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Abstract

The Hollande administration supported the tighteniof controls on
residential rents in Paris and other French citiddistory sheds light on the
wisdom of this policy. Between the two World Wdfsance had highly
restrictive nationwide rent controls. Numerous emoists, including Paul
Samuelson, have asserted that these interwar messaverely impaired the
production and maintenance of rental housing inrfe@&

Sociologist Loic Bonneval has emerged, since 2@%lthe primary
scholarly defender of French rent controls. Bonrisvanalysis is based largely
on a valuable study that he and Francois Robertenafdthe archival records of
a property management firm in Lyon. Bonneval assént particular, that rent
control had only a minor effect on the profitabiliof owners’ interwar
investments in Lyon apartment buildings.

Bonneval's research is commendable in many respBatshis analysis
IS not persuasive. Many of his and Robert’s Lyadifigs support the prevailing
economic view that rent control damages the funatg of housing markets
and impairs tenant mobility. Their data indicateaththe rents received by
owners of Lyon apartment buildings, and the valighose buildings, dropped
by about 90%, in real terms, between 1914 and 184l estate developers
and landlords responded by building less and redggi@xpenditures on repairs.
The quantity and quality of France’s housing stockhe late 1940s was worse
than in peer nations. Interwar rent controls sigrahtly contributed to these

outcomes.



Francois Hollande, at the start of his 2012 camp#&iy the French presidency,
issued a manifesto that promised new legal lingtegion increases in residential rents.
France then had a mild system of rent controlsghatiected a sitting tenant from a large
rent increase, but did not regulate what a landéandd charge an incoming tenant. The
French loi ALUR, enacted in 2014 at the urging afuding Minister Cécile Duflot,
implemented Hollande’s pledge. It authorized thepasition of ceilings to prevent a
residential rent from significantly exceeding préuag rents in a neighborhood, and
extended these protections to both sitting andnmicg residential tenants. In August
2015, the City of Paris began to apply these measand, in February 2017, the City of
Lille followed suit.

France has a long history of rent control. Betw&6ft4 and 1948, French law
imposed an ever-changing, but generally ever-striset of controls on residential rents.
Commentators have commonly offered exaggeratedssssnts of the effects of these
controls. Among the critics, Paul Samuelson, recipiof the second Nobel Prize in
Economics and advisor to President John F. Kennedy, particularly negative. In an
interview in 1999, Samuelson offered French interveamt controls as a prime example
of mistaken lawmaking:

. .. [W]hen one considers problems like rent aantwhere you'd like to sponsor

Robin Hood in favor of the poor, you realize thia¢ twhole country of France had no

residential building between World War | and WoWar 11, primarily for the reason of

permanent rent controls. That did not achieve treddife for the poor at the expense of

the rich. Rent control created deadweight foss.

! Samuelson on Economics and Behavidbec. 25, 2009, available at

http://www.pbs.org/newshour/making-sense/samuetsbeeonomics-and-behfreferring to an

interview “about a decade ago”). In his best-sglliextbook, Samuelson makes somewhat less
rash claims: “. . . France had practically no restal construction from 1914 to 1948 because of
rent controls. If new construction had been subjtdb such controls after World War Il, the
vigorous boom in French residential building sid®&50 would never have taken placeAur
SAMUELSON, EcoNomics 8" ed. (1970), p.372.
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Samuelson exaggerates. As | will show, French cemtrols likely reduced housing
production in France during the interwar perioddtyleast 50 percent, but they hardly
ended production entirely.

In 1948, the new Fourth Republic enacted a law ¢wantually eliminated most
of France’s interwar rent contrdlsA leader of the reform effort seems to have been
Eugene Claudius-Petit, the Minister of Reconstarctand Urbanism. Shortly after the
passage of the reform, Claudius-Petit gave a speekplain his motivations. To show
why real-estate development had ceased being tegpdi investors, Claudius-Petit
asserted that, in 1948, French households had spgah times more on tobacco than
they had spent on rehtThis also appears to be an exaggeration. Accortbngne
government source, the typical rent burden of an¢hehousehold did fall from 15%—
20% in 1914 to 2% in 1948.But Claudius-Petit's figures implied that a French
household would have been spending a seventh oindsme on cigarettes, an
implausible figure.

