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Executive Summary

This report examines New York City’s rent stabilization system and estimates
the effects of total or partial deregulation. It finds that rent stabilization
provides little benefit to residents of the outer boroughs and the lower and
middle-income neighborhoods of Manhattan, while providing a substantial
subsidy only to the residents of the relatively affluent areas of Lower and MidManhattan.
The report also finds rent increases for stabilized housing following
deregulation would be significantly less than generally expected. Because
residents of neighborhoods outside of the affluent part of Manhattan are not
receiving significant subsidies, their rent increases would be minimal to nonexistent. In the affluent areas of Lower and Mid-Manhattan, the substantial
expansion of the unregulated housing market would create downward pressure
on rent levels, making rent increases for stabilized housing less than might be
expected.
The report’s specific findings are as follows:
•

The median monthly subsidy provided by rent stabilization for all of

•

•

•

New York City is $42. However, under total rent deregulation the
median monthly rent of subsidized housing would increase by only $8
due to the expansion of the unregulated market. Under vacancy
deregulation, the median monthly rent increase during the first two
years would be $35.
The vast majority of the benefits of rent stabilization go the higherincome areas of Lower- and Mid-Manhattan, where the median
monthly subsidy from rent stabilization is $397. By contrast, the
median subsidy in the Bronx is $58, in Upper Manhattan (including
Chinatown and the Lower East Side) it is $9, and in Brooklyn it is $5,
while in Queens and Staten Island the median subsidy is effectively
zero.
This disparity would be even starker under deregulation. Under total
deregulation, only the Bronx ($37) and Lower- and Mid-Manhattan
($218) would see an increase in the median monthly rent of stabilized
housing. The same is true for the first two years of vacancy
deregulation, though in that case the median rent increase would be $54
for the Bronx and $374 for Lower- and Mid-Manhattan. In both cases,
the median rent would not increase for residents of stabilized housing in
Brooklyn, Queens, Staten Island, and the Lower East Side and
Chinatown.
Even now rent regulation does not appear to protect most City residents
from rising rents. Between 1993 and 1999, the median monthly rent of
stabilized housing citywide increased 24%, while the median rent of
unregulated housing increased only 17%. Only in the affluent
neighborhoods of Manhattan was there a larger median rent increase for
unregulated housing.
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Introduction and Overview

Much of the public discussion of the future of New York City’s rent
stabilization system implicitly or explicitly presumes that most renters benefit
from it, and hence would pay higher rents without it. This is not true. As this
study shows, the majority of New Yorkers living in stabilized rental housing
are not paying rents that are below market once dwelling size, quality, and
location are taken into account. Thus, repeal of rent stabilization would not
lead to rent increases for this majority. In addition, the neighborhoods that do
not benefit from rent stabilization, and hence would not face rent increases, are
predominantly those housing lower- and moderate-income households. Thus
the argument that rent stabilization should be maintained for the benefit of
those of moderate means stands without empirical support.
Why are the facts so distant from the general wisdom? Most people look at the
lower nominal rents stabilized apartments command, compare them to rents for
existing unregulated housing, and assume the difference is the amount they
“save” with rent stabilization. But this back-of-the-envelope calculation skirts
the real question: what would a regulated unit rent for if there were no
regulation? Most regulated units could not command the higher rents found in
much of the current unregulated market because they are older, less-well

