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Executive Summary 

Cabfomta and many urban areas natJOnwtde face a housmg affordability cnsJs. New housing production 
has chronica11y fa1led to meet houSing needs, causmg housmg pnces to escalate. Faced w1th demands 

to .. do something" about the housmg affordabdtty cnsis, many local governments have turned to 
.. mcluSJonary zonmg" ordmances m wh1ch they mandate that developers sen a certam percentage of the 
homes they bmld at below-market pnces to make them affordable for people wtth lower incomes. 

The number of cities with affordable housing mandates has grown raptdly, to about 10 percent of Cities over 
I 00,000 population as of the mid-90s, and many advocacy groups pred1ct the trend w111 accelerate in the next 
five years. Califorma was an early leader in the adoption of mc1uSJonary zoning, and 1ts use there has grown 
raptdly. Between 1990 and 2003, the number of Cabfomia commumt1es w1th inc1usionary zomng more than 
tnpled-from 29 to I 07 commumties-meanmg about 20 percent of California commumties now have 
inc1usionary zonmg. 

Inclusionary zoning attempts to deal WJth lngh housing costs by tmposmg pnce controls on a percentage of 
new homes. Durmg the past 20 years, a number of pubhcations have debated the ments of mc1uSJonary 
zomng programs. Nevertheless, as a recent report observed, ''These debates, though fierce, remain largely 
theoretical due to the lack of empmca] research." 

Our recent report, Housing Supply and Affordabzlzty: Do Affordable Housing Mandates Work?, filled the 
I 

empincal research vo1d. We measured the actual performance of these ordmances in the San Fra,nCJsco Bay 
Area. This study follows up on our previous study by exammmg data from communities m Los Angeles 
County and Orange County to evaluate the effects of mclUSJonary zonmg and examme whether tt IS an 



effectiVe public pohcy response to h1gh housing prices. In Los Angeles and Orange CountJes, 13 cities have 
an affordable housmg mandate. These commumties vary m SJze and denSJty WJth different mcome levels and 
demographics, so they prov1de a good sample to te11 us how mclus10nary zomng IS workmg m Southern 
Cahforma. 

These are our findmgs: 

lnclus1onary Zoning Produces Few Umts 

Smce Its inception, mcluSJonary zonmg has resulted m few affordable units. The 13 Los Angeles and Orange 
County cities with inclus10nary zomng have produced only 6,379 affordable units, w1th 70 percent of those 
units being produced m Irvme. After passing an ordmance, the median city produces less than e1ght 
affordable units per year. Inclusionary zorung cannot meet the area's affordable housmg needs 

lncluswnary Zomng Has H1gh Costs 

lnclus10nary zonmg Imposes large burdens on the housing market. For example, if a horne could be sold for 
$500,000 dollars but must be sold for $200,000, the revenue from the sale JS $300,000 less. In half the Los 
Angeles County and Orange County Jurisdictions this cost associated With selling each mclusionary mnt 
exceeds $575,000. In current pnces the cost of inclusionary zoning m the average junsdJctJon is $298 

million, bringing the total cost for all mcJuSJonary units m Los Angeles and Orange County to date to $3.9 

bdhon. 

lnclustonary Zoning Makes Market-prtced Homes More Expens1ve 

Who bears the costs ofinclus10nary zoning? The effectJve tax ofmclus10nary zoning wlll be borne by some 
cornbmation of market-rate hornebuyers, landowners, and builders. How much of the burden ts borne by 
market-rate buyers versus landowners and budders 1s determmed by each group's relative responstveness to 
pnce changes. 

We estJrnate that inclusionary zoning causes the pnce of new homes m the median ctty to increase by 

$33,000 to $66,000. In htgh market-rate citJes such as San Juan Capistrano and Laguna Beach we estJmate 
that mclusionary zoning adds more than $100,000 to the pnce of each new home. 

lnc/usionary Zonmg Restncts the Supply of New Homes 

Inclusionary zoning drives away builders, makes landowners supply Jess land for resJdentJal use, and leads to 
less housing for homebuyers-the very problem it was instituted to address. 

We find that new housing production drastically decreases the year after ctttes adopt inclUSJonary zonmg. 
For alll3 cttJes average production of housing fell the year folloWJng the adoption ofmclus1onary zoning. In 
the e1ght ctties with data for seven years pnor and seven years fo11owing mclusionary zomng, 17,296 fewer 
homes were produced dunng the seven years after the adoption of mclus10nary zoning. In those cttJes 770 
"affordable" umts were produced One must question whether 770 units are worth the cost m tenns of 17,296 

fewer homes. By dtscouragmg production of 17,296 homes m those etght ctttes, $11 bilhon worth ofhousmg 
was essentially deStroyed. 



lnc/uswnary Z.onmg Costs Government Revenue 

Pnce controls on new development lower assessed values, thereby costmg state and local governments lost 
tax revenue each year. Because mclustonary zomng restricts resale values for a number of years, the loss m 
annual tax revenue can become substanttal. The total present value of lost government revenue due to Los 
Angeles and Orange County mclus10nary zoning ordmances ts upwards of $752 millton. 

Price Controls Do Not Address the Cause of the Affordab1hty Problem 

Price controls fat] to get to the root of the affordable housing problem. Indeed, by causmg fewer homes to 
be bwlt they actually make thmgs worse. The real problem ts government restrictions on supply. 

Supply has not kept up wtth demand due to these artificial restncttons. One recent study found that 90 
percent of the dtfference between phystcal constructton costs and the market pnce of new homes can be 
attributed to land use regulation. 

