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Michael Barmes

On May 1, the California Department of Finance Demographics Unit issued its annual press release on
population and housing estimates for the state. Unlike other housing reports, DOF measures net
housing production, not building permits. It is a different perspective on housing, and it raises some
questions. With additional help from recent information on San Francisco, I want to propose two

questions:

1) Is California’s housing affordability problem due to a lack of building, as suggested by the
Wiener/YIMBY supply-side orthodoxy?

2) Can the state legislature and other elected leaders exercise enough control over the economics of

private-sector housing development to reduce rents?

In what follows, I will attempt to persuade the reader that the answer to both these questions is no.
Let’s start with the recent DOF data.

THE STATEWIDE NUMBERS ARE NOT CONSISTENT WITH A HOUSING CRISIS

CALIFORNIA
Table 1: E-5 County/State Population and Housing Estimates,1/1/2020-1/4/2025
POPULATION | HOUSING UNITS
Group Single Single  Twoto Mobile Vacancy | Persons per

(County Total  Household Quarters |  Total Detached Aftached Four FivePlus Homes Occupied | Rate Household
Zﬂzolgaiﬂnmia 39538223 38574691 963532 14392521 8207854 1035475 1123448 3412255 533,769 13,475,838 6.4% 286
2021|California 39369530 38575043 794487| 14471599 8317754 1038784 1,131,913 3448863 534,285 13,547,036 8.4% 285
2022|California 99179680 38263355 916325 14584720 8365237 1043420 1,143,122 3496734 536216 13,642,009: 6.5% 280
2023|California 39226444 38301368 927076 14707002 8422309 1056043 1146209 3545095 537,436 13767350 6.4% 278
2024|California 30420663 38493130 927,533 14823773 8472021 1068885 1,149403 3504808 538566 13875211 6.4% 21m
2025|California 39529101 38598,868 930233 14949001 8525241 1086359 1,152281 3645563 539,557 13993318 6.4% 2.16

Change from previous year
2020|California #N/A #NA H#NIA HNIA #NA #NIA #NIA #NA #NIA H#NIA
2021|California -168,693 352 -169,045 79,078 29,900 3609 8,465 36,608 4% 71,198
2022|California -189.850  -311,688 121,838 113,130 47 483 46% 11,209 47811 1,931 94,973
2023|California 48,764 38013 10,751 122,363 57,072 12623 3,087 48,361 1,220 125,341
2024|Califomia 192,219 191,762 457 116,681 49,712 12,842 3,194 49,803 1130 107,861
2025|Califomnia 108,438 105,738 2,700 125,228 53220 17474 2878 50,665 991 118,107

Change from 2020 to 2025
2020|California 30538223 38574691 063532 14302521 6287854 1035175 1,123448 3412255 533,789 13475838
2025|California 39,529,101 38598688 930233 14949001 8525241 1,086,359 1,152,281 3645563 539,557 13,993,318

difference|California 9,122 24177 33299 556,480 237,387 51,184 28833 233308 5,768 517,480

(click on the images to enlarge)



The table above shows the new DOF state population and housing estimates. These are estimates of
net housing stock changes, not building permits. The number of building permits issued is used by the
state to set goals in the Regional Housing Needs Assessment (RHNA). But not all permitted housing
units are constructed, and building those units can take several months (or even years). Permit
numbers don’t necessarily reflect the number of newly occupied units, which is why the DOF numbers

are valuable.

This DOF data is for Jan. 1 of each year, which in this case is convenient because Jan. 1, 2020, was
just a few months before Covid restrictions were put in place. Note that by Jan. 1, 2025, the state
population had recovered and was almost back to its pre-Covid in 2000 (short by only 9,122 people).
However, during the five-year 2020-25 interval the number of housing units grew by 556,480, so the

number of persons per household has steadily declined.

Slightly more than half of new units are single-family, including townhouses. The increase in small 2-
4 units apartments, often called missing-middle units, is about one-tenth that of the housing units in
larger apartment buildings. Missing-middle housing is still missing. Meanwhile 26,648 Accessory
Dwelling Units (ADUs), were added to the single-family housing stock by Jan. 2025. ADUs remain
popular, at least in LA County, which in recent years has been responsible for half the ADUs built in

the state. But it is not clear that all of them are being used as housing.

