


1 V O T E  N O  O N  P R O P  1 0

M A R C U S  &  M I L L I C H A P

NEGATIVE CONSEQUENCES 
FOR ALL CALIFORNIANS
In November, California residents will vote on Proposition 10. The measure 

would allow cities to impose a wide range of rent-control policies. Proponents  

say they are trying to fix the affordable housing crisis. But rent control actually 

does the opposite: It reduces the supply of rental housing, drives up overall  

housing costs and dramatically slows new construction, according to extensive 

research on cities that have enacted rent control. Rent control also limits  

owners’ ability to maintain and improve their properties, diminishing quality  

of life for renters and causing neighborhoods to deteriorate.
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Introduction
California’s lack of adequate housing for working class families 
has created a crisis that can only be resolved by increasing the 
amount of moderately priced homes and apartments.  Proposition 
10 has been named “The Affordable Housing Act,” but this is a mirage:  
It doesn’t create a single new housing unit. Instead, the measure  
would repeal a 1995 state law, the Costa-Hawkins Rental Housing Act.  
Costa-Hawkins regulates the type of rent control rules that cities  
can impose and limits rent control to apartments built before February 
1995 (and in some cases earlier). By repealing Costa-Hawkins,  
Proposition 10 would:

• Open up all multifamily units in California to rent control

• Make the housing shortage crisis worse

• Benefit a very select number of tenants

• Result in deteriorating quality of rental units for working class families

• Apply rent control to single-family homes and individually owned 
condominiums and townhomes

• Force landlords to keep regulated rents in place even after a tenant 
moves out

While repealing Costa-Hawkins and expanding rent control might 
seem like an easy and obvious solution to high rents, the actual out-
come would be highly destructive—making housing less available, 
more expensive and a drain on California’s quality of life and economic 
growth. The sections below explain these effects in detail. But first, an 
analysis of what’s really causing California’s housing crisis.
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DEEPENING THE HOUSING SHORTAGE 
In city after city, putting restrictions  
on rents has reduced the supply of 
housing and driven up prices. A 2017 
Stanford study looked at what happened 
to tenants, buildings and rents after San 
Francisco expanded rent control in  
1994. Many apartments were converted 
 to condominiums or replaced by single- 
family homes. The controlled housing 
supply tumbled by 15 percent and the 
overall housing stock fell by 5 percent. 
The number of renters living in rent- 
controlled units declined by 25 percent.10   
“It dramatically limited the supply of 
rental housing,” the paper’s author said.11 

Expanding rent control would also  
discourage new construction in California,  
according to a 2016 forecast by the  
Legislative Analyst’s Office.12 That’s what has  
happened in other cities, such as Portland,  
Oregon, which  enacted “inclusionary 
zoning” on all new construction in 
February 2017. It requires 20 percent of 
new units to be affordable to residents 
earning less than 80 percent of median 
family income. (Developers also have 
the option to offer deeper discounts on a 
smaller number of units.) 

The impact was massive: Since the  
adoption of inclusionary zoning, fewer 
than 600 units have moved through the 
city’s approval pipeline—compared to 
3,200 apartments per year on average 
from 2012 to 2016.13  The problem?  
Builders can’t make the numbers work 
for multifamily housing, so the projects 
can’t get bank financing.

“Developers do extensive market  
research to determine the market rents 
for an apartment building,” said John 

Sebree, National Director of Multi 
Housing with Marcus & Millichap. “But 
under Proposition 10, rents could be  
determined by a third-party board. There’s 
no reason for developers to take on the 
risk of a development of any size because  
they have no idea whether they can 
generate enough income to cover their debt 
service.” As a result, capital to finance 
new multifamily housing evaporates. 