The focus of Bertrand de Jouvenel, another ooitient control, was the shortage
of housing vacancies in France in 1948:

Young couples must live with in-laws, and the v@fenajor activity consists in

watching out for deaths. Tottering old people ausiin themselves in public gardens will

be shadowed back to their flat by an eager yourfig who will strike a bargain with the

2 The 1948 law slowly eased rent controls on mosstiey buildings and exempted
newly constructed structures altogether.

% Claudius-Petit is quoted as having said, < Daétsi’actuel des lois la construction des
immeubles n’est plus une enterprise tenante :t aiesi qu'en 1948 25 a 30 milliards seulement
ont été consacrés aux loyers tandis que les Fsapngaidépensé 204 millards pour leur tabac >.
LE MONDE, March 8, 1949, p.4.

* John W. Willis,A Short History of Rent Control Law36 GORNELL L. REV. 54, 82
(1950) (asserting that French households were gagtt of their income for rents in 1948,
compared to 15-20% in 1914, and citihg Crise du Logement et la Legislation des Loyers
NOTES DOCUMENTAIRES ETETUDES, No. 1028, p. 4 (Direction de la DocumentationrifRa
December 1, 1948).



janitor, the concierge, so as to be first warneémthe demise occurs and to be first in at

the death. Other apartment chasers have an unuéirgjavith undertakers.

Although strict rent controls unquestionably dotéoshousing shortages, de Jouvenel's
depiction of “a wife’s major activity” seems fangif Waiting in a park for frail oldsters
to return home is an exceptionally time-consumiray wf identifying where the elderly
reside. It would be far simpler, for example, taehapatrons exiting from a boulangerie.
De Jouvenel's own account of events indicates timattitle of his critical essay, “No
Vacancies,” was overstated. And, instead of conguup fanciful scenarios, he would
have been more persuasive had he shown that paadtegttisements for apartments had
fallen in number.

If critics of rent control have tended to exag¢erao have its defenders. In 2011,
Loic Bonneval, a professor of sociology at Lyorp@blished an essay Métropolitiques
to challenge what he called the academic “consénsmisthe history of French rent
controls. He later incorporated those remarks mtbook co-authored with Francois
Robert® The Bonneval and Robert book reports the resfiltiseir study of the records of
a firm that managed a large number of apartmendibgs in Lyon from 1870 to 1968.
In both works, Bonneval’s most original and conasial claim is that the Lyon data
cast doubt on the notion that rent control impaing profitability of landlords’
investments, and, implicitly, therefore does nahgan housing production.

Bonneval warrants praise for many of his and R&dbaccomplishments. Their
empirical study of Lyon apartment buildings is auadle addition to the store of
knowledge about rent control. Bonneval also invdyigakes admirable care when he
describes the positions of the many scholars whbrw he disagrees. And the Bonneval

and Robert book is a goldmine of citations to sesiron this important chapter in the

® Betrand de JouveneNo Vacancies first published in the United States by the
Foundation for Economic Education, Inc., Irvingtom-Hudson, N.Y., October 1948, and
reprinted in \ERDICT ONRENT CONTROL 33, 36 (Institute of Economic Affairs 1972).

® Loic BONNEVAL & FRANCOIS ROBERT, L'IMMEUBLE DE RAPPORT L’IMMOBILIER
ENTRE GESTION ET SPECULATIONLYON 1860-1990) (2013).
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economic and political history of France. Their wa likely to stimulate more scholarly
work on a relatively neglected topic in urban higto

But the Bonneval analysis is unpersuasive in miasgects. Most of the evidence
in the Bonneval and Robert book supports, ratheen tontradicts, the standard economic
critique of rent regulation. Moreover, Bonneval htet of measuring the profitability of

a landlord’s investment is unsound.