The solutton ts to allow more constructiOn. When the supply ofhomes increases, extsttng homeowners often 
upgrade to the newly constructed homes. Tins frees up their pnor homes for other farmltes wtth lower 
mcome. Inclustonary zonmg restncts thts upgrade process by slowmg or ehmmatmg new constructton 
With fewer new homes available, middle- and upper-income famtltes btd up the price of the extsttng stock of 
homes, thus makmg housmg less affordable for everyone. 

Concluswn 

lncluSJonary zomng has failed to produce a stgmficant number of affordable homes due to the mcenttves 
created by the pnce controls. Even the few incluston_ary zoning units produced have cost builders, 
homeowners, and governments greatly. By restricting the supply of new homes and dnvmg up the pnce of 
both newly constructed market-rate homes and the existing stock of homes, mclusionary zonmg makes 
hoUSJng less affordable. 

lnclusionary zoning ordmances wtll conttnue to make housing less affordable by restncting the supply of 
new homes. If more affordable housing ts the goal, goveminents should pursue polictes that encourage the 
productton of new housmg. Endmg the price controls ofmclusionary zomng would be a good start. 
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Do AFFORDABU HoustNG MANDATES WORK? 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.' California was an early leader in the adoption of inclusionary 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.2 Thirteen cities in Los Angeles and Orange Counties have 

inclusionary zoning. 

The median price of new housing is $450,000 in Los Angeles County and $660,000 in Orange County.3 

Such high prices affect all but the wealthiest families ' chances of buying a new home. Of metropolitan areas 

with more than one million residents, the Los Angeles-Long Beach Metropolitan Area and the Orange 

County Metropolitan Area respectively rank five and six as the least affordable areas in the nation. 

; 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 
Homebunders). •PMSA and MSA are census designations meaning, respectively, Primary Municipal Statistical Area and 
Municipal Statistical Area. 

Faced with demands to "do something" about the region 's housing affordability crisis, many local 

governments have turned to inclusionary zoning ordinances. Inclusionary zoning is a name for artificially 
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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 speC1fic mcome levels 

The pnce controls are set usmg dtfferent formulas so that the "mclUStonary" umts wtll be affordable to etther 
"Very Low," "Low," or "Moderate" mcome households, or some combmatlon thereof "Very Low" mcome 
ts most often classtfied as up to 50 percent of county medtan mcome, "Low" as 50-80 percent of medtan, and 
"Moderate" as 80-120 percent of medtan The percentage of umts targeted as mclustonary umts vanes by 
JunsdictJon, rangmg from 5 to 25 percent of the new homes constructed m a proJect Typtcally, the 
mcluStonary umts must be constructed wtthm the proJect and be of the same Size and quabty as the market­
rate umts Some Junsdtctlons exempt small developments whtle others requtre budders to pay an m-heu fee 
for developments of I 0 homes or fewer to get out from under the pnce controls Still others allow m-heu 
fees for proJects of all stzes Ostenstbly, some Junsdictlons also offer mcentlves for comphance These can 
take the form of "denstty bonuses" (glVlng budders the option to mcrease the denstty of thetr developments 
mstead ofmakmg more of the untts affordable), fast-track permittmg (speedmg up the process oftSSutng 
permtts for new development), fee watvers, or exemptions from growth controls In a few voluntary 
mclusionary programs, mcentlves are offered m exchange for a builder commtttmg to sell at the pnce­
controlled rates But most mclusionary zomng programs are mandatory, requmng all budders to partlC1pate 

The prohferation of mclusionary zonmg ratses Important pubhc pohcy questions 

• Is It effecttve-does mclus10nary zomng lead to a substantial mcrease m affordable houSing production? 

• Is It effiCJent-how do mclustonary zomng's costs compare to Its benefits? 

• Is It eqUitable-does mclus10nary zomng fatrly apportton the cost of proVIding affordable housmg? 

Until recently these questtons had not been adequately addressed. Dunng the past 20 years a number of 
publications debated the ments of mclus10nary zonmg programs Nevertheless, as the 2003 report 
Incluszonary HouSing m Californza 30 Years of Innovatzon observed, "These debates, though fierce, remam 
largely theoretical due to the lack of empmcal research "4 Wtthout knowtng the economtc and other real­
world consequences of mclusionary zonmg, policymakers have difficulty assessmg the ments or faults of 
mcluStonary zomng 

Our recent report, Houszng Supply and Affordabzlzty Do Affordable Houszng Mandates Work?, filled the 
empmcal research void. 5 We measured the actual performance of these ordinances m the San Franc1sco Bay 
Area We found that the San Frane1sco Bay Area mclusionary ordmances produced few "affordable" umts, 
drove up the pnce of market-rate homes, and dramatically decreased the supply of new construction 
Paradoxtcally, m the Bay Area, "affordable" housmg mandates actually made most housing more expenSive 
The track record of affordable housmg mandates m the Bay Area ts conSistent wtth the predictions of 
economtc theory Inclustonary zomng or<lmances act hke a tax on new development Taxes decrease the 
supply of new housmg and mcrease pnces of the few homes that are budt This baste economtc model 
should apply m other reg~ons as well 6 

This study follows up our pnor one to see tf the empmcal record of mclusJOnary zomng IS conststent wtth 
economtc theory m another region of Cahfomta We use data from commumtles m Los Angeles County and 
Orange County to evaluate the effects of mclUStonary zonmg and examtne whether It IS an effective pub he 
pobcy m Southern California We mclude m our analysts all the etttes m these counties wtth mcluStonary 
ordmances Included are Agoura Hdls, Brea, Huntmgton Beach, lrvme, Laguna Beach, Long Beach, 
MonroVIa, Pasadena, Rancho Palos Verdes, San Clemente, San Juan Captstrano, Santa Momca and West 
HoJlywood These commumttes have vanous Sizes and densttles wtth dtfferent mcome levels and 
dernographics, so they proVIde a good sample to measure the effects of inclUStonary zorung m Southern 
Caltfomia. 
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Part 2 

