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1 Executive Summary

We must have strong minds, ready to accept facts as they are.

—Harry Truman

Unfortunately, many of our political leaders today shy away from
facing certain facts and rely on wishful thinking. One such fact is that rent
controls have never succeeded in providing housing relief for those most in
need. Never. And, more often than not, actually exacerbate the problem.

Basic economic theory provides enough insight to give policy
makers ample reasons to stay far away from such an instrument of
destruction. Supply and demand alone tells us there will be a housing
“shortage” if rents are fixed or capped at a level (or rate of growth) below
the unfettered market price. The evidence against rent control is
overwhelming. Many countries around the world introduced what were
thought to be temporary emergency rent controls after WWII that would
be removed once the world recovered from the war. Unfortunately, many of
the controls were never repealed. Some were removed decades later. No
matter the country or the time span, the outcomes were always the same.
Housing shortages became even worse. Those most in need, typically lower
income families, often did not get the benefits. The housing stock
deteriorated because building owners had no incentive to perform routine
maintenance. In addition, all of the various implementations, including only
capping existing units, are all subject to the laws of economics and end up
with the same dire outcomes.

Are there better alternatives that do not distort the incentives of
either side of the market? Of course. In the long run, build more housing.
That is certainly complicated with housing regulations and zoning. In the
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shorter run provide direct payments to those in need of housing,
augmenting the Section 8 policies already in place. Provide better
transporation alternatives to decrease the commuting time and cost to those
who live farther away from their place of work where rents are cheaper.
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2 Introduction

Gunnar Myrdal, 1974 Nobel Laureate (joint with F.A. Hayek), an
important architect of the Swedish Labor Party’s Welfare State, had the
following opinion of rent control and those who implement it:

Rent control has in certain western countries constituted, maybe, the
worst example of poor planning by governments lacking courage and
vision.

—Gunnar Myrdal, in Rent Control: Myths and Realities, Fraser Institute,
1981

And this from another Swedish economist

In many cases rent control appears to be the most efficient technique
presently known to destroy a city– except for bombing.

—Asser Lindbeck, in Rent Control: Myths and Realities, Fraser Institute,
1981

The book referenced above, Rent Control: Myths and Realities
contains a series of articles describing the effects of rent control policy in six
countries. In an attempt to show the impact of rent control, each chapter
starts with a picture of buildings that have been devastated...and the
caption under each asks, "Bomb damage or rent control?” You are asked to
decide which. Spoiler alert: for the picture below the answer is rent control,
South Bronx, New York.
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An essay by Nobel Laureates Milton Friedman and George Stigler
also condemns rent control policies. As is well known, it is pretty rare to
get economists to agree on anything and the fact that the two Swedish
economists and the two Chicago economists agree on rent control policy is a
near miracle, they are as far apart on the political spectrum as can be.
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3 Some Evidence

Housing affordability is the lowest it has been since the Great Recession.
according to First American Title. Obviously this will lead to an increase in
the call for housing/rental assistance. In light of at least a century of
damning evidence against rent controls it is striking that policy makers
cling to such a spectacularly bad idea.

The Friedman and Stigler chapter in the book starts with the 1906
San Francisco earthquake. Roughly half of the housing stock was destroyed
and, while many left the city, it is estimated that the remaining houses had
to house about 40% more people. Friedman and Stigler go on to say that
the newspapers of the day had no mention of a housing shortage...rents
were allowed to rise and the price mechanism was used to ration housing.
Fast forward 40 years after WWII. Rent controls were administered as the
current housing stock had to house about 10% more people, much less than
that after the earthquake. The result was a “chronic housing shortage of
epic proportions.”

Several cities in Massachusettes, Boston, Cambridge and
surrounding areas, imposed rent control for nearly 30 years. In 1998 The
Economist published and article describing the short and long term effects.
So what happens when rent controls end? The transition is rough in the
short term, but expected. Rents in the controlled sector rise. Many people
are forced to move. Evictions rise as those living in the rent controlled
areas are no longer able to afford the higher rents. Here is where a targeted
policy of rental assistance to those displaced can soften the effects in the
short run. But a study in Cambridge also found that

Yet the Cambridge study also showed that, when rent control ended,
investment in housing and repairs went up. It showed, too, that
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although many people left, most stayed put, and that the number of
non-white tenants in formerly regulated units has actually doubled.

More recently, The Economist published an article in March, 2021,
claiming After a year, Berlin’s experiment with rent control is a failure,
after just one year! Here is a quote from the article:

But the problem, entirely foreseeable and foreseen, is that the caps
have made the city’s housing shortage much worse: the number of
classified ads for rentals has fallen by more than half. Tenants,
naturally enough, stick to their rent-capped apartments like glue.
Landlords use flats for themselves, sell them or simply keep them
empty in the hope that the court will nix the new regulation.
Meanwhile, rents and sale prices in the still-unregulated part of the
market, and in cities close to Berlin, such as Potsdam, have risen far
faster than in other big German cities.