maintained, have fewer amenities, or are located in less desirable locations—
all factors that lead to lower rents regardless of legal rent restrictions. This
reasoning implies that rent deregulation will not lead to rent increases in most
of the City, with the exception of affluent Lower and Mid-Manhattan. This is
the case because only those dwellings currently reaping rent benefits would
experience rent increases, and our research finds that rent stabilization
currently provides virtually no benefit for residents of Brooklyn, Queens,
Staten Island, Upper Manhattan and the Lower East Side of Manhattan, and
provides minimal benefits to residents of the Bronx.[1] Furthermore, while rent
increases would occur in Lower and Mid-Manhattan, these would be much less
than might be expected. The more than threefold expansion of the affluent
Lower and Mid-Manhattan unregulated market would take pressure off the
current smaller unregulated market, significantly lowering the very high rents
existing there. Put simply, expanding supply would lower rents.
This study arrives at these findings using data from the 1999 New York City
Housing and Vacancy Survey.[2] The Survey covers a large number of
dwelling characteristics, including size, location, regulation status, and
structural and neighborhood quality, allowing us to calculate the rent reduction
benefits actually received by tenants of stabilized dwellings throughout the
City. Then, based on economic analysis designed for a case such as New
York’s, in which both regulated and unregulated rental housing exist, postderegulation rent changes are projected for all stabilized rental dwellings. We
examine two possible scenarios for deregulation: complete deregulation of
stabilized housing and vacancy deregulation of stabilized housing units as they
gradually turn over.
New York City has had rent regulation in one form or another since World
War II. During that same period of time, New York City has experienced some
of the highest housing prices and rents in the nation and chronic supply
shortfalls. Nonetheless, many New Yorkers believe that rent regulation is one
of the only policies keeping housing affordable for lower- and middle-income
people. However, in 1994 and 1997 the extensions of rent regulation granted
by the State Legislature included modest but increasing partial deregulation of
the over one million rental dwellings in the rent stabilization system.[3] This
partial deregulation coincided with the housing price boom in the mid- and
late-1990s, leading many New Yorkers to blame deregulation for rising rents.
Accordingly, as the authorizing legislation comes up for renewal in 2003, it is
crucial to closely examine this costly-to-administer system to ascertain what its
true effects are, allowing policymakers to make an informed choice as to
whether to retain, modify, or eliminate it.
Calculating the True Effects of Rent Stabilization

Finding out what rents currently are for stabilized and unregulated rental units
is the first step in ascertaining what rent stabilization really does to prices.

Table 1 shows the raw difference between the median stabilized rent and the
median rent on the unregulated market for each borough and sub-borough.
(Table A-1, found in the Appendix, presents an overview of city wide rental
housing stocks). One can see here the numbers which give rise to the belief that
rent stabilization is beneficial. However, as noted before, direct comparison
between unregulated and regulated rents is inadequate because stabilized units
and those on the unregulated market differ in a number of important ways,
even within a single location.
First, unregulated units are usually larger. People almost always pay more for a
larger unit, making the unadjusted difference inapplicable at the outset.
Furthermore, additional differences exist in quality of the structure, including
age and maintenance deficiencies, and in quality of neighborhood. Stabilized
units tend to be older, less well maintained, contain fewer amenities, and be
located in less desirable locations. Since people pay more for each one of these
differences, rents must be further adjusted for these factors to accurately
measure the benefits reaped by households living in stabilized housing.
To calculate rent regulation’s effects on a stabilized unit, we must estimate the
rent that would be paid for a unit of the same size and quality, within the same
location, on the unregulated market. The difference between the estimated
unregulated market rent and the actual rent paid under stabilization is often
referred to as the renter’s subsidy. The statistical method for calculating these
subsidies is described in the next section.
Methodology

The unregulated market is analyzed first, in order to obtain the statistical
relationship between unregulated rents and factors such as unit size, quality,
and location.[4] An unregulated rental value is then estimated for each
stabilized unit using this relationship. The subsidy is the difference between the
actual stabilized rent and the rent calculated for an identical dwelling unit in
the unregulated sector. For example, if a stabilized unit rents for $500, but the
same unit would rent in the unregulated market for $600, the subsidy is
calculated at $100.
Everyone knows that location is one of the most important factors in
determining housing cost. While the New York City Housing and Vacancy
Survey’s individual unit data could be used for most of the price-determinant
factors, each unit’s location needed to be placed within a larger area to provide
enough statistical grounding to accurately derive the location effect. The
Survey identifies dwellings according to their location in the 54 sub-borough
areas listed in Table 1. The eighteen zones for which results are presented are
groupings of sub-boroughs according to similarities in economic status and
distribution of unregulated and stabilized housing. These groupings are defined
in Table 2. In order to obtain a relationship between unregulated market rents

