affordable. If, however, incluSJonary zonmg 
actually decreases the overall supply of houses and/or adds to the cost ofhoUSJng, mcJUSJonary zonmg wtll 
raise prices on market-rate houses and pnce mtddle-mcome buyers out of the market. 

The law of supply tells us that at lower prices fewer goods wdl be supplied. Budders dectde to develop 

property based on expected profits and costs. Smce inclus10nary zonmg restncts how much budders can 
charge for a portJon ofthe1r development, expected profits go down whtle expected costs stay the same. We 
should expect builders to invest less m housing wtth mclustonary zoning than if government allowed prices 
to adjust to market condttJons.13 In this way, restricting how much builders can charge wtlllead to less 

houSJng, not more. 

Analyzing the mteractton between consumers and sellers shows how settJng the pnce of housmg below 
market creates a shortage where demand for housmg exceeds supply (F1gure 4). 

When houSJDg demanded exceeds the supply, the available units must be rationed. In this case a lucky few 

get the untts wh1le everyone else is left out. Studies show that restncting housing prices to beJow-market 
rates creates a situation in which only a few people can find untts at the low pnce, which of course burdens 
the majority of the consumers.14 An example of thts shortage is the affordable housing complex Rich Sarro 

Commons near San Franctsco's SBC Park. It had 2,700 appltcaJ}ts for only 100 umts. A fannly had to be 

fortunate enough to be livmg m the city, apply, and then wm a lottery to get one of the 100 units.15 The other 

2,600 famdies, as well as low-mcome families who were unable to apply, did not benefit from programs that 

gave benefits to a select few. Thus, pnce-controlled unJts created by inclusionary zoning benefit a select few 

and create shortages for others. 
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Figure 4: Supply and Demand of Housing with Affordability Controls 
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The initial shortage described above is only the beginning of the economic consequences ofinclusionary 
zoning. Proponents of inclusionary zoning often point out that its popularity with local government comes 

from the fact that the local government does not have to pay to create the units. But if a portion of homes are 

sold for below-market prices, the subsidy to those buyers must come from somewhere. When government 

sets price controls within a free market, that free market must absorb the costs of the price control. In this 

case, a market where they cannot get fair value for the costs of building a house repels builders. Since some 

units are built to selJ for below-market rates in order for the builder to secure permission to build the market­

rate units, the builder takes a Joss. In order to remain solvent, he must accordingly pass this loss on to the 

landowner that he bought the land from, resulting in devaluation of land, and to the market-rate home buyer 

to whom he selJs. In this way, inclusionary zoning acts on the Robin Hood principle, robbing in this case the 
middle class to support the poor, in much the same way a tax does. And like goods that are heavily taxed, 

such as cigarettes and gasoline, the market cost is driven up in response to the increased cost of production. 

In housing, this leads to less building, as builders take their business to more development-friendly 

jurisdictions, and in tum less homes are available to purchase, resulting in higher prices of the few homes on 

the market. 

The laws of economics clearly predict the consequences of inclusionary zoning. Restricting prices below 

market increases demand and decreases supply. When units must be sold for a loss, someone must pay for 

that difference. Landowners and market-rate buyers will ultimately pay the cost of the subsidized units. 

Unfortunately, this tax on new housing makes housing Jess affordable for everyone but the lucky few. 

lnclusionary zoning only exacerbates the affordability problem by increasing market prices and further 

discouraging supply. 
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Part 4 

Costs Associated with Below-Market 
Units 

Supporters often promote mclusionary zomng as a costless way ofproVJdmg affordable housmg Many 
htghhght the number of umts produced under mclUSJonary zonmg and then claJm the program to be a 

success But the costs of these untts and programs are often mJssed For example, the town of Ttburon has 
had mclus10nary zonmg smce 1988, and the program has led to 19 affordable uruts The tmtJal reacnon 
mJght be to constder the program worthwhile stmply because 19 units were bwlt But accurately JUdgmg the 
efficacy of a program requires Jookmg at Its costs What were the costs of producmg each of those umts? 

We all agree that the goal Is to help low-mcome households, but we must recogmze that some ways are 

better than others If two methods cost the same amount but one helps more, we should choose the one that 
ytelds greater benefits Or, 1ftwo methods yteld the same benefits but one costs Jess, we s-hould support the 
one wtth lower costs Even though many Cities have adopted mclustonary zonmg, to date no one has 
comprehenSively estimated the program costs Without lookmg at the costs of mcluSionary zonmg, we 
cannot determJne tfbetter ways to provide affordable housmg extst 

By definttJon, whenever sellers must sell a untt at a government-set pnce, they cannot sell that untt at the 
market pnce. For example, for a home to be "affordable" to a low-mcome household m Tiburon, the home 
must be sold for less than $300,000. If a new home could be sold for $1 4 mJllton but must be sold for 
$300,000, the revenue from the sale ts $1 1 mJlbon less In htgh-pncedJunsdtctJons these losses can be qutte 
lngh When someone forgoes one opportunity to take another, economis~ refer tQ tins as the "oppo~ty 
cost." The opportuntty cost ofsellmg a umt for $300,000 ts not selhng the un1t for $1 4 mJllton, 1 e, $1 1 
mJlhon Keep m mJnd that this does not measure productJon costs Rather, tt represents the lost revenue per 

sale of pnce-controlled umts 

F1rst, let us conSider the cost assoct~ted wtth each mclus10nary unit by ctty We calculate the cost for each 
umt by subtractmg the regulated pnce from the market pnce 16 Most mclll$1onary zonmg ordmances mandate 

that homes be affordable to some combmatJon of very low mcome, low mcome and moderate mcome 
households Very low mcome IS typically defined by up to 50 percent of medtan, low mcome JS defined by 
up to 80 percent of medtan, and moderate Income JS defined by up to 120 percent of medtan 17 The Cahforma 
Department of Housmg and Community Development proV1des mcome levels for four-person households 

{Ftgure 5) 18 
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Figure 5: 2003 Income levels for Four-Person Households Defined by California Department 
of Housing and Community Development 
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lnclusionary zoning sets price controls such that homes can be "affordable" at the specified income levels. 

Table 3 indicates sample price controls for homes to be "affordable" to the four-person households in the 

respective income groups. We assume homes will be financed with 0 percent down, a 30-year fixed-rate 

mortgage, and an interest rate of 7 percent. We assume 26 percent of income wi II pay mortgage payments 

and 4 percent of income will pay for real estate taxes and other homeowner costs. This formula gives us how 

much a household in each income level could afford. We decided to use conservative assumptions so that we 

would not overestimate the costs of inclusionary zoning. Different jurisdictions use different formulas for 

calculating their price controls; actual price controls will differ accordingly. To the extent that families can 
afford less than our calculations assume or that jurisdictions set price controls more stringently than we 

assume, the costs of inclusionary zoning will be significantly higher than our estimates. 

Table 3 Sample Price Controls for Homes to be "Affordable" to Different Income Groups • 

County Very low Price Control low Price Control Moderate Price Control 
Alameda $130,429 $208,752 $299,287 
Contra Costa $130,429 $208,752 $299,287 
Marin $184,164 $294,728 $357,582 
Napa $110,401 $176,674 $264,930 
San Francisco $184,164 $294,728 $357,582 
San Mateo $184,164 $294,728 $357,582 

Santa Clara $171,789 $267,372 $412,294 
Solano $110,401 $176,674 $264,930 
Sonoma $116,426 $184,002 $276,165 

* HCO gives some counties the same income guidelines, so our sample price controls in those counties are the same. 
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We can then compare the level of the price controls to the market price of homes. The more restrictive the 

price controls, the greater the cost for each unit. Figures 6, 7, and 8 compare the median price of existing 

homes in each counry to our sample price controls. The heights of lower (red) bars represent the price 

controls: "very low" in Figure 6, "low" in Figure 7, and "moderate" in Figure 8. The top of the upper (green) 

bars represent the 2003 average price of new homes by county. The difference between the market price and 

the price-controlled price (the height of the red bar) is the cost of providing the affordable unit. 

Figure 6 "Very low'' Price Controls Compared to Average Market Price by County 
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Figure 7 " low" Price Controls Compared to Average Market Price by County 
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Figure 8 "Moderate" Price Controls Compared to Average Market Price by County 
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Comparing the figures, the ''moderate" price controls are not as restrictive as the "low" price controls and 

impose less of a cost. When price controls are at the market price we would not count them as costly. In 

reality price controls set near the market price also cause builders to lose revenue because the price controls 

come with other restrictions. 

Inclusionary zoning ordinances almost always impose restrictions on the resale price of below-market units. 

