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1.0 Executive Summary

The Regional Economic Studies Institute (RESI) of Towson University and BBPC (hereafter jointly
referred to as the Research Team) engaged on a project for the Apartment and Office Building
Association of Metropolitan Washington (AOBA) to measure the economic and fiscal impacts, if
any, that would result from implementation of proposed rent control legislation in
Montgomery County (hereafter referred to as Rent Control).

1.1 Summary of Key Findings

Based on the Research Team’s findings, Rent Control would result in reductions in the property
values of existing multifamily buildings and would in turn significantly decrease County property
tax revenues and income tax revenues paid by building owners residing in the County.

Additionally, many planned multifamily and mixed-use projects would not be developed,
resulting in further losses of tax revenues and jobs. Specific Montgomery County fiscal impacts
from the implementation of Rent Control would likely include the following:
e Estimated annual tax revenue losses of $46.1 million in 2020, increasing to $101.3
million per year by 2025;
e Ten-year total tax revenue losses of $538.5 million; and
e If Montgomery County chooses to offset the direct fiscal impacts of Rent Control with
additional taxes, a resulting increase in property tax rates equating to an average of
$267 per owner-occupied household in 2025 would only partially mitigate direct tax
losses, with no additional benefit for County residents.!

In addition to the direct fiscal impacts to Montgomery County, the State of Maryland would
likely experience a direct loss of revenue of $327.8 million during the same ten-year period due
to unrealized sales tax and income tax. Although these substantial fiscal impacts are highly
concerning, arguably more concerning is the overall reduction in economic activity and loss of
jobs that would result in the coming decade with the implementation of Rent Control.

The Research Team used an econometric model to measure the economic ripple effects caused
by Rent Control, including loss of income, foregone construction projects, and reduced
employee migration. By 2025 annual economic impacts would reach the following levels:

e Over 70,900 jobs unrealized,

e Loss of $10.4 billion in County economic output, and

e Loss of $5.4 billion in wages.

Montgomery County previously implemented two rent control ordinances, which were in effect
from 1973 to 1977 and again from 1979 to 1981.2 During this period, sales prices for apartment
buildings fell substantially, and essentially no new units were constructed or planned for
development, despite very low vacancy rates. In 1980 the City of Takoma Park, an incorporated
municipality in the County, implemented its own rent control ordinance that is still in effect
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today.? Following the expiration of Montgomery County rent control in 1981, County property
values increased substantially, while Takoma Park values remained stagnant.

The massive scale of negative economic and fiscal impacts of Rent Control on the County is
supported by the findings of theoretical and empirical studies—that rent control policies lead to
disincentives for new development and can further exacerbate housing affordability issues.

1.2 Summary of Study Methodology

To determine the potential economic and fiscal impacts associated with Rent Control, the
Research Team developed a scenario that allowed for rental rate escalations to occur at the
three-year historical market rate changes by ZIP code (hereafter referred to as No Rent Control)
obtained from Montgomery County’s 2012 Annual Rental Facility Report. This scenario was
contrasted with Rent Control, which capped rental rate increases to the forecasted CPI-U for
the Baltimore-Washington Metropolitan Statistical Area (MSA).

The Research Team measured the impacts to property income and the resulting property tax
losses for the County by calculating the delta between the Rent Control and No Rent Control
scenarios. Using data regarding property owners’ places of residence, the Research Team also
measured the decline in business income taxes.

To capture the widespread ripple effects of Rent Control, the Research Team also measured the
impacts in terms of revenues and jobs for current pipeline projects going unrealized in the
County. The Research Team calculated revenue impacts by measuring the loss in residential
units. The Research Team also measured the fiscal impact of the loss in the non-residential
portion of mixed-used projects with a multifamily component. In addition, job impacts were
calculated by applying estimates for square footage per employee for each type of commercial
component foregone.

The Research Team used these figures as inputs in the REMI PI+ tool to determine the jobs,
wages, and output impacts. The REMI Pl+ model is a high-end dynamic modeling tool calibrated
to Montgomery County that measures how changes in economic activity in a specific industry
will create additional changes in government revenues, industry income and sales,
employment, and personal income over time.
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2.0 Introduction

The Research Team engaged on a project for AOBA to measure the economic and fiscal
impacts, if any, that would result from implementation of Rent Control. At present, Takoma
Park is the only jurisdiction in Maryland that imposes mandatory limits to rental rate increases.

The effects of rent control have been studied at length, and the general consensus among
theoretical and empirical studies is that rent control policies lead to a number of unfavorable
outcomes. Such outcomes may include loss of revenues, deteriorating housing stock due to lack
of maintenance, disincentives for new development, high administrative costs, and housing
affordability concerns.

The analysis in this report utilizes current County-level data and comprehensive economic and
fiscal models to measure the impacts of Rent Control. The report will lead with a review of the
economic and fiscal impacts to the County as well as financial implications for residents in
Sections 3.0 and 4.0. Supporting methodology and evidence for the analysis will be explicitly
described in succeeding sections.

2.1 Rent Control Definition

Rent control in the United States dates back to post-World War Il and was enacted as an
attempt to provide affordable housing opportunities during a particularly high inflationary
period and related post-war housing shortage.* The standard academic definition of rent
control is a government-legislated restriction on rental prices (also referred to as a price
ceiling).”> However, most practical applications of rent control limit the annual increase in rental
rates. For instance, in Newark, New Jersey, a rent control ordinance sets limits on rent levels
and rent increases on existing units. For occupied units, rents can only be increased by a
maximum of four percent.® In Takoma Park, rent control is governed by Takoma Park’s Rent
Stabilization Law. This law caps the rental increase to the increase in the Consumer Price Index
for all Urban Consumers (CPI-U)’ for the Baltimore-Washington metropolitan statistical area
(MSA).3

2.2 Montgomery County Rent Control and No Rent Control Scenarios

The analysis in this study was framed using two alternate scenarios for a ten-year period
beginning in 2015. For the purposes of this report, Rent Control would limit annual increases in
rental rates to the increase in CPI-U for the Baltimore-Washington MSA from March in the
preceding year to March in the current year. These are the same guidelines currently used in
Takoma Park to determine rental rate increase limits.®

The alternate scenario of No Rent Control assumes what would have been status-quo activity in
the rental market given the current economic climate. This scenario assumes rental rate
escalations that occur at the three-year historical market rate changes by unit and ZIP code held
constant for the next ten years.
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3.0 Economic and Fiscal Impacts

Rent control creates inefficiencies for landlords and renters and has spillover effects outside the
rental market. Empirical studies consistently identify rent control policies’ most concerning
adverse effects: reductions in rental housing maintenance, tenant mobility, rental housing
construction, and erosion of fiscal revenues.

Under Rent Control, landlords would be limited in terms of their ability to raise rental rates,
which in turn creates economic disincentives to maintain operations and maintenance spending
on current properties—disincentives which in turn erode property values.’® When rent control
laws are rigid and inflexible, rental housing values depreciate at an even faster rate.!?
Unfortunately, impacts are not just limited to property owners, as corresponding losses to
rental revenues and property taxes “[erode] the tax base and [shift] a tax burden to
homeowners.”1?

Rent control also creates a misallocation of existing housing by reducing resident mobility.*3
Renters have little incentive to seek out alternatives to rent-controlled units and the market
ceases to self-regulate. Furthermore, rent control significantly dampens new multifamily
housing construction because it decreases revenue expectations for developers, owners,
and/or investors and impacts bank lending decisions.4

Taking these impacts into account, to quantify the change in economic activity within
Montgomery County under Rent Control policy, the Research Team calculated the following
data for both existing and pipeline multifamily developments:

e Rental revenue income losses,

e Corresponding losses in rental property tax revenue,

e Business income tax revenue losses; and
Job losses from pipeline projects unrealized.

To estimate the economic and fiscal impacts, the Research Team used the REMI Pl+ model. This
model is particularly relevant to this type of analysis because it allows for changes in
government revenues, industry income and sales, employment, and personal income over time.
The model’s inter-industry dynamism captures price and wage effects, making the tool more
refined compared to other modeling software. Section 3.1 provides a more in-depth overview
of the REMI PI+ model.

3.1 Model Overview

The REMI Pl+ model is a high-end dynamic modeling tool used by various federal and state
government agencies for economic and policy analysis. Utilization of REMI PI+ helps design a
sophisticated model that is calibrated to the specific demographic features of the study area.
This model enumerates the economic and fiscal impacts of each dollar earned and spent by the
following: employees related to the economic events modeled, other supporting vendors
(business services, retail, etc.), each dollar spent by these vendors on other firms, and each
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dollar spent by the households of the event’s employees, other vendors’ employees, and other
businesses’ employees.

REMI PI+ features the ability to capture price effects, wage changes, and behavioral effects
through time. Another benefit of the model compared to traditional static input/output
models, such as IMPLAN, is that regional constraints are built in to account for limited resources
over time. The REMI Pl+ model captures the effects occurring between industries and
minimizes the potential for double-counting in employment, output, and wages. The ability to
capture changes throughout a span of time provides a detailed representation of an economic
event over time and its effects on the study area.