and their determinants, the eighteen zones were further grouped into the four
major areas shown in Table 2. Staten Island is coupled with Brooklyn; and
Upper Manhattan, along with Chinatown / Lower East Side, is included with
the Bronx.
For each of these four areas, a regression equation is estimated, relating rent to
characteristics of the unit, the building, the surrounding neighborhood, and the
location within the city. The parameters or coefficients of this equation indicate
the contribution of each characteristic to the total rent. The equations can then
be used to estimate unregulated market rental value for any stabilized unit
given its characteristics, and in turn to calculate the subsidy.
The variables used in the regression equation are drawn from the 1999 New
York City Housing and Vacancy Survey and are listed in Table A-2 (see
Appendix). The number of bedrooms and number of other rooms measure the
size of the unit. Quality of the unit and building age represented by the year
built and by maintenance deficiencies. Neighborhood and location are
represented by respondent’s evaluation of neighborhood structures, the
presence of boarded-up units, and location by zone.
The regression equations for the unregulated market for each of the four areas
described above are presented in Appendix tables A-3 through A-6. These
estimates are commonly referred to as hedonic price equations. The majority of
rent determinants are useful and consistent across the four equations. As
expected, length of tenure always lowers rent. Number of rooms and age of
building, along with neighborhood rating and presence of boarded up units,
together reflect the importance of building and neighborhood qualities. Finally,
the various zone variables highlight important differences between locations
within each area.
The regression results, presented in Tables 3 and 4, show that rent stabilization
has virtually no effect on rents throughout most of the City, especially those
neighborhoods housing low- and moderate-income households. Citywide, the
median subsidy is $42 per month, or about 6 percent of the median rent for a
stabilized unit. Queens and Staten Island residents receive no benefit at all
from rent regulation, while Brooklyn and Upper Manhattan residents receive
negligible benefits of less than $10 per month for the median unit. Bronx
residents receive a modest benefit, with a median subsidy of $58 per month, or
about 10 percent of the median stabilized rent in the Bronx. Only residents of
Lower and Mid-Manhattan, the wealthiest areas of the City, receive a large
benefit. Residents of these areas receive a $397 per month rent subsidy,
amounting to 37 percent of the median stabilized unit’s rent.[5]
One can see by comparing these numbers to those presented in Table 1 that the
median subsidies differ a great deal from the raw differences in rents. Unlike
the raw differences, which are most often positive and occasionally quite large

throughout the city, the calculated subsidies reflect the effects of housing size
and quality.
It is also interesting to note that rent regulation did not seem to protect most
City residents from rising rents during the boom years of the 1990s. In fact,
rents grew more rapidly in stabilized housing than in unregulated housing
outside Lower and Mid-Manhattan. Table 5 displays 1993 and 1999 median
unadjusted rent levels for the city. Monthly rent in the unregulated market rose
17 percent, from $640 to $750, while stabilized renters experienced an increase
of $125 monthly, or 24 percent. These changes were not uniform throughout
the City. In the outer boroughs (and Upper Manhattan), median stabilized rents
increased from 2 to 18 percentage points more than did unregulated rents
(Table 6). Only in the wealthy areas of Manhattan did unregulated rents
increase more than stabilized rents. Here median unregulated rents increased
by a remarkable 86 percent, from $1090 to over $2000. Conversely, stabilized
rents rose from $750 per month to $1000, an increase of 33 percent.
A comparison of subsidies between 1993 and 1999 shows the same picture.
While subsidies for most of the City remained essentially unchanged,
decreasing significantly only in Brooklyn, subsidies to stabilized renters in
Lower and Mid-Manhattan rose sharply from 1993 to the boom year of 1999
(final two columns of Table 4). High housing demand put disproportionate
strain on the unregulated rental housing in Lower and Mid-Manhattan, raising
rents dramatically for newcomers to the borough, thus creating a competitive
disadvantage for Manhattan firms trying to hire professionals. In addition, as
will be shown in Table 8, stabilized-renter mobility rates for Lower and MidManhattan declined from 1993 to 1999, with the greatest decline occurring in
the top rent quartile. It would appear that stabilized renters here were more
inclined than usual to hang on to good deals.
This measured benefit to affluent Manhattanites must be viewed in the
appropriate context, however, because it reflects in large part the effect that
other governmental policies have on housing supply. Manhattan is one of the
most difficult places in the country in which to build new units, meaning that
the expected market response to sharply rising demand—sharply increasing
supply—is unavailable. When supply is constricted and demand rises, the
market prices rise. That is the likely cause of much of the subsidy increase seen
in the 1990s, not rent regulation.
These figures, moreover, overestimate the rent changes that would occur with
deregulation—the best measure of the true effects of rent regulation on rents.
This measure is the estimated rent increase one would face if all stabilized
units were deregulated, with all rents subsequently set in the market. In this
case, rent increases would be smaller than the subsidies just presented due to
the addition of formerly stabilized units to the unregulated market. As shown
above, rent regulation not only determines stabilized rents, but can also channel

