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Third in a series of five policy briefs by the NYU Furman Center

New York City has made significant investments in subsidized housing that serves low- and moderate-income 
households in the past three decades, and the city’s stock of subsidized housing is substantial (roughly 300,000 
units). Nevertheless, the vast majority of rental units in the city that are affordable to low-income households 
are not government subsidized; rather they are either unregulated or rent stabilized.* 

Low rents in the unsubsidized stock are at risk.  Since 
2002, the stock of unsubsidized units affordable to low-
income households has shrunk considerably. In 2014, 
there were roughly 234,000 (27%) fewer rent-stabi-
lized or rent-controlled units affordable to low-income 
households than there were in 2002, and 97,000 (23%) 
fewer unregulated units affordable to low-income 
households. 

The pressure of a growing population on New York City’s 
housing market makes protecting the affordability of 
unsubsidized rental units, even rent-stabilized units, 
challenging. While the rent-stabilization rules regulate 
an owner’s ability to raise rents, they impose no limit 
on increases after a tenant vacates a unit (though rais-
ing the rent more than the 20% Vacancy Allowance 
requires an investment in the unit).1 

1 See Appendix A for more detail on the increases owners can take 
when a rent-stabilized unit becomes vacant.

In 2014, New York City included protecting affordability 
in the unsubsidized housing stock as one of the goals 
of its ten-year housing plan. The plan notes the need 
for new tools to reach this population of buildings, and 
proposes a new property tax benefit.2 

In this policy brief, we consider whether the creation 
of such a new property tax subsidy program aimed at 
maintaining affordability in buildings that currently 
provide affordable rents could be attractive to owners. 
In Section II, we explore how such a benefit could be 
structured and then estimate through financial mod-
eling whether owners in different scenarios would par-
ticipate. But first, in Section I, we provide an overview 
of the city’s affordable housing stock and highlight the 
important role played by buildings that do not receive 
a government subsidy. 

2 City of New York. (2014). Housing New York: A Five-Borough, 
Ten-Year Plan (p. 54). Retrieved from http://www.nyc.gov/html/hous-
ing/assets/downloads/pdf/housing_plan.pdf
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* Throughout this brief, we refer to units that are affordable to households 
earning 80 percent of AMI as “affordable.” 
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I. The Role of Unsubsidized
Housing in New York City’s
Affordable Housing Landscape
Since 2000, New York City has witnessed a signif-
icant reduction in the number of housing units
affordable to low-income households. In a city
with scarce land and a growing population, main-
taining affordability in the existing rental stock—
the vast majority of which is unsubsidized—is a
daunting yet critically important challenge.

a. The vast majority of rental units in
the city are unsubsidized.
In New York City in 2014, there were nearly 2.2 mil-
lion rental units.3 Over 87 percent of these rental 
units (over 1.9 million units) were unsubsidized,
meaning they were unregulated, rent-stabilized,
or rent-controlled units.4 Figure 1 shows the dis-
tribution of rental units in 2002 and 2014 by type: 
public housing, other subsidized, rent controlled/
rent stabilized, and unregulated.

3 In this section, we classify units by their rent regulation and 
subsidy status consistent with definitions used in the New York City 
Housing and Vacancy Survey (HVS). Estimates of the total rental 
stock include renter-occupied units and vacant, non-dilapidated 
units for rent. Counts of rental units by their regulation and subsidy 
status differ from those presented in the State of New York City’s 
Housing and Neighborhoods reports for 2012 and 2013, which use 
a combination of data from the HVS, the American Community 
Survey, the New York City Housing Authority, and the NYU Furman 
Center’s Subsidized Housing Information Project database. While 
the two approaches yield different numbers, for the purpose of this 
study, the HVS estimates provide a good indication of the approxi-
mate shares of the different types of housing units.  

4 About 27,000 units (1.2% of total rental units) fell under rent 
control in 2014, an older and stricter version of rent regulation. 
Rent control applies to tenants in buildings built before February 
1947 who have been living in their units continuously since July 1, 
1971. When the unit becomes vacant, if it is in a building with more 
than six units it typically enters rent stabilization; if it is a building 
with   fewer than six units it is deregulated. Rent control still exists 
in 51 New York State municipalities, including New York City, Albany, 
Buffalo, and various jurisdictions in Albany, Erie, Nassau, Rensselaer, 
Schenectady, and Westchester counties. Rent Control FAQ. (2014, 
January 29). Retrieved from http://www.nycrgb.org/html/resources/
faq/rentcontrol.html

n Unregulated n Rent Controlled or Stabilized
n Public Housing n Other Subsidized

2002  2014

Figure 1: Rental Units by Regulation and 
Subsidy Status, New York City

Sources: New York City Housing and Vacancy Survey, 
NYU Furman Center

Of the city’s rental units in 2014, 47 percent (1,056,957 
units) were rent stabilized or rent controlled. Rent 
stabilization is a system of state laws that restrict 
rent increases and impose other tenant protec-
tions in certain rental units.5 Unlike government 
subsidy programs, rent stabilization does not dic-
tate a particular rent level or tenant income, but 
instead restricts rent increases. Rent stabilization 
typically applies to units in buildings with six or 
more units built before 1974 that rent for less than 
$2,500 per month.6 Units may also become rent sta-
bilized by participating in some government pro-
grams. Currently, the programs that produce the 
most new units added to rent stabilization are the 
421-a and 420-c property tax exemptions.7 Under
421-a, however, most of the units created are priced 
at market, though they remain subject to rent stabi-
lization for the duration of the benefit even if they 
meet the decontrol thresholds. 