Many of Bonneval and Robert’s Findings Support @omional Economic

Predictions about the Negative Effects of Rent @bnt

Rent controls appear in different forms. Relagvslrict controls, like France’s
during the interwar period, are conventionally refd to as “first generation” controls.
These controls can confer benefits on some indalgjuespecially tenants already in
residence. Rent controls tend to transfer weatimftandlords to tenants, and may also
enhance tenants’ peace of mind. Critics of rentrots1are not blind to these potential
benefits, but traditionally contend that the castgent controls typically exceed their
benefits. Samuelson’s statement that rent conkeald to “deadweight loss” reflects this
perspective. Figure 1, which presents the classmahomic analysis of the effects of rent
controls, graphically portrays this deadweight lo€¥itics of rent controls also
commonly assert that there are more efficient, batter targeted, ways of aiding

deserving tenants.

" Richard Arnott,Time for Revisionism on Rent Contr®?).ECON. PERSPECTIVES99,
100 (1995).
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Rev. 1027, 1028 (2003).

Effects on the volume of new housing produdeere are the words of Paul
Krugman, a Nobel Laureate in economics, and aolefienter columnist for thé&lew
York Times

The analysis of rent control is among the best-tsided issues in all of economics, and

—among economists, anyway—one of the least conts@leln 1992 a poll of the



American Economic Association found 93 percent®fiembers agreeing that “a ceiling

on rents reduces the quality and quantity of hau$in
It is important to reemphasize that French interveat controls were not only stringent,
but also ever-changing. Bonneval’s article repartally of 36 different decrees and laws
in the period between 1919 and 1936. How would ridgiéd turnover of legal rules affect
the plans of a prospective developer of a new ayant building? Even if the building
would be exempt from rent controls under today\wslathe developer would have to
worry that it would not remain exempt tomorrow.

Two sources indicate that levels of housing préidaaduring the interwar period
were far lower in France than in Germany or Brit#ncording to an article by David Le
Bris in Le Monde 1 million dwelling units were constructed in Fcarbetween 1914 and
1948, as opposed to 4 million each in Germany arithiB.’ Brian Newsome cites a
French government document reporting housing priomtuéor a narrower period, 1919-
1939. According to Newsome’s source, 1.5 millionu$iag units were produced in
France during 1919-1939, as opposed to 4.0 milibiGermany and 3.7 million in
Britain.® Le Bris and Newsome both assert that rent contvedse significantly
responsible for France’s relatively anemic ratentérwar housing construction.

In their book, Bonneval and Robert cite many saltylassessments, published
between roughly 1920 and 1960, of the effects @né&h rent controls. During the
1920s, the cited scholars generally were willingttoibute the dearth of French housing
production entirely to rent controls. Later, howeweaany commentators were open, as
they should have been, to considering the influesic@ther possible causal factors.

While the falloff in housing production seems motiave been as dire as Paul Samuelson

8 paul KrugmanReckonings; A Rent AffaiN.Y. TIMES, June 7, 2000. The study to
which Krugman refers is Richard M. Alson, J. R. Keand Michael B. Vaughari)s There a
Consensus Among Economists in the 198@sAM. ECON. REV. 203, 204 (1992).

° Le Bris does not indicate the source of the figure reports.

10 BrIAN NEWSOME FRENCH URBAN PLANNING 1940-1968, New York, Peter Lang
(2009), at p.27 (citing “La reconstruction en Ffi©ocuments Economiquég (1947): 75).

' BONNEVAL & ROBERT, pp. 16-17, footnotes 22-23.
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supposed, the available statistics support an asithat France’s stringent interwar rent
controls reduced, probably at least by half, thengity of new housing producétl.

Effects on the maintenance of housirifconomic theory predicts that rent
controls will reduce landlords’ outlays for housimgaintenance. Because landlords’
rental receipts fall, controls pinch them finanigiaMore important, when rent controls
are strict, a landlord has little incentive to sphean maintenance because tenants are
inclined to stay in residence anyway in order tatcwe to benefit from the controlled
rents.