unmet demand to the unregulated sector, making unregulated rents higher that
they would otherwise be. The expansion of the unregulated rental market in
New York would partially relieve this upward pressure, decreasing the gap
between regulated and unregulated rents. The following two sections present
estimated rent changes for stabilized housing under different deregulation
scenarios.
Rent Changes Under Complete Deregulation of Stabilized Housing

The scenario presented in this section simulates rent changes for currently
regulated units under complete deregulation of stabilized housing. The starting
point for this calculation is the estimated subsidy received by a dwelling unit.
If, for example, a single subsidized unit is deregulated, then the rent would
simply rise to the comparable unregulated market rent for a unit of its type.
Thus, the rent increase would be equal to the prior subsidy. However, as
mentioned in the previous section, deregulation of all stabilized units would
result in considerable downward pressure on unregulated rents, as deregulated
units serve to expand the unregulated market. A new equilibrium rent is thus
established, higher than the previous stabilized rent, but lower than the
previous unregulated rent. Thus, the greater the extent of deregulation, the
lower the newly established market rent level.[6]
A number of factors contribute to the size of the post-deregulation rent
increase, primarily the size of the calculated subsidy. The larger the subsidy,
the greater the potential rent increases from deregulation. If there is no subsidy,
that is, no difference between quality-adjusted regulated and actual regulated
rents, then there will be no rent change. Since we have shown above that
subsidies outside of Lower and Mid-Manhattan are generally small or zero,
residents in these areas would see no rent increase if rent stabilization were
repealed.
The willingness of households to pay a higher rent is another determinant of
change in rent. In the event of a rent increase, a household may: (1) pay the
higher rent; (2) consume less housing by moving to a smaller or lower quality
unit within the same location; or (3) seek a lower rent by moving to another
location. We account for this behavior by including the price elasticity of
demand for rental housing in our regressions in this section. Price elasticity
measures the percent change in the consumption of housing relative to a given
percent change in price.
The third determinant of change in rent is the extent of regulation of the preexisting market. Table A-1 compares the number of stabilized units to the
number of unregulated unregulated units at the sub-borough level. Calculating
the percent of the overall market comprised by stabilized units yields a
measure of the extent of regulation. The higher the percentage of regulated
dwellings in one of the city’s eighteen zones, the lower will be the rent change

for the regulated dwellings.
In this case, the price elasticity for rental housing is set at -0.5, which is the
consensus of the literature. Thus, a one percent increase in rent will result in a
decrease in quantity of housing consumed of one half of one percent. Together
with the other factors mentioned above, we are able to calculate rent increases
for all stabilized units. Since complete deregulation of stabilized housing fully
relieves the upward pressure on unregulated market rents, the calculated rent
increases are the lowest possible. Predicted rent increases represent a new
short-run equilibrium for the market under complete deregulation.
Median rent changes resulting from complete deregulation for each borough
and for the City as a whole are found in Table 7. The rent changes for each of
the eighteen zones (sub-borough groupings) are presented in Tables A-7
through A-10.
Table 7 shows that rents would rise very little, if at all, outside of Lower and
Mid-Manhattan. With the exception of a 10 percent increase in one location in
the Bronx, rents would rise by no more than [6] percent in any sub-borough
outside of the affluent portions of Manhattan. In fact, predicted rent changes
are effectively zero throughout Brooklyn, Queens, Upper Manhattan, and
Staten Island. These negligible rent increases result from the very small initial
subsidies calculated in these zones. Thus, residents in these areas should not be
afraid of rent increases stemming from the complete elimination of rent
regulation.[7]
Deregulation would have its greatest affect by far on stabilized tenants in
affluent Lower and Mid-Manhattan. The overall median increase here is $218
per month, or 22 percent. With the exception of Chinatown / Lower East Side,
which would see no rent increase, the Lower and Mid-Manhattan zones would
realize median rent increases of anywhere from 16 to 28 percent.
It is important to note, however, that the predicted rent increases are much
lower than the subsidies. This is due to the fact that stabilized units far
outnumber those in the unregulated market. Table A-1 shows 349,640
stabilized units in Manhattan, compared to only 76,897 unregulated units. For
this reason, rents in a deregulated market would remain closer to the formerly
stabilized rents than to former unregulated market level. In addition, actual rent
changes may in fact turn out to be somewhat lower, since the estimates
presented here are based on the hot market of 1999.
Rent Changes Under Vacancy Deregulation