3.2 Economic Impacts

Numerous studies enumerate rent control policies’ adverse economic effects. These impacts
include reductions in rental housing maintenance, rental housing construction, and tenant
mobility. For example, rent control policies pose a number of barriers to capital investments
and development. The decrease in expected rental revenues by limiting rental rate increases
will make some projects economically infeasible for development. Declining net operating
income (NOI) will mean less money for maintenance and as buildings deteriorate, will
eventually lead to lower appraised values, which will impact lending and underwriting decisions
as well as interest rates. This in turn will limit the availability of construction and maintenance
funding. As a result, Rent Control will impact the quality and availability of rental housing.
Deteriorating housing stock due to owner disinvestment will also complicate the attraction of
new residents and retention of existing ones. A decline in development projects and capital
investment in existing housing stock will have a significant impact on the construction sector
but will also translate to decreased economic activity in other support industries (i.e., retail,
food service, accommodations, real estate, and transportation).

Taking all these factors into account and quantifying the County impacts related to these
adverse effects, the Research Team applied the calculations and findings (as provided in Section
6.0) to the REMI PI+ model to determine the overall economic and fiscal impacts that
Montgomery County would experience if Rent Control were enacted. Figure 1 reports the
unrealized jobs, output, and wage impacts.
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Figure 1: Economic Impacts Associated with Rent Control in Montgomery County, 2015-2025

Year Jobs Output Wages
2015 -1,020 -$153,465,826 -$47,418,764
2016 -1,708 -$283,363,109 -$82,644,889
2017 -2,800 -$477,381,549 -$141,329,609
2018 -4,592 -$782,439,702 -$242,324,019
2019 -7,558 -$1,271,449,567 -$417,566,110
2020 -20,443 -$3,348,769,020 -$1,163,719,991
2021 -33,707 -$5,403,051,853 -$2,042,601,617
2022 -42,375 -$6,243,572,292 -$2,582,232,718
2023 -51,680 -$8,378,995,380 -$3,553,962,704
2024 -65,349 -$9,815,423,157 -$4,704,454,278
2025 -70,951 -$10,400,005,037 -$5,435,542,733

Sources: REMI Pl+, RESI

As reported in Figure 1, under Rent Control, by 2025 the total jobs!> unrealized would amount
to 70,951,® with $10.4 billion in unrealized output and $5.4 billion in unrealized wages. As the
policy begins to reduce future revenues in the County, economic migration to the County
begins to decline. An “economic migrant” is someone who moves to the area due to the
economic opportunities that are available. As Rent Control becomes the status quo, the
expected net economic migration would decline by nearly 5,000 residents in 2025. These
individuals would have contributed to the income tax revenues and additional property tax
revenues by migrating to and living within the County.

According to 2011 U.S. Census On the Map data, nearly 426,000 Montgomery County residents
were employed, with only a little more than half working outside the county.” Under Rent
Control, the potential decline in migration of new residents who would have contributed to
future fiscal revenues is a concern given the high level of local employment. The retention of
high-skilled labor is important as these individuals will tend to contribute more to local
spending and fiscal revenues. The Research Team looked at the detailed employment impacts
to determine if any losses occurred to jobs with significantly higher wages than average under
Rent Control.'® Figure 2 denotes some of the resident jobs unrealized by 2025 as a result of this
decline in economic migration.
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Figure 2: Economic Migrants’ High-skill Jobs Unrealized, 2025

Sector Number of Jobs Unrealized

Accounting, tax preparation, bookkeeping, and payroll services -70
Agencies, brokerages, and other insurance related activities -35
Business support services; Investigation and security services; 114
Other support services

Computer systems design and related services -75
Educational services -42
Hospitals -62
Legal services -54
Management of companies and enterprises -45
Management, scientific, and technical consulting services -74
Monetary authorities, credit intermediation, and related 935
activities

Offices of health practitioners -224
Other professional, scientific, and technical services -44
Outpatient, laboratory, and other ambulatory care services -54
Real Estate -575
Securities, commodity contracts, and other financial 99
investments and related activities

Total -1,802

Sources: REMI Pl+, RESI

Of those economic migrants moving into the County, 1,802 would have been employed in high-
wage professions. These new residents would have contributed to higher fiscal revenues by
2025. Overall, Montgomery County would see significant losses in terms of fiscal revenues
based on reductions from property tax revenues, business income tax revenues, income tax
revenues of new resident employment, and current resident employment, as shown in Figure 3.

10
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Figure 3: Fiscal Impacts of Rent Control, Montgomery County
Foregone Foregone Business Foregone Total

Rental Property Income Tax Personal Income Unrealized Tax

Tax Revenues Revenues Tax Revenues Revenues

2015 -$4,110,586 -$707,552 -$253,922 -$5,072,059
2016 -$9,822,716 -$1,571,280 -$455,011 -$11,849,007
2017 -$15,791,972 -$2,237,388 -$732,704 -$18,762,064
2018 -$22,108,213 -$2,929,352 -$1,163,320 -$26,200,884
2019 -$29,628,664 -$3,737,021 -$1,861,277 -$35,226,962
2020 -$38,576,086 -$4,596,956 -$2,878,565 -$46,051,606
2021 -$46,602,682 -$5,502,525 -$3,509,617 -$55,614,824
2022 -$56,410,182 -$6,491,879 -$4,594,623 -$67,496,684
2023 -$66,638,789 -$7,575,405 -$5,668,477 -$79,882,671
2024 -$75,997,732 -$8,729,769 -$6,326,220 -$91,053,721
2025 -$84,725,454 -$9,947,022 -$6,661,676  -$101,334,153
Total -$450,413,076*° -$54,026,150 -$34,105,410  -$538,544,636

Sources: REMI Pl+, RESI

The full fiscal impact of enacting Rent Control in Montgomery County would amount to a loss of
$538.5 million in fiscal revenues by 2025. Overall, the heaviest losses in revenues are attributed
to property taxes (5450.4 million), which include direct losses from both existing units and
pipeline projects. The business income tax revenues losses, which totaled $54.0 million,
account for the loss from potential business income associated with existing rental units and
pipeline projects for owners living within the County. The personal income revenue losses
generated through the unrealized jobs between 2015 and 2025 (as reported in Figure 1)
amounted to a loss of $34.1 million.

The numbers presented in Figure 3 are conservative, as it is feasible that over a ten-year period
the operating costs of multifamily housing could increase faster than the CPI-U rate. Given the
Research Team’s use of a static percentage of costs for the estimated income approach
method, the true cost to proprietors may be higher than the estimated percentage. Policies
involving increases in hourly wage requirements, paid benefit leave requirements, and
outstanding state regulations may increase costs well above the 35 percent of revenues used
within this analysis. The increase in maintenance and operating costs to proprietors of
multifamily units would compound over time if rents are not able to adjust to meet these
costs.?0 This factor could potentially drive down the valuations even further than the estimates
in Figure 3. Furthermore, it was not possible to measure potential changes for all revenue
streams, including foregone recordation and transfer taxes, which are not included in these
revenue loss calculations.?!

It should be noted that any legislation at the County level will have ramifications for the State

as well. Figure 4 reports the associated State of Maryland fiscal revenues unrealized from 2015
to 2025 as a result of Rent Control in Montgomery County.

11
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Figure 4: Fiscal Impacts of Rent Control, State of Maryland
Foregone

Foregone Income Foregone Sales  Foregone Payroll Foregone Other Total Unrealized

Property Tax
Tax Revenues Tax Revenues Tax Revenues Tax Revenues Tax Revenues

Revenues
2015 -$537,960 -$842,475 -$853,163 -$17,184 -$563,145 -$2,813,926
2016 -$1,100,553 -$1,668,853 -$1,528,812 -$30,793 -$1,009,119 -$5,338,130
2017 -$1,660,039 -$2,531,553 -$2,461,846 -$49,585 -$1,624,985 -$8,328,008
2018 -$2,326,458 -$3,647,744 -$3,908,693 -$78,727 -$2,580,002 -$12,541,624
2019 -$3,162,449 -$5,234,202 -$6,253,792 -$125,961 -$4,127,926 -$18,904,330
2020 -$4,177,325 -$7,343,410 -$9,671,826 -$194,806 -$6,384,060 -$27,771,427
2021 -$5,031,089 -$8,883,251 -$11,792,128 -$237,512 -$7,783,603 -$33,727,583
2022 -$6,137,635 -$11,168,484 -$15,437,692 -$310,940 -$10,189,921 -$43,244,672
2023 -$7,276,867 -$13,485,873 -$19,045,784 -$383,612 -$12,571,506 -$52,763,643
2024 -$8,248,994 -$15,200,138 -$21,255,769 -$428,125 -$14,030,245 -$59,163,271
2025 -$9,097,754 -$16,453,067 -$22,382,883 -$450,827 -$14,774,217 -$63,158,747
Total -$48,757,123 -$86,459,048 -$114,592,388 -$2,308,072 -$75,638,729 -$327,755,361

Sources: REMI Pl+, RESI

If Rent Control is implemented in Montgomery County, the State of Maryland would lose $327.8 million in revenues over the next
ten years. The heaviest of these losses would occur within sales tax revenues and income tax revenues which amount to $114.6 and
$86.5 million, respectively. The column titled “Foregone Other Tax Revenues” includes categories such as gas taxes, beverage taxes,
and permitting fees associated with construction and business operations. Losses in this category, estimated using historical data,
would exceed $75.6 million by 2025.

