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dean’s message

It’s been another 
incredible year for the 
Argyros School.  We have 
once again welcomed the 
largest freshman class in 
our history.  Our faculty 
have now been cited over 
150,000 times by other 
scholars.  In accounting, 
89% of our undergraduates and 100% of our 
Masters students accepted jobs before graduation.   

The year’s highlight was our 20th Anniversary 
Gala celebrating the naming of the Argyros School 
of Business and Economics featuring President 
George Bush.  The event raised over $15 million 
—including a surprise $10 million gift from the 
Argyros Family.  This wonderful generosity will 
fund scholarships, attract world famous faculty, 
build our alumni network, expand our finance and 
real estate center, and propel us towards becoming 
one of the Top 50 business schools in the world.  

We are particularly excited about the new MS in 
Real Estate launching fall 2020.   This program will 
partner our renowned network of real estate leaders 
with the leading real estate scholars in Southern 
California to provide a rigorous and elite experience 
for our students.    

Behind all the recent successes is a continued 
commitment to our distinctive combination of 
outstanding faculty, influential business leaders, 
and dedicated alumni working together to provide 
unparalleled individualized attention to each and 
every student.  In all these efforts we are humbled 
by the continued support of the Argyros family and 
all of our supporters that have invested confidence 
in us.  Through them we are inspired to “Dream 
Big, Act Boldly, Serve Others, and Celebrate Free 
Enterprise.”

Thomas Turk, Dean
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U.S. FORECAST

review of forecast accuracy
chapman ranks ## 1 chapman’s u.s. forecast

A comparison of Chapman’s real GDP versus 
actuals is presented below.

 It looks like a near bull’s eye for our real GDP 
forecast for 2019.

 The following table compares our forecasts 
with current estimates for key U.S. variables.  We 
correctly called the direction of change in six of 
the nine variables shown.  Our most significant 
error was missing the sharp decline in the 10-year 
Treasury bond.  This forecast error, in turn, led us 
to be overly pessimistic about home building and 
prices. 

 Although the housing sector in 2019 was 
stronger than our forecast, the manufacturing sector 
was weaker—largely as a result of the trade war 
with China.  These forecast errors on our part were 
largely offsetting, thereby allowing our aggregate 
real GDP forecast to be close to the mark. 

Two years ago, an analysis of real GDP forecasts 
emanating from our Anderson Center for Economic 
Research (see Review, Volume 36, No. 1, pp. 
2 – 3) showed that Chapman ranked number 1 
in its forecasts of real GDP between the 2004 – 
2016 period.  Chapman also ranked number 1 in 
the forecasts for a wider set of national variables.  
These rankings compared our forecast to forecasts 
issued by 20 other forecast agencies participating in 
the Blue Chip Survey during those years.

 We recently updated the ranking analysis 
through 2018.  The results of that updating, as 
shown in Table 1 on the following page, indicate 
that Chapman and UCLA tied for number 1 with 
a mean error of 0.40 for the forecasts of real GDP.  
The 0.40 mean error for Chapman points to a mean 
(average) error of 0.40 each year over the 15-year 
period (2004 – 2018). Notice that Chapman and 
UCLA outperformed the highly regarded “Blue 
Chip Consensus” forecast (mean error of 0.48) and 
the “Conference Board” forecast (mean error of 
0.66).

 As we have done in previous ranking analyses, 
we also measure forecast accuracy for a wider set 
of variables that includes not only real GDP but 
also the unemployment rate, GDP price deflator, 
and housing starts. Because these four variables 
are measured in different units, it is necessary to 
construct relative z values to compare forecast 
accuracy, with more negative z values denoting 
higher forecast accuracy. It also should be noted that 
we give equal weight to each of the four variables.

 The resulting z values, reported in Table 2, 
reveal that Chapman repeated its number 1 ranking 
in forecast accuracy for an unweighted average of 
these economic variables.  In this ranking, Chapman 
outperformed UCLA as well as the “Blue Chip 
Consensus” forecast and that of the “Conference 
Board.”