Net new California housing units, 1992-2025
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At an average of 117,000 net new housing units annually for the last three years, these 2020-25
growth numbers are slightly higher than the average annual figure of 103,000 units for the previous
three decades. Housing production grew rapidly in the decade before its peak in 2006, two years
before the mortgage crisis and the onset of the Great Recession. The recovery has been slow, and
housing growth is back to where it was in the early 1990s. However, the growth numbers are running
only about 35-40 percent of the 6th cycle RHNA targets. Even the pro-growth San Francisco
Chronicle now seems to understand the RHNA targets, at least for San Francisco, are absurd.

These numbers do not indicate that there is a housing supply crisis in California. They are not
consistent with the Wiener/YIMBY supply-side orthodoxy. If there was a continuing crisis, the number
of persons per household would be rising with overcrowding, and the vacancy rate would be declining
due to a scarcity of housing. Instead, we see that persons per household is declining, indicating a
reduction in overcrowding, while the vacancy rate is holding steady. Given all the problems due to
Covid, work-from-home, and supply and labor scarcity, the numbers are looking good—the population

has recovered, and development has created more than half a million new housing units.

There continues to be serious affordability problems for many California residents, but these problems
are not confined to housing. Nor are these problems confined to California. Affordability is a national,
and even international, problem. The state legislature is attempting to deal with affordability problems,
so far without much success. But when it comes to housing quantity, there is little that Sacramento can
do. This is the subject of the next section.

WHY THE LEGISLATURE FAILS TO MEET ITS HOUSING GOALS

In their popular new book, “Abundance,” authors Ezra Klein and Derek Thompson state that “Housing
follows the laws of supply and demand.” While that may sound somber and pragmatic to some, it is a
cliché that is almost meaningless. It is important to understand why, so let’s get back to some Econ

101 basics:

Question: Under the assumption of perfect competition, where the firm is a price taker that faces a

horizonal demand curve, what is the supply curve of the firm?

Answer: The supply curve is the marginal cost curve of the firm above the shutdown point. Now
assume a large development firm that can produce hundreds of housing units annually, but knows
that to sell more units, it must reduce its prices. In other words, the firm understands that it faces a
downward-sloping demand curve, and that it can pick where it wants to operate on that demand

curve. The firm has monopoly power and is a price maker, not a price taker.



Question: Under these new assumptions, what is the supply curve of the firm?

Answer: Uh, it’s complicated. The firm will choose to maximize profits by equating marginal costs
to marginal revenue, but because the demand curve can shift around and change its shape, which in
turn changes the shape of the marginal revenue curve, it’s hard to say what the supply curve would
be without imposing some additional restrictions on how the demand curve can change.

Question: Even if you can impose those restrictions, is the supply curve independent of the demand

curve as in the case of perfect competition, or is the supply curve a function of the demand curve?

Answer: The supply curve is a function of the demand curve. And of the firm’s marginal cost
curve. There isn’t an independent supply curve like in the case of perfect competition.

Question: So when discussing housing, what does it mean to talk about demand and supply?

Answer: Uh, not much.

Here’s a more useful way to think about these economic issues: First, never mind about the supply
curve and focus on the demand curve. Every straight, downward sloping demand curve has a sweet
spot right in the middle. At that point on the demand curve, total revenue (price multiplied by quantity)
is maximized. If you slide down and to the right on the demand curve, quantity sold increases, but not
fast enough to offset the decline in price, so total revenue declines. If you go up and to the left on the
demand curve, price increases, but not fast enough to offset the decline in quantity.
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To confirm this, note that the point where price and quantity both equal 50 maximizes total revenue at
50 x 50 = 2,500. Try any other pair of points along the demand curve like [49,51], [52,48], [60,40],
etc. You will quickly discover that the further you get from the [50,50] midpoint, the more total

revenue falls.

Now let’s think about profits and costs. Remember that the goal of firms is not to maximize total
revenue, but to maximize total profits (TP), where total profits equal total revenue (TR) minus total
costs (TC): TP = TR-TC. If a developer moves up and to the left along the demand curve, she will
lose TR, but she will also produce less quantity, so her costs will decline as well. If costs decline faster

than revenue, profits will rise:



TP = |TR-| | TC.

This means that developers will usually produce at a point that is up and to the left of the demand

curve’s sweet spot.

