City of Long Beach Memorandum
Working Together to Serve

Date: April 19, 2018
To: Patrick H. West, City Manager(?w

From: Tom Modica, Interim Director of Development Services /M,
Richard Anthony, Deputy City Attorney ﬁF A.

For: Mayor and Members of the City Council

Subject: Rent Control in Long Beach

On January 12, 2018, residents of Long Beach submitted a ballot initiative that proposes
to establish residential rent control and restrictions regarding how tenancies may be
terminated. Neither the City Council nor City staff have any involvement with the proposed
ordinance and ballot initiative process. On March 20, 2018, the City Council directed staff
to evaluate the proposed ordinance, and provided a list of questions for staff to review
regarding the legality and impact of the ordinance. This memorandum provides a broad
overview of rent control, outlines possible effects and implications for the City, and provides
preliminary answers to most of the questions presented.

What is Rent Control?

At its core, rent control is the governmental regulation of rents charged by owners of
residential properties through price controls. There is significant variation on the ways
governments implement rent control, ranging from establishing a ceiling on annual rent
increases (often tied to a price index), to regulating the amount allowed to be charged per
square foot, to imposing additional tenant protections against evictions. However, the two
forms of rent control most often implemented are some variation of the following:

1. ‘Hard’ rent control, or ‘vacancy control,’ usually involves “fair rent” prices set by the
government, and over time can result in the governmentally-mandated rents being
significantly below market value.

2. ‘Soft’ rent control, or ‘rent stabilization,” does not set rent prices, but rather limits the
amount by which landlords can increase rents over time. There can also be de-
control measures included, such as vacancy resets (where a landlord can increase
the rent by any amount when a tenant moves out) and sunset clauses (such as the
ordinance expiring if vacancy rates in a city reach a certain threshold).

Rent Control in Other Cities

_ Currently, only California, Washington DC, Maryland, New York and New Jersey have
some form of rent control. There are 15 cities in California that regulate rents via rent
control or rent stabilization ordinances (2016 population in parenthesis):

e Berkeley (121,240) — adopted in 1980
e Beverly Hills (34,687) — adopted in 1978



Rent Control in Long Beach
April 19, 2018
Page 2

East Palo Alto (29,684) — adopted in 1983
Hayward (158,937) — adopted in 1983

Los Angeles (3,976,324) — adopted in 1979
Los Gatos (30,545) — adopted in 1980
Mountain View (80,447) — adopted in 2016
Oakland (420,005) — adopted in 1980

Palm Springs (47,689) — adopted in 1980
Richmond (109,813) — adopted in 2016

San Francisco (870,887) — adopted in 1979
San Jose (1,025,373) — adopted in 1979
Santa Monica (92,478) — adopted in 1979
Thousand Oaks (128,888) — adopted in 1980
West Hollywood (36,698) — adopted in 1985

The Costa-Hawkins Act

Rent control regulations permitted in California were diminished significantly following the
1995 passage of the Costa-Hawkins Act (EI Mallakh, 2001). The Act has two main
provisions that limit rent control policies in the state:

e Single-family homes, condominiums, and any apartment building constructed after
February 1995 are exempt from rent control regulations and cannot have capped
rent increases. Additionally, if a city established rent control prior to 1995, any
buildings built after the year the law was first enacted are exempt as well.

o Mobile homes are the only units completely exempt from Costa-Hawkins and
can have full rent control measures applied.

® Rent caps must be reset when a tenant moves out of a unit. In other words, vacancy
controls (where rental increase limits remain in place regardless of turnover) are not
permitted.

Recently, there has been a statewide push to overturn the Costa-Hawkins Act and provide
cities greater flexibility in rent control regulations. While AB 1506, which would have
repealed the Act, did not make it out of the State Assembly’s Housing and Community
Development Committee in January 2018, tenants’ rights groups are currently collecting
signatures to place an initiative on the November 2018 ballot. Additionally, the Los Angeles
County Board of Supervisors has initiated a process to establish rent control measures in
mobile home parks in unincorporated parts of the County.

Research on Rent Control

Historical academic publishing on the effects of rent control has been dominated by
economists, who have strongly opposed rent control and characterized the theory of rent
control as a price distortion that made housing markets inefficient (Arnott, 1995). Through
the early 1990s, there was consensus across the ideological spectrum among economists
that the concept of rent control led to worsening outcomes for cities. The latest economist



Rent Control in Long Beach
April 19, 2018
Page 3

research recognizes and quantifies some benefits that rent control provides, yet still
concludes that such benefits are outweighed by the policy costs, and therefore rent control
is undesirable compared to other affordable housing policies (Diamond, McQuade, & Qian,
2018).

