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1 Introduction

Private rental markets are regulated by law and institutions in almost every country in the world
today. From a political and social point of view, it has always been a relevant topic in nearly
every society. Housing is seen as a basic human need', thus regulation of private tenancies usu-
ally has the aim of protecting the tenants’ interests in affordable habitation. Nowadays, tenants
are the second biggest group after homeowners among the OECD member countries. The sys-
tem of tenancy regulation consists of both laws that regulate rents and laws that ensure a certain
amount of tenure security. Rent laws usually govern the amount of rent at the beginning of a
tenancy and its progress during the contract period. Tenure security laws govern patterns like
the eviction of tenants or set the legal frame for duration patterns of private tenancies.

Rent and eviction control is not a modern phenomenon. There is a rich and long history of
regulation of the private rental market. In fact, the regulation of housing reaches back to ancient
times. History shows that the balance of power between landlords and tenants is sensitive to
rent and eviction laws. Market mechanisms and their outcomes often changed tremendously in
reaction to more or less regulation. Thus, the pendulum of regulation has regularly swung back
and force in the past centuries. The triggers for private rental market regulation were usually
baleful events such as wars, natural and social disasters or economic depressions rather than
abstract ideas about better market outcomes (Willis 1950).

In medieval Europe, the regulation of private tenancies was already a common policy tool to
manipulate the prices for renting. Yet these activities were usually restricted to single cities such
as Paris or Rome. In the 15" century, for example, several popes heavily regulated and deregu-
lated housing in Rome’s Jewish quarter either in favour or to the detriment of Jews. In Paris,
pestilence, war, and economic downturn forced the government to install massive rent cuts of
about 50 percent of the original rent and several eviction restrictions in the 16th century. How-
ever, the Parisian rent laws allowed exceptions such as higher rents for newly constructed build-
ings (Willis 1950). These rules are reminiscent of modern deregulation laws for new construc-
tions. In the same century, Spanish administrations and courts implemented an appraisal system
called tasa for all rented accommodations. In the 17" century, an official rent commission was
installed to set rents properly in Spain. The idea of tasa was in force until the mid-19" century
(Willis 1950).

In modern age, rent control made its comeback with the start of the First World War. In New
South Wales, the first rent control law was implemented just a few weeks after the Great War
had started. In the following years rent moratoria and comprehensive rent control laws were
implemented in the whole of Europe and its colonies. Regulation in the USA, however, was more
fragmented: during the First World War, rent control regimes were installed in several cities
rather than in the whole of the country. The First World War was therefore a significant trigger
for a worldwide shift towards more rent control. After the First World War, the majority of
countries that had installed strict rent control regimes struggled to find a way back to free rental
markets (Willis 1950). Subsequent to the political takeover of several non-capitalistic powers
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such as the fascist regimes in Italy, Spain or Germany, the undertaken deregulations were re-
versed. With the beginning of the Second World War, a new wave of regulation rolled over
private tenancy markets worldwide.

After the Second World War, housing scarcities due to war destructions and great migration
pressure prolonged strict rent control regimes in many European countries. It was not until the
beginning of the 1960s that the strictest rent control regimes were more or less de-regulated.
France, for example, narrowed down rent control to a few low quality rentals in Paris until the
beginning of the 1970s. Great Britain or Germany limited rent control in the course of the 1950s
and 1960s (Hubert 2003). With the beginning of the 1970s, however, the pendulum swung back
again towards more rent and eviction control. Again, the triggers were malevolent developments
such as the noticeable slowdown of economic activity at the end of the 1960s, the years of high
inflation due to the oil crisis in the 1970s and a remarkable political shift in Western societies in
the wake of civil rights movements around the globe.

The analysis in this thesis begins 1973. The deeper analysis of rent and eviction regulation in
18 advanced economies shows that the cycles in regulation have continued until today. The
regulation of private tenancy markets experienced a revival in popularity during the 1970s. How-
ever, the shift was more heterogeneous and less extreme than during the two World Wars. In
contrast to the rent freezing first-generation rent control regimes, the so-called second-genera-
tion rent control regimes (Arnott 1995, 2003) allowed rents to be more flexible. In the following
years, a wide range of different rent control forms such as cost-pass-through, real rent freeze or
vacancy de-control emerged. During that period, several countries experienced with new com-
prehensive rent and eviction control regimes. For example, Germany implemented a second-
generation rent control regime in 1971. In the United States and Canada, several states and cities
such as Ontario, Boston or San Francisco installed even softer rent and eviction control regimes.
In 1976, France, however, adopted a new comprehensive rent and eviction control that allowed
only minor rent movements.

In the 1980s, many advanced economies experienced a process of strong liberalisation. Until
the end of the 1990s, the rental market in many countries underwent some kind of deregulation,
with a strong focus on rent control laws. Most countries shifted to an even softer rent control
regime or even to a full abolishment of any control such as Finland in the 1990s. In the new
millennium it was not until the burst of the housing bubbles and the Great Recession in America
and Europe that rental market regulation attracted more attention. However, as in the 1920s
the current trend is diverse. While countries with a robust economy and a booming housing
market, for example Germany, tend to have slightly more regulation countries like Spain and
Portugal that suffered heavily under the European debt crisis went through a deregulation of
rents.

The historic overview shows that the regulation of private tenancies has always played a
crucial role in societies worldwide. But what about its economic effects? The vast majority of
economists agree that rent and eviction control regimes foster economic inefficiencies (Alston
et al. 1992). Hence, the manipulation of rents often leads to lower housing quality, less new
constructions, shrinking rental markets, misallocations of living space or harmful immobility of
labour and thus to insufficient distribution of labour throughout the economy (Hayek 1972;
Friedman, Stigler 1972; Olsen 1969; Gyourko, Linneman 1990; Basu, Emerson 2000; Munch,



Svarer 2002). Only a minor number of studies show positive effects of special forms of soft rent
control regimes (Arnott 1995, 2003; Arnott, Igarashi 2000).

Despite the rather unanimous view of rent and eviction control being harmful, economists
often struggle to establish their view on rental market regulation in public debates. Of course,
this may be due to many reasons that lie beyond the expertise of economists. Yet doubts remain
whether there has been done enough essential research on this field in the past two decades. A
closer look shows that empirical evidence of rent control regimes is fragmented (Arnott 1995;
Hubert 2003). Comparative analyses of other important markets such as for finance (La Porta et
al. 2008; Djankov et al. 2007; Djankov et al. 2008) or labour (Botero et al. 2004; Deakin et al.
2007) have already been published for a large country sample. However, such comprehensive
studies are very rare in the case of rental markets. Most empirical studies on rental markets
remain regional. It is incontestable that regional analyses are essential for a better understanding
of rental markets. Nevertheless, multi-country studies have been neglected. In the past thirty
years, there were very few studies dealing with a bigger country sample in the context of rental
market regulation (Malpezzi, Ball 1993; Andrews et al. 2011; Cuerpo et al. 2014). As a conse-
quence, there is a tremendous lack of adequate data on rental market regulation (Gstach 2010).
A comprehensive time-variant cross-country analysis is also still missing.