The Housing Market and lnclusionary 
Zoning in los Angeles and Orange 
Counties 

A number of studies document high housing prices and the affordability crisis in California.' Offering a 

temperate climate, cultural and natural resources, and job growth, Los Angeles County and Orange 

County have become increasingly desirable places to live. The percentage of homes affordable to a family 

earning median income is only 34.4 percent for Los Angeles-Long Beach Metro and 37.7 percent for Orange 

Metro.8 Families earning less than median income have even fewer homes available in their price range. 

ln response to the affordable housing crisis, 13 local governments in Los Angeles and Orange County have 

adopted inclusionary zoning requirements (Figure I) and remaining cities now face loud calls from planners 

and advocacy groups to adopt inclusionary zoning as well. 
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Figure 1: Number of Los Angeles County and Orange County Cities with 
lnclusionary Zoning 
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Table 2 shows the jurisdictional requirements and the number of price-controlled units produced by city. 

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

demonstrating 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: Southern California Cities with lndusionary 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 

Agoura Hills 1987 10 M 50 3.1 
Brea 1993 10 Vl,l, M 278 27.8 
Huntington Beach 2001 10 l 313 156.5 
Irvine 1977 5 Vl,l, M 4,469 171.9 
laguna Beach 1985 25 Vl,l, M 139 7.7 
long Beach 1992 5 M • * 
Monrovia 1990 20 M 280 21.5 
Pasadena 1991 15 l, M 14 1.2 
Rancho Palos 1997 5 Vl, l * * 
Verdes 
San Clemente 1980 4 Vl 627 27.3 
San Juan Capistrano 1995 30 Vl,l 196 24.5 
Santa Monica 1985 10 Vl,l .. * 

West Hollywood 1986 20 l , M 13 0.8 

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. 

* /nclusionary Housing in California does not report any units for these cities. 

Advocates of inclusionary zoning herald price controls as the solution to the affordability 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 of inclusionary zoning is necessary. From an overall production perspective, how effective has 

inclusionary zoning been? The numbers do not look good. 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. 

For the 13 cities, the Southern California Association of Governments projects the current 7.5 year 

affordable housing need for very low, low, and moderate income households to be 12,460.9 But in the 27 

years that inclusionary zoning has been implemented in Los Angeles and Orange Counties, inclusionary 

zoning has resulted in the production of only 6,3 79 affordable units. Of those, 4,469 were in Irvine, which 

built a number of the units to settle a lawsuit for not providing "affordable" housing. That averages to only 

236 units per year, with 165 in Irvine and 71 in all other cities. Controlling for the length of time each 

program has been in effect, the average jurisdiction with inclusionary zoning produces only 34 units each 

year since adoption of its inclusionary zoning requirement. 
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The Housing Market and lnclusionary 
Zoning in Los Angeles and Orange 
Counties 

A n umber of studies document high housing prices and the affordability crisis in Califomia.7 Offering a 

temperate climate, cultural and natural resources, and job growth, Los Angeles County and Orange 

County have become increasingly desirable places to Jive. The percentage of homes affordable to a family 

earning median income is only 34.4 percent for Los Angeles-Long Beach Metro and 37.7 percent for Orange 

Metro.8 Fami lies earning less than median income have even fewer homes available in their price range. 

In response to the affordable housing crisis, 13 local governments in Los Angeles and Orange County have 

adopted inclusionary zoning requirements (Figure l) and remaining cities now face loud calls from planners 

and advocacy groups to adopt inclusionary zoning as well. 
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Table 2 shows the jurisdictional requirements and the number of price-controlled units produced by city. 
Several communities could not report how many affordable units had been produced under the program, 
demonstrating 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: Southern California 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 

Agoura Hills 1987 10 M 50 3.1 
Brea 1993 10 Vl,l, M 278 27.8 
Huntington Beach 2001 10 l 313 156.5 
Irvine 1977 5 Vl, l , M 4,469 171.9 
laguna Beach 1985 25 Vl,l, M 139 7.7 
long Beach 1992 5 M .. .. 
Monrovia 1990 20 M 280 21.5 
Pasadena 1991 15 l, M 14 1.2 
Rancho Palos 1997 5 Vl,l .. .. 
Verdes 
San Clemente 1980 4 Vl 627 27.3 
San Juan Capistrano 1995 30 Vl,l 196 24.5 
Santa Monica 1985 10 Vl, l • * 
West Hollywood 1986 20 l, M 13 0.8 

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. 

* lnclusionary Housing in California does not report any units for these cities. 

Advocates of inclusionary zoning herald price controls as the solution to the affordability 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 of inclusionary zoning is necessary. From an overall production perspective, how effective has 
inclusionary zoning been? The numbers do not look good. 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. 

For the 13 cities, the Southern California Association of Governments projects the current 7.5 year 

affordable housing need for very low, low, and moderate income households to be 12,460.9 But in the 27 
years that inclusionary zoning has been implemented in Los Angeles and Orange Counties, inclusionary 
zoning has resulted in the production of only 6,379 affordable units. Of those, 4,469 were in Irvine, which 

built a number of the units to settle a lawsuit for not providing "affordable" housing. That averages to only 

236 units per year, with 165 in Irvine and 71 in all other cities. Controlling for the length of time each 
program has been in effect, the average jurisdiction with inclusionary zoning produces only 34 units each 

year since adoption of its inclusionary zoning requirement. 