 It’s interesting to note that except for UCLA, the 
top 5 in forecasting real GDP also ranked in the top 
5 in forecasting the wider set of variables.

real gdp

u.s. variables
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Organization                Mean Error 2   Rank
Chapman’s Anderson Center .............0.40 .............1
UCLA Business Forecasting Proj. ....0.40 .............1
BMO Capital Markets .......................0.46 .............3
Northern Trust Company ..................0.46 .............3
Consensus..........................................0.48 .............5
Econoclast .........................................0.49 .............6
Morgan Stanley .................................0.50 .............7
Inforum-University of Maryland ......0.50 .............7
Goldman Sachs & Company. ............0.52 .............9
National Home Builders Assoc. ........0.54 ...........10
Nomura Securities .............................0.56 ...........11
Swiss Re ............................................0.57 ...........12
Eaton Corporation .............................0.57 ...........12
Georgia State University ...................0.57 ...........12
Turning Points (Micrometrics) ..........0.57 ...........12
SOM Economics, Inc. .......................0.58 ...........16
Ford Motor Company........................0.58 ...........16
General Motors Corporation .............0.58 ...........16
Credit Suisse .....................................0.60 ...........19
Wells Capital Management ...............0.62 ...........20
Comerica ...........................................0.63 ...........21
Federal Express Corporation .............0.64 ...........22
U.S. Chamber of Commerce .............0.64 ...........22
Conference Board .............................0.66 ...........24
Naroff Economic Advisors ................0.75 ...........25

table 1
accuracy ranking for 
forecasts of real gdp 

2004 through 2018

table 2
accuracy ranking for 

forecasts of four variables4 

2004 through 2018

Organization 1            Z Score 3  Rank
Chapman’s Anderson Center ........... -4.57 .............1
Northern Trust Company ................ -3.38 .............2
BMO Capital Markets ..................... -3.34 .............3
Consensus........................................ -2.52 .............4
Goldman Sachs & Company ........... -2.44 .............5
Morgan Stanley ............................... -2.37 .............6
Eaton Corporation ........................... -1.87 .............7
Turning Points (Micrometrics) ........ -1.48 .............8
SOM Economics, Inc. ..................... -1.47 .............9
Inforum-University of Maryland .... -1.16 ...........10
Nomura Securities ........................... -0.74 ...........11
Comerica ......................................... -0.66 ...........12
National Home Builders Assoc. ...... -0.31 ...........13
Econoclast ....................................... -0.29 ...........14
UCLA Business Forecasting Proj. ....0.46 ...........15
Federal Express Corp. .......................0.95 ...........16
Wells Capital Management ...............1.69 ...........17
Ford Motor Company........................2.07 ...........18
U.S. Chamber of Commerce .............2.09 ...........19
General Motors Corporation .............2.65 ...........20
Georgia State University ...................2.94 ...........21
Conference Board .............................3.20 ...........22
Swiss Re ............................................3.24 ...........23
Naroff Economic Advisors ................4.94 ...........24

1  The organizations listed provided forecasts for all variables for all years.
2  Lower mean error values denote a higher level of forecast accuracy.
3  Higher negative z values denote a higher level of forecast accuracy.
4  The four forecast variables include: Real GDP, Unemployment Rate, GDP Price Deflator, Housing Starts.
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slower growth
but no recession

The current expansion which began in June 2009, 
is now 46 quarters old or ten and a half years old.  It 
is the longest expansion in the history of the U.S., 
surpassing the 40-quarter or 10-year expansion 
from 1991 to 2001. 

 In spite of its longevity, the cumulative growth 
in real GDP is still lower than that achieved during 
the 1991-2001 expansion.  So, the current expansion 
may still have legs.

 Several key indicators, however, indicate the 
current expansion is stalling.  Perhaps most telling 
is the slowdown in job growth.  Since peaking at 
1.9 percent growth in January 2019, it has since 
declined to 1.4 percent.

 Generally, year-over-year growth of one percent 
or lower is a reliable recession indicator.  But job 
growth in October was 1.4 percent, higher than the 
one percent recessionary signal.

 Other variables that we have found to be 

leading recessionary indicators are also trending 
downwards.  Rather than cherry-picking particular 
variables, our Center for Economic Research has 
formulated an indicator series that incorporates 
year-to-year percentage changes in the following 
variables that we have found lead economic cycles:

• Jobs
• New Auto Sales
• Building Permits
• Consumer Sentiment
• Interest Rate Spread
• Purchasing Managers Index
As shown in the following figure, the Chapman 

Indicator Series shows that after reaching a cyclical 
high of 0.4 in August 2018, the series incorporating 
the above variables has declined steadily to a recent 
low of -0.2 through September 2019, marking six 
consecutive months that the series has been in 
negative terrain.

