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EXECUTIVE SUMMARY

Form of Rent Regulation Programs

Approximately 200 municipalities and two states across the Unit-
ed States currently have a form of rent regulation. Rent regulation
programs have taken on many forms. The variation in laws occurs
across five dimensions:

1. Choice of cap. Programs vary by how they cap rent
increases. Most programs tie the cap to the Consumer
Price Index (CPI), a widely used measure of inflation.
The most restrictive programs set the cap at a per-
centage of the CPI, while more lenient programs set
the cap at the CPI plus an additional percentage point
increase. The range is illustrated by Berkeley, Califor-
nia, which caps rents at 65% of the CPI, and the state
of Oregon, which allows rent increases at the CPI + 7%.

2. Exceptions to the cap. Many programs allow own-
ers to pass through costs for a range of items. Most
common are allowances for major capital improve-
ments, utilities increases, and property tax hikes. Some
programs allow for owners to appeal on the basis of a
“right to reasonable return,” which allows the owner
a base return from the property. Some jurisdictions
allow owners to bank increases and then convert the
banked increases at a later date. Even when exceptions
such as these are allowed, many programs neverthe-
less limit the total increase that an owner is allowed.

3. Exemptions. Various exemptions to rent caps exist.
The most common is an exemption for new construc-
tion. Some programs also exempt small buildings,
either across the board or when owner-occupied.

4. Decontrol. Vacancy decontrol, which allows a land-
lord to return the rent to market level when a tenant
vacates the unit, is used widely. A vacancy bonus is
allowed in some jurisdictions that allow for a higher-
than-cap increase, but that is not unlimited (as in total
vacancy decontrol).

5. Compliance and education. Programs vary by how
compliance is monitored and how disputes are han-
dled. Generally, some programs require tenants to
initiate complaints and challenges while others aim
for more proactive implementation.

Impact of Rent Stabilization Programs

Many studies of existing rent stabilization programs have pro-
duced a variety of findings related to affordability and housing
costs, impacts on new construction, housing stability, con-
versions, teardowns, and other impacts on the rental stock,
maintenance and capital improvements, and distribution of
benefits from rent control. Outcomes in individual cities depend
on the unique features of not only the rent regulations them-
selves but also the characteristics of the local housing market.

¢ The empirical research indicates that rent regulations
have been effective at achieving two of their primary
goals: maintaining below-market rent levels and moder-
ating price appreciation. Generally, places with stronger
rent control programs have had more success preventing
large price appreciation than weaker programs.

There is widespread agreement in the empirical litera-
ture that rent regulation increases housing stability
for tenants who live in regulated units.

Little empirical evidence shows that rent control policies
negatively impact new construction. Construction rates
are highly dependent on localized economic cycles and
credit markets. Additionally, most jurisdictions with rent
stabilization specifically exclude new construction from
controls, either in perpetuity or for a set period of time.

Rent regulations are shown to be related to an overall
reduction in rental units as owners have commonly re-
sponded to rent regulation by removing units from the
rental market via condominium conversion, demoli-
tion, or other means.

There is little evidence that rent regulations cause a re-
duction in housing quality. Some evidence shows that
major capital improvements keep pace with need but
that more aesthetic upkeep may suffer. Most programs
allow for the pass-through of capital improvement costs.

There is considerable debate in the empirical litera-
ture about whether the majority of benefits from rent
stabilization go to the neediest households.
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The Minneapolis Rental Market

e Rent trends in Minneapolis since 2000 have shown three
distinct patterns. In the years 2000 to 2007 there was a
steady but modest increase in rents annually. The housing
crisis of 2008 to 2012 saw a stagnation of rents at the medi-
an. The third pattern emerged after the housing crisis—the
years 2013 through 2018 saw steeper rent increases and a
wider variation in rent increases across the market.

e From 2000 to 2019 incomes increased faster than rents for
renter households at the median and above. However, ten-
ants in the bottom quartile saw steep rent increases (44%
increases from 2006 to 2019) and almost no growth in in-
come (2.9% increase in the same period).

e BIPOC renters generally, and Black renter households in par-
ticular, saw a worsening of affordability for most of the study
period. Black households saw rent increases in this period
while incomes fell in real dollars. White households fared
best, with incomes steadily and consistently rising more rap-
idly than rents.

e We used rent trends in Minneapolis to model what might
have happened to rents had various rent caps been in place.
A rent cap set at 75% of CPIl and one at the CPI would have
had a consistent but relatively small impact on the middle
of the Minneapolis rental market. Rent caps at higher lev-
els (CPI + 3% and CPIl + 7%) would not have constrained rent
increases in Minneapolis until the postcrash period. These
caps would have limited the most aggressive rent increases
in the city but would not have affected median increases.

Building-Level Economics

We also investigated the potential impact of rent control from
the perspective of building owners and the housing industry
more generally. We interviewed 30 industry people to collect
their thoughts and concerns about a rent stabilization program.
We also modeled the impact of various rent caps by creating
an example apartment pro forma based on actual Minneapolis
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rents in the study period, illustrating how those rents and the
economic measures that apartment owners consider would
change under different rent caps.

Industry Perspectives
The informants we spoke with expressed

a range of concerns about the potential
impact of rent stabilization.

e Many of the owners said that their rents would not actually
be impacted by any of the example rent caps we shared with
them, as they say they charge below-market rents and raise
rents gently. They questioned the need for rent regulation.

e Nevertheless, almost all informants expressed as their great-
est concern the potential for a rent stabilization program to
constrict rent growth while operating expenses continue to
rise. Some noted that they would be incentivized to increase
rents prior to enactment of a program of rent regulation.

e Informants expressed additional concerns that ranged
from a negative impact on new housing development and
reduced maintenance and decline in housing quality, to
changes in lending terms and the withdrawal of units and
investors from the Minneapolis market.

e Most informants felt that the actual impact of rent stabiliza-
tion would depend on the specific features of the program
and market factors.

Scenario Modeling

Scenario modeling was done for a hypothetical, class C or Natu-
rally Occurring Affordable Housing (NOAH) unit. Returns were
expressed in percentage terms to allow scaling to an apart-
ment building of any size. We specifically examined five metrics
that capture the economic performance of apartments:

Cash-on-cash return (average annual returns)
Cash-on-cash return in the final year (2018)

. Average annual change in value (appreciation)
. Total change in value (appreciation)

. Internal rate of return (IRR)
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The model indicated that rent caps at 75% of CPI and at CPI
would have allowed for returns, across all of these metrics,
comparable to what was achieved at the middle (defined by
both the average and median rent increases seen in Minneapo-
lis since 2009) of the market.

A rent cap at CPl + 3% would have allowed returns comparable
to what would have been achieved by raising rents at the 90
percentile. The CPI + 7% cap would have allowed returns far
in excess of what would have been achieved at the top of the
market in Minneapolis during these years.
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PART 1: RENT REGULATION IN OTHER CITIES

In this section, we review the experience of rent stabilization in other cities in the United States. We
provide a brief and high-level history of rent regulations and describe the most common policy options
found. We take a more in-depth look at rent stabilization in four peer cities, focusing both on program
design and also on implementation issues. Finally, we review the literature regarding the policy and
economic impacts of rent regulations.

Many make the distinction between rent
control and rent stabilization. Under this
view, the differences between rent con-
trol and rent stabilization have to do with
the strength and sometimes the scope
of regulations. However, these terms
usually serve as a stand-in for the histori-
cal distinction between first-generation
and second-generation regulations. The
first generation of rent regulations in the
United States contained long-term price
ceilings on rent. The second generation
emerged in the 1970s and contained
a series of more moderate regulations.
This more moderate form is the most
common form of rent regulation today,
and it typically incorporates approved
rates of increase, exempts certain
properties, and sometimes contains pro-
visions such as vacancy decontrol that
allow rents to rise to market levels when
a tenant moves out. The only remaining
first-generation rent control program is
in New York City, which also has a more
moderate rent stabilization program.

Much of the early work on rent control
was generated by economists who fo-
cused on first-generation rent control
programs that placed a hard ceiling on
rents. This literature also frequently as-
sesses the potential impact of rent control
from a theoretical perspective rather than
from an empirical assessment of how
rent regulation has worked out. The ear-
ly work in economics led to a widely held
set of views that rent control would, in fact,
produce a set of adverse impacts in local
housing markets, including a decline in
maintenance of housing, a decline in the
production of new housing, and rent in-
creases in the portion of the housing stock

not controlled. These views approach the
status of orthodoxy among economists
and real estate professionals.

The literature reviewed in this section,
however, paints a different picture of
the actual track record of rent regulation.
First, as already noted, rent regulations
have taken on many different forms and
include provisions that deviate in many
ways from the strict model of rent con-
trol invoked by economists. Second,
studies show a mix of outcomes that are
largely determined by the specific pro-
visions of the regulations being studied.
Third, rent regulations can be effective
tools to achieve the goals of stability and
affordability. Fourth, some jurisdictions
couple rent regulations with additional
policies to address the negative market
outcomes feared by its skeptics.

History of Rent Control
in the United States

Rent regulations in the United States
originated in World War | when local ju-
risdictions, such as New York City and
Washington, DC, imposed emergency
controls to prevent profiteering. However,
during this time rent control was not pro-
moted at the federal level and local laws
were invalidated in the 1920s as hous-
ing emergencies came to an end (Keating,
1998). Policies in the United States are pri-
marily associated with the federal controls
that emerged during World War Il. The
wartime economy put significant stress
on local housing markets, and rent control
programs were introduced to guaran-
tee affordable housing and prevent rent

gouging (Arnott, 1995). The Office of Price
Administration (OPA) was established in
1942 as a federal independent agency
with a broad authority to ration goods, set
prices, and control rents.

Under this authority, the OPA designated
localities as “defense rental areas” and
imposed a rent ceiling on the designat-
ed area. In addition to freezing rents, the
OPA also rolled back the allowable rent
to the level it had been at before any
appreciation due to the wartime pro-
duction economy. At the height of the
wartime rent control, almost 80% of all
dwelling units were located in areas un-
der federal rent control (Fetter, 2013).
These regulations continued until well
past the end of war, only being terminat-
ed en masse in the late 1940s, with some
continuing into the 1950s.

By the end of the 1950s, rent controls
largely disappeared and did not re-
emerge until the 1970s (Arnott, 1995).
The second generation of rent control
policies, often called rent stabilization or
“moderate rent control,” emerged in the
1970s due to rampant inflation, social
upheaval, and mass tenant organizing.
This generation of rent stabilization pro-
grams was predominantly local in origin.
From 1970 to 1983, median rents in the
United States grew twice as fast as renter
incomes (Appelbaum and Gilderbloom,
1990). Major cities such as Boston,
Washington, DC, Los Angeles, and San
Francisco adopted rent stabilization pol-
icies during this time, as well as smaller
cities throughout New York, New Jersey,
Massachusetts, Connecticut, and Califor-
nia (Arnott, 1995). In contrast to earlier
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HISTORY OF RENT CONTROL IN THE UNITED STATES

1920s

Local controls invalidated
as housing emergencies
came to an end

.

1910s

Emergency local controls
enacted during WWI to
prevent profiteering

1942

Office of Price Administration
established to ration goods,
set prices, & control rents

1940s 1950s
Federal controls
introduced during
WWII to guarantee
affordable housing

& prevent gouging

programs, which established strict price ceilings, the second
generation of programs was more moderate, instead capping
the amount rent could be increased year to year. Additionally,
they included various provisions that allowed landlords to in-
crease rents beyond the fixed cap, such as increases for capital
improvements, maintenance, a guaranteed “reasonable rate of
return,” and hardship provisions. Until recently, almost all of
the contemporary rent regulations in the United States origi-
nated during this time period.

New York deserves its own treatment, due to the unique nature
of the interaction between its rent control and rent stabiliza-
tion programs. New York was the only city to continue the rent
controls of the World War Il era, enacting the New York Emer-
gency Housing Act of 1950 when the federal legislation expired.
The law only covers buildings built before 1947 where a tenant
has continuously occupied the building since 1971. These units
are subject to a maximum base rent system, which places a
hard cap on the nominal rent that can be charged for the unit.
However, the number of rent controlled units has continuously
declined, from about 2 million in the 1950s to approximately
22,000 currently. This is because once a unit becomes vacant,
it is typically permanently deregulated, except for certain con-
ditions in which a family member is allowed to subsume a lease.

Rent stabilized apartments are much more prevalent in the New
York rental housing stock—about 50% of the total rental units.
Rent stabilization covers most buildings that have six or more
units and were constructed before 1974. Rents in these units can
be increased yearly, subject to the cap determined by the Rent
Guidelines Board. While the specifics of regulations have changed
throughout the history of the program, the most recent update
was the 2019 Housing Stability and Tenant Protection Act.

1 https://www.alec.org/model-policy/rent-control-preemption-act

Rent controls largely
disappeared by the
end of the decade

1970s

Moderate local programs
enacted due to inflation, social
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Backlash against
rent regulation
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control ban &

CA Costa-Hawkins
Rental Housing Act)

2010s
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(OR statewide rent control
legislation, CA statewide rent cap;
NY strengthened laws)

2020s

200 municipalities
across CA, NY, NJ,

MD, DC have rent

control regulation;

statewide programs
in CA & OR

The 1990s saw a backlash against rent regulation led by the real
estate industry. In 1994, Massachusetts residents voted to ban
rent control statewide after a landlord-backed initiative was
placed on the ballot. Regulations in California were curtailed by
the 1995 Costa-Hawkins Rental Housing Act. Dozens of states
moved to preempt all forms of rent regulation at the municipal
level. These policies were often championed by the American
Legislative Exchange Council (ALEC). On its website, ALEC pro-
vides template legislation for state lawmakers to adopt the
preemption model.! Currently, 38 states prevent local jurisdic-
tions from enacting rent control laws—including seven states
that use Dillon’s Rule, which restricts cities from acting where
they are not given specific consent from the state government.

The rapid appreciation in rents in metropolitan areas across the
country during the postrecession period has created renewed
interest in rent control policies. In 2018, a proposition to sub-
stantially expand rent stabilization in California qualified for the
ballot though it ultimately failed. In 2019, Oregon became the
first state in the nation to pass statewide rent control legisla-
tion. Soon after, California passed AB1482, which established a
statewide rent cap. In New York, tenant advocates successfully
strengthened the existing law by passing the Housing Stability
and Tenant Protection Act of 2019. The bill removed a sunset
provision and made the law permanent, enabled any locality
to opt-in to rent stabilization, and closed loopholes that al-
lowed units to be deregulated. Action has also occurred at the
local level. Several cities in California, such as Richmond and
Sacramento, have adopted rent control programs in recent
years. Currently, there are ongoing campaigns to either pass
rent control legislation or repeal preemption laws in lllinois,
Massachusetts, and Washington state. Approximately 200 mu-
nicipalities across California, New York, New Jersey, Maryland,
and Washington, DC, currently have a form of rent regulation,
in addition to the statewide programs in California and Oregon.
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Figure 1.1: Program Design Choices

RENT STABILIZATION PROGRAM COMPONENTS

- No increase - Pass-throughs - New construction - Vacancy decontrol - Tenant- or
- Flat % increase (maintenance, cost (rolling or fixed) (full or partial) petition-driven
. Pesged to CPI of living, utilities, - Small buildings * Luxury decontrol - Monitoring
egged to property taxes) (single-family homes . .
. CPl + % g y ' * Public information

- “Reasonable return” 2- to 4-unit buildings)

* Nominal amount

+ “Banked increases”

* Fees to support

Components of Rent
Stabilization Legislation

The details and implementation of rent
regulations vary based on jurisdiction-
al goals. Broadly, these goals include
protecting tenants from excessive rent
increases, alleviating the affordable
housing crisis, preserving existing af-
fordable housing, providing housing
habitability and security of tenure for
renters, maintaining economic and ra-
cial diversity, and preventing real estate
speculation (Been et al., 2019).

Rent stabilization comes in many varieties
in the United States. Local governments
have fashioned programs to fit local con-
cerns and to respond to local political
factors. The variations in rent stabilization
approaches occur across five different
dimensions: the rent cap and its opera-
tion, exceptions to the cap, exemptions
of building or unit type that are allowed,
provisions for decontrol, and program
monitoring and implementation. Figure
1.1 depicts these major choices.

Both political and policy considerations
impact the details of rent stabilization
programs. Some design components re-
flect direct trade-offs. For example, legal

+ Owner-occupied

mechanisms that enable landlords to re-
turn rents to market levels upon vacancy
may alleviate opposition from the real
estate industry, but they also limit the pro-
gram’s efficacy in providing stability and
affordability. Exemptions can also create
incentives that are contradictory to the
spirit of the regulations. Jurisdictions that
allow for stabilized units to be easily con-
verted to condominiums risk incentivizing
property owners to withdraw their units
from the rental market. In this section we
summarize the common components of
US rent regulations and the range of op-
tions available to policymakers in drafting
a potential program.

Rent Regulation

Rent caps, the rate that landlords are al-
lowed to increase rents year to year, are
the definitional component of modern
rent control programs. Policy options here
include not just the magnitude of the al-
lowable increase but the mechanism for
establishing a cap. While first-generation
rent control policies placed a hard ceil-
ing on rents, contemporary programs
allow limited annual increases. Caps en-
able rents to rise with inflation and help
internalize a portion of the appreciation
related to other costs, such as property
taxes, utilities, and labor. The cap thus lim-

implementation

its a landlord’s ability to generate revenue
from rents from beyond increases in the
cost-of-living rate and operating costs.

While first-generation rent
control policies placed a hard
ceiling on rents, contemporary
programs allow limited annu-
al increases. Caps enable rents
to rise with inflation and help
internalize a portion of the ap-
preciation related to other costs,
such as property taxes, utilities,
and labor. The cap thus limits
a landlord’s ability to gener-
ate revenue from rents from
beyond increases in the cost-of-
living rate and operating costs.

The magnitude and form of caps are
determined in a variety of ways. Many
rent-regulated jurisdictions utilize the
Consumer Price Index (CPl) to deter-
mine each vyear’s allowed increase.
Some, like Los Angeles, Richmond, and
Newark, set the allowable increase at
the full amount of the yearly regional
CPI. In Newark, the rent board publishes
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the monthly CPI percentage, and the allowed rent increase is
equal to the CPI for the month that a tenant’s new lease be-
gan. For example, if a tenant’s prior lease ended on December
31, 2020, and the new lease began on January 1, 2021, the
allowable increase would be 1.7%—the CPI for January 2021.

Some programs determine increases as a percentage of the
annual CPI. For example, West Hollywood’s program allows an
increase equal to 75% of the CPI, Berkeley’s allowable increase
is 65% of the CPI, and the cap in Cambridge was typically 85%
of CPI. Since 2005, the allowed increase in Berkeley has ranged
from a low of 0.1% in 2010 to a high of 2.7% in 2007, with an
average increase of approximately 1.7%.

Other jurisdictions have a cap that is equivalent to the CPI, plus
an additional set base percentage. For example, the state law in
Oregon caps rent increases at 7% each year, in addition to the
full amount of the CPI. In 2020, this was equal to an allowed in-
crease of 9.9%. Units covered under California’s statewide law are
subject to a statewide rent cap of either 5% plus the CPI or 10%,
whichever amount is less. In Jersey City, the allowable increase is
directly tied to the change in cost of living during a lease (Been et
al., 2019). The increase is limited to 4% or the percentage differ-
ence between the CPI 3 months prior to the end of the lease and
3 months prior to the start of the lease, whichever is less.

There can be variation in the specific CPI subsection used to de-
termine the increase (Flaming et al., 2009). Most jurisdictions
use the CPI for All Urban Consumers: All Items as the stan-
dard for determining rent increases. One alternative index is
Urban Wage Earners and Clerical Workers: All ltems. A potential
benefit of using this index is that it more accurately reflects the
change in cost of living for renters, as renters are more likely to
work in those types of jobs.

Another potential index is the All Items Less Shelter index. The
CPI for All Urban Consumers: All Items measures the cost of the
typical household basket of goods, including housing costs. How-
ever, the index uses rent as the measure for the cost of housing,
creating a circular logic where large increases in rent are used to
determine the level of rent increase allowed. While the cumula-
tive change from 1978 to 2007 for the All Items index increased
233%, the All Items Less Shelter Index increased only 197% for
the same time frame. These examples highlight the importance
of the index used in determining allowable rent increases.

Finally, nominal rent increases have occasionally been used in
controlled jurisdictions. In some years, the Berkeley and Santa
Monica Rent Boards have authorized nominal dollar increas-
es based on average rents multiplied by a percentage increase
(Flaming et al., 2009). Arguments for using a nominal increase
instead of a percentage is that percentage increases allow the
largest increases for the most expensive units, but changes in
operating costs for apartments are largely uniform. However,
this practice appears to be seldomly used by jurisdictions with
rent regulations.

Glossary

e Rent Control/First-Generation Rent Regulations: Poli-
cies that strictly regulate rent increases, usually in the
form of a rent ceiling. Most commonly found in World
War | and World War |l era programs.

Rent Stabilization/Second-Generation Rent Regula-
tions: The most common form of modern regulations,
allowing for yearly capped rent increases, usually in the
form of a percentage of the previous year’s rent. Addi-
tionally, these policies often allow for some costs to be
passed on to tenants.

Rent Cap: The limit placed on the amount rent can be
raised each year. Most often, in the form of a percentage
coupled with the inflation rate.

Vacancy Decontrol: A provision of rent regulation poli-
cies that allows for rents to be raised any amount when
a unit becomes vacant.

e Just-Cause Eviction Protections: A policy often imple-
mented in coordination with rent regulations to protect
tenants from without-cause evictions. Usually limits
evictions to failure to pay rent, serious breach of lease,
and a small number of landlord-based causes.

Rent Banking: A provision that would allow landlords to
not increase rents in some years in order to “bank” them
and use several stored increases in one year.

Preferential Rents: A practice where landlords offer a
lower rent than they are legally allowed to, often with
the expectation that they will be able to return it to the
legal market level when a tenant renews their lease.

Fair Return: A provision in almost all rent regulations that
entitles a landlord to a “fair return” on their investment.
When a landlord is able to prove they meet the criteria
for not receiving a fair return, they can be granted rent
increases above the allowable yearly increase.

Definition of Controlled Stock

Another component of rent stabilization programs is the uni-
verse of properties that are subject to the regulations. Many
considerations affect whether a unit is covered by the program,
including the age and size of the property, the unit’s price, and
the tenant’s income, among others. For example, many cities
attempt to address fears of dampening new development by
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exempting newly built properties either indefinitely or for a
set period of time. Others attempt to protect “mom-and-pop”
landlords by exempting owner-occupied duplexes and other
small properties.

’

Policymakers often attempt to maximize the breadth of the
program by applying it to a wide range of units. However, this
can complicate the political feasibility as the real estate indus-
try typically fights to include as many exemptions as possible.
There is a potential trade-off here between alleviating industry
opposition and ensuring the effectiveness of a program.

NEW CONSTRUCTION

One of the most common exemptions in rent stabilization
legislation is for new buildings. To minimize the impact of reg-
ulations on new construction, most cities exempt buildings
constructed after a certain date or allow a grace period of a
number of years before regulations take effect. Statewide leg-
islation in New Jersey excludes new construction for 30 years,
while Oregon and California preclude newly constructed units
for 15 years after completion. In California, the Costa-Hawkins
Act prohibits cities from extending rent controls to dwellings
constructed after 1995. Similarly, all the cities in Massachusetts
that formerly had rent control exempted newly constructed
buildings from regulations (Sims, 2007). In New York City, rent
stabilization typically only applies to buildings that were con-
structed before July 1, 1974.