The reasoning seems straightforward: the subsidized units should remain affordable for future buyers, and 

the initial buyers should not be able to cash out on the windfall profits of acquiring a price-controlled unit.19 

These affordability controls limit appreciation to some formula based on inflation, or they simply mandate 
that the home be "affordable" to the equivalent income groups calculated at the time of sale. Resale price 

controls typically last 30 years or more and are renewed upon each sale. Because home ownership is a long­

term commitment and affordability controls last a number of years, price-controlled homes are simply Jess 

valuable. 

Because buyers who purchase units with resale restrictions are not able to gain full equity appreciation in the 

home, they will be willing to pay less for those units and so "moderate" price-controlled homes often sell for 

less than the maximum allowable value. Interviews with homebuilders illustrated this problem to us. One 

builder reported that in a development in Dublin, California, "Our inclusionary requirement obligates us to 

sell to moderate income buyers for up to $280,000 per unit, but because of all the resale restrictions and 

difficulties qualifying buyers, we actually have to sell the units for much less. Currently we are having 

difficulty selling the units at a price of$255,000."20 Similarly, another builder reported that, "A 4-bedroom 

townhouse at moderate rate, up to 120 percent of median income, in Marin County can be priced at over 

$480,000. Market for these homes is about $480,000 but we are unable to sell these homes [the restricted 

ones] for more than $380,000. The reason is the deed restriction that limits the buyer's ability to sell the 

home in the future."21 Because resale restrictions lower home values to consumers, they make builders sell at 
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levels lower than the pnce controls when the restncted pnce IS close to the market pnce Our estimates do 

not mclude these costs. 

A. Estimating the Effects of Price Controls by City 

By companng the market pnce to the average level of the pnce controls m each city, we can estJmate the 
average cost of each pnce-controlled \Dlit and the total costs for each City. Each ordmance targets different 
mcome levels, so each City's pnce controls will vary For example, If a City m Alameda Cowty reqwred that 
15 percent of new \Dlits be "affordable" and Its only target mcome group was "very low," we assumed that 
15 percent of \Dltts needed to be sold for $130,429 each Or, tf a City m Alameda Cowty reqwred that I 5 
percent of new \Dlits be "affordable" and Its only target mcome group was ••Jow ,''we assumed that 15 

percent of wits needed to be sold for $208,752 each 

For Cities With more than one target mcome group, for the sake of simpliCity we took the average level of the 
pnce controls. For example, If a City m Alameda Cowty reqmred that 15 percent of new \Dlits be 
••affordable" and the target mcome groups were "very low," "low," and "moderate,"we assumed that 5 
percent of the \Dlits needed to be sold for $130,429 each, 5 percent for $208,752 each, and 5 percent for 
$299,287 each Takmg the average of those figures, we amve at our estimate that 15 percent ofw1ts need to 
be sold for $212,823 each Because many towns targeting mulhple mcome groups do not target each mcome 
group equa11y, our eshmates Will not be I 00 percent accurate If a City targetmg mulhple mcome groups 
reqmres more ''very low" \Dllts, our eshmates of the costs of zonmg Will be on the low side On the other 
hand, 1f a City requrres more •'moderate" \DlJts, our estimates Will be on the high side In addition, when a 
Junsdictlon requ1red I 0 to 15 percent of umts to be affordable, we always chose the lower bowd and Ignored 
the upper bound m order not to overestimate the costs of mclus10nary zonmg 22 

Once we amved at the average pnce control for each City, we then subtracted It from the market pnce for 
each City 23 For example, we eshmate that a new home m Tiburon could be sold for $1,426,997 Tiburon 
requires that 5 percent of homes be pnced at ••]ow" and 5 percent at ''moderate,'' which we conservatively 
eshmate at $294,728 and $357,581, an average of $326,155 per home That means I 0 percent of homes 

\ 

would need to be sold for $1, I 00,842 less than market pnce In other words, the cost of proVJdmg a smgle 
mcluSJonary wtt m Tiburon ts $1 1 mllhon 

In actuahty, the cost for each pnce-controlled sale IS much larger Compared to our conservative 
assumptions (that dnmmsh the costs of mclusionary zonmg) Tiburon sets pnce controls for "affordabihty" 
much more strictly Its ordmance assumes an mterest rate of 9 5 percent, assumes 25 percent of mcome can 
be devoted to mortgage, and defines moderate as 80 percent of median rather than the standard 120 percent 
According to Ttburon's ordinance, a •'moderate" pnce-controlled home can be sold for no more than 
$109,800 That means the actual cost for each "moderate"pnce-controlled home m Tiburon IS $1,317,197, 

not $1,100,842 per home as we estimate Nevertheless, we want to err on the low side for our estimates of 

the costs of mclUSJonary zonmg, so we present the data accordmg to our conservative assumptions 24 Even 
so, the costs Imposed per mclUSJonary \Dlit are conSiderable 

Figure 9 shows the average cost assoctated With selhng a pnce-controlled \Dlit based on the standards m 
those cities and the market pnces. In Citles With more restnctive pnce controls and higher land values, the 
cost IS higher. In the median City the cost ofprOVIdmg each mclusionary \Dlit ts $346,212 In one fourth of 
the JunSdictions the cost exceeds $500,000 per wit. 
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Figure 9: Average Cost Associated With Selling Each Price-Controlled Unit 
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The cost of each inclusionary unit is large. Next Jet us look at the cost per unit times the number produced in 

each city (Figure I 0).25 This gives a measure of the aggregate cost of inclusionary units by city for those that 

report creating affordable homes under inclusionary zoning. 

Figure 10: Average Cost Associated With Selling Each Price-Controlled Unit 
Times the Number of Units 
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lndudmg CJtles m the Bay Area that JUst adopted thw programs, the median City's cost of below-market 
uruts was more than $18 mtlhon The average cost per CJty IS $45,273,630, and m seven CJtles the cumulative 
cost of produCJng the mcluSJonary units exceeds $1 00 nulhon ConSJdenng that most of these CJtles have a 
population of well under I 00,000, these numbers are qu1te substantial According to our estimates, the costs 
associated wtth producmg mclustonary umts m the entire Bay Area have been $2.2 bdlton. 

B. Who Bears the Burden of lnclusionary Zoning? 

The costs ofmcJus10nary zonmg are largely lndden None of the costs unposed on the houSJng market shows 
up on any c1ty's annual budget, but they sttll exiSt. Who ends up paytng for that $2 btlhon for below-market 
rate homes? One can debate exactly who bears the costs, but they are necessanly borne by someone. Because 
they are 1mposed on the new housmg market-and not pa1d for by government-the costs wtll be borne by 
some combmat1on of developers, new homebuyers, and landowners. Exactly who shoulders more of the 
burden depends on market conditions and supply and demand 

All theory and evidence suggest that the costs of mclus10nary zomng wtll not be borne by builders but by 
new homebuyers and landowners 26 Construction IS a competitive mdustry wtth relatively free entry Local 
market conditions will determme exactly how the burden IS spht If buyers are more senSJtive than sellers to 
changes m pnce, then landowners will bear most of the tax Th1s happens when more buyers have many 
options, such as hvmg m s1mtlar or nearby areas If sellers are more sensttlve than buyers to changes m pnce, 
then new homebuyers w11l bear most of the tax This happens when landowners have more options, such as 
bemg able to devote the1r land to commerctal, mdustnal, or other endeavors 

If profits are abnormally h1gh, other budders Will enter the market and undercut pnces, thus bnngmg profits 
down Conversely, 1fprofits are abnormally low 1t w11J dnve would-be-budders to mvest mother endeavors 
When a tax m the form ofmclustonary zonmg IS placed on butlders, 1t decreases the number of profitable 
proJects that they want to undertake m that JunSdlcbon Butlders wtlJ vote wtth thelf feet and undertake 
fewer proJeCts m Junsdlcttons wtth pnce controls and more m ne1ghbonng JunsdJctions wtthout pnce 
controls The quantity ofhousmg produced wtlJ decrease where there are pnce controls, but mcrease m 
other places where there are not pnce controls, pushmg some homebuyers away from thetr first cho1ce of 
locations, and for developers profit rates at the margm wdl remam the same 

Pnce controls may not stop all development, but new construction wtll decrease. In order for development m 
a pnce-controlled c1ty to be profitable enough to attract builders, one of two thmgs has to happen E1ther 
market-rate home pnces must mcrease, or land pnces must decrease to compensate the budder for lns losses 
due to pnce controls Even w1th pnce controls on a port1on of development, budders can sttll earn the normal 
rate of return 1f other home pnces mcrease or land pnces decrease. The likely result wtll be some 
combmation of the two 

Both effects lead to a decrease m the quantity of new hOUSing as market-rate buyers wtlJ be able to afford 
less housmg and/or landowners wtll supply less land for reSJdential development due to low market pnces 
Ra1smg home pnces for other new homebuyers creates a paradox because the alleged goal of mclustonary 
zomng 1s to make housmg more affordable, not less Decreasmg land pnces also decreases the quantity of 
new housmg because 1t discourages landowners from proVldmg thetr land for reSJdentlal proJects Instead, 
more land wtll be put to uses m which the final product IS not subJect to pnce controls Thus, the restnction 
on the supply ofland restncts the supply of new homes 
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Advocates of inclusionary zoning tend to assume that the below-market rate units are subsidized out of 

builder profits, but economics predicts that builders are actually least likely to bear the burden. In the very 

short run, if builders own the land when the ordinance was passed, they would bear part of the burden. But 

in the long run, builders are most able to avoid the tax because they can simply move their construction to 

more profitable locations. The land cannot move, and buyers are often attached to living in a particular 

locale. Landowners and new homebuyers will end up paying for the subsidy for the price-controlled units. 