Now here’s where things get interesting. Suppose the state legislature passes several bills to reduce
costs to developers by reducing things like impact fees and other charges made by local governments.
The reduction of these costs will allow developers to earn higher profits by increasing output and

sliding a little further down their demand curve.

However, developers still face other costs like labor, materials, land and interest. Let’s say the state
legislature is so concerned about lack of housing construction that it passes a bill to completely
subsidize all costs. Facing zero costs, how much will the developers choose to produce? Will they go
wild, slide way down the demand curve and produce a lot of housing? No—they will choose to

produce at the sweet spot in the middle of the demand curve.

If there are no costs, the way to maximize profits is simply to maximize revenue. And developers do
that by producing at the midpoint sweet spot. This explains why the legislature’s attempts to boost
housing development by handing perks to developers has not been a successful strategy. Major
giveaways to developers probably won’t cause them to move very far down their demand curves, and

certainly not below the midpoint.

One caveat: Maximizing profits doesn’t always mean that profits will be positive. If costs are higher
than revenues, then profits will be negative. In this case the firm is minimizing losses. But if losses
continue for too long, the firm will shut down and produce zero housing. Only after some combination
of rising revenues and falling costs restores profitability will housing production restart.

So far, we have addressed the issue of housing production using the basic short-run, static neoclassical
analysis that is taught in Econ 101. But to fully understand housing production, we need to expand our
horizons to include the long-run, dynamic analysis that is more common in business school finance

courses. We need to better understand how developers decide when to build over the course of many

years.

Automobile producers like GM or Toyota must keep in stock the variety of parts they need to build
cars. But car makers don’t stockpile vast qualities of spare parts and keep them as speculative assets.
Just the opposite—Toyota was famous pioneering just-in-time inventories to save money by
minimizing the number of parts in stock (although this was difficult during Covid because of supply
shocks).



However, this is not how developers treat land. Land is an asset, and developers are portfolio
managers who own a variety of assets, including land, cash and other financial instruments, planned
and permitted projects awaiting the start of construction, and completed projects ready for marketing

and occupancy.

To understand why and when housing developers choose to build, we would need to know their
expected long-term trajectories for inflation, interest rates, land prices, labor and materials costs,
population and income growth. Also keep in mind that development is irreversible. If a developer
chooses an apartment project’s density and height based on her best predictions of costs and rental
income at the start of construction, by the time the project is completed years later, her predictions

may no longer be accurate.

But at that point she is stuck. She can’t disassemble the project, sell of all the girders and wiring and
plumbing, and start all over again. Developers cope with the unpredictable nature of their work by
being cautious and inserting risk premiums into their profit margins. In practice this means going slow
and steady, even if that means occasionally undershooting rising demand to keep rents high enough to
maintain profitability in the face of uncertainties. Sometimes developers overshoot, too. Austin, TX, is
a good example. When that happens, developers typically stop building.

Public officials sometimes naively assume they can stimulate housing development today by
streamlining approval processes, shifting infrastructure costs onto local government, and other
techniques that lower developer costs. But for developers these moves don’t necessarily change the
intertemporal equilibrium, which determines their optimal timeline for building. They may be thankful
for the cost reductions, but they may still prefer to start building in the future, not now. The cost
savings from building now also will save money if they instead build in the future, so this policy won’t

necessarily stimulate building today.

Developers will often win approvals for large projects but then dribble out the new housing units over
the course of many years. This strategy is called staging or phasing. An example appeared in the Oct.
30, 2024 online edition of SF Gate:

“The new neighborhood, which has been planned for decades, could eventually include more than
15,000 new homes. ...Dubbed “Silverwood,” the community will be a joint effort of developers
Lennar, Watt Capital Developers, Woodside Homes, Richmond American Homes and K.
Hovnanian Homes. ... Approximately 300 properties are expected to be completed next year. ...
Construction will increase slightly, with 500 homes projected for 2026 and 700 homes annually

thereafter.”

At 700 housing units per year, it will take more than 20 years to complete the 15,000-unit project.



Our elected leaders in Sacramento seem to be content continuing to throw perks at developers, hoping
they will build more now. But after eight years since the passage of the 15-housing bill package of
2017, it is becoming clear that housing development continues at a steady but slow pace regardless of
the efforts of the legislature.