Prior to the founding of INSEE in 1946, reliablatsttics on trends in the quality
of French housing were not collected. Alain Jacgtiet chief of the housing division at
INSEE, has provided a snapshot of French housingditons in 1954, the first year for
which INSEE had good data. Jacquet documents &mgl tin the availability of certain
plumbing facilities—an easy to tally feature of Bog quality—during selected years
beginning in 19543

Presence of bathroom facilities within the dwellimgt, in selected years, as a
percentage of all dwellings in France

1954 1962 1968 1975 1982 1990 2002
Baignoire ou douche 10,4 28,9 475 708&,7 934 984
W.-c. intérieur 26,608 548 73,8 850 935 98,3

These data suggest that, in 1954, on the orde@%f d&f French housing units had a full
complement of interior plumbing fixtures. In themsa year, the comparable figure for

Sweden was on the order of 40%, and, in the UrStates, a bit over 70%.

2 1n addition, under rent control the matching ofitable housing units with tenant
households tends to be poor. See Edward L. Gl&egaro F.P. LuttmerThe Misallocation of
Housing Under Rent Contrd®3 Av. ECON. REv. 1027 (2003).

13 Alain JacquotCinquante ans d’évolution des conditions de logeéndes ménages,

Données sociales. A SOCIETE FRANCAISEEdition 2006, p.467.

14 Alex Anas et al.The Swedish Housing Markét HOUSING MARKETS AND HOUSING
INSTITUTIONS, Bjorn Harsman & John Quigley eds., at 31, 60 (399he U.S. estimate is an
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To what extent were rent controls, as opposed herdiactors, such as war and
occupation, responsible for the relatively poordiban of French housing after 1945?
Jacquet asserts that rent controls were a signtfgart of the story:

les mesures de blocage des loyers prises au lemdeméa premiére guerre n'incitaient

pas les bailleurs a procéder a des travaux d'émrett d’amélioration. Le parc de

logements était devenu ancien, vétuste et reatanfortable.”
In a book published in 1944, Marie-Madeleine Piggna Lyon resident, compared
housing conditions in Lyon with those in Genevar ldge-witness report supports the
consensus view that rent controls adversely affeasing maintenance Most tellingly,
Bonneval and Robert themselves agree that Frenetnagnt buildings generally
suffered from a lack of maintenance during therimée period® In their latest pertinent
publication, they and their co-authors report pevaxpenditures on the whitening of
facades in two specific apartment buildings in Ly&rmior to 1914, the management
company hired a contractor to whiten these facaoleghly every five years. During the
interwar years, private outlays on these acts dfiteaance ceased altogether.

Impairment of tenant mobilityDe Jouvenel asserts that rent controls reduce the
number of vacant apartments. Bonneval and Robédata powerfully affirm this exact
effect in Lyon'® When housing options are few, for example, a yocmgple may have
to live with in-laws, a worker may have to refusgh offer in a distant location, and a

grandparent may have to decline to move closehitdren and grandchildren. Moreover,

extrapolation of figures available at

https://www.census.gov/hhes/www/housing/censusticgplumbing.html

!> MARIE-MADELEINE PITANCE, LA CRISE DE LA CONSTRUCTION BHABITATION A LYON,
22-25, 139 (1944). In Lyon, “Les meilleures constions se sont sallies and dégradées; les
appartements, sauf, évidemment, ceux que les loesitant fait réparere, sont en trés mauvais
état.”Id. at 23:

1 BONNEVAL & ROBERT, pp. 120-22.

" Loic Bonneval, Francois Robert, Florence Gofféttagot, Roelof Verhage & Oliver
Lemire-Osbornel.es politiques publiques de contréle des loy2l5), p. 153.

18 BONNEVAL & ROBERT, figure on p.125.
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even when apartment vacancies exist, rent contials to deter a tenant from giving up
the benefits of a controlled rent. Many studie$tiance and elsewhere confirm that rent
controls have lock-in effects.