1.1  Aim and structure of the dissertation

The aim of this dissertation is to close this gap in the economic literature by creating two new
datasets. One covers 18 advanced economies over a period of 42 years. The other is about rental
market regulation in 66 countries in 2010. This work combines law and economics by transform-
ing rent and eviction laws into a numerical index that can be used for economic analyses. The
relevant information for each country was collected over the course of many years. The resulting
data set answers the increasing demand for more applied research and market knowledge that
has extremely increased since the financial market crisis in the past decade. It can be used to
tackle more research questions beyond the analysis conducted in this thesis.

The dissertation consists of three essays, all dealing with the regulation of rental markets.
The first essay focuses on the construction of the new cross-country dataset on private rental
market regulation. The methodology of transformation follows approved approaches used
mostly by the representatives of the legal origin theory (La Porta et al. 2008; Deakin et al. 2007).
The observed country information has therefore been translated into numerical data. The dataset
consists of ten dummies that check for different aspects of rent and tenure security regulation.
Averaging different groups of dummies create three different indices, namely the rent laws in-
dex, the tenure security laws index and the rental market regulation index as an overall index.
The results are the first time-variant indices that mirror the level of rent and eviction control for
each economy. In addition, the index is employed on a country sample of 66 countries. For data
quality reasons, the rent law index only consists of four instead of six dummies. The indices and
their dummies are the basis for further analyses of rent and eviction control presented in chapter
3 and chapter 4. While the time-invariant index is used as the dependent variable in chapter 3,
the time-variant dataset provides the explanatory variables in chapter 4.



In chapter 3, the determinants of rent and eviction control are analysed by using the time-
invariant dataset of 66 countries. The theoretical and empirical approach of this analysis follows
the methodologies of studies such as Botero et al. (2004) who analysed the regulation of labour
for a large set of countries. The dataset is analysed along three economic theories, namely the
legal origin theory, the political power theory (Botero 2004) and the theory of culture (Stulz,
Williamson 2003). The analysis shows that tenure security laws are more in favour of tenants in
countries with a French legal origin. Furthermore, there is a connection between Protestantism
and lower eviction control. Surprisingly, political power only significantly matters for economi-
cally more advanced countries. There, the share of leftist and centrist parties in power from 1975
to 2010 has a positive impact on the level of tenure security. However, differences within the
country sample in rent control cannot be significantly explained by legal origin, political power
or religion.

Chapter 4 sheds light on the effects of different rent control regimes such as the first-gener-
ation rent control and second-generation rent control regimes (Arnott 1995) on the development
of real rents. For this analysis, the time-variant dataset is used. Two models are presented that
aim to explain the mechanisms between rent and eviction control and real rents. As far as the
effects of first-generation rent control regimes are concerned, the standard textbook model on
rent freezes is used (Frankena 1975; Mankiw 2012). As for the softer regulations of second-
generation rent control regimes, however, a more complex theoretical approach is used dealing
with information asymmetries and adverse selection (Basu, Emerson 2000; Mora Sanguinetti
2010). The quantitative analysis mostly confirms the effects of regulation on rents portrayed by
the two mentioned models. On the one hand, the results of a standard panel estimation show
that very strict rent regimes lead to lower real rent appreciations in relation to free rent regimes.
On the other hand, second-generation rent control regimes offering time limited tenure security
and mandatory minimum duration periods for private tenancies may provoke higher rent appre-
ciations than in free rent regimes. The results show that tenure security has a considerable impact
on rents. Hence, this research confirms the unproved assumption of many economists that ten-
ure security matters a lot for its undeniable effects on rents. Finally, free rent regimes on average
show very stable real rents over time. This lies in contrast to the often politically motivated fear
that free rent regimes provoke heavily rising rents.



2 The Regulation of Private Tenancies — Measured

Abstract

This chapter deals with the country-specific regulation of private tenancies in 18 advanced econ-
omies over the course of 42 years. On the basis of detailed country reports the first time-variant
indicator of rental market regulation is constructed. The index is based on both rent laws and
tenure security laws that cover the classic aspects of first- and second-generation rent control.
The index helps to identify three different phases of rental market regulation for the past 42
years. In addition, the index methodology is employed on a greater but time-invariant sample of
66 countries that covers advanced and less advanced economies. Finally, the time-variant index
allows insights on the extent to which rent and tenure security laws have converged over the
past forty years.

2.1 Introduction

This chapter analyses private tenancy regulation in 18 advanced countries or states? since 1973.
On the basis of 18 regulation reports a set of ten dummies and three indices is constructed. The
panel gives a deep and broad overview of private tenancy law in advanced economies. Regula-
tion that deal solely with public housing are not considered here. The dataset enables a sophis-
ticated analyses of different regulation outcomes across the sample. Time-variant cross-country
indices that measure the strength of regulation on private rental markets are still rare in the
economic literature. Thus, most studies on private rental markets are based on single-country
levels. Often they are just a snapshot due to the lack of adequate data. Therefore, a more general
and comprehensive view on private rental market regulation is needed. The aim of this study is
to extract a broad dataset on rental market regulation that enable macroeconomic analyses of
private rental markets on a more sophisticated level.

Content and methodology of the private rental market regulation index follow the literature
in two separate fields. On the one hand, the recent literature on the different styles of rental
market regulation - especially rent control and tenure security - provide the basis for the content
of the index (Arnott 1995, 2003; Lind 2001; Hubert 1996). The amount of studies about tenure
security is slim in comparison to the one addressing rent regulation. However, the presence of a
certain level of tenure security is essential for rent regulation to be effective (Arnott 1995, 2003;
Lind 2001). It is comprehensible that renters cherish a secure and familiar home (Arnott 1995).
Therefore, loose tenure security would put a negative effect on the value of rental dwellings,
especially as a substitute to home ownership. Very recently, Whitehead et al. (2012) and Scanlon
et al. (2011) concluded that tenure security plays a significant role for rental market regulation.

2 The countries and states are New South Wales (Australia), Austria, Ontario (Canada), Denmark, United
Kingdom, Finland, France, Germany, Ireland, Italy, Netherlands, New Zealand, Norway, Spain, Sweden,
Switzerland, California (United States), Massachusetts (United States).



