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Executive Summary

Finding affordable housing has long been a significant challenge for Hawai‘i's residents. Over the past
decade, it has risen to crisis proportions. Economic barriers to achieving economic stability are daunting
for most Hawai'i residents, and are nearly insurmountable for low-income households. The growth of the
vacation rental industry in recent years is exacerbating these problems. While vacation rentals offer the
possibility of extra income for some residents and additional tax revenue for the state, many of the benefits
go to nonresident investors. The adverse consequences of housing stock lost to vacation rentals far
outweighs the benefits they might provide to local families and our community.

Over just the last two years, the number of VRUs has increased by 35 percent. There are currently 23,000
VRUs being advertised around the state. Up to 93 percent of them are for entire homes, rather than the
rent-out-a-room image purveyed by the VRU industry. One out of every 24 housing units in the state is a
VRU, with some communities being completely overwhelmed by the industry’'s growth. On Kauai one in
eight homes is used as a VRU. In Lahaina, the ratio drops to one in three. The reason why investors are
choosing VRUs over long-term rentals is obvious: the average VRU brings in about 3.5 fimes more revenue
than a long-term rental unit.

The loss of long-term rentals to VRUs means higher housing costs for Hawai'i residents. Although Hawai'i
derives some benefits from VRUs through increased tourism spending and tax collection, the benefits are
far outweighed by the costs. San Francisco, which like Honolulu has struggled with high housing costs and
a proliferation of VRUs, found that every housing unit withdrawn from the market to be used as a VRU
produces a nef negative economic impact, even if the unit generates host income, visitor spending, and
hotel taxes. San Francisco estimates that their local economy loses up to $300,000 per VRU per year. The
impact of VRUs in Hawai'i is likely to be similar.




Hawai'i should consider adopting measures that will help reverse the damage caused by the proliferation
of ilegal VRUs in the state, including:

* Making it illegal to advertise a VRU that is not permitted and requiring all VRU advertisements to
include a permit number (currently, enforcement agencies report that a VRU advertisement is not
sufficient to prove that the unit is actually being used as a VRU);

e Requiring that internet hosting platforms identify and remove noncompliant hosts;

¢ Empowering local neighbors to enforce the laws against VRUs by granting them standing to file a
complaint with the courts;

* Increasing the staff of the county enforcement office;
* Requiring owners or hosts to be present whenever they are hosting; and

» If, after cracking down on illegal VRUs, communities decide to modestly increase the number of
VRU permits, dispersing permitted rentals unit in communities throughout the island to avoid
oversaturation.

Unless Hawai'i takes action against illegal VRUs, their numbers will continue to rise as investors convert
more homes built for residents into vacation rentals for visitors. Home prices and rents will rise, and Hawai'i's
families, communities, and economy will suffer.




The State of Housing in Hawai'i

The housing crisis is one of Hawai‘i's most critical problems today. Our housing costs are among the highest
in the nation.! We have the lowest wages when adjusted for cost of living,2 the highest rate of chronic
homelessness,3 and the highest rate of overcrowding in housing.4 These problems continue to worsen with
housing costs increasing at more than twice the rate of increases in wages.> Housing has always been
expensive in Hawai'i, but housing costs have rocketed further out of reach for Hawai'i residents over the

last decade.

A primary confributor to Hawai'i's housing
problem is that our supply of affordable
housing fails to keep up with demand.
Although Hawai'i gained 8,458 housing from
2011 to 2014, this pace is insufficient to create
the 24,551 units Hawai'i needs between 2016
and 2020 to keep up with new demand.é For
every two units needed, only one is being
built.

As demand confinues to outpace supply,
housing prices and rents for families who live
and work in Hawai'i will continue to rise. This
problem is exacerbated by nonresident
home purchasers. Statewide, 27 percent of
Hawai'‘i’'s homes sold between 2008 and 2015
went to nonresidents.” On Maui, investors and
second-home owners hold over 60 percent of
condominiums and apartments8 and 52
percent of homes are sold to nonresidents.?
This dramatically shrinks the pool of available
housing for our families.