Bonneval and Robert’s own data indicate that ahtamant turnover in Lyon fell
from about 10% per year before 1914, to about 5%yper in the 1920s and 193Us.
While acknowledging this falloff, they are reluctdn regard the trend as troublesome.
They hypothesize, for example, that lowering thmawuer of residents might enhance a
neighborhood'’s solidarit$. This is an intriguing possibility, but far fromcartainty. A
nation’s level of social capital appears to be fposy, not negatively, correlated with its
rate of residential mobilits

Poisoning the landlord-tenant relationshig\nother line of criticism of rent
controls is sociological. Even in the absence of centrol, a landlord-tenant relationship
is unlikely to be as warm as one of the friendliestnmercial relationships, such as a
regular patron’s interactions with the staff ataéécor boulangerie. A residential tenant is
likely to have to pay a large monthly amount toeree a mostly impersonal service,
namely, the right to occupy a given dwelling uAihd the quality of that unit is likely to
decline as the building ages. Nonetheless, in bserece of residential rent control, a
landlord and a tenant, recognizing their mutuadnadépendence, are likely to make some

effort at being cordial to one another.

19 See, e.g., Maud Loiseau & Catherine Bonvalee Impact of the 1948 Housing Law
on Residential Trajectories in the Paris Regi®® ROPULATION 301, 305 (Catriona Dutreuilh
trans., English ed. 2005); Richard W. Ault et @he Effect of Long-Term Rent Control on Tenant
Mobility, 35 J.URB. ECON. 140 (1994); Jakob Roland Munch & Michael SvaRent Control
and Tenancy Duratiqrb2 J.URB. ECON. 542 (2002).

2 BONNEVAL & ROBERT, p.132.

%1 Pp.132-33. This view is reminiscent of argumentMargaret Jane RadiResidential
Rent Contral 15 RHIL. & PUB. AFF. 350, 368—71 (1986), one of the most thoughtfiiélees of
rent regulation.

?2 See Robert C. Ellicksonl.egal Sources of Residential Lock-Ins: Why French
Households Move Half As Often As U.S. Househ@l@ts2 U. LL. L. REv. 373, 403.
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The enactment of strict rent controls, however,d¢eio engender mutual
bitterness. The landlord is likely to regard thentcols as unjust. If a tenant is indeed
worthy of financial assistance, the landlord untserdably might think that taxpayers in
general, and not the landlord alone, should fingeoant aid. This is the method of, for
example, France’s system of housing vouchers @'aidla personne). In any event, a
landlord is likely to respond to strict controls bbgducing cost-justified outlays for
building maintenance. Those landlord responsesiin tinderstandably anger tenants,
who increasingly suffer from shabby surroundingsd doroken-down equipment.
Bonneval and Robert commendably include a discassidandlord-tenant relations, in
which they note that these relationships becameeasingly formalized during the

interwar period?

Bonneval's Dubious Choice of a Measure of Trend@rofitability

What is the best measure of the “profitability”af investment in a capital asset,
such as an apartment building, work of art, or shafrstock? In conventional speech,
assets that rise in value after purchase are redas having been profitable, while those
that fall in value are regarded as unprofitableesehconventional linguistic usages are
consistent with the standard method that economisésto value capital assets. The
owner of an asset anticipates receiving both a fdéwnonetary returns associated with
the asset, and also sale proceeds when the ass®tlisThe market value of an asset is
the sum of all these anticipated future paymenssodinted to present value.

This standard economic approach provides a stfaigdrd method for
measuring the effect of French rent controls onpttoditability of a landlord’s building.
The enactment of rent controls would cause buyedssallers of apartment buildings to
lower their expectations about both future netakimcome and also the prices that could
be obtained when an apartment building was reSdidse anticipated falloffs would be

negatively capitalized into the prices of apartmauitdings®* To determine the effects of

% BONNEVAL & ROBERT, p.123.

24 Bonneval and Robert’'s book indicates a downwaemdrin landlords’ real rental

income during the interwar years. See, e.g., thedi at p.88, showing the trend over time in real
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French interwar rent controls on landlords’ prgfitee most pertinent evidence therefore
is time-series data on trends in the value of apamt buildings, adjusted for both
inflation and floor-area.

