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Prototype: Long Beach

Similar results were found for a comparable study in the City of Long Beach. Chart 5
shows an owner condominium prototype of Type V stack flat condominium construction
at 70 units to the acre with one level of subterranean parking. Here, the affordability set-
aside is 15 percent of the units at 90 percent of the area median income, or $50,000 for
a family of four in Long Beach in 2003.The market-rate prototype, without inclusionary
requirements, yields a land value of $100 a square foot, slightly above the top of the range
of recent land sales in the City.The set-aside requirement, with no offsets, reduces land
value to approximately $78 a square foot, still near the top of the range of land sale
comparables in Long Beach. When incentives and/or offsets are added, land values
approach, and exceed, the market-rate prototypes’ land value.

NPHInclusRep04  30/1/04  10:56 AM  Page 45



46

In both the Los Angeles and Long Beach analyses, it is important to note that conser-
vative (i.e., high) assumptions regarding developer profit, overhead and interest rates
were used. Developer profit and overhead was modeled at 16 percent; construction and
permanent interest rates were modeled at 8.5 percent and eight percent respectively.
Developer profit is often acceptable as low as eight percent and market interest rates as
of this writing are more than two points lower than that modeled. Thus, land residual
values are understated, as is the economic feasibility of the inclusionary housing set-
asides shown.

Furthermore, holding developer profit constant in this illustration has the effect of
assuring an acceptable profit margin. In the real world of land sellers (land owners) and
land buyers (developers), land price is a delicate negotiation between the two parties,
each seeking to maximize their own profit. If development costs,be they associated with
construction interest rates, the price of lumber or steel or the projected costs of
inclusionary obligations, are excessive, land buyers and sellers may agree to part
company without concluding a sale.We have shown an approach to balance the cost of
inclusionary housing obligations against the economic value of a variety of incentives,
offsets and alternative compliance provisions.When the combined effect of such costs
and incentives does not reduce current comparable land values by more than 10 to 20
percent, the policy package may be deemed economically feasible in a given jurisdiction.
Land prices, with no public sector intervention whatsoever through the zoning or
regulatory process, readily fluctuate 10 to 20 percent in any given rolling 12-month
period. Thus, a projected effect of 10 to 20 percent on land values may be seen as
operating within the normal limits of real estate land values within relatively short
business cycles.

The land residual value methodology applied to inclusionary housing economic
analysis helps policymakers and stakeholders craft inclusionary housing set-aside
requirements which maximize the yield of affordable units without unduly restricting
land value or developer profit.

Real estate development is a customized process. No project is the same. Thus,
citywide analysis may only be properly modeled through prototypes fully representative
of the range of housing product developed in that jurisdiction. Political constraints may
also restrict the application of various incentives or alternative compliance provisions for
an inclusionary housing program. For example, while a density bonus may be offered, if
limits on height, floor area ratio or set backs render such a density bonus unusable, it will
prove of little value to developers. Similarly, if neighborhood or political opposition
forces developers to scale back or eliminate their projects, then prototypical analysis
becomes an academic exercise. Development, like politics, is the art of the possible.

Nevertheless, empirical analysis uncovers no chilling effect of inclusionary housing on
California jurisdictions which have adopted the program. More importantly, the land
residual economic methodology shows that policymakers can craft inclusionary
programs which fall within the range of economic feasibility.

Long-term, perhaps no other single local housing policy is more valuable in the
production of affordable housing. For the period 1981 through 2001, approximately
190,000 units were built in Los Angeles. If the City had a 15 percent set-aside
requirement, throughout that time, 28,500 units of affordable housing would have been
constructed.
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