Inclusionary zoning effectively acts as a tax on the production of market-rate units because developers must 

sell a percentage of units at a loss to gain pennits to sell market rate units. If market prices went up by the 

exact amount of losses on the price-controlled units, buyers would bear the full burden of the tax. If market 

prices did not change at all, builders and landowners would bear the full burden of the tax. In most 

situations buyers and sellers each bear part of the tax burden. Regardless of who bears the burden, because 

some units are price-controlled and others are not, the losses from price-controlled units must be spread over 

some combination of buyers and sellers of the remaining units. 

We calculate the effective tax in each city by looking at the average cost associated with each inclusionary 

unit and the number of market-priced units over which the cost will be spread. To do this we multiply the 

cost of each inclusionary unit times the percentage mandated b"y each city and then divide by the percentage 

of market-rate homes. To illustrate, for Mill Valley each price-controlled unit has an associated cost of 

$747,899 (Figure 9) and 10 percent of units must be sold at those price controls (Table 3). The calculation 

would be [($747,899)X(O.l 0))/(0.90)= $83, I 00. To make it more concrete, if a project had I 0 units, one 

must be sold at a Joss of $747,899. Spreading the Joss over the remaining nine units gives a loss of $83, I 00 

per market-rate unit. Figure II shows the effective tax on new horne purchases imposed by inclusionary 

zoning. lnclusionary zoning imposes sizeable taxes on each newly constructed home. The median city with 

inclusionary zoning is effectively imposing $45,721 of taxes on each market-rate home. 

Figure 11: Effective Tax Imposed on New Market-Rate Units Caused by lndusionary Zoning 
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In the seven Cities wtth the most restnctJve programs, mclustonary zomng trnposes an eqwvalent tax of more 
than $100,000 per home In Portola Valiey the equivalent tax 1fa developer built and sold an affordable 
home ts well over $200,000 per newly constructed home. C1t1es wtth higher land values and more restncttve 
pnce controls Impose the highest effectJve tax on new homes 

After haVIng calculated the amount of the tax, we can approximate who bears the brunt of the tax The 
Cahforma Deparnnent ofHousmg and Community Development (HCD) takes the posttlon that mclUstonary 
zonmg translates mto h1gher pnces for new homebuyers HCD has conststently held this posttlon through 
both Repubbcan and Democratic Adnnmstratlons 

Under most mc/uszonary programs, whzch typzcally mclude an m lzeu fee [whereby the buzlder pays a 
fee to opt out of the mc/uszonary zone requzrements] option, the cost of subsztbzmg low-mcome housmg 

umts IS underwntten by the purchasers of market-rate umts m the form ofhzgher housmg przces ThiS 

practzce of cost shiftzng IS partzcularly detnmental to a home buyer who margmally qualifies for a 
mortgage yet earns too much to recezve governmental asszstance 27 

We have co11SIStently asked local JUnsdzctzons to analyze an mc/uszonary progl'am as a potential 

governmental constramt The reasomngfor thiS IS that most programs of thiS sort zmpose a fee or 

dedication reqUirement upon developers whzch IS passed on to consumers of new market rate housmg, 

rarsmg the pnce of the market rate housmg 18 

Others beheve the brunt of the tax wt11 be borne by some combmatlon of budders and landowners 29 Figure 
12 esttmates pnce mcreases on new homes under the three scenanos If the lower bound IS accurate (when 
buyers only pay 50 percent of the tax), the pnce of new homes Js mcreased by $20,000 or more m 29 Bay 
Area c1t1es. If the upper bound ts accurate (when buyers pay all of the tax), the pnce of new homes ts 
mcreased by $20,000 or more m 45 of the 51 Bay Area c1t1es wtth mclustonary zonmg San Mateo IS the 
median c1ty; mclusJOnary zomng mcreases new home pnces there by $22,064 m scenano one, $37,067 m 
scenano two, or $44,128 m scenano three Portola Valley Imposes the largest burden, mc1Ustonary zonmg 
there mcreases new home pnces by $111,921 m scenano one, $188,028 m scenano two, or $223,842 m 
scenano three Although the goal 1s to produce more affordable housmg, mc]Ustonary zonmg Is actually 
producmg the oppostte effect lnclusJOnary zonmg translates mto stgmficantly higher pnces for market-rate 
homebuyers By creatmg pnce controls on a percentage ofuntts, It taxes other new units and leads to higher 
houstng pnces 

To the extent that sellers bear more of the burden of taxation, the boUstng market also faces negative 
consequences Because budders can move to Junsdictlons wtthout mclUstonary zomng, they wtll not bear 
the burden of the mclus1onary zonmg tax Thus, landowners wtll bear most of the sellers' portion of the 

burden Inclusionary zomng ordmances decrease the value for which landowners can sell tmdeveloped land 
to homebuilders Because landowners recetve lower pnces, they will supply less land for residential 

development, and fewer homes wtll be budt 
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Figure 12: Increases in Price of New Homes Caused by lndusionary Zoning (Under Three 
Different Assumptions About Who Bears the Costs) 
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Governments already give landowners incentives to supply land for commercial and industrial uses instead 

of residential ones. Since Proposition 13 limi ted increases in residential property taxes, governments began 

creating incentives for developing commercial real estate instead of residential because it generates more 

revenue. This has become known as the "fiscalization of land use." One study described how local 

governments responded to limits on property taxes this way: 

Local municipalities employ two primary methods for revenue generation: the imposition of heavier 

exaction fees for new development and the promotion of retail development in order to maximize sales 

tax revenues. This has had a direct, deleterious impact on new housing production. Rather than adopt 

land-use policies that advance or incentivize new housing production, developing new retail centers ­

such as big box developments, entertainment complexes, and shopping destinations - emerged as the 

primary approach for increasing local government revenue. Consequently, residential development (and 

other forms of development) suffered due to a lack of incentives or outright disincentives. 30 

Inclusionary zoning ordinances add yet another disincentive to provide land for residential development. 

When part of the burden of taxation is borne by landowners, we should expect inclusionary zoning to 

decrease the supply of new housing. 
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C. The Effect of Price Controls on Housing Construction 

In addition to increasing prices, inclusionary zoning leads to a decrease in new housing. Economics clearly 

predicts that the quantity of construction will be lower after the adoption of inclusionary zoning. But 

advocates of inclusionary zoning advance an alternate hypothesis that the quantity of construction will be the 

same (or higher) after the adoption ofinclusionary zoning. By looking at the data of housing construction, 

we can get an idea of which hypothesis is correct. 

One test is to look at the amount of new construction in years prior and years following the adoption of an 

inclusionary zoning law. We examined Construction Industry Research Board yearly housing permit data for 

single and multifamily dwellings to compute average construction pre- and post-ordinance. For example, 

Larkspur adopted its ordinance in 1990 and Union City adopted its ordinance in 2001. We would thus 

compare Larkspur housing construction in 1989 and 1991, and Union City housing construction in 2000 and 

2002. We also looked at three-, five- and seven-year averages before and after the ordinances and found 

similar results. Because ordinances have been adopted throughout the past 30 years (Figure I), economy­

wide phenomena such as business cycles should not be biasing the data in either direction. 

The data indicate that inclusionary zoning does indeed lead to a decrease in new construction. Figure 13 

shows the average production of new residences in the year prior and the year after the adoption of 

inclusionary zoning. In the year prior to the adoption of inclusionary zoning, the average city added 213 new 

residences, whereas in the year following the adoption ofinclusionary zoning, the average city only added 

147 units. For the 45 cities in the sample, that amounted to 9,618 uni ts the year prior to the inclusionary 

ordinance and 6,636 units the year following the inclusionary ordinance. On average, new construction fell 

by 3 1 percent in the year following the adoption of the inclusionary zoning ordinance. 