Rent control is the wrong 
medicine to solve the  
rental housing crisis, and  
will in fact make it worse.
JOHN EUDY
EXECUTIVE VICE PRESIDENT, DEVELOPMENT  
ESSEX PROPERTY TRUST

“
New housing development also declined 
in Ontario, Canada, following rent-control  
legislation. Developers had built about 
28,000 apartments per year in the five  
years before controls were enacted—and 
about 5,500 per year in the five years 
after.14  The impact of rent control was  
“to reduce new construction, to accelerate  
deterioration and conversion of the 
existing rental stock, to generate a severe 
rental housing shortage” and to slash 
government tax revenue, according to 
a University of Toronto study.15  In 2017, 
after the Toronto government proposed 
expanding rent control, 1,000 new units 
that had been  planned as rental apart-
ments were immediately converted to 
for-sale condominiums.16 

Experts say Proposition 10 would likely  
cause an immediate halt in construction 
housing, since California’s 450+ local 
cities and municipalities and 58 counties  
could all enact different rules and 
regulations around rents. That process 
would likely last for months.“If this 
measure passes, builders are going to  
wait and see—and that means less housing 
for renters,” said John Eudy, Executive Vice  
President, Development, Essex Property 
Trust, which built about $3.5 billion in  
new housing over the last decade in 
California. “Rent control is the wrong 
medicine to solve the rental housing 
crisis, and will in fact make it worse.”

Proposition 10 “will cause a major  
chilling effect on housing construction 
in the state, if not a total freeze in  
activity,” agrees Damon Conklin, Director 
of Government Affairs for the Federation 
of California Builders Exchanges, which 
represents about 4,000 companies,  
including general contractors, architects, 
engineers, electricians and plumbers. 
The halt would immediately affect the 
livelihoods and families of thousands 
of workers in multifamily housing 
construction and renovation, and, of 
course, the renters who are trying to 
find housing.

“At best, California needs 664,000 new 
apartments by 2030 just to keep up with 
current levels of population growth,” 
said Jim Lapides, Vice President, Strategic 
Communications with the National 
Multi Housing Council. “The state will 
struggle to keep up in a perfect world. 
With rent control, there’s no way we will 
be able to support the housing needs of 
the people who want to live here.”
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A FEW PEOPLE WILL  
WIN THE RENT LOTTERY  
( BUT PROBABLY NOT YOU )
Proposition 10 states that the measure 
will “ease the burden on renters.”17  
The fact is, only a lucky minority will 
score below-market rents, and it’s 
probably not going to be the teachers, 
firefighters or other middle- and lower- 
income people who need it most. 

That’s because rent control is applied 
haphazardly. “Numerous studies have 
found rent control doesn’t help the 
neediest people, because there’s no 
mechanism in the laws requiring a 
means test for the people living in 
these units,” said Jim Lapides, Vice 
President, Strategic Communications 
with the National Multi Housing Council.

In fact, higher-income people with 
connections get the spoils. A 2015 
report in The Economist noted that 
“those living in rent-controlled flats in 
New York tend to have higher median 
incomes than those who rent market- 
rate apartments,” possibly because 
“wealthier households may be in a  
better position to track down and  
secure rent-stabilised properties.”18  

Separately, a study of rent control in 
Boston found that only 26 percent 
of rent-controlled apartments were 
occupied by renters in the bottom 
quartile of household income, while 30 
percent were occupied by tenants in 
the top half of income. “This suggests 
that much of the transferred surplus 
may have been received by wealthier 
households,” the study noted.19 

Those who do win the rent-control  
lottery will stay put, locking up the  
supply of open apartments, and 
creating more competition for what’s 
available. Higher demand means higher 
prices. That’s what happened when 
San Francisco expanded rent control 
in 1994. The people who got in at the 
start gobbled up the benefits—and  
tenants who came along later experienced 
equally big losses in the form of higher 
rents, a Stanford study found.20 

Numerous studies have found rent 
control doesn’t help the neediest  
people, because there’s no mechanism 
in the laws requiring a means test for 
the people living in these units.
JIM LAPIDES
VICE PRESIDENT, STRATEGIC COMMUNICATIONS WITH THE NATIONAL MULTI HOUSING COUNCIL

“
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