Do AFFORDABLE HousiNC MANDATES WORld I s 

The disparity between the regional housing need and inclusionary zoning production is shown in Figure 2. 

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 7.5, and the back (green) 

columns represent the 7.5 year need for affordable housing in the cities with inclusionary zoning. The 

number of units expected from inclusionary zoning does not meet most cities' needs for affordable housing. 

Huntington Beach is the most notable exception. 

Figure 2: Housing Needs Versus Expected Units Produced under lndusionary Zoning 

• "Affordable' units produced through inclusionary zoning. (Calculated for 7.5 years by multiplying average 
units per year produced under inclusionary zoning times 7.5.) 

0 7.5 year housing needs according to the Southern Carrtomia Association of Governments "Regional Housing Needs 
Assessment.' 
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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, 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 laws. 

Looldng 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 4 

Costs Associated with Below-Market 
Units 

Supporters often promote mcluStonary zomng as a costless way ofprovHhng affordable hoUStng Many 
highhght the number of umts produced under mclusJOnary zomng and then claJm the program to be a 

success But the costs of these umts and programs are often missed For example, West Ho11ywood has had 
mclus10nary zomng smce 1986, and the program has led to 13 affordable umts The 1mttal reactiOn m1ght be 
to consider the program worthwhile simply because 13 umts were built But accurately JUdgmg the efficacy 
of a program reqmres looking at Its costs What were the costs of producmg each of those umts? 

We a11 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 
y1elds greater benefits Or, If two methods YJeld the same benefits but one costs less, we should support the 
one w1th lower costs Even though many CJtles have adopted mclusionary zomng, to date no one has 
comprehensiVely estimated the program costs W1thout loolang at the costs ofmclus1onary zomng, one 
cannot determme 1fbetter ways to proVIde affordable houStng eXJst 

By defimtJon, whenever se11ers must sell a umt at a government-set pnce, they cannot sell that umt at the 
market pnce For example, for a home to be .. affordable" to a low-mcome household m West Hollywood, we 
estimate that the home must be sold for $147,000 If a new home could be sold for $588,000 but must be 

sold for $147,000, the revenue from the sale IS $441,000 less When someone forgoes one opportumty to 
take another, economists refer to th1s as the .. opportumty cost "The opportunity cost of selhng a "Low" 
pnced umt for $147,000 IS not selbng the umt for $588,000, I e, $441,000 Keep m mmd that thts does not 
measure productJon costs Rather, It represents the lost revenue per sale ofpnce-contro11ed untts 

First, let us consider the cost assocJated wtth each mclus1onary un1t by CJty We calculate the cost for each 
un1t by subtractJng the regulated pnce from the market pnce 10 Most mcJUStonary zonmg ordmances mandate 
that homes be affordable to some combmatJon of very low mcome, low mcome and moderate mcome 
households Very low mcome 1s typically defined by up to 50 percent of mewm, low mcome IS defined by 
up to 80 percent ofmed1an, md moderate mcome 1s defined by up to 120 percent ofmedtaJJ The Caltfomta 

Department ofHousmg md Connnun1ty Development provtdes mcome levels for four-person households 

(Figure 3) 11 
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Figure 3: 2003 Income Levels for four-Person Households Defined by 

California Department of Housing and Community Development 

0 Very Low Income 0 Low Income • Moderate Income 

$100,000-----------r--------, 

$90,000 

Inclusionary 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? percent. We assume 26 percent of income will 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 

los Angeles County $91,837 $146,875 $215,265 

Orange County $123,101 $184,001 $295,379 

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 4, 5, and 6 compare the median price of existing 

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

controls: "very low" in Figure 4, "low" in Figure 5, and "moderate" in Figure 6. The top of the upper (green) 
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bars represent the 2003 average market 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. 

$600,000 

$100,000 

Figure 4: "Very Low" Price Controls Compared 
to Average Market Price by County 

• "Very Low" price control 0 Cost Associated with selling "Very Low" unit 

Los Angeles County Orange County 

Figure 5: "Low" Price Controls Compared 
to Average Market Price by County 

• "l ow" price control 0 Cost associated with selling "low" unit 

los Angeles County Orange County 
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Figure 6: "Moderate" Price Contro ls Compared 
to Average Market Price by County 

• "Moderate" price control 0 Cost associated with selling "Moderate" unit 
$700,000 -,----------------------- ------, 

$500,000 

$200,000 

los Angeles County Orange County 

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. 

lnclusionary 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. 12 

These affordabil ity 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 less 

valuable. 

A. Estimating the Effects of Price Controls by City 

By comparing the market price to the average level of the price controls in each city, we can estimate the 

average cost of each price-controlled unit and the total costs for each city. Each ordinance targets different 

income levels, so each city's price controls will vary. For example, if a city in Orange County required that 

15 percent of new units be "affordable" and its only target income group was ''very low," we assumed that 

15 percent of units needed to be sold for $123,101 each. Or, if a city in Orange County required that 15 

percent of new units be "affordable" and its only target income group was "low," we assumed that 15 

percent of units needed to be sold for $184,00 I. 
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For cities with more than one target income group, for the sake of simplicity we took the average level of the 

price controls. For example, if a city in Orange County required that 15 percent of new units be "affordable" 

and the target income groups were "very low," "low," and "moderate," we assumed that 5 percent of the 

units needed to be sold for $123, I 0 I each, 5 percent for $184,00 I each, and 5 percent for $295,3 79 each. 