Vacation rental units (VRUs) provide another
significant pressure, leading to the reduction of
available housing for Hawai'i residents and
driving up rents. VRUs are rental properties being
used as rentals for less than 30 days to fransient
parties, and many are illegal.’® In Hawai‘i, where
43 percent of households rent—the fourth
highest percentage out of all the states—this
issue is particularly problematic.!m A sharp
increase in VRU inventory, driven by the strong
economic returns VRUs generate, undoubtedly
affects our local housing market. Maui, the
island with the largest number of VRUs in the
state, is particularly impacted.
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Severe Impact of Housing Shortage on Those Most in Need

Hawai‘i's housing shortage most acutely affects residents and families who are the least economically
secure. Housing demand is typically measured relative to *Area Median Income” (AMI)—the income level
at which half of Hawai'i’'s residents make more and half make less. In 2016, the median household income
for Hawai'i was $74,511.12 Approximately 74 percent of the total housing units required by 2025 are
needed for households making less than $75,000.13 In other words, roughly three-quarters of the total
amount of new housing required in coming years needs to be affordable to the lowest-income half of the
population. The greatest housing needs are at the lowest levels of the income scale.

Hawai'i Housing Demand by Income Level (2015-2025)
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Noft only is there a need for new, affordable homes in the future, the unfortunate reality is that the amount
of planned affordable housing is far below the amount needed to close the availability gap. Units built
by the private market, without the use of government subsidies, are typically priced at levels affordable
only to households at 140 percent of AMI and above—prices well out of reach for the vast majority of
Hawai'i residents. The Hawai'‘i Housing Finance and Development Corporation (HHFDC)—the main state
agency charged with developing and financing housing affordable below 140 percent of AMI—planned
to develop only 5,801 units of housing between 2016 and 2020.'4 This is less than a third of the 19,908 units
needed at or below the 140 percent of AMI income level in this time period.'5

The lack of sufficient housing stock and increased housing costs relative to wages has resulted in high
rates of crowding (where a household has more than two people per bedroom) and doubling up (where
multiple households live in a single home). In recent years, Hawai'i has been ranked first in crowding for
owner-occupied units and second for renter-occupied units. In 2016, 20 percent of Hawai'‘i’s households
were crowded or doubled up.'¢

Native Hawaiians are particularly disadvantaged by the explosion of VRUs. Their homes are more likely to
be overcrowded and doubled up, leaving no space to rent out.!’” They are also more economically
insecure; while Native Hawaiians participate in the labor force at higher rates than the state average,
they earn significantly less per capita.®
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Economic Challenges Facing Hawai'i Residents
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when a household spends no

more than 30 percent of its income on shelter. Families with expenses exceeding this amount are
considered cost-burdened, while those spending more than 50 percent are severely cost-burdened.??
Seventy-five percent of extremely low-income households in Hawai'i spend more than half of theirincome
on housing. 23 This leaves little money to cover other expenses such as clothing, food, and medicine.

Forty-three percent of Hawai'i households rent rather than own—the fourth highest percentage in the
nafion. Hawai'i's “housing wage” (defined as the wage needed to afford a two-bedroom unit at fair
market rents) is $35.20—the highest of all the states. In comparison, the average renter’s real wage is
$15.64. A minimum wage worker would need to work 152 hours a week—3.8 full-time jobs—to afford a
two-bedroom unit, and 116 hours a week—2.9 full fime jobs—to afford a one-bedroom unit.24

As the housing market becomes increasingly hostile,
eviction and displacement become more likely. Eviction
can lead to lower credit scores and increased difficulty
finding replacement housing, loss of security deposits and
personal belongings, and additional moving expenses that
already cash-strapped families can ill afford.

Even if a displaced family can find new housing, it may be
in a different area. This breaks up communities, severs fies

with family and friends, and disrupts children’s schooling. 13% of homeless shelter

Classroom turnover hurts our keiki; it leads to lower lient f h
achievement, academic progress, and high school clients came  from omes

graduation rates. Additionally, unstable housing situations  they were unable to retain
can increase substance abuse and incidences of
psychiatric disorders.25

photo courtesy of Honoluk Ciil Beat

The most severe consequence of displacement is homelessness. In 2016, almost thirfeen percent of
homeless services clients came from homes they were unable to retain.26 As Hawai‘i has the nation’s
highest chronic homelessness rate, keeping people housed should be a high priority.2”

Housing costs even drive some residents out of our state. In 2016, approximately 22 percent of survey
respondents said they would move out of Hawai‘i on their next move. Thirty-one percent of those who
wanted to leave reported that housing was one of the problems causing them to move.28
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Hawai‘i's Vacation Rental Industry

The Internet has provided opportunities for anyone to advertise units for short-term rental, regardless of
county or state laws. A sizable percentage of VRU operators (also known as “owners” or “hosts”) are willing
to operate in violation the law because the economic returns for a VRU are significantly higher than that
of a long-term rental.