SMALL BUILDING EXEMPTIONS

Exemptions also exist depending on the size and type of a build-
ing. While many programs apply to all rental units, some cities
exclude smaller buildings, such as single-family homes, duplex-
es, and triplexes. New York City exempts all buildings with six or
fewer units. In New Jersey, the law excludes buildings with four
or fewer units. In California, the Costa-Hawkins Act prevents
any local rent control program from regulating single-family
homes. However, those properties are now regulated by the
new statewide law, which covers all rental units that are over
15 years old.

Mechanisms to Decontrol Units

Another common feature of rent stabilization programs is a
mechanism to decontrol units, both permanently and tempo-
rarily. The most common form of decontrol occurs when a unit
is vacated, but units can also be removed from rent regulations
when an owner moves into a controlled property, when the
property is converted to a condominium or removed from the
market, or if a tenant’s income surpasses a certain threshold.

VACANCY DECONTROLS AND VACANCY BONUSES

Vacancy decontrols are a common feature of modern pro-
grams. Vacancy decontrol allows a landlord to raise rent
without restriction when a unit becomes vacant. Once the unit
is reinhabited, controls enter into effect for the duration of the
new tenancy. Policies differ in the level of decontrol allowed.
Under the Costa-Hawkins Act in California, there is no restric-
tion on rent increases when a unit becomes vacant. Once a
tenant vacates the unit, rent can be set at any amount, setting
a new base rent for the next tenant. When the new tenant be-
gins their lease, yearly caps on rent increases go into effect for
the duration of the new tenant’s lease.

In Washington, DC, only partial decontrol is allowed, known as
a vacancy bonus. The level of bonus is dependent on the du-
ration of the prior tenant’s residency in the unit. The rent can
be increased by 10% when a unit becomes vacant if the tenant
occupied the unit less than 10 years and 20% if the length was
over 10 years. In the past, New York rent stabilization previous-
ly allowed landlords to increase rents up to 20% upon vacancy,
with additional bonuses if the landlord had not claimed a va-
cancy increase in over 8 years. However, the Housing Stability
and Tenant Protection Act of 2019 fully eliminated vacancy
increases in New York, meaning rent caps stay in place even
when a unit becomes vacant.

Before the statewide ban on rent control in Massachusetts,
both Boston and Brookline had their own versions of vacancy
decontrol (Sims, 2007). Boston allowed units to enter “pas-
sive control” once a unit became completely vacated by its
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prior tenants. At that point, the land-
lord could raise rents on a year-to-year
basis, but tenants were able to appeal
unfairincreases to the rent control board.
Brookline had a more traditional sys-
tem, in which vacant apartments were
exempt from all controls upon vacancy.
Cities in New Jersey also have a range
of regulations regarding what happens
when a unit becomes vacant. Of the 120
cities with rent stabilization legislation,
about three-quarters have some form of
vacancy decontrol. In some New Jersey
cities, decontrols are permanent, mean-
ing that once a unit becomes vacant it is
permanently exempt from new restric-
tions. Other cities in the state only allow
vacancy bonuses ranging from 15% to
35%. Finally, some restrict the frequency
with which vacancy increases can be im-
plemented (Baar, 1998).

The regulation of vacancies can have crit-
ical impacts upon the outcomes of rent
stabilization programs. Vacancy decon-
trol may ease anxieties from property
owners as it allows them to recoup some
of their foregone profits. However, it
also severely undermines the long-term
effectiveness of rent control programs.
The experience of Berkeley is a useful
example of how decontrols impact af-
fordability. From the passage of the city’s
rent stabilization ordinance until the pas-
sage of Costa-Hawkins in 1995, Berkeley
had full vacancy control, meaning rent
caps stayed in effect even when a unit
became vacant. However, the passage of
the Costa-Hawkins Act banned vacancy
control, creating a 3-year transition pe-
riod of partial decontrol and then full
decontrol. By 2013, 85% of all rent-sta-
bilized apartments in the city had turned
over at least once and rents increased
to the higher levels typical of the Bay
Area’s unrestricted market. Additionally,
in 2010 the Berkeley Rent Stabilization
Board found that tenants were paying an
aggregate amount of $100 million more
annually in rent than if vacancy-related
increases had not occurred (Kelekian and
Barton, 2013).

In 2013 approximately 3,000 long-term
tenants had not yet gone through a cy-
cle of decontrol. In those apartments the

average rent was approximately $780
per month, compared to the average of
$1,436 for the other 16,000 stabilized
units that had undergone at least one
cycle of decontrol (Kelekian and Barton,
2013). The Berkeley Rent Board further
found that the difference in monthly rent
paid between a renter who began their
lease in 2010 versus 2017 was approxi-
mately $1,500 (Cash et al., 2018).

OWNER MOVE-IN, CONDO CON-
VERSIONS, AND WITHDRAWAL
FROM THE MARKET

A common critique of rent regulations
is that it incentivizes landlords to with-
draw properties from the rental market
by converting them into condominiums.
Because of this, some jurisdictions in-
clude provisions that prevent or limit
the ability to convert controlled units to
condos. Without protections, condomin-
ium conversions potentially undermine
the foundational goals of rent control
programs (Baar, 1983). If property own-
ers are easily able to withdraw their
properties from the market through
conversions, there is a risk of losing af-
fordable rental housing.

In Massachusetts, restrictions on con-
versions were included in each city’s
program before the statewide rent
control ban (Sims, 2007). Landlords in
Cambridge were required to submit
an application to the city’s rent control
board for a conversion to proceed. In
Boston, written notice had to be given to
tenants 3 years before a conversion, in
addition to providing assistance in find-
ing new housing and the payment of a
severance fee. In effect, the regulations
made it very difficult to remove con-
trolled units from the market.

In New Jersey, local jurisdictions are pre-
empted by state law from enacting their
own regulation of condominium conver-
sions. However, state law specifies that a
landlord must also give a 3-year notice
before pursuing an eviction related to a
condo conversion. If the landlord is not
able to find comparable replacement
housing for the tenant, the tenant is en-
titled to up to five 1-year stay-of-eviction

actions. After the first stay action, a land-
lord is able to compensate the tenant
with a cash payment equal to 5 months’
rent and legally obtain possession of the
unit (Baar, 1983).

Conversions in California are typi-
cally subject to local laws, though a
minimal layer of protection is guaran-
teed through state law. Landlords must
go through the Subdivision Map Act
process, which includes providing ten-
ants with a 180-day notice if they will
be evicted and the first opportunity to
purchase (Gorska and Crispell, 2016). Or-
dinances regarding condo conversions in
California vary from place to place, but
many share common features. Most only
allow for conversions if the vacancy rate
is above a certain threshold (3%—5%,
generally). Others prevent conversions if
it would cause the proportion of rental
units to the city’s total housing stock to
drop below a certain percentage. In Al-
ameda and Santa Clara counties, this is
40%, while others have adopted lower
thresholds. Other restrictions include
caps on the number of units that can be
converted each year, and the prohibition
of the conversion of smaller buildings.
However, a common way property own-
ers avoid local and state regulations is
through the Ellis Act, which allows land-
lords to evict all tenants in a building if
they plan to remove the building from
the rental market completely. This can
result in converting the building to con-
dos or tearing it down and rebuilding in
its place (Pastor et al., 2018).
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New York updated its regulations related
to condominium conversions in the 2019
rent control expansion. Previously, to le-
gally convert a rental property into a
condominium, 15% of the property’s ten-
ants had to be willing to purchase their
unit (Rosen, 2018). Additionally, the 15%
required to move forward could be made
up of both current tenants and nonten-
ants who wanted to purchase a unit. The
updated regulations increase the thresh-
old to 51% of the building’s tenants and no
longer allow for nontenants to be included
in meeting the requirement.

LUXURY DECONTROL

New York City is the only US jurisdiction
that implemented a mechanism to bring
units out of controlled status based on
rent level and tenants’ incomes (Been et
al., 2019), referred to as luxury decontrol.
However, this provision of the program
was fully repealed with the 2019 expan-
sion of the state’s rent control laws. In the
past, units could be decontrolled under a
high-rent, high-income provision if they
met two conditions. First, the income of
the tenant currently occupying the unit
had to exceed $200,000 for the two pri-
or years. Second, the unit’s rent had to
meet the Deregulation Rent and Income
Threshold (DRT), which in recent years was
between $2,700 and $2,800 per month.

Protection Against Evictions

Many of the program features discussed
so far, such as vacancy decontrol, condo-
minium conversion, and owner move-in
exemptions, can incentivize landlords
to evict tenants. Thus, many rent stabi-
lization programs are accompanied by
tenant protections to guard against evic-
tions. Programs without protections risk
unwarranted actions where a landlord
evicts a tenant to increase rent with-
out restriction, and eviction protections
without rent regulations risk landlords
increasing rents to an unaffordable lev-
el in order to evict a tenant. A common
way to protect tenants from this practice
is called “just-cause eviction.” Just-cause
eviction limits the legal reasons that an
eviction can be filed against a tenant,
usually to nonpayment of rent, breach of
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lease, illegal activity, or nuisance, in addi-
tion to a few landlord-based reasons.

In Oregon, the statewide rent stabilization
law contains a just-cause eviction provi-
sion that limits the reasons that a tenant
can be evicted. The only valid reasons
for eviction are criminal activity, serious
breaches of the tenant’s lease, and fail-
ure to pay rent. Additionally, there are a
few landlord-based cases in which evic-
tions can take place: if the unit is being
significantly renovated or demolished, if
the owner or an immediate family mem-
ber is moving into the unit, or if the unit is
sold to a new owner who plans to move in.
In these cases, the landlord must provide
a 90-day notice of eviction and compen-
sate the tenants with the equivalent of
1 month’s rent in relocation assistance.
However, eviction protections do not
come into effect in Oregon until after the
first year of a tenancy. Therefore, a no-
cause eviction can legally occur at the end
of the first year of a lease. Additionally,
after the first year, a landlord may evict

Many of the program fea-

tures discussed so far, such

as vacancy decontrol, condo-
minium conversion, and owner
move-in exemptions, can in-
centivize landlords to evict
tenants. Thus, many rent
stabilization programs are
accompanied by tenant protec-
tions to guard against evictions.
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a tenant if they have violated the terms
of the lease three times in the preced-
ing 12 months. This has caused significant
concern from tenant advocates who are
fearful the provision will incentivize land-
lords to evict tenants for minor breaches
of their lease (Chew and Treuhaft, 2019).

Under California’s 2019 statewide rent
control expansion, tenants are covered
by just-cause protections after the first
12 months of residing in the unit. Howev-
er, the protections only apply to buildings
that are older than 15 years, and single-
family homes and most owner-occupied
properties are exempt. Similar to Ore-
gon, the law recognizes two categories of
evictions: at-fault and no-fault evictions.
Allowed reasons for at-fault evictions are
failure to pay rent, breach of a material
term of the lease, unpermitted sublet of
the unit, or criminal activity, among others.
The law also requires the landlord to pro-
vide a written notice with a 3-day window
for the tenant to remedy any violation.
After that, the owner may file for a legal
eviction. There are also only four no-fault
evictions allowed in California: intent to
withdraw a property from the rental mar-
ket, occupation of the unit by the owner or
an immediate family member, a substan-
tial renovation that will last longer than
30 days, and a vacancy of the property
ordered by a court of law. In the case of
a no-fault eviction, the landlord must pro-
vide the tenant with one of two options:
relocation assistance equal to 1 month’s
rent or a waiver for the rent of the final
month of the lease.
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Cost Pass-Throughs

MAINTENANCE AND CAPITAL
IMPROVEMENTS

Cost pass-throughs are individualized
increases granted to landlords to re-
cover some of their expenses related
to maintenance and capital improve-
ment. Rent regulations are critiqued on
the basis of inhibiting the maintenance
of rental units. The argument is that as
revenue is capped, costs continue to
increase. Instead of accepting lower
profit margins, landlords are expected
to minimize costs where available. Cost
pass-throughs are included to incentiv-
ize maintenance and capital investment.
However, without safeguards, they risk
allowing unnecessary rent increases for
trivial maintenance and renovation activ-
ities. Jurisdictions vary in the amount of
maintenance and capital improvement
costs that can be passed through to ten-
ants and what maintenance and capital
improvement actions are eligible under
cost pass-through provisions.

=4
o
~
o
<]
Y
%)
T
c
=
—
m
=
w
=
o
o
=

Capital improvement pass-throughs in Los
Angeles County are designed to incen-
tivize compliance with the county’s rent
stabilization ordinance and allow land-
lords to recover only costs directly related
to capital investments. To pass through
costs, landlords are required to regis-
ter the county annually and complete an
application to pass through any costs. If
approved, a landlord is allowed to collect
up to 50% of the total cost of a capital im-
provement? or primary renovation.® The
approved pass-through is not considered
rent and is included as a separate line item
on a tenant’s monthly housing payment.
Once the approved costs are recovered,
the landlord can no longer collect the ad-
ditional amount. Further, the county can
decline a pass-through that would, when
added to any rent increase for the year, in-
crease a tenant’s rent by more than 8%.

In New York, landlords are able to re-
cover the full cost of their investment
(Been et al.,, 2019). The law distinguishes
two separate processes for major capital
improvements (MCI) and individual apart-
ment improvements (IAl). MCls include
investments like new windows, roofs, or
heating systems and are subject to ap-
proval from the State Department of
Housing and Community Renewal. |Als—
upgrades to individual units such as new
carpeting or a new kitchen appliance—
require no approval. Under the previous
law, pass-throughs for buildings over 35
units were amortized over 9 years and
buildings under 35 units were amortized
over 8 years. However, the rent stabiliza-
tion expansion passed in 2019 extended
the amortization period to 12.5 years and
12.0 years, respectively. Additionally, the
previous law capped the MCl increases at
6%, but they are now capped at 2%. The
MCI rental increases must be removed
from the rent after 30 years following the
date of the increase. Finally, landlords are

no longer able to increase rents for stabi-
lized apartments for an MCl if the building
has less than 35% rent stabilized units.*

Landlords in Berkeley are required to
petition the rent control board to re-
cover costs related to major capital
improvements. To qualify for a capital
improvement increase the improvement
must materially add value to the proper-
ty, prolong its useful life, have a useful life
over more than 1 year, and a minimum di-
rect cost of either $200 per unit or $1,500
per property, whichever is less. The types
of improvements that qualify must (1)
bring the property into compliance with
a new code, (2) significantly improve the
property’s seismic safety, (3) be provided
to the tenant in good faith to primarily
benefit the tenant, or (4) be a major repair.
The allowable increase per unit for capi-
tal improvements ranges from 0.927% to
1.187% of the project’s total cost.

UTILITIES AND PROPERTY TAXES

Some jurisdictions allow landlords to ap-
ply for individualized rent increases that
are due to property tax increases. Many
of the rent control jurisdictions in New
Jersey allow this type of pass-through
(Baar, 1983). For example, Newark allows
landlords an increase equal to one-
twelfth of the proportion of the current
year’s property tax increase.

Some programs also allow individual
adjustments to cover increases in util-
ity costs. Landlords in San Francisco, for
example, can apply to the rent board for
an individual adjustment if the landlord
pays for gas, electricity, or steam, and
the cost paid by the landlord increases
from one calendar year to the next. In
such cases, landlords are eligible for an
increase equivalent to 100% of the in-
crease in uftility cost.

2 The County ordinance defines a capital improvement as including, but not limited to, the complete exterior painting of the building, landscaping, flooring,
fixtures, doors, windows, fences, security items, meter conversions, major appliances, or window screens and coverings. All capital improvements must have
a useful life of at least five years, and can not include regular maintenance or from the failure of the landlord to conduct regular maintenance. (Ord. 2019-

0063 § 2, 2019)

3 Aprimary renovation must include either or both: 1) Replacement or substantial modification of any structural, electrical, plumbing, or mechanical system
that requires a permit pursuant to State or local law. 2) Abatement of hazardous materials, such as lead-based paint or asbestos, in accordance with appli-

cable federal, State, and local laws.

4 https://hcr.ny.gov/system/files/documents/2020/11/fact-sheet-24-10-2019.pdf.
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RIGHT TO FAIR RETURN

Most rent stabilization programs include
provisions that allow for landlords to ap-
ply for rent increases above the allowable
limit under hardship provisions that en-
able them to increase rent to ensure they
do not have problems related to cash
flow. Additionally, almost every program
provides for a fair return on investment,
usually by guaranteeing a certain “rea-
sonable” rate of return (Arnott, 1995).
Such provisions are, according to some,
necessary to prevent legal challenges
(Been et al., 2019; PolicyLink, 2001). A
study of New Jersey cities found that
while a rent control board only received
about three or four applications for a
hardship increase on average each year,
over 70% of applications were approved
(Baar and Keating, 1981).

A great deal of variation occurs in how ju-
risdictions define a fair return. Typically,
the standard is determined by weigh-
ing the income a landlord receives from
a property against their approved op-
erating costs relative to the property’s
valuation (Been et al., 2019).

Another standard uses the landlord’s
net operating income (NOI), which is
the difference between the total in-
come earned from a property and the
expenses required for operating costs.
Rent regulations potentially limit the in-
come earned by a landlord on a property,
while their operating expenses increase
year to year. The city of Richmond, Cal-
ifornia, guarantees landlords a right to
earn an amount equal to their NOI in
the base rent year of the law, 2015, plus
100% of the increase in CPl. However,
if this amount is greater than a 15% in-
crease, the portion that is in excess of
the 15% must be deferred to the follow-
ing year or later.

As with many of the provisions in rent
stabilization programs, hardship increas-
es and right to fair return provisions
are balanced against the goals of most
programs to limit rent increases. Regu-
lations that are too generous incentivize
landlords to apply for unneeded rent in-
creases, adding administrative cost to

11

the program and undermining affordabil-
ity goals (Been et al., 2019; Appelbaum
and Gilderbloom, 1990).

Preferential Rent and
“Banking” Increases

Preferential rent refers to the practice of
landlords offering a rent increase that is
lower than the amount they are legally
allowed to make. Banking refers to the
ability of the landlord to recover the fore-
gone rent increase in subsequent years.
This program feature, in effect, allows
landlords to offer rent increases below
the cap in some years and above the cap
in other years to make up for it. Some
programs put limits on banked increases.
For example, Oakland, California, allows
banking but does not allow banked in-
creases to exceed an amount three
times the CPI. The program also does not
allow the banking of increases for a pe-
riod greater than 10 years. In New York,
the rent stabilization expansion of 2019
locks in the preferential rents for the du-
ration of the tenancy. Following the end
of the tenancy, the landlord can claim
the banked amount and return the rent
to its legal regulated amount (NY Office
of Rent Administration, 2019).

Infrastructure, Implementa-
tion, and Enforcement

Rent stabilization programs are imple-
mented in a variety of ways. One of the
most common is through an elected or
appointed rent control board. General-

ly, the board is governed by a mixture of
landlords, tenants, and additional mem-
bers who don’t represent the interests of
either group. Rent boards vary in func-
tion across jurisdictions. The primary
purpose of most is to establish the base
rent and allowable rent increase each
year. Other primary responsibilities of
these boards are to mediate conflicts be-
tween landlords and tenants; hear and
decide upon landlord applications for
additional increases based on hardship,
capital investment, and vacancy; and
hear and adjudicate appeals from both
landlords and tenants.

For example, the Berkeley Rent Stabi-
lization Board has nine members and
is responsible for enacting regulations,
hearing petition appeals, and gener-
ally administering the program (City of
Berkeley, 2021). The board’s responsi-
bilities include providing information
to landlords and tenants, determin-
ing annual rent increases, conducting
administrative hearings, and issuing pe-
titions on applications to adjust rents.
Additionally, the board collects data
on rent increases, evictions, and owner
move-ins, publishing periodic reports on
program outcomes.

Another function of rent boards is to
maintain and enforce a registry of all
rental properties that are subject to
rent stabilization policies. In these ju-
risdictions, landlords are required to
register their property with the rent
board to legally increase rents. They ad-
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ditionally pay a registration fee, which is
usually used to cover the administrative
expenses of the boards. Registration
fees allow the rent boards in Berkeley
and Santa Monica to operate cost neu-
tral for the local government (Montojo
et al., 2018). In Berkeley, any unit cov-
ered by the rent stabilization ordinance
must be registered yearly with the rent
board, and the owner is required to
pay a registration fee of $250 per unit.
The cost of the registration fee may be
passed through to the tenant only if the
tenant has occupied the unit since be-
fore 1999, and the pass-through must
be approved by the rent board. In the
2021 fiscal year, the Berkeley Rent
Board will have an authorized expendi-
ture amount of about $6.1 million.

In other jurisdictions, no elected or ap-
pointed body administers the program,
but instead responsibilities are delegat-
ed to a new or existing department of the
government. The Tenant Protection Pro-
gram in Sacramento is housed within the
city’s Business Compliance Unit of the
Community Development Department
and is administered by city staff and one
“hearing examiner” appointed by the city
council. The Tenant Protection Program
is responsible for the implementation
and administrative enforcement of the
program, including maintaining a regis-
try of regulated rental units, publishing
the yearly cap, hearing petitions from
landlords and tenants, and publishing an-
nual reports on program outcomes.

Other jurisdictions do not have a specific
body that enforces their rent control pro-
grams. For example, the statewide rent
stabilization program in Oregon does not
have its own administrative body. Instead,
rent increases are determined by a set
percentage of 7% per year plus the an-
nual CPI. A pre-existing state agency, the
Oregon Department of Administrative
Services, is responsible for announcing
the annual increase, which is predeter-
mined by the most recent regional CPI
report (Senate Bill 608). While this pro-
gram has less administrative overhead
and is simpler to implement, it can lead
to difficulties in enforcing compliance
with the law. In Oregon, tenants are

MINNEAPOLIS RENT STABILIZATION STUDY | PART 1: RENT REGULATION IN OTHER CITIES

required to take a landlord to court to en-
force provisions of the law. If found guilty,
the landlord is required to pay the tenant
an amount equal to 3 months’ rent plus
any damages suffered. Additionally, the
landlord would likely be required to pay
the tenant’s legal fees and any adminis-
trative fees incurred. While this method
provides tenants with an opportunity
for remediation, it requires a significant
amount of time and resources for a ten-
ant to pursue. Moreover, tenant-based
compliance programs like this require
that tenants be aware of the program
and its provisions and puts the entire bur-
den of implementation on them.

Another service in some cities is an on-
line calculator that computes allowable
rentincreases. Atenant or a landlord can
simply enter the current rent and the cal-
culator applies the rent increase cap to
produce the maximum allowable rent in-
crease. The city of Berkeley provides an
online search tool in which a user can
enter an address and see the rent ceiling
that applies to that unit.

Outreach and Education

Efforts to ensure compliance with rent
stabilization programs are critical policy
decisions for cities. While remedies are
often available when a landlord violates
the law, many cities create programs to
educate both landlords and tenants on
their rights and responsibilities to pre-
vent infractions. The city of Oakland
hosts frequent workshops on a variety

of topics related to rental housing, in-
cluding sessions geared toward teaching
landlords about specific components
of the rent stabilization program and
sessions specifically designed for small
property owners. The city also provides
regular workshops in multiple languages
for tenants. Most jurisdictions with rent
stabilization programs maintain a web-
site with information regarding the rights
and responsibilities of tenants and land-
lords. The New York Office of Homes and
Community Renewal has over 40 one-
page fact sheets that provide overviews
of different details of the state rent sta-
bilization legislation.