Taking the average of those figures, we arrive at our estimate that 15 percent of units need to be sold for 

$200,827 each. Because many towns targeting multiple income groups do not target each income group 

equally, our estimates will not be I 00 percent accurate. If a city targeting multiple income groups requires 

more "very low" units, our estimates of the costs of zoning will be on the low side. On the other hand, if a 

city requires more "moderate" units, our estimates will be on the high side. In addition, when a jurisdiction 

required I 0 to 15 percent of units to be affordable, we always chose the lower bound and ignored the upper 

bound in order not to overestimate the costs of inclusionary zoning.13 

Once we arrived at the average price control for each city, we then subtracted it from the market price for 

each city. 14 For example, we estimate that a new home in West Hollywood could be sold for $588,530. West 

Hollywood requires that 10 percent of homes be priced at "low" and 10 percent at "moderate," which we 

estimate at $146,875 and $215,265, an average of $181 ,070 per home. That means 20 percent of homes 

would need to be sold for $407,460 Jess than market price. In other words, the cost of providing each 

inclusionary unit in West Hollywood is $407,460. In high-priced jurisdictions these losses can be quite high. 

Figure 7 shows the average cost associated with selling a price-controlled unit based on the standards in 

those cities and the market prices. In cities with more restrictive price controls and higher land values, the 

cost is higher. In the median city the cost of providing each inclusionary unit is $577,726. 

Figure 7: Average Cost Associated with Selling Each Price-Controlled Unit 
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The cost of each inclusionary unit is large. Next let us look at the cost per unit times the number produced in 

each city (Figure 8). 15 This gives a measure of the aggregate cost of inclusionary units by city for those that 

report creating affordable homes under inclusionary zoning. 

Figure 8: Average Cost Associated with Selling Each Price-Controlled Unit 
Times the Number of Units 

Irvine, 

$1,000,000,000 

Pasadena, 

$5,851,457 San Clemente, 
$519,491,982 

West Hollywood, --~ 
$5,296,977 -~-· 

San Juan Capistrano, 

$110,050,263 
Laguna Beach, 

$204,114,750 

Monrovia, 

$79,989,814 

According to our estimates, the costs associated with producing inclusionary units in Los Angeles County 

and Orange County have been $3.8 billion . Combining data from Los Angeles and Orange Counties with 

data from cities in the Bay Area that just adopted their programs, we can get a more accurate estimate of the 

costs of inclusionary zoning. We find that the median city's cost of below-market units was more than $79 

million. 

B. Who Bears the Burden of lnclusionary Zoning? 

The costs ofinclusionary zoning are largely hidden. None of the costs imposed on the housing market shows 

up on any city's annual budget, but they still exist. Who ends up paying for that $3.8 billion for below­

market rate homes? One can debate exactly who bears the costs, but they are necessarily borne by someone. 

Because they are imposed on the new housing market- and not paid for by government- the costs will be 

borne by some combination 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 inclusionary zoning, effectively a tax, will not be borne by 

builders but by new homebuyers and landowners. 16 Construction is a competitive industry with relatively 

free entry. Local market conditions will determine exactly how the burden is split. lfbuyers are more 

sensitive than sellers to changes in price, then landowners will bear most of the tax . This happens when more 
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buyers have many options, such as living in similar or nearby areas. If sellers are more sens1t1ve than buyers 

to changes m pnce, then new home buyers wlll bear most of the tax. Tins happens when landowners have 

more options, such as bemg able to devote the1r land to cOinmercial, industnal, or other endeavors. 

If profits are abnorma11y h1gh, other budders WJ11 enter the market and undercut prices, thus bnngmg profits 

down. Conversely, 1fprofits are abnorma1ly low tt wdJ dnve would-be builders to mvest mother endeavors. 

When a tax m the form ofincJus1onary zoning JS placed on builders, It decreases the number of profitable 

proJects that they want to undertake m that JunsdictJOn. Builders wi11 vote with theJr feet and undertake 

fewer proJects m junsdlctions wtth pnce controls and more in neighbonng jmisdlctlons without pnce 

controls. The quantity of housing produced Will decrease where there are pnce controls, but increase in 
other places where there are not pnce controls, pushmg some homebuyers away from thetr first chmce of 

locations, and for developers profit rates at the margm wi11 remam the same. 

Pnce controls may not stop a]] development, but new construction Will decrease. In order for development in 

a price-controlled c1ty to be profitable enough to attract builders, one of two thmgs has to happen. Either 

market-rate home pnces must increase, or land pnces must decrease to compensate the builder for rus losses 

due to price controls. Even With pnce controls on a portion of development, budders can stJll earn the normal 

rate of return if other home prices mcrease or land pnces decrease. The likely result wdl be some 

combmatlon of the two 

Both effects lead to a decrease m the quantity of new housing as market-rate buyers will be able to afford 

less housmg and/or landowners wdl supply Jess land for residential development due to low market prices. 

RaJsmg home pnces for other new homebuyers creates a paradox because the alleged goal of mclusionary 

zomng 1s to make housing more affordable, not less. Decreasmg land prices also decreases the quanttty of 

new housmg because 1t dJscourages landowners from providmg theJr land for residential proJects. Instead, 

more land wi11 be put to uses m whtch the final product is not subject to pnce controls. Thus, the restriction 

on the supply ofland restricts the supply of new homes. 