12
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4.0 Financial Implication for Montgomery County and Its Residents

The implementation of Rent Control will have serious consequences for Montgomery County,
both in terms of the County’s ability to maintain current levels of services for its residents and
its ability to sustain its strong fiscal position. Therefore, the substantial long-term reduction in
revenue represented by Rent Control must be taken very seriously. Increasing tax rates is one
strategy to mitigate the impacts of Rent Control, but this would result in increased tax
expenditures per household without a corresponding increase in services. Furthermore, legal
restrictions on tax revenue increases limit the County’s ability to use tax increases to offset
unrealized revenue.??

Anticipated reductions in revenue will also negatively impact the County’s ability to deal with
other financial threats, such as litigation or other tax revenue shortfalls. For example, the May
18, 2015, Supreme Court decision in Comptroller v. Wynne deemed a portion of the Maryland
income tax structure unconstitutional and will reduce Montgomery County revenues by over
$50 million per year in fiscal years 2017 and 2018.23 Although the County has a reserve fund
intended to cover budget contingencies, depleting recently accumulated County reserves to fill
a revenue gap created by a single event, such as Rent Control, is not consistent with County
policy, nor are the reserves sufficient to cover the large and growing reduction in revenue that
would result from Rent Control.

Rent Control, in combination with other potential revenue shortfalls, could threaten the
County’s AAA bond rating, which is the highest rating offered by rating agencies Moody’s,
Standard & Poor’s, and Fitch. This rating, which results in significantly decreased County costs
for borrowing money, is neither common nor easily maintained. As indicated in the County’s
budget memo to the Government Operations and Fiscal Policy Committee, Montgomery
County is “only one of 40 counties in the nation—and only one of 23 counties with a population
greater than 500,000—to be rated AAA by Moody’s, Standard & Poor’s, and Fitch.”?*
Montgomery County has been able to do so through a combination of conservative fiscal policy,
a commitment to maintaining high ratings, and proactive action to mitigate fiscal threats.
Implementing Rent Control would be inconsistent with these standards.

Rating agency criteria focus on strong fiscal management, the size of the tax base, and revenue
and cash flow trends. The size of the tax base and cash flow trends would be negatively
impacted by the implementation of Rent Control. The loss of over half a billion dollars in County
tax revenues over the next decade is a substantial threat to the financial stability of
Montgomery County—a threat that will continue to build as the negative effects of Rent
Control accumulate. While the strong fiscal management that has maintained the County’s AAA
bond rating may be able to partially mitigate this threat, the choices involved to ease these
losses will require tough decisions that will negatively impact taxpayers.

Raising tax rates without corresponding increases in services is a strategy that has been
implemented in Montgomery County in the past to mitigate fiscal threats. The 2007-2008

13
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financial crisis resulted in substantial reductions in Montgomery County property values. Due to
the lag in three-year-cycle real property assessments, total assessed values plateaued in 2010
and 2011 and saw substantial reductions in 2012 and 2013. To maintain revenues, the County
increased total direct real property tax rates by 11.5 percent between 2011 and 2013.%°

A similar strategy could be employed to partially mitigate the impacts of Rent Control, though
long-term continuous increases in tax rates with no corresponding improvement in services are
problematic. Furthermore, since the County currently charges the statutory maximum income
tax rate of 3.2 percent, income tax losses could not be mitigated through higher rates.?® The
majority of this financial burden would become the responsibility of owner-occupied
households, with annual direct impacts reaching an average of $307 per household in 2025, of
which $267 could be charged to owner-occupants through increased property tax rates, as
shown in Figure 5.

Figure 5: Montgomery County Annual Financial Impacts Per Owner-Occupied Household

Additional

Total Owner- Property Tax Income Tax Total County Property Tax
Occupied Increase Per Loss Per Tax Impact Per Borne by

Households Household Household Household Commercial

Properties

2020 245,492 $122 $19 $142 $8,532,970
2025 247,585 $267 $41 $307 $18,741,139

Sources: BBPC, Montgomery County Department of Finance, RESI, U.S. Census Bureau

These per-household impacts are direct annual revenue losses per owner-occupied household,
a portion of which may become a direct burden to these households through property tax rate
increases required to partially offset the revenue losses resulting from implementation of Rent
Control. In 2025, $267 per owner-occupied household could be charged as additional property
tax, while the $41 per household income tax loss could not be retained due to statutory
limitations. Commercial properties would also bear some of the property tax cost, which is an
additional impact.

Additional revenue reductions will occur for the State of Maryland. Including these State
impacts in the figures per household results in 2025 impacts that average $474 per owner-
occupied household, as provided in Figure 6.

Figure 6: Annual Financial Impacts Per Household (Direct County and Indirect State Impacts)
Year Owner-Occupied Household Renter Household

Sources: BBPC, Montgomery County Department of Finance, RESI, U.S. Census Bureau
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Considering that Rent Control does not provide an additional service to residents, the annual
burden required of owner-occupied households to partially mitigate negative impacts on
County fiscal health would be substantial. While Montgomery County may be able to mitigate
some of the direct impacts of Rent Control on real property tax revenues by raising taxes, the
long-term effects of Rent Control will greatly exceed the County’s capacity to mitigate these
losses through increases in property taxes. Higher tax rates for both homeowners and
businesses will reduce Montgomery County’s competitiveness with surrounding counties, and
reductions in construction of new multifamily and mixed-use development projects will result
in total economic impacts that include $5 billion in lost wages. Implementation of policies that
increase taxes or reduce services to residents will be required to attempt to stabilize the
County’s financial health. Despite these efforts, the total economic impacts of Rent Control will
continue to constrain Montgomery County’s economic potential and threaten its financial
stability.

5.0 Rental Market Characteristics

The first step in determining the potential fiscal impacts associated with Rent Control is to
examine the current stock of multifamily units in Montgomery County. For this task, the
Research Team based its rental market analysis on the Annual Rental Facility Report for 2012
published by the Montgomery County Department of Housing and Community Affairs.?’
Findings in this report are based on the annual survey of “all multifamily rental facilities in
Montgomery County with twelve or more rental units.”?® The report represents data for
approximately 94.0 percent of all units (in buildings with twelve or more units) in the County
with a focus on market-rate units and only limited data related to subsidized units.

The Research Team’s analysis uses the information from the report for the following three
types of lease categories:
e Holdovers—Holdovers are renters who sign renewal leases and lived in the unit the
previous year.
e Turnovers—Turnovers are renters who sign new leases and did not live in the unit the
previous year.
e Vacant—Vacant refers to units that did not have renters living there in the previous year
nor a pending lease in the current year.

The County’s rental report contains information regarding the total number of units as well as
turnover, vacant, or holdover units by ZIP code for 2012. The sample captured in the report
amounted to 58,876 market rate multifamily dwelling units in the County in 2012. Of these
units, 36,551 units were renewed, 20,130 consisted of turnovers, and 2,195 units remained
vacant.?’ Figure 7 lists the total number of turned over, vacant, or holdover units for 2012.
Figure 18 in Appendix A provides this information at the ZIP code level.
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Figure 7: Multifamily Unit Totals for Types of Leases, 2012

Type of Lease Number of Units

Turnover 20,130
Vacant 2,195
Holdover 36,551
Total 58,876

Sources: Montgomery County DHCA, RESI

The Research Team then applied the distribution of all units by size as indicated in the Annual
Rental Facility Report to determine totals for each size category. Of the 58,876 units in the
report, there were 23,545 one-bedroom and 27,030 two-bedroom multifamily units. These two
type of units accounted for nearly 86 percent of all multifamily units in Montgomery County.
Efficiencies and three-bedroom units amounted to 3,101 and 4,958 units, respectively. Data for
four-bedroom apartments were limited within the report. Given the small percentage of these
types of multifamily units (0.4 percent), the Research Team excluded these units without
significant impact on the results. Detailed findings are provided in Figure 8. For a more detailed
look at County distribution Figure 15 in Appendix A provides the information at the ZIP code
level.