6 The Regulation of Private Tenancies — Measured

On the other hand, as far as the methodology of indexing is concerned this study follows the
well-known legal origin theory (La Porta et al. 2008). For large country samples, the authors of
the legal origin theory extracted the regulation of different markets and sub-markets such as
finance (La Porta et al. 1998), labour markets (Botero et al. 2004) or private credit markets
(Djankov et al. 2007).

The chapter is constructed as follows. First, a short overview of the recent economic literature
on rental market regulation in different countries and the methodology of indexing regulation is
given. Then the rental market regulation index and its two sub-indices are constructed following
the methodology employed by the legal origin theory (La Porta et al. 2008). Finally, the devel-
opment of rent and tenure security laws are descriptively analysed.

2.2 Literature overview

Up until the end of the housing markets’ bubbles in the United States and parts of Western
Europe at the end of the past decade the knowledge of the current and past shapes of rental
market regulation in Europe and the United States was sparse. Only very recently the interest in
the regulation of private tenancy markets has risen due to the need of a better understanding
of housing markets. Thus, both international organisations such as the OECD or the European
Commission and academia have started to focus on the acquisition of data about rent regulation
and tenure security through indexation or country panels.

Scanlon et al. (2011) and Whitehead et al. (2012) conduct cross-country analyses on private
rental market regulation. Both works conclude that private tenancy regulation may play an im-
portant role for tenure decisions and therefore for the whole housing market. Among others
Whitehead et al. find that countries with a regulation that balances the interest of both landlords
and tenants may help developing bigger and better-functioning rental markets. According to
Scanlon et al. (2011), two main factors are responsible for a more attractive private rental mar-
ket: a certain amount of tenure security and a country specific tradition towards renting rather
than owning.

Haffner et al. (2008) come to similar conclusions by comparing the rental market regulation
of five European countries. Very recently, Boer and Bitteti (2014) compare the private rental
sector of four European countries. The regulation of rents and the extent of tenure security are
part of the study. They conclude that there is a growing importance of the private rental sector
policies for the outcome of housing markets and therefore for the whole economy. Furthermore,
two big research projects in the field of international law by the European University in Florence
(Schmid 2009) and the University of Bremen? give detailed snapshots of private tenancy regula-
tion in Europe. However, both projects remain solely descriptive.

A broader indexation of rent regulation and tenure security was contributed by Andrews et
al. (2011). Their time-invariant index consists of questionnaire of country experts and is a snap-
shot of the regulation in 32 OECD countries. It is divided into two areas: the security of tenure

3 hitp//www .tenlaw.uni-bremen.de/introduction.html
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and the regulation of rents. The two areas consist of five sub-indices that cover rent level control,
rent increase control, deposit requirements, ease of tenant eviction and tenure security. The
authors show that tighter control comes together with lower homeownership rates and a lower
quality of rentals. The European Commission adopted the index for their own analysis (Cuerpo
etal. 2014) and adapted it for all members of the European Union. Their analysis showed, among
others, that tighter rent requlation can lead to stronger house price dynamics. Furthermore,
Kholdilin (2015) constructed an index of housing market regulation for Germany between 1913
and 2015.

Both the present and the past have seen many different regimes of rent and eviction control.
Thus, a clear classification of different rent control and tenure security regimes may help to find
an adequate assessment of private tenancy regulation. One of the main contributions to the
classification of rent control regimes is done by Arnott (Arnott 1995, 2003) who classifies rent
control as first- and second-generation rent control regimes. According to Arnott, first-genera-
tion rent control regimes are the strictest form of rent control like nominal rent freezing. Second-
generation rent control regimes imply a softer rent control. They usually allow rents to move
with consumer or cost price developments. A further form of second-generation rent control
regimes is known as tenancy rent control regimes. These regimes decontrol initial rents while
rent increases during the tenancy are bound to some sort of control. The classifications defined
by Arnott are mainly used for the indexation of rent control. Deviating classifications of rent
control so far have been conducted by Lind (2001) and Hubert (2003).

In the past twenty years legal origins theory and criticisms (Deakin et al. 2007) thereof con-
tributed to uncovering the drivers and effects of different institutional outcomes throughout the
world. The legal origins theory was initially promoted by Rafael La Porta, Francisco Lopez de
Silanes, Andrei Shleifer and Robert Vishny (LLSV). According to this theory, the origins of legal
systems such as the English common law* and the civil law in its French, German and Nordic
variants influence national regulatory styles. LLSV started their hypothesis in the field of company
and financial law (La Porta et al. 1998) but later adapted it to other markets such as labour
markets (Botero et al. 2004), the regulation of private credit markets (Djankov et al. 2007) or the
burden of entry regulation (Djankov et al. 2002b) to mention just a few. The legal origins theory
predicts that civil law countries are associated with a stricter regulation and a deeper government
involvement than common law. Furthermore, the approach claims that common law countries
are more likely to produce efficient rules for the governance of the business enterprise than
countries with civil law origins (La Porta et al. 2008).

The dataset of this study follows the leximetric approach. The construction of the rent law
index, the security of tenure index and the rental market regulation index follows the method-
ology that is commonly used in legal origins studies. The empirical base for the legal origins
approach are multi-country datasets which measure the degree of regulation in particular areas
of economic activity. The coding procedures follow leximetric analyses that are a diligent quan-
tification of legal rules (Lele, Siems 2006; Deakin et al. 2007; La Porta et al. 1998). That means
that regulating strength of laws is measured by numerical value to the law in a particular field.

* Please note that English legal origin are named common law throughout all chapters.



2.3 Methodical framework: measuring rental market regulation

This section examines the different measures of rental market regulation from a conceptual point
of view. The already mentioned literature on legal traditions and their impact on the style of
institutions or the strength of market regulation produced a rich body of different indicators that
measure the level of regulation (La Porta et al. 1998; Botero et al. 2004; Djankov et al. 2007;
Deakin et al. 2007). The index solely consists of dummies. The number of variables and the
method of coding is similar to the work of La Porta et al. (1998).

The dataset deals with two broad areas: rent law (rl) and tenure security law (tsl). Both areas
together represent the rental market regulation (rmr) index. The rmr index is the average of ten
dummies dealing with the legal statutes governing private tenancy contracts. They are described
in more detail further below. Each of the two areas of regulation form an index that measures
rent control or tenure security. The two indices are the average of their dummies. While the rent
law index consists of the first six dummies (D1-D6), the tenure security index is the average of
the last four dummies (D7-D10). The dummy variables have two outcomes, ‘yes” and ‘no” or “1"
and ‘0’, respectively. Therefore, the indices range between zero and one. An overview of the
dummies is given in table 2.1.