5 In addition to the counties in New York City, jurisdictions in the 
counties of Rockland, Nassau, and Westchester have also adopted 
rent stabilization. About Office of Rent Administration Operations 
and Services. (2014, July 29). Retrieved from http://www.nyshcr.org/
Rent/about.htm

6 Units are subject to the rent stabilization rules until they become 
decontrolled, which typically happens because (i) the existing ten-
ant moves out and the legal rent for the unit reaches the decontrol 
threshold (currently $2,500 per month) or, less frequently, (ii) 
because the rent reaches the decontrol threshold and the existing 
tenant has an income of more than $200,000 per year for two years.

7 NYC Rent Guidelines Board. (2015). Housing NYC: Rents, Markets & 
Trends 2014. Appendix H.1.
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In 2014, 39 percent of rental units (848,721 units) 
in the city were unregulated, meaning that they 
were not governed by any government restric-
tions on rents or tenant incomes by programs 
tracked in the HVS.   

Government-subsidized units made up the remain-
ing 13 percent of rental units (278,618 units) in 2014. 
The HVS count of subsidized units includes both 
public housing (187,714 units in 2014) and some 

“other subsidized” housing units (90,905 units in 
2014). “Other subsidized” includes units that are 
privately owned and the owners of the building 
received one of several government subsidies 
tracked by the HVS.8

b. Since 2002, the rental housing stock
has grown and so have rents.
In recent years, the city’s rental stock has grown,
as shown in Figure 1. However, that growth has
been primarily due to growth in the number of
unregulated rentals. Between 2002 and 2014, the

8 The HVS classifies housing units with a limited set of government 
subsidy programs and regulations, so this estimate of the subsidized 
rental housing stock is an underestimate of the stock’s true size. 
Using the HVS, we include the following subsidy and regulation 
programs in our count of “other subsidized” rental units: Articles 4 
and 5, select U.S. Department of Housing and Urban Development 
programs, Loft Board regulation, the Municipal Loan Program, the 
Mitchell-Lama program, and In Rem. The HVS does not track the 
presence of several major subsidy programs, including but not 
limited to LIHTC, Article 8A, the Participation Loan Program, J-51 
property tax exemption and abatement, and the 421-a property tax 
exemption. Some units with these subsidies may thus be classified 
as unregulated, rent stabilized, or rent controlled using the HVS if 
they do not also participate in the subsidy programs that the HVS 
tracks. We estimate that there were at least 39,000 units in Low 
Income Housing Tax Credit properties placed in service by 2012 that 
were not counted as subsidized by the 2014 HVS.

2005 2006 2007 2008 2009 2010 2011 2012 2013 

Figure 2: Index of Median Gross Rent (2014$), 
New York City (Index = 100 in 2005) 

Sources: American Community Survey, NYU Furman Center

subsidized housing stock decreased slightly, 
according to the HVS. And, the rent-stabilized/
controlled stock shrank by over 44,000 units.

While the number of rental units in the city has 
grown, it has not grown sufficiently to match the 
growing demand, and rents have risen. Between 
2005 and 2013, the median gross rent in the city 
grew by 12 percent after adjusting for inflation, as 
shown in Figure 2.9

9 This figure uses data from the American Community Survey (ACS) 
instead of the HVS (used in Figures 1, 4, and 5). Because the ACS has 
a larger sample size than the HVS, the ACS’ estimates of median 
gross rent are more precise than those from the HVS.
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The map in Figure 39 reveals that the growth of the 
median rent has occurred across the city. Except 
for Staten Island, almost all neighborhoods in the 
city experienced some growth in the median rent 
between the period 2005-2007 and the period 2011-
2013, with large parts of Brooklyn and Manhat-
tan, and smaller parts of Queens and the Bronx, 
experiencing rent growth of over 15 percent after 
adjusting for inflation. 

c. Since 2002, the number of 
unsubsidized units affordable to 
low-income households has shrunk.
To provide a picture of what has happened to 
affordable, unsubsidized units (unregulated and 
rent stabilized/controlled) in recent years, we track 
how many units in the city are affordable to house-
holds with various incomes. We focus on the per-
centage of units with rents affordable to those earn-
ing incomes at three benchmarks: 30, 50, and 80 
percent of the Area Median Income (AMI), which 
is determined by the U.S. Department of Housing 
and Urban Development (see sidebar for income 
levels).10

10 The total numbers of units affordable to households earning 30, 
50, or 80 percent of AMI include all the units affordable at lower 
income levels as well.

n Decreased or No Change
n Increased 0.1%–5%
n Increased 5.1%–10%
n Increased 10.1%–5%
n Increased More Than 15% 

  
 
 
 
 
 
 

Figure 3: Percent Change (Inflation-Adjusted) 

in Median Gross Rent by Sub-borough Area, 

2005–2007 to 2011–2013

Sources: American Community Survey, NYU Furman Center
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U.S. Department of Housing and Urban Development Area Median Income
The U.S. Department of Housing and Urban Development (HUD) defines an Area Median Income (AMI) each 
year for every metropolitan area in the country to determine eligibility for its subsidized housing programs. 
We use these guidelines to determine the affordability of housing for households earning different levels 
of income. Table 1 shows the income limits for 30, 50, and 80 percent of AMI for various household sizes 
in New York City, and their corresponding maximum affordable rents, as of 2002 and 2014, which are the 
years we discuss in this section. Consistent with a commonly used benchmark, we define an affordable 
rent as taking up less than 30 percent of a household’s income. The maximum affordable rent is exactly 
30 percent of a household’s monthly gross income.