Figure 8: Multifamily Unit Totals by Size (Excluding 4 Bedroom Units), 2012

Size of Unit Number of Units
Efficiency/studio 3,101
1 bedroom 23,545
2 bedroom 27,030
3 bedroom 4,958
Total 58,634

Sources: Montgomery County DHCA, RESI

6.0 Impacts Associated with Rent Control

The enactment of Rent Control would have severe fiscal implications for the County. Losses are
not just limited to reductions in property income levels and corresponding property tax
revenues to the County. Additional variables include lower business income, loss of wages, and
population shifts. For example, the Research Team found that the decline in various income
levels from potential new residents and diminished housing availability eventually led to a
decline in the anticipated population and jobs through 2025. This loss in future residents’
income added to the direct loss from current residents.

To estimate the potential impacts of Rent Control in Montgomery County, the Research Team
estimated several key components for the analysis. Using a sample size of 58,634 units, the
Research Team estimated the loss in potential rental revenues, loss in property tax revenues,
and loss in business income tax revenues. Then, using Montgomery County pipeline
construction project data, the Research Team estimated the potential loss from a “no-build”
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scenario resulting from Rent Control. Under this “no-build” scenario, the Research Team
calculated revenue impacts by measuring the loss in residential units (measured at current
absorption rates). The Research Team also measured the fiscal impact of the loss in the non-
residential portion of mixed-used projects with a multifamily component. Figure 9 provides a
flow chart to indicate how the following pieces of data were used within the REMI Pl+ model
for the analysis.
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Figure 9: Variable Flow Chart for Rent Control Analysis in Montgomery County
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The following sections identify the REMI Pl+ inputs for the Rent Control impact analysis. Section 6.1 enumerates the calculations and
assumptions while the following sections closely examine each of the factors under analysis and their contributions to revenue
losses in the County. All the information calculated within this section contributes to the inputs used within the REMI Pl+ model to
gauge the full impact associated with Rent Control from 2015 through 2025. For more information on the REMI Pl+ model, please
refer to Section 3.1.
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6.1 Calculations and Assumptions
To analyze the long-term impacts of Rent Control, the Research Team examined a full decade of
impacts ending in 2025. In addition, the Research team made several calculations and
assumptions, as described below.
1. For the purposes of this project, the Research Team assumed that yearly rental
increases would be capped to the annual change in CPI-U for the Baltimore-Washington
MSA, in accordance with Takoma Park’s existing rent control legislation.
2. The Research Team forecasted the CPI-U for the analysis using 10 years of historical data
in the CPI-U for the Baltimore-Washington MSA.
3. Property assessments were phased in to reflect a tiered assessment schedule.

6.2 Rental Revenue Income Overview

To determine the loss associated with rental revenue incomes, the Research Team capped the
rate of increase for holdovers to the forecasted change in the CPI-U for each year. Figure 10
reports the CPI-U forecast for Montgomery County between 2015 and 2025.

Figure 10: CPI-U Forecast for Montgomery County, 2015-2025

Year CPI-U

2015 0.2%
2016 1.8%
2017 2.3%
2018 2.1%
2019 1.8%
2020 2.0%
2021 2.0%
2022 1.9%
2023 1.8%
2024 1.8%
2025 1.8%

Sources: BLS CPI-U, RESI

The Research team used turnover rates equivalent to the previous year’s holdover rate.
Historically, turnover rates are close to the previous year’s holdover rate because property
owners typically set market rates that are closely tied to the previous year’s holdover rate to
market their units more effectively. The Research Team used this strategy to account for
consumers who have an incentive to compare prices for their current leases. Under this
assumption, the previous year’s holdover rate would be the new turnover rate in the following
year, while the new holdover rate would increase at that year’s CPI-U.

A holdover market rate is intended for property owners to not only continue tenancy but also
account for further depreciation of the unit and retain market value. Under a holdover lease,
the obligation is to account for potential damage in that year as well as the depreciation
potential over the next year.3° The following formula outlines the Research Team’s method of
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calculating the total potential rental income for a single year. To determine the holdover rate in
a given year, the Research Team examined the projected change in CPI-U from the previous
year and applied the following formula.

holdover rate, = rate,_, + (rate,_; * change in CPI)
Where t is the current year being examined, and, t — 1 is the previous year.

With this formula, the Research Team captured the change in potential holdover income from
year to year, given historical holdover occupancy rates. To determine the turnover rate in a
single year, the Research Team took the previous year’s holdover rates and applied those to the
historical turnover occupancy rate by ZIP code each year. Once the Research Team calculated
both the holdover and turnover rates, the Research Team applied these rates to the units and
aggregated to determine the total income for all units to property owners. The Research Team
used the following formula to determine the total rental income in a single year.

20,130 36,551
Ve = Z turnover income + z holdover income
i=1 i=1

Where i is the unit, y, is the total income from all units in year t, and t is any year between
2015 and 2025.

Under No Rent Control, rental rate escalations occur at the three-year historical market rate
change by unit at the ZIP code level held constant for the next ten years. The Research Team
calculated income by adding the turnover income to the holdover income on a yearly basis.
Under the Rent Control scenario, the Research Team pegged rates of escalation to the
forecasted CPI-U for the Baltimore-Washington MSA each year. The Research Team calculated
total revenue income through the sum of the turnover income and holdover income as
described in the equation above. The Research Team then totaled the income that properties
earned for units occupied during a year for each year under the No Rent Control and Rent
Control scenarios. Figure 11 shows the totals by year and differences.
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2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

Figure 11: Multifamily Total Property Income by Year—No Rent Control vs. Rent Control

Multifamily Property Multifamily Property

Income

No Rent Control

$1,027,328,444
$1,069,866,062
$1,114,474,546
$1,161,136,611
$1,209,923,195
$1,260,991,496
$1,314,440,554
$1,370,371,035
$1,428,905,398
$1,490,191,656
$1,554,367,891

Income

Rent Control
$1,002,498,582
$1,014,725,684
$1,035,958,671
$1,058,337,905
$1,078,781,231
$1,099,672,158
$1,121,342,397
$1,142,553,825
$1,163,064,397
$1,183,840,991
$1,205,300,579

Loss in Rental

Income Revenue

-$24,829,862

-$55,140,378

-$78,515,875
-$102,798,706
-$131,141,963
-$161,319,338
-$193,098,158
-$227,817,210
-$265,841,002
-$306,350,665
-5349,067,312

Total $14,001,996,887
Sources: Montgomery County DHCA, RESI

$12,106,076,420 -$1,895,920,467

The Research Team found that losses in rental revenue income would grow from a yearly loss of
$24.8 million in 2015 to $349.1 million in 2025 under the Rent Control scenario. The Research
Team used these data reflecting income generation in the County as the basis for assessment of
properties under the property tax changes in Section 6.3.

Figure 12: Average Change in Monthly Rent and Rental Revenue per Unit,
Monthly and Annually by Year

Per Unit Loss in
Rental Revenue

Per Unit Loss in

Rent Control
Rental Revenue

Average Monthly

No Rent Control
Year Average Monthly

Monthly Annually

Rent™! Rent (Per Unit)3? (Per Unit)

2015 $1,460 $1,425 -$35 -$423
2016 $1,521 $1,442 -$78 -$940
2017 $1,584 $1,472 -$112 -$1,339
2018 $1,650 $1,504 -$146 -$1,753
2019 $1,720 $1,533 -$186 -$2,237
2020 $1,792 $1,563 -$229 -$2,751
2021 $1,868 $1,594 -$274 -$3,293
2022 $1,948 51,624 -$324 -$3,885
2023 $2,031 $1,653 -$378 -$4,534
2024 $2,118 $1,683 -$435 -$5,225
2025 $2,209 $1,713 -5496 -$5,953

Sources: Montgomery County DHCA, RESI
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To determine the impact per unit, the Research Team used the annual No Rent Control and
Rent Control revenues from Figure 11 and divided these totals annually by the number of
sample units (58,634). Reviewing Figure 12, the loss per unit over the ten-year period increases
from an annual loss in 2015 of $423 to $5,953 in 2025. When reviewing Figure 12 for annualized
revenue loss, the average change in rental rate for the County is a conservative estimate for the
No Rent Control column due to the variations in the ZIP code level data. The Research Team
found that, in some ZIP codes of Montgomery County, the annual rent increases tended to
exceed 4 percent escalation, so actual impacts per unit in these areas would be much higher.
These areas also have a higher base rent in a single year than some ZIP codes where the
demand for housing is lower.

Using information regarding total rental revenues in Figure 11, the Research Team then applied
an assessed valuation by ZIP code for the sample to estimate property tax revenue losses. The
methodology and results for this analysis are presented in Section 6.3.