Advocates of mc1usJOnary zoning tend to assume that the below-market rate units are subs1dJzed out of 

bmlder profits, but economics predicts that budders are actually least likely to bear the b~den. In the very 

short run, 1fbmlders own the land when the ordmance was passed, they would bear part of the burden. But 
m the long run, builders are most able to avoid the tax because they can simply move theiT construction to 

more profitable locations. The land cannot move, and buyers are often attached to hvmg m a parbcular 

locale. Landowners and new homebuyers Will end up paying for the subSJdy on the price-controlled unJts. 

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

sell a percentage of units at a loss to gam permits to sell market-rate units. If market pnces went up by the 

exact amount oflosses on the price-contro1led units, buyers would bear the full burden of the tax. If market 

pnces dJd not change at all, bmlders and landowners would bear the full burden of the tax. In most 

situatJons buyers and se11ers each bear part of the tax burden. Regardless ofwho bears the burden, because 

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

some combmation ofbuyers and sellers of the remaining units. 

We calculate the effective tax in each city by looking at the average cost associated With each mcluSJonary 

umt and the number of market-pnced units over which the cost Will be spread. To do th1s we multiply the 

cost of each inclusionary unit times the percentage mandated by each City and then divide by the percentage 

of market-rate homes. To Illustrate, for San Juan Captstrano each price-controJied untt has an associated cost 
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of $561 ,480 (Figure 7) and 30 percent of units must be sold at those price controls (Table 2). The calculation 

would be [($561,480)X(0.30)]/(0.70)= $240,634. To make it more concrete, if a project had 10 units, three 

must be sold at a loss of $561,480. Spreading the loss over the remaining seven units gives a tax of $240,634 

per market-rate unit. Figure 9 shows the effective tax on new home purchases imposed by inclusionary 

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

inclusionary zoning is effectively imposing $65,952 of taxes on each market-rate home. 

Figure 9: Effective Tax Imposed on New Market-Rate Units 
Caused by lndusionary Zoning 

$600,000 .,--- --------------------------, 

$500,000 +--------------------------=::-! 

$400,000 +---- - - ---------- - ------ ---{ 

$300,000 +------ - - - ------------------; 

$200,000 -1------ - - - - ---'------------ - -1 

$100,000 +-------------------,--r---r:::-l-1 

$0 ~~~~~~~~~~-r~-r~~~~~~J-~~~~~~~ 

.£: Q) !!! co Cl) .£: 
~ co co -c co 0 .£: 

u <:: c: Q) Q) u ·;;: <:: 0 u <:: u co 
~ Q) 00 -e "' :I: 0 Q) 0 ·;:: ~ "' Q) Q) -c s: Q) 

co E Q) co "' c "' 
0 

Cl) CD 
Q) > ::; 0 Cl) ~ ~ ·c.. "" u Cl) 

<:: 
~ "' 0 "' <:: 0 0 0 a.. ~ "' <:: 

0 0, "" :I: (..) ::::J 
.....J c: a; <( - <:: 

"" "' a.. <:: "' <:: 
"' U) ·g Cl) U) "' 0 Q) ::::J 

.....J 

.£: ::::J 3: ...., 
u :I: <:: <:: 

"' "' a: U) 

Cities with higher land values and more restrictive price controls impose the highest effective tax on new 

homes. In Laguna Beach the equivalent tax on a market-rate home if a developer built and sold an affordable 

home is approaching $500,000 per newly constructed home. 

After having calculated the amount of the tax, we can approximate who bears the brunt of the tax. The 

California Department of Housing and Community Development (HCD) takes the position that inclusionary 

zoning translates into higher prices for new homebuyers. HCD has consistently held this position through 

both Republican and Democratic Administrations: 

Under most inclusionary programs, which typically include an in lieu fee [whereby the builder pays a 

fee to opt out of the inclusionary zone requirements} option, the cost of subsidizing low-income housing 

units is underwritten by the purchasers of market-rate units in the form of higher housing prices. This 

practice of cost shifting is particularly detrimental to a home buyer who marginally qualifies for a 

h . I . 11 mortgage yet earns roo muc to rece1ve govern menta assiStance. 

We have consistently ... asked local jurisdictions to analyze an inclusionary program as a potential 

governmental constraint. The reasoningfor this is that most prograniS of this sort impose a fee or 

dedication requirement upon developers which is passed on to consumers of new market rate housing, 

raising the price of the market rate housing. 18 



141 Reason Public Policy Institute 

Others believe the brunt of the tax will be borne by some combination of builders and landowners. 19 Figure 

10 estimates price increases on new homes under the three scenarios. If the lower bound is accurate (when 

buyers only pay 50 percent of the tax), the price of new homes is increased by $30,000 or more in 8 of 13 

cities. If the upper bound is accurate (when buyers pay all of the tax}, the price of new homes is increased by 

$30,000 or more in 12 of the 13 Los Angeles County and Orange County cities with inclusionary zoning. 

Agoura Hills is the median city. lnclusionary zoning increases new home prices there by $32,976 in 

scenario one, $55,400 in scenario two, or $65,952 in scenario three. Although the goal is to produce more 

affordable housing, inclusionary zoning is actually producing the opposite effect. Jnclusionary zoning 

translates into significantly higher prices for market-rate homebuyers. By creating price controls on a 

percentage of units, it taxes other new units and leads to higher housing prices. 