Some programs require that yearly no-
tices be sent to landlords notifying them
of their responsibility to register their
properties and pay the registration fee.
In 20192020 the city of Newark piloted
a program that sent letters to 7,800 land-
lords reminding them to register their
property by the deadline. The program
increased the number of registered land-
lords from 520 in 2018 to an all-time high
of over 2,800 in 2020. The city of Sacra-
mento is in the process of designing a
similar outreach program for 2021, only
the second year of the city’s program.

Additionally, administrators of rent
programs often coordinate with local
organizations to conduct outreach to ten-
ants. The city of Sacramento is partnering
with a local housing nonprofit, Sacramen-
to Self Help Housing, in implementation
and outreach around the program.
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Peer Cities Analysis

To provide a deeper understanding of how programs operate,
we chose four peer cities using the criteria of city size, size of
the city’s rental market, and the size of the city’s operating
budget. Because of the small sample size of cities with rent
stabilization, many of the traditional peer cities of Minneapo-
lis were eliminated. Additionally, almost all of the potential
peer cities are located in New York, New Jersey, or California.
The unique characteristics of those housing markets present
difficulties in drawing firm conclusions from an analysis. Our
focus in this section is on how the programs are implemented.

The cities chosen were Oakland, California; Portland, Oregon;
Newark, New Jersey; and Sacramento, California. While the
Newark and Oakland programs have been active for decades,
both Sacramento and Portland (via Oregon’s statewide law)
enacted rent stabilization policies in 2019. We hope that the
latter two cities are able to provide specific insight into the
administrative and operational procedures of a new rent sta-
bilization program.

Oakland, California

THE ORDINANCE

The city of Oakland passed rent control in 1983. The ordinance
was for many years considered one of the weakest rent control
programsin the Bay Area. The policy, which is known as the Rent
Adjustment Program (RAP), limits the amount of rent increases
to the CPI for the region. The program has vacancy decontrol,

MINNEAPOLIS PEER CITIES

@— Portland

Senate Bill 608

- State law enacted 2019

- Enforced at individual level
 CPI + 7% cap

@ ———— Sacramento

Sacramento Tenant Protection Act
- City ordinance enacted 2019
- Enforcement is in development phase

- Cap at CA CPI for All Urban Consumers for All ltems + 5%,

with @ maximum total increase of 10%

Rent Adjustment Program (RAP)

- City ordinance enacted 1983

- Active enforcement by Dept. of Housing
& Community Development

- Regional CPI cap
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Minneapolis

Newark

Newark Ordinance Section 19:2-3.1

- City ordinance enacted 1973

- Administered by Office of Rent Control
& Newark Rent Control Board

- Cap at change in CPI from 15 to 3 months
before date of the proposed increase
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and rental units constructed after January 1, 1983, are exempt.
Other exemptions apply to single-family homes, condominium
units that are rented, and government-subsidized units.

The program allows banking, in which the owner is allowed
to make up in subsequent years for lower-than-allowed rent
increases in previous years. Such banking increases, however,
are limited to no more than three times the current year’s CPI.
Owners are not allowed to bank increases more than 10 years.

Though there are various exceptions to the allowable rent in-
crease cap, property owners must petition the rent board
for any increase in excess of the CPI. Thus, all exceptions are
not “as of right” and require notification to the board and the
board’s approval. Owners can petition for the following excep-
tions to the rent cap:

e Up to 70% of allowable capital improvements costs made in
the previous 24 months

e Costs to cover repairs from fire, earthquake, or natural di-
saster to the extent that these costs are not insured

e |Increased housing service costs including insurance, utilities,
heat, water, and other services

e “Fair return” increases that allow the owner to maintain a
base net operating income

Though these various pass-throughs are allowed in the law,
there is also an overall 10% limit in the Oakland ordinance for
any 12-month period, and a 30% limit for any 5-year period.

Tenants may petition the rent board to contest illegally high
rent increases, a lack of required notice for additional increas-
es (as specified in the ordinance), the expiration of a capital
improvement amortization period, and an improper service of
the annual rent increase notice.

Some elements of the Oakland law are governed, as are all
rent stabilization programs in California, by the state Cos-
ta-Hawkins Rental Housing Act, which prescribes vacancy
decontrol, new construction exemptions, and exemptions for
single-family homes.

PROGRAM EVOLUTION

The program has evolved considerably over time, with most mod-
ifications made to strengthen it. One change was to eliminate
an exemption for capital. Originally, “substantially rehabilitat-
ed units” were exempted from further rent controls under the
program. The concept behind this exemption was that if a unit
was thoroughly rehabilitated and updated it was essentially
like new construction and therefore should be treated as new

construction is in the program. The provision was thought to be
an important incentive for upgrading and improving the housing
stock. In practice, the threshold for what was considered sub-
stantially rehabilitated was a rehab cost that was greater than
50% of the cost of building an equivalent number of new units.
This exemption was eliminated in recent years after tenant orga-
nizations complained that it was being abused by owners. In 2017,
tenant organizations complained that landlords were adding up
the costs of routine maintenance and capital improvements from
many previous years to apply for certificates of exemption®. Oak-
land was one of the few cities in California to allow this type of
exemption. San Francisco is another but requires the rehabilita-
tion investment to exceed 75% of the cost of newly constructed
units. Between 1997 and 2017, San Francisco granted only 19 ex-
emptions of this sort. Though Oakland eliminated the substantial
rehabilitation exemption, RAP retains a provision under which
owners may petition to pass through capital improvement costs.

Another recent (2019) change in Oakland’s program is the elim-
ination of an exemption for two- and three-unit buildings in
which one of the units is occupied by the owner. This provision
also induced some abusive practices by owners and realtors. Re-
altors began, in essence, marketing this exemption by describing
it to potential investors. Realtors were pushing a business mod-
el in which an investor would purchase a duplex or triplex and
evict the tenants on the basis of an intention to move in and/or
petition for exemption from rent control on the same basis. In ex-
change for eliminating this exemption, the law was also adjusted
to give the owners of duplexes and triplexes an expedited hear-
ing for “fair return” petitions. A fair return petition is a request
for larger-than-cap rent increases to provide the owner with a
fair return on their investment. Though purchase and evictions
in two- and three-unit buildings had become common, once the
law changed there were very few fair return petitions made.®

COMPLEMENTARY INITIATIVES

The rent stabilization policy regime in Oakland goes beyond the
rent increase caps in RAP. The Oakland law includes substantial
tenants’ rights in other forms.

In 2003, Oakland initiated a “just-cause eviction” policy. The or-
dinance (Oakland Municipal Code Section 8.22.300 et seq.) was
passed by voters in 2002 and amended in 2016 and 2018. The
most recent amendment was to extend the just-cause require-
ments to tenants in duplex and triplex buildings.

The city also has a tenant harassment ordinance (0.M.C. Section
8.22.610 E) modeled after similar ordinances in San Francisco,
Santa Monica, West Hollywood, and East Palo Alto. Enacted in
November 2014, the Tenant Protection Ordinance (TPO) cites

5 BondGraham, Darwin. 2017. “Some Oakland Landlords Are Using a Legal Loophole to Exempt Housing from Rent Control.” East Bay Express, September 13.
www.eastbayexpress.com/oakland/some-oakland-landlords-are-using-a-legal-loophole-to-exempt-housing-from-rent-control/Content?0id=9074126.

6 Interview with Leah Simon-Weisberg and Jackie Zaneri, Attorneys for Alliance of Californians for Community Empowerment, February 2, 2021.
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the high and rising market demand throughout the Bay Area as
creating “an incentive for some landlords to engage in harassing
behaviors or fail to make repairs to pressure existing tenants in
rent-controlled units to move so that rents can be raised.” The
city council decided that the existing remedies of the just-cause
eviction law, the provisions of RAP, and the tenant option of pur-
suing a legal recourse were insufficient deterrents to this type of
landlord behavior. Prior to enactment of the TPO, the city was
receiving 100 to 200 complaints per month. Many of the cases
were outside the jurisdiction of RAP. The ordinance defines ha-
rassment as the failure to fully provide housing services or a
threat to do so, the failure to perform repairs and maintenance
orathreat to do so, abusing the owner’s right of access to a rental
unit, removal of personal property from a rental unit, attempts to
influence a tenant to vacate through fraud, intimidation or coer-
cion (including threats to report the tenant to Immigration and
Customs Enforcement), and any of 10 additional specified actions.
The TPO prohibits retaliation against the tenant, as well.

Tenant/landlord relations in Oakland are also governed by a Ten-
ant Move Out Agreement ordinance (O.M.C. Section 8.22.700 et
seq.) that regulates the rights and responsibilities of each party
at the stage of tenant turnover. The city’s Uniform Residential
Tenant Relocation ordinance (O.M.C. Section 8.22.800 et seq.)
requires a relocation payment from owners to tenants in the
case of owner move-ins and for other “no tenant fault” evictions.

IMPLEMENTING THE ORDINANCE

The Oakland program is implemented by the city’s Department
of Housing and Community Development. The city follows an
“active-enforcement” model that “uses extensive outreach to
inform tenants and owners about their rights and obligations
under the law and program regulations, maintains full and ac-
curate records through reporting requirements for initial rents
and eviction proceedings, provides mediation and dispute res-
olution services, and actively enforces the law and program
regulations when it finds violations.”” To implement this en-
forcement model, RAP has 26 full-time equivalent (FTE) staff
members. RAP staff are divided into three units: Administration
and Policy (7 FTEs), Community Engagement and Enforcement
(8 FTEs), and Hearings (11 FTEs).

The Administration and Policy unit includes a Program Manager
and Assistant Program Manager, who lead the entire RAP ef-
fort. This unit is also responsible for supporting the rent board,
conducting research and analysis, and producing reports. The
Community Engagement and Enforcement unit is responsible
for tenant and property owner outreach, conducting work-
shops and other public education efforts. The Hearings unit
includes six Hearing Examiners, case analysts, and support staff.
The hearing officers hear and rule on petitions made by land-
lords and tenants. Appeal of the hearing officers’ rulings are

heard by the full rent board, which is made up of seven indi-
viduals, including two residential rental property owners, two
tenants, and three persons who are neither owners nor ten-
ants. There are six alternate members of the board, two in each
category. Board members are nominated by the mayor and
confirmed by the city council and serve 3-year staggered terms.
Service on the rent board is not compensated. Members meet
weekly and hear appeals of decisions of the hearing officers.

According to the most recent annual report of the RAP unit,
the city expanded its housing counseling hours from 12 hours
per week to 35, and counselors provided assistance to approxi-
mately 8,000 residents over 2 years. In the past 2 years, RAP
staff held hearings on 1,531 petitions from tenants and land-
lords. In the same period, city staff facilitated 14 workshops,
including one in Spanish. In 2019, the city offered:

e Small-property owner’s workshop on RAP issues related to
owner-occupied duplex/triplexes

e Landlord 101 workshop

e Tenants’ rights workshop

e “Evictions in Oakland—A workshop for Oakland property
owners”

e “Landlord and tenant rights and responsibilities—security
deposits”

The RAP office offers an online property owners packet, in multi-
ple languages, outlining the law and the responsibilities of tenants
and landlords under the City’s rent regime, as well as available re-
sources. A tenants’ packet offers the same information.

The city also lists on its website local organizations that provide
assistance to tenants and other organizations providing assis-
tance to property owners, with full contact information for all.
Finally, the staff also offers a mediation program for tenants
and landlords.

Owners of rental property covered either by the Rent Adjust-
ment ordinance or the Just Cause for Eviction ordinance must
file with the city and pay an annual fee of $101 for each unit,
due by January 1. Owners who pay the fee on time are allowed
to pass half of the fee to the tenant as a one-time charge. For
this fee, tenants and landlords receive significant support in
terms of explaining rights and responsibilities according to the
law. Our informants noted that most property owners want to
follow the law and thus are interested in knowing and under-
standing what it requires. Rather than needing to hire costly
legal advice, owners can access the information and resources
made available by the city for the cost of the per-unit fee.

In fiscal year 2019-2020, RAP fees produced $7,994,654 in rev-
enues to the city. Various other fees and investment interest
supported a total RAP budget of $8.2 million.

7 RAP Annual Report 2018-19 and 2019-20. Report to City Administrator from Director of City of Oakland Housing and Community Development Depart-

ment, February 1, 2021.
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Portland, Oregon

Rent control in Portland, Oregon, is governed by a state law.
The state of Oregon has preempted local governments from
enacting rent control. The state’s largest city, Portland, has suf-
fered from high housing prices for years. In 2017, the city had
one of the largest median rent increases in the country. In the
5 years from 2014 to 2019, rent in Portland rose by more than
30%. There was an unsuccessful effort in 2017 to lift the local
ban on rent control. Advocates came back the next year and
switched their strategy to enacting a state law that would regu-
late rents, while keeping the local ban in place. Senate Bill 608,
enacted in 2019, was the result.

THE LAW

The law contains two parts: a rent-increase cap and a tight-
ening of the rules for evictions. Both the cap and the eviction
protections apply only to multi-unit buildings. The law exempts
units in buildings constructed in the previous 15 years, a roll-
ing exemption that adds new units to the controlled stock each
year. The 15-year exemption was a conscious attempt to avoid
what the law’s framers felt was the negative impacts of the
Costa-Hawkins approach in California. The California law sets
the new construction exemption at a specific date, 1995. This
results in an ever-shrinking stock of controlled housing and a
growing stock of uncontrolled housing, which leads to signifi-
cant disparities in outcomes and a kind of dual housing market.
Though private-sector sources sometimes indicate that inves-
tors have 10- to 15-year time horizons for the investments they
make, the framers of the Oregon law settled on 15 years purely
as a political compromise that was amenable to both the ten-
ant faction and the landlord groups.

8 Interview with Taylor Smiley Wolfe. February 3, 2021.

MINNEAPOLIS RENT STABILIZATION STUDY | PART 1: RENT REGULATION IN OTHER CITIES

Government subsidized units are exempted. The bill limits
rent increases to the CPl + 7%. The program has vacancy de-
control, allowing owners to increase rents without limit when
a vacancy occurs.

The tenant protection measures in the law require a just cause
for evictions. If tenants are evicted due to “landlord-based”
causes (such as intent to demolish or repurpose the building,
intent of owner to move in, or sale to new buyer who intends
to move in) landlords must provide 90-day notice and 1 month
of paid rent to the tenant as relocation assistance. This provi-
sion does not apply to landlords who own four or fewer rentals.

The just-cause provision applies to renters after a year of ten-
ancy in their apartment. Although tenants may be evicted
without just-cause protections in the first year of their tenan-
¢y, vacancy decontrol does not apply in this case. Eliminating
vacancy decontrol for such cases is an attempt to discourage
short-term evictions.

Landlords found guilty of violating the provisions of the rent
cap or just-cause protections must pay tenants for damages
plus 3 months of rent.

IMPLEMENTATION

The state rent control law in Oregon does not establish any
state-level administration or enforcement responsibilities. The
sole act of the government in implementing the law is the pub-
lication of the official rent increase cap, which is done by the
Department of Administrative Services. Every September state
economists establish the acceptable rent increase for the up-
coming year using the CPI for western states. For 2020, the cap
was 9.9%.

Enforcement of the law happens at the individual level. It is
incumbent upon tenants to use the courts to enforce the com-
pliance of landlords. The entirely laissez-faire approach of the
state was a consequence of a lack of appetite for an enforce-
ment infrastructure among state legislators, according to the
legislative aide who designed the bill.® Rent control advocates
wanted active state enforcement but such provisions were not
written into the law.

Nothing prevents local governments from enforcing the law
by establishing a rental registry system and collecting rent
increase data. Nor is there anything preventing local gov-
ernments from providing information and public education
support for the program. But, such efforts are unlikely at best.

IMPACT

The Oregon rent control program is best understood as an an-
ti-rent-gouging law. With the vacancy decontrol and the high
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rent cap, which allows rent increases of close to 10%, the law
only constrains the highest rent increases. The Speaker of the
House acknowledged that the main goal of the legislation was
to “end the practice of rent gouging.”® In 2018, when the bill
was introduced, some estimates of the Portland rental market
indicated that up to one-quarter of rent increases in the city ex-
ceeded 10%. Thus, the bill’s proponents felt that it would have
an important impact despite the high cap and the vacancy de-
control. Nevertheless, there is evidence that some landlords in
Oregon rushed to increase rents on current tenants before the
law took effect. When California enacted its statewide law, it
set base rent at what applied in March of the previous year, to
avoid last-minute increases.

According to real estate investment services firm CBRE, “Inves-
tors remain interested in Portland-area multifamily properties.”
The firm’s analysis indicates that the rent control program has
not had “an appreciable impact on apartment markets in the
state, especially metro Portland.” The firm also found “no ev-
idence of lower property values in the market yet, with cap
rates for multifamily generally stable.” ¥

Newark, New Jersey
THE ORDINANCE

Rent control in Newark dates to 1973, when it was enacted
by the city’s municipal council. However, it has been updated
throughout the course of its history, most recently in 2019.
The law has been significantly strengthened over the years.
Originally the ordinance capped rent increases at 4% for
buildings of 50 units or more and 5% for buildings less than
50 units. In 2014, the ordinance was amended to cap rent

¥D0LSYILLNHS/INOAVI NV3S

increases at an amount equivalent to the percentage change
in the CPIl from 15 months before the date of the proposed in-
crease to 3 months before the date of the proposed increase
(Newark Ordinance Section 19:2-3.1). Only buildings that are
in compliance with city ordinances and are registered with
the rent board are eligible for rent increases.

The primary categories of buildings exempt from the rent
control ordinance are all public housing units and owner-oc-
cupied properties with one to four units. Additionally, newly
constructed buildings with four or more units are exempt
from the ordinance for 30 years. Buildings that were substan-
tially rehabilitated can be exempt for 5 years if the building
was vacant for 18 months prior, and 1 year if the building was
not exempt. Substantial rehabilitation is defined in the or-
dinance as exceeding 50% of the building’s value. Landlords
must apply for the exemptions for newly constructed proper-
ties and rehabilitated vacant properties prior to occupancy in
the building.

IMPLEMENTATION

Newark’s program is administered by the Office of Rent Control
and the Newark Rent Control Board. The Office of Rent Control’s
main purpose is to provide educational and technical assis-
tance to both landlords and tenants. According to the office’s
website, it provides technical assistance on “which apartments
are subject to local rent control laws; what is the legal base
rent; what rent increases the law permits; tax surcharges; wa-
ter/sewer surcharges; major new improvement surcharges;
hardship increases; and annual registration requirements.”** It
additionally keeps files on all registered properties, available
for inquiries related to specific properties.

The rent control board is responsible for “conduct[ing] hear-
ings and mediation of tenant and landlord petitions regarding
the adjustment of rents under the City’s rent control laws.”*?
This includes granting rent increases, decreases, surcharges;
imposing monetary penalties for violation of the law; holding
public hearings; and collecting and maintaining the necessary
information to implement the program. To carry out these
tasks, the board is imbued with the power to request hiring
of staff as necessary, and adopting rules and regulations to
further the provisions of the ordinance. Finally, it can recom-
mend ordinance and bylaw changes to the municipal council.

The board consists of five members, all appointed by the
mayor and approved by the council: two tenants, two land-

9 Dake, Lauren. 2019. “Rent Control Is Not the Law in Oregon.” Oregon Public Broadcasting, February 28. www.opb.org/news/article/oregon-rent-control-

law-signed/.

10 Stribling, Dees. 2019. “No Evidence Yet of Impact from Oregon Rent Control Law.” Bisnow National, December 4. www.bisnow.com/national/news/multi-

family/no-evidence-yet-of-impact-by-oregon-rent-control-law-102074.

11 City of Newark Office of Economic and Housing Development: Office of Rent Control. www.newarknj.gov/departments/rentcontrol.

12 ibid.
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lords, and one member who is a homeowner and neither a
tenant nor landlord. Members serve 2-year terms and are
paid an annual stipend of up to $3,500 dependent on how
many meetings they attend throughout the year. The primary
petitions that the board hears are related to individualized
increases—tax surcharges, capital improvements, and hard-
ship increases. Both tenants and landlords have the option
to appeal any decision of the rent control board to the Law
Division of the Superior Court within 45 days of a judgment
being issued.

ADJUSTMENTS TO THE PROGRAM

The program has undergone reforms in recent years as both
tenant groups and real estate groups have tried to influence
the ordinance. In 2014, a number of changes were made. The
first, mentioned above, reformed the annual rent cap from a
5% cap for buildings of less than 50 units and 4% for buildings
of 50 or more units to an annual cap tied to the CPI.22

The new ordinance also initiated an ongoing debate in the city
regarding the renovation of rental units. Until 2014, landlords
were able to increase rents by up to 25% if they could prove
they spent $100 or more per room to renovate the unit. With
the purpose of restricting rent increases related to minor
improvements, the 2014 ordinance increased the threshold
to $5,000 per room and decreased the cap to 20%. After
backlash from landlords, the council took up the issue again
in 2017. The city kept the increase at 20% but changed the
formula used to calculate the amount spent to qualify for
the increase. The 2017 ordinance allowed a 20% increase if a
landlord spent an equivalent amount to 8 months of rent. Pre-
viously, a $1,000/month unit was required to receive $15,000
in renovation to receive a $200 increase in rent. Under the
new ordinance, the same unit only required $8,000 in reno-
vation (8 months multiplied by $1,000 rent).*® However, just a
few months later tenants successfully pressured the council
to dial back the new ordinance. The most recent update now
requires landlords to spend an equivalent to 12 months of
rent, and the allowed increase was lowered to 10%.%®

In recent years the city has increased efforts at unit registra-
tion and compliance. Historically, less than half of the eligible
rental units have been registered. In 2018, only 584 prop-
erties were registered. However, the city conducted a pilot
program in 2019 to increase enforcement. Over 7,900 letters
were mailed to landlords notifying them of their obligation to
register their units. The city reported a 454% increase in reg-
istered properties, a total of 2,885.Y Additionally, increased
enforcement led to a total over $65,000 in rebates being is-
sued to tenants who were overcharged rent, an increase of
323% from 2018.8
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Sacramento, California
THE ORDINANCE

The city council adopted the Sacramento Tenant Protection
Act on August 13, 2019, establishing the Tenant Protection Pro-
gram. Under the program, rent increases are capped at 5% plus
the percentage of the annual increase of the California Con-
sumer Price Index for All Urban Consumers for All Iltems, with
a maximum total increase of 10%.* To legally increase rent, a
landlord is also required to provide written notice to the tenant.
The ordinance also establishes eviction protections for tenants.
After a tenant has occupied a unit pursuant to a lease for 12

13 Nix, Naomi. 2014. “Newark City Council Passes New Rent Control Ordinance.” NJ.com, May 21. www.nj.com/essex/2014/05/newark_city council votes

on_rent control ordinance.html.

14 ibid.

15 Vi, Karen. 2017. “New Rule ‘Deconstruction of Rent Control’ in Newark, Advocates Say.” NJ.com, March 8. www.nj.com/essex/2017/03/newark_rent_con-

trol_ordinance.html.

16 Rouse, Karen. 2017. “Newark Tenants Try to Tighten Rent Control as Downtown Booms.” New York Public Radio, WNYC, August 2. www.wnyc.org/story/

newark-tenants-turn-voters-control-rising-rents/.

17 Office of Mayor Ras J. Baraka. “Press Release: Mayor Baraka Says Rent Control Registration by Landlords at All-Time High,” November 20, 2020. www.
newarknj.gov/news/mayor-baraka-says-rent-control-registration-by-landlords-at-an-all-time-high.

18 Barker, Cyril Josh. 2020. “Newark Steps up Rent Control Enforcement in Response to Growing Demand for Housing.” New York Amsterdam News, Febru-
ary 13. http://amsterdamnews.com/news/2020/feb/13/newark-steps-rent-control-enforcement-response-gro/.