Bonneval, in his article ilMétropolitiques,provides no data of this sort. But his
book with Robert does. A figure in that book indesathat, between 1913 and 1948, the
real value of apartment buildings in Lyon and Pde#l by roughly 909%° An
independent analysis by Thomas Piketty reportsnéasi 90% drop during the interwar
period?® Bonneval and Robert’s graph also shows that lgldialues recovered sharply
in Paris and Lyon during the 1950s and 1960s, vioilg the reform of rent control in
1948. Rent controls, of course, were not the oatydrs that influenced landlords’ profits
during the pertinent years. But the trend in thiies of French apartment building over
time is exactly that predicted by conventional exait theory.

An example featuring an individual building demivates the doubtfulness of
Bonneval's choice of a measure for the profitapitif an investment. The numbers in the
table below have been adjusted to wash out theteftd inflation. The table reflects the

90% falloff in building values just mentioned.

rental income, including for commercial propertisgg also p.92, which states that rents in 1948
were at most one-fifth of their real value in 19Bénneval’s article confirms that building prices
reflected the capitalization of anticipated nettsefy . . les prix des immeubles se sont ajustés a

ceux des loyers.”

% See BINNEVAL & ROBERT, figure at p.153, which draws on Jacques Friggitislies

in Paris and the authors’ own findings in Lyon.

% Thomas Pikettylncome Inequality in Frangel901-1998, 111 JFoL. ECON. 1004,
1020 (2003) (estimating that real value of apartnmildings fell by 90% between 1913 and
1950).
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Year: 189 1948

Market value of apartment building 200,000 20,000
Net rental income in that year 10,000 1,000
Rate of net return if bought for market value iattiiear 5% 5%
Rate of net return in 1948 on 1913 market value 0.5%

Bonneval concludes that this building was as “pablie” in 1948 as it had been in 1913.
His measure of profitability is “le rendement Ideet (ratio loyer/prix).” The “lecture”
inserted below the table in his article states thatpertinent ratio is that fa buyer at
the time of a building’s saleUnder this approach, the profitability of the Iduig
featured in the table would call for a comparisérthe rental income in 1948 (1,000) to
the building’s value in 1948 (20,000), not to thelding’s value in 1913 (200,000). The
author’s rent/price ratio essentially measuresa igiven year, the market rate of return
that investors in real estate are currently seekimghe example provided, this rate of
return is 5% in both 1913 and 1948. That is thesbias the authors’ assertion that rent
controls have little or no effect on profitability.

Economic theory has nothing obvious to say abloaiteffects of rent controls on
the rates of return that buyers of apartment bugisliwould seek. Economic theory does
predict, however, that strict rent controls wowduce landlords’ net rental incomes and
thus the values of their buildings. In the examgiden, between 1913 and 1948, the
landlord lost 90% in both building value and netted yield, consequences that Bonneval
and Robert’s own data affirm.

Another example serves to underscore the doub#slné Bonneval’'s metric for
profitability. Imagine that you have deposited ansaf 1000 euros in a savings account in
a bank, and the bank has promised to pay you 5éteisit per annum on the account
balance. Soon thereafter, the bank erroneouslycesdthe amount in your account by
90%. The account balance is now only 100 euros.nWloe ask the bank to correct the
error, a bank clerk replies that your account & as profitable as it always was, because,
although your balance is smaller, you will still barning 5% on it. Is that a plausible

way to appraise the profitability of your dealinggh the bank?
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Bonneval and Robert deserve praise for havinguséited scholarly interest in the
history of French rent controls. An understandifghat history will help illuminate the
wisdom of the rent controls recently imposed in ifaand other cities. These
contemporary controls are milder, and thereforeé geherate fewer costs than the strict
controls that most worry economists. But the mikinef the recent controls also means
that they will generate fewer benefits. And thendtad economic critique gives no
weight to the administrative burdens that rent stcreate for private actors such as
real estate firms, and public institutions suchcasrts. Paris’s recent controls also are
puzzling from a standpoint of distributive justicEhe controls confer their highest
monetary benefits on tenants who have signed th& expensive leases in the most

expensive neighborhoods. Are these the tenantsaesstving of aid?
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