The Chapman Indicator Series has always turned 
negative prior to recessionary periods.  But in every 
recession since 1980, the series dropped further than 
the recent decline, with an average decline to -0.7 
before the start of a recession.  In addition, there 
were two times when the series turned negative and 
no recession occurred, most notably 1995 and 2016 
(see circled periods in the above figure).

We have therefore concluded its premature to 
make a recessionary call for 2020.  The current 
slowdown has not been deep or broadly based 

chapman indicator series

2020 U.S. FORECAST

strength of  
economic expansions

job growth
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Greater builder confidence, coupled with a tight 
supply of existing homes for sale will propel total 
housing starts forward from 1.25 million to 1.33 
million units, an increase of 78,000 units or 6.2 
percent.

The strong housing sector we are forecasting for 
2020 will add about one percent to real GDP growth 
in 2020.  While that will help avert a recession 
in 2020, the negative effects of lower business 
investment and a weak global economy will place 
downward pressure on real GDP.

Our forecast calls for a decline in Real GDP 
growth from 2.3 percent in 2019 to 1.9 percent next 
year.  While lower, this is still high enough to avert 
a recession in 2020.

enough to provide a clear recessionary signal.  In 
addition, the expansionary policies currently in 
place are similar to the growth-oriented monetary 
policies in 1995 and 2016 that helped skirt 
recessions during those periods when the indicator 
series turned negative.

Two areas of particular strength during the 
current cycle should stave off a recession next 
year.  Although job growth has declined, it’s still 
strong enough to help keep consumer spending on 
a positive path.  In addition, the consumer will be 
buoyed by relatively low consumer debt levels.

But the most important trend that will help buttress 
the economy in 2020 is a strong construction sector, 
particularly homebuilding.  The beneficial impact 
of historically low mortgage rates is telling.  The 
National Association of Home Builders (NAHB) 
housing market index is now at a cyclical high 
while the tight supply of unsold housing currently 
on the market augers well for homebuilding. 

total housing starts

U.S. FORECAST TABLES

Tables 1 to 6 present details of Real GDP, Employment, 
Monetary Aggregates, Price Indexes, Existing Homes and 
Housing Starts, and Interest Rates. Tables 1 and 2 present annual 
levels and rates of change; Tables 3 and 5 present quarterly levels; 
Table 4 presents year-to-year percentage changes on a quarterly 
basis; Table 6 presents quarter-to-quarter percentage changes, 
compounded at annual rates.

consumer debt

real gdp

nahb housing market 
index and supply of 

unsold housing
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U.S. VARIABLES

annual history and forecasts: 2015-2020

TABLE 1

LEVELS
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TABLE 2

annual history and forecasts: 2015-2020

U.S. VARIABLES

ANNUAL PERCENTAGE CHANGES
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U.S. VARIABLES

quarterly history and forecasts: 2019:1-2020:4

TABLE 3

LEVELS
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TABLE 4

quarterly history and forecasts: 2019:1-2020:4

U.S. VARIABLES

YEAR-TO-YEAR PERCENTAGE CHANGES
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U.S. VARIABLES

quarterly history and forecasts: 2019:1-2020:4

TABLE 5

LEVELS
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TABLE 6

quarterly history and forecasts: 2019:1-2020:4

U.S. VARIABLES

Quarter-to-Quarter PERCENTAGE CHANGES
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2020 California Forecast

california loses its moxie
as californians vote with their feet

Weighted down by the trade war with China 
and a sharp drop in residential construction during 
this first half of the year, job growth declined in 
California in 2019.  It is now virtually in parity with 
job growth in the U.S.

 Moving into 2020, things aren’t looking much 
better.  The forecasted decline in U.S. economic 
growth in 2020 will negatively impact California.  
In addition, job growth in Silicon Valley is slowing.  
Although the Valley will continue to create more 
jobs in high-value sectors like computer systems 
design and scientific research & development, its 
overall growth rate has slowed.  The recent rash of 
failed startups isn’t helping.

 One bright spot is the increasing likelihood that 
the trade war with China will be resolved soon.  But 
even if there is some sort of agreement, it will take 
time before trade volume with China recovers from 
the $25 billion drop we estimated for 2019.