Compounding matters is the recent rise of internet hosting platforms like HomeAway and Airbnb. These
platforms have substantial marketing budgets, near-universal brand awareness among fravelers, and e-
commerce infrastructure that makes it easier for people to operate a VRU today than ever before.

Internet hosting platforms also provide significant anonymity. They shield host information from regulators
and permit illegal operations to list on their sites. This makes enforcement nearly impossible and reduces
illegal hosts’ fear of getting caught.

Sharp Rise in Hawai‘i Vacation Rentals

VRUs in Hawai'i are pervasive and their numbers are growing. In 2017, the Hawai'‘i Tourism Authority (HTA)
estimated that 23,000 VRUs existed in Hawai‘i,2? a 35 percent increase in only the last two years.3°

2015 2017

Since Hawai'i has roughly 540,000 total housing units, these estimates mean that approximately 1 out of
every 24 units is a VRU.3! The share of VRUs is even higher in towns frequented by tourists. In Koloa on
Kauai, 1 out of every 2.5 housing units is a VRU.32

1in 24 1in10 1in3

Lahaina Homes is
a Vacation Rental

Hawai‘i Homes is a Kauai Homes is a
Vacation Rental Vacation Rental




Vacation Rental Ownership

Some platforms perpetuate the myth that VRU hosts
are residents renting out extra rooms to make ends o
At minimum, 52%

meet.33

. . of VRUs are
However, the majority of hosts are nonresidents. The db
available data is not sufficiently detailed to O owne Y

determine the full extent of nonresident ownership, nonresidents
but it does reveal that at least 52 percent of VRUs

are owned by nonresidents. The true figure is likely

much higher 34

Enfire Home vs. Shared Home

Addifionally, the maijority of VRUs are entire-home rentals. Various sources estimate that between 74
percent and 93 percent of VRUs are for entire-home rentals. A report commissioned by Airbnb derived
the low-end estimate of 74 percent,3> while the high-end estimates were derived from visitor surveys and
data extracted from VRU booking sites. Ninety-two percent of visitors surveyed self-reported that they had
the entire unit fo themselves,3¢ while data exiracted from three separate VRU booking sites indicated that
93 percent of VRUs were for an entire home or entire condo.¥

Up to 93 percent
of VRU listings are
for entire homes

Entire home listings

These entire-home rental hosts are likely not renting their primary residence, as the hosts would need to
vacate the premises for the duration of their guests’ visits. Rather, entire-home listings are likely posted by
multi-unit hosts who use VRU platforms to facilitate commercial-style rental operations. From 2009 to 2014,
the number of Airbnb booked entire-home listings increased by an annual average of over 100 percent.38
Arecent study suggested that hosts with 20 or more units earned more than 27 percent of the total revenue
generated by multi-unit hosts.3? It should be noted that the study was conducted by a group with ties to
the hotel industry, but if even close to accurate, it paints a compelling picture of who is benefiting from
VRUs.
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Detriments of Vacation Rentals Outweigh Benefits

While VRUs bring additional tourism, spending, and the potential for taxation, studies have shown that the
negative impacts on cities’ economies and housing costs far outweigh the benefits. San Francisco found
that VRUs result in the withdrawal of housing units from the residential market, which leads to higher
housing costs. Every housing unit withdrawn from the market to be used as a VRU produces a net negative
economic impact on the city, even if the unit generates host income, visitor spending, and hotel taxes
every day of the year. The city estimates that the local economy loses up to $300,000 per VRU per year.4

Other cities have also tracked the outsized and negative effects of VRUs. In 2014, Airbnb absorbed one
percent of Los Angeles' rental housing market, and rents rose 7.3 percent.4! Furthermore, if 8,000 illegal
Airbnb listings were removed in New York City, the number of available rental units would rise 10 percent.42

Why Long-Term Rentals Are Being Lost to Vacation Rentals

3.5x

Amount of revenue an
average Airbnb unit can
generate compared o
a long-term rental

Value of Building Permits in
Hawaii
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Renting out a unit as a VRU is more profitable
than renting it long-term, making VRUs
parficularly  appealing for  nonresident
investors. A 2015 study by Honolulu's Office of
Community Services indicated that at 80
percent occupancy, the average Airbnb unit
would bring in about 3.5 times more revenue
than a long-term rental.#3 Approximately
seventy-eight percent of rental units on Oahu
earn less money than the average Oahu
entire-home Airbnb.