SAN FRANCISCO IS AN INTERESTING CASE STUDY

San Francisco is the home of both State Senator Wiener and the YIMBY movement. It is a good
example of the issues we have been discussing. The DOF data on San Francisco housing and

population trends are here:

SAN FRANCISCO
Table 1: E-5 County/State Population and Housing Estimates,1/1/2020-1/1/2025
POPULATION | HOUSING UNITS |
Group Single Single Two to Mobile Vacancy = Persons per
County Total  Household Quarters Total Detached  Attached Four  FivePlus Homes Occupled | Rate Householﬂ
2020|San Francisco 873,965 840986 32,979 406,628 66,390 62,008 80396 197,257 517 371,851 8.6% 2.26
2021/San Francisco 857,605 830,769 26,836 410,819 66,395 61,925 80,634 201,288 577 375,684 86% 22
2022|San Francisco 840,348 811,032 29,316 415316 66,296 61,925 80916 205,602 577 377584 9.1% 215
2023|San Francisco 848,036 817,856 30,180 418,139 66,301 62,170 81,043 208,048 577 382,285 8.6% 214
2024/San Franclsco 845,355 814,744 30611 420,416 66,264 62,465 81,208 209,902 517 384,367 8.6% 212
2025|San Francisco 842,027 B11,717 30,310 422,007 66,269 62,686 81268 211,207 577 385.822 8.6% 210
Change from previous year
2020(San Francisco  #N/A #N/A #NIA #NIA HNIA #NIA #N/A #NIA #NIA #NIA
2021{San Francisco ~ -16,360 -10,217 6,143 4,191 5 83 238 4,031 0 3,833
2022!San Francisco  -17,257 -19,737 2,480 4,497 -99 0 282 4,314 0 1.900
2023/San Francisco 7.688 6,824 864 2,623 5 245 127 2,446 0 4,701
2024|San Francisco -2,681 -3,112 43 2211 -37 295 165 1,854 0 2,082
2025/San Francisco -3,328 -3,027 -301 1,501 5 21 60 1,305 0 1,455
Change from 2020 to 2025
2020|San Francisco 873,965 840,986 32,979 406,628 66,390 62,008 80,396 197,257 517 371,851
2025|San Francisco 842,027 811,717 30,310 422,007 66,269 62,686 81,268 211,207 5717 385,822
difference(San Francisco  -31,938 -29,269 -2,669 15,379 -121 678 872 13,950 0 13,971

San Francisco’s population has not fully recovered to its pre-Covid levels, and currently stands at 96.4
percent of its Jan. 1, 2020 peak. Yet the city added 15,397 housing units during this five-year period,
driving down the persons per household figure from 2.26 to 2.10. As with the statewide data, these
figures are not consistent with a physical housing shortage.

All this was made more real by a housing forum at Manny’s, a café and community event space in the
city’s Mission District. On Thursday, Apr. 3, the forum featured Rich Hillis, San Francisco’s Director
of Planning. Hillis discussed the city’s plan to upzone certain neighborhoods to meet the 6 cycle
RHNA requirements. Hillis pointed out that San Francisco’s housing development pipeline contains
73,776 units with 56,123 already approved, and 34,531 units remaining in large multi-phased projects.

During the discussion, a young male voiced asked a question about what could be done to get
developers to build those 34,531 entitled units. That is precisely the right question, but Hillis didn’t



have a good answer because when developers choose to build is largely beyond the control of local

and state governments.

The housing development pipeline is backed up beyond the point where the city has issued the
necessary approvals and entitlements. City policies might be constraints, but they are not the binding
constraints in this case. The binding constraints are the developers’ phasing strategies.

Based on the numbers and concepts in the DOF table above for San Francisco, let’s explore the
relationship between housing supply and rents. Adding more housing can affect population, the

vacancy rate, or persons per household, or some combination of all of them.
Each of these in turn will affect rents differently:

Example 1: Developers add housing units, but due to lack of job growth, the population does not
change. Residents are content with their current housing situations and are not seeking to go
through with the hassle and expense of moving. In this case, population remains stable, but the
vacancy rate rises and stays higher. The persons per household numbers remain stable because
vacant housing units are not included in the calculation. Rents will fall as property owners offer

incentives to attract new tenants.