 Our analysis points to a loss of about 40,000 jobs 
in California in 2019 as a result of the trade war, 
predominantly in trade, transportation and business 
services job categories.  This represents a loss in 
2019 of about 0.2 percent in the state’s job growth.

 Assuming some sort of deal is reached, the drag 
on the economy resulting from the trade war should 
be lessened in 2020.  But as the deleterious impact of 
the trade war lessens, a new one is emerging.  That 
problem, which will negatively affect California 
not only in the long run but the short run as well, 
is the increasing out-flight of Californians to other 
states.  This net negative migration is cutting into 
the state’s population growth rate.

The fact that California’s population growth is 
now lower than the U.S. is in part due to a slowdown 
in immigration from other nations.  In addition, 
California’s birth rate has declined while its death 
rate has increased.  But these trends are also national 
in scope.  The major reason for California’s sharp 
decline in population growth relative to the U.S. is 
the fact that more people are moving to other states 
than those moving into the state.

 The data we have analyzed strongly suggests 
that the root cause of California’s out-migration 
is its relatively high state and local taxes. Based 
on a newly released report that includes 2018 
net migration data, we recently conducted a 
comprehensive study that compared net migration 
data for each state with that state’s ranking in state 
and local taxes.

payroll employment

california trade with china

 population growth
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 The significant relationship between tax rates 
and migration patterns is clearly shown by dividing 
states into quartiles based on each state’s tax ranking.  
As shown in the figure below, states in the highest 
tax quartile experienced a net migration loss of 
536,000 people in 2018.  The three states that rank 
highest in taxes (New Jersey, California, and New 
York) also ranked highest in net out-migration.

It should be noted that similar findings to the 
above figure were observed when each state’s 
migration was made relative to each state’s total 
population.  

California’s net loss in migration is greatest with 
Texas, a state with no state income tax and one that 
ranks number 13 in overall state and local taxes 
versus California’s number 49 ranking.  The recently 
released population report indicates that in 2018, 
the net migration loss to Texas increased sharply.  
These migration patterns suggest that people vote 
with their feet. But even more likely, businesses are 
voting with their feet in search of low state corporate 
and business taxes. As businesses migrate, so too do 

jobs. Those newly created jobs in lower cost states 
serve as a magnet for people.  

California’s net out-migration will significantly 
affect the state’s economy.  One notable example 
is housing construction.  Fewer people translates to 
fewer homes.  Rather than there being a housing 
shortage in California as many people claim (see 
the article on page 26), it increasingly looks like the 
pendulum is swinging in the other direction.  That 
may explain why housing construction in the state 
isn’t showing much strength in spite of record-low 
mortgage rates.

Overall, our 2020 forecast for job growth in 
California calls for weak growth that will roughly 
match 2019’s pace.  It should be noted, however, 
that forecasted job growth will be weaker in 2020 if 
no trade agreement is reached with China. 

CALIFORNIA FORECAST TABLES
Tables 7 to 10 present details of Payroll Employment, Personal 

Income, Taxable Sales, Existing Homes and Construction Activity. 
Tables 7 and 8 present annual levels and rates of change.  Tables  
9 and 10 present quarterly levels and year-to-year percentage 
changes on a quarterly basis.

california’s net
state-to-state migration

california versus texas

total net migration

payroll employment
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CALIFORNIA VARIABLES

annual history and forecasts: 2015-2020

TABLE 7

LEVELS
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TABLE 8

annual history and forecasts: 2015-2020

CALIFORNIA VARIABLES

YEAR-TO-YEAR PERCENTAGE CHANGES
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CALIFORNIA VARIABLES

quarterly history and forecasts: 2019:1-2020:4

TABLE 9

LEVELS
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TABLE 10

quarterly history and forecasts: 2019:1-2020:4

CALIFORNIA VARIABLES

YEAR-TO-YEAR PERCENTAGE CHANGES
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2020 inland empire forecast

inland empire’s job growth weakens

but it’s still california’s high flyer

From 2015-18, the Inland Empire has markedly 
outperformed California and the U.S. in job growth, 
the most important single measure of the underlying 
strength of a local economy.

In spite of the Inland Empire’s stellar 
performance relative to the state and the U.S., its 
job growth slowed considerably from 3.4 percent in 
2018 to an estimated 2.0 percent in 2019.  Instead of 
generating almost 50,000 additional jobs as it did in 
2018, it  generated 30,000 jobs in 2019.  As shown 
in the table below, two major job sectors in the two-
county Inland Empire region either declined sharply 
or, like the construction sector actually experienced 
outright job losses.