Among other social scientists the research is more mixed, especially as the relatively little
data analysis that has been conducted is varied in its approach. As a result, there is
significant difficulty in establishing causality around the effect of rent control on housing
prices, due to the complexity and dynamic nature of housing markets. Instead, sociologists,
and other interdisciplinary academics have a wider range of conclusions on the issue. In
comparison with other efforts around construction, desegregation, direct subsidies, and
other market regulations, rent control in these fields is a secondary policy for housing
affordability (Gilderbloom & Ye, 2007).

Arguments for Rent Control

A principal argument for rent control highlights the recent research, which demonstrates
how rent control provides benefits (usually measured in income pass-throughs) to tenants
in rent-controlled units, and that these benefits often lead to greater housing stability for
tenants to remain in place. Additionally, advocates for rent control position it as an equitable
measure that seeks to balance the relationship between tenants and landlords.

Rent control proponents also point to the effects of rent decontrol as indicative of the costs
of inaction. Research in Cambridge and Boston, Massachusetts found that rental prices
rose while vacancy rates and neighborhood income diversity plummeted after statewide
regulations led to the end of rent control in both cities (Autor, Palmer, & Pathak, 2012)
(Blumgart, 2015). Advocates also assert that rent control has an extremely low cost to cities
that implement the program compared to construction costs for income-restricted
affordable housing. While the cost to build new affordable housing is often upwards of
$400,000 per unit, the total annual costs to operate rent control in California cities is
between $1 million and $5 million, and cities may make the policy cost-neutral to administer
by imposing a program fee on all rental properties. Finally, advocates argue that supply-
focused solutions are time-intensive and offer little relief to tenants who are already facing
high rental increases. While it can take decades before the housing supply is increased
enough that rents stabilize for non-luxury units (through a process known as filtering),
proponents argue that rent control offers an immediate solution and stability for renters who
are in danger of being priced out of the market entirely (Zuk & Chapple, 2016).

Arguments Against Rent Control

One of the most common criticisms levied at rent control are that it leads to deteriorated
housing conditions via disinvestment from landlords who stop maintaining their properties.
Opponents argue that landlords and property managers will no longer have an incentive to
improve their properties if they face limits on rental increases, and as time passes they will
not be able to afford basic maintenance costs. Additionally, opponents argue rent control
reduces the housing supply; as evidence for the latter, in San Francisco, rent control led to
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landlords converting rental units to for-sale properties (Diamond et al., 2018). As landlords
seek to circumvent rent control regulations by exiting the rental market, a decreased
housing stock will drive up rental prices in non-controlled units. Opponents of rent control
also highlight how rent control is not means-tested; that is, the benefits are not assigned
solely to low-income tenants or those with the greatest need, but are arbitrarily based on
tenure. Instead, many opponents argue that existing programs, which are specifically
targeted at low-income renters, such as Section 8 vouchers, should be expanded.

Furthermore, opponents contend that the benefit provided to tenants in controlled units is
outweighed by the cost to landlords and to all other tenants (i.e. tenants in decontrolled
units and future tenants looking to enter the housing market) (Diamond et al., 2018). Many
opponents also point to research that shows rent control reduces tenant mobility and
natural housing turnover, as renters in controlled units have an incentive to remain in place
(Diamond, McQuade, & Qian, 2018). Advocates argue this leads to secondary rental
markets and misallocated housing units that are not used optimally (W., Jackson, & Saba,
1994). Finally, opponents assert that rent control stifles new housing construction, as
developers may assume that their future returns on property investments will be capped by
expansions to rent control policies.

Affordable Housing in Long Beach

In May 2017, the City Council adopted 29 affordable housing recommendations from a City-
led study group. Among the recommendations were efforts to preserve and expand the
affordable housing stock in the City, develop incentives and partnerships in coordination
with other entities, and foster a regulatory environment that promotes new housing
development and streamlined City procedures. Most notably, the City adopted 16 new
initiatives for the development and implementation of affordable housing. Staff has also
initiated the process to craft an inclusionary housing policy, which is expected to be
considered by the Council by the end of 2018. Additionally, staff is exploring new funding
sources for affordable housing including, but not limited to, a local bond measure to
capitalize the Housing Trust Fund Ordinance, a local document recording fee to fund
affordable housing, and dedicated City resources allocated during the annual budget
process.