Table 1: HUD Income Guidelines and Maximum Affordable Rents, New York City

2002 2014

Income Category 
Extremely  

Low-Income 
Very  

Low-Income Low-Income 
Extremely 

Low-Income 
Very  

Low-Income 
Low- 

Low-Income

% of HUD AMI 30% 50% 80% 30% 50% 80%

Number of People in Household Income Limits (Nominal $)

1 $13,200 $22,000 $35,150 $17,650 $29,400 $47,000

2 $15,050 $25,100 $40,200 $20,150 $33,600 $53,700

3 $16,950 $28,250 $45,200 $22,650 $37,800 $60,400

4 $18,850 $31,400 $50,250 $25,150 $41,950 $67,100

Maximum Affordable Rent (Nominal $)

1 $330 $550 $879 $441 $735 $1,175

2 $376 $628 $1,005 $504 $840 $1,343

3 $424 $706 $1,130 $566 $945 $1,510

4 $471 $785 $1,256 $629 $1,049 $1,678

Sources: U.S. Department of Housing and Urban Development Income Limits, NYU Furman Center
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Figure 411 shows the number of occupied, unsub-
sidized rental units affordable to appropriately 
sized households at these income levels in 2002 
and 2014. We divide each bar to show the number 
of the units that are unregulated and the number 
that are rent stabilized or controlled.  

In 2014, of the approximately 1.8 million unsub-
sidized rental units with rent-paying tenants in 
the city, approximately 946,000 (about 53% of the 
total unsubsidized rental stock) were affordable 
to appropriately sized households earning 80 per-
cent of AMI (about 617,000 rent-stabilized units 
and 329,000 unregulated units). Approximately 
177,000 units (about 10% of the total unsubsidized 
rental stock) were affordable to households earn-
ing 50 percent of AMI. Finally, fewer than 41,000 
units (about 2% of the total unsubsidized rental 
stock) were affordable to households earning 
30 percent of AMI. 

The vast majority of the affordable unsubsidized 
units are affordable to households earning between 
50 to 80 percent of AMI. In contrast, subsidized hous-
ing typically serves households earning incomes 
below this threshold. Moreover, means-tested 
subsidized housing, unsubsidized units may not 
actually house low-income households. 

11 This analysis excludes vacant rental units and units whose occu-
pants do not pay rent. Because HUD’s income guidelines vary based 
on household size, we separately determine the affordability of units 
with no bedrooms for one-person households, one-bedroom units for 
two-person households, two-bedroom units for three-person house-
holds, and units with three or more bedrooms for four-person house-
holds. In the State of New York City’s Housing and Neighborhoods in 
2014, we presented a similar analysis using data from the American 
Community Survey. Because their data sources differ, we do not 
advise comparing rental affordability analyses between reports.

Figure 1 above shows that the total number of 
unsubsidized units grew between 2002 and 2014; 
however, the number of these units that were 
affordable to low-income households shrunk dur-
ing this period, shown in Figure 4. 

In 2014, there were 330,000 fewer unsubsidized 
units affordable to households earning 80 percent 
of AMI than there had been in 2002. The numbers 
of both affordable unregulated units and afford-
able rent-stabilized units declined, but the num-
ber (and share) lost from the rent-stabilized stock 
was greater—234,000 (27%) lost from the stabi-
lized stock, and 97,000 (23%) lost from the unreg-
ulated stock. Since 2011, the stock of affordable 
unsubsidized units has decreased by approxi-
mately 124,000 units (85,000 from the rent stabi-
lized stock and 39,000 from the unregulated stock).

Between 2002 and 2014, there were also large drops 
in the subset of unsubsidized units affordable at 50 
percent of AMI and 30 percent of AMI. The stock 
of units affordable at 50 percent of AMI fell by 
roughly 235,000 (57%). And the number of units 
affordable to households earning 30 percent of 
AMI dropped by about 34,000 (46%).