6.3 Property Tax Overview

In 2013 the Office for the Inspector General for Montgomery County completed an audit of the
Montgomery County Department of Finance on assessment practices for property taxes. To
determine property tax revenues, the Maryland Department of Assessment and Taxation’s
Montgomery County Office used an income approach to determine total property tax dues.33
This Office arrives at property assessments using the following formula:3*

(Income — Expenses)

A dValue =
ssessed vatue Capitalization Rate

Where, according to the report, the average percentage used to estimate expenses was roughly
35 percent of income.3> Furthermore, the capitalization rate was approximately 6 to 7 percent
in most cases.3® Applying these assumptions to the total property income revenues in Figure 11
from Section 6.2 the Research Team estimated the potential property tax revenues that
Montgomery County would receive under the No Rent Control and Rent Control scenarios for
the ten-year study period. Figure 13 denotes these totals.
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Figure 13: Multifamily Total Property Tax Revenues by Year—No Rent Control vs. Rent

Control
No Rent Control Rent Control Loss in Property Tax
Property Tax Property Tax Revenues

Revenues Revenues

2015 $110,486,234 $109,122,648 -$1,363,586
2016 $117,632,808 $113,220,763 -$4,412,045
2017 $122,484,270 $115,093,422 -$7,390,848
2018 $127,565,437 $117,540,228 -$10,025,209
2019 $132,874,882 $119,944,787 -$12,930,095
2020 $138,425,632 $122,264,948 -$16,160,684
2021 $144,232,759 $124,653,344 -$19,579,415
2022 $150,306,205 $127,060,446 -$23,245,759
2023 $156,657,526 $129,402,664 -$27,254,862
2024 $163,301,895 $131,720,065 -$31,581,830
2025 $170,255,400 $134,090,397 -$36,165,002
Total $1,481,369,613 $1,291,260,277 -$190,109,336

Sources: Montgomery County DHCA, RESI

In 2025, Montgomery County will experience a $36.2 million decline in multifamily property tax
revenues due to Rent Control. The Research Team then added the multifamily annual losses in
property tax revenues as one of the inputs to the REMI PI+ model to determine the overall
economic impact to Montgomery County as a result of Rent Control. Upon further review of the
properties, the Research Team found that a significant share of property owners claimed
residency within Montgomery County. Since these owners would ultimately pay their business
income tax to Montgomery County, the Research Team calculated the loss from business
income tax revenue under the Rent Control as outlined in Section 6.4.

6.4 Business Income Taxes Overview

The Research Team established a share of property owners living in Montgomery County of
nearly 62 percent. For non-Takoma Park rental units, this share dropped to 59 percent.
Business income represents the share of profitable income taken in by a property owner less
their expenses. Therefore, if they reside within Montgomery County, these owners would pay
income tax on this income (net expenses).

Using the information provided in Figure 11 of Section 6.2, the Research Team reviewed
property income annually by ZIP code. The number of property owners by each ZIP code
residing in Montgomery County was determined using property data provided directly to the
Research Team by the Maryland-National Capital Parks and Planning Commission. The share of
these owners was then applied to the potential share of business income that would be
subjected to Montgomery County business taxes. The following formula represents the
calculations used in the process of determining business tax liability.
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25

Zp = z rental income; * s;
i=1

Where z; is the business income liability for those business owners residing in Montgomery
County in year t, i is the ZIP code of reference from the total 25 ZIP codes (excluding Takoma
Park) reviewed in this analysis, and, s; is the share of property owners associated with
properties in ZIP code i residing in Montgomery County.

The Research Team then totaled potential business income tax liabilities across ZIP codes and
multiplied by the applicable business income tax for Montgomery County in 2015. Figure 14
reports the annual results for the business income tax revenues under the No Rent Control and
Rent Control scenarios.

Figure 14: Multifamily Total Business Income Tax Revenues by Year—No Rent Control vs. Rent
Control

No Rent Control Rent Control Loss in Business

Business Income Tax Business Income Tax Income Tax

Revenues Revenues Revenues

2015 $13,248,428 $12,928,222 -$320,206
2016 $13,796,993 $13,085,902 -$711,090
2017 $14,372,264 $13,359,723 -$1,012,541
2018 $14,974,018 $13,648,326 -$1,325,692
2019 $15,603,170 $13,911,963 -$1,691,207
2020 $16,261,746 $14,181,372 -$2,080,374
2021 $16,951,025 $14,460,832 -$2,490,194
2022 $17,672,305 $14,734,374 -$2,937,931
2023 518,427,164 $14,998,878 -$3,428,286
2024 $19,217,512 $15,266,813 -$3,950,698
2025 $20,045,128 $15,543,556 -$4,501,572
Total $180,569,752 $156,119,962 -$24,449,790

Sources: Montgomery County DHCA, RESI

From 2015 to 2025 Montgomery County would face reduced yearly business income revenue of
$0.3 million to $4.5 million, respectively. Using the annualized unrealized fiscal revenues from
Figures 11, 13, and 14, the Research Team applied this input to the REMI Pl+ model to
determine the economic impacts along with unrealized property income and property taxes
from pipeline projects as assessed in Section 6.5.

6.5 Impact on Future Development

Impacts to the County are not only limited to existing multifamily units. Another readily cited
consequence of rent control is the decrease in construction of new rental housing.3” For
example, in Boston, no new apartments were constructed in a twenty-five year period, until the
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rent control ban was passed in 1994.38 Additionally, a study of rent control policies in Newark,
New Jersey, noted that rent control also reduces the incentive to make community-wide capital
improvements.3? In Washington, D.C., the enactment of the Rental Accommodations Act of
1975% resulted in the significant decrease in new construction evidenced by the number of
multifamily building permits, which fell from 7,263 in the first quarter of 1973 to just 220 in the
first quarter of 1976.4! D.C. revised its rent control policy with the passage of the Rental
Housing Act of 1985.#2 43 Under this act, rentals built after 1975 are exempted from rent
stabilization. The exemption has allowed for multifamily construction, which was extremely
limited prior to the 1985 exemption. In contrast to building permit activity lows in 1976, activity
reached a high of 11,424 in 2012, outpacing single-family permit activity.**

To accurately measure the effect on future development, the Research Team developed a two-
pronged approach to measure the impact that Rent Control would have on development
projects in Montgomery County. The approach considered the following factors:
1. The impact on proposed multifamily housing development (which encompassed both
rental and condo units) and
2. The impact on mixed-use projects.

The Research Team relied on pipeline data and project plan information published on the
Montgomery County Planning website.* Pipeline project information included variables such as
date of approval, corresponding master plan, project name, approved number of residential
dwellings, and retail space for projects approved as of February 2015.

The Research Team measured the impact of lost multifamily housing development by applying
recent absorption rates for both rental and condo units.*® The analysis included condo units
under the assumption that some rental properties already under construction would be
converted into condo units. These condo conversions would inevitably have a crowding out
effect on existing condo projects, particularly starting in year four of Rent Control. The annual
reduction in the ability of the market to absorb new multifamily units would be approximately
869 units per year (rental only) for the first three years and 1,069 units starting in year four
(rental plus condo).

To measure the impact on pipeline mixed-use projects, the Research Team estimated that all
the proposed mixed-use developments with a multifamily component would not be built during
the ten year timeframe of this analysis as long as Rent Control remained in effect. This is not a
far-fetched assumption as developers are driven by profit considerations and the ability to
secure financing for proposed projects, both of which would be severely limited by Rent
Control. Any deviation from expected profits will result in a disincentive to build where
potential revenues will be impacted.

The relevant current pipeline mixed-use projects total 5.3 million square feet in non-residential
space.*’ The loss of this square footage would equal a loss of 975 construction jobs and an
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additional loss of 1,722 jobs from subsequent economic activity associated with these mixed-
used spaces over the next ten years.*® 49

It is important to note that these estimates are conservative as they do not take into account
the impact on additional proposed construction projects that rely on these multifamily
dwellings being developed. Examples include new shopping centers, restaurants, or other
businesses not directly associated with the mixed used developments analyzed in this section.

6.6 REMI Pl+ Model Inputs
Using the data calculated in Sections 6.1 through 6.5, the Research Team used the following
data as inputs for the REMI Pl+ model for existing and pipeline developments:

e Loss in property tax revenues;

e Loss in business income tax revenues; and

e Loss in rental revenue income.

The Research Team used these data as the inputs for the REMI Pl+ model on an annual basis.
The following categories were identified for use within the REMI Pl+ model for this analysis.
e Reduction in local government spending (loss in property tax revenues and business
income tax revenues);
e Reduction in rental revenue income; and
e Reduction in forecasted jobs associated with mixed used development.

The REMI Pl+ model is a dynamic model, meaning what happens in year x will impact yeary.
Therefore, a loss of available jobs in 2015 may result in a loss of population migration into the
County that would have moved there prior to Rent Control. Figure 15 is the dynamic flow chart
that shows how variables impact other aspects within the REMI Pl+ model.
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Figure 15: REMI P+ Model Dynamic Flow Chart and Model Linkages
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Source: REMI Pl+

As noted in Figure 15, a reduction in a single variable has several underlying impacts on other
variables within an economy. For example, a reduction in State and Local Government spending
in Figure 15 will impact output for Montgomery County. The lower output leads to a decline in
employment, which leads to lower Compensation Rate and Employment Opportunity. The
decline of these two variables can lead to a lower Composite Compensation Rate and Real
Compensation Rate. The reduction of the Real Compensation Rate>® will impact the Real
Disposable Income available to households, and the decline in Composite Compensation Rate
can impact the Composite Prices within the County. These Composite Price changes will impact
the Consumer Prices, which will reduce consumption overall within the County. Finally, the
reduction in the output from the household side of the economy then reduces State and Local
Tax Spending.