Example 2: Developers add housing units, but due to lack of job growth, the population does not
change. However, unlike the first example, residents take advantage of the new units to live with
fewer housemates. People who had been living with their parents find their own places. The
residents spread out the occupy the new housing units. The population remains stable, the vacancy

rate is unchanged, and the persons per household number declines. Rents remain stable.

Example 3: Developers add housing units in response to job growth. The population rises
proportionately as new workers move in. The vacancy rate is unchanged. If the newcomers have
similar wages to the existing population, rents will not change. If the newcomers have higher
incomes than the existing population, rents will rise. If population growth is higher than housing

growth, vacancy rates will fall and rents will rise.

Example 3 tells the long-term story of San Francisco’s housing market, going back to the Twitter Tax
breaks of 2012. With the stalling of the tech sector and tech-sector employment, Example 2 now better
describes the San Francisco housing market. Something like Example 1 happened during Covid with
work-from-home, but in that situation, the rise in the vacancy rate was due to the decline in

population.



That local government foot-dragging causes delays in construction is an article of faith among
YIMBYs, but an interesting alternative view is here. In addition, a recent San Francisco Federal
Reserve Bank and National Bureau of Economic Research (NBER) paper (more here and here)

suggests local governments aren’t the culprits.
From the paper’s abstract:

The standard view of housing markets holds that the flexibility of local housing supply—shaped by
factors like geography and regulation—strongly affects the response of house prices, house
quantities and population to rising housing demand. However, from 2000 to 2020, we find that
higher income growth predicts the same growth in house prices, housing quantity, and population
regardless of a city's estimated housing supply elasticity. ...Using a general demand-and-supply
framework, we show that our findings imply that constrained housing supply is relatively
unimportant in explaining differences in rising house prices among U.S. cities. These results
challenge the prevailing view of local housing and labor markets and suggest that easing housing

supply constraints may not yield the anticipated improvements in housing affordability.

The article’s finding that housing affordability problems are driven by income inequality was
supported by this article and the work of Aziz Sunderji, a real-estate market analyst and expert in data-

visualization techniques:



Home Prices are Highly Correlated with Incomes
Median home price and median income for US counties, bubbles proportonal to population
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According to Sunderji’s analysis:

“San Francisco (and nearby Alameda, Marin, and San Mateo counties), Seattle, New York, Los
Angeles, and Silicon Valley (including nearby-ish Santa Cruz) all lie above the trendline: prices

there are more expensive than what you’d think, based on local incomes.

“To be clear: in all of these places, incomes are very high. It’s just that home prices are absolutely
exorbitant. I would imagine extreme wealth, a deeply unequal distribution of income, and

understated incomes due to tax sheltering explain some of this.

“But loosening regulation to help unlock supply will only help on the margins. It constitutes

rearranging the deck chairs while the Titanic is sinking.

“If a shocking number of people fall below some reasonable threshold of what we deem fair to
spend on housing—whether that’s 30% or 50%, or some other figure—then that is a problem

primarily to do with the unequal distribution of incomes, not of regulation and housing supply.”



YIMBY:s cite Houston as an example of a city with inexpensive housing due to the lack of zoning and
other land-use regulations. In 2016, Houston Chronicle reporter Lydia DePillas (now at the New York

Times) discussed this issue:

“For many years, Houston has been Exhibit A for people looking for evidence that cutting away
land-use red tape leads to inclusivity and broad-based economic growth. ...But it's also important to
remember one very important thing about the geography of affordable cities: They tend to be much
less dense already. Plotting median rents (as collected by Zillow) against the number of people per
square mile shows a pretty strong correlation between the two. ...But building in already-dense
places is inherently harder than places like Houston that still have big unbuilt lots all over

downtown.”

In the graph above, Houston, TX (Harris County), lies on the regression line — home prices are not
cheap there compared to incomes. Census Bureau data tells a similar story for renters. According to
Census Bureau definitions, a renter household is cost burdened if total rental expenses, including

utilities, are more than 30 percent of household gross income.
The table below shows the percentage of renter households that are cost burdened:
USA total:50.4 percent
USA urban:51.2 percent
Harris County, TX 53.0 percent
San Francisco, CA38.0 percent

San Francisco has an unusually low rate of rent burden due to high incomes for tech and other
workers, and rent control and other renter protections for lower-income residents. Houston is less
affordable than San Francisco and the USA as a whole.