Figure 4: Number of Unsubsidized Rental Units 
Affordable to Appropriately Sized Households 
Earning Various Incomes, New York City 

n Unregulated n Rent Controlled or Stabilized  

 
 
 
 
 

Sources: New York City Housing and Vacancy Survey, U.S. Depart-
ment of Housing and Urban Development Income Guidelines, 
NYU Furman Center 



T
H

E
 C

H
A

L
L

E
N

G
E

 O
F

 R
IS

IN
G

 R
E

N
T

S
: 

E
X

P
LO

R
IN

G
 W

H
E

T
H

E
R

 A
 N

E
W

 T
A

X
 B

E
N

E
F

IT
 C

O
U

L
D

 H
E

L
P

 K
E

E
P

 U
N

S
U

B
S

ID
IZ

E
D

 R
E

N
TA

L
 U

N
IT

S
 A

F
F

O
R

D
A

B
L

E 

7

n Unregulated n Rent Controlled or Stabilized  

,
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,

,

 ,

d. Most of the affordable unsubsidized 
units in the city are in rent-stabilized, 
multifamily buildings.  
Of the approximately 946,000 unsubsidized rental 
units affordable to households earning 80 per-
cent of AMI in 2014, about 662,000 units (70%) 
were found in multifamily properties (five or more 
units). About 284,000 (30%) were in smaller, one- 
to four-unit buildings. The distribution of units 
affordable at 80 percent of AMI based on build-
ing size is shown in Figure 5.       

Figure 5 also shows the number of the unsubsi-
dized affordable units in the multifamily and one- 
to four-unit stock that were unregulated versus 
rent controlled or rent stabilized. In 2014, the vast 
majority of units in the one- to four-unit stock were 
unregulated, which is not surprising because rent 
stabilization applies almost exclusively to build-
ings with six or more units. Of the affordable mul-
tifamily stock, just fewer than 57,000 units (9%) 
were unregulated; the vast majority (91%) of units 
were rent stabilized.  

Figure 5: Number of Unsubsidized Rental Units
Affordable to Appropriately Sized Households 
Earning 80% of AMI, New York City, 2014

Sources: New York City Housing and Vacancy Survey, U.S. Depart-
ment of Housing and Urban Development Income Guidelines, 
NYU Furman Center

e. The challenge of preserving 
affordable rents in unsubsidized units
In this brief, we address the challenge of main-
taining affordability in unsubsidized multifamily 
rental buildings. We focus on multifamily build-
ings because they house the majority of unsub-
sidized units that are currently affordable to low-
income households.12

New York City’s current housing market makes 
protecting the affordability of unsubsidized rental 
units, even rent-stabilized units, challenging. As 
shown above, many neighborhoods in the city have 
experienced large rent increases in recent years. 

Rent-stabilized units are not immune from these 
rent increases. Although owners of rent-stabi-
lized buildings are restricted in how much they 
can increase rents for continuing tenants, the 
current rent-stabilization rules allow owners to 
raise rents significantly upon vacancy (see illus-
tration in Appendix A). The Vacancy Allowance 
permitted under the current rules allows own-
ers to raise the rent at vacancy by 20 percent for 
a two-year lease. And, owners can raise rents fur-
ther by making Individual Apartment Improve-
ments (IAI), for which they can pass along a por-
tion of the cost to the new tenants in the form of 
a permanent monthly rent increase. There is no 
cap on IAI investments, and there is no cap on the 
total rent increase that can be made at vacancy.

Below, we explore how the city might achieve its 
goal of protecting affordability in the unsubsi-
dized stock by creating a new subsidy program 
designed to compensate owners of units with 
low rents for forgoing the increases that can be 
taken at vacancy.

12 The challenge of preserving affordable units in one- to four-unit 
buildings is a distinct issue that requires and deserves independent 
exploration, but is beyond the scope of this brief.
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II. Considering A New Tax 
Benefit to Protect Affordability 
in Unsubsidized Buildings 
New York City has a number of subsidy programs 
for which unsubsidized multifamily buildings are 
eligible, including the Multifamily Housing Reha-
bilitation Loan Program (HRP), the Participation 
Loan Program (PLP), the recently launched Green 
Housing Preservation Program, and the J-51 tax 
benefit.13 J-51 is a property tax abatement and 
exemption for capital improvements to residen-
tial buildings or buildings converting to residen-
tial use. The other programs provide low-inter-
est loans to owners for building rehabilitation 
or improvements. All of these programs enter all 
units in a participating building into rent stabili-
zation for the duration of the benefit, and impose 
other restrictions on rent increases. All except J-51 
also impose restrictions on what rents a landlord 
can charge when a unit becomes vacant.

PLP, J-51, and HRP’s predecessor program, the 
Article 8A Loan Program, have played an impor-
tant role in maintaining and upgrading the city’s 
housing stock over decades. They were designed 
to help maintain the city’s housing stock during 
an era when rents were often below what was 
needed to maintain buildings. Today’s market 
is much stronger. Market rents in most places in 
the city are sufficient to cover maintenance and 
operations. And, for larger-scale improvements 
or repairs, owners have options other than the 
city for borrowing money, which has not always 
been the case. Today, higher property values 

13 Multifamily Housing Rehabilitation Loan Program Term Sheet. 
(2014, November 13). Retrieved from http://www1.nyc.gov/assets/hpd/
downloads/pdf/developers/term-sheets/Multifamiliy-Housing-Reha-
bilitation-term-sheet.pdf; Participation Loan Program Term Sheet. 
(2014, November 13). Retrieved from http://www1.nyc.gov/assets/
hpd/downloads/pdf/developers/term-sheets/PLP-Term-Sheet-New.
pdf; Green Housing Preservation Program Term Sheet. (2015, May 
8). Retrieved from http://www1.nyc.gov/assets/hpd/downloads/pdf/
developers/Green-Housing-Preservation-Program-Term-Sheet.pdf; 
Tax Incentives: J-51. (n.d.). Retrieved from http://www1.nyc.gov/site/
hpd/developers/tax-incentives-j51.page

combined with low interest rates mean that own-
ers can go to private lenders for the capital to fix 
up their buildings. 