6

https://www.economist.com/europe/2021/03/09/after-a-year-berlins-experiment-with-rent-control-is-a-failure


4 Effects of Rent Control

A simple supply and demand that you learned in your introductory
economics course provides the main insight. The figure below shows the
quantity of apartment units on the horizontal axis and the per unit rent on
the vertical axis. In an unfettered rental market the equilibrium rent is
given by RE and the equilibrium quantity by QE; note that this is the point
where demand intersects supply and therefore there is no “shortage” of
apartments: the demand for housing equals the supply of housing. Suppose,
however, that even though there is no shortage of housing, rents are
considered “too high.” Policy makers impose a rent ceiling so rents cannot
be above the specified level, RC . Landlords are now willing to only supply
QS apartments given the lower rent they receive. At this lower rent, the
demand for apartments is QD. So what just happened? Two things. First,
there is a reduction of the number of apartments available, QE −QS.
Second, there is now a shortage of apartments of QD −QS!

This economic rationale has nothing to do with greedy landlords!
Roughly half of the apartments for rent are properties with 1-4 units and
35% of all apartments are properties with just 1 unit, typically run by the
owner, according to a rental survey from the National Association of
Realtors.

How do apartments simply disappear? Many are removed from
the market when the rent no longer covers the cost of operation. They
might be re-purposed and sold as owner-occupied condos. If the units stay
unoccupied, they quickly fall into a state of significant disrepair. Over the
longer term fewer apartments are built and city-wide rents will actually
rise, undermining the initial intent of rent control.

Where did the apartments disappear to? Many are removed from
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the market as the rent does not cover the costs of operation. The landlords
might end up living in them or leave them unoccupied. They might be sold
as condos, if allowed. And over the longer term, fewer apartments will get
built.

A more subtle and complex issue is who ends up living in the rent
controlled units? We have all heard stories of rich people actually living in
them. For example, the former mayor of New York, Ed Koch, kept his rent
controlled apartment in Greenwich Village while living in Gracie Mansion.
Imagine you are the landlord. How would you determine who gets the
apartment? Recall that there is a long line of indivuduals seeking the lower
rent apartment. Some rich, some poor. Some employed, some unemployed.
Maybe you allocate it to a friend or family member.
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In the conclusion to the 1981 book, the final analysis is well laid
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out. The dismal results of rent control will appear...“no matter what the
motivation: housing deterioration, haphazard income redistribution, racial
discrimination, tax base loss, reduction in labor mobility—and a worsening,
not an improvement, in the initial housing shortage (if indeed there ever
was one).”

So, what is going on to lead to such a disastrous outcome? First,
if building owners cannot get market rents they often either move into the
unit or take it off the market altogether. So the supply of housing units
falls. Below is a copy of some data from the 1981 book referenced above.
Sweden implemented rent controls in 1942 (eventually repealing them in
the 1970’s). The supply of available units fell to 0 and the applicants
without housing swelled appreciably. This is the eventual outcome from
such policies. Full stop.
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A 2019 Freakonomics titled, Why Rent Control Does Not Work
gives some more recent evidence on the topic as well as rehashing some of
what is said here. The show featured Rebecca Diamond and Ed Glaeser,
two economists who have worked on the causes and effects of rent control.
Diamond and coauthors use a unique data set to look at the effect of a
change in rent control laws in San Francisco in 1994 and are able to
quantify the effects:

We exploit quasi-experimental variation in assignment of rent control
to study its impacts on tenants, landlords, and the overall rental
market. Leveraging new data tracking individuals’ migration, we find
rent control increased renters’ probabilities of staying at their
addresses by nearly 20%. Landlords treated by rent control reduced
rental housing supply by 15%, causing a 5.1% city-wide rent increase.

The Diamond et. al. paper does find some benefits to rent control
for those who are already in the rent controlled apartments. In particular
they find that while it does help low income residents already in the
apartments, that effect is short-lived since it makes it more difficult for the
next low income tenant that wants to live in the city. The host of
Freakonomics, Stephen Dubner, sums up what Diamond finds, “You find
evidence that rent control increases gentrification, one component of which
is the displacement of low-income tenants.” This certainly plays against all
the talk of increasing diversity!

5 Conclusion

So, if all of the economic theory and data point to the disastrous effects of
rent control, why does it persist? First, imagine a politician, even armed
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with the evidence, saying they are against rent control, what would happen
to them? Second, rent controls are simple to implement. Taxes do not have
to be raised. Building regulations don’t have to be changed. Just a vote of
the local political entity. However, like many other policies, easy to
implement but nearly impossible to remove.

It is also pretty clear by now that the large public housing
programs were also largely a failure. The focus should be on building
housing that will encourage diversity. Building low income (affordable?)
housing does the opposite. Building housing that people want to leave as
soon as their incomes rise does not promote a diverse neighborhood. Giving
direct payments to renters allows a rich set of diversity of incomes, race,
occupations, etc. Rent control works to undermine the goals of fairness and
equity. Indeed, The Death and Life of Great American Cities by Jane
Jacobs highlights the importance of diversity, not just for its own sake but
to engender innovation and prosperity.

It’s time to actually face the facts. Rent controls do not work.
Over a century of evidence from cities around the world points to disastrous
outcomes. Our community deserves better. There are better alternatives.
Let’s take the time and effort to find those alternatives so that our
community members in need can be safely housed. Our policy makers
should be taking the long view of what our cities will look like 5, 10 or 15
years from now and it is clearly evident that rent control should not be in
any policy design.
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