In contrast to the scenario discussed in the previous section, vacancy
deregulation is only partial deregulation, affecting only those stabilized units
that turn over, or change tenants, within a given period of time. The time

period discussed in this simulation is two years. Although a substantial portion
of rental households, especially younger renters, will have a high mobility rate,
there is also a significant segment of long-term renters who are far less likely
to move within any two-year period. The basis for projections of rent changes
under vacancy deregulation is the previous section’s analysis of complete
deregulation. Projections must take into account the lower number of units
affected in a two-year period under vacancy deregulation. This will allow the
rent increases for complete deregulation to be adjusted upward proportionally
to reflect the smaller number of dwellings affected.
The number of units affected is derived from the number of units known to
have turned over within the two years prior to the 1999 New York Housing and
Vacancy Survey. The Survey, conducted in April 1999, asked respondents to
report the year in which they had moved into their present dwelling. The
numbers in Tables 8 and A-11 represent the percentages of stabilized units first
occupied by their present tenants between January 1997 and March 1999.[8]
Table 8 presents these numbers according to borough and level of rent;
percentages by sub-borough can be found in Table A-11.
In each of the six locations presented in Table 8, turnover of stabilized
dwellings increases with rent. That is, higher rent and presumably higherincome households move more frequently. This finding serves to mitigate the
rent increases of lower rent, lower income households, since they will be
slower to move. Overall, approximately 319,450 units, or 32% of the stabilized
stock, turned over at least once during the 1997–98 period.
To derive the two-year turnover rate for vacancy deregulation, a number of
factors must be incorporated. First, the numbers in Tables 8 and A-11 should
not be considered a “turnover rate” because the nature of the survey question
fails to capture units that have turned over more than once. An additional
source of bias may be changes in household composition. For example, a new
husband moving into his wife’s apartment may state that the present tenants
have occupied the apartment since 1997, when in fact the wife lived there
prior. This leads to an overstatement of turnover. For this reason, we reduce the
1997–1998 turnover values by 10 percent.
The next major factors to consider for this simulation are the various
disincentives to move faced by stabilized renters. Households currently
occupying stabilized units may know they are reaping substantial subsidies.
Others may believe that they are receiving subsidies because they are failing to
adjust for size, quality, or location. Finally, households may feel there is some
arbitrary advantage to remaining in a stabilized unit (perhaps that they are
under some long-term protection from large rent increases). For those that are
actually receiving subsidies, the reduction in the number of units affected by
vacancy deregulation can be based on the subsidies. This subsidy effect is
measured by the median of the subsidy as a percent of rent, ranging from