Figure 13: Average Production of Housing Before and After the Ordinance for 
45 jurisdictions (One Year Before/After Adoption of lndusionary Zoning) 
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Recall that over the past 30 years inclusionary zoning in the Bay Area has only led to a reported 6,836 

affordable units, which amounts to 228 per year. If we look at the 45 inclusionary cities that produce the 

yearly average of 14.7 units, we might expect as many as 663 units per year. For the 45-city sample, 

however, the data indicates that inclusionary zoning may be decreasing the production of housing by 

upwards of 2,982 units per year (figure 14). This is crucial because most entry into the housing market by 

lower-income families is by buying older homes freed up when middle-income families move into new 
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homes.31 Reducing the overall production of housing both drives up prices and means that the people 
crowded out of the housing market are the lower-income would-be homeowners. 
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Figure 14: Comparing the Increase in "Affordable" Units to the Overall Decrease in 
New Construction Associated With lnclusionary Zoning 
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To check if one-year results were not coincidental, we examined construction for the seven years prior and 

seven years following the ordinance. We found similar results.32 This I 4-year data exists for 33 cities. In 

those cities we found that in the seven years following the adoption of inclusionary zoning housing, 

production decreased by 10,662 units. In the sample the median city's (median) value of existing homes is 

$611 ,65 I. If those I 0,662 units would have been worth $611,65 I per home, then the value of housing not 

built because ofinclusionary zoning is approximately six and a half billion dollars. For those 33 

jurisdictions, in only seven years the average destruction of value per city is $198 million. 

Additional statistical work on inclusionary zoning is needed. The data indicate that the number of units 

pushed out of the market by inclusionary zoning is much larger than the number of"affordable" units built. 

Advocates of price controls must recognize that their programs lead to only a handful of below-market units 
coupled with a sharp decrease in market-rate homes. Because we cannot directly observe the thousands of 

homes never built, the costs of the program go largely unseen. Also unseen are the 2,982 families each year 

that cannot buy homes because inclusionary zoning prevented the construction of additional homes. Is a 

program that destroys billions of dollars worth of housing and prevents thousands more families from getting 

a home than it places in an "affordable" unit worth the high costs? 
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Part 5 

The Fiscal Cost of Price Controls to 
State and Local Government 

Not only do pnce controls lead to a decrease m the quantity of housmg and an mcrease in pnces for 

consumers, but price controls also lead to decreased revenue for both state and local government. 

Inclustonary zoning ordinances are often sold to policymakers as the proverbial free lunch, wtth proponents 

clatmmg, "A vast inctusionary program need not spend a public dime.'933 Even if market-rate buyers and 

landowners end up paytng the pnce of the substdy, so the argument goes, at least local governments need not 

spend revenue to create affordable housing. Proponents wnte, "From a local agency standpomt, mcJUSJoruuy 

zo~ng provtdes affordable housmg at no public cost" (emphasis added).34 The story, however, ts not that 

stmple. The advocates fail to take account that mclus10nary zoning leads to dtrect losses in state and local 

government revenue. 

Inclustonary untts demand and recetve the same muntctpal services as market-rate homes. There ts no 

evidence that provtdmg muntetpal servtces to price-contro11ed homes is less costly than provtdmg to market­

priced homes. The cost of mclustonary zonmg to governments CQJDes from the fact that pnce-contro11ed 

homes cost the same to service but generate Jess revenue. Because the values of the homes are set at below­

market rates, the assessed values are lower and so therr property tax ts lower. Thus, although governments 

may not spend "a pubhc dime" to produce price-control1ed homes, they take on an obligatton of provtding 

municipal services while receiving lower annual tax revenues. The cost to government from pnce-contro11ed 

units is the difference in the annual tax revenue that would have been ~enerated had the same homes been 

assessed at market pnces. 

If the real estate tax rate is 1 percent per year, a $700,000 dol1ar home generates $7,000 in government 

revenue, whereas a $200,000 home generates $2,000 m government revenue. To calculate the yearly tax 

revenue lost we take the difference between current market price and the price-controlled pnce tJmes 1 

percent (for the property tax) for each unit. MultJplymg times the number of umts m each junsdtctton gtves 

us a rough measure of the lost tax revenue per year. Biasing our numbers downward is the fact that we do 

not count the lost revenue from the homes never produced because of pnce controls. Btasmg our numbers 

upw~d ts the fact that not an market-rate homes are assessed at current prices due to Proposinon 13. But the 

numbers tHustrate the Jnnit as homes are frequently resold and reassessed at current prices. They also 

approxtmate how much revenue would be gained if pnce-controHed units were reassessed at market rates. 

We do not beheve that the goal is to maximize tax revenue at the expense oflow-mcome households, and we 

are not advocating raising real estate taxes for low-mcome restdents. But before considenng inclustonary 

ordinances, governments must look at their budgets and examine whether better ways of helpmg low-income 

households extst. 



HOUSING SUPPt Y AND AFFOROABIUTY 123 

Figure 15: Yearly Loss in Combined State and Local Government Revenue Due to Price 
Controls (Assuming All Units Are Assessed at Current Prices) 
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Government would be well advised to consider these yearly costs before adopting inclusionary zoning. It is 

important to note that the lost tax revenue occurs not just in one year but every year that the price controls 

are in existence. The total present value of lost government revenue is $553 million (Figure I 6).35 Although 

inclusionary zoning is often pitched to governments as a zero-cost method of creating affordable housing, 

the costs from lower assessed valuations are quite large. 

Figure 16: Present Value of Yearly Loss in State and Local Government Revenue Due to 
Price Controls (Assuming a Discount Rate of 3 Percent and That All Units Stay Assessed at 

Current Prices) 
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Both state and local governments bear some of the burden oflost tax revenue caused by mclus10nary zonmg 
Property tax revenue goes to the state government. and a portion ts rebated back to cJty and county 
governments The exact amount returned to eachJUTJSdtctJon vanes SJgmficantly, so our above eshmates 
measure the combmed total oflost tax revenue WJthout dJstlnguishmg the particular sphts between local and 
state governments An Important ImphcatJon from this IS that although mclus10nary zonmg pohetes are 
usually debated and Implemented at the City and county levels, state legislators should be concerned WJth 
these pohetes too Each additional local mclusionary zonmg ordmance adversely Impacts the tax revenue 
not JUSt of Its own JUTISdictlon but also decreases the state's tax revenlJe 
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Part 6 

The Effect of Long-Term Affordability 
Controls 

The resale restrictions imposed by inclusionary zoning ordinances devalue homes and create unintended 

incentives that undermine the goals of inclusionary zoning. Administering and policing these resale 

price controls, which typically last 30 years or more and are renewed upon each sale, generate additional 

expenses for local governments. 

A. Incomes Change 

Inclusionary zoning may not be the best method to help low-income families because it gives long-term 

subsidies to households that may not stay at low incomes. To the extent that households remain in units after 

their incomes rise, the unit may not be occupied by the most deserving families. Providing homes at below­

market rates gives long-term benefits to some who may only need short-term help. lnclusionary zoning 

targets households currently low-income but usually does not take potential future income increases into 

account. Most people have lower incomes in their twenties and thirties (at the beginning of their careers), 

higher incomes in their forties and fifties (at the peak of their careers) and then higher wealth but lower 

annual income in retirement (Figure 17).36 The affordability requirement misses all of this. People at the 

start of their career may be low-income and qualify for an affordable unit today, but may end up making 

much more money later on. Given the nature of the affordability controls, however, those who receive the 

affordable units will be able to keep their below-market housing payments even after they are in higher­

income brackets. 