19 Sacramento City Code Chapter 5.156: Tenant Protection.
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months, they are entitled to a renewal of lease unless at least
one of the following conditions apply:

Failure to pay rent

Breach of rental agreement

Criminal and nuisance activity

Failure to give access

The unit requires necessary and substantial repairs,

The owner or an immediate family member plans to use the
unit as a primary residence for at least 12 months

e \Withdrawal of the unit from the rental market

Advocates have raised concerns about the 1-year period in
which no-cause evictions are still legal, fearing that landlords
will use the period to displace tenants.?’ Instead, they pre-
ferred the eviction protections to immediately go into effect
when a lease is signed. Another option was presented by a city
council member Katie Valenzuela, which would reduce the pe-
riod from 1 year to 3 months.?!

Like all local rent stabilization programs in California, the Tenant
Protection Program is subject to the Costa-Hawkins Act, which
exempts all units constructed after 1995 and single-family
homes. Additionally, under Costa-Hawkins vacancy decontrol
is mandatory. Other exempted units are:

Short-term rentals (less than 30 days)

Rental units in institutional care facilities

Units owned, operated, or subsidized by a government entity

Units where the tenant shares a kitchen or bathroom with
the property owner

e Units that the landlord or an immediate relative of the land-
lord use as their primary residence

In total, 42,000 units across 8,100 parcels in the city are subject
to the Tenant Protection Program.

IMPLEMENTATION

The details of the program itself are dictated by the ordi-
nance, but the administrative and operational procedures of
the new program were not immediately designed. Instead the
city manager was tasked with “adopt[ing] administrative pro-
cedures to implement the provisions of this chapter, including,
but not limited to, preparing a rental housing registry in con-
junction with the Rental Housing Inspection Code.”?? The
program is organizationally situated in the Business Compli-
ance Unit of the Community Development Department. On

20 Interview with Sacramento Tenant Organizer, February 19, 2021.

21 Sacramento City Council Meeting, January 5, 2021.

September 24, 2019, the city council approved the Tenant
Protection Program’s operating and revenue budget, includ-
ing 3.0 FTE employees—2.0 Customer Service Specialists and
1.0 Program Specialist.?> However, tenant advocates have
raised concerns with the size and structure of the program.
First, there is skepticism that three FTE positions will be able
to handle the volume of requests from tenants and landlords.
Second, tenant advocates preferred an independent elected
rent board, such as those that exist in other cities, with the
power to make binding decisions.

Like local governments across the country, city staff in Sac-
ramento shifted their focus to COVID-19 response in 2020.
Because of this, the construction of administrative procedures
is still taking place. According to a timeline provided by the
city, staff resumed program development and implementation
in September of 2020 and planned to carry out that process
through the end of 2020. This process has included the devel-
opment of a rental registry of all properties covered by the
Tenant Protection Program. Additionally, staff set the program
fee at a yearly rate of $20 per rental unit.

As of February 2021, administrative and operational practices
for the Tenant Protection Program have not been implement-
ed. However, according to the timeline set by the city, the first
round of registration of units will occur in early 2021. At the
end of January, the city began their initial outreach to landlords,
notifying them of the requirement to register their rental units
and sending billing notices. Additionally, the city began out-
reach to tenants to notify them of their rights under the Tenant
Protection Program. From mid-January to March, registration
forms will be mailed to the 8,100 parcels covered by the pro-
gram, and invoices for registration fees will be sent from April
2021 to May 2021.

In the first full calendar year of the program, concerns have
emerged from tenants and advocates about the effectiveness
of the city’s outreach and educational efforts. During a Janu-
ary 5™ city council meeting, several residents testified during
the public comment period to several instances of landlords
ignoring the city ordinance governing the Tenant Protection
Program. Additionally, several mentioned receiving incorrect
information from city staff regarding the program.

According to city staff, no formal administrative hearings have
occurred under the program yet, but they eventually will be
overseen by an appointed “hearing examiner.”?> The examin-
er will be responsible for hearing and adjudicating complaints,

22 Sacramento Tenant Protection Program Website: www.cityofsacramento.org/Community-Development/Code-Compliance/Tenant-Protection-Program.

23 Sacramento City Council Meeting, January 5, 2021.
24 Interview with Sacramento Tenant Organizer, February 19, 2021.

25 Sacramento City Council Meeting, January 5, 2021.
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appeals, and petitions. However, staff noted that the city attor-
ney’s office had issued several letters to landlords in violation
of the Tenant Protection Program, resulting in the rescinding of
unlawful rent increases or evictions.

Impact of Rent Regulations
Affordability and Housing Costs

Empirical research indicates that rent regulations have been
effective at achieving two of their primary goals: maintaining
below-market rent levels and moderating price appreciation
(Autor et al., 2014; Early, 2000; Heskin et al., 2000; Sims, 2007;
Clark and Heskin, 1982; Levine et al., 1990). However, there is
disagreement regarding the size of the impact. Outcomes in in-
dividual cities are dependent on the unique features of not only
the rent regulations themselves but also the characteristics of
the local housing market. Generally, places with stronger rent
control programs, such as Berkeley and Santa Monica, have
had more success preventing large price appreciation than
weaker programs, such as those in cities across New Jersey.

A study from California analyzed the impact of vacancy con-
trol policies on median rent levels. Prior to the Costa-Hawkins
Act of 1995, which phased out all vacancy controls in the state,
the cities of Berkeley, East Palo Alto, Santa Monica, West Hol-
lywood, and Cotati had policies that restricted the ability of
landlords to raise rents when a unit became vacant. The study
found that vacancy controls had been effective in keeping
rents lower. Cities with controls on average had lower rent lev-
els than cities with vacancy decontrol or no rent control at all
(Heskin et al., 2000).

Similarly, in Santa Monica, a study found that the city’s pro-
gram was effective in preventing large increases in rent (Levine
et al.,, 1990). The authors constructed a hypothetical timeline
of rental increase in the city from 1979-1980 to 1987 based on
the CPI, providing a baseline comparison for rents in the city
before and after regulations were implemented. They found
that the average difference between the expected and actual
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rents was $159 per month. Schulman (1980) found similar re-
sults analyzing Santa Monica.

Under the stronger rent control program that existed in
Berkeley before 1995, rents increased at a lower rate than
the rental component of the Bay Area’s CPl. While that com-
ponent increased by 106% from 1980 to 1990, the total rent
increases of rental units in Berkeley increased by only 54%.
Further, the loss of low-income rental units was half that of
the total Bay Area. However, Berkeley still lost a significant
portion of its low-income housing during this time, pointing
to the need for further policies to complement any rental reg-
ulations (Barton, 1998).

The experience of Los Angeles in the 1980s illustrates how dif-
ferences in the details of rent control programs can produce
varied results. The initial program enacted in 1979 was fairly
moderate, guaranteeing a yearly increase of 7%. In a 1984 re-
port the city found that while regulations were successful in
stabilizing rents and giving more stability to tenants, rents in
controlled apartments rose at approximately the same rate as
noncontrolled areas outside Los Angeles. This was most likely
due to the combined effect of the relatively high permissible
increases and vacancy decontrol (Teitz, 1998). In 1985 the city
adjusted the increase mechanism to a system based upon the
annual CPI increase—with a guaranteed minimum increase
of 3% and a maximum of 8%. The change led to an estimated
net benefit increase of 29% for tenants—approximately $138
million in 1987. The shift to the CPl-based system was a major
factor in the increased benefits, holding rent increases signifi-
cantly below prior levels.

There is evidence that the end of rent control in Cambridge, Mas-
sachusetts, led to large rent increases for decontrolled units. A
survey from the city in 1998 found that nominal rents for ten-
ants in formerly controlled units had risen 40% between 1994
and 1997 (Autor et al.,, 2014). Prior to the program’s termina-
tion, rent-controlled units were valued at a 45% to 50% discount
compared to never-controlled units. After the termination of
the program, those properties’ values rose 18% to 25% rela-
tive to never-controlled properties with similar characteristics.
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Overall, the end of rent control accounted for $2.0 billion of $7.7
billion in property appreciation from 1994 to 2004. Sims (2007)
found that after the termination of rent controls, rent increased
approximately $84 per month, leading to a wealth transfer of
$17 million per month from tenants to landlords.

In Washington, DC, rent regulations likely had a significant im-
pact on moderating rent increases (Turner, 1998). The Urban
Institute estimated that monthly rents likely would have been
anywhere from $50 to $200 higher in 1987 absent controls, with
the best estimate ranging from $95 to $100 in monthly rent.

However, some studies have found that rent control did not sig-
nificantly curb rising rents. A study of rent control jurisdiction
in New Jersey did not find a significant reduction in controlled
rents relative to the uncontrolled stock (Ambrosius et al., 2015).
While they found that rents in uncontrolled cities were higher
than in controlled cities, the results were not statistically sig-
nificant. Gilderbloom and Ye (2007) also found that rents in rent
regulated cities in New Jersey were only slightly lower than in cit-
ies without rent control. Multiple authors argue that programs
in New Jersey have failed to provide significant relief to tenants
because of their moderate nature, primarily only preventing ex-
orbitant rent increases (Ambrosius et al., 2015; Appelbaum and
Gilderbloom, 1990; Gilderbloom and Ye, 2007). Gilderbloom
and Ye (2007) go so far as to call the programs in New Jersey
“symbolic rather than distributional reform.” While the research
indicates that moderate rent control is associated with less sig-
nificant impacts on rents, these programs are able to protect
tenants from extreme rent increases and price gouging.

Finally, some have argued that by reducing the supply of hous-
ing, rent regulations actually cause rents to increase. Diamond
et al. (2019) found in their study of San Francisco evidence
that a 1994 rent control expansion in the city increased overall
rents by 5.1%. They find that the higher rents are due to the
overall reduction in housing supply, which they calculate to be
a 6% reduction in total rental supply. Further, they found that
the landlord response to the 1994 expansion of rent controls
was to remove up to 15% of total units from the rental supply.
This happened through owners moving into their properties or
demolishing them and constructing new buildings that would
then be exempt from regulations.

However, despite overall increases in the cost of rent in San
Francisco, tenants in rent-controlled apartments significantly
benefited from rent control laws. Rent control provided an av-
erage benefit between $2,300 and $6,600 each year from 1995
to 2012, for a total of $214 annually and $2.9 billion in aggregate
(Diamond et al., 2019). On the other side, rent control created a
cost of $2.9 billion, with an incidence of 58% to current tenants
and 42% to future tenants. The authors conclude that the costs
of rent control essentially counteracted the benefits. However,
the study does not account for renters who moved into newly
controlled apartments following the expansion of the law in 1994
and might understate the aggregate tenant benefits.

Many studies document the negative impacts of vacancy
decontrol on preventing rent increases. In his study of San
Francisco, Goetz (1995) found that advertised rents continu-
ously increased prior to and following the adoption of rent
control in 1979. The city’s vacancy decontrol allowed a steady
increase in advertised rents and, in fact, led to an accelerated
rate of increase after adoption of the policy. Appelbaum and
Gilderbloom (1990) cite several studies in their literature re-
view that show rents in decontrolled units rising at a faster
rate than units that were not decontrolled. In Los Angeles dur-
ing the 1980s, rents for decontrolled units were “substantially
higher” for decontrolled units, with an average rent that was
29% higher than nondecontrolled units.

Impact on Controlled
and Noncontrolled Stock

Diamond et al. (2019) found that the San Francisco program
drove rents upward in both the controlled and noncontrolled
stock, in an aggregate amount that matched the savings it
produced for tenants in controlled units. Fallis and Smith
(1984) created a model that compared predicted rents to
actual rents in Los Angeles 2 years after the implementa-
tion of its rent stabilization ordinance. They found that while
the expected increase in rents during the 2 years was 23.9%,
rent-stabilized units only increased by 13.7%. However, non-
stabilized units increased at a rate higher than the expected
increase in absence of controls. In the absence of rent con-
trols, uncontrolled rents were forecasted to increase by
23.9%. However, uncontrolled rents increased by 46.2% in
the 2-year period.

Evidence from other locations, however, indicates that rents
were reduced for all rental units, whether or not they were
controlled (Autor et al.,, 2014; Sims, 2007, Gyourko and
Linneman, 1989). Further, there is evidence that the end of
rent control in Massachusetts led to an increase in assessed
value for both decontrolled and never-controlled units in
Cambridge (Autor et al.,, 2014). They estimate that approxi-
mately half of the $1.7-billion increase in assessed property
value for units decontrolled following the Massachusetts rent
control ban was due to the effects of rent decontrol. Fur-
thermore, the removal of rent control impacted rental units
that were never subject to regulations. The authors estimate
that 13%, or approximately $1.1 billion, of the property value
increase for never-controlled units was due to the indirect ef-
fects of ending rent control. These increases are due to both
direct and indirect effects. First, following the end of rent con-
trol landlords were able to charge market rents. The indirect
effects consider the mechanisms that properties increase in
value due to changes in neighborhood desirability—landlords
renovate and modernize their units, new higher-income ten-
ants who value these amenities move into the neighborhood,
moving into higher rent never-controlled properties (Autor et
al., 2014).
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Housing Stability/Tenure Length

There is widespread agreement in the empirical literature that
rent regulation increases housing stability for tenants who live
in regulated units (Ambrosius et al., 2015; Diamond et al., 2019;
Glaeser and Luttmer, 2003; Gyourko and Linneman, 1989; He-
skin et al., 2000; Sims, 2007; Levine et al., 1990). Some of the
economic literature treats lengthened housing tenure as a
market distortion, evidence that renters are being forced to
stay in housing that they would not prefer under a perfectly
competitive market (Gyourko and Linneman, 1989). Others
note the impact lengthened tenure has on a landlord’s ability
to realize the full market potential of their properties (Basu and
Emerson, 2000). They argue that when rents can be returned
to market levels upon vacancy, landlords prefer short-staying
tenants. However, a tenant’s type is not known to the landlord,
leading to asymmetric information between the two parties.

However, housing research overwhelmingly stresses the im-
portance of housing stability for economic well-being and
physical, emotional, and mental health (Harkness and Newman,
2005; Smith et al., 2003; Welch and Lewis, 1998; Guzman et
al., 2005; Bartlett, 1997). Housing stability has been associated
with greater educational achievement among children (Scan-
lon and Devine, 2001; Kerbow, 1996; Brennan, 2011; Newman
and Holupka, 2014).

...housing research overwhelmingly stresses the
importance of housing stability for economic well-
being and physical, emotional, and mental health.
Housing stability has been associated with greater
educational achievement among children.

Diamond et al. (2019) found that in San Francisco, tenants in rent-
controlled apartments were significantly more likely (10%—20%)
tobe able to stay in their homes relative to those in noncontrolled
housing. The effects were particularly prevalent for older house-
holds. However, they also found that the effect of the program
was less for neighborhoods with greater turnover and more rap-
idly rising rents. They hypothesize that several features of the San
Francisco program interfere with tenant stability in some neigh-
borhoods. These features are (1) no-fault evictions if the landlord
is planning to move into the property themselves, (2) the Ellis Act
provision that allows landlords to evict tenants if they plan to tear
down a property or convert it into a condo, and (3) the ability of
landlords and tenants to negotiate cash payment from landlords
to tenants in exchange for the tenants’ early move-out.

Research in Santa Monica found that the city’s program was
successful in increasing the tenure length of renters (Levine
et al., 1990). Comparing survey data from before the program
was adopted in 1979 and in 1987, they found that the average
tenant stayed in their unit 2.3 years longer after the program
than before.
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Sims (2007) found that the end of rent control in Massachu-
setts cities was negatively correlated with the length of time
a renter stayed in a unit. The elimination of rent control in the
1990s was associated with a decrease in tenure of 1.84 years, a
30% reduction from the mean of 6 years.

A study of four California cities also points to increased hous-
ing stability due to the presence of vacancy controls (Heskin et
al., 2000). The authors found that tenant turnover was about
10.1% lower from 1985 to 1990 in cities with controls than
those without. They also found that cities with vacancy con-
trols became more diverse in the time period studied, with
specific increases in the percentage of Latinx residents in block
groups with vacancy controls.

Barton (2011) found that in 1990, 33% of Berkeley tenants had
been in the same unit for 6 or more years—an increase from
20% in 1980. Similarly, the percent of tenants who had been in
place for less than 15 months fell from 44% in 1980 to 31% in
1990. While factors apart from rent control could impact the
changes in duration of tenancy, Berkeley’s experience is con-
sistent with the proposition that rent control programs help
create stability for tenants.

While Gyourko and Linneman (1989) found that rent control
is not an effective redistributional tool for tenants, their find-
ings show that it is an effective mechanism to provide housing
stability. Their analysis is furthered by a study of New York City
rent control in 1968, which found that 80% of the difference in
expected length of tenure between tenants in rent-controlled
and non-rent-controlled apartments is due to the policy itself
(Ault et al., 1992). However, both studies view reduced tenant
mobility as a negative consequence, arguing that rent con-
trol creates inefficiencies in the housing market by artificially
prolonging tenure length and reducing tenant mobility. Ana-
lyzing gentrification in New York, Freeman and Braconi (2004)
found that while living in rent-stabilized housing did not sig-
nificantly decrease the odds of a poor household moving from
their dwelling, non-college-educated household heads were
significantly more likely to stay in their unit if they lived in rent-
stabilized housing.
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Also related to tenant stability, rent
regulations provide transparency and
predictability to the rent increases that
tenants face. Without rental regulations,
tenants likely do not know in advance if,
and by how much, their rent will be in-
creased, creating uncertainty in a renter’s
budgeting. As Gilderbloom and Ye (2007)
point out, rent control provides tenants
with a baseline understanding of how
their rent will be changed year to year,
facilitating a greater level of budget plan-
ning that can increase residential stability.

Housing Construction

Many economists have theorized that rent
control or stabilization will significantly
dampen housing production. According
to this view, developers are discouraged
from building new units because rent reg-
ulations hinder the profitability of new
units (Appelbaum and Gilderbloom, 1990;
Sturtevant, 2018). Thus, new housing de-
velopment may shift to a different, nearby
city or simply not occur at all. However,
little empirical evidence shows that rent
control policies negatively impact new
construction (Gilderbloom and Ye, 2007,
Turner, 1998; Sims, 2007; Arnott, 1995;
Goetz, 1995; Appelbaum and Gilderbloom,
1990). Construction is more dependent on
localized economic cycles and other fac-
tors, especially in moderate programs that
allow for various exemptions. Additionally,
most jurisdictions with rent stabilization
specifically exclude new construction
from controls, either in perpetuity or for
a set period of time. Nevertheless, some
economists have argued that even with
exemptions, new construction will de-
crease if there is uncertainty about future
market conditions (Sturtevant, 2018).

Studying the end of rent control in Bos-
ton, Brookline, and Cambridge, Sims
(2007) found that the end of rent con-
trol had no statistically significant impact
in the short term on the construction
of new housing. Similarly, Gilderbloom
and Ye (2007) compared municipalities
in New Jersey that had rent control to
those without and found no statistically
significant difference in construction ac-
tivity during the period studied.

Conversions, Teardowns,
and Owner Move-ins

While there is little evidence that rent
control has a negative impact on the
construction of new housing, empirical re-
search is clearer that rent regulations can
incentivize property owners to withdraw
rental units from the market through con-
dominium conversions, owner move-ins,
or teardowns (Barton, 1998; Diamond
et al, 2019; Sims, 2007, Gyourko and
Linneman, 1989; Olsen, 1991).

Most notably, a 2018 study from San
Francisco found that the 1994 expansion
of rent control laws created significant
incentives for landlords to remove their
properties from the market (Diamond
et al., 2019). The authors found a 15%
total reduction in rental units available
because of a combination of owners
moving into their properties, tearing
down and reconstructing properties, sig-
nificantly renovating them, or converting
them into condominiums. The significant
property investment led to a decrease
in rental units available and in the num-
ber of renters per building. Also looking
at San Francisco, Asquith (2019) found
that the housing market poorly absorbed
demand shocks. Landlords, unable to re-
alize large price gains from the surge in
demand, are more likely to withdraw
some or all of their units from the mar-
ket under San Francisco’s owner move-in
provision or Ellis Act evictions.

Sims (2007) also found evidence that
rent control may have incentivized prop-
erty owners to convert their units to
owner-occupied. Following the end of
rent control, units in decontrolled areas
were approximately 7 percentage points
more likely to be converted to a rental
or condominium than in areas that never
had rent-controlled units.

The removal of rent-controlled units
from the market could be a result of a
combination of vacancy decontrol and
the exemption of new construction that
pushes landlords to utilize these avenues
to maximize profits from their properties.
This has led many to recommend addi-
tional regulations to protect the existing

stock against conversion, preventing
property owners from easily being able
to withdraw their units from the rental
market (Baar, 1983; Arnott, 1995). Where
conversion is easy, rent stabilization can
lead to the loss of units. Rosen (2018), for
example, argues that the increase from
109,000 cooperative units in 1974 to
255,000in 1999 in New York City was due
to the ease with which property owners
could sell off their rental properties and
convert them into cooperative housing.

Maintenance and Capital
Improvements

Economic theory suggests that main-
tenance will decrease as a result of rent
regulations. Housing quality is theorized
as a function of the landlord’s ability to
earn revenue on their properties at mar-
ket-rate rents. When rent increases are
capped, landlords will respond by low-
ering their operating costs and reducing
maintenance. However, others have ar-
gued that the impact is theoretically
ambiguous (Olsen, 1988; Kutty, 1996;
Moon and Stotsky, 1993; Frankena, 1975).
Additionally, Arnott and Shevyakhova
(2014) notes that maintenance failure is
an issue in all long-term rental contracts
where the owner is responsible for main-
tenance, regardless of whether or not the
unit is subject to rent regulations.

Olsen (1988, p. 295) states that “the ef-
fects of rent control on maintenance of
the controlled stock are based on incredi-
bly simple models of housing markets and
rent control ordinances and on casual em-
piricism.” However, all contemporary rent
control programs allow for yearly rent
increases and many programs reward
landlords for maintenance and capital
improvement. For example, some only
approve rent increases if a unit is in com-
pliance with building codes, and others
grant larger rent increases to cover costs
for significant maintenance projects.

Kutty (1996) finds that the impact of
rent control on housing maintenance
is largely dependent on the features of
the program itself. Programs with fea-
tures allowing for responses to changes
in the quality of housing services, either
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incentives or penalties, largely prevent
declines in maintenance. Olsen (1988)
presents a theoretical model that, in fact,
shows apartments could be better main-
tained under rent control if the rewards
for maintenance and penalties for down-
grading are large enough.

Programs with features allow-
ing for responses to changes
in the quality of housing
services, either incentives or
penalties, largely prevent
declines in maintenance.

Gyourko and Linneman (1989) found that
a higher percentage of controlled units
in New York City were classified as “dete-
riorating” or “dilapidated” compared to
uncontrolled units. Importantly, however,
their study only considers New York City’s
rent-controlled units, which are subject to
hard caps and significantly older, having
been built prior to 1947. As a result, they
make no causal claim between housing
quality and the presence of rent control
because of the possibility that structural
differences between the controlled stock
and uncontrolled stock are unrelated to
the effects of rent control.

One study of Massachusetts cities found
that while there was no evidence that rent
control was associated with major mainte-
nance problems—plumbing, heating, and
electrical failures—it was associated with
“chronic aesthetic problems” (Sims, 2007).
These include peeling paint, holes in the
wall, and loose railings. Using plumbing
deficiencies as a proxy for housing main-
tenance, Gilderbloom and Ye (2007) found
that rent control in New Jersey cities had
no significant impact on housing quality
outcomes. In Los Angeles, a city-conduct-
ed study found that while housing quality
did decrease in rent-controlled units, the
decline was modest and occurred at a
slower rate than in surrounding noncon-
trolled cities (Teitz, 1998).

