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along with a review of relevant literature on the topic. In the final section, the City of San Jose, where the City
Council has recently started to explore ways to reduce further rent growth beyond its current ordinance, is
examined along with some of the potential effects of making these changes.
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Effect: Decrease in supply of rental housing

The results of the second model, which examined the effect of rent control on the supply of rental housing, can be
found in Table 2. The coefficient on the rent control variable was -10.12, indicating that the presence of a rent
control policy in a city is associated with a 10.12 percentage-point reduction in the growth of rental housing from
2000 to 2013. This result was statistically significant just below the 10% level with a p-value of 0.108.

The City of Los Angeles can be used again to demonstrate the implications of this result. The number of renter
occupied units was 842,894 in 2013, a 7.6% increase over the number of units in 2000. If we apply the coefficient of
-10.12 on the rent control variable we find that the amount of renter occupied housing would have increased by
17.7% over this time period in the absence of rent control, which would have put the total number of occupied
rental units at 922,030 in 2013. This implies that from 2000 to 2013 growth in the number of renter occupied units
in the City of Los Angeles was deprived of an additional 79,136 units due to the presence of rent control.

Table 2: Growth in Renter Occupied Housing Units From 2000 to 2013

Control 1: Control 2: Log of Log of Countywide Countywide
Cities with Cities short of MSA income MSA income median home population

Rent Control Rent Control 2000 2013 price growth growth

-10.121* /n -7.223 -40.950 42.520 -0.168** 1.026***
(6.250) (7.791) (39.791) (44.848) (0.083) (0.218)
Standard errors in parentheses
*** = 1% significance, ** = 5%, * = 10%
/n p-value was 0.108
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Source: American Community Survey, Beacon Economics

City of Los Angeles, 2005 to 2013
Example of Supply Effect

One hypothesis for this reduction is the
idea that investors might fear that new rental
units will eventually be covered under future
rent control ordinances, given that there
is already a policy in place. Although the
Costa-Hawkins Rental Housing Act currently
exempts rental units built after 1995 from
rent control, future local ordinances and
actions by the State Legislature could subject
newer units to future rent controls. This
hypothesis is supported by the current
results as well as other studies included
in the subsequent literature review.

Much like the first model, the coefficient
on the second rent control variable, which
was equal to 1 for cities with measures short of rent control, and 0 for cities without them, was not statistically
significant. This suggests that these policies have no discernible positive impacts on the supply of rental housing.
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Rent Control Law in California Cities
City Allowable Increase

Berkeley 65% of Yearly San Francisco-area CPI Increase (effectively 2%)
Los Angeles 3% or Los Angeles-area Yearly CPI Increase, up to 8% (whichever is higher)
Los Gatos 5%
Oakland 1.7%
Palm Springs 75% of Yearly Los Angeles-area CPI Increase
San Francisco 60% of Yearly San Francisco-area CPI Increase
San Jose 8% (21% if rents have not increased in more than two years)
Santa Monica 75% of the Yearly Los Angeles-area CPI Increase
West Hollywood 75% of Yearly Los Angeles-area CPI Increase
Source: California Apartment Association (Updated 06/05/2015)

Negative Side Effects of Rent Control Laws

Rent control laws come with problems of their own. Economists sometimes refer to “negative externalities,” which
are the unintended consequences of a particular public policy. The evidence suggests that local rent control
ordinances are accompanied by such externalities. What’s more, rent control ordinances in particular can
exacerbate problems they are intended to address.

First, price ceilings encourage individuals who would otherwise move elsewhere to stay in their apartments.
The data suggests that this is particularly true of higher-income households who have a propensity to move
less frequently.

In cities like Santa Monica or San Francisco, where rents are very high, this means that wealthier individuals, who
might otherwise move to more expensive housing, stay in their lower-cost apartments. This restricts the available
supply of local affordable housing.

Second, price ceilings discourage the diversification they are meant to encourage. By causing rent-controlled
units to turn over less frequently, the supply of available units can actually contract in cities with such ordi-
nances.

Cities like Santa Monica or San Francisco maintain artificially low rents on otherwise expensive properties, while
market-rate rentals in those cities not only remain unaffordable to most, they actually rise in cost because growth
in the supply of housing has been discouraged following the implementation of rent control laws.

Finally, limiting how much landlords can increase rent may create a disincentive to properly maintain the
property, since landlords will not be able to recover the cost of that investment through higher revenues. This
can affect the quality of life for tenants, and affect the surrounding neighborhood by decreasing the value of
adjacent properties.
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About Beacon Economics
Beacon Economics, LLC is a leading provider of economic research, forecasting, industry analysis, and data services.
By delivering independent, rigorous analysis we give our clients the knowledge they need to make the right
strategic decisions about investment, growth, revenue, and policy. Learn more at www.BeaconEcon.com.
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