The indexation of law and regulation will always give an incomplete picture of reality (Deakin
et al. 2007). Therefore, the effort is to approach it as closely as possible. Due to simplicity and
transparency reasons, however, the rental market regulation index cannot take every critical
aspect into account. For example, different regulations that are tracked by the ten dummies may
vary in relevance across the countries, depending on the different roles they play in each system.
Therefore, not weighting every single variable of the index individually may cause a problem
(Deakin et al. 2007). The rental market regulation indices neglect this aspect since there is no
special weighting of the different dummies. This means that the three indices are the average of
their respective dummies.

Higher index values correspond to a more severe legal protection of tenants against rent
movements and unwanted evictions. That is, the higher each index the higher the level of regu-
lation of private tenancies. At this point, the longitudinal rental market regulation index follows
the mentioned approaches of the leximetric literature (Deakin et al. 2007; Botero et al. 2004; La
Porta et al. 1998; La Porta et al. 2008). This approach implies that laws regulating private ten-
ancies limit the formal freedom of landlords and the whole market. However, the abundance of
such rules enhances the freedom of contract.

Yet the regulation of tenancies does not solely redirect resources from landlords to renters;
tenancy law rules may also serve an efficiency aspect as Deakin (2007) argues in the case of
labour market regulation. For private tenancies, rules of tenure security and rents may provide
insurance against the risks of eviction of the tenant or rising rents. Rules can also compensate
for informational asymmetries (Stiglitz 2000) and further inefficiencies that arises due to other
uncertainties. Therefore, both a maximum and a minimum score may not be automatically opti-
mal for renters in the end, given the possible inefficiencies (Basu, Emerson 2000, 2003; Arnott
1995) and the mentioned asymmetries it provokes.



In contrast to most of the datasets of legal origin approaches the dataset constructed here
is of longitudinal nature (Deakin et al. 2007). That means the panel is not only cross-sectional
but also time-variant. This allows a much deeper analysis of the development and distribution of
private tenancies regulation (Deakin et al. 2007). Furthermore, the structure allows us to use
each dummy separately for further empirical or theoretical work. This holds true especially for
more qualitative analysis such as the analysis of special combinations or single regulation out-
comes.

The here constructed indices measure formal legal rules. According to Botero et al. (2004)
the following two concerns can be made: First, the enforcement of rules may vary over the
sample. However, the quality of enforcement cannot be measured directly. But we can get a
rough estimate of the enforcement quality. In the case of private tenancy markets the court
formalism index for eviction of tenants in the event of outstanding rent payments may be such
an control variable (Djankov et al. 2003). In any case, despite the critique that formal legal rules
do not fully matter, an extensive literature shows that formal rules do matter a lot (La Porta et
al. 1998; Djankov et al. 2003; Botero et al. 2004, Djankov et al. 2007; Djankov et al. 2008).
Second, the focus on formal rules is misleading because formally distinct legal systems can and
do achieve the same functional outcome as common law systems, only by different means.
However, this criticism is not convincing, because rental market law is statutory in every country.
Even in common law countries deviations are exceptions and not the rule (Botero et al. 2004).

The indices consider standard contracts and their exemptions. If there are two equitable rent
control methods, the more liberal one has been observed. The idea is that lawful tenancy con-
tracts would usually shift to the more liberal version since tenants are generally in a weaker
position before the rental contract is signed. Nevertheless, regulatory exceptions such as new
construction deregulations or spatial reregulations are taken into account by the index.

This work examines private rental market regulation from 1973 to 2014 on a yearly basis. In
order to codify the necessary information, a range of sources was used. First, major reforms
were identified by using secondary literature on rental market regulation such as the large accu-
mulation of country reports of the two broad research projects in law by the Florence University
and the University of Bremen that were finished in 2005 and 2013, respectively. Second, the
identified major reforms were analysed in detail in the mentioned areas covered by rent law and
tenure security law. Mainly primary sources such as legal texts were acquired via national law
databases or direct requests to the ministry or different tenant and landlord associations. Finally,
the qualitatively surveyed tenancy law data was cross-checked with large country surveys like
e.g. Whitehead et al. (2012) and Scanlon et al. (2011) or single country reports such as Miron
(1995) for Canada Ontario, Satsangi (1998) for France or Johannsson (1998) for Finland and
Sweden to mention just a few. Interviews or surveys were not used as sources like it was done
by the OECD (Andrews et al. 2011) or the Wharton Residential Land Use Regulation Index
(Gyourko et al. 2008).

In addition, the index is employed on a much larger country sample of about 66 countries.
However, this sample is time-invariant. That means, it is just a snapshot of the regulation of rents
and the level of tenure security in the selected countries in 2010°. Asian, African and South

® The date of some country reports deviate from 2010 but no country report is older than 2005.
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American countries’ information rely on country reports provided be the website www.glob-
alpropertyguide.com that is also frequently used as a reliable source by international institutions
such as the IMF and the OECD (Igan, Loungani 2012; André, Garcia 2012). It should be noted
that this source is not considered ideal since the information are not first-hand and not com-
pletely cross-checked with other sources. However, due to the lack of any reliable information
of rental market regulation data for emerging countries, this online information is seen as the
best accessible solution. Since the data for emerging countries is not as accurate as the data for
advanced countries, the time-invariant approach checks only for eight dummies, namely D1 to
D4 and D7 to D10.

2.3.1 Rent laws

Rent laws are the framework for the determination of rents. Both the fixing of rents at the be-
ginning of a tenancy and its development during the term are directly affected by rent law.
However, rent law may also allow exemptions from rent control, e.g. for special contract and
dwelling types. Considering the complex structure of rent control laws six dummies capture the
most important aspects of rent regulation within a country. The composition of the dummies
follows the standard classifications given by Arnott (1995, 2003) and Lind (2001). Hence the rent
law index considers first- and second-generation rent control. The six dummies are: (i) real rent
freeze, (ii) nominal rent freeze, (iii) rent level control, (iv) intertenancy decontrol, (v) other specific
decontrols, and (vi) specific rent recontrol. The first three dummies measure direct rent controls
for standard tenancies. The latter three dummies check for exemptions.

Dummy D1 checks whether landlords can raise rents by more than index linked prices or
costs per year. Price indices are meant to represent any official consumer or any other official
price index. Cost indices stand for official construction cost indices or official mortgage cost
benchmarks or indexed housing costs. Dummy D1 turns one if rents cannot grow by more than
a cost or price index per year. Dummy D2 deals with a nominal rent freeze. This dummy checks
whether rents may not be updated at all or just at a rate that is defined by governments or
institutions erratically. Nowadays, this kind of very strict rent regulation is rarely observed in
advanced economies. It was not unusual between 1950s and the 1970s in several countries,
however. The dummy turns one if rents may not be updated by more than the official fixed rate.
This does not exclude the unusual case of the official fixed rate may turn out to be higher than
the consumer or cost price index for a special year. Dummy D3 deals with qualitative rent ceil-
ings. There exist several different types of upper rent limits. These ceilings may look like a quality
based comparative rent as they are currently used in the Netherlands, a reference rent level as
defined in Germany or Sweden, and a so-called fair rent level as was the case in New South
Wales or England.