Nor is San Francisco’s housing stock growth much different than that of New York City.

This previously mentioned SF Chronicle article notes that San Francisco’s RHNA housing target of
82,000 units is similar to that of New York City even though New York city has about ten times the
population. In the article, Corey Smith, Executive Director of the YIMBY-aligned Housing Action
Coalition, said the New York/San Francisco comparison “is not quite apples to apples:”

“The amount of catch-up we need to play in California and San Francisco is not the same as New
York. Our 82,000 number is because we are so far behind, whereas New York has produced more

housing over the last 40 years relative to population growth.”



An hour or two of research shows that Smith’s statement is incorrect, at least for the last 30 years (data

sources available on request):

Comparison of population and housing units in
New York City and San Francisco, 1990 and 2020

Housing units

1990 2020 difference percentchange
SF 328,471 406,628 78,157 23.8%
NYC 2,992,169 3,580,998 588,829 19.7%

Population

1990 2020 difference percentchange
SF 723,959 873,965 150,006 20.7%
NYC 7,322,564 8,550,971 1,228,407 16.8%

Persons per housing unit

1990 2020
SF 2.20 2.15
NYC 2.45 2.39

Percent housing units in multi-family buildings
SF  69.50%
NYC 83.40%

Vacancy rates were similar in both cities. Also note that both cities have significant suburban
neighborhoods. In New York City they are located on Staten Island and in outer Queens. New York



City has a higher percentage of its population in the under-24 age categories, while San Francisco has
a higher percentage in the 25-54 age categories. Both have a similar share of their population in the 55

and older age categories.
MAYOR LURIE’S PLANS—FAMILY HOUSING OR SORE THUMBS?

San Francisco’s cool winds are already blowing against the city’s new mayor. Rich Hillis, the city’s

planning director, has resigned (here and here). Whether Hillis was forced out, or whether he chose to
walk away, makes little difference. It is a bad omen. The city’s new inexperienced mayor now has one
less experienced person to rely on. Mayor Lurie appears to be following the path of a previous mayor,
Gavin Newsom, who also overpromised about how much housing development he could deliver once

he became the governor.

In his statement on his Family Zoning Plan, the mayor said, “San Francisco should be a city with
space for more families, more workers, and more dreams.” I suspect only one of these wishes will

come true — the one about dreams.

The reality the mayor faces is messy. First, the state’s RHNA targets are wildly unrealistic. They will
not be achieved. This is no accident—the targets were designed to be unachievable, thanks to Senator
Wiener and his 2018 bill, SB 828. The goal was to guarantee the triggering of the state’s Streamlined
Ministerial Approval Process (SMAP). Because of this process San Francisco’s residents are losing the

ability to help shape their city.

Second, the mayor’s upzoning plan (let’s call it what it is) is not a form of eminent domain. Upzoning
cannot force landowners and developers to do anything. That’s what property rights mean—in this
case, the right to do nothing. And why should developers want to build? The next economic boom has
yet to appear on the horizon. AI will be a substitute for some job skills, and it will complement others.
At this point it’s hard to say whether the net result will be job loss or job creation for San Francisco.

Third, Lurie dreams that new housing will be for families. But a young couple with a newborn
requires a two-bedroom apartment. An older couple with two teenage kids and a work-from-home
office requires four bedrooms. According to census data, less than 10 percent of the city’s housing
units have four or more bedrooms, and that includes both apartments and houses. Does the new mayor
dream he has the authority to force developers to build three- and four-bedroom apartments? If so, I
think he will be disappointed.

As David Thompson, a local political activist and astute observer of the city politics pointed out to me,



“I agree that the upzoning that's being proposed is unnecessary. However, I don't think there is
much chance of stopping it. I also don't think there's much chance it is going to result in
significantly more housing than if zoning remained unchanged. I do think it will result in many new
buildings that are simply out of scale—sticking up like sore thumbs—in the neighborhoods that
must endure them. They will include the bare minimum of affordable units. This, I'm afraid, will be

the legacy of this latest effort to expand housing.”

But for now Mayor Lurie, a new Planning Director and all the other new mayoral appointees can go

on dreaming. Dreaming is free.