There are certainly still building in the city in 
need of help with maintenance and repairs and 
for which the city’s existing programs are attrac-
tive. But, it will be harder for the city today than 
it was when the real estate market was weaker to 
entice private, unsubsidized owners to participate 
in subsidy programs. Owners with other options 
are likely to be reluctant to enter into agreements 
with the city to restrict their rents unless the ben-
efit offered offsets the costs of both those restric-
tions and the administrative burden (real and per-
ceived) of entering into an agreement with the 
city. And, today, it may be particularly difficult to 
entice owners into subsidy programs because of 
the optimism about the ongoing strength of the 
market given recent history. 

However, property tax relief may still provide 
enough of an attraction for some owners to be 
willing to restrict their rents because property 
taxes constitute a major expense for building own-
ers (we estimate property taxes to be between 
15% and 20% of the effective gross income of the 
buildings we model below). While the J-51 pro-
gram provides a limited property tax benefit to 
help fund building improvements, it is not struc-
tured to compensate owners for giving up poten-
tially valuable rent increases. Because the benefit 
J-51 provides is tied to the value of a given capital 
project and not the revenue stream of the entire 
building, J-51 is not a good tool for compensating 
owners for not raising in rents. Below we explore 
the capacity for a new tax benefit, not linked to 
rehabilitation like J-51, to compensate owners for 
limiting rent increases.
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a. What might a new tax benefit 
look like?
Here we explore the attractiveness of a program 
in which an owner would pay no property taxes 
for 30 years; all units would be entered into stabi-
lization for the duration of the benefit (meaning 
no decontrol);14  and Vacancy Allowance increases 
and IAIs would be prohibited but owners would 
be able to raise rents based on the Rent Guide-
lines Board (RGB) lease renewal increases15 and 
by making Major Capital Improvements (MCIs).16

Because the city’s goal is to protect rents that 
are currently affordable to low-income house-
holds, the city could limit the program to build-
ings that provide rents at levels that comport 
with its policy goals (we model units afford-
able to low-income and very low-income house-
holds). In addition, to ensure that benefit from 
the program does not go to households who can 
afford higher rents, the city could impose a ten-
ant-income requirement. For example, upon 
vacancy,17 the city could require that a new ten-
ant’s income is not more than some multiple of 
the existing rent permitted under the program 
at that time. A rent burden based standard like 
this (as opposed to an on-going AMI requirement) 

14 We assume that the building only remains rent stabilized after 
the 30-year period if it would otherwise be stabilized under the rent-
stabilization rules. If the city were to require that all units remain 
subject to the generally applicable rent-stabilization rules (not the 
stricter ones under the program) after the benefit expires, the costs to 
a landlord of participating would be higher than what we estimate.

15 Every year, the Rent Guidelines Board sets the rent increases 
for renewal leases in rent-stabilized units. New York City Rent 
Guidelines Board. (2014, June). Explanation of the Rent Guidelines. 
Retrieved from http://www.nycrgb.org/html/guidelines/guidelines.
html

16 After making qualified, building-wide repairs or improvements, an 
owner of a building with rent-stabilized units can apply to the state 
Division of Housing and Community Renewal for a Major Capital 
Improvement (MCI) rent increase, raising the rents of all the rent-
stabilized apartments in the building by a total of 1/84th of the cost of 
the work performed (as long as the increase in any year is not more 
than 6% of the unit’s annual rent). Fact Sheet No. 24: Major Capital 
Improvements (MCI) – Questions and Answers, New York State 
Homes & Community Renewal. (2011, February 28). Retrieved from 
http://www.nyshcr.org/Rent/factsheets/orafac24.htm

17 If the program does not impose an income requirement for initial 
participation in the program, it is possible that some tenants who 
initially benefit from the restricted rents will be higher income.

would also ensure that owners are not forced to 
restrict rents further than the program requires if 
AMI increases do not keep up with the rent growth 
permitted under the program (resulting from RGB 
and MCI increases). Of course, including a ten-
ant-income requirement of any kind may dis-
courage some owners from participating, both 
because of the administrative burden that may 
come along with it and because some owners 
may want more flexibility in choosing tenants. 

To test whether such a program might be attrac-
tive to owners, we have modeled both a rent-stabi-
lized and an unregulated building with affordable 
rents. We assume that the unregulated building 
has units currently renting at market-rate rents; 
and the rent-stabilized building currently has 
rents that are 20 percent below the market for its 
neighborhood, thus indicating the potential to 
obtain higher rents for the units. Because the goal 
of the program would be to protect units that are 
currently affordable to low-income households 
from rent increases, we assume rents in both the 
stabilized and unregulated building are currently 
affordable to a three-person household earning 
80 percent of AMI (income of $60,400/year; rent 
of $1510/month in 2014); and, in a second sce-
nario, we assume rents affordable to a three-per-
son household earning 50 percent of AMI (income 
of $37,800/year; rent of $945/month in 2014). 