Reviewing the example above, the impact of a rent control policy can have several underlying

impacts within an economy. The REMI Pl+ model presents the most accurate reflection of
impacts when assessing rent control legislation, due to its ability to capture the interwoven
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economic environment within Montgomery County. The REMI Pl+ tool provides a listing of
impacts in the form of jobs, output, wages, and fiscal revenues, as noted in Section 3.0.

7.0 Literature Review and Prior Montgomery County Rent Control
Impacts

Studies regarding the comprehensive fiscal impacts of rent control policies are limited.
However, a study of rent control policies in Newark, New Jersey, calculated fiscal impacts using
IMPLAN software.>! The study calculated impacts resulting from reduced maintenance/capital
spending and lower property values resulting from the rent control ordinance. The total fiscal
impacts stemming from reduced maintenance capital expenditures for New Jersey showed an
overall decrease of $2.2 million in tax revenue, split between income tax (a loss of $0.9 million),
sales tax (a loss of $1.0 million), and business tax (a loss of $0.3 million).>? With respect to
decreased property values, lower property values would result in $41.8 million in annual
property tax revenues losses.>3

A study of the rent control deregulation that occurred in Massachusetts in 1994 enumerated
the impact on property tax revenues.>* The removal of rent control policies by state
referendum resulted in significant changes in the housing markets of Cambridge, Brookline, and
Boston. For example, in Cambridge, the removal of rent control both incentivized the
improvement of rental properties (leading to more expensive rent due to the increased quality
of the apartment) and increased the value of what had previously been below-market rental
units. At the time of the change in policy, the Cambridge assessor office determined that the
three-year assessment would increase annual property tax revenues by $4.5 million (nominal
dollars), which represents a 9 percent increase in residential property tax revenues and a 3
percent increase in total property tax revenues.> The impacts in Boston were expected to be
smaller, given the city’s vacancy decontrol policies that existed prior to the removal of rent
control. The expected increase in residential property tax revenue was at least 2.3 percent, or
an increase in total property tax revenue of at least 0.7 percent. This corresponds to an increase
in property tax revenues of at least $5 million to $7 million annually.>®

Although limited, studies that enumerate rent control impact on the fiscal health of cities and
counties reflect impacts to existing tax bases through losses in property tax revenues, business
taxes, income taxes, and sales taxes (where applicable).

Montgomery County previously enacted two rent control ordinances—one that began in 1973
and was repealed in 1977 as well as one that was enacted in 1979 and expired in 1981.>’ The
latter of these ordinances was significantly less restrictive.>® Nevertheless, by the time rent
control expired in 1981, virtually all new development ceased, as there were essentially no new
units planned for development, despite an extremely low vacancy rate. In addition, sales prices
for apartment buildings had dropped significantly. Figure 16 shows sales prices per unit for
apartment buildings in Takoma Park (which implemented its own rent control legislation in
1980 that is still in effect>®) versus the rest of Montgomery County.
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Figure 16: Montgomery County Apartment Building Sales Price Per Unit
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With the implementation of rent control, the sales price for non-Takoma Park units did not
keep pace with increased sales in Takoma Park, while the expiration of rent control resulted in
the opposite effect. There was an immediate jump in sales prices in the year rent control was
repealed, and Montgomery County sales prices climbed at a much higher rate than for Takoma

Park units through the mid-1980s.

Assessment values necessarily do not automatically adjust to market changes, and this situation
is exacerbated by the three-year cycle of assessments in Maryland. Figure 17 shows a rebound
in non-Takoma Park apartment properties beginning in 1986, while there is no such increase in

Takoma Park, which continued to operate with rent control legislation.
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Figure 17: Montgomery County Apartment Building Assessed Value per Unit
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The clear association between implementation of rent control in the past and reductions in
apartment building values is consistent with results from other jurisdictions across the country,
and the calculated future reductions in values associated with Rent Control (as enumerated in
this report).

8.0 Conclusion

As supported by theoretical evidence and the empirical findings in this report, imposing Rent
Control would lower the value of multifamily units and thereby would diminish the property tax
revenues that Montgomery County would collect. In addition, limiting rental revenues for
owners creates disinvestments for multifamily housing renovations and construction as well as
for other capital investments. These factors would ultimately impact the availability and quality
of multifamily units in the County. In addition, since 62 percent of all multifamily owners live in
the County (59 percent for non-Takoma Park units), a portion of current personal business
income would go unrealized, further eroding the County’s tax base.

The analysis in this report estimates that Rent Control will cause total tax revenue losses to the
County of $538.5 million by 2025. These tax revenue losses include the following:

e Property tax revenue losses of $450.4 million,

e Business income tax revenue losses of $54.0 million, and

e Personal Income tax losses of $34.1 million.

30



Economic and Fiscal Impacts of Rent Control Legislation in Montgomery County, Maryland

RESI of Towson University and BBPC

Furthermore, Rent Control will have wider economic repercussions among a number of
supporting industries. In the long term, ripple effects will not be limited to losses in
construction and traditional ancillary industry employment—Ilosses will also extend to higher-
income professions. This will further decrease County revenues when these expected jobs go
unrealized. As a result, the following total Rent Control impacts will be realized by 2025:

e QOver 70,900 fewer jobs,

e 5$10.4 billion in lost output, and

e S5.4 billion in lost wages.

It is also important to note the risk proposed by Rent Control to the County’s fiscal health and
the implications of losing such a significant amount of revenue. The loss of over a half a billion
dollars in County tax revenues over the next decade is a substantial threat to the financial
stability of the County. As a result, County residents will likely bear the costs through increased
taxes without any increase in County services. Other options, such as depleting recently
accumulated County reserves to fill the revenue gap created by Rent Control, are not consistent
with County policy, nor are the reserves sufficient to cover the large and growing reduction in
revenue that would result from Rent Control.

The impacts of Rent Control will reach far beyond the rental market through reductions in the
ability to provide services, increased taxes, and overall reductions in County economic
development. Lost revenue in 2025 would amount to the following:

e An average of $307 per year in County impacts for all owner-occupied households, of
which $267 could potentially be retained by the County by increasing property taxes
without increasing services;

e An average of $171 per year in County and State impacts for renter households; and

e An average of $474 per year in County and State impacts for owner-occupied
households.

As a case study, Takoma Park highlights the negative impact of rent control on the housing
market. The city has witnessed essentially no new planned development since the introduction
of rent control despite very low vacancy rates. In addition, while Montgomery County property
values have increased substantially since the expiration of rent control in 1981, Takoma Park
values have remained stagnant.

If the intention of rent control policy is to provide affordable housing options for residents, this
type of policy does not achieve that goal, as evidenced by findings from both East Coast and
West Coast cities in the United States. Rent control fails as an affordable housing policy because
it is not tied to renters’ economic needs. An extensive empirical study in Cambridge,
Massachusetts, found that “rent control has caused the gradual displacement of a large
disadvantaged renter population by younger, higher income, better educated, singles
population.”®® In California, “rent control has actually accelerated gentrification” in rent-
controlled cities in by driving out the poor and the elderly.®!
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Rent control also affects the efficient allocation of resources by not allowing the market to
reach equilibrium. Several factors impact the supply of available housing in rent-control areas:
decreases in maintenance spending and the ultimate deterioration and abandonment of
properties, lack of new multifamily construction, and lower tenant mobility, to name a few.
These supply limitations ultimately result in substantial housing shortages.