Figure 17: U.S. Median and Average Income by Age 
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Source: Data are from U.S. Census Bureau: Historical Income Tables-People 1974-2001; Table P-1 0. 
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Research shows that most Jow-mcome households actua11y move mto higher-mcome categones as tJme 
moves on Umverslty of Mrchrgan Panel Survey on Income Dynamzcs data show that of those m the bottom 
20 percent mcome bracket m 1975, only 5 1 percent of them remamed m that lowest mcome bracket by 
1991 In fact, 29 percent of the lowest fifth of mcome earners m 1975 had moved to the top 20 percent of 
mcome earners m 1991. This means that pnce-controned umts can contJnue to subsidize households for 
years while 1gnonng the1r mcreasmg mcomes Tymg long-term assets such as homes to programs amed at 
helpmg Jow-mcome households IS usuany not the most effie1ent way to help Jow-mcome earners The ftmds 
could be more effecbvely targeted by tymg subS1d1es to shorter-term cash flows that do not remam as people 
move through the1r hfetJme earnmgs cycles onto higher mcomes 

B. Incentives for Mobility and Improvements 

Desp1te the fact that famd1es may stay m the1r subSJd1zed home years after therr mcomes nse, resale pnce 
restnct10ns are put m place with the hope that eventua11y the home wdl be sold to another Jow-mcome 
famdy One advocate summed the reasonmg for resale restnctJons "In order to ensure that affordable umts 
remam affordable to the same mcome populatJon for whom they were targeted, mcJus10nary zonmg 
ordmances must mcJude proVJsJons for mamtammg affordabdity for a specified penod "37 Desp1te their good 
mtent, resale restnct10ns adversely Impact the mcentJves for reS1dents to move as wen as mamtam their 
property 

Many people sen therr first starter home and move to larger homes as thetr earnmgs mcrease over the1r 
hfetJme, but pnce controls create mcenttves for fam1hes to stay m thetr homes long after they need them 
One of the mam benefits ofhomeownersh1p IS butld1ng eqmty m a home that can appreciate m value 
Inclus1onary zomng removes this benefit because 1t controls resale pnces Because apprec1atJon ts hm1ted, 
owners of pnce-controned umts often cannot budd up the necessary equtty to afford a down payment on a 
larger market-rate home So even as mcomes nse, a disproportionate percentage of those m pnce-controlled 
umts wdl remam m them longer than they would otherwise choose While famthes may minany feel lucky 
to have rece1ved a subsidtzed home, m the longer term the wealth constramt Imposed by hmttJng 
appree1atJon actually may serve to trap them m a lower quahty ofhouS1Dg by hmttmg the1r ab1hty to 
upgrade 

Also, because owners ofrestncted umts are not permttted to sen at market pnce, much of the mcentJve to 
mamtam the property IS taken away This makes 11 more hkely that pnce-contro11ed umts wdl detenorate 
over tJme Even the owner of a Jess wen-mamtamed property would be able to find buyers If the legally 
mandated pnce IS S1gnificant1y below the market equ1hbnum pnce Owners ofrestncted umts who spend 
resources mamtammg the1r home have to pay aU of the costs and receive few of the benefits In addJtJon, 
because the potentJal for the sweat-equity gams of home Improvement are taken away, Improvements are Jess 
hkely to be made Cons1der tlte case of one reS1dent of Palm Sprmgs Richard FontJus d1d not reahze his 
mclus1onary zomng home bad resale pnce restnctJons placed on 1t over two decades ago He recently 
remodeled the home, adding a swtmmtng pool and 400 square foot addttJon, and planned on sellmg 1t after 
the Improvements Now the e1ty IS constdenng enforcmg the resale pnce restncbons Richard FontJus says, 
"If I knew about tt to begm wtth I would not have bought 1t "38 The many rest dents aware of therr resale 
restnctJons wt11 be less hkely to Improve tltetr homes or spend resources to prevent detenoratJon The 
problems w11l worsen over tJme as already pncey market-rate homes mcrease m value but homes under pnce 
controls do not Occupants of pnce-controlled homes may feell1ke second-class C1tJzens because the 
government prevents them from gammg m eqmty. 
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Some government agenctes reabze the problems created by resale restnctlons One ctty's report assessmg Jts 

mcluSJonary zonmg program noted, "Fadure to constder Improvements m the calculation of resale value may 

discourage property owners from mvestJng m Improvements "39 It also wrote that, '1be question of resale 

value htghhghts the confl1ct between preservmg the stock of affordable umts and allowmg the bwld-up of 

equity for the owners' use ...w Other JmtsdlctJons are more blunt Denms Lalor, the executive director of the 

non-profit that manages the ctty ofHolbster's resale restnctions, satd 51mply, "The Idea of wealth creation 

was never part of thts [ mclustonary zomng] '"'1 Unfortunately, the unmtended consequences of preventmg 

wealth creation are that fanuhes remam m the pnce--controlled untts even after therr mcomes nse, thus 

preventing other low-mcome fanuhes from movmg m. In addition, the propemes detenorate because there 1s 

less mcentlve for mamtenance and Improvement Homeownersbtp is often constdered the Amencan dream; 

unfortunately, homeownersh1p wtth httle or no potential of apprectatlon IS not the same thmg 

C. lnclusionary Zoning is Costly to Administer and Police 

As market-rate homes continue to appreciate, owners ofpnce-control1ed untts have a tremendous mcentlve 

to get around therr resale restnctlons and sell for market rates Unless local JUnsdtctJons spend time and 

money momtonng umts carefully, some may be sold or subleased at market pnces The Ntguel Beach 

Terrace condomtmums on the Dana Pomt Coast dlustrate the problem More than 200 un1ts were sold at 

below-market rates wtth resale restnctJons dunng the early 1980s Just as the resale restnct10ns were about 

to exprre m 2003, the Cahforma Coastal Commtsston 1ssued 143 cease and deSJst orders (38 ofwhtch have 

been retracted) to owners thought to have either sold or rented out therr untts for market rates 42 Some 

owners reportedly have rented out their untts for more than $I ,000 per week whde they moved out-of-state 

If the charges are accurate, more than 50 percent of the owners of substdlzed untts m thts complex viOlated 

thetr resale restncttons 

Although some reSJdents may have purposefully tgnored therr restnctlons because of the huge potential 

gams, others trJed to play by the rules but were frustrated by poor admtmstratlon Homeowners clatm that 

adtmmstrat10n of the ordmance was so poor that they could not find out wbtch agenctes to contact about 

selhng or renting out therr wnts, so they had no chOJce but to go out on therr own At least three dtfferent 

agenctes have momtored the program SJnce the condomtntums were sold m the early etghtles, and one 

adtmttedly had netther the staff nor the money to handle the program 43 The current nonprofit managmg the 

restrictions, ClVlc Center Barno HoUSJng Corporation, was reportedly notified that many of the un1ts were 

bemg rented out Improperly m the early mnetles but did nothmg 44 

The condomtmums at Dana Pomt are not the only ones wtth a poor enforcement record In one case m the 

ctty ofHolhster, a real estate agent mvolved m a resale VIolating the pnce controls wrote the ctty about her 

seller's mtent The c1ty never even responded The City now admtts that It receJVed the letter but did not 

respond because tt had no system m place to prevent owners from sellmg at market rates 45 

Programs that do monitor resale are often costly to admtmster Runnmg and monttonng the program m Palo 

Alto costs $40,000 to $60,000 m annual admtmstratlon costs alone 46 But m the preVIOUS 30 years only 152 

for sale untts and 101 rental wuts have been produced 47 These admtmstratlon costs of mclus10nary zomng 

could have been passed on to hoUSJng conswners m the form ofhousmg assistance A report by Bay Area 

Economtcs notes 
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In general, program managers charactenzed momtonng ofmcluszonary requzrements as a chaOengmg 

process One Sunnyvale Housmg Dzvzswn staff person descnbed the momtonng reqwrements as 'tzme 
consumzng' and 'cumbersome ' Complzcatzons regularly anse from unzt resales, owners rentzng out 
thezr umts, and tenants and owners losmg thezr qualzjicatwns as thezr mcomes grow, among other 
ISSUeS 48 

The debate on mclus10nary zomng often tgnores the consequences oflong-term pnce controls and the 

assoctated admmtstratlve costs Advocates of mclusJonary zonmg leave out nnportant details such as how 

the property wtll be mamtamed and whether long-term. m-land subSJdtes are the best way to help those 

eammg low mcome Our eVIdence suggests that these problems and therr costs are qutte SJgmficanl 

In addttton, mclustonary zomng creates other admtmstratlve costs because the pnce-controlled umts are far 

more dtfficult to sell than market-rate homes One of the b1ggest challenges for bmlders of pnce-controlled 

umts IS quald'ymg buyers Some builders estimate that the admtmstratlve cost of selhng pnce-controlled 

homes ts about double what ts spent on market-rate homes One budder descnbes the costs of quabf'ymg 

buyers for a current development m Novato 

For the 40 buyers we have to date, we have processed over 270 applzcants The converswn ratio zs so 
low that we are hznng addztzonal staff to process the workload The czty also requzred us to have a 

custom software program developed to manage the lzst of applzcants The procedure zs so complex that 
the software costs over $400,000 to develop Thzs cost is for only 352 homes 49 

The process also takes time. The same bmlder says that at the Meadow Park development m Novato, "The 

process, as mandated by the ctty,ts so cumbersome that we have only been able to se]] 40 homes m 6 

months We started wtth over 2,600 prequahfied buyers and have only been able to process 270 potential 

buyers nettmg 40 sales m 6 months We hterally can butld the homes faster than we can process sales." Both 

the dtrect admtmstratlve costs and the financmg cost of carrymg unsold mventory whtle searchmg for 

quahfied buyers are addttlonal admtmstrattve burdens created by mclustonary zomng ordinances 
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Part 7 