For each of these scenarios (stabilized building at 
80% AMI and 50% AMI; unregulated building at 80% 
AMI and 50% AMI), we calculate the net present 
value (NPV) of the cash flow if the building partici-
pates in this hypothetical program and if it does not 
participate over the next 30 years. We calculate the 
NPV assuming slower market-rent growth, average 
market-rent growth, and rapid market-rent growth. 
We assume slower market-rent growth is three per-
cent per year; average market-rent growth is 4.5 
percent per year. Our rapid market-rent growth 
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scenario assumes significantly above average mar-
ket-rent growth the first six years,18  leveling off to 
the average market-rent growth rate thereafter. For 
our other assumptions, see Appendix B.

Whether it is in the city’s interest to create a new 
tax benefit like this depends on the city’s own pro-
jections about rent growth in different neighbor-
hoods over time. Such a program might serve as an 
insurance policy against rising rents in the future. 
But, the city also runs the risk of providing a ben-
efit to buildings where market rents would never 
have risen above the threshold permitted under 
the program. Below we discuss what the cost to 
the city would be of providing a benefit like this 
in different market growth scenarios.

b. Potential benefits to landlords and
costs to the city.  
In Tables 2 and 3, we report our estimates of the per-
unit value, based on our model, to an owner partic-
ipating in the new tax program we describe above. 
Table 2 shows the results for buildings with the 
starting rent at 80 percent of AMI; Table 3 shows 
the results for buildings with the starting rent at 50 
percent of AMI. The values reported in the tables 
are the difference between the NPV of the cash 
flow over the length of the program (30 years) if 
the building participates versus if it does not par-
ticipate. Positive numbers indicate that participa-
tion is economically beneficial; negative numbers 
mean it is not. The numbers we report are valid for 
the hypothetical buildings we modeled based on 
our assumptions (see Appendix B), but are only 
intended as estimates. The value of participating 
will vary based on a number of factors, but the 
conclusions we draw from the modeling are gen-
eralizable even if the exact dollar values will vary.  

18 We assume a compounded six-year average annual growth rate of 
7.3 percent.

Table 2: Per-Unit Value to Hypothetical 
Owner of Participating in New Tax Program 
(starting rents at 80% of AMI) 

 Market-Rent Growth Scenarios 

 Slower Average  Rapid

Stabilized Building    $19,255   $(17,807)   $(42,997)

Unregulated Building   $48,013   $11,624   $(21,227)

Table 3: Per-Unit Value to Hypothetical 
Owner of Participating in New Tax Program 
(starting rents at 50% of AMI)

 Market-Rent Growth Scenarios 

 Slower Average  Rapid

Stabilized Building    $3,048   $(20,229)   $(36,032)

Unregulated Building  $22,117   $(656)   $(21,215)

Table 4: Total Per-Unit Cost to the City of 
30-year Tax Exemption for Rent-Stabilized Unit  
(starting rents at 80% of AMI)

 Market-Rent Growth Scenarios 

 Slower Average  Rapid

Per-Unit Cost   
to the City (NPV) $75,088  $75,088  $98,56 0

If owners believe that they are in an area likely 
to experience slower market-rent growth, our 
modeling suggests that the new program would 
be attractive to all buildings we modeled. In other 
words, for all of these hypothetical buildings, the 
tax benefit over the 30 years is more valuable than 
the rent revenue the buildings would give up under 
the new program. 

Because property taxes are calculated based on a 
building’s rent revenue, the value of participat-
ing in the program is larger for the buildings with 
higher rents (shown in Table 2) than it is for the 
lower-rent buildings (shown in Table 3).
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Perhaps surprisingly, the benefit is much more 
attractive for unregulated buildings than it is for 
rent-stabilized buildings (compare the two rows in 
Tables 2 and 3). The intuition is that because our 
unregulated buildings are starting out at market, 
they have less upside to lose by opting into this 
new program. This holds true in all of our mar-
ket-growth scenarios. 

If owners believe they are in an area that will see 
average market-rent growth, the only one of 
our buildings that would be likely to participate 
is the unregulated building with starting rents 
at 80 percent of AMI. For the unregulated build-
ing with starting rents at 50 percent of AMI, the 
model shows that participating is slightly less ben-
eficial than not participating. For the rent-stabi-
lized buildings at both income levels, the cost of 
participating would be high. 

If owners believe their neighborhood will experi-
ence rapid market-rent growth over the next 30 
years, our models suggest that none of our build-
ings would participate in this new program. 

We have also estimated the per-unit net present 
value of the cost to the city of providing a 30-year 
tax exemption to a rent-stabilized building with 
current rents affordable to a household earning 
80 percent of AMI (see Table 4). Because property 
tax liability is a function of rents, the tax benefit 
would cost the city the most in areas where rents 
grow rapidly over the next 30 years, because the 
forgone rent and thus the forgone taxes would be 
the highest. It is in rapid-growth markets, how-
ever, that the program would also be most effective 
at protecting affordability. While we have shown 
that owners who believe they are in rapid-growth 
markets are unlikely to participate, there may be 
owners who enroll because they fail to predict 
that rents in their neighborhood will grow quickly.

