Overstaying Their Welcome: COVID-19,
Unevictable Tenants, Rents, and Home Prices
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This table demonstrates the impact of extending the COVID-19 eviction moratorium on rental prices and home values by displaying the results of

Introduction

PROPERTY RIGHTS ARE foundational to residential real estate value. | show that legally curtailing
those rights drastically reduces the value of the residential real estate asset creating long-term
losses in value well after government intervention. My research demonstrates that while well-
Intended, government programs favoring tenants over landlords carry significant costs reflected
In real estate asset prices, resulting In losses that cannot be recouped In the rental market.
Utilizing a differences-in-differences design, with nearest neighbor propensity score matching,
entropy balancing, and synthetic controls robustness tests, | show a significant negative impact
on both home prices and rental prices in the State of Virginia, which extended the COVID-19
moratorium on evictions within the state after the federal ban on evictions expired.

My findings show that rental prices declined by almost 1% in Virginia. This serves as a contrast
to prior theoretical expectations that landlords would be able to compensate themselves for the
risk of hosting an unevictable tenant. (Abramson (2024)). Because of this deviation of rental
prices from economic models, extending the eviction ban lowered residential real estate values
almost 2% (and sometimes almost 5%), reducing total Virginia real estate value by more than
$20 (to $50) billion, and resulting in an estimated capital loss of anywhere between 5% and (in
rare cases 100%) compared to nearby regions for a leveraged property owner. The landlords’
loss of a critical property rights had a significant negative impact on residential real estate
values, well beyond the benefit gained by tenants from reduced rents. Moreover, while the
decline in rents experienced by tenants post- moratorium was temporary, homeowners’ prices
entered a continuous, unbroken downward trend, perhaps associated with distrust for state
government that could invoke similar moratoria in the event of future emergencies.
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Methods and Materials

[ utilize publicly available data from the Zillow Home Value Index (“ZHVI”) to obtain rental prices and home value data for all states
within the United States. (Zillow 2024). The index contains smoothed, seasonally adjusted valuation of everything from condominiums,
one-bedroom single-family homes, to five-bedroom single-family homes. The index also provides rental prices for specific regions,
typically denoted by zip code, county FIPS, or metropolitan statistical area (“MSA”). Zillow intends for this index to provide home
values for homes between the 35th and the 65th percentile range. This data is naturally truncated at these levels. Data for top-tier and
bottom-tier homes is also available depending on the geographic region of denomination, and | employ this data in my study wherever
possible, validating the results. | obtain and combine the data for residential dwellings of all types across each state, county, zip code,
and neighborhood as covered by Zillow.

Virginia’s moratorium extended the landlords’ waiting period for recovery of their real estate from a few months to well over a year.
Given that the federal eviction moratorium had already delayed evictions for almost 18 months, the Virginia treatment had the potential
to inflict additional financial damage to owners of residential real estate by extending the waiting period to 30 months since tenant
default or more. To measure whether this impacted land values, | estimate the following regression:

Y. = a + f,Treatment,, + f,Controls;, + J; + 5, + &

(1)
where Y;, represents home and property values, Treatment represents the differences-in-differences dummy variable equaling O prior to
the extension of the federal eviction moratorium by Virginia law in Virginia, and 1 (in Virginia) thereafter, Controls; represents various
control variables from the Bureau of Labor Statistics, the Census, the American Community Survey, and Post Office Data, which will
be designated within the regression tables, o; represents urban region, county, or zip code fixed effects (depending on the level of
observation), #, represents year-month fixed effects, and &; is an error term. The inclusion of fixed effects at the zip code and year-
month level renders the above regression a generalized differences-in-differences. The estimated impact of extending the eviction
moratorium on the dependent variable is f;, making it the coefficient of interest. The Treatment variable equals zero for all untreated
states at all times.
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Regression (1). | use a differences-in-differences approach, designating a zip code as treated if the state in which it is located extended the COVID-19
eviction moratorium after its federal counterpart expired in July of 2021. The Treatment variable reads 1 in the month of treatment and in each month
after treatment for the regions in the treated state (Virginia). The variable reads O for all untreated regions across time and all treated regions prior to
treatment. The coefficient associated with the Treatment variable designates the differences-in-differences effect of extending the COVID-19
moratorium on rental prices and real estate values. | absorb year-month and zip code fixed effects and cluster standard errors at the zip code level.
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These figures plots the relationship of extending the COVID-19 moratorium of evictions via state law (after the expiration of the federal moratorium)
on rental prices and home values. I consider a 19-month window, spanning from 9 months before the change in law until 9 months after the change in
law. | use a differences-in-differences approach, designating as treated all zip codes in Virginia starting in July of 2021. All Virginia zip codes prior to
this date and all zip codes in other states will be left untreated. | absorb month-year and zip codes fixed effects and cluster standard errors at the region
level. The dashed lines represent 95% confidence intervals, adjusted for the region-level clustering.

Discussion

These results show that landlords do not or cannot raise rental prices (at least compared to control regions) to compensate themselves
for the loss of a valuable property right in the context of the landlord-tenant relationship. Perhaps due to frictions associated with lease
renewals and renegotiations, landlords are unable to sufficiently compensate themselves for what most would perceive as the risk of an
unevictable tenant. If my initial hypothesis that rents would rise to compensate landlords for a loss of a property right is false, then my
alternative hypothesis should be true: This should make residential real estate property less valuable. Here, the empirical results
robustly confirm this drop in property values: As rents decrease, residential property values decrease even more, suggesting an inability
of the landlords to pass along the costs of the moratorium to the tenants and to compensate themselves for the risk of being unable to
evict a defaulting tenant.

In effect, the landlords lost an important security interest in their quasi- debt contract with renters. The value of that property or
contractual right exceeded the benefits gained by the tenants, through declining rental rates, which were relatively fleeting. On the other
hand, the loss of the Lockean right to exclude another from one’s premises after nonpayment of rent caused the decline in values of all
homes, not just those owned by landlords. This break in the social contract between the government and the landlords may also explain
why rental prices eventually gain parity with states surrounding Virginia but why home prices do not. It is possible that, given the
plausibility of future COVID-like emergencies, investors in Virginia residential real estate view the return of eviction moratoria to the
state as quite likely (if not almost certain, given the lack of successful legal challenges). Seeing the state government set precedent for
using its power in this manner, even after the federal COVID-related emergency comes to an end, renders Virginia a riskier locale for
residential property investment, lowering prices of residential real estate assets.

Robustness: Synthetic Control
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Figure 11. Overall Home Values.

treated unit

treated unit

treated unit ———-—- syntheticcontrolunit| | — treated unit ————- synthetic controlunit| |7/ treatedunit ————- synthetic control unit |

————— synthetic control unit ‘ | — — ——- synthetic control unit | ‘

Figure 12. One Bedroom Home Values. Figure 13. Two Bedroom Home Values.

Conclusions

When homeowners face the prospect or actuality of an eviction moratorium, home prices steadily decline compared to surrounding
regions. Rents decline in relative terms, but not steadily, ultimately rebounding to resemble the rental prices of the control regions. This
Is likely because the legal quagmire caused by eviction moratoria makes renegotiating rent prices nearly impossible for any landlord
saddled with an unevictable tenant. There is no opportunity to raise prices on the unevictable tenant and no opportunity to re-rent the
unit to another. As a result, homeowners economic recourse becomes extremely limited. It is true they may be able to recover some rent
from the tenant and some rent from the government (since some government aid is technically part of Virginia’s eviction moratorium),
but it is clear from the decline in home prices that this iIs an insufficient amount of compensation. When landlords lose valuable
property rights, even government assistance with rent, perhaps due to the bureaucratic delays inherent in the system, cannot rescue

landlords from losing housing value. This is consistent with the findings of Sinai and Souleles (2005) and Campbell and Cocco (2007), albeit in a
different context.
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