Renter Protections

The City of Long Beach is also in the process of compiling policies and best practices to
support tenants, preserve affordable housing, develop or expand rental assistance
programs, maintain a livable housing stock, and provide pathways to homeownership in
the City. The City Council, on January 16, 2018, asked staff to begin research and return
to the City Council with recommendations for additional renter protections that Long Beach
could implement. Staff has reached out to over 100 California cities in its research efforts,
and will begin stakeholder workshops coordinated across City departments in May 2018.

Moving forward, the City must weigh options for tenant protections and affordable housing
within the current context of local, state, and federal government austerity around housing
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programs. Additionally, the City's Proactive Rental Housing Inspection Program (PRHIP)
and other policies already in place provide a regulatory framework that prevents rental units
from degrading into slums. The PRHIP program, which is implemented by Code
Enforcement staff, was adopted by the City Council in June 2015, to preserve the stock of
decent, sanitary, and safe rental housing units within the City. Program staff conduct pro-
active rotating inspections for residential rental properties consisting of four (4) or more
dwelling units. There are approximately 75,000 rental units under the program's purview.
Since the program’s establishment, over 10,000 units have been inspected, which has
resulted in violations being identified and addressed at thousands of existing rental units.

Proposed Ordinance Considerations

The proposed voter-initiated rent control ordinance (Proposed Ordinance) would establish
and set a maximum allowable rent on rent-controlled residential units in Long Beach. The
Proposed Ordinance would set maximum allowable annual rental increases for all
residential units, except for certain exempt units. No more than one rent increase per 12-
month period could be imposed and the Proposed Ordinance contains conditions under
which rent increases are not permitted. A landlord or tenant may file a petition with a newly-
created Rental Housing Board seeking a rent adjustment either upward or downward. All
landlords would be required to pay an annual rental housing fee to cover the program costs
of the Proposed Ordinance.

The Proposed Ordinance would also establish "just cause for eviction" requirements in
Long Beach that would be enforced and administered by the Rental Housing Board. Long
Beach does not currently have limits on residential rents, local restrictions on tenancy
terminations, or a Rental Housing Board. The proponents of the Proposed Ordinance are
currently in the process of gathering signatures to place the initiative on either the
November 2018 ballot or the November 2020 ballot.

Potential Conflicts with City Charter

It is important to note that there are several provisions of the Proposed Ordinance which, if
passed, would likely trigger an immediate legal challenge. Most importantly, the
establishment of the Rental Housing Board, and the breadth of powers granted to it, are
inconsistent with (and likely violate) provisions of the City Charter. Lengthy and potentially
costly legal actions would be necessary to address such inconsistencies.

Staff was directed on March 20, 2018, to respond to specific questions that Council had on
the Proposed Ordinance. The initial responses from staff to most of the questions are
attached. Several questions were not answered due to (i) the breadth or repetitiveness of
such questions, (i) the fact that such questions regard potential City legal liability which
should be discussed in closed session, and/or (iii) the fact that such questions inquire about
the intent of the authors of the Proposed Ordinance. As previously stated, City staff played
no role whatsoever in preparation of the Proposed Ordinance. Given additional time and
resources, staff can pursue responses to some of the remaining questions, or work with
outside experts to provide additional information on specific issues regarding the Proposed
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Ordinance. There would be additional cost in terms of City staff time and outside legal
expertise needed to continue this research. While an exact dollar amount has not been
determined, staff roughly estimate that funds in excess of $30,000 would be needed for
outside counsel, consultant expertise, and staff time. Staff recommend that before the City
Council takes this next step and commits to additional research, that the City wait to
determine whether the proposed voter-initiated measure can generate the necessary
signatures to be placed on the ballot.

For more information on Rent Control and Just Cause Eviction policies, please contact
Alejandro  Sanchez-Lopez, Management Assistant, at (562) 570-6553 or
Alejandro.Sanchez-Lopez@longbeach.gov

ATTACHMENT A: STAFF RESPONSE TO COUNCIL QUESTIONS

cc:. CHARLES PARKIN, CITY ATTORNEY
LAURA L. DouD, CITY AUDITOR
ToMm MoDICA, ASSISTANT CITY MANAGER
KEVIN JACKSON, DEPUTY CITY MANAGER
REBECCA GARNER, ASSISTANT TO THE CITY MANAGER
DEPARTMENT HEADS
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