In Washington, DC, a study found that
about one in five rental units in the dis-
trict were physically deficient (Turner,
1998). Absent rent controls, landlords’
revenues would have increased 33%,
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and many reported they would in-
vest increased revenues into deferred
maintenance. However, the number of
buildings that were physically deterio-
rated decreased overall in the decade
following the adoption of rent control,
making it difficult to draw any conclusion
about the impact of regulations on main-
tenance. Furthermore, 80% of tenants in
rent-controlled buildings believed that
maintenance was good or better than it
would be without regulations.

Distribution of Benefits

The question of who benefits is impor-
tant in evaluating the effectiveness of
rent regulations. Some have argued that
the benefits of rent regulations are un-
evenly distributed and poorly targeted
(Glaeser and Luttmer, 2003; Olsen, 1991;
Gyourko and Linneman, 1989; Grebler,
1952). Glaeser and Luttmer (2003) argue,
for example, that not only does restrict-
ing rents decrease the number of units
available, but it also leads to an ineffi-
cient allocation of housing. Rental units
become available to a greater number of
potential renters, who value a rental unit
at a lower level than other renters. Be-
cause there is no sorting mechanism, the
units are randomly distributed to pro-
spective renters, causing a misallocation.

Grebler (1952) argued that landlords
would engage in highly selective behavior
of more affluent tenants. While limited in
raising rents, they will protect their inter-
ests by only renting to more economically
stable tenants. Others concluded that be-
cause wealthier households spend more
money on housing, a percentage re-
duction in their rent will create more
benefit for them than it would for a poor-
er household (Olsen, 1991).

The empirical evidence on this subject,
however, is mixed. Sims (2007) finds that
rent control in Massachusetts did not ad-
equately serve the populations targeted
by the program, predominantly low-in-
come and BIPOC renters. Of renters in
controlled units, only 26% were in the
bottom quintile of the household income
distribution, and while Latinx and Black
residents were 25% of the related cities’

populations, they were only 12% of the
population in rent-controlled units.

Gyourko and Linneman (1989) found
New York City’s rent control program
to be poorly targeted. While many poor
families received benefits, so too did
many higher-income families. Many
low-income families benefited from
rent controls, other equally poor fam-
ilies received no benefits. Although
Black renters received less benefit from
occupying a rent-controlled apartment
than their white counterparts, they
were more likely to reside in a rent-con-
trolled apartment. Turner (1998) also
found the distribution of benefits in
Washington, DC, unevenly distributed.
One quarter of DC renters paid rents
as high, or higher, than market-rate lev-
els in 1987. Of those who paid less than
market level, one-third paid within $100
less than market level, another third
between $100 and $200 less, and the
final third more than $200 below mar-
ket levels. The most likely beneficiaries
were those who stayed in their units for
a prolonged period of time. This is not
surprising, given the bonuses available
to landlords when a unit became vacant.
Low-income households moved more
frequently and thus rented apartments
that had returned to market-level rents
through vacancy bonus increases.

On the other hand, several studies have
shown programs to be well target-
ed. Clark and Heskin (1982) found that
low-income, Black, and Latinx tenants
overwhelmingly benefited from rent con-
trol programs in Los Angeles. The city of
Los Angeles completed its own studies in
both 1984 and 1988 and found that while
older white renters benefited the most,
there were positive benefits across the
board for all renters (Teitz, 1998). Similar-
ly, Gilderbloom and Ye (2007) found that
Black residents and low-income residents
of New Jersey cities were more likely to
live in rent-controlled housing. Barton
(1998) provides survey data showing low-
income and nonstudent tenants as the
largest share of residents in Berkeley’s
rent-controlled housing.
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PART 2: THE MINNEAPOLIS RENTAL MARKET

In this section we report on the existing rental housing stock in the city of Minneapolis. We focus on the
characteristics of rental housing in the city, including size, age, condition, cost, and location. To provide
the most updated and fine-grained information, and because no single data set has all of the necessary
information, we use several different sources in this section.?

Market Conditions in Minneapolis
Rental Housing Stock

Composition of the Rental Housing Stock

In 2020, according to the parcel database for Minneapolis, the
city had 208,653 housing units (see Figure 2.1). The largest per-
centage of these units (43.7%) were apartments in buildings
with four or more units. Another 11.1% of the units were in du-
plex and triplex buildings. Multi-family buildings thus account
for 54.8% of housing units in the city. The rest of the stock is
single-family housing, either detached (36.1%) or attached
(9.1%). Condominium units are included in the single-family at-  Figure 2.1: Minneapolis Housing Stock, 2020
tached category and make up the bulk of that category.

PROPERTY
For details of the rental housing stock in Minneapolis we pri- RAfdA UNITS % BUILDINGS %
marily rely upon the city’s rental licensing data.”” Figure 2.2 ' gjngle-Family 75,333 36.1 75,329 81.0
presents data on the tenure status of residential buildings and Detached
housing units in the city. According to the rental licensing data, ' sjngle-Family 18,914 9.1 3,181 3.4
there are just fewer than 20,000 rental buildings in the city and Attached
over 90,000 rental units.?® Single-family detached homes ac-  pyplex/Triplex 23,156 11 11,148 12.0

counF for 37.2% of residential .bU||d|r.1g.s V.Vlth rgntal licenses in Apartment (4 or 91112 437 3291 3
the city, and 7.9% of rental units. This is in all likelihood an un- pere Units)
dercount since compliance with rental licensing is likely to be

NA 138 0.1 41 0
lower among owners of single-family homes.
Total 208,653 92,990
Figure 2.2: Rental Housing StOCk, 2020 Source: City of Minneapolis parcel data.
PROPERTY TYPE BUILDINGS WITH RENTAL LICENSE % UNITS WITH RENTAL LICENSE %
Single-Family Detached 7,404 37.2 7,406 7.9
Single-Family Attached 716 3.6 3,218 34
Duplex/Triplex 8,701 43.8 18,174 19.5
Apartment (4 or More Units) 2,999 15.1 64,339 70.0
NA 33 0.2 113 0.1
Total 19,853 93,250

Source: City of Minneapolis Rental Licensing Data.

26 In the analyses to follow we rely upon the most recently available data to describe current conditions. Because we use multiple data sources, however,
the definition of “current” may change from one analysis to the next. All tables will identify dates and data sources.

27 There are 260 multi-family buildings with four or more units that do not have a rental license. Of these, 53 are tax exempt, but there is no clear indication
as to why these buildings have no rental licenses.

28 Some buildings are mixed-tenure buildings. These are counted among the category “buildings with rental license.”
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Small-building rentals, defined as rentals in buildings with
fewer than four units, make up 30% of the city’s rental units
but 85% of the city’s rental buildings. The prevalence of small-
building rentals varies by community area, however, as shown
in Figure 2.3.

In three of the city’s community areas with the largest number
of rental units—Central, University, and Calhoun-Isles—there
are relatively few small-building rentals. Just 11% of rent-
als in Central are in small buildings, 17% in University, and
23% in Calhoun-Isles. In contrast, in the Camden community
more than 80% of the rental units are located in small build-
ings. Near North, Nokomis, and Northeast communities also
all have a majority of their respective rental units located in
smaller buildings. The largest number of small-building rentals
are located in Powderhorn (5,730), Northeast (5,101), and Near
North (3,360). As noted in Part 1 of this study, some rent sta-
bilization programs exempt some or all small-building rentals.
Such an exemption in Minneapolis would have a definite spatial
pattern and impact.

One- and two-bedroom units are the most common rental
units in Minneapolis. Together they account for 70% of all rent-
als in the city. Thirteen percent of the rental stock is studio
apartments, and 17% of rental units have three or more bed-
rooms (see Figure 2.4).

The distribution of small units is also quite varied. Figure 2.5
divides the rental stock into studios and one bedrooms (small
units) and units with two or more bedrooms. This roughly di-
vides the Minneapolis rental stock into two equal parts. But
significant variation exists in the location of units by size. The
Central community rental stock is overwhelmingly studio and
one-bedroom units; larger units make up only 19.4% of rentals
in Central. Larger units are one-third (34.8%) of rentals in Cal-
houn-Isles and 39% of rentals in Longfellow. On the other end
of the spectrum, the rental stock in Camden is 72% larger units,
Near North is 69.5% two-bedroom units or larger, and South-
west is two-thirds large units.

Age of Rental Housing Stock

Figures 2.6 and 2.7 show the average age of buildings with rent-
al licenses in Minneapolis. Several patterns emerge. First, the
rental stock is old, an average of 94 years old. As Figure 2.6
shows, the oldest rentals, on average, are in duplex and triplex
buildings and in single-family detached dwellings. Condomini-
ums and townhouses are an average of 62 years old. Figure 2.7
shows the average age of rentals by community area.

The oldest rental stock is in the communities of Phillips, Pow-
derhorn, Northeast, Calhoun-Isles, and Near North. Each of
these community areas has an average age for rental units that
are above the citywide figure. Nokomis and Central have the
youngest rental stock on average.
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Figure 2.3: Small-Building Rentals by Community Area

COMMUNITY TOTALRENTAL

Calhoun-Isles
Camden
Central
Longfellow
Near North
Nokomis
Northeast
Phillips
Powderhorn
Southwest

University

13,125
3,266
14,273
5,137
6,152
2,766
7,753
5,653

13,544

6,118
15,463

N
2,967
2,680
1,604
1,963
3,360
1,948
5,101
1,715
5,730
3,056
2,679

%
22.6
82.1
11.2
38.2
54.6
70.4
65.8
30.3
42.3
50.0
17.3

SMALL-BUILDING* RENTALS

* One- to four-unit buildings.

Source: Rental Licensing Data.

Figure 2.4: Rental Housing Stock by # of Bedrooms

BEDROOMS
0 Bedroom

1 Bedroom

2 Bedrooms

3 Bedrooms

4 Bedrooms

5 or More Bedrooms

%
131
39.7
30.5
12.0

31
1.6

Source: 2019 One-year American Community Survey.

Figure 2.5: 2+ Bedroom Units by Community

COMMUNITY
Calhoun-Isles
Camden
Central
Longfellow
Near North
Nokomis
Northeast
Phillips
Powderhorn
Southwest
University

Total

% 2 BR+

34.8
72.0
19.4
39.1
69.5
57.8
57.7
43.6
44.4
66.0
57.3
45.5

Source: 2019 ACS.
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Figure 2.6: Average Building Age by Type Figure 2.7: Average Building Age by Community

Single-Family Detached 7,404 93.3 Calhoun-Isles 97.7
Single-Family Attached 716 62.2 Camden 89.9
Duplex/Triplex 8,701 101.8 Central 81.8
Apartment (5 or More Units) 2,999 81.1 Longfellow 92.2

NA 33 - Near North 95
Total 19,853 94.1 Nokomis 80.7
Source: City of Minneapolis parcel data. Northeast 100.4
Phillips 103.4

The following figures break down the rental stock by whether it

was constructed before or after 1980. More than 90% of rental Powderhorn 1005
units and 75% of buildings with rental licenses were built prior | Seuthwest 86.2
to 1980 (see Figure 2.8). Small-building rentals are the oldest University 90.5
in the city. AlImost 100% of duplex and triplex rental buildings Total 94.1

were built before 1980, and 95% of single-family detached
rentals are at least that old.

Source: City of Minneapolis parcel data.

Figure 2.8: Rental Housing Stock by Type by Age

BUILDINGS UNITS

PROPERTY TYPE TOTAL PRE-1980 % BUILT PRE-1980 TOTAL PRE-1980 % BUILT PRE-1980
Single-Family Detached 7,398 7,036 95.1 7,400 7,038 95.1
Single-Family Attached 715 418 58.5 3,218 1,662 51.6
Duplex/Triplex 8,698 8,526 98.0 18,168 17,785 97.9
Apartment (4 or More Units) 2,999 2,731 91.1 64,339 43,803 68.1

NA 33 28 - 113 88 -

Total 19,843 18,739 94.4 93,238 70,376 75.5

Source: City of Minneapolis Rental Licensing Data.

Figure 2.9 presents the same data by community area. Consistent with the previous tables, the data show that the youngest
rental housing stock in the Central community and University. In these two community areas almost all of the rental units have
been built since 1980.

Figure 2.9: Rental Housing Stock by Age by Community

BUILDINGS UNITS
PROPERTY TYPE TOTAL PRE-1980 % BUILT PRE-1980 TOTAL PRE-1980 % BUILT PRE-1980
Calhoun-Isles 1,721 1,646 95.6 13,122 10,018 76.3
Camden 2,266 2,182 96.3 3,266 3,043 93.2
Central 429 321 74.8 14,273 7,520 52.7
Longfellow 1,184 1,140 96.3 5,137 4,244 82.6
Near North 2,345 2,129 90.8 6,148 4,920 80.0
Nokomis 1,360 1,334 98.1 2,766 2,555 92.4
Northeast 2,810 2,680 95.4 7,750 6,380 82.3
Phillips 941 862 91.6 5,651 4,847 85.8
Powderhorn 3,167 3,060 96.6 13,544 12,712 93.9
Southwest 1,894 1,862 98.3 6,118 5,963 97.5
University 1,726 1,523 88.2 15,463 8,174 52.9
Total 19,843 18,739 94.4 93,238 70,376 75.5

Source: City of Minneapolis Rental Licensing Data.
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Ownership Characteristics

Most rental units in Minneapolis are owned by corporate (LLC)
entities. These groups operate more than 59,000 units—63%
of the rental stock in Minneapolis. One-third of rental units are
owned by individuals, and small percentages are owned by gov-
ernment and nonprofit organizations according to the rental
licensing dataset.?® Figure 2.10 shows the breakdown.

Corporate and LLC ownership is most prevalent in larger
apartment buildings. Two-thirds of these rental buildings
are owned by corporations and LLCs (see Figure 2.11). These
entities also have a large presence in the single-family and du-
plex/triplex market, owning one-third and one-fifth of those
types of rental buildings, respectively. Individuals own two-
thirds of single-family detached rentals and 79% of duplexes
and triplex buildings.

Anecdotal information and news accounts indicate that re-
mote investors, typically in the form of corporations and LLCs,
are increasing their presence in the local rental market, in
both apartment buildings and small-building rentals. Figure
2.12 breaks down the rental stock by the address of the own-
er. We look at whether the owner has a Minneapolis address,
an address in Minnesota but outside of Minneapolis, or an
address out of the state. Local Minneapolis ownership is most

Figure 2.10: Rental Units by Ownership Type

OWNER TYPE TOTAL UNITS % OF TOTAL
Corporate/LLC 59,058 63.3
Government 2,020 2.2
Individual/Other 31,216 33.5
Nonprofit 956 1.0
Total 93,250 100.0

Source: City of Minneapolis Rental Licensing Data.

common in duplexes and triplexes, where 15% are owned
locally. Most Minneapolis rental buildings list an ownership
address elsewhere in the state. Ownership by entities outside
the state is most common in single-family attached buildings
(47.9%), and more than 10% of single-family detached rental
buildings are owned by out-of-state entities.

Camden has the largest percentage of rental buildings owned
by out-of-state entities, followed by Powderhorn, South-
west, and Near North (see Figure 2.13). As a percentage of
a community area’s rental buildings, however, out-of-state
ownership is most common in Central (26.5%). More than
10% of rental buildings in Camden, Southwest, Nokomis, and
Longfellow are owned by out-of-state entities.

Figure 2.11: Ownership Characteristics of Residential Buildings

CORP/LLC NONPROFIT INDIV/OTHER
PROPERTY TYPE N % N % %
Single-Family Detached 2,477 335 15 0.2 28 0.4 4,884 66.0 7,404
Single-Family Attached 104 14.5 0 0.0 1 0.1 611 85.3 716
Duplex/Triplex 1,785 20.5 35 0.4 22 0.3 6,859 78.8 8,701
Apartment (4 or More Units) 2,031 67.7 23 0.8 44 1.5 901 30.0 2,054
NA 16 4 0 14 33
Total 6,413 32.3 77 0.4 95 0.5 13,268 66.8 19,853
Source: City of Minneapolis Rental Licensing Data.
Figure 2.12: Rental Buildings by Owner Location
MINNEAPOLIS MN NOT MINNEAPOLIS OUT OF STATE TOTAL
PROPERTY TYPE \ % N % N % N
Single-Family Detached 903 12.2 5,514 74.5 987 13.3 7,404
Single-Family Attached 44 6.1 329 45.9 343 479 716
Duplex/Triplex 1,345 15.5 6,949 79.9 407 47 8,701
Apartment (4 or More Units) 305 10.2 2,516 83.9 178 59 2,999
NA 7 - 25 1 - 33
Total 2,604 13.1 15,333 77.2 1,916 9.7 19,853

Source: City of Minneapolis Rental Licensing Data.

29 Owner type was classified using a keyword search on multiple fields in the parcel database, including owner name, taxpayer name, and rental license

applicant name.
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Figure 2.13: Rental Buildings by Owner Location and Community

% MINNEAPOLIS RENTAL

% COMMUNITY AREA
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COMMUNITY N OUT OF STATE OWNERSHIP WITH OUT OF STATE WITH OUT OF STATE
Calhoun-Isles 171 8.9 9.9
Camden 312 16.3 13.8
Central 114 5.9 26.5
Longfellow 121 6.3 10.2
Near North 207 10.8 8.8
Nokomis 153 8.0 11.2
Northeast 181 9.4 6.4
Phillips 48 2.5 5.1
Powderhorn 248 12.9 7.8
Southwest 229 11.9 12.1
University 132 6.9 7.6
Total 1,916 100 9.7
Source: City of Minneapolis Rental Licensing Data.
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Figure 2.14 Rental Inspections in Tier 2 and Tier 3 Buildings, by Community Area
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Source: City of Minneapolis, Inspection Services.

Rental Safety and Habitability

Our examination of current housing conditions in the Minne-
apolis rental market includes multiple measures of livability
found in various city databases relating to rental licenses, the
Public 311 database, and housing code violations found by
inspectors. One argument made by opponents of rent stabi-
lization measures is that they will have an unintended effect
on lower-quality housing much in need of repair, as limits
on rents will prevent landlords from making improvements.
Deferred maintenance could have a disparate impact on low-
income communities in Minneapolis or force renters to choose
between higher costs and worse living conditions, as the fol-
lowing analysis shows.

Rental Tiers

The city of Minneapolis utilizes a tiered system for inspection
of rental properties that ensures buildings in worse condition
(Tier 3) are inspected more frequently than those largely free
from housing code violations or complaints (Tier 1.) Closely tied
to the building’s physical condition, properties are scored pri-
marily on safety and quality-of-life variables, with active code
violations, nuisance violations, and condemnation letters also
taken into account. Tier 1 properties are only inspected every
8 years. These properties meet current building codes and have
incurred no violations in the last 2 years. Tier 2 properties are
inspected every 5 years, and Tier 3 buildings are those thought
to be in the worst condition, with the most code violations, and
are inspected annually. The data are provided as part of the rent-
al license database found on the city’s Open Data Portal, which
is updated weekly. The existence of a property ID in this data
set means the data can be combined with other information

(e.g., parcels) to show how value or ownership type (individual,
LLC, etc.) may be correlated with inspections tier.

Figure 2.14 shows each community’s percentage of rental units
that are Tier 2 or 3. Camden and Near North have the largest per-
centage of rentals in these categories, but significant numbers are
also found in Phillips, Calhoun-Isles (the Uptown area), and Uni-
versity. These communities make up the majority of low-income
areas found in the city, and as such, the neighborhoods with the
largest percentage of properties in need of improvements.

Tenant Complaints

Data found in the Public 311 database can also be used to high-
light areas of concern as these data contain tenant complaints
regarding housing conditions, safety, and livability. The data
are available in annual snapshots dating back to 2012 and in-
clude the geographic location of the complaint as well as the
complaint type. Similar to the code violation data, the over-
all trend in tenant complaints has decreased in most if not all
communities since the data were first made available.

The communities of Camden and Near North again have consis-
tently seen the highest percentage of rental units with a tenant
complaint, with rates two to three times higher than surround-
ing neighborhoods (see Figure 2.15). Tenant complaints are
another difficult data set to make sense of as there are a vari-
ety of reasons a tenant will or will not make a complaint. Fear of
retaliation in the form of eviction, rent increases, or even depor-
tation of individuals and households in questionable legal status
all have an impact on tenant complaints. However, looking in
their entirety, these data show patterns of substandard rentals
in particular communities across the city that closely align with
what’s seen in the code violations and rental inspections data.
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Figure 2.15: 311 Complaint by Community Area, 2012-2017
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Source: 311 Complaints City of Minneapolis, 311 Department.
Code Violations

Code violations have a direct impact on the rental inspections
tier data described in the previous section. One component is
the number of violations cited in previous years. Our analysis
considered code violations back to 2010.

The highest number of code violations occur in the Near North
community area, followed closely by Camden and Powderhorn.
These three communities typically have two to three times as
many violations as other community areas in the city. These
are also communities with a high number of rental units. Thus,
itisimportant to look at the rate of code violations. Figure 2.16

presents the code violations as a percentage of licensed rental
units in each community area.

The trend in code violations is down over the last decade, but
patterns of communities with higher numbers of violations per
licensed rental unit have remained relatively constant. The
rate of code violations is highest in Camden, Near North, and
Powderhorn. The communities of Camden and Near North
have experienced more than two violations per unit per year
for much of the decade, while neighborhoods like Uptown and
University, with large numbers of older buildings and younger
renters, have seen fewer violations. Only the Phillips commu-
nity has seen an increase in violations over the past few years.

Figure 2.16: Rate of Code Violations by Community Area, 2010-2019
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Source: Code Violations City of Minneapolis, Regulatory Services.
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The number of reported code violations is likely to be sensitive
to the rate of inspection and the implementation of the rental
tier system in which some properties are inspected more often
than others.

Potential Growth in Housing Market
Predicted Growth in Housing

An analysis of recent city assessor data as well as conversations
with Community Planning and Economic Development (CPED)
long-range planners was used to inform our efforts to predict
growth in the housing market both by geography and by the
type of housing constructed. While the Met Council estimates
that the city will add approximately 10,000 new housing units

by 2030, we can see from recent production that this may be
a conservative estimate. In the last 20 years the number of
housing units increased by roughly 25,000, with the majority
of these being multi-family rentals. Development during most
of this period has also been concentrated in three areas of the
city: the downtown central business district (CBD), the area
surrounding University of Minnesota, and the Calhoun-Isles
(Uptown) community. Looking at the trends in Figure 2.17 we
see the increase in new construction of multi-family housing
over the past two decades and an increase in the number of
units per building. From 2012 to 2017 the city saw a spike (with
the exception of 2015) in construction of larger apartment
buildings. That trend has declined since 2017.

Figure 2.18 shows that over the past decade a larger percent-
age of new multi-family buildings are being constructed outside

Figure 2.17: New Multi-Family Residential Construction, 2000-2019
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Source: New Multi-Family Construction, Percent New Units, Buildings by Community, Condos City of Minneapolis, Assessors Office.

Figure 2.18: Percent New Multi-Family Residential Buildings in CBD, Uptown, University Areas, 2010-2019
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Source: New Multi-Family Construction, Percent New Units, Buildings by Community, Condos City of Minneapolis, Assessors Office.
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Figure 2.19: Multi-Family Buildings by Community Area, 2012-2019
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Source: New Multi-Family Construction, Percent New Units, Buildings by Community, Condos City of Minneapolis, Assessors Office.

the three main areas of apartment construction—the CBD, Up-
town, and University—and are dispersing to other parts of the
city. This pattern confirms what we heard from CPED staff, that
much of the “low-hanging fruit” (e.g., vacant lots in high land
value areas) has been developed, leading housing developers
to seek opportunities elsewhere. This along with the 2040 de-
velopment plan, which allows higher densities along transit
corridors in neighborhoods that are currently primarily single-
family residential, leads us to assume that this dispersal pattern
will continue.