The first three mentioned dummies equal one in case of a very strict rent control regime. Yet
there can be rent regulations that have a real rent freeze but not a certain qualitative rent level
that may not be exceeded and vice versa. In the former Spanish tenancy law, in comparison,
rents were not allowed to be increased by more than the official consumer price index but an
upper ceiling for rents did not officially exist.
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The remaining three dummies check for exemptions of the current rent regulation system. In
reality, many countries have passed laws that limit existing rent controls. The index checks for
the four most common ways of deregulation. Therefore, the fourth dummy D4 checks whether
rents are not regulated between different tenancies. It is meant to find out about so-called de-
regulation-reregulation types where the deregulation just refers to the initial rents of new con-
tracts. After the initial rent was set freely or at the common market level the tenancy is recon-
trolled again. In some Californian cities this kind of deregulation has been used for new con-
structed dwellings, for example. Arnott (2003) and Lind (2001) also distinguishes between reg-
ulation types where rents are controlled for all tenants or just for staying tenants. The dummy
turns one if initial rents of tenancies are regulated.

The fifth dummy D5 checks for decontrol of special dwelling types or in certain areas. The
most common method here is the deregulation of newly built dwellings. It has been an often
used method to enhance investments in rental housing. This kind of deregulation has recently
been in use in Denmark and other countries. Other forms of full decontrol are vacancy decontrol
or rent level decontrol. Vacancy decontrol can be manifold. Here, vacancy decontrol includes
both dwellings that have to be vacant for a longer period and for all rentals in a certain area if
the local vacancy rate has risen above a certain level (Lind 2001). Another form may be a full
liberalisation of high-end dwellings. That is, rentals become decontrolled if the rents reach a
predetermined rent level or the apartments reach a certain amount of quality level. Currently
such a system is in use in the Netherlands where rentals with a certain high rent level are free
from rent control. The dummy turns one if there is no form of decontrol whatsoever®.

However, tenancy law may offer the possibility for special dwellings or areas to be controlled
stricter. This case is examined by the Dummy D6. The most recent example for such stricter rent
control is Germany where rent increases may be restricted in special regions in case there is a
serious shortage of free rentals. In Switzerland such spatially enhanced rent control existed also
in the 1970s and 1980s. Usually, this kind of exemptions from standard rent controls is not
widespread.

® Please note that dummy D5 automatically turns one if a free rent regime is in power and dummy D6
automatically turns one in case of full rent regulation.
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TABLE 2.1
THE RENTAL MARKET REGULATION INDEX
Variable Description
Rent laws
The dummy equals one if landlords may not increase
D1  Real rent freeze rents by more than the growth of official cost or price
indices.
. The dummy equals one if rents are determined solely b
D2  Nominal rent freeze Y& o yo¥
the government or another institution.
The dummy equals one if landlords may not charge
D3  Rent level control yeq , y g
rents above a certain rent level.
D4 Intertenancy de- The dummy equals one if rent control holds at the
control beginning and during the tenancy.
e The dummy equals one if certain kind of dwellings are
Other specific rent y e . J
D5 not de-controlled such as new constructions, vacant
decontrol . . .
dwellings or luxurious housing.
- The dummy equals one if certain kind of dwellings fall
D6  Specific rent recontrol y it . g
under a stricter rent regime.
. Measures the overall degree of rent control for new and
RL  Rent laws index L
sitting tenants as the average of D1 to D6.
Tenure security laws
- . The dummy equals one if only reasonable reasons leads
Eviction protection - .
D7 . ., toawarranted eviction during the term or rent payment
during term or period .
period.
Eviction protection at The dummy equals one if only reasonable reasons leads
D8  theend of term or to a warranted eviction at the end of term or rent
period payment period.
The dummy equals one if a minimum duration period of
D9  Minimum duration more than two years is compulsory for every private
tenancy.
. The dummy equals one if short-term tenancies that are
D10 Short-term tenancies . yed
tenancies up to a year are not allowed.
TSt Tenure security laws Measures the degree of security of tenure as the

index

average of D7 to D10.
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2.3.2 Tenure security laws

The tenure security laws address the tenants’ protection against eviction and the landlords’ rights
to repossess their property respectively. Furthermore, legal rules about the duration of tenancies
may also play a significant role for landlords and tenants (Arnott 1995). Therefore, the tenure
security laws index is the average of four dummies which are: (vii) eviction protection during
term or period, (viii) eviction protection at the end of the term or period, (ix) compulsory mini-
mum duration, and (x) the treatment of short-term tenancies.

The dummies D7 and D8 check whether landlords need reasonable reasons in order to evict a
tenant or whether they are not bound to any restriction if wanting to evict the tenant. Reason-
able reasons are breaches of contract like non-payment of rents, harassment and endangerment
of neighbours or damages to the rented dwelling by the tenant. Furthermore, landlords could
have reasonable reasons for repossession that are predefined by law, such as own personal
needs, sale or restoration and reconstructions.” These reasonable reasons have to be defined by
law. The dummies D7 and D8 differ in their time-reference. While D7 checks for eviction protec-
tion during the term or period of the tenancy, the other dummy do so for tenancies at the end
of the term or period of payments. Usually, the latter comes up if time limited contracts or min-
imum duration periods for tenancies end.

This differentiation is necessary since eviction protection often distinguish between these
two stages. There are several countries where landlords may call for eviction at the end of the
agreed term without the need of giving any reasons while during the term tenants enjoy full
protection. In England, Assured Shorthold tenancies may be finished by the landlord without any
reason at the end of the term or at the end of a payment period of a periodical tenancy. Since
landlords may favour short contracts due to flexibility reasons in the case of information asym-
metries (Basu, Emerson 2000, 2003), tenants face high uncertainty as far as the duration of their
private tenancies is concerned. As a consequence, in countries where fixed term tenancies end
automatically the duration of private tenancies can shrink substantially to very short periods. This
effect has appeared, for example, in the USA where 97.7 percent of all tenancies last one year
or less (Genesove 2003). In Great Britain, the median length of tenancies is around two years
according to the Office for National Statistics (2011). In Germany, however, tenants enjoy evic-
tion protection both during and at the end of the short-term or payment period. Limited tenan-
cies do not end automatically and evictions are bound to special reasons like personal needs or
future restoration plans. As a consequence, tenancies in Germany last longer. Therefore, a typical
tenancy lasts around six years (Fuchs, Fitzenberger 2013).