Ultimately, as a result of Rent Control, residents, renters, homeowners, businesses, and tax
revenues in the County will be adversely impacted. All of the findings enumerated in this report
have only undesirable consequences for the fiscal and economic health of the County. Based on
these results, the total impacts of Rent Control will constrain Montgomery County’s economic
potential and threaten its financial stability.
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Appendix A—Detailed Tables for Multifamily Units Under No Rent
Control and Rent Control in Montgomery County

Figure 18: Multifamily Unit Totals by ZIP code for Turnover, Vacant, and Holdover, 2012

ZIP Code Turnovers Vacant Holdover
20814 1,274 129 2,098
20815 685 109 2,147
20816 139 12 159
20817 51 12 253
20832 44 5 83
20850 902 89 1,396
20851 430 49 847
20852 2,328 219 3,323
20866 85 20 415
20872 46 3 32
20874 1,590 144 2,107
20876 90 23 502
20877 954 118 2,122
20878 1,837 136 1,691
20879 194 20 331
20886 482 53 882
20895 69 12 221
20901 970 102 1,670
20902 620 74 1,224
20903 623 93 1,760
20904 1,995 221 3,722
20905 12 2 50
20906 1,441 174 3,052
20910 3,056 327 5,388
20912 213 49 1,063
Total 20,130 2,195 36,551

Sources: Montgomery County DHCA, RESI
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Figure 19: Multifamily Unit Totals by ZIP code by Unit Type for Turnovers, 201262

ZIP Code Studio One Bedroom Two Bedroom Three Bedroom
20814 74 521 578 99
20815 40 280 311 53
20816 8 57 63 11
20817 3 21 23 4
20832 3 18 20 3
20850 52 369 409 70
20851 25 176 195 34
20852 135 953 1,055 181
20866 5 35 39 7
20872 3 19 21 4
20874 92 651 721 124
20876 5 37 41 7
20877 55 390 432 74
20878 106 752 833 143
20879 11 79 88 15
20886 28 197 218 38
20895 4 28 31 5
20901 56 397 440 76
20902 36 254 281 48
20903 36 255 282 49
20904 116 816 904 155
20905 1 5 5 1
20906 84 590 653 112
20910 177 1,250 1,385 238
20912 12 87 97 17
Total 1,167 8,237 9,125 1,569

Sources: Montgomery County DHCA, RESI
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Figure 20: Multifamily Unit Totals by ZIP code by Unit Type for Vacant, 2012

ZIP Code Studio One Bedroom Two Bedroom Three Bedroom
20814 6 45 66 12
20815 5 38 56 10
20816 1 4 6 1
20817 1 4 6 1
20832 0 2 2 0
20850 4 31 45 9
20851 2 17 25 5
20852 11 76 111 21
20866 1 7 10 2
20872 0 1 2 0
20874 7 50 73 14
20876 1 8 12 2
20877 6 41 60 11
20878 7 47 69 13
20879 1 7 10 2
20886 3 18 27 5
20895 1 4 6 1
20901 5 35 52 10
20902 4 25 36 7
20903 5 32 47 9
20904 11 77 112 21
20905 0 1 1 0
20906 9 60 88 17
20910 16 114 166 31
20912 2 17 25 5
Total 108 762 1,112 210

Sources: Montgomery County DHCA, RESI
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Figure 21: Multifamily Unit Totals by ZIP code by Unit Type for Holdover, 201263

ZIP Code Studio One Bedroom Two Bedroom Three Bedroom
20814 105 835 964 183
20815 107 855 987 187
20816 8 63 73 14
20817 13 101 116 22
20832 4 33 38 7
20850 70 556 641 121
20851 42 337 389 74
20852 166 1,323 1,527 289
20866 21 165 191 36
20872 2 13 15 3
20874 105 838 968 183
20876 25 200 231 44
20877 106 844 975 185
20878 84 673 777 147
20879 17 132 152 29
20886 44 351 405 77
20895 11 88 101 19
20901 83 665 767 145
20902 61 487 562 106
20903 88 700 809 153
20904 186 1,481 1,710 324
20905 2 20 23 4
20906 152 1,215 1,402 265
20910 269 2,144 2,476 469
20912 53 423 488 92
Total 1,825 14,541 16,787 3,178

Sources: Montgomery County DHCA, RESI
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Figure 22: Multifamily Rates per Unit by ZIP code by type for Turnovers, 2012

ZIP Code Studio 1 Bedroom 2 Bedroom 3 Bedroom
20814 $1,342 $1,722 $2,160 $3,191
20815 $1,510 $1,900 $2,364 $3,278
20816 $1,250 $1,483 $1,952 $2,900
20817 $1,296 $1,575 $1,850 $2,260
20832 $1,273 $1,510 $1,795 $1,860
20850 $813 $1,398 $1,740 $2,079
20851 $1,037 $1,251 51,464 $1,669
20852 $1,361 $1,512 51,787 $2,111
20866 $956 $1,209 $1,344 $1,704
20872 S550 $800 $1,283 $1,500
20874 $753 $1,100 $1,300 $1,584
20876 $821 $1,121 $1,260 $1,450
20877 $889 $990 51,213 $1,423
20878 $925 $1,247 $1,426 $1,734
20879 $943 $1,073 $1,297 $1,688
20886 S961 $1,093 $1,405 51,642
20895 $1,133 $1,302 $1,465 $1,879
20901 $1,048 $1,139 $1,314 51,775
20902 $1,024 51,262 $1,435 $1,775
20903 $1,126 $1,086 51,245 $1,527
20904 $1,006 $1,130 $1,367 $1,699
20905 $1,043 $1,129 51,345 $1,675
20906 $1,080 $1,127 51,322 51,618
20910 $1,258 $1,532 51,862 $2,116
20912 $864 $911 $1,066 $1,209
Average $1,050 $1,264 $1,522 $1,894

Source: Montgomery County DHCA, RESI
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Figure 23: Multifamily Rates per Unit by ZIP code by type for Holdovers, 2012

ZIP Code Studio 1 Bedroom 2 Bedroom 3 Bedroom
20814 51,384 51,784 $2,255 $3,271
20815 $1,578 $2,012 $2,496 $3,416
20816 $1,288 $1,530 $2,016 $2,987
20817 $1,296 $1,701 $1,998 $2,441
20832 $1,273 $1,578 $1,876 $1,944
20850 $836 $1,447 $1,799 $2,200
20851 $1,075 $1,292 $1,512 $1,721
20852 $1,414 $1,580 $1,869 $2,231
20866 $956 $1,279 51,414 51,801
20872 S561 $816 $1,309 $1,530
20874 $753 $1,150 $1,348 $1,633
20876 $821 $1,138 51,278 $1,450
20877 $918 $1,019 51,252 $1,464
20878 $925 $1,302 $1,490 51,819
20879 $943 $1,122 $1,354 $1,688
20886 $999 $1,132 $1,456 $1,696
20895 $1,155 $1,338 $1,494 $1,902
20901 $1,060 $1,173 $1,357 $1,809
20902 $1,055 $1,291 51,472 51,816
20903 $1,151 $1,164 $1,306 $1,570
20904 $1,046 $1,182 $1,424 $1,770
20905 $1,043 $1,129 $1,382 $1,709
20906 51,118 $1,163 51,322 51,671
20910 $1,317 $1,613 $1,968 $2,209
20912 5888 $937 $1,097 $1,240
Average $1,074 $1,315 $1,582 $1,487

Source: Montgomery County DHCA, RESI
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Figure 24: Multifamily Unit Property Income Totals by ZIP code, 2021-2025, No Rent Control

ZIP Code 2015 2016 2017 2018 2019 2020
20814 $83,604,658 $86,807,619 $90,136,870 $93,597,503 $97,194,820  $100,934,340
20815 $77,894,302 $82,170,622 $86,684,101 $91,448,000 $96,476,327  $101,783,878
20816 $6,544,133 $6,754,558 $6,971,756 $7,195,946 $7,427,354 $7,666,212
20817 $6,749,653 $7,270,208 $7,832,407 $8,439,582 $9,095,330 $9,803,539
20832 $2,588,582 $2,700,461 $2,817,375 $2,939,551 $3,067,224 $3,200,642
20850 $44,392,099 $46,029,023 $47,728,857 $49,494,153 $51,327,575 $53,231,902
20851 $21,396,672 $22,101,803 $22,830,194 $23,582,613 $24,359,854 $25,162,736
20852 $116,594,235  $122,015,754  $127,691,121  $133,632,313  $139,851,880  $146,362,968
20866 $8,100,312 $8,529,039 $8,981,378 $9,458,633 $9,962,179 $10,493,470
20872 $1,001,073 $1,021,095 $1,041,516 $1,062,347 $1,083,594 $1,105,266
20874 $54,787,352 $56,874,049 $59,044,103 $61,300,890 $63,647,926 $66,088,870
20876 $8,557,446 $8,663,948 $8,771,991 $8,881,594 $8,992,782 $9,105,578
20877 $42,170,974 $43,463,783 $44,796,327 $46,169,828 $47,585,550 $49,044,793
20878 $58,220,232 $60,747,737 $63,389,236 $66,149,875 $69,035,035 $72,050,337
20879 $7,835,138 $8,132,537 $8,443,278 $8,767,961 $9,107,212 $9,461,683
20886 $21,273,660 $22,036,009 $22,825,711 $23,643,748 $24,491,138 $25,368,937
20895 $4,987,775 $5,097,666 $5,210,113 $5,325,177 $5,442,922 $5,563,412
20901 $40,740,085 $41,934,599 $43,165,506 $44,433,940 $45,741,068 $47,088,096
20902 $30,722,112 $31,481,545 $32,259,852 $33,057,506 $33,874,989 $34,712,797
20903 $35,471,047 $37,385,380 $39,411,988 $41,557,853 $43,830,405 $46,237,561
20904 $89,916,853 $93,814,209 $97,880,857  $102,124,168  $106,551,833  $111,171,879
20905 $946,720 $961,909 $977,506 $993,522 $1,009,969 $1,026,858
20906 $68,167,081 $69,321,866 $70,514,181 $71,745,245 $73,016,319 $74,328,705
20910 $179,318,307  $188,972,038  $199,148,536  $209,876,256  $221,185,208  $233,107,046
20912 $15,347,942 $15,578,604 $15,919,786 $16,258,407 $16,564,701 $16,889,991
Total $1,027,328,444 $1,069,866,062 $1,114,474,546 $1,161,136,611 $1,209,923,195  $1,260,991,496