The Debate on lnclusionary Zoning 

M any advocates of mclus10nary zonmg entirely Ignore Its econonnc consequences A few advocates, 

however, at least try to take the econonnc problems mto account A handful of law reVIews do attempt 

to defend mc1usJOnary zomng on th1s front 50 Some argue that mclusionary zonmg may Impose costs, but the 

costs Will be offset, mSJgmficant, or deserved These authors conclude that mclusionary zonmg may not 

harm the supply ofhouSJDg as econonnsts would predict Some of the Ideas contamed m the1r articles have 

made It mto the popular debate Thts section exammes and addresses some of the most often repeated 

arguments 51 

A. How Effective are Density Bonuses? 

Some advocates of mclus10nary zomng argue that density bonuses-or gtvmg budders the option to mcrease 

the density of the1r developments m return for makmg more of the untts affordabl~an offset costs, thus 

mJtigatmg any potential pnce mcreases and leavmg butlders With the same mcentive to supply homes. One 

actua11y claims that density bonuses can completely make up for the costs of mclus1onary zonmg ''H1gh 

enough density bonuses create affordable un1ts at no cost to landowners, developers, or other 
homeowners ..s2 

The assertion that denSity bonuses offset costs asSOCiated wtth mclusJonary zomng has several problems 

F1rst, as generally practiced m the Bay Area, mcluSJonary ordmances do not even offer density bonuses for 
meeting the ordmance's requrrements. These JunsdJctions only offer denSity bonllses If developers exceed 

the ordmance's requtrements 

Even where denstty bonuses are made avatlable, some of the most enthuSiastic promoters of mclusionary 

zonmg concede that they are not a panacea for addresSing tts substantial costs 

In many cases, developers do not seek to take advantage of denszty bonuses for a variety of reasons 
Frrst, some developers cannot use a denszty bonus because therr project already has a hzgh number of 
umts per acre Second, a densrty bonus zs not applzcable to certam types of developments .• because a 
densrty bonus may not be economzcally beneficral Thrrd, many developers do not seek to mcrease the 
denszty of thar developments to mamtmn a level of denszty they beheve is cntrcal for the marketing of 
thezr development Fourth, m some rnstances, a hrgher denszty would requrre developers to change thezr 
buzldmgs to a more expenszve constructzon type, whrch can offset the per unrt land cost savzngs For 
example, if a hrgher denszty requzres changmg the constructlon of a buzldingfrom a wood frame to a 
concrete and steel structure, per unzt constructzon costs may rzse szgnzficantly Fifth, hrgher densztzes m 



30 I Reason Public Policy Institute 

many communztles can be controverslal Some eustlng commumty members may protest a hzgher 

denszty development m their nezghborhood 53 

Yet another problem Wlth density bonuses (and other oft-Clted mcentlves such as development fee wa1vers) 
1s the nsk that they may tnggerprevadmg wage reqmrements under 2002 changes to Ca1tfom1a's prevadmg 
wage statutes. Wlule to our knowledge neJther the courts nor the Department of lndustna1 Relations has 
defimttvely resolved the matter, at least some local Jurisdtcttons have ra1sed the posstbthty that mcentlves 
offered to pnvate developers for the construction of affordable houstng may tngger preva1hng wage 
requrrements and thereby undermme the efficacy of the mcenttves· 

Califorma State law mtended as mcentzves for developers to create affordable housmg are often 

meffectzve due to competzng laws wrth different pnontles Developers often find themselves m a pos~tzon 

unable to take advantage of State Density Bonus law and local ftnanczng mcentzves (1 e Jee wazvers and 
reductzons) m order to construct affordable houszng because State law also requzres developers to pay 
prevazlmg wages to all subcontractors when they take advantage of these zncentzves {P]revazlmg 

wage requzrements can add 20 to 30 percent m addztlonal construction costs to a new houszngproJeCt 
Often, thzs deems the zncentlves cztzes can offer to mduce developers to mclude an affordable housmg 
component not much of {an] mcentlve after al/ 54 

In sum, we beheve that many advocates of mdus10nary zoning have substantially overstated the potential of 
density bonuses and other mcentlves to mttlgate the very sigmficant costs assOCiated Wlth produe1ng 
mcJus10nary un~ts 

B. lndusionary Zoning and Housing Costs 

One of the most common errors made by advocates of pnce controls 1S asserting that the costs of 
mc]usiOnary zonmg are not reflected m htgher pnces for new homes. One leadmg advocate of mc]ustonary 
zonmg argues that mclus10nary zomng has no effect on housmg pnces even whl1e acknowledgmg that 1t 
nnposes stgmficant costs on housmg production The claim IS made that development costs have no rmpact 
on houstng pnces .. The pnce ofhousmg IS not a function of1ts development cost. Rather, houstng pnce, be 
Jt rents or sale pnces, are solely a function of market demand" (emphasts added). 55 Another wntes 

The short answer zs that, whzle the costs may be shared among developers and landowners, the 
landowners lzkely suffer the most loss Prospective homeowners are leastlzkely to be affected, as thezr 
wrllzngness to pay zs what sets the market pnce, not the costs mcurred by the developer 56 

Thus, accordmg to these arguments, landowners rather than new homebuyers bear the full burden of 
inclustonary zonmg's costs 

Although these arguments sound more soplnsttcated than those of advocates who tgnore the economtc 1ssues 
completely, they are JUst as wrong Economtc pnnoples teach that pnces are determtned by demand and 

supply and that cost mcreases most defimtely Impact both supply and pnce Although two proponents are 
correct that developers cannot ratse pnces WJthout coJtStra.Jnt and that developers wtll charge as ml!ch as the 
market WJ11 bear, they mtsunderstand the sunple fact that tf costs mcrease for al1 budders due to an 
mcJuSJonary requrrement, the pnce that the market wtll bear WJlJ mcrease Figure 18 shows that mcreased 
costs slnft the supply curve up and to the left As the supply curve IS shtfted, the new equt1Ibnum W111 be on 
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a dzfferent pomt-at a lower quantity and a higher pnce-along the demand cmve Th1s 1s textbook 
econoJDJcs. 

Figure 18: Restrictions on Supply Lead to Higher Prices 
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Furthermore, even 1flandowners bear most of the cost burden, mclus10nary zonmg st1ll reduces the quantity 
supphed As prevtously noted, 1mposmg these costs on landowners s1mply lowers the value of the land for 
restdentlal uses and creates an mcentrve to develop nonrestdentla] uses-prectsely the oppos1te mcent1ve 
sought by those who want to mcrease the quantity ofhousmg m Cahforma 

Others argue that the quantity of new construction Wt11 be the same even 1fbmlders have to absorb aU of the 
costs. "Even 1f the1r profits are not max1JDJzed, developers WtU still reahze acceptable profits Therefore, 
developers Wt11 stJ11 develop."57 Th1s assertton too JDJsses another 1mportant econormc pnnetple When 
busmesses end up Wtth less money from an endeavor, they wt11 partJetpate tn the endeavor less Construction 
ts a competitive mdustry characterized by ease of entry and exit When developmg becomes unprofitable, 
would-be-developers sunply take thetr resources elsewhere. If profits are abnormally low, butlde;rs do not 
passrvely respond and contmue bwldmg at the same rate They pack up therr matenals and butld tn another 
conunumty where the returns are normaL If price controls were enacted over large geographic areas and 
bwlders could not move, people would Stntply mvest less m developmg and move to other regtons Thts 
phenomenon 1s currently vtsible as Bay Area homebu1lders mcreaStng]y focus thetr actlvttles on the Central 
Valley, the Sacramento area, and even Rlverstde County W1th lower profit margtns, less capttal would flow 
mto the bwldmg mdustry, malang the equ1hbnum quantity go down The resultant fewer homes translate 
mto a lower quantity and a Ingber equiltbnum pnce. Bwlders' abd1ty to wtthdraw from markets means costs 
Wt11 be passed on to landowners and market-rate buyers. In the extreme case m winch bwlders could not pass 
on any costs, they Simply would not butld 

These arguments for mclustonary zomng also demonstrate a fatlure to understand another tmportant aspect 
ofhomebwldmg· Buddmg ts extremely nsky. In Cahfom1a 1t can take years and mtlhons of dollars m 
plannmg, envrronmental, and legal fees before a proJect recelVes the necessary governmental approvals 
Even then, the entire mvestment can be lost 1f local voters reject the project m a referendum As a result, 
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even chmng the best of markets, the approval process ts fraught wtth nsk Thus, to suggest that developers 
wtiJ (or should) accept returns not commensurate wtth that nsk tgnores bas1c economtcs 