Thus, on average in Honolulu, a potential host
would only have to rent on Airbnb 73 days out
of the year to earn more on Airbnb than
renting long term. In some areas the threshold
is lower; a Waimanalo host would only have to
rent on Airbnb 26 days to make more than
they would renting long term.4 A report
prepared for the Hawaii Tourism Authority
estimates that revenue from VRUs will reach
$1.9 billion by 2021, an increase of 58 percent
from 2016 revenue .4

Given the enormous economic incentives, it is
inevitable that opportunists will use VRUs to
commercialize  Hawai'i's  neighborhoods.
Hosts are overwhelmingly speculators and
investors who benefit from the escalating
price of housing in Hawai‘i,46 and our property
tax rate, which is the lowest in the nation.4”
Hawai'i is a safe place to invest money for
long-term security and a high refurn on
investments, at the expense of our residents.




Case Study: Maui

With almost 9,000 estimated VRUs48 taking up 13.6 percent of its housing stock,4? Maui is an example of
unfettered VRU proliferation. One in seven housing units on Maui is a VRU. In Lahaing, it is one in three.%0
Maui is an example of what the state of Hawai'i could become if we do not enact stricter regulations.

Nonresidents dominate Maui's housing market. Sixty percent of condos® and 52 percent of homes on

Maui are sold to nonresident buyers.52

Who Nonresident Maui Property
Owners Say They Rent To

“Don’'t

Know" Visitors

Residents
Only

Sixty-six percent of nonresidents who own Maui property
report renting out their units. Only 16.7 percent of these
owners choose to rent to residents only.53 Thus, it is no
surprise that Maui has the highest percentage of
residential units being used as VRUs in the state.54

Since 2006, the number of housing units produced each
year on Maui has lagged behind the number of new
households. A 2014 report commissioned by the County
of Maui shows that by 2020, Maui’s unmet housing need
will reach nearly 4,000 units. Seventy percent of these
units will be needed for households at or below 80
percent of AMI.55 Aimost a quarter of Maui residents are
severely cost-burdened; this is the highest proportion of
severely cost-burdened residents in the state.5¢

Even when new units are constructed they are often not affordable; Maui has the lowest share of
affordable housing in the state. Median sales prices for homes on Maui saw the largest increase (24
percent) in the state from 2010 to 2014. Furthermore, less than a quarter of prospective Maui home buyers
are able to make an adequate down payment.s’

Maui has taken concrete steps to address the problems posed by VRUs:

o Potential hosts must obtain a permit, arrange a safety inspection and provide public signage with

their contact information.

e Opposition from neighbors can trigger a Maui Planning Commission review of the VRU and
neighborhoods have caps on the number of short term rentals that can operate.

e Any dwelling approved for short-term use must have been constructed more than five years
before a permit application is submitted.8




Vacation Rental Regulation in Other Major Cities

Cities across the globe are searching for solutions to reduce the proliferation of illegal VRUs and increase
the supply of critical housing for residents. Three examples of such locations are:

San Francisco

e In 2014, San Francisco limited homesharing
to 90 days per year during which hosts are
not present for their guest’s stay, mandated
that hosts register their properties, required
hosts or platforms to collect taxes,”! and
only allowed each host to rent out one
unit.72

¢ In 2016, the city required VRU platforms o
verify that listings are registered before
posting them online. Non-compliant
platforms could face fines of up to $1,000
per day.”3

¢ The system was implemented in January of
2018, resulting in Airbnb listings decreasing
by almost 50 percent.74

New York City

e New York State law was amended in 2010
tfo prohibit rentals of fewer than 30 days
during which the owner is not present.’s

e In examining Airbnb data from 2014, the
New York Attorney General's Office found
that nearly 72 percent of New York City
listings are illegal. Additionally, while only é
percent of hosts ran commercial-scale
operations, these hosts collected 37
percent of the city's Airbnb revenue.’é

e Subsequently, in 2016 Governor Cuomo
made it illegal to advertise an apartment
for rent for less than 30 days on a VRU
platform.”” Offenders could be fined up to
$7,500.78

Barcelona, Spain

properties face fines of up to €60,000.80

over 100 inspectors.8!

e A 2016 study revealed that 40 percent of Barcelona VRUs are illegal. The report also blamed
Barcelona’s 33 percent rise in rent since 2013 on the increase in tourist accommodations.”?

e Professionally-owned tourist apartments must be licensed, and owners of illegally advertised

e Barcelona doubled its VRU enforcement team from 20 to 40 inspectors. By 2018 the city will have