effectively zero in Queens and Staten Island to 37% in Lower and MidManhattan. This is shown in column 4 of Table 9. In addition, an arbitrary
deduction of 10 percent is taken for the perceived disincentives discussed
above. In summary, the projected number of stabilized units in each borough
affected by vacancy deregulation in a two-year period is calculated as follows:
Number of units turning over during 1997–98
Minus 10 percent deduction for overstatement (overcounting)
Minus X percent deduction for subsidy affect
Minus 10 percent deduction for other perceived disincentives
Because fewer units are open to market competition, rent increases under
vacancy deregulation will be higher than they would be under full
deregulation. Thus, to ascertain the rent increases under vacancy deregulation,
we adjust the rent change from the 100-percent deregulation scenario
proportional to the number of units affected by vacancy deregulation, which
ranges from 13 percent in Lower and Mid- Manhattan to 35 percent of all
stabilized units in Staten Island. Throughout the city 222,168 units, or 22
percent of the stabilized stock will be affected within two years.
Table 9 presents the projected rent changes under vacancy deregulation. The
median monthly rent change for the entire city is $35, compared to $8 under
complete deregulation and a median subsidy of $42. Throughout the boroughs,
rent increases range from effectively zero to $374. Once again, residents of
Brooklyn, Queens, Staten Island and Upper Manhattan will see no rent increase
at all as a result of vacancy deregulation. Thus, over half of the City’s
residents, and a larger percentage of its lower- and middle-income households,
will not face rent increases stemming from vacancy deregulation.
Even most households of those areas which would see significant rent
increases would be relatively unaffected. That is because the projected rent
increases only apply to the units that become vacant within the two-year
period, which is only a small proportion of the entire housing stock. Only 21%
of the stabilized units in the Bronx, and a modest 13% of those in Manhattan,
are expected to become vacant in the two-year period. That means nearly 80%
of current Bronx residents and over 85% of current Manhattan residents in
stabilized units will see no change in their rents beyond what would otherwise
be allowed under rent stabilization. Since higher rent units, which are
presumably rented by higher income households, tend to turn over much more
quickly, the burden of higher rents will likely fall on those able to afford it.[9]
These rent increases would moderate after the initial two-year period as more
units become vacant and hence unregulated. In addition, the rate of vacancy
deregulation would decline over time, with most of the stabilized stock
deregulated within 20 years. As is seen in Table 8, higher-rent dwellings would
likely turn over first, and thus enter into deregulation more quickly.

Given the portion of the population who are long-term renters, as well as the
real and perceived disincentives to move from stabilized housing, the rate of
vacancy deregulation would fall over time. Vacancy deregulation as a singular
policy instrument would take about 20 years to reach the bulk of the stabilized
housing stock. Furthermore, tenants in high-rent locations enjoying substantial
subsidies would be particularly reluctant to move. For this reason especially,
the addition of high-rent, high-income deregulation to vacancy deregulation
has been a policy recommendation from Roistacher (1992) and others.
Conclusion and Policy Implications

This study finds that tenants in low- and moderate-income areas receive little
or no benefit from rent stabilization, while tenants in more affluent locations
are effectively subsidized for a substantial portion of their rent.
When the “hot” market of 1999 is compared to the “cool” one of 1993, we see
that on average, stabilized tenants outside of affluent areas did not receive extra
protection benefits. Most of the benefits went to stabilized tenants in Lower
and Mid-Manhattan. This provides a strong argument for moving ahead more
aggressively with deregulation. Two possibilities for deregulation have been
examined: complete deregulation and vacancy deregulation of stabilized
housing. We have found that the rent increases resulting from complete
deregulation would be moderate or negligible throughout the city, with the
exception of the affluent sub-boroughs of Lower and Mid-Manhattan. In
contrast, under vacancy deregulation, the 22 percent of units to turn over
within the first two years would realize higher increases in rent. Even in this
case, however, most of the increase would occur in Lower and Mid-Manhattan.
As the rate of vacancy deregulation slowed, almost all of the stabilized stock
would be deregulated in 20 years. Although not wholly desirable as a sole
policy instrument, vacancy deregulation could function well along with a
complementary approach, such as high- and moderate-income deregulation.
Under either form of deregulation, some households would be see greater rent
increases than others. Rent stabilization has been in effect for over 30 years,
and in fact many of the presently stabilized units have been under some form
of rent regulation since World War II. Thus it is not surprising that households
enjoy subsidies at various levels, or that rent changes will vary from the typical
amounts.
For the aforementioned reasons, deregulation policy must be crafted with an
eye on the low-income elderly. The current short-run solution in New York
City is to reimburse landlords in the case of low-income elderly tenants paying
controlled rents. For the duration of rent stabilization, this may be necessary to
protect the elderly. However, in the long run, direct government assistance
along with deregulation is the favored alternative. Given that rent regulation

disproportionately benefits tenants in affluent areas, direct financial assistance
to poor and elderly renters is preferable to simply regulating rents.