Figure 10: Increases in Price of New Homes Caused by lnclusionary Zoning 
(Under Three Different Assumptions About Who Bears the Costs) 
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To the extent that sellers bear more of the burden of taxatiOn, the housmg market also faces negative 
consequences Because builders can move to JunSdlctlons wtthout mclus10nary zorung, they wtll not bear 
the burden of the mclus10nary zonmg tax Thus, landowners wlll bear most of the sellers' portion of the 
burden lnclustonary zonmg ordmances decrease the value for whtch landowners can sell undeveloped land 
to homebudders Because landowners recetve lower pnces, they wdl supply Jess land for res1dent1al 
development, and fewer homes wtJJ be bmlt 

Governments already gtve landowners mcentlves to supply land for commercial and mdustnal uses mstead 
of residential ones Smce Propos1t10n 13 I muted mcreases m reSidential property taxes, governments began 
creating mcennves for developmg comrnemal real estate mstead of res1dent1al because tt generates more 
revenue This has become lrnown as the "fiscahzatlon of land use" One study descnbed how local 
governments responded to lnmts on property taxes thts way 

Local mumczpahtzes employ two pnmary methods for revenue generatzon the zmposlllon ofheQlller 

exac/Jonfees for new development and the promotzon of retazl development m order to mtlXlm1,1e sales 
tax revenues Tlus has had a dzrect, deletenous zmpact on new houszng productzon Rather than adopt 

land-use polzczes that advance or mcentzvzze new housmg productzon, developmg new retml centers -
such as bzg box developments, entertamment complexes, and shoppmg destznatzons- emerged as the 

pnmary approach for mcreasmg local government revenue Consequently, reszdentzal development (and 
other forms of development) suffered due to a lack of mcentzves or outnght dzsmcentzves 20 

lnclustonary zomng ordmances add yet another d1smcent1ve to prov1de land for restdentlal development 
When part of the burden of taxatiOn IS borne by landowners, we should expect mclus10nary zonmg to 

decrease the supply of new housmg 

C. The Effect of Price Controls on Housing Construction 

In addition to mcreasmg pnces, mclustonary zomng leads to a decrease m new housmg Economcs clearly 
predicts that the quantity of construction will be lower after the adoption of mclus10nary zomng But 
advocates of mciUSJonary zonmg advance an alternate hypothesiS that the quantity of construction wtJJ be the 
same (or htgher) after the adoption of mclustonary zonmg By Jookmg at the data of housmg construction, 
we can get an 1dea ofwh1ch hypotheSis 1s correct. 

One test 1s to look at the amount of new construction m years pnor and years followmg the adoption of an 
mclus1onary zonmg law We exammed Construcnon Industry Research Board yearly houSJng perJIDt data for 
Single and multlfamlly dwelhngs to compute average construction pre- and post-ordmance For example, San 
Clemente adopted 1ts ordmance m 1980 and Long Beach adopted 1ts ordinance m 1992 We would thus 
compare San Clemente houSJng construction m 1979 and 1981, and Long Beach houSJng construction m 
1991 and I 993 We also can compare houSJng production for the seven years pnor and the seven years 
followmg the ordinance, so for San Clemente we would compare housmg production m I 973-1979 to 
houSJng production m 1981-1987 and for Long Beach we would compare housmg productton m 1984-1990 
to housmg production m 1992-1998 Because ordinances have been adopted throughout the past 26 years 
(F1gure 1), economy-wtde phenomena such as busmess cycJes should not be blaSJng the data m etther 
direction For example, some c1t1es adopted the1r ordmances dunng down t1mes whde others adopted the1r 
ordmances dunng up t1mes 
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The data indicate that inclusionary zoning does indeed lead to a decrease in new construction. For the one-, 

three-, five- and seven-year averages before and after the ordinances, the production of housing decreased 

after the adoption of inclusionary zoning. 

As price controls are in place for more time, the decrease in housing production adds up. Data on housing 

production seven years prior and seven years following the ordinance exist for 8 of the 13 cities. In those 

cities in the seven years prior to the adoption of inclusionary zoning 28,296 homes were produced, whereas 

in the seven years following the adoption of inclusionary zoning only II ,000 homes were produced. In those 

eight Los Angeles County and Orange County jurisdictions, inclusionary zoning appears to decrease housing 

by I 7,296 units. That amounts to a decrease in housing production by 61 percent. 

If those 17,296 units would have been worth $650,000 per home, then the value of housing not built because 

of inclusionary zoning is approximately II billion dollars. For those jurisdictions, in only seven years the 

average destruction of value per city is $1.4 billion. 

Figure 11: Total Production of Ho using 7 Yea rs Prior a nd 7 Years 
Following the Ordinance fo r Eight Jurisdictions' Availa ble Data 

Before After 

Recall that over 27 years inclusionary zoning in Los Angeles County and Orange County has only led to 

6,379 affordable units, which amounts to I ,653 every seven years. In those eight jurisdictions only I ,534 

units have been produced. Controlling for the length of time for each ordinance, those cities in total average 

II 0 units per year since an ordinance has been adopted. Multiplying the yearly production rate by seven 

gives the expected number of"affordable" units over seven years, which amounts to 770 in all of those eight 

cities. 

Although those cities together had an estimated increase in 770 "affordable" units the seven years following 

the adoption ofinclusionary zoning, the total number of homes not built was 17,296 (Figure 12). Is a policy 

that creates 770 "affordable" homes at the expense of discouraging 17,296 market-rate homes worth it? 

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 homes.21 Reducing the overall production of 
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housing both drives up prices and means that the people crowded out of the housing market are the lower­

income would-be homeowners. 