Current State of VRU Enforcement Oahu VRU Enforcement Actions
Increased enforcement is essential to ensuring that the VRU 1200 1035

industry in Hawai‘i remains in check. Additionally, the burden 1000

for proving a violation should be reduced—enforcement 800

agencies claim that advertising the unit as a VRU is not, on 600

its own, sufficient proof it is being used as a VRU. On Oahu for 400

example, from January through August of 2017, Honolulu's 200 4

Department of Planning and Permitting (DPP) conducted 0 — 2
1,035 VRU investigations. They issued 49 notices of violation, Initial Violation Code
only two of which were referred to the Code Compliance Investigations  Nofices Compliance

Branch for civil fines.”0

Referrals
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Recommendations

Reduce the Burden of Proof

As mentioned in the preceding section, enforcement agencies claim that an internet ad is purportedly
not enough evidence to issue a violation, and it is difficult to gather evidence to prove that someone is
renfing a unit for less than 30 days.”! Allowing investigators to use online advertisements as evidence will
shift the burden of proof to the host. There are several options available:

Implement fines. Other locations, including Austin, Texas,”2 and New York State,”3 have banned
the hosts of unlicensed or noncompliant short-term rentals from advertising, imposing fines on
those that do. San Francisco has taken the practice of fining even further, placing the burden of
enforcement on rental platforms. Platforms are fined $1,000 per day per unregistered host.74

Demand data fransparency from internet platforms to idenftify illegal operators and impose
requirements that remove noncompliant listings from platforms. In San Francisco, homesharing
platforms must remove unregistered listings or face a fine. They also must collect data from their
hosts and pass it on the city.75

Model Honolulu's Bill 20 regarding Accessory Dwelling Units (ADUs). Honolulu has included strong
enforcement provisions in its regulations on ADUs. In 2015, Bill 20 allowed homeowners to build
ADUs on their property to create more affordable rental units. The bill stipulated that rentals cannot
be for less than six months and the property owner or property owner's relative must occupy the
primary dwelling unit on the property.

In addition, Bill 20 strengthened DPP’'s enforcement powers by placing the burden of proof on the
homeowner. Inspectors can use advertisements on the internet as proof that an accessory
dwelling unit is being used as a VRU. Advertising without a permit creates a presumption that the
unit is being illegally rented and requires the owner to prove that it is not.”é Advertising the ADU as
a VRU can result in revocation of the ADU permit and fines of $1,000 per day.”” Regulations on
VRUs themselves must have equally strong enforcement tools.

Plan Carefully for Expansion of Permitting

Hawai'i cannot bear the heavy load of VRUs that has been building over recent years. However, if
enforcement efforts successfully reduce the number of illegal VRUs, it may be appropriate to consider a
modest, controlled expansion of permits, in which case, the following factors should be considered:

Neighbors should be informed of any permit applications submitted in their neighborhoods and
be given an opportunity to contest the applications.

Permits should be dispersed fairly around the island, not concentrated in one particular
community that will be overburdened.

All advertising material, including websites, should include the property owner'’s permit number,
address, and resort zoning classification.

Each unit’s property owner or resident should be required to be present during guests’ stays.

Fines for unpermitted units should commence at the issuance of the first notfice of violation. Fines
should start low but increase substantially with subsequent violations to the level where they
eliminate the possibility of still making a profit after paying the daily fines. Correcting a violation
should not dismiss the assessed fines.

|1




Broaden the Authority of Enforcement Agencies

Enforcement agencies like the DPP would benefit from more staff and a greater focus on deterrence, not
just compliance. Fines from noncompliant VRUs should be used to fund DPP enforcement expansion.

Support Increased Community Involvement

Community members can work in partnership with enforcement agencies to protect their neighborhoods.
Counties should establish a hotline or reporting app to monitor VRUs and require hosts to notify their
neighbors that they have applied for a VRU permit. Furthermore, neighbors should be explicitly allowed
to use state courts to appeal for enforcement against specific units in their neighborhoods, or to bring
claims against neighborhood hosts directly.

Conclusion

While the VRU industry is arguing that vacation rentals are boosting Hawai'‘i's economy and residents’
incomes, in reality, VRU are doing more harm than good. The proliferation of VRUs—the majority of which
are owned by nonresidents—is reducing the housing stock available to families who live and work in
Hawai'i and increasing our already high housing costs. Residents who have been struggling for years
under the pressures of expensive housing and relatively low wages are reaching their breaking point.
Families who have lived in Hawai'i for generations are being displaced from their homes and their islands
by a steady flow of short-term visitors. While Hawai'i welcomes its visitors and recognizes their importance
to our economy, tourism needs to be carried out in a way that is balanced and sustainable over the long-
term. The current state of VRUs in Hawai'i is not. Hawai'‘i needs to take action before further damage is
done.
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