Sources: Montgomery County DHCA, RESI
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Figure 25: Multifamily Unit Property Income Totals by ZIP code, 2021-2025, No Rent Control

ZIP Code 2021 2022 2023 2024 2025
20814 $104,821,811 $108,863,214 $113,064,779 $117,432,989 $121,974,597
20815 $107,386,281 $113,300,047 $119,542,615 $126,132,409 $133,088,889
20816 $7,912,759 $8,167,245 $8,429,924 $8,701,061 $8,980,928
20817 $10,568,405 $11,394,459 $12,286,598 $13,250,108 $14,290,699
20832 $3,340,064 $3,485,761 $3,638,013 $3,797,117 $3,963,381
20850 $55,210,034 $57,264,998 $59,399,954 $61,618,200 $63,923,180
20851 $25,992,106 $26,848,839 $27,733,839 $28,648,038 $29,592,402
20852 $153,179,351 $160,315,456 $167,786,402 $175,608,028 $183,796,926
20866 $11,054,037 $11,645,500 $12,269,565 $12,928,034 $13,622,809
20872 $1,127,371 $1,149,918 $1,172,917 $1,196,375 $1,220,303
20874 $68,627,531 $71,267,875 $74,014,033 $76,870,302 $79,841,159
20876 $9,220,003 $9,336,083 $9,453,841 $9,573,301 $9,694,488
20877 $50,548,898 $52,099,248 $53,697,269 $55,344,430 $57,042,246
20878 $75,201,660 $78,495,146 $81,937,215 $85,534,579 $89,294,252
20879 $9,832,059 $10,219,054 $10,623,413 $11,045,917 $11,487,378
20886 $26,278,236 $27,220,168 $28,195,904 $29,206,660 $30,253,694
20895 $5,686,715 $5,812,899 $5,942,034 $6,074,193 $6,209,449
20901 $48,476,265 $49,906,858 $51,381,197 $52,900,646 $54,466,612
20902 $35,571,440 $36,451,437 $37,353,322 $38,277,644 $39,224,964
20903 $48,787,749 $51,489,947 $54,353,721 $57,389,261 $60,607,424
20904 $115,992,683 $121,022,988 $126,271,919 $131,748,999 $137,464,165
20905 $1,044,202 $1,062,012 $1,080,301 $1,099,083 $1,118,371
20906 $75,683,746 $77,082,829 $78,527,388 $80,018,902 $81,558,898
20910 $245,675,152 $258,924,736 $272,892,936 $287,618,921 $303,144,006
20912 $17,221,996 $17,544,316 $17,856,296 $18,176,458 $18,506,671
Total $1,314,440,554 $1,370,371,035 $1,428,905,398  $1,490,191,656 $1,554,367,891

Sources: Montgomery County DHCA, RESI
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Figure 26: Multifamily Unit Property Income Totals by ZIP code, 2021-2025, Rent Control

ZIP Code 2015 2016 2017 2018 2019 2020
20814 $81,783,290 $82,754,866 $84,477,440 $86,305,508 $87,977,249 $89,678,267
20815 $74,922,385 $75,965,024 $77,599,639 $79,260,316 $80,768,341 $82,345,813
20816 $6,441,870 $6,509,891 $6,642,420 $6,787,195 $6,920,183 $7,053,100
20817 $6,355,995 $6,451,480 $6,592,758 $6,732,994 $6,859,844 $6,994,551
20832 $2,521,454 $2,552,554 $2,606,088 $2,662,343 $2,713,708 $2,766,296
20850 $43,481,427 $43,988,142 $44,900,330 $45,873,158 $46,763,479 $47,666,619
20851 $20,973,590 $21,235,314 $21,681,729 $22,149,387 $22,576,178 $23,013,987
20852 $113,651,055  $114,940,921  $117,312,366  $119,858,308  $122,190,736  $124,547,006
20866 $7,775,646 $7,892,164 $8,064,889 $8,236,474 $8,391,703 $8,556,460
20872 $993,909 $1,002,549 $1,022,310 $1,044,818 $1,065,622 $1,085,896
20874 $53,698,607 $54,293,777 $55,408,963 $56,613,199 $57,717,436 $58,828,951
20876 $8,486,138 $8,615,602 $8,804,962 $8,992,014 $9,161,073 $9,341,173
20877 $41,368,030 $41,900,925 $42,787,609 $43,708,479 $44,547,711 $45,413,332
20878 $57,096,620 $57,651,445 $58,808,286 $60,095,900 $61,282,013 $62,454,070
20879 $7,665,138 $7,757,043 $7,918,804 $8,090,062 $8,246,616 $8,406,150
20886 $20,825,084 $21,079,900 $21,521,280 $21,986,093 $22,410,640 $22,844,714
20895 $4,914,914 $4,983,543 $5,090,860 $5,199,779 $5,298,670 $5,402,181
20901 $40,060,985 $40,542,602 $41,388,506 $42,283,448 $43,101,462 $43,935,410
20902 $30,275,980 $30,654,090 $31,298,616 $31,973,667 $32,589,705 $33,221,733
20903 $34,179,979 $34,645,118 $35,386,940 $36,145,516 $36,835,103 $37,553,434
20904 $87,589,486 $88,666,831 $90,525,336 $92,479,804 $94,264,570 $96,090,970
20905 $936,558 $950,246 $970,922 $991,621 $1,010,371 $1,030,172
20906 $67,515,951 $68,374,801 $69,817,909 $71,321,844 $72,693,211 $74,104,608
20910 $173,636,548  $175,738,251  $179,409,925  $183,287,572  $186,830,907  $190,447,276
20912 $15,347,942 $15,578,604 $15,919,786 $16,258,407 $16,564,701 $16,889,991
Total $1,002,498,582  $1,014,725,684  $1,035,958,671 $1,058,337,905  $1,078,781,231  $1,099,672,158

Sources: Montgomery County DHCA, RESI
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Figure 27: Multifamily Unit Property Income Totals by ZIP code, 2021-2025, Rent Control

ZIP Code 2021 2022 2023 2024 2025
20814 $91,445,970 $93,177,830 $94,852,281 $96,545,985 $98,295,650
20815 $83,966,063 $85,544,138 $87,070,992 $88,629,907 $90,238,661
20816 $7,192,291 $7,329,179 $7,461,468 $7,594,470 $7,731,960
20817 $7,132,043 $7,265,526 $7,394,727 $7,527,313 $7,664,062
20832 $2,820,803 $2,874,133 $2,925,705 $2,977,978 $3,031,966
20850 $48,606,393 $49,527,712 $50,418,421 $51,318,436 $52,248,295
20851 $23,467,389 $23,910,831 $24,339,663 $24,774,620 $25,223,810
20852 $127,003,181 $129,413,237 $131,742,972 $134,093,763 $136,522,883
20866 $8,724,660 $8,887,974 $9,046,047 $9,208,233 $9,375,513
20872 $1,107,362 $1,128,585 $1,149,083 $1,169,515 $1,190,657
20874 $59,989,382 $61,128,896 $62,230,331 $63,340,366 $64,487,544
20876 $9,524,755 $9,702,863 $9,875,273 $10,052,388 $10,235,042
20877 $46,307,709 $47,181,419 $48,026,462 $48,885,163 $49,771,782
20878 $63,687,503 $64,903,468 $66,078,244 $67,254,791 $68,471,559
20879 $8,571,832 $8,734,104 $8,891,002 $9,049,785 $9,213,805
20886 $23,294,878 $23,735,461 $24,161,493 $24,593,128 $25,038,943
20895 $5,508,471 $5,611,980 $5,712,131 $5,814,407 $5,919,950
20901 $44,801,339 $45,649,361 $46,469,313 $47,299,235 $48,156,516
20902 $33,876,234 $34,516,337 $35,135,354 $35,763,241 $36,411,673
20903 $38,292,542 $39,013,054 $39,710,104 $40,420,786 $41,154,303
20904 $97,984,375 $99,837,138 $101,628,749 $103,444,457 $105,319,755
20905 $1,050,429 $1,070,119 $1,089,175 $1,108,693 $1,128,829
20906 $75,564,244 $76,990,814 $78,370,501 $79,771,448 $81,218,063
20910 $194,200,555 $197,875,350 $201,428,609 $205,026,425 $208,742,688
20912 $17,221,996 $17,544,316 $17,856,296 $18,176,458 $18,506,671
Total $1,121,342,397 $1,142,553,825 $1,163,064,397 $1,183,840,991 $1,205,300,579
Sources: Montgomery County DHCA, RESI
END OF DOCUMENT
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