Figure 2.19 shows where multi-family housing has been built in
the city since 2012. We see that construction has especially in-
creased in the Powderhorn community area and in Northeast.
In fact, for the past decade, Powderhorn has replaced Calhoun-
Isles as the third most common location for new multi-family
buildings in the city. A smaller increase in the number of build-
ings built occurred in Near North in this time period.

While most rent stabilization ordinances exempt new con-
struction from rent increase limits, the effects of new
market-rate rentals have been shown to impact older prop-
erties in the surrounding neighborhood. Prior CURA research
(Damiano and Frenier, 2020) shows that new construction of
large multi-family buildings affects the bottom end of the
market, inducing rent increases in nearby buildings. As new
construction fans out to more parts of the city we could ex-
pect rents to rise in more places.

Another phenomenon since the start of the last housing bub-
ble (2006—2008) has been the shift from condo construction to
rentals among new units (see Figure 2.20). Condominium con-
struction peaked in 2006, but since that time apartments have
dominated multi-family housing construction.

Several factors have contributed to this shift. During the period
from 2000 to 2006 the easy availability of credit and mort-
gages (many of them subprime ARMs) led to a condominium
building boom and numerous conversions of existing apart-
ment units to condominiums. Following the housing crisis that
began in 2008, the tightening of credit and mortgage lending,
the growing wealth of younger professionals, changes in hous-
ing preference, and a Minnesota law regarding warranties on
condominium construction all led to a precipitous decline in
new condo units. A cycle of apartment building booms occurs
roughly every 15 years with the last 5 to 7 years in Minneapolis
certainly reflecting such a boom.*°

Rent Trends

Rent Trends, 2001-2019

The data for this analysis come from CoStar, a national real es-
tate analytics firm that tracks rents by sampling a consistent
set of buildings over time, while adding new buildings as they
are completed. CoStar focuses on larger apartment buildings of
five units or more. While this sampling method does limit our

30 https://streets.mn/2015/08/09/are-minnesotas-construction-defect-laws-causing-a-condo-shortage/.
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Figure 2.20: Condominium Construction, 2000-2019
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Source: New Multi-Family Construction, Percent New Units, Buildings by Community, Condos City of Minneapolis, Assessors Office.

Figure 2.21: Average Rent Growth by Bedroom, 2000-2020
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analysis somewhat, according to the city’s parcel data, close to
70% of rental units are in buildings with at least five units.

Figure 2.21 uses the aggregate data provided by CoStar and
details average rent increases by year and by bedroom for the
city of Minneapolis. The aggregate data cover the first quarter
of 2000 through the second quarter of 2020. The line in black
is the overall trend. Units by bedroom number are given in the
colored trend lines. The graph depicts the average year-over-
year change in rents. Two patterns are easily identifiable in the
graph, and they are the dip in rent increases seen during the
housing crisis and the decline in rents immediately prior to and
into the pandemic.
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In addition, we see that whereas all units tended to track to-
gether in the precrisis period and into the crisis, there is greater
variation by bedroom size since then. The lines diverge in 2010
and we see greater variation in rent increases by bedroom size
after that.

Figure 2.22 provides another look at rent increases in this time
period. This graph and those that follow utilize a customized
subset of the CoStar data compiled by CURA staff that consists
of building-level rent data for one- and two-bedroom units. For
this data set, the panel runs from first-quarter 2000 to fourth-
quarter 2018. These data are fairly representative as 70% of
rental units in the city are one- or two-bedroom units.
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Figure 2.22: Rent Growth, 2001-2019
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Source: CoStar.

This graph adds information about the spread of rent increas-
es each year. The bold black line is the median rent increase
each year. The shaded area shows the range of rent increases
each year, from the 10" percentile, the lowest rent increas-
es, to the 90™ percentile. We have chosen the 10" and 90
percentiles to illustrate the bottom and top of the market,
respectively, because to choose the absolute minimum and
maximum rent changes would have introduced extreme out-
liers into the analysis. The 10" and 90™ percentiles are more
stable proxies for the low and high ends of the market. Figure
2.22 shows that from 2001 through 2008, there was a narrow
band of rent increases. Beginning during the crash years and
then especially since the crash, there has been much greater
variance in rent increases.

Figures 2.23 and 2.24 quantify the average rent increases by
three time periods: 2000 to 2007 (precrash), 2008 to 2012
(during the crash), and 2013 through 2018 (postcrash). They
tell a consistent story of moderate rent increases prior to the
collapse of the housing market, stagnation of rents during
the crisis, and then larger increases during the recovery pe-
riod. The data also show a greater variance in rent increases
since the crash, with maximum rent increases averaging 9.4%
over that period (see Figure 2.23). We also see that older rent-
al buildings experienced higher average increases than newer
buildings since 2012.

Figure 2.25 shows the rate of rent increases annually for build-
ings constructed prior to 2000 and after 2000. It indicates
that the higher rent increases on average for older buildings
has occurred chiefly since 2015. The graph is essentially the
same when building age is divided between pre-1980 and
post-1980. We have chosen to illustrate pre- and post-2000
because, as indicated in Part 1 of this study, exemptions for

Figure 2.23: Rent Increases by Time Period, All Unit

TIME PERIOD AVERAGE MIN MAX
2000-2007 Precrash 2.0 -1.0 4.5
2008-2012 Crash 0.3 -2.8 1.8
2013-2018 Postcrash 2.7 -2.9 9.4
Total 1.8 -1.6 5.6

Source: CoStar.

Figure 2.24: Rent Increases by Time Period

by Building Age
TIME PERIOD PRE-1980 POST-1980
2000-2007 Precrash 2.0 1.9
2008-2012 Crash 0.3 0.3
2013-2018 Postcrash 3.1 1.9
Total 1.9 1.6

Source: CoStar.

new construction in rent stabilization programs are often es-
tablished for 15- or 20-year periods. In this case, pre- and
post-2000 provides a cut point that approximates a common
rent stabilization feature.

Figure 2.26 illustrates rent growth between 2001 and 2019 by
real estate class, which is a grading system developed by the
industry to classify properties by what part of the market they
cater to. Class A buildings are high-end buildings with ameni-
ties that cater to renters at the top of the market, while class B
and C buildings are usually older, with fewer amenities.

Again, we see these different market segments performing
as one during the precrash and crash years. Since the crash,
there is much greater variation in the marketplace, with class
A buildings recording lower rates of rent increase in recent
years than class B and C units.

A strong correlation exists between building age and qual-
ity rating. A full 98% of class C buildings were constructed
before 1980. Conversely 93% of class A buildings were con-
structed post-1980. We highlight this to show how both older
and lower-quality buildings have, on average, seen higher
rent growth in recent years. This is the housing stock that is
more likely to be occupied by lower-income renters.

CoStar breaks down its sample by building size and type, gen-
erally by number of floors (low-, mid-, and high-rise). They
also classify some buildings as “garden” apartments, which
are usually low-rise buildings that can be U-shaped with a
garden or green space in the middle. The patterns we see
in Figure 2.27 echo patterns that we have seen already.
Rents for all types of buildings tracked each other from 2000
through the end of the crisis in 2012. Since the crash, there is

35 PART 2: THE MINNEAPOLIS RENTAL MARKET | MINNEAPOLIS RENT STABILIZATION STUDY



Figure 2.25: Rent Increases by Building Age (Pre-2000 vs. Post-2000)
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Figure 2.26: Rent Growth by Real Estate Class
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Figure 2.27: Rent Growth by Building Type
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Figure 2.28: Rent Growth by Community Area

2013-2018

COMMUNITY  2000-2007 2008-2012 POST-

AREA PRECRASH CRASH CRASH TOTAL
Calhoun-Isles 2.0 0.3 2.7 1.8
Camden 1.9 0.2 1.6 1.3
Central 2.0 0.3 2.3 1.7
Longfellow 2.0 0.3 2.7 1.7
Near North 2.0 0.5 2.3 1.7
Nokomis 1.9 0.3 3.0 1.9
Northeast 1.9 0.4 2.5 1.7
Phillips 2.0 0.2 2.7 1.7
Powderhorn 2.0 0.3 31 1.9
Southwest 1.9 0.4 31 1.9
University 1.9 0.3 3.3 2.1
Total 2.0 0.3 2.7 1.8

Source: City of Minneapolis Rental Licensing Data.

Figures are average annual rent increases in percentages.

great variation in rent increases across building type. Rents
in hi-rise buildings, for example, have spiked higher and low-
er than for any other building. Garden apartment buildings
and low-rise buildings have seen the greatest rent growth
since the crash.

Rent changes since 2000 have not varied greatly by community
area. Figure 2.28 reports the average year-over-year rent in-
creases by community area, for the entire study period and for
the three subperiods (precrash, crash, and postcrash). Minor
differences occur across community areas prior to and during
the crash. Since 2013, however, there is more variation. We
see the largest average rent increases in the University, Pow-
derhorn, and Southwest community areas and the smallest
average rent growth in the Camden community.

As with the city as a whole, significant differences appear in
average rent growth between older (pre-1980) and newer
(post-1980) buildings across communities. Particularly post-
crash, older buildings in a majority of communities saw higher
average rent increases compared to newer buildings. Postcrash,
Calhoun-Isles has seen the highest average rate of rental infla-
tion. Central and Powderhorn also saw significantly higher rent
growth in their older rental stock since 2013. Phillips, Nokomis,
and University show the opposite trend, with newer housing
showing larger average rent increases postrecession.

Rent Trends in Small-Building Rentals

Given the large number of small rental properties in the city
(small-building rentals account for more than 30% of all rent-
als in Minneapolis), it is important to understand rental trends
in these units, too. The CoStar data cannot be used to provide
this information, however. In fact, we have no annual source of
rent trends for small-building rentals. The American Community
Survey (ACS) provides information on rents for small buildings,
but the sample size is small, and unlike the CoStar data that we
relied upon, the ACS data sample different units each year (i.e.,
it is not a panel database that tracks the same units each year).
This introduces a large amount of variation from year to year,
making estimates of actual change unreliable.

To get a sense of how small-building rentals performed over
this period of time, we conducted a statistical analysis to test
whether rent changes for small-building rentals were differ-
ent from the changes of larger building rentals. We controlled
for building type, building age, and number of bedrooms and
observed the trends over time for small-building and large-
building rentals. Rent changes for small-building rentals were
more volatile than the changes seen in larger buildings, but
for most years the differences across building size were not
statistically significant. We conclude that rent trends in small
buildings generally track the pattern seen in larger buildings.

Figure 2.29: Estimated Rent Growth,
Small and Large Buildings

4%
2%
0%
2%
-4%

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

I 5 Units or Greater Il Fewerthan 5 Units

Source: Authors’ calculations using ACS data.
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Figure 2.29 presents the findings graphically. We see that rent
increases in smaller buildings tended to precede increases in
larger buildings by a year or two, but that changes as the two
groups tend to track each other over time. More extensive
data and further analysis are necessary to carefully examine
the rent trends for small-building rentals.

Advertised Rents

A view of advertised rents—what households seeking housing
will find in the marketplace—is compiled quarterly by Housing
Link, a service that scrapes rental listing information from online
sites. The information is different from that provided by the Co-
Star data, which include both continuously occupied and newly
occupied units. The Housing Link data also contain information
about single-family rentals and other small buildings that CoStar
does not track. The data show how rents change in unoccupied
units, which can be useful when considering vacancy decon-
trol policies. Figure 2.30 presents the Housing Link data from
fourth-quarter 2011 to second-quarter 2020 as year-over-year
percentage changes in advertised rents.

In general, the rental listing data are much more volatile com-
pared to the CoStar data. Nevertheless, the general upward and
downward trends between the two data sets tend to track. The
black line is the overall trend, while the colored lines provide the
trends for apartment buildings, duplexes, single-family detached
homes, and attached homes (condos and townhomes). The data
show higher peaks as asking rents regularly increased over previ-
ous-year levels by more than 10% and in some quarters by more
than 15% and 20% between 2016 and 2019. The shaded area is
the first quarter of 2020, the end of which saw the beginning of
the pandemic. The figure shows (as the CoStar data did) a soften-
ing of the market in 2019, before the beginning of the pandemic.

Affordability Analysis

In this section we analyze data on rental affordability, which is
determined by the ratio between rents and income. To match
households on these two items we must utilize data from the
American Community Survey (ACS). We use a sample of indi-
vidual records downloaded from ipums.org.3!

Rent and Income Trends for
Minneapolis Renters

The ACS data we report are adjusted for inflation using the
Minneapolis—St. Paul Metro CPI for All ltems, and amounts are
reported in 2019 dollars unless otherwise noted. All of the in-
come data relate to renter households only. Because the ACS is
a small sample and not panel data, the data can be “noisy” (ex-
hibiting large increases or decreases in a single year due to the
outsized influence of outliers). To produce more legible graphs
and provide a clearer sense of the trends in Minneapolis during
this time period, we present the data as 5-year moving aver-
ages. The first year of the ACS panel data is 2006, and that year
serves as the baseline for this analysis. All changes depicted
in the following graphs represent cumulative percent changes
since 2006.

Figure 2.31 presents the data for changes in rent and income
for the median renter in Minneapolis since 2006. By 2010 (the
first year for which a 5-year average could be computed) both
incomes and rents were below the 2006 level, likely as a result
of the housing crash and resulting recession that began in 2008.
For the median renter in Minneapolis, rents and incomes did
not return to 2006 levels until 2014. From that point onward in-
comes rose against their 2006 value at a higher rate than rents
rose from their 2006 value. At the end of the study period,

Figure 2.30: Advertised Rents by Building Type, 2012-2020
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31 Ipumsis the largest repository of individual-level US census and survey data.
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income for the median renter in Minneapolis had increased by
just more than 25% since 2006 while rent had increased just
over 10% during that time period. Figure 2.31 shows an improv-
ing affordability picture for the median renter in Minneapolis.

The pattern shown in Figure 2.31 hides, however, starkly dif-
ferent stories for renters at the top and the bottom of the
rental market in Minneapolis over these years. Figure 2.32

Figure 2.31: Change in Rent and Household Income
for Median Renter, 2006—-2019
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shows the trends in income and rent for renters in the bot-
tom quartile and for those in the top quartile. Renters in the
bottom quartile saw increases in rents throughout the study
period. By 2010 these renters were already paying close to
20% more than they had been in 2006. By 2019 they were
facing rents that had grown by 44% since 2006. In contrast,
incomes for this group fell dramatically after 2006, bottoming
out in 2013 at a level that was more than 20% less than the
2006 level. Although incomes for these renters have recov-
ered since 2013, by 2019 they stood at a level that was only
2.9% higher than they had been in 2006.

For renters at the top of the Minneapolis market, incomes
never fell below 2006 levels. They increased steadily over this
period and stood more than 50% higher in 2019 than they
had been in 2006. Rents for this group also grew over this
time period (after an initial fall), but the cumulative increase
was less than 20% by 2019.

Figure 2.33 summarizes the disparate experience of Minne-
apolis renters in terms of affordability over this period of time.
For the top quartile of renters, incomes increased by 54.4%
(in 2019 dollars) between 2006 and 2019, but their rents in-
creased only 17.3%. For renters at the median, incomes rose
by 25.8% and rents by 11.4%. Affordability improved over
this period for the middle of the Minneapolis renter market
and the top of the market. The pattern for renters in the bot-
tom quartile, however, was dramatically different. For this
group, incomes grew by only 2.9% while rents increased
by 44.1%. This group saw growing problems of affordability
between 2006 and 2019. Moreover, they were squeezed at

Figure 2.32: Rent Affordability for Bottom Quartile and Top Quartile Renters, 2006-2019

Source: ACS.
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Figure 2.33 summarizes the disparate experience
of Minneapolis renters in terms of affordabil-
ity over this period of time. For the top quartile
of renters, incomes increased by 54.4% (in 2019
dollars) between 2006 and 2019, but their rents
increased only 17.3%. For renters at the median,
incomes rose by 25.8% and rents by 11.4%. Af-
fordability improved over this period for the
middle of the Minneapolis renter market and
the top of the market. The pattern for renters

in the bottom quartile, however, was dramati-
cally different. For this group, incomes grew by
only 2.9% while rents increased by 44.1%. This
group saw growing problems of affordability
between 2006 and 2019. Moreover, they were
squeezed at both ends, seeing essentially stag-
nant incomes while simultaneously seeing the
largest percentage rent increases in the Minne-
apolis market. Rent increases for this group were
two and a half times more than the increases
seen by renters in the top quartile and almost
four times those seen by renters at the median.

Figure 2.33: Growth in Income and Rent
by Income Percentile, 2006-2019
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Source: ACS.

both ends, seeing essentially stagnant incomes while simul-
taneously seeing the largest percentage rent increases in the
Minneapolis market. Rent increases for this group were two
and a half times more than the increases seen by renters in
the top quartile and almost four times those seen by renters
at the median.

Large differences also exist by racial group. Figure 2.34 pres-
ents the income and rent changes between 2006 and 2019
for different racial/ethnic groups. The racial/ethnic data for
some groups should be considered with caution as small
group sizes may produce unreliable sample values. The larg-
er the group the greater the confidence in the values. Figure
2.34, for example, shows some extreme volatility for some
groups (most prominently American Indian/Alaskan Native),
despite the fact that we are computing running averages over
a 5-year period.

The patterns show that the most favorable affordability
changes over these years were experienced by white renters,
who saw an income increase of over 30% and a cumulative
rent increase of less than 20%. BIPOC populations ended
the period with slightly higher income increases than rent
increases, but this hides significant variation. While afford-
ability improved for Latinx and Asian groups, it declined
for Black renters and American Indian renters. Even for the
Latinx and Asian groups, rent increases were above income
increases for much of the study period. These two groups
saw a significant jump in income in the last 3 years to turn
around their affordability pattern.

Black renters and American Indian renters, however, saw
rents increase in excess of income increases during this pe-
riod. The pattern for Black renters is especially stark. This
group saw significant income declines over the entire period.
By 2019, the income of the median Black renter was close to
10% lower than it had been in 2006. Rents, on the other hand,
were more than 5% higher over the study period.

Black renters and American Indian renters,
however, saw rents increase in excess of in-
come increases during this period. The pattern
for Black renters is especially stark. This group
saw significant income declines over the en-
tire period. By 2019, the income of the median
Black renter was close to 10% lower than it had
been in 2006. Rents, on the other hand, were
more than 5% higher over the study period.

MINNEAPOLIS RENT STABILIZATION STUDY | PART 2: THE MINNEAPOLIS RENTAL MARKET 40



50%

40%

30%

20%

10%

0%

40%

30%

20%

10%

0%

-10%

25%

20%

15%

10%

5%

0%

Figure 2.34: Cumulative Change in Rent and Household Income for Median Renter by Race/Ethnicity
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Cost Burden

A direct way to measure affordability is to compute the ra-
tio of rent to income, or what is referred to as “rent burden.”
Rents that constitute more than 30% of a household’s income
are considered a burden. Figure 2.35 shows the percentage of
renter households with a housing cost burden, broken down by
household income.

Figure 2.35 shows, as would be expected, that the prevalence of
cost burden is much higher for the lowest-income households.
Households with incomes less than 30% of the area median in-
come (30% of AMI = $30,000) have experienced a steady rate
of rent burden since 2010. About 50% of these households
are rent burdened, a figure that does not change much over
the 10-year period. The group of households with incomes be-
tween 30% and 60% of the AMI (incomes between $30,000
and $60,000) saw a growing prevalence of rent burden in the
past 10 years. In 2010, about 27% of these households were
rent burdened; by 2019, the figure was just over 35%. Rent bur-
den was a relatively rare problem for households with incomes
above 60% of AMI (incomes greater than $60,000). The rate
of rent burden for this group was less than 5% for most of the
years since 2010.

The prevalence of rent burden did not vary significantly by the
citizenship status of the household. For most years since 2010,
the prevalence of rent burden was higher for households with
children compared to those without, single-person households
compared to larger households, and multi-generational house-
holds (i.e., with grandparents) than for other households.

Figure 2.35: Rent Burden by Household Income
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Tenant Focus Groups

We cooperated with Inquilinxs Unidxs por Justicia, a renter’s
rights and organizing group, to recruit Minneapolis tenants
for two focus groups. The first focus group was conducted on
December 8, 2020, and the second on January 19, 2021. The
December group was conducted in Spanish. Staff members at
Inquilinxs Unidxs por Justicia translated and transcribed the
meeting. The second group was conducted and transcribed by
a member of the CURA research team.

Tenant concerns that emerged during the focus groups cen-
tered broadly on two issues: rising rents (the cost of housing),
and property upkeep and the responsiveness of landlords on
maintenance issues.

Rents

In the first focus group, participants expressed concern about
rents. Some had larger households, occupying larger units, and
therefore paid relatively higher rents. For these participants
rent increases in the 3% to 5% range were problematic because
of the absolute dollar increase that they represented. These
tenants did not think of their rent increases in terms of per-
centage increases, but rather reported them, and spoke about
them, in absolute dollar terms. Thus, a $1,500 rent would in-
crease by $75 per month at a 5% increase. This was seen by the
participants as producing a great strain on their incomes and
budgets, which could not easily absorb such increases. Even a
3% raise in this scenario would mean $45 extra each month, an
amount that participants felt was beyond their ability to ab-
sorb. Of course, as rents rise, so do the absolute values of 3% or
5% increases. So that the same rate of increase in the next year
will mean even a higher absolute rent increase.

Some of the Spanish-speaking participants (the first focus
group) reported multiple rent increases in a single year. One
referred to rent increases every 3 or 6 months; another said,
“In March we paid $750, in July we paid $850, and in Febru-
ary we will pay $950.” Another reported rent increases every
6 months.

One participant in the second focus group reported exorbi-
tant annual rent increases—that rent for a studio bedroom in
Uptown almost doubled over a 3-year period. This participant
endured average annual rent increases of 28% for those years.
More common were rent increases (reported by the partici-
pants in absolute dollar terms) that worked out to roughly 5%
annual increases.

Participants noted that their costs go well beyond rent. Looking
at housing costs simply as rent ignores the fact that landlords
also impose various fees upon tenants. Some participants who
have lived in Minneapolis the longest reported that fees have
increased in recent years. One reported landlords who charge
a fee for online payment of rent (thought by the participant to
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be the best and safest way to pay during the pandemic); other
participants reported that landlords sometimes claim that the
rent was late and tack on a late fee as a result, a fee that can
be as much as an additional $150. In such cases as these, it is
essentially the landlord’s word against that of the tenant. And
when landlords threaten an eviction as a result, the tenants
often capitulate and pay the extra fee. One participant paid
rent with certified checks to document that it was paid on time,
thereby incurring an additional fee each month for the certi-
fied checks. Fees can be added for use of the laundry room,
storage space, and parking, among other services. In some cas-
es, tenants also pay utilities. All of these costs exist outside of
the rental agreement but represent burdens to the lower-in-
come renters with whom we spoke.