The cost of the program to the city would be less 
in the slower-growth markets; but, in those mar-
kets, the program would be doing less to main-
tain affordability. If owners participate in the pro-
gram in areas where rent growth is even slower 
than what the program would allow, the program 
would not result in any increased affordability. 
But, if the program imposed an income require-
ment upon turnover, it would at least ensure that 
the affordable units are not going to households 
who can afford to pay much higher rents.

III. CONCLUSION
The bulk of New York City’s housing stock that is 
affordable to low-income households is in build-
ings that currently receive no government sub-
sidy to maintain low rents. In a city where the real 
estate market is booming and the supply of hous-
ing is constrained, the upward pressure on these 
rents is likely to continue. However, our analysis 
here suggests that there are some markets in the 
city where an owner of an unsubsidized build-
ing would agree to restrict future rent increases 
in exchange for a tax benefit.  

If owners think their building is in a neighborhood 
likely to experience rapid rent increases, they are 
not likely to participate in a program like the one we 
have outlined. But, owners who are less optimistic 
about rent growth in their neighborhood may be 
willing to sign up in exchange for the certainty of 
a 30-year tax break. Owners might be more likely 
to participate in this program than our modeling 
suggests if it were bundled with another benefit 
or if the regulatory requirements were less oner-
ous. We have modeled a relatively simple option to 
show the challenges and opportunities that might 
exist. Our modeling also does not reflect any con-
sequences (positive or negative) that might flow 
from how a bank would evaluate a loan applica-
tion for a building participating in this program. 
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While owners will only participate if they believe 
the program will increase their net income, we do 
not know how a bank would treat either the tax 
benefit conferred or the rent restrictions imposed 
by the program.

Perhaps surprisingly, a tax benefit like this might 
be more attractive to owners of buildings that are 
currently unregulated but affordable to low-income 
households than it would be to owners of currently 
rent-stabilized buildings that have rents below mar-
ket. While unregulated buildings make up a much 
smaller share of the affordable multifamily stock, 
a program like this may be a valuable tool for 
reaching them. 

Ultimately, whether the cost of the program is worth 
the benefit is a policy question that goes well beyond 
what we model here. A program like this seeks to 
protect affordability in participating units against 
future rent growth, but if those rent increases never 
materialize the city will have provided the bene-
fit for little in return. On the other hand, if owners 
participate in areas where rents grow rapidly, the 
program will have achieved its goal. It is impossi-
ble to perfectly predict where and in how much of 
the city a program like this would be helpful to pro-
tect affordability over the next three decades. If it 
decides to provide a tax benefit to existing build-
ings to maintain affordable rents, the city will have 
to decide whether it is worth providing a benefit in 
some places where it will never be needed in order 
to also provide it in places where it will be needed.

APPENDIX A:  
Increases Upon Vacancy in 
Rent-Stabilized Units
Upon vacancy, rents in rent-stabilized units can 
rise through vacancy increases and Individual 
Apartment Improvements (IAIs).19

a. Rules Regarding Increases that 
Owners of Rent-Stabilized Units 
Can Take at Vacancy
A new tenant renting a stabilized apartment signs 
a “vacancy lease.” The Vacancy Allowance sets the 
amount a vacancy lease can add onto the prior 
legal rent, and is determined by state law. The 
current Vacancy Allowance permits:

One-year leases: a 20 percent increase minus 
the difference between the one-year and two-
year renewal lease percentages. 

For example, in 2014-15, one-year renewal 
leases can increase the rent by one percent and 
two-year renewal leases can increase the rent 
by 2.75 percent; the vacancy increase for a one-
year lease would therefore be 18.25 percent

Two-year leases: a 20 percent increase.20

The law permits additional rent increases for long-
occupied units or units with very low rents.21

19 IAIs can also be taken while a tenant is in the apartment, but 
only if the landlord obtains the tenant’s written consent to pay 
the increased rent. Fact Sheet #12: Rent Increases for Individual 
Apartment Improvements (IAI). (2011, July 31). Retrieved from 
http://www.nyshcr.org/Rent/FactSheets/orafac12.htm

20 Fact Sheet No. 5: Vacancy Leases in Rent Stabilized Apartments. 
(2014, July). Retrieved from http://www.nyshcr.org/Rent/FactSheets/
orafac5.pdf

21 In addition to the Vacancy Allowance, the law also permits 
additional rent increases following a tenancy of eight years or longer 
or if the previous rent was $500 per month or less. Fact Sheet No. 26: 
Guide to Rent Increases in Rent Stabilized Apartments in New York 
City. (2012, October 11). Retrieved from http://www.nyshcr.org/Rent/
FactSheets/orafac26.htm



T
H

E
 C

H
A

L
L

E
N

G
E

 O
F

 R
IS

IN
G

 R
E

N
T

S
: 

E
X

P
LO

R
IN

G
 W

H
E

T
H

E
R

 A
 N

E
W

 T
A

X
 B

E
N

E
F

IT
 C

O
U

L
D

 H
E

L
P

 K
E

E
P

 U
N

S
U

B
S

ID
IZ

E
D

 R
E

N
TA

L
 U

N
IT

S
 A

F
F

O
R

D
A

B
L

E 

1 3

IAIs are defined as “a substantial increase…of 
dwelling space or an increase in services, or instal-
lation of new equipment or improvements, or new 
furniture or furnishings, provided in or to the ten-
ant’s housing accommodation… .”22 At vacancy, 
landlords are permitted to add IAI increases to 
the previous rent in addition to vacancy increases 
described above. According to state law, a landlord 
can increase the monthly rent permanently by a 
percentage of the amount she spent on an IAI. In 
buildings with 35 units or fewer, the rent can be 
increased by 1/40th of the IAI cost. In buildings 
with more than 35 units, the rent can be increased 
by 1/60th of the IAI cost. The law does not impose 
a cap on how much an owner may invest in order 
to raise the rent through IAI investments.