C. Socioeconomic Integration 

Integratmg different cultural, ethntc and mcome groups ts often one motiVatiOn for creatmg mclus10nary 

zonmg laws The SCience of econonncs evaluates the means of acmevmg d1fferent ends It cannot say 
whether the ends themselves are desrrable In the case of mclus10nary zoning for the purpose of 
socioeconoJlllc mtegranon, econoJlllcs tdentlfies what the costs of achtevmg thJs end are 

lnclusJonary zomng' s pnce controls mse the cost of market-pnced homes, lower tax revenue to 

governments, and restrict the supply of new homes and perpetuate the Joss by dnvmg budders al}d Jlllddle­
class buyers out of the market All of these costs ofmclus1onary zonmg documented above can be qmte 
substanhal 

Because mcluSJonary zomng discourages new construction and dnves up housmg pnces, these ordmances 

actually make housmg Jess affordable Advocates of mcluSJonary zomng often clmm therr goals are both 
more affordable housmg and socJoeconoJlllc mtegratlon For example, one wrote, "lnclusJonary housing 
should certamly be supported as a means not only of provtdmg affordable housmg, but also of furth.enng 
soCJal and econoJlllc mtegratJon m traditlQnally segregated suburban areas • .ss But the two stated goals of 

mclus10nary programs are contradtctory If mcluSJonary zonmg ts used for socJoeconomJC mtegranon, the 
result wlll be less affordable housmg In other words, less affordable housmg ts the "pnce" a commumty 
pays for usmg mcluSJonary zonmg to promote soctoeconom1c mtegratton And the resultmg chmate of 
mclus10nary zomng, wtth less builders, less homes, and hJgher pnces, forges a compostnon of very wealthy 
and substdtzed poor WJth httle m1ddle class--a somewhat feudal-Jookmg envtronment that mmont1es, unless 
they are wealthy or have won the "mclusJonary zone lottery," c~ot penetrate 

EconoJDJcs does not pronounce Judgment on the goal of sOCJoeconOJ1llC mtegratlon, but Jt does pomt out that 
the costs of usmg mclus10nary zomng to promote mtegratJon are qutte mgh and thetr success ts questtonable. 
EconoJDJcs also shows that those who wt,Sh to use mclustonary zonmg to promote both soCJoeconoJlllc 
mtegratlon and more affordable housmg are bo'Qlld to fatl because the pohcy trades one of these values off at 
the expertSe of the other 

D. Increasing Supply is the Key to Housing Affordability 

Many advocates of mcluS1onary zomng beheve that the market ts to blame for the housing affordabtbty 

cnsts People hold thJs beltef for two maJor reasons Ftrst ts the failure to understand what caused such high 
pnces m the first place. Second tS the bebef that Without restncbons on but1dmg, only manstons would be 

bmlt and Jow-mcome households would not benefit 

Let us first deal wtth the cause of the affordabJltty CTlSls wtth the Bay Area as the example. Many factors 

contnbute to the htgh demand for housmg m the Bay Area. But a large and more affluent populanon means 

large mcreases m demand for many goods and servtces Pnces ofhatrcuts, meals, bicycles and movtes have 

not mcreased nearly as much as home pnces These other goods have remamed affordable because as 
demand for these other products mcreased, few regulatJons prevented supphers from bnngmg more goods to 
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market Market stgnals created by the mcrease m demand mduced suppbers to proVIde more products or 
SerVIces Wtth more goods avadable, pnces did not mcrease dramaticaJly The same market signals have 
not mcreased the quantity ofhousmg supplted Why not? 

HoUSJng pnces m Cahfonna, and m many urban areas, have skyrocketed but have not been met w1th the 
usual mcrease m supply. The reason IS snnple. housmg regulations have prevented budders from bmldmg 
enough new homes to meet demand. A mynad ofregulatlons, prohtbttlons, and questionable babthty laws 
discourages, and often prevents, new home production. For example, state EnVIronmental Quahty Acts 
produce a number of problems because they g~ve power to local government to lengthen processing time 
mdefimtely, what preVIously took one year now can take ten Regulations such as exclustonary zomng laws, 
moratona on new construction, preservation ordmances, cnpphng workers' compensation regulations, 
enVIronmental regulations, at!d legal processes that can delay development for years have all contnbuted to 

the high cost ofhousmg A11 ofthese regulatiOns prevent mcreases m the quantity ofhousmg supphed and 

dnve up the pnce ofhousmg 

A number of studtes confirm that regulations are the cause ofhtgh pnces. Edward Glaeser and Joseph 

Gyourko studied nationWide home pnces and found that an "affordabthty cnsis" only occurred m particular 
geographic areas that had restrictive land use regulations The authors found that "Zonmg and other land-use 
controls are responSible for htgh pnces where we see them."59 Entitled land has Sllcb high pnces because 
pernnts to build are so scarce Glaeser and Gyourko's estimates mdtcate that OIJly 10 percent of the gap 
between constructiOn costs and home pnces is caused by mtnnSJcally high land pnces; the other 90 percent 
IS caused by zomng and land-use regulations. They conclude 

If polzcy advocates are mterested m reducmg housing costs, they would do well to start wzth zomng 
reform Buzldmg small numbers of suhszd12ed housmg units IS likely to have a tnvialzmpact on average 
housmg pnces, even if well-targeted toward deservmg poor households However, reducmg the zmplzed 
zomng tax on new construcnon could well have a masszve zmpact on housmgpnces 60 

Other studies have SJmtlar findtngs A study by Umvers1ty of Califonua at Berkeley economistS on land use 
regulation's effect on houSing pnces found that untd 1970 Cabfonua housmg had been m hne With the 
nanonal average ofho\lSmg pnces, but by 1980 Caltfom1a housmg pnces more than doubled the natJon.al 
average They deternnne that one maJor cause of the pnce mcrease ts "a massive mcrease in the use of land­
use and growth management techmques to slow and stop new houSing production ,(;J In a study of houSing 
costs throughout the Umted States, one economtst concludes, .. One thmg 1s obVIous Stnngent housmg 
regulations have certamly not helped the San Franc1sco area solve Its housmg problems They may even be 
creatmg the problems '.62 

Another study WJth a dtfferent methodology reached SJnn1ar conclUSJons It constructed an mdex of seven 

different land-use regulatory vanables and ranked 56 different metropohtan areas accordmg to how stnctly 
land use was regulated 63 Regulatory vanables mcluded measures such as changes m length of approval 
ttme, tune requtred to get land rezoned, amount of ag-eage zoned for reSJdentJal development, and percent of 
zonmg changes approved It found that a change from a hghtly regulated envrronment to a heaVIly regulated 
one decreased the nmnber ofpernnts to butld by 42 percent and mcreased home pnces by 51 percent 

Homeownershtp rates also dechned about I 0 percent EVIdence shows that areas w1th htgh levels of 
regulanon have higher housmg pnces, htgher rents, and ]ower homeownershtp rates 
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Pnce controls are perhaps the worst "solutJon" to a housmg affordabtbty problem caused by pnor restrictions 

on housmg The real solution ts to encourage the Issuance ofbwldmg permits, open more land for 

responsible development, and abohsh zomng laws that unduly restrict development. If government reduced 

and ehmmated regulations that slow and prevent housmg development, the housmg market could respond to 

mcreased demand JUSt hke other mdustnes m Cahfomta 

Some advocates of mclusJOnary zomng recognize the problems caused by pnor regulations but still 

recommend mclustonary zomng One acbmts that, ''To a large extent, 1t IS not the presence, but the absence, 

of a free market m housmg that has helped create a shortage of affordable homes for many Americans "64 

Yet he still favors pnce controls because he beheves that even 1f the supply of new homes IS mcreased, only 

high-pnced new construction wtll be budt and affordabthty wtll not be Improved But mclustoiJary zomng 

advocates mtsunderstand the baste princtple that all new houstng helps keep pnces down A sample 

ordmance prepared by the Jnstztute for Local Self Government states that mclustonary zonmg helps, "Offset 

the demand on housmg that JS created by new development." These authors appear to belt eve that producmg 

new hoUSing actually hurts low-mcome households 

Contrary to Jntsconceptions, when market-rate housmg IS built, an mcome groups benefit When a 

household moves mto new market-rate construction, a household wtth lower mcorne typ1cally purchases 1ts 

extstmg house The concept 1s sometimes referred to as "filtenng" because as famihes upgrade their homes, 

therr old homes filter down to people who could not afford them before Another way of thmkmg about 1t 1s 

that m a sense the housmg market can be seen as a ladder, wtth affordable homes mamly older homes on the 
bottom rung, and people tradmg up homes and chmbmg the ladder as thetr fortunes nse 65 Perhaps a better 

word or better analogy IS needed, but the process works. A classic study, New Homes and Poor People by 