In the case of transportation & warehousing, the 
sharp drop in job growth is likely the result of the 
trade war with China.  As reported in the California 
forecast section of this Review, the total value 
of California’s exports and imports with China 
decreased by 14 percent or $25 billion in 2019.  

Since the Inland Empire serves as an important 
distribution point for processing this trade and 
moving imported and exported goods to  market, 
the County experienced a disproportionately greater 
negative impact because of the trade war.

While we don’t see prospects for a significant 
upturn in trade with China in 2020, there are positive 
developments.  An early-stage trade agreement 
with China won’t lead to a sharp upturn in China 
trade, but it will stem the downward slide in the 
transportation & warehousing job sector.  Although 
we are not forecasting a return to the double-digit 
growth rates that characterized the 2015-18 period, 
our forecast calls for job growth in this all-important 
job sector in the Inland Empire to increase from 3.5 
percent in 2019 to 4.2 percent in 2020.

The drop in construction jobs resulted from 
the near housing recession the Inland Empire 
experienced when mortgage rates hovered in the 
5 percent range.  Those rates have since dropped 
sharply, but the damage was already done.  On the 
positive side, the sharp drop in mortgage rates in 
2019 is leading to a sharp pickup in our forecast for 
residential permits in 2020.  That pickup is gaining 
forward momentum as we move into 2020.

Although housing prices in the Inland Empire 
are increasing at relatively high rates of around 
5 percent, the drop in mortgage rates has led to 
increasing rates of housing affordability, especially 
when compared to Orange County and California.

payroll employment

payroll employment

transportation & warehousing
payroll employment
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Our projected affordability index of 118.2 by 
year-end 2020 in the Inland Empire suggests the 
median family income is 18.2 percent higher than 
that needed to qualify for a median-priced home.  
That compares to a projected index for Orange 
County of 76.0, which implies that median family 
income is 24.0 percent lower than the amount 
necessary to purchase a median-priced home.

The greater relative affordability of housing 
in the Inland Empire is also leading to higher net 
migration for the two-county region.  That, in turn, 
is leading to a higher overall population increases 

relative to California as well as Orange County.
The turnaround in trade with China and the 

housing recovery in 2020 will help reverse the Inland 
Empire’s downward slide in job growth.  Our Inland 
Empire forecast calls to a pickup in growth from 2.0 
percent in 2019 to 2.4 percent in 2020.  Although 
this does not return the Inland Empire’s growth rate 
to the 4-5 percent range that characterized growth 
between 2015-18, it does represent a pickup in 
growth.  As shown in the figure below, that pickup 
compares to a continued decline in Orange County 
and California.

The impact of a truce in the trade war with 
China and the housing recovery is reflected in the 
turnaround in job growth in the following categories.

total residential permits

housing affordability index

INLAND EMPIRE FORECAST TABLES

Tables 11 to 14 present details of Payroll Employment, 
Personal Income, Taxable Sales, Existing Homes and 
Construction Activity. Tables 7 and 8 present annual levels and 
rates of change.  Tables 9 and 10 present quarterly levels and 
year-to-year percentage changes on a quarterly basis.

population growth

payroll employment

payroll employment



20 CHAPMAN UNIVERSITY

inland empire VARIABLES TABLE 11

annual history and forecasts: 2015-2020

LEVELS
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TABLE 12 inland empire VARIABLES

annual history and forecasts: 2015-2020

YEAR-TO-YEAR PERCENTAGE CHANGES
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inland empire VARIABLES TABLE 13

quarterly history and forecasts: 2019:1-2020:4

LEVELS
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TABLE 14 inland empire VARIABLES

quarterly history and forecasts: 2019:1-2020:4

YEAR-TO-YEAR PERCENTAGE CHANGES
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a faulty report leads to faulty 
state policy

by jim doti

Jim Doti is president 
emeritus and professor of 
economics at Chapman 
University. A condensed 
version of this article was 
originally published in the 
Orange County Register 
on September 6, 2019.

Governor Newsom has proposed a $1.75 billion 
“Marshall Plan” for affordable housing to meet a 
goal of producing 3.5 million new housing units 
in California by 2025.  On the legislative front, a 
sweeping new bill introduced by State Senator Scott 
Wiener, SB 827, mandates zoning changes that will 
permit dense housing developments in many parts 
of the state, including most of the land in several 
major urban cities.