The dummies D9 and D10 primarily deal with duration rules. The ninth dummy of the tenure
security laws index checks for a compulsory minimum duration term of more than two years. In
some European countries those kinds of tenancy length regulations are in practice. For example,
in Spain, France or Italy private tenancies have to last for a minimum duration period of more

7 Own personal needs mean that not only the landlord but also spouses and near relatives may live in
the rental. Restoration is defined as the necessity of a complete restoration. These kinds of mechanisms
may be chosen by landlords who plan to enhance the quality of the building in order to attain higher
future rent payments. Finally, selling a vacant dwelling as opposed to a rented one might be attractive
for landlords at the expense of tenants since unleased dwellings generally obtain much higher prices.
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than two years. During that time tenants usually enjoy higher tenure security and rents are con-
trolled stricter. As for Spain, during the compulsory minimum duration period landlords may evict
tenants only for heavy contract breaches. After the initial five or eight years landlords in Spain
may evict tenants also due to personal needs. Mora Sanguinetti (2010) discusses minimum du-
ration periods and shows, using Basu and Emerson’s approach (2000), that these form of requ-
lation can lead to a shrinkage of rental markets and higher rents.

The dummy D10 addresses short-term tenancies. Short-term tenancies are defined as tenan-
cies that are limited in time. The time limitation may go down to less than a year. Tenancies that
are limited in time but have a minimum duration are not treated as short-term tenancies. The
dummy checks whether short-term tenancies are forbidden by law. In England, New Zealand or
US-states like Massachusetts short-term contracts are the most common form of renting. How-
ever, in Austria short-term contracts are not allowed. Here, only time limited tenancies are al-
lowed that have to last at least three years with a considerably lower rent level. The dummy
turns 1 if classical short-term tenancies are forbidden by law.

2.4 Coding results

2.4.1 Time variant index

Indexing the information about rent laws and tenure security laws for each country or state and
each year gives us a unique time-variant index of private rental market regulation for 18 ad-
vanced economies for a time period of 42 years starting in 1973. Sometimes rental market laws
are made on a regional level, for example in the USA, Australia or Canada. When this is the case,
special states are used as a proxy for the whole country. Over the examined time period, the
regulation of rentals has changed significantly in the majority of countries. The following three
tables show the development of rent laws, tenure security laws and rental market regulation as
the composition of all dummies. For the mentioned period, roughly 37 relevant reforms of rental
market regulation have been identified in the sample. The index signals 28 reforms of deregula-
tions and 9 reforms that enhancing regulation. According to the dataset, the majority of reforms
took place in the last century peaking in the 1980s and 1990s (see figures 2.1 — 2.3 and table
2.2)8

The data shows remarkable changes of rental market regulation across countries and over
time. Three different phases of regulation can be identified. The first phase is located in the
1970s. It is a time of reregulation in the form of first- and second-generation rent control re-
gimes. For the 1970s the rental market regulation index outlines an increase in regulation. During
that time period, a broad reregulation - not only in private rental markets but also in labour and
other markets - took place in western countries. Just two decades before the 1970s, first-gener-
ation rent control regimes that had been installed during wartime were abandoned or phased

8 AUS_NSW=Australia=New South Wales, CAN_ONT= Ontario, USA_MA=Massachusetts, USA_CA=Cali-
fornia
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out in many countries (Hubert 2003). As a consequence, the picture is very diverse across coun-
tries: In several European countries, first-generation rent control regimes stayed more or less
unchanged until the 1980s. This holds true for example for Spain, England or Finland. On the
other hand, countries like France installed more powerful first-generation rent control regimes
in the 1970s. The development of rent control regimes is somewhat different in Northern Amer-
ica in the 1970s. There, merely second-generation rent control regimes emerged in parts of
several states that had been completely deregulated before, such as in Massachusetts or Califor-
nia. In Ontario the development was similar to those in the USA (Arnott 1995).

The second phase is characterized by a broad trend of deregulation. In the last two decades
of the twentieth century many countries experienced a phase of severe deregulation. In some
countries the deregulation provoked several reactions of reregulation like in France in 1989 or
Spain in 1994. During that period, the vast majority of western European countries changed its
rent control regime to a less strict one, such as second-generation or even free rent regimes.
Large changes occurred e.g. in England and Finland. In these countries, rent control regimes
were adopted with very lax or even no rent control combined with very weak tenure security. In
California or Massachusetts, the trend of rent regulation phased out in the 1990s. In Massachu-
setts, rent control was fully abandoned in 1995. In California, however, several cities still use
some form of rent and eviction control. However, the controlled sections of the Californian rental
housing markets significantly diminished in the past thirty years. In Canada, the regulation of
private tenancies was also steadily liberalised since the 1990s.

The third phase is characterized by a tremendous housing market turmoil. The phase started
with the beginning of the new millennium. In the first years of the new decade the price for
houses rose tremendously in many countries of the panel. Ownership markets experienced a
strong boom. At the end of the first decade the upswing of the house prices was followed by a
hurtful downturn of house prices and housing market activity in many advanced countries of the
panel. The harmful boom and bust cycles in several advanced economies gave impetus to the
interest in housing market regulation such as rent and eviction control. An unambiguous and
uniform direction of rental market regulation, however, did not occur in these years. On the one
hand, Ireland and Germany installed stricter regulations of private tenancies in the footsteps of
a housing market boom?®. It is noticeable that the Irish tightening of rental market policy in 2004
was significantly larger than the one in Germany in 2015. On the other hand, the financial market
crisis and the European debt crisis in the wake of the burst of the great housing market melt-
down facilitated sharp rental market deregulations in countries that were received international
funding due to their difficult economic situation. Under these circumstances the two Eurozone
member states Spain and Portugal® underwent a tremendous deregulation that replaced sec-
ond-generation rent control by fully liberalized rent determination.

° The stricter rules for Germany are not illustrated by the figures since the indices end in 2014. However,
the stricter rent control law in Germany would have turned D6 from zero to one.
19 portugal is not part of the time-variant country panel.
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2.4.2 Time invariant Index

The time invariant index mirrors the regulation of private tenancies in 66 countries in total. It
covers not only the 18 mentioned regions or countries but also 51 economically advanced and
less advanced countries from all over the world. In case of the USA, Massachusetts is used as a
proxy for the whole USA since it adequately mirrors overall regulation of rents and tenure security
in the USA. The index is a snapshot of regulation at the end of the past decade. The level of
information on rental market regulation for such a diverse group of countries from all over the
world is not as deep as the country group that was covered by the time variant index. Therefore,
the index only consists of the eight dummies (D1 to D4 and D7 to D10) as described above. The
coding shows that rental market regulation may differ significantly between countries. The de-
terminants of rental market regulation such as the legal origin, the political power or culture for
this large set of countries will be analysed in the next chapter. An overview of the single country
data can be found in table 3.2 of chapter 3.