Lansing et al, exaJntned the cham of extstmg home sales m 13 ctties and found that each new home 

generated~ average of 3.5 moves 66 All those moves mcrease the available supply and lower the pnce of 

existing homes, which makes them more affordable to low-mcome buyers The study reports that 9 to 14 

percent of all people who moved m the cham of upgrades generated by a new home were low-mcome The 

effect on moderate-mcome faJntlies IS even stronger In moves after the first new construction move, people 

of moderate mcome made up 30 percent of movers Lanstng et al conclude, "Any policy which mcreases 

the total supply ofhousmg wdl be benefictal The workmg of the market for housmg ts such that the poor 

wtll benefit from any actions whtch mcrease the supply m the total market '>6
7 

Some assert that filtermg does not take place when more people are movmg mto the area One wntes, 

"Whenever the number of persons mterposed between the ongmal buyers and the t!U'get population 

mcreases, filtenng slows. In the 1970s and I 980s a surge m the number of younger adults at middle­

mcomes all but ehmmated filtering to the poor '>6
8 Although he IS nght that when more people move mto an 

area they wtll Jump m on the cham of moves, that does not mean that the new construction did not help to 

keep home pnces affordable. The relevant question that must be asked IS what would have happened to 

pnces tf the new construction had not been built If no new construction 1s bwlt and more people move mto 

an area, they start biddmg agamst existmg residents and dnve the pnce of even low-quality homes htgher In 

contrast, If the number of newly constructed homes equals the number of new restdents, pnces wtll remam 

stable One way to an~yze whether arguments agamst higb-pnced new construction makes sense ts to ask 

whether destruction of existmg h1gh-pnced homes would help low-mcome famthes. 

A 2002 study by two Berkeley professors and one analyst wtth the Pubhc Po hey Institute Of Cahfomia, 

states the problem qmte Simply. "supply matters '>6
9 They find that the more responsJVe the permtttmg 
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process (and hence home-bmJdmg) JS to mcreases m employment, the lower the median pnce ofhousmg and 
the higher the homeownersh1p rates 

IncJus10nary zomng does not correct the problems caused by excJus10nary zomng; Instead Jt exacerbates 
them IncJusJOnary zonmg m~poses SJgm:ficant costs on the houSJng mdustry, and denSJty bonuses plus other 
mcentJVes do httJe to offset costs. IncJusJOnary zomng IS bke a tax on new homes, and, bke a11 taxation, 
budders WJ11 not snnply absorb the tax and provide the same number ofhomes at the same pnces 'The 
dnvmg force behmd Cahforrua's housmg affordab1hty cnSJs IS restnctJons on supply The State of 
Cahforma's Little Hoover CommJSSJon recommends, "To mcrease the supply of affordable houSJJlg, 
commumtJes need to zone more land for houSJng, mcrease general plan and zomng denSJtJes to allow for 
higher denSJty res1denttal development and rethmk other standards "70 
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Part 8 

Conclusion 

I nclusJOnary zonmg should only be enacted 1f the goal JS to ~e housmg more expensive and decrease the 
quantity of new housmg Such pohCJes hurt homebuyers and wJll pnce out most low-mcome fam1hes 

Desp1te the good mtentJons of those who support mclus1onary zonmg, econotnJcs tell us that pnce controls 
on new housmg wJll have the umntended consequence of reduCJng the quantity of new homes bu1lt Rather 
than helpmg. mclus1onary zonmg wJIJ actually make the affordab1hty problem worse We have shown that 
mciUSJonary zomng 1mposes SJgmficant costs on the houSJDg sector Those costs are passed on to landowners 
and buyers of market-rate homes. Htgher housmg pnces wJII result 

We agree that somethmg should be done about the affordab1hty cns1s, but pnce controls are not the answer 
and may be the problem Bay Area CJtles wdl never be able to rely on mclusJOnary zomng to meet theJr 
housmg needs In fact, mcluSJonary zomng has Jed to a decrease m housmg production After 30 years of 
feeble performance, the costs of mclusJOnary zonmg are only begmnmg to be seen Rather than contmuing to 
1mpose these pohCJes,Junsdlcbons would do well to ehm1nate them By phaSJng out resale restnctlons on 
existing umts, the "owners" of government-controlled umts would gam the true benefits of homeownersrup 
And by endmg pnce controls on new construction, bmlders would have an mcentlve to supply more housmg 
The worst poss1ble solution to the affordab1l1ty cns1s JS to pass pohc1es that result m restnctlng the supply of 
housmg Inclus1onary zomng ts one such pol1cy 
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housmg pnce effects 
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10 NatiOnal Assoctat1on of Homebuilders, Housmg Opportumty Index Fzrst Quarter (Washmgton, DC 

Nanonal AssoctatJon of Homebwlders, 2002) 
II InclusJonary Housmg m Ca/ifomla 30 Years of Innovatwn, pp.31-35 hsts three countJes (excludmg San 

Franctsco, whtch ts 1ts own county) m the Bay Area that have mclusJOnary zomng Accordmg to tts 
table, 756 umts have been produced m Contra Costa County, 124 untts m San Mateo County, and none 
m Napa County Because 1t is unclear tf c1ty and county governments double counted these 880 untts, 
we exclude these countywide figures from our sample If these umts are mdeed separate, then we 
underesnmate the number of umts by 11 percent and later underestJmate the costs of mclustonary zonmg 
by a comparable figure. 

12 AssoctatJon of Bay Area Governments, Regzonal Housmg Needs Determznatlonfor the San Franczsco 
Bay Area m 2001-2006 Housing Element Cycle (Oakland, Cahfomta AssoctatJon of Bay Area 
Governments, 2001). 

13 Constder the reacnon of one developer m Wmdsor, Cahforma Omn Thiessen, the archttect and 
developer behmd downtown Windsor's transformanon, satd tfhe ts requrred to bwld affordable untts 
along wtth his market-rate town houses, tt could put htm out ofbusmess. "That'll ktlJ some of my 
projects," he smd "I'm buymg land at very htgh pnces and bwldmg very expenstve bwldmgs on top of 
it. It's pretty SJmple from my perspecnve It JUst doeSJJ't penctl out. "Clark Mason, .. Wmdsor may bend 
rules for developer " Press Democrat, October 17, 2003, pp. 2-3 

14 Wtlham Tucker, Zonmg, Rent Control, and Affordable Housmg, (Washmgton, D C Cato lnstJtute, 1990) 

15 Mtchael Stoll, ••Mtsston Bay Takes Shape," San Franclsco Exammer, September 13, 2002 

16 We are not measunng what economtsts refer to as soctal costs, whtch would mclude the value of the lost 
consumer and producer surplus assoctated wtth mclustoruuy zomng We are stmply esttmanng the 
monetary amount that a seller must forgo when selhng at the restncted pnce 
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Some cttles, mcludmg Ttburon, define "Moderate" mcome as SO percent ofmedtan. Thus, when surveys 
say they target "Low" and "Moderate" mcome, m fact they are targetmg "Very Low" and "Low" 
mcomes (See Ttburon Ordmance Subchapter 6. InciUSJonary Zonmg.) 

Income categones are adjusted by household stze Compared to a four-member household, a household 
WJth five members can have an 8 percent greater mcome, a household WJth stx members a 16 percent 
greater mcome, etc Households wtth three members wtll have a 10 percent lower mcome, two members 
20 percent lower and one member 30 percent lower accordmg to the Department of Housmg and 
Cornmumty Development Because the four-member household ts the baseline, we focus on four­
member households throughout the paper 

19 Barbara Kautz, ''In Defense oflncluStonary Zonmg· Successfully Creatmg Affordable Housmg" 
UmversJty of San FranciSco Law Revrew, vol 36, 2002, p 1014, gtves an addttlonallegal reason "An 
mclusionary ordtnance that does not bmtt the resale pnces of for-sale umts (creating 'premtum pncmg' 
for the first buyer) may be vulnerable to attack for 'not advancmg a leg1t1mate state mterest "' 

20 Phone mtervtew, March 3, 2004 

21 Personal correspondence, March 3, 2004 

22 For example, mclus10nary zonmg m Pleasant Htll requiTes 5-25 percent of umts be affordable, and tts 
target groups are ''Very Low" and "Low" In thts case we would assume only 5 percent needed to 
affordable and the share was spht 2 5 percent for ''Very Low' and 2 5 percent for "Low" Because data 
for spec1fic reqwrements of each City are currently unavadable, we deCJded to make s1mphfymg 
assumptions and agam err on the Side of lower costs of mclustonary zomng 

23 We estJmate market pnce by ctty by companng 2003 data of the average pnce of new homes by county 
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