 The empirical basis for the Governor’s “Marshall 
Plan,” SB 827 and other legislation is a McKinsey & 
Company report, “A Tool Kit to Close California’s 
Housing Gap: 3.5 Million House by 2025.”  This 
report has received widespread recognition and 
acceptance and has led to an outcry for forceful 
state intervention in California’s housing market.

 Yet, the underlying methodology of this report 
is flawed.  Moreover, its policy recommendation of 
building 3.5 million homes in California by 2025 
isn’t feasible. 

 The McKinsey report’s finding of a housing 
shortage in California is based on a simple but 
faulty premise: since the number of housing units 
per 1,000 persons in California is significantly 
lower than the average for New Jersey and New 
York, California will need to build 3.5 million units 
by 2025 to match New Jersey and New York.  To 
do that, California will need to produce 2 million 
more housing units than what would normally be 
expected. 

 There’s a lot to quibble about in these findings.  
The McKinsey authors should have used occupied 
housing units instead of total units to account for 
the sizeable number of vacant homes.  The report 
also ignored the almost one million people housed 
in group quarters like correctional institutions.  I 
also found it odd that the critical value used in the 
report is “housing per 1,000 persons” rather than 
the more intuitively understandable “persons per 
household.”  

 But these are small points.  The basic problem 
with the McKinsey report is the implicit assumption 
that the ratio of housing units per capita is a 
meaningful measure of a state’s housing supply.  It 
isn’t.

The McKinsey study, for example, lists Utah as 
the state with the lowest number of housing units 
per capita at 347, even lower than California’s 
358.  But Utah’s low housing ratio isn’t explained 
by an inadequate supply of housing.  It’s explained 
by the fact that its average household size is 3.14 
as compared to a national average of 2.64.  That, 
in turn, is explained by its dominant religious 
and cultural values that have resulted in a greater 
average number of children per family in the state.  
With larger families, Utah just doesn’t need as 
many homes.

 On the other side of the spectrum, Maine has 
the highest number of housing units per capita at 
547.  But that’s not because Maine is blessed with a 
bountiful supply of housing.  The actual explanation 
is that jobs and people have been moving out of 
Maine as its economy has suffered and permanently 
lost much of its employment base.  Many homes in 
Maine are also vacation residences that are empty 
most of the year.  Including vacation homes will 
certainly increase the housing per capita ratio but in 
no meaningful way. 

 In addition, there are many other factors that 
affect a state’s housing per capita ratio that have 
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little or nothing to do with whether a state is under 
or over housed.  These include a state’s divorce rate 
(more divorces require more homes), the proportion 
of its immigrant population (immigrants typically 
have larger families), and the average size of a 
home in a particular locale. 

 Aspiring to New York’s higher housing ratio, 
for example, makes no sense when one considers 
that the size of a New York home differs from that 
of California.  While statewide data on home sizes 
are not available, they are at the city level.  New 
Yorkers (all the five boroughs) claim an average of 
1,124 square feet per residence which places it at 
the bottom of a list of 20 cities.  In comparison, an 
average Los Angeles home has an average square 
footage of 1,895 square feet, 69 percent larger than 
New York’s. The fact that home sizes differ means 
that any interstate comparison of the number of 
homes per capita is spurious.  It’s like comparing 
apples and oranges (no pun intended).

 Another factor to consider is that the California 
housing per capita ratio has been higher than New 
York’s since at least 1990.  If it has reached “crisis 
proportions” as the McKinsey study argues, one 
would expect that California’s housing ratio would 
have diverged from New York’s over time.  In fact, 
as shown in the following figure, housing per capita 
has remained about the same for both states since 
1990.  That suggests that endemic socioeconomics 
and cultural factors account for the persistent 
differences in the housing ratios between the states 
rather than being explained by a deepening housing 
crisis.

 Nonetheless, the McKinsey authors ignore these 
problems regarding the validity of the housing per 

capita ratio and charge ahead with its conclusion 
that California needs to emulate New Jersey and 
New York by producing 3.5 million more housing 
units by 2025.  That’s an average of 500,000 units 
that will need to be built per year between now and 
then, a level of home building in California that’s 
more than four times higher than current levels of 
production.