Almost all the tenants who participated in our focus groups in-
dicated a worry about being able to stay in their housing unit.
Most of this concern was related to rising rents. One woman
who reported that her landlord did a decent job in keeping up
the building (see the following section on maintenance) report-
ed concern with rising rents. She has seen her rent increase
29% over the past 5 years. She wants to stay in the neighbor-
hood (Stevens Square) because she likes it and it is near transit
and her place of work. Another woman, the mother of three
living with her spouse, said, “I don’t feel safe because if | can’t
pay the rent they will evict me.” The pandemic has affected
their ability to make the rent and she reports that the landlord
harassed them at the beginning of the pandemic when they
had difficulties. All of the participants in the first focus group
reported that they would be unable to pay higher rents than
they currently pay.

Many participants worried about losing their units if rents
continue to increase because finding affordable housing in
Minneapolis is difficult. Even if they consider the landlord ne-
glectful or rapacious, and even if they consider their housing
unit problematic, dangerous, and getting more so, they are
hesitant to move out because of the difficulty of finding an-
other affordable unit. One participant, renting a single-family
home from a national firm, spoke of physical problems with
the house that made her living situation difficult: mold that
has affected the health of her three children, flooding in the
basement, leaking walls, and doors that do not work. She said,
“The reason why we haven’t moved is the family is growing and
in Minneapolis it is hard to find affordable rent. We haven’t
moved because it’s so hard; you feel stuck.”

Upkeep

Some of the residents reported significant problems with prop-
erty upkeep and the responsiveness of their landlords. In some
cases, these concerns were the first they voiced, taking pre-
cedence over the issue of rent. Two of the participants in the
second focus group had rented from embattled Minneapolis
ex-landlord Stephen Frenz and reported significant main-
tenance issues that went uncorrected while he owned the

building. Two other participants, who rent from a national firm
that owns and rents out single-family homes in Minneapolis
and other markets across the country, spoke of their difficul-
ties getting any response to the deteriorating conditions in
their units. Even contacting the landlord was difficult in their
case, said one participant: “Even though we’re renters they
want us to keep up the property like we were the owner. They
have an office in Roseville and when you go there, no one is
there. They have Atlanta-area phone numbers and local num-
bers, but no one answers the local numbers. They have an 800
number for maintenance or neighbor issues, and when you call
that number they just say they don’t do that kind of work.” The
other tenant who was renting from this company spoke of in-
adequate electrical systems in the house: “The landlord sent
somebody out to fix it, but it still blows out. They said we did
it. My TV blew out too. | can’t put a small air conditioner in the
front of the house so we put it in the kitchen. They said we
need a new line, but nothing was ever done.”

Homelessness

Homelessness in the region has increased over the last two
decades according to several agencies and organizations that
study and provide support for this population. According to
Hennepin County, homelessness has increased by 20% from
2009 to 2018, with a 50% increase in the unsheltered popu-
lation (see Figure 2.36). Wilder Research, which conducts a
statewide point-in-time survey every 3 years that attempts to
count every sheltered and unsheltered homeless person, also
reports homelessness rates up 33% between 2000 and 2018.

Figure 2.36: Hennepin County Homeless Population,
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Figure 2.37: Unsheltered Homeless Population
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Hennepin County—St. Stephen’s Human Services’ latest report
and survey found an overall increase in the unsheltered home-
less population from 404 in January 2018 to 732 in July 2019,
an increase of 81% (see Figure 2.37). A portion of this increase
is likely due to seasonal variation.

In recent years, Minneapolis has seen a significant increase in
homeless encampments. In the summer of 2018, a homeless
encampment emerged on the city’s south side, along Franklin Av-
enue near Hiawatha. The area had more than 300 tents by the
fall, making it one of the largest homeless encampments ever in
the state.®? The site was cleared by December 2018, as many peo-
ple moved to the temporary “Navigation Center” that had been
built in response. The site was reoccupied by homeless families in
2019 and again in 2020.

The year 2020 saw the emergence of several homeless encamp-
ments in city parks. The Minneapolis Parks and Recreation Board
provided some support to these encampments in the form of re-
strooms, portable toilets, and trash/recycling containers.

St. Stephen’s Human Services, which partners with Hennepin
County in providing shelter services and research around the
causes of homelessness, states in a 2019 report that “home-
lessness is a complicated issue with many societal causes
including large deficits in affordable housing.”33 Housing in-
stability, including evictions for failure to pay rent, plays a
large role in homelessness. According to a survey of unshel-
tered homeless individuals conducted in January 2018 and
again in July 2019, the number of homeless persons who had
been evicted fell from 45% to 28% but was still the third largest

contributing factor toward the lack of shelter. The primary rea-
sons stated for homelessness continue to be mental illness and
drug/alcohol addiction. Survey respondents were also asked if
they had ever been on a lease, with 75% of those responding
saying yes. However, survey respondents were not asked about
the cost of housing, the reasons for an eviction, or whether ei-
ther of these affected their homeless situation.

Hypothetical Rent Changes Under
Different Rent Caps

This section uses building-level CoStar data from previous analyses
in this report and presents a series of hypothetical counterfactual
situations. Specifically, we ask, How would a variety of rent stabi-
lization scenarios have affected rents over the past 19 years? The
following estimates should be understood as rough calculations
based on available data and in many ways represent an upper
bound for both the modeled effect on overall rents and the re-
duction in rents that individual units in the sample would receive.

Methods

As we lay out in previous sections, while the CoStar data provide
unigue insights into the rental market, it is limited in several ways.
First, it only samples buildings that are five units or larger. Second,
we only are only able to directly sample one- and two-bedroom
units. Additionally, rents in our sample include only buildings
that contain 100% market-rate units, meaning that they do not
receive any outside subsidy and have no income restrictions on
who can occupy particular units.

For the purposes of the following analysis, we make several
important assumptions:

e We assume landlords and property owners in the sample

would not have changed their behavior as far as how they ad-
justed rents over time, with an annual rent cap. Such changes
in behavior would include but not be limited to increasing
rents to cap if/when they would otherwise have been lower
than the cap and taking units off the market in the form of
condo conversion or other building-use change.

e We assume no vacancy decontrol. That is, we assume rent in-

crease limits are binding on all units regardless of whether the
unit becomes vacant and/or the unit remains occupied by the
same household throughout the study period.

e We assume no allowances for utility or capital improve-

ment pass-throughs.

e We assume 100% compliance by landlords.

32 https://nextcity.org/daily/entry/how-minneapolis-managed-a-massive-homeless-encampment.

33 https://www.hennepin.us/-/media/hennepinus/your-government/projects-initiatives/coc/unsheltered-report-jul-2019.pdf
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Rent Caps

As shown in our literature review, it is common for rent stabiliza-
tion programs to limit rent increases to a factor related to overall
inflation. In practice, this means using the CPI for the Minneapo-
lis—=Saint Paul metropolitan area. At the low end of rent increases
we model a rent cap of 75% of CPI. We also model a rent cap set
at the regional CPI. At the least restrictive end of the spectrum,
we model rent caps set at the CPI + 3% and CPI + 7%.

Figure 2.38 illustrates what these rent caps would have meant
annually from 2000 to 2019. The lines illustrate the maximum al-
lowable rent increases under each cap. For example, the CPl + 7%
cap results in a cap that ranges from just over 6% (in 2015) to over
10% (in 2001, 2008, and 2011). It is important to note that the CPI
was slightly higher on average from 2001 to 2008 than it has been
since. A rent cap set at the regional CPI, or at 75% of the CPI, would
have resulted in no allowable rent increases in 2009 and 2015.

A simple means of illustrating how these different rent caps
would have affected the Minneapolis market in these years is to
overlay information on what rent increases actually looked like in
these years. Figure 2.39 shows the four rent caps and the median
rent increases during this period and the highest (90" percentile)
increases. Where the median and maximum increases are above
a given rent cap, those rents would have been limited in those
years. For example, in 2001 both the median rent increase and
the highest rent increases would have been limited by caps at
75% of CPl and at the CPI. Those same rent increases would not
have been affected by caps at CPI + 3% and CPI + 7%. In 2004,
neither the median nor the highest rent increases in Minneapolis
would have been affected by any of the rent caps.

The figure also shows that the CPI + 3% cap would not have
affected the median rent increase in the city over this time pe-
riod, and it would have constrained the highest rent increases
only from 2013 on. The most lenient cap, CPI + 7%, would not

Figure 2.38: Annual Rent Caps
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Figure 2.39: Rent Caps and Actual Rent Increases, 2001-2019
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Figure 2.40: Share of Units Over 20 Years Old Hitting Rent Cap Threshold
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Source: Authors’ calculations based on CoStar data.

have affected median increases and would have constrained
the highest rent increases only between 2014 and 2018.

Asthereview of other programs demonstrated, rent stabilization
programs in the United States typically exempt new construc-
tion from rent restrictions. As a result, in the following pages
we present the analysis only for units in buildings that are more
than 20 years old. We chose this threshold not as an endorse-
ment of a new construction exemption, or as an endorsement
for a 20-year limit, but rather to simply provide an example of
how rents would be affected under such circumstances.

Impact of Rent Caps—A Retrospective
Analysis, 2001-2019

Figure 2.40 shows tremendous swings from one year to the
next in terms of the share of units in the sample that would be
affected by the rent caps. In 2001 and 2002, over 95% of units
would have been affected by caps set at 75% of CPl and at the
CPllevel. These numbers drop precipitously to zero in 2004 and
2005 and then shoot back up again in 2006 and 2007. This pat-
tern emerges because during these years most rent increases
in Minneapolis were right at the CPI or just under it. Minor vari-
ations in the CPI itself, then, led to significant changes in the
percent of units affected. This is a common pattern with thresh-
old-based phenomena. Figure 2.39 illustrated the breadth of
impact, but not the depth. That is to say, although almost 100%
of the rent changes would have been affected by the caps in
2001 and 2002, they would not have been affected much.

Figure 2.41 depicts rent increases that occurred in Minneapolis.
It shows that for most years, especially the early years of this
century, most rent increases were less than 3% or 3% to 5%.
Small changes in the CPI, which for these years bounced be-
tween 2% and 4%, lead to dramatic swings in the percentage of
units affected by rent caps set at or near the CPI.

Figure 2.41 also provides an additional glimpse into the size of
rent changes in the Minneapolis market over these years. It is
not until the postcrash years that we see sizable rent increases
in the range of 5% to 10% or above 10%.

An additional way to gauge the impact of various rent caps is to
calculate what the median rent increase would have been with
the caps in place (see Figure 2.42). We see that caps set at 75%
of CPl and at the CPI have an effect from the outset, though it
is small. Median rent increases would have been lower in Min-
neapolis from 2000 on, though the magnitude of the effect
increases over the time period.

There is little effect of either of the more lenient caps (CPI +
3% and CPl + 7%) until 2014 and later. This is the time when
the market saw the larger rent increases, and thus even these
more lenient caps would have reduced the median rents dur-
ing these years.

Figures 2.43 and 2.44 summarize how specified rent caps would
have reduced rent at different parts of the market (measured
by different points in the distribution of rent changes) by 2019.
The percentiles across the top row can be thought of as the “ag-
gressiveness” of the landlord. Landlords at the 10™ percentile
are not raising rents much, while those at the median represent
the “typical” unit. Landlords who raised their rents at the 75%
or 90™ percentile were the most aggressive in the market.

Figure 2.43 shows that had a rent cap been in place at the CPI
(second row of data), the rents in units that had been increas-
ing at the 10™ percentile (the least aggressive changes) would
have been 5.3% less in 2019 than if the cap had not been in place.
Moving to the right on that row, we see that rents for units that
had been changing at the median would have been 13.8% less in
2019 than if the CPI cap were not in place. Finally, for buildings in
which the landlords were most aggressive, where rents had been
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Figure 2.41: Rent Changes by Size of Increase
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Figure 2.42: Hypothetical Median Rent
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increased at the 90 percentile, a cap at the CPI would have
meant a 2019 rent 25.7% lower than without the cap. Figure
2.44 presents the same information but expressed at the an-
nual change in rent over the entire period.

Note that these estimates assume either continuous oc-
cupation by the same tenant over the entire period, or they
assume no vacancy decontrol. They also assume no other pass-
throughs or exceptions over the entire period.
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Figure 2.43: Percent Difference in Rent in 2019
Between Baseline and with Cap

50™
CAP 0™ 25™ MEDIAN 75™ 9o™
75% CPI 8.1 10.4 17.3 23.7 28.7
CPI 5.3 7.0 13.8 20.4 25.7
CPl +3% 0.0 0.0 3.8 8.9 13.9
CPl +7% 0.0 0.0 0.0 2.3 7.2

Source: Authors’ calculations based on CoStar data.

Figure 2.44: Differences in Rent Expressed as Annual
Income Changes

50™
CAP o™ 25™ MEDIAN 75™ 9o™
75% CPI $536 $680 $885 $1,216 $1,684
(o] $339 $442 $615 $916 $1,244
CPI +3% S0 S0 $87 $258 $548
CPI +7% S0 S0 S0 $69 $239

Source: Authors’ calculations based on CoStar data.

The more lenient caps would have had no effect or a negligible
effect over the study period on rents that were increasing at
the “less aggressive” levels and also up to the median. These
more lenient caps generated sizable effects only for landlords
raising rents at the 75" percentile and higher.
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PART 3: ECONOMIC ANALYSIS

The building economic analysis portion of this report consists of two parts. The first is a summary of po-
tential issues and impacts of a rent stabilization program gathered from interviews with 30 participants in
the Minneapolis apartment market. The second part is a scenario modeling exercise where we created an
example apartment pro forma based on actual Minneapolis rents in the study period and then modified
that model to illustrate how those rents and the economic measures that apartment owners consider would
change under different rent caps. We used information gleaned from the interviews to inform our models.

Industry Perspectives

Method

We interviewed 30 people involved in Minneapolis apartments,
ranging from for-profit developers, nonprofit developers, own-
ers, landlords, investors, and lenders to experts in real estate
law, market research, appraisal/valuation, and construction.
We selected a broad range of participants so as to obtain per-
spectives from both owners/landlords and developers as well
as knowledgeable experts in the industry who had less direct
economic interests in apartments but who understood the
perspective of those who did. These disinterested informants
in some cases validated and in other cases questioned the re-
sponses of the more self-interested informants and gave us the
ability to triangulate between different perspectives. Figure 3.1
shows the breakdown of interviewees, a number of whom rep-
resented more than one perspective. For example, owners and
developers are also typically investors, and some developers
have worked in both for-profit and nonprofit development.

Figure 3.1: Interviewees by Role

ROLE/PERSPECTIVE \ [0}
Owner/Landlord 15
Developer (Market Rate, Affordable) 8
Nonprofit Developer/Owner 5
Lender 6
Industry Expert 7
Investor (Owners and Developers) 18
Total 40

Source: Authors’ calculations based on CoStar data.

We sent a 10-item questionnaire to each interviewee in ad-
vance. We held structured, open-ended interviews that lasted
between 1 and 2 hours, during which we reviewed the ques-
tionnaire and took notes. The following is a summary of the

feedback we received from the industry informants we spoke
to. Most of these items refer to potential economic impacts,
while others are related to possible strategic and tactical
changes in industry behavior that the informants felt might
be induced by rent stabilization. These perspectives reflect
the consensus of the people we spoke to, and, where opinions
were divided, we included all viewpoints. When an informant’s
words captured an idea better than our words, we included
their direct quotes in italics.

Summary of Responses

Many of the owners said that their rents would not actually
be impacted by any of the example rent caps we shared with
them, as they say they charge below-market rents and raise
rents gently. That said, almost all informants expressed as their
greatest concern the potential for a rent stabilization program
to constrict rent growth while operating expenses continue
to rise. This would potentially reduce not just profits but the
amount of income available for capital reinvestment in apart-
ment properties over the long run. Apartment owners rely on
both income growth and the ability to refinance and use gains
from appreciation to reinvest in their properties periodically,
and most informants expressed concern that reinvestment
could decline and with it, the quality of housing.

More generally, informants expressed concerns that a rent sta-
bilization program could lead to a slowing or decline in the rate
of growth of property values (which would potentially affect re-
investment, values, returns, sales prices, and the city’s tax base);
could lead to stricter lending terms (making it more difficult to
buy or refinance); and could add new costs of administration
(city) and compliance (owners). Many informants expressed
concern that rent stabilization, along with other recent new
regulations, could have (or already has had) a chilling effect
on the apartment market in Minneapolis that could reduce
access to capital for new projects and reinvestment in older
properties; lead to a constricting of the new production pipe-
line and a reduction in new supply; lead to condo conversions
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and replacement of older buildings with
new, higher-density buildings; lead to
higher rents and values in the long run;
and lead owners to divest, potentially
causing a shiftin housing ownership away
from smaller local owners toward large
national owners. Many informants ex-
pressed concern about the timing of this
idea as 2020 has led to declining rents
and increasing vacancy, and an apparent
market correction already appears to be
underway. Informants commented that
the design and implementation of a rent
stabilization program would require col-
laboration amongst all parties—owners,
developers, tenants, and the city—if it is
to succeed.

All of the responses we detail here are
speculative. Without knowing the details
of a rent stabilization program, it is dif-
ficult to predict what might happen and
to what degree, and even if the details
were known, it would still be difficult to
predict long-term impacts. As one of our
respondents said in their reply to every
single question on the questionnaire and
in the interview, “It depends.”

Detailed Responses

The informants we spoke with identi-
fied a range of potential impacts of a
rent stabilization program on the prac-
tices and strategies of participants in
the Minneapolis apartment market. The
concerns focused on (1) potential im-
pacts on rents and revenues, (2) capital
investment and reinvestment, (3) chang-
es in the rental housing stock related to
new construction and removal of units
from the market, (4) rental housing fi-
nancing, and (5) the profile of rental
housing owners/operators. Informants
also suggested the need to consider
both short- and long-term implications
of rent stabilization and widely ques-
tioned the need for such a program in
Minneapolis at this time.

THE NEED TO THINK SHORT AND
LONG TERM

Several of the informants we spoke with
regarded rent stabilization as different
from other regulations that have the

effect of one-time, upfront costs (e.g.,
inclusionary zoning and park dedica-
tion fees). There was a general concern
that rent stabilization may produce less
of an immediate impact to tenants and
landlords related to changing rents but
more significant effects in the longer
term, affecting property values, capital
reinvestment, housing quality, housing
supply, and the city’s tax base. Infor-
mants mentioned potential impacts to
apartment economics that ranged from
reduced income available for capital im-
provements to declining rates of growth
for property values and deterioration
of housing stock. These effects may be
more difficult to predict or plan for as
they involve numerous variables and
forces over many years.

QUESTIONING THE NEED
FOR RENT STABILIZATION IN
MINNEAPOLIS

A number of informants commented that
the Minneapolis market is unusual be-
cause it is a “rent to occupancy” market
rather than a “rent to vacancy market,”
which means Minneapolis landlords and
owners focus on keeping occupancy
high at slightly lower rents rather than
on maximizing rents at the cost of high-
er vacancy. Rent stabilization may incent
current and future owners to priori-
tize rent growth over occupancy. These
owners also said that they prioritize max-
imum occupancy and minimum turnover
of tenants, as turnover costs are greater
than the value of the rent increases they
might receive if they turned units over
more often. Most informants, including
nonprofit developers, lenders, investors,
and other industry experts, suggested
that there is not a rent problem in Min-
neapolis, that rents are not overpriced,
and that rates of increase are not overly
high when considered across longer time
frames (e.g., from the 2000s to the pres-
ent rather than the past 5 years).

Many informants expressed concern
that as the city’s regulatory framework
becomes increasingly more restrictive,
uncertainty grows for owners, investors,
and lenders, who may choose to deploy
their resources elsewhere. Informants
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noted that since 2019, the city has im-
plemented or considered: Inclusionary
Zoning (2019), Resident Protection Act
(2019), Advance Notice of Sale, Tenant
Option to Purchase, and Rent Stabiliza-
tion. Many informants asked why rent
stabilization is being considered now,
as rents are not overpriced and rent
increases have not been high when con-
sidered over a longer time frame, and
now rents are falling, vacancy is climbing,
and fear and uncertainty are very high.

One nonprofit leader said,
“There have been more changes
in the past 3 years than in the
past 20 years.” An owner said,
“Markets hate uncertainty, and
there are two responses to un-
certainty: Raise rents or sell.”
One lender said, “Now is not

the time.”

POTENTIAL IMPACTS ON RENTS,
REVENUES, AND HOUSING COSTS

Potentially limited impact on rents.
Despite their concerns about a rent sta-
bilization program, most owners and
informants said that the rent cap ex-
amples from other cities and states that
we shared with them would not actually
apply to their properties. Most owners
claimed that they already charge be-
low-market rents and raise them gently
rather than aggressively (in the example
of rent caps on rates of increase that we
shared, all are higher than the rent in-
creases these owners claim to typically
make). Informants pointed to this as sup-
port for their belief that rent stabilization
is unnecessary.

Our own analysis of the data presented
in Part 2 confirms the expectation that a
rent cap might have a limited impact on
rents. The data indicate that from 2000
until 2013, the median and average rent
increases in Minneapolis would have
been affected only by a cap as low as the
CPI or 75% of CPI.

The imminent passage of a rent sta-
bilization ordinance may cause some
owners to raise rents in advance.



The expectation of limited impact notwithstanding, several
owners commented that if they thought rent stabilization was
imminent, they would immediately and aggressively raise rents
from current below-market rates to market rates. The purpose
of such increases would be to minimize the reduction in future
income and property value, which together affect an owner’s
profits and their ability to reinvest in a property.

One owner said, “All tenants would get letters. We
would raise rents to market levels. All of the gains
from the next 10 years, | would need to collect them
all now. Everyone else would do it, too.”

Rent stabilization may cause some owners to increase non-
rent fees and charges. Some owners indicated that they would
be incentivized to seek ways to increase nonrent income from
fees and charges for parking, storage lockers, laundry, lost keys,
late fees, etc.

Our focus group sessions with tenants indicate that this already
occurs in the market. Tenants reported that a portion of their
increased housing costs are the result of fees and charges that
are separate from the contract rent.

Rent stabilization may add costs to the city for administra-
tion and to owners for compliance, some of which would be
passed on to tenants through higher rents. Owners antici-
pated incurring new costs related to compliance requirements
and indicated that they will be incented to pass some or all of
these costs along to tenants through increased rents.

Our peer-city study of Oakland, California, noted that the city
charges $100 per unit annually to fund their policy infrastruc-
ture and allows owners to pass along half of that in a one-time
fee to tenants.

POTENTIAL IMPACTS ON CAPITAL REINVESTMENT,
BOTH SHORT- AND LONG-TERM

The impact on capital reinvestment was the greatest concern
expressed by nearly all of the market informants we spoke
to and stemmed from the expectation that rent stabilization
would constrict income to property owners while expenses
continued to rise, reducing net operating income (NOI) for cap-
ital expenditures, debt service, and profit. This concern had
both short-term and long-term dimensions.

Rent stabilization may cause some owners to reduce spend-
ing on operations and maintenance. Owners indicated that in
the immediate term, they would be inclined to maintain their
profit levels and may therefore reduce spending in other ar-
eas such as maintenance and upkeep and this, in turn, could
reduce housing quality. This might include, for example, less ef-
fort spent on snow and ice removal, landscaping, etc.

One nonprofit housing leader said, “If you do some-
thing to limit my rents, then all costs downstream
will be affected. And If you think developers and
owners would proceed with a lower return on
investment, you would be wrong. They would pro-
ceed with the same ROI, and lower operating costs
to make the pro forma work.”

Rent stabilization has the potential to reduce capital
reinvestment in apartments over the long run. Many owners
refinance periodically (e.g., every 10 years) and use the gain
from appreciation to fund major capital expenditures and to
distribute profits. Informants suggested that if income were
to decline, property values would then grow at a slower rate,
and the amount of money available from refinancing for capi-
tal expenditures would be reduced as well. Over time, a decline
in capital expenditures could lead to declining housing quality
and could also further reduce property values.