2.5 Convergence over time

In the past 42 years the regulation of private rentals followed the broad trends sketched above.
From the year 1980 onwards, both rent and tenure security laws experienced a process of net
liberalisation. However, the process of rent control liberalisation was much deeper and more
evenly distributed than for tenure security. As table 2.2 shows, the mean of the rent control laws
index has fallen from 0.57 in 1980 to 0.28 in 2014. In the same time, the tenure security laws
index has declined from 0.64 to 0.50. Furthermore, the cross-country standard deviations of the
rent laws index became significantly lower than the cross-country standard deviations of tenure
security laws index. While the standard deviation of rent control has fallen from 0.28 in 1973 to
0.18 in 2014, the deviation of tenure security laws has risen from 0.21 in 1973 t0 0.31 in 2014,
In other words, the regulation of rents converged over the whole country panel while tenure
security laws have diverged.

According to the legal origin theory (La Porta et al. 2008) the legal tradition is time-invariant
predictor of the level of regulation in a country. The authors of legal origin theory showed in
numerous studies that regulation in common law countries is generally lower than in countries
with a French, Scandinavian or German legal origin (La Porta et al. 1998; Djankov et al. 2002b,
2003; Botero et al. 2004, Djankov et al. 2007). The theory implies that legal origin is the strong-
est predictor of the diversity of regulation intensities and governmental market interventions.
Djankov et al. (Djankov et al. 2007) show that there is no significant convergence of creditor
rights or creditor information systems among legal origin over time. In contrast, the convergence
theory predicts that regulation converge among countries towards the more successful one.
Thus, it contradicts the legal origin theory (Djankov et al. 2007). However, Lele and Siems (2006)
show that shareholder protection has converged over time irrespective its legal origin. As far as
rent control laws are considered, Whitehead et al. (2012) show a process of broad convergence
towards more liberalised markets for a small panel of European countries by comparing rental
market regulation in 1980 and 2010.
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The time-variant country sample' support both the legal origin and the convergence the-
ory'?. Looking at the development of private rental market regulation for the various legal origins
shows clear differences. With respect to the regulation of rents there is a convergence among
the different legal origins, especially for common, French and Scandinavian legal origin countries
that converged considerable towards lower levels. Table 2.2 shows that rent control has been
relaxed on average in common law, French law and Scandinavian law countries but not in Ger-
man law countries where rent laws index remained more or less unchanged on an already lower
average of 0.33 or below. This means that rent control laws are on average more homogenously
distributed over the groups of different legal origins. As far as tenure security laws are concerned,
the data shows a downward trend in the average level of regulation only for Scandinavian legal
origin and common law countries. The level of tenure security in French legal origin countries,
in contrast, follows an upward trend. German legal origin countries, in turn, show on average a
very robust score of tenure security over time of 0.50. Hence, both legal origins did not converge
toward lower levels. This can be interpreted as evidence for the legal origin theory that predicts
that countries stick to certain regulatory styles according to their legal origin. However, the con-
vergence of rent control laws between all legal origins and tenure security laws between Scan-
dinavian and common law countries support the theory of a transnational harmonisation of
regulation.

The broader legal convergence of rent control laws was part of broad liberalization trends
that started in common law countries and were then adapted by Scandinavian and French legal
origin countries. Reasons for these convergences could be a more and more globally harmonized
view on the ‘right policy’ on housing markets or a higher impact of certain school of thoughts.
As mentioned before, there is a broad consensus among economists that rent control generally
harms housing markets. However, the picture is different for tenure security laws. Here the con-
vergence can be detected only between Scandinavian and common law countries. The lesser
connection in patterns of regulation in this field may be due to the fact that tenure security is
less popular discussed in academia and politics since it is was not seen as a classical intervention
in the market price mechanism. The convergence of Scandinavian legal origin countries towards
common law countries, however, may be due to a closer connection between Scandinavia and
Anglo-Saxon world in the past decades.

" There are 7 common law countries, 4 French legal origin countries, 3 German legal origin and 4 Scan-
dinavian legal origin countries in the sample.

12 Please note that this is a purely descriptive analysis. For a more robust conclusion a more analytical
analysis would be needed.
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TABLE 2.2
REGULATION OVER TIME

Rent laws index  Tenure security laws ~ Rent laws index  Tenure security laws

index index
mean standard deviation

1973 0,49 0,63 0,28 0,21
1974 0,49 0,63 0,28 0,21
1975 0,52 0,60 0,25 0,23
1976 0,56 0,64 0,24 0,23
1977 0,56 0,64 0,24 0,23
1978 0,55 0,64 0,23 0,23
1979 0,57 0,65 0,22 0,21
1980 0,57 0,64 0,22 0,21
1981 0,56 0,64 0,23 0,21
1982 0,49 0,60 0,27 0,26
1983 0,49 0,60 0,27 0,26
1984 0,49 0,60 0,27 0,26
1985 0,46 0,56 0,26 0,25
1986 0,44 0,51 0,26 0,23
1987 0,44 0,49 0,24 0,23
1988 0,43 0,47 0,24 0,24
1989 0,43 0,49 0,24 0,26
1990 0,43 0,47 0,24 0,27
1991 0,42 0,47 0,24 0,27
1992 0,39 0,47 0,22 0,27
1993 0,37 0,49 0,21 0,28
1994 0,36 0,53 0,20 0,30
1995 0,33 0,49 0,23 0,31
1996 0,31 0,46 0,22 0,31
1997 0,31 0,46 0,22 0,31
1998 0,28 0,47 0,21 0,33
1999 0,30 0,46 0,22 0,32
2000 0,30 0,46 0,22 0,32
2001 0,30 0,46 0,22 0,32
2002 0,30 0,46 0,22 0,32
2003 0,30 0,46 0,22 0,32
2004 0,32 0,50 0,21 0,31
2005 0,32 0,50 0,21 0,31
2006 0,32 0,50 0,21 0,31
2007 0,32 0,50 0,21 0,31
2008 0,32 0,50 0,21 0,31
2009 0,32 0,50 0,21 0,31
2010 0,31 0,50 0,21 0,31
2011 0,30 0,50 0,17 0,31
2012 0,30 0,50 0,17 0,31
2013 0,28 0,50 0,18 0,31