b. How Vacancy Increases and 
IAIs Interact
Below we illustrate how vacancy increases and 
IAIs can work together to raise rents upon vacancy 
in units affordable to low-income households. 
These calculations are derived from applying the 
current rent-stabilization rules to the starting 
rents we identify. There are no other assump-
tions involved.  For units with rents affordable to 
a three-person household earning 80 percent of 
AMI and 50 percent of AMI in 2014, we have cal-
culated what IAI investment would allow a land-
lord to raise rents to the current vacancy decon-
trol threshold of $2,500/month, assuming the 
current 20 percent Vacancy Allowance (Table 5). 
We also calculate the investment needed at 
vacancy to raise the rent to a hypothetical mar-
ket rent that is $500 per month higher than 
the previous rent (Table 6).  

22 9 N.Y.C.R.R. § 2522.4(a)(1).

We distinguish between buildings with more 
than 35 units and buildings with 35 units or fewer 
because the formula for the permitted IAI rent 
increase differs based on the size of the building, 
as described above. Under the rules, smaller build-
ings can invest less in an IAI than larger buildings 
in order to reach the same rent.

Table 5: IAI Investment Required to 
Raise Rent to $2,500

 Building ≤ 35 units  Building > 35 units

Starting Rent = $1, 510  
(80% AMI) $27,520  $41 ,280

Starting Rent = $945  
(50% AMI)  $54,640  $81, 960

Table 6: IAI Investment Required to 
Raise Rent by $500 per month

 Building ≤ 35 units  Building > 35 units

Starting Rent = $1 ,510  
(80% AMI) $7,920  $11, 880

Starting Rent = $945  
(50% AMI)  $12,440  $18 ,660

APPENDIX B: 
Modeling Assumptions 
Methodology
For our analysis of the net present value to a land-
lord of a new tax benefit, we assume a sale in year 
31 based on a cap rate of six percent.

We assume a building with 53 units. If the size 
of the building changes, our estimates change 
very slightly. 

Discount Rate
For our analysis of the value of the new tax bene-
fit to a landlord, we assume an eight percent dis-
count rate. This represents our estimate of what 
a private owner would require on a free and clear 
basis. There will be variation in practice, but we 
believe that the discount rate used would be within 
100 basis points one way or another. 
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In our closest scenario (an unregulated building 
in an average market-rent growth scenario with 
starting rents at 50% of AMI)—where participat-
ing was slightly worse than not participating—
lowering the discount rate to seven percent makes 
the option of participating less attractive (mov-
ing from negative $656 per unit to negative $2,477 
per unit). Different scenarios will be affected dif-
ferently by a change in the discount rate.

All of our analyses are free and clear, meaning 
they do not take any form of debt financing into 
account. 

For our analysis of the cost to the city of the new 
tax benefit, we assume a 6.25 percent discount 
rate, taking into account the city’s cost of capital.

Property Taxes
We calculated property taxes based on current 
income and expenses of our hypothetical build-
ings with rents at the levels we identify in the text. 
A building’s taxes are likely to be lower because 
they are based on a Transitional Assessed Value, 
not the actual Assessed Value. Therefore, we cal-
culate the tax liability based on 80 percent of the 
actual Assessed Value in any given year. 

Turnover
Our models assume 7.5 percent turnover for below-
market units (which in our analyses are rent-
stabilized units), and 25 percent turnover once 
units reach market rents (whether they are rent 
stabilized or not). We believe these to be standard 
industry assumptions for New York City.

Rent Increases
We assume the Rent Guidelines Board renewal 
lease increases are three percent per year. We 
assume average market-rate rent growth is 4.5 
percent.

Author
Jessica Yager

Special Thanks
Sean Capperis
Ingrid Gould Ellen
Elizabeth Propp 
Mark Willis

Acknowledgments
We gratefully acknowledge the generous support 
of the Ford Foundation for the funding that made 
this policy brief possible. The statements made and 
views expressed in this brief, however, are solely 
the responsibility of the authors. We are grateful to 
the advisory boards of the NYU Furman Center and 
Moelis Institute for Affordable Housing Policy for 
their insight and valuable feedback on this report; 
and the other experts, stakeholders, and city offi-
cials we consulted as we conducted our research for 
this brief. Finally, thanks to Alice Anigacz, Maxwell 
Austensen, and Jacqueline Seitz for excellent 
research assistance, and Cea Weaver and Max 
Weselcouch for their helpful input and assistance 
in completing this work.

The NYU Furman Center advances research and debate on housing, neighborhoods, and urban policy. 
Established in 1995, it is a joint center of the New York University School of Law and the Wagner Graduate School 
of Public Service. More information about the Furman Center can be found at www.furmancenter.org.