“This is the real pressure point—you will hold off, de-
lay another year, and instead of replacing the roof
you will patch the roof.”

Another owner said, “Old NOAH needs ongoing
capital reinvestment but if there is no return, why
invest in the building?”

And one industry expert said, “There will be no
carpet replacement. The quality of housing will go
down because there is no incentive to maintain it
and the tenants are going to have to live with what
they get.”

POTENTIAL IMPACTS ON NEW CONSTRUCTION AND
THE APARTMENT HOUSING STOCK

The market participants we interviewed pointed to a number
of changes in the apartment housing market that could be trig-
gered by rent stabilization.

Rent stabilization may constrict the production of new
apartments. Many informants commented that rent sta-
bilization would at least temporarily constrict the housing
production pipeline, which is required to keep pace or catch up
with demand. This constraint on supply would increase scar-
city and cause rents and values to rise at steeper rates over the
long run. Many of the developers we spoke to commented that
they have either stopped activity in Minneapolis or are in the
process of doing so because of the passage of the inclusionary
zoning ordinance in 2020 and other new regulations. Develop-
ers and other informants suggested that apartment production
might slow down, at least temporarily, as developers take a
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wait-and-see” approach, while several informants commented
that while some developers may exit the market, others will
come in and find new ways to develop in Minneapolis.

Our review of program experiences elsewhere indicates
that new development is typically not affected by rent sta-
bilization programs, at least in part because most programs
exempt new construction.

Rent stabilization may result in loss of existing apartment
units through conversion/demolition. Several informants
thought a small number of apartments would be converted to
condominiums to avoid rent regulations, and that some older
buildings might be replaced with new construction at higher
density so as to avoid a rent cap through a possible new con-
struction exemption.

Our review of the experience of other cities indicates that con-
dominium conversion and demolition or removal of buildings
by other means is a concern after rent stabilization is enacted
and is often addressed by additional regulations.

POTENTIAL IMPACTS ON APARTMENT FINANCING

Rent stabilization may cause capital flight from the Twin
Cities. Informants—particularly developers—expressed con-
cern that rent stabilization may cause risk-averse capital to
seek other markets. Respondents argued that a large share of
the capital—equity and debt—invested in Minneapolis hous-
ing comes from outside of the state. Rent stabilization and the
city’s regulatory framework may be perceived to increase risk
and uncertainty, causing capital to look elsewhere for lower
risk and more favorable yields. Capital flight may constrict the
production of new housing as well as reinvestment in older
buildings in Minneapolis.

According to one local developer, “Lending and in-
vesting decisions are made in board rooms in big
cities by people who care only about risk-adjusted
returns. It is all about margin and risk. The an-
nouncement will have a chilling effect on capital.”

Another developer said, “This policy will chase
people out of town. Capital comes from big life
insurance companies and pension funds and that
takes 80% of developers off the table. All of the lo-
cal fee developers will be unable to source capital
for Minneapolis projects.”

Rent stabilization has the potential to lead to stricter lend-
ing terms. Opinions were divided (among all informants and
among members of the lending community) on the impact of
rent stabilization on lending. Some people thought little, if any-
thing, would change, other than smaller loan sizes to reflect

changes in value (if values grow more slowly or decline). Others,
including several commercial lenders, thought lending terms
could become stricter, including higher interest rates, lower
loan to value (LTV) ratios, and stricter capital reserve require-
ments. Banks make loans based on an LTV ratio and the lower
the LTV, the smaller the loan amount as a share of the total cost
of the property. This means that with a lower LTV, a buyer must
provide more equity—cash—if they are to purchase a prop-
erty. This would raise the barrier to entry and make it more
difficult for first-time buyers, individuals, and smaller “mom-
and-pop” property owners to enter the apartment market or
to refinance in the future.

POTENTIAL LOCAL MARKET IMPACTS

Rent stabilization may cause some owners of older apart-
ments to exit the Minneapolis market. A number of
informants commented that rent stabilization may cause both
larger owners and small mom-and-pop companies to consider
divesting of their properties. Several informants commented
that they knew of portfolios that were quietly being offered for
sale off-market. Several other owners with properties in Min-
neapolis and elsewhere in the Twin Cities said they were exiting
or considering exiting the Minneapolis market and reinvesting
in other surrounding cities. In all cases, informants commented

that it was not just rent stabilization but all of the recent new
regulations that were creating uncertainty in the marketplace.

Rent stabilization could accelerate the transition of apart-
ment ownership in Minneapolis from local to nonlocal
owners. According to our informants, a large share of Min-
neapolis apartments are locally owned as compared to other
markets where apartments are predominantly owned by big
national firms. If rent stabilization were to cause local owners
to divest, the new buyers would not necessarily be other lo-
cal owners.

One developer said, “New properties are owned by
REITs and guys in New York who are sophisticated
and run huge portfolios. Lots of these older proper-
ties in Minneapolis are smaller mom-and-pop deals.”

One nonprofit development leader said, “We are
speeding towards transferring ownership towards
disinterested, investor-driven owners from out of
town. | get a call every day from one coast or the
other saying, ‘We have seen your property and we
are interested in it and in other parts of your port-
folio too.”

Many informants who are not owners and landlords went out
of their way to say that Minneapolis has good landlords and
owners who try to do the right thing and who are assets to
the community.
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One nonprofit development leader said, “Minneap-
olis has assets in local owners who really do give a
damn. It is not like on the coasts, where that type of
owner is gone. There are now only national entities
on the coasts—and no local connection. By ignoring
the value of these local assets, you are forcing those
people out.”

Disagreement about the potential impact of rent stabiliza-
tion on property values. Many informants believed that rent
stabilization would cause property values to grow at slow-
er rates or to decline. Property values are based on income
growth over time, and if that growth is constricted while costs
continue to rise, then property values and tax revenues would
be negatively impacted.

One owner said, “Rent stabilization would increase
cap rates and cut the value of our portfolio. It
would make Minneapolis a less attractive place to
attract capital. And theoretically, if assessed values
go down, so do property taxes, so the city should
be cautious.”

The city’s “2018 Assessment for Taxes Collected in 2019” shows
that apartments represented 17.5% of the city’s estimated tax
base. Should values decline or rise more slowly as a result of rent
stabilization, it would affect this portion of the city’s tax base.

Several owners took the opposite view, however, suggesting
that rent stabilization would cause rents and values to increase
in the long term. These owners believe that rent stabilization
will have a chilling effect on production and may incent some
owners to convert apartments to condos or replace old build-
ings with new, higher-density apartments that would likely be
excluded from rent stabilization because of their age. In this
scenario, rent stabilization would reduce growth in apartment
supply and even cause supply to shrink.

One developer said, “We are done doing develop-
ment in Minneapolis because of inclusionary zoning
[and rising costs] but | am holding onto my apart-
ments. I’'m bullish on Minneapolis and | think rents
are going to skyrocket.”

The CPI is an unreliable proxy for all of the costs associated
with operating rental housing. A number of owners expressed
concern that the CPI is an inadequate proxy for rates of in-
crease on expenses because some costs do not track with the
CPI. Some expenses grow faster than the CPI (labor and materi-
als) and other expenses, such as property taxes and insurance,
are unrelated to the CPland are unpredictable. Owners say that
property taxes have been increasing at steeper rates in recent
years (reflecting increased property values) and that this is the
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largest and most unpredictable line on their expense budget.
Insurance is another large cost that is based on variables unre-
lated to the CPl and insurance costs in 2020 increased for some
owners because of public safety concerns. Utilities, too, do not
rise at predictable rates. Our review of program designs in oth-
er cities indicates that some incorporate cost pass-throughs for
taxes and utilities.

A rent stabilization program should be a product of collabo-
ration if it is to succeed. A number of informants said that
collaboration would be key to the design of a workable and suc-
cessful rent stabilization program: “It has got to make sense for
everybody: owners, tenants, developers, and the city’s coffers.”

Scenario Modeling

One objective of this study is to consider how the interview re-
sponses from the previous section can help to illuminate what
has happened in the Minneapolis apartment market and what
might have happened (or could happen in the future) if a rent
stabilization program had been (or were to be) implemented.

The purpose of this part of the study is to explore how different
rent caps would affect (1) rents for tenants and (2) the econom-
ics of apartment properties. We model these outcomes for the
10 most recent years. We chose a 10-year ownership period
because that is the typical investment horizon used by many
investors.

The models were based on the following:

e The pro forma model is of a single typical market rate, class
C or NOAH type apartment unit. It can be scaled to any num-
ber of units (a fourplex, 20 units, 50, 100, etc.).

e Informants suggested that rents for class C apartment
units in 2019 were between $900 and $1,050, for an aver-
age of $975.

e Median rent for a Minneapolis apartment in 2019 was $984,
which is close to the average of $975, so we used Minneap-
olis median rents as a proxy for class C rents. (The average
apartment rent in 2019 was higher, $1,097, a figure driven
up by outliers at the top of the market.)

e We then used median rents in starting years (2004/2009)
and increased them at the rates of example rent caps (75%
CPI, CPI, CPI + 3%, and CPI + 7%).

e We included assumptions for vacancy, miscellaneous in-
come, and expense rate of growth, capital reserve, and debt
service. The model delivers typical returns when run at the
historic rental increase rates for an average Minneapolis
apartment (minimum annual cash-on-cash returns of 7% to
10% and an internal rate of return of at least 15%).
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After modeling rents from 2009 to 2018 for our profile apart-
ment, we then consider the economic performance of the
apartment in terms of five different metrics that investors use
to assess the attractiveness of investment options:

Cash-on-cash return (average annual returns)
Cash-on-cash return in the final year (2018)
Average annual change in value (appreciation)
Total change in value (appreciation)

. Internal rate of return (IRR)

e wN e

Our model provides measures of return to owners/investors
in percentages that can be compared across different scales of
properties. For example, this model can be scaled to any num-
ber of units. The returns as percentages would not change.

Many owners commented that, while they had concerns about
how a rent stabilization program might impact income, profits,
and capital reinvestment over time, they also do not raise rents
at rates that would be subject to most of the example caps
we shared with them. This part of the study supports those
comments, illustrating that, based on historic rent data, the
average apartment owner would not be affected by any other
than the most restrictive rent caps (75% of CPl and CPI) that we
considered and that the average property earns profits that re-
flect the minimum requirements of investors. This study does
illustrate that for owners who increase rents at rates greater
than the average, their profits grow more steeply in the form
of annual cash-on-cash returns, appreciation, and IRR. In short,
it appears that even the strictest rent stabilization programs
would only affect a minority of Minneapolis apartment units.

Rent Increases Under Different Rent Caps
RENTS IN DOLLARS

Figure 3.2 illustrates what 2018 rents would be based on 2009
median rents raised at the rates of the various caps. The high
cap examples (CPI + 7% and CPI + 3%) would have allowed for
increases that would be at the high end of the market in 2018.
For example, 2009 rents that were raised each year at the CPI +
3% level would result in a median rent in 2018 of $1,352. This is
higher than what the 2018 rent would have been in Minneapo-
lis had the median 2009 rent increased at the median level over

Figure 3.2: Modeled Rent in 2018 Compared to Caps*
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*Modeled rents in 2018 using median rents in 2009 as starting point.

that 10-year period (which would have resulted in a 2018 rent
of $940). The CPI + 7% rent increases would have resulted in a
rent that is even higher than what the highest rent increases
(those at the 90" percentile) would have produced by 2018, a
rent of $2,042.

Figure 3.2 illustrates that only the lowest rent caps—75% of CPI
and CPl—would have affected the average rent increases during
this period and those caps would have produced a rent that is at
or above what the median rent increases would have produced.
Owners affected by the higher caps would have been those who
raised rents at rates far greater than the market norm.

Rent Caps and Investment Metrics

Rents are only one variable in apartment economics. As de-
scribed in the summary of the interviews, rent stabilization has
the potential to affect a number of apartment economic vari-
ables over time. In this section we combine 2000 to 2019 rent
data and example rent caps with a model pro forma to create
a series of scenarios that illustrate how apartment investment
metrics could be affected by rent caps.

Many owners commented that, while they had concerns about how a rent stabilization program might
impact income, profits, and capital reinvestment over time, they also do not raise rents at rates that
would be subject to most of the example caps we shared with them. This part of the study supports those
comments, illustrating that, based on historic rent data, the average apartment owner would not be af-
fected by any other than the most restrictive rent caps (75% of CPI and CPI) that we considered and that
the average property earns profits that reflect the minimum requirements of investors. This study does
illustrate that for owners who increase rents at rates greater than the average, their profits grow more
steeply in the form of annual cash-on-cash returns, appreciation, and IRR. In short, it appears that even
the strictest rent stabilization programs would only affect a minority of Minneapolis apartment units.
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In general, our analysis in this section indicates that these
apartment metrics are only affected in cases where owners
raise rents above the average level, duplicating the findings for
rents that were shown in the previous section.

QUALIFICATIONS

The model assumes continued occupancy by a tenant over the
entire study period and thus does not contemplate the poten-
tial impact of vacancy decontrol. Moreover, the model does not
incorporate any provisions for cost pass-throughs (for property
taxes or utilities, for example) that are sometimes part of rent
stabilization programs.

An industry standard for a real estate pro forma is used to
model discounted cash flows over an assumed 10-year owner-
ship period, based on the assumptions that one buys in year O,
owns for 10 full years (1-10), and sells in year 10 for a sale price
based on estimated year 11 rents. Some apartment owners,
however, are long-term owners and rather than selling, they
refinance on a schedule (e.g., every 10 years). When they refi-
nance, the new financing is based on a higher property value
due to appreciation and the owner can use the gain to invest
in major capital improvements and/or distribute profits (similar
to a home equity loan). The models we constructed assumed
one owner buying in year 0 (end of 2003 or 2008), owning from
year 1 (2004 or 2009), through years 10 or 15 (2018), and sell-
ing in 2018 for a price based on estimated 2019 rents, and we
did not include refinancing in either scenario.

We used similar levels of debt for the 10-year model as we did
for the 15-year model to make them easier to compare. In real-
ity, the market was different in those two years and financing
would have been different too, but we applied an average level
of debt service to both.

In summary, these models are examples that serve as a rep-
resentation by which to compare different scenarios. Their
greatest utility is in demonstrating differences across the
scenarios, and they should not be considered predictions of
actual outcomes.

ANNUAL RETURN AS A PERCENTAGE OF EQUITY IN-
VESTED OR “CASH-ON-CASH RETURN”

The buyer of a property must provide equity based on the
lender’s requirements for loan to value (LTV). For example, for
a $400,000 property, if the lender is willing to lend at 75% LTV,
then the loan will be for $300,000 and the buyer must provide
$100,000 in equity to close. Annual cash returns or cash flows
after financing (CFAF) are the cash remaining after all operating
expenses, capital reserve, and debt service have been subtracted
from income. Owners divide annual cash returns by the amount
of their equity investment to determine cash-on-cash return, ex-
pressed as a percentage. An annual return of $10,000 in cash
divided by equity of $100,000 = a 10% cash-on-cash return.

Cash-on-cash returns typically start lower and grow over time,
as income grows while debt service payments remain flat. Cash-
on-cash returns do not reflect increasing property value due to
appreciation. Our interviews with market actors indicate that in-
vestors expect minimum returns of 7% to 10% and that “double
digit” returns (returns that equal or exceed 10%) are preferred.

Figure 3.3: Cash-on-Cash Return: Average Return
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Figure 3.3 illustrates how the average cash-on-cash return
would have grown for building owners under different caps.
Our informants indicated that an average annual return of 7%
to 10% is the minimum of what is desired by investors. The fig-
ure shows that landlords who increased rents at the average
and the median of all units in Minneapolis over this 10-year
period would have achieved those minimum returns (7.2% and
7.1%, respectively). More aggressive landlords who raised rents
at the 90™ percentile would have realized an average return of
12.6% in this time period. Had rent increases been capped at
75% of the CPI or at the CPI, landlords would have been able
to achieve acceptable returns (7.5% and 8.0%, respectively). In
fact, those returns would have been higher than what would
have been achieved by the average and median rent increases
over this period. A cap of CPI + 3% would have allowed average
annual returns that essentially match what would have been
achieved by the most aggressive landlords in the Minneapolis
market. In sum, Figure 3.3 shows that average annual returns
at the middle of the Minneapolis market would not have been
constrained by any of the caps we modeled.

Figure 3.4 shows the projected cash-on-cash return at the end of
the 10-year period, in 2018. These returns are larger than what
is seen in Figure 3.3 because these represent the return in the
final year of the investment period. Annual returns grow over
the course of an ownership period, and the figure shows what
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Figure 3.4: Cash-on-Cash Return, 2018
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those returns would have been in the final year. The pattern in
Figure 3.4 echoes that seen in Figure 3.3. The 2018 return under
a 75% CPI and a CPI cap match what would have been achieved
through the average and median rent hikes over the 10-year pe-
riod. The 2018 return under a CPI + 3% cap is less than what the
most aggressive owners would have achieved over that period
(18% compared to 25%). A cap of CPI + 7% would have allowed a
2018 return well in excess of what the high end of the Minneapo-
lis market would have produced during these years.

INCREASE IN VALUE (APPRECIATION)

The value of a property is determined by dividing net operating
income (NOI, income less expense) in the sale year by a “cap (cap-
italization) rate,” expressed as a percentage. For example, if an
apartment earned an NOI of $7,000 in the sale year, if one divides
that by a 6% cap rate, the result, $116,700, is the value in the sale
year. Cap rates are established by the market at lower cap rates
= higher values and vice versa. According to our informants, cap
rates for new class A apartments are in the 4.0% range while class
C apartments are closer to 5.5% or 6.0%. The more steeply rents
increase, the higher the value at the end of the ownership period
(at time of sale or refinance). Owners who raise rents aggressively
benefit from both increased returns in future years and a higher
sale price and gain on sale.

Figure 3.5 illustrates the modeled impact of different rent caps
on the average annual increase in value. The model indicates that
annual rent increases at the CPI would have produced apprecia-
tion that matched or slightly exceeded both the average and the
median in Minneapolis over this time period. The most restrictive
cap we examined, one set at 75% of the CPI, would have con-
strained the average annual increase in value compared to the
average but would have allowed for greater increase in value

Figure 3.5: Average Annual Increase in Value, 2009-2018
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than what would have occurred at the median of the Minneapolis
market. Higher rent caps would have allowed for greater appre-
ciation than the market average and median.

Figure 3.6 illustrates the total increase in value from the time of
purchase through the time of sale. These percentages reflect an
increase over 10 years. Indeed, the total increase in value shown
is simply 10 times what was shown in Figure 3.5. The relative pat-
terns are the same. The two most restrictive caps would have
allowed for total increases in value that matched the middle of
the Minneapolis market, while the more lenient caps would have
allowed for appreciation well above those levels.

Figure 3.6: Total Increase in Value, 2009-2018
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INTERNAL RATE OF RETURN

In addition to annual returns (cash flows and cash-on-cash
return as a percentage) and appreciation over the ownership
period, owners also consider a property’s IRR. Internal rate of
return is an algebraic calculation that takes into account the
initial equity invested, annual returns to that equity (above),
and appreciation (also above) to determine an average rate
of return over the entire ownership period. Because it consid-
ers both annual cash flows and long-term appreciation, IRR is
typically higher than annual rates of return. So, for example, a
project may earn annual returns of 7% to 10% and have an IRR
of 15% or more.?* According to respondents, investors expect
to earn a minimum IRR of 15% or higher.

Figure 3.7 shows that the 15% threshold for IRR is achieved
under all of the rent cap scenarios. The 75% CPI and the CPI
caps would allow an IRR that matches or slightly exceeds what
would have been achieved at the average and the median of
the Minneapolis market from 2009 to 2018. A cap of CPI + 3%
would have allowed an IRR that matches what the most aggres-
sive owners would have achieved over this period. The most
lenient cap (CPI + 7%) would have allowed an IRR far in excess
of what would have been achieved at the top of the market.

Figure 3.7: Internal Rate of Return, 2009-2018
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34 IRRis affected by the rates of growth in income, because it integrates a property’s value at the time of sale. That value is based on the last year of income
divided by a cap rate. The higher the rate of increase over the ownership period, the higher the income in the last year, the higher the sale value, and the

higher the IRR.
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PART 4: CONCLUSION

The Form of Programs

Rent regulation programs have taken
on many forms in cities across the Unit-
ed States. The variation in laws occurs
across five dimensions:

1. Choice of rent increase cap.

2. Exceptions to the cap for costs such
as major capital improvements, utili-
ties increases, and property tax hikes,
or more generally, on the basis of a
“right to reasonable return.”

3. Exemptions for certain portions of
the housing stock, typically newly
constructed units and in some cases
exemptions for rentals in owner-occu-
pied buildings.

4. The existence and terms of vacancy
decontrol, which allows a landlord to
exceed the rent cap when a tenant va-
cates the unit.

5. Compliance monitoring and public
education.

The Impact of Programs

Many studies have been done of existing
rent stabilization programs. Outcomes
in individual cities are dependent on
the unique features of not only the rent
regulations themselves but also the char-
acteristics of the local housing market.
The empirical research indicates that rent
regulation has been effective at achiev-
ing two of its primary goals: maintaining
below-market rent levels and moderating
price appreciation. There is widespread

STEVE SCHNEIDER

agreement in the empirical literature that
rent regulation increases housing stabil-
ity for tenants who live in regulated units.
There is little empirical evidence to show
that rent control policies negatively im-
pact new construction. Construction
rates are highly dependent on localized
economic cycles and credit markets, and
most rent stabilization programs exclude
new construction. Rent regulations have
been shown to be related to an overall
reduction in rental units as ownersin rent-
regulated markets remove units through
condominium conversion, demolition,
or other means. There is little evidence
that rent regulations cause a reduction in
housing quality. Some evidence exists that
major capital improvements keep pace
with need but that more aesthetic upkeep
may suffer. There is considerable debate in
the empirical literature about whether the
majority of benefits from rent stabilization
go to the neediest households.

The Minneapolis
Rental Market

In the years 2000 to 2007, a steady but
modest increase in rents occurred an-
nually in Minneapolis. Rents stagnated
during the housing crisis of 2008 to 2012
but increased afterward. The years 2013
through 2018 saw steeper rent increas-
es and a wider variation in rent increases
across the Minneapolis market. Tenants
in the bottom income quartile have suf-
fered significantly, experiencing steep
rent increases (44% increases from 2006
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to 2019) and almost no growth in income
(2.9% increase in the same period). BI-
POC renters generally, and Black renter
households in particular, saw a worsen-
ing of affordability for most of the study
period. White households fared best.

Using actual rent trends in Minneapolis
from 2001 to 2019 we see that a rent cap
set at 75% of CPl and a rent cap at the CPI
would have had a consistent but relatively
small impact on the middle of the Minne-
apolis rental market. Rent caps at higher
levels (CPI + 3% and CPI + 7%) would not
have constrained rent increases in Minne-
apolis until the post-crash period. These
caps would have limited the most aggres-
sive rent increases in the city but would
not have affected median increases.

Building-Level Economics

Scenario modeling for a hypothetical,
class C or NOAH unit indicated that rent
caps at 75% of CPI and at CPI would have
allowed for average annual returns and
internal rates of return comparable to
what was achieved at the middle (defined
by both the average and median rent in-
creases seen in Minneapolis since 2009)
of the market. More lenient rent caps
(CPI+) would have allowed returns equal
to what would have been achieved by rais-
ing rents at the 90th percentile. There is
no evidence in our modeling that any of
the hypothetical rent caps we considered
would have reduced investor income in
Minneapolis during these years.
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