Figure 12: Comparing the Increase in "Affordable" Units to the Overall 
Decrease in New Construction Associated with lndusionary Zoning 
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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" uni ts 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 di rectly observe the thousands of 

homes never built, the costs of the program go largely unseen. Also unseen are those 17, 296 families that 

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

that destroys over $10 billion 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 quantlty ofhousmg and an mcrease m pnces for 

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

Inclusronary zonmg ordmances are often sold to pohcymakers as the proverbial free lunch, w1th proponents 

cla1mmg "A vast mclus10nary program need not spend a publ1c d1me "22 Even 1fmarket-rate buyers and 

landowners end up paymg the pnce of the subs1dy, so the argument goes, at least local governments need not 

spend revenue to create affordable housmg Proponents wnte, "From a local agency standpomt, mcJUSJonary 

zonmg proVIdes affordable housmg at no publzc cosf' (ernphasts added) 23 The story, however, IS not that 

stmple The advocates fa1l to take account that mclustonary zomng leads to direct losses m state and local 

government revenue 

lnclusronary untts demand and rece1ve the same mun1C1pal serVIces as market-rate homes There ts no 

eVIdence that provtdmg mumc1pal serVIces to pnce-controlled homes IS less costly than provtdmg to market­

pnced homes The cost of mciUSJonary zonmg to governments comes from the fact that pnce-contro11ed 

homes cost tlte same to servtce but generate less revenue. Because the values of the homes are set at below­

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

may not spend "a pubhc dtme" to produce pnce-controlled homes, they take on an obhgatton of proVIdmg 

muntctpal serVIces whtle receiVIng lower annual tax revenues The cost to government from pnce-controlled 

un1ts 1s the dtfference m the annual tax revenue that would have been generated had the same homes been 

assessed at market pnces 

If the real estate tax rate ts 1 percent per year, a $700,000 dollar home generates $7,000 m government 

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

revenue lost, we take the dtfference between current market pnce and the pnce-controlled pnce tJmes 1 

percent (for the property tax) for each untl Multiplymg ttmes tlte number of uruts m each Junsdtctton g1ves 

us a rough measure of the lost tax revenue per year Btasmg our numbers downward Is the fact tlJat we do 

not count the lost revenue from tlJe homes never produced because of pnce controls Btastng the numbers 

upward ts the fact that not all market-rate homes are assessed at current pnces due to Propos1tton 13 Also, 

many of tlte "affordable" un1ts do not rernam affordable tf resale restnctlons are absent. But tlte numbers 

Illustrate the brmt as homes are frequently resold ~d reassessed at current pnces. They also approxJtnate 

how much revenue would be gamed tf pnce-controlled untts were reassessed at market rates Ftgure 15 
shows the yearly loss m combmed state and local revenue due to pnce controls " to "lost state and local 

revenue combmed become stgmficant, as depicted m Ftgure 13 
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We do not believe that the goal is to maximize tax revenue at the expense of low-income households, and we 

are not advocating raising real estate taxes for low-income residents. But before considering inclusionary 

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

households exist. 

Figure 13: Yearly loss in Combined State and local Government Revenue 
Due to Price Controls (Assuming All Units Are Assessed at Current Prices) 

West Hollywood, 
$52,970 

San Juan Capistrano 
'$1, 100,503 

Brea, $1,244,562 
Huntington Beach, 

$1,808,283 
laguna Beach, 

$2,041 '148 

San Clemente, 
$5,194,920 

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 upwards of $752 million {Figure 

14).24 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. 

Both state and local governments bear some of the burden of lost tax revenue caused by inclusionary zoning. 

Property tax revenue goes to the state government, and a portion is rebated back to city and county 

governments. The exact amount returned to each jurisdiction varies significantly, so our above estimates 

measure the combined total of lost tax revenue without distinguishing the particular splits between local and 

state governments. Importantly this implies that although inclusionary zoning policies are usually debated 

and implemented at the city and county levels, state legislators should be concerned with these policies too. 

Each additional local inclusionary zoning ordinance adversely impacts the tax revenue not just of its own 

jurisdiction but also decreases the state's tax revenue. 
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figure 14: 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) 

Irvine, $512,796,153 

West Hollywood, 
$1,671,031 

Pasadena, 
$1,566,694 

San Juan Capistrano, 
$16,372,700 

Huntington Beach, 
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laguna Beach, 
$48,666,401 

San Clemente, 
$77.287,289 
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Part 8 

Conclusion 

I nclus10nary zonmg should only be enacted tfthe goalJs to make housmg more expenstve and decrease the 

quantity of new housmg. Our findmgs m Los Angeles County and Orange County are conststent wtth the 

expenence of the San Francisco Bay Area InclusJOnary zonmg hurts homebuyers and wdl pnce out most 

low-mcome famJltes Desptte the good mtenttons of those who support mcluSionary zonmg, economics tell 

us that pnce controls on new houSing wtll have the umntended consequence ofreducmg the quantity of new 

homes butlt Rather than helpmg, mclus10nary zomng wdl actually make the affordabthty problem worse. 

We have shown that mclus10nary zomng tmposes stgmficant costs on the housmg sector Those costs are 

passed on to landowners and buyers of market-rate homes Htgher housmg pnces wtll result. 

Somethmg should be done about the affordabtltty cnsts, but pnce controls are not the answer and may be 

part of the problem Southern Cahfomta ctttes wtll never be able to rely on mclustonary zomng to meet thetr 

houSing needs In fact, mclustonary zonmg has led to a decrease m housmg production Rather than 

contmumg to tmpose these pohctes, Junsdicttons would do well to ehmJnate them By endmg pnce controls 

on new construction, bmlders would have an mcenttve to supply more housmg The worst posSible solution 

to the affordabthty cnsis IS to pass pohctes that result m restnctmg the supply of hoUSing Inclusionary 

zonmg IS one such pohcy 
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