 Ignoring for the moment that there is no 
rational justification for such a draconian increase 
in housing construction, I will focus on whether 
such a ramp-up is even feasible.  My calculations 
suggest that California would need to add 1.7 
million more construction workers than the current 
850,000 workers to meet the construction goal of 
500,000 housing units.  That doesn’t even include 
the additional workers in finance, insurance, and 
real estate that will be needed to facilitate all the 
transactions that would take place. Who will fill all 
these jobs?

 Recall that the McKinsey study’s basic goal 
is for California’s housing ratio to equal the New 
Jersey and New York’s average by 2025.  But the 
only way that can happen is by placing existing 
Californians in more homes – not by increasing its 
population. Doing so would reduce the housing per 
capita ratio.  But then there will be no additional 
workers to build, sell, or rent all the additional 
homes proposed to come on the market.

 That means the McKinsey study is not only 
baseless; it’s internally inconsistent.  What it 
proposes (more homes) defeats its stated objective 
(higher housing per capita ratio).

 In spite of these weaknesses, the McKinsey 
report is being used by Governor Newsom and 
other public servants as justification for enacting 
housing initiatives that will lead to greater 
government involvement and control of the state’s 
housing market.  While the Governor’s “Marshall 
Plan” is full of ambition, it falls short on sound 
reasoning.  Moreover, its policy recommendations 
are inherently impossible to achieve.  Even more 
alarming, the plan is designed in a way for California 
to look more like New Jersey and New York.  That’s 
not who and what we are.

housing per capita
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The Wealth Tax Proposal 
Not Ready, But Already in Prime Time

by hank adler and Madison S. Spach, Jr.

Hank Adler is an associate professor at  
Chapman University. Prior to his seventeen years 
as a member of the Argyros faculty, he was a tax 
partner at Deloitte & Touche.  

Madison Spach, Jr., Esq. is a founding member 
of Spach, Capaldi & Waggaman LLP.  

 The following is a summarization of “The 
National Wealth Tax: Unconstitutional and 
Unworkable,” published in Tax Notes, November 
4 and 11, 2019.

Senator Elizabeth Warren has proposed an 
annual “wealth” tax of 2% for individuals with net 
assets in excess of $50 million, increasing to 6% 
for “wealth” in excess of $1 billion. Senator Bernie 
Sanders has proposed an annual wealth tax starting 
at 1% on “wealth” and moving progressively to 8% 
on wealth in excess of $10 billion.

While it may be difficult to interest all but a few 
in the debate over a tax applicable only to ultra-
millionaires, the history of the income tax, which 
started the same way, should inspire a sense of alarm 
in even those who would not be directly affected by 
the proposals. Both plans to tax wealth are proposed 
to begin at exceptionally high levels of wealth, but 
once enacted, Congress would forever be free to 
follow the example of the national income tax to 
consistently increase revenue from such a source by 
lowering the threshold amount or raising the rate. 
Seemingly, in an effort to validate this concern, 
only a few months after Senator Warren proposed 

a maximum 3% “wealth” tax, Senator Sanders 
proposed a maximum 8% “wealth” tax. And then in 
November, Senator Warren doubled her maximum  
“wealth” tax from 3% to 6%.

A primary issue with Senator Warren and Senator 
Sanders’s wealth tax proposals is that they propose to 
lay direct taxes without apportionment to the states. 
The authors submit, based on the evolution of the 
Direct Tax Clause included within the Constitution 
that, absent a constitutional amendment granting 
Congress the power to impose an unapportioned 
tax on the ownership of real and personal property, 
a national wealth tax is unconstitutional. One 
need only look to Chief Justice Roberts’ brief 
discussion of direct taxes in N.F.I.B. v. Sibelius in 
2012 to conclude that these wealth tax proposals 
would likely not survive a challenge to their 
constitutionality.  There is no indication in NFIB or 
any other of the Supreme Court’s recent decisions 
to suggest a majority of the current justices would 
find a wealth tax allowable under the Direct Tax 
Clause. 

We admit that while we find the constitutional 
issue somewhat free of doubt, some very bright 
people have differing views on the constitutionality 
of a wealth tax. Following the signature of the 
President of the United States on a wealth tax bill 
passed by Congress, a lengthy court fight would 
begin. Even before the court fight began, taxpayers 
would begin to sell assets to pay their wealth tax. 
The net proceeds from these sales would be reduced 
by accompanying state and federal income taxes. 
These net proceeds would be used to pay the wealth 
tax. The result would be that taxpayers required to 
pay a wealth tax would also be subject to additional 
income taxes. The combined taxes would be the 
reduction in net worth attributable to the wealth tax.

 Within a very short period, taxpayers would 
simultaneously be filing their income tax returns and 
filing refund claims as they await a decision from 
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the Supreme Court. The upset to the economy and 
to the lives of these taxpayers and their businesses 
would be sensational. Nothing could be worse. 

Anything reasonably approaching the magnitude 
of imposing a wealth tax belongs as a constitutional 
amendment and not as an Act of Congress. 
Anything that would have such a dramatic impact 
on families and that economy and could easily be 
determined to be unconstitutional must be pursued 
as a constitutional amendment. 

What also should not and cannot be lost in the 
analysis of Senator Warren and Senator Sanders’s 
plans are the major flaws and accompanying 
naivety in the underlying thought processes and 
assumptions made to support them. 

Neither Senator Warren’s nor Senator Sanders’s 
proposals tax net worth; their proposals tax 
“wealth” without consideration of federal and state 
income taxes. The proposals do not contemplate 
that taxpayers would be forced to sell assets to pay 
the wealth tax.  As a result of selling assets and 
paying the applicable income taxes, the reduction 
in an individual’s net worth to pay both the 
resulting income taxes and the wealth tax would 
be significantly greater than the wealth tax rates 
proposed by both Senator Warren and Senator 
Sanders. As a result of taxpayers having different 
tax basis in their assets, taxpayers with identical 
“wealth” as calculated in these proposals would 
have dramatically different reductions in their net 
worth after paying both the wealth tax and their 
applicable income taxes from selling assets to pay 
the tax. 

Many taxpayers holding real estate for decades 
would find that selling property, paying off the 
mortgages and the applicable income taxes would 
not leave any funds to pay the wealth tax that was 
calculated as the fair market value of the property 
less third party debt. 

One of the frightening aspects of the wealth tax 
proposals is that if there is a wealth tax, the ultimate 
payors of whatever wealth tax and applicable 
income taxes paid would or could be charities. 
Here, for example, we look to Warren Buffett. It 
has been widely reported that Mr. Buffett plans to 
leave each of his three children $2 billion and the 

rest of his estate will be given to charity. We make 
the following reasonable assumptions with respect 
to Mr. Buffett’s estate plan: (1) $10 billion is set 
aside for distributions to his children and applicable 
federal estate taxes; and (2) the remainder goes to 
various charities. Therefore, at death, he plans to 
leave about $72 billion to charity.

If Mr. Buffet sells assets to pay his wealth tax and 
then pays both his applicable wealth and income 
taxes, the funds paid to the government will reduce 
his estate. Based on his assumed will as above, his 
heirs will receive exactly the same inheritance, the 
federal government will receive exactly the same 
estate tax, but his donations would be reduced 
dollar for dollar equal to the amount of his income 
taxes paid to create the funds necessary to pay the 
wealth tax and the amount of the wealth tax itself. 

If Mr. Buffett paid $15 billion of wealth and 
necessary income taxes as the result of the wealth 
tax before his death, every dollar of taxes paid 
would, dollar for dollar, reduce the amount of funds 
left to charity at his death. The wealth tax would 
be paid for by the specific charities included in his 
will. Of the billionaires who would be subject to the 
wealth tax, hundreds have promised to leave 50% 
of their estates to charity. Likely, each one has a 
will similar to that of Mr. Buffett and therefore their 
charities would be the ultimate payor of the wealth 
tax.

There are a plethora of other major issues with 
respect to the wealth tax proposals, which have not 
been reasonably vetted. These include the impact to 
the economy and existing pension plan valuations, 
general liquidity of the taxpayers subject to a wealth 
tax, the ability of private businesses and family 
farms to remain private, valuations, etc. 

The proposed wealth taxes by Senators Sanders 
and Warren have not been subject to either robust 
debate or scrutiny by the Congressional Budget 
Office. Ignoring the obvious constitutionality issues, 
the undiscussed impacts to charity, the economy 
and basic fairness of the proposals are the elephant 
or perhaps the herd of elephants in the room. One 
quickly gets to H.L. Mencken who in 1920 said, 
“There is always a well-known solution to every 
human problem – neat, plausible and wrong.”
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