2014 0,28 0,50 0,18 0,31
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Common law
1974
1984
1994
2004
2014

French legal origin
1974
1984
1994
2004
2014

German legal origin
1974
1984
1994
2004
2014

Scandinavian legal origin
1974
1984
1994
2004
2014

0,33
0,40
0,29
0,24
0,24

0,63
0,71
042
0,33
0,25

0,33
0,22
0,33
0,33
0,33

0,75
0,63
0,46
0,46
0,33
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Data by legal origin group means

0,57
0,50
0,32
0,36
0,36

0,69
0,81
0,81
0,88
0,88

0,50
0,50
0,50
0,50
0,50

0,75
0,63
0,63
0,38
0,38

0,24
0,25
0,21
0,16
0,16

0,32
0,08
0,10
0,14
0,22

0,17
0,10
0,17
0,17
0,17

0,17
0,32
0,28
0,34
0,24

0,24
0,29
0,24
0,20
0,20

0,31
0,24
0,24
0,25
0,25

0,00
0,00
0,25
0,25
0,25

0,00
0,25
0,25
0,32
0,32
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2.6 Conclusion

This chapter has established a unique index that measures the regulation of private tenancy
markets. It is the first time-variant index explaining the regulation of private tenancy markets.
The index covers 18 advanced economies from 1973 to 2014 and consists of ten dummies that
quantify characteristics of rent control and tenure security in each country. The index is able to
mirror established classifications of private tenancy market regulation such as first and second-
generation rent control regimes or tenancy rent control regimes (Arnott 1995, 2003). The
sources of the index are both rent and tenure security laws and scientific country reports. In
addition, this chapter has presented another exceptional index for an even bigger country sample
that covers both developed economies and development countries. However, due to data quality
reasons, the bigger country sample of 66 countries is just a snapshot of current rental market
regulation there. Moreover, only eight of the ten dummies are used because the quality of the
data for development countries is too fragmented.

This chapter shows that the time-invariant index properly displays the different stages of
rental market regulation since at least 1973. According to the rental market regulation index
three phases of regulation may be identified. The first phase covers the 1970s when a trend
toward reregulation or properly stated rent laws could be observed in several countries such as
the USA, Canada or France. In the course of the 1980s, many advanced economies made a
successful transition from strongly to softly regulated rental markets. Especially the regulation of
rents was liberalised during that period. The third phase began with the new millennium. It is
characterized by a tremendous housing market turmoil. In the first years of the new decade the
price for houses rose tremendously in many countries of the panel followed by heavy house price
erosions. An unambiguous and uniform direction of rental market regulation, however, did not
occur in these years. While some countries re-regulated their rental markets in the phase of
booming housing markets, others that were hit by the European debt crisis liberated their rent
control regimes.

In addition, the time-variant index shows that the regulation of rental markets supports both
the convergence theory and the legal origin theory. On the one hand, there are signs for the
convergence of rent control of French and Scandinavian law countries towards common law
countries. On the other hand, as far as tenure security laws are mentioned, French and German
legal origin countries show on average no signs of convergence with common law countries
while Scandinavian law countries do. Thus, the differences in tenure security laws remained more
or less stable among the mentioned legal origins.
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Appendix A: Time variant country reports

Australia

In Australia the different states are responsible for the regulation of the private residential rental
market. Thus, private tenancy law varies within the different states. Yet, to clarify the overview,
New South Wales (NSW) as the biggest and most important Australian state is analysed and used
in place of the whole country in the following. In NSW the regulation of tenancies has its origin
in 1847, the first act was passed in 1899. The period of rent control began with the Fair Rents
Act in 1915 (Simpson 1999; Schneller 2013). The most important act after the Second World
War was the Landlord and Tenant Act from 1948 (New South Wales Government 8/16/1948).
According to the act, rents were strictly requlated by fair rents boards and did not match market
rents.

Furthermore, tenancies could not be terminated by landlords without certain grounds (New
South Wales Government 8/16/1948, § 62). The act was amended several times, the regulation
of rents, however, remained unrestrained until the 1950s. In the mid-1950s, newly built and
vacant dwellings were decontrolled (Schneller 2013, §§ 44-50). In 1960 around two-third of all
rented dwelling stock was regulated by the Landlord and Tenant Act (Simpson 1999). In 1968
several important amendments were made. As a consequence, fair rents stopped being calcu-
lated after the strict principles of 1939. Through new ways of rent calculations tenants and
landlords were able to increase rents to the maximum level of a so far fair rent as long the tenant
was able to pay it (Schneller 2013). Protected tenancies decreased tremendously in the upcoming
years.

In 1987 the new Landlord and Tenant Act became the central law for tenancies in NSW. The
act lowered the security of tenure. Tenants just enjoyed eviction protection during the term of
time fixed tenancies. However, at the end of the fixed term and the payment period of periodic
tenancies, landlords did not need to give special reasons in order to repossess the rented dwell-
ing (Simpson 1999). Rents and their development were free to be agreed upon. However, ten-
ants could claim that rents were excessive if the rent exceeded the comparable rent level calcu-
lated by the rent tribunal. Generally, the comparable rent equals market rents for comparable
premises (New South Wales Government 5/12/1987, §§ 44-50). After some minor changes the
Residential Tenancy Act 1987 was repealed by the Residential Tenancy Act 2010. However, the
new act did not tremendously change the regulation of rent and tenure security of the RTA from
1986 (Schneller 2013).

Austria

The Austrian tenancy market was intensively intervened by government before and during the
Second World War (Lurger 2005). In the 1960s and 1970s rental market regulation was slightly
modified. The most important law adjustments during that period were the Amending Law of
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Tenancy 1967 (Bundeskanzleramt 8/4/1967) and the Amendment to Rent Law 1974 (Bun-
deskanzleramt 7/25/1974). The Amending Law of Tenancy had the aim to liberalise rent and
eviction control in 1967. The Amendment to Rent Law, on the other hand, intensified the control
of rents and eviction procedures (Amann 1999). On balance, Austrian tenancy law favoured
tenants’ interests in the 1970s. Rents did not match market rents and tenants enjoyed a high
level of tenure security. Rents for rental dwellings built after 1967, however, were free.

In 1981 the Austrian parliament passed the Tenancy Law Act (Bundeskanzleramt 12/1/1981)
giving the Austrian rental market regulation its current character. The new act incorporated not
only principles of the previous law but also new ways of calculating rents of private tenancies.
Nevertheless, there exist several types of regulation for rented dwelling in Austria since both the
rules of the Tenancy Law Act 1981 and the Austrian civil code are the basis of the current private
tenancy regulation. This makes the Austrian tenancy law very complicated today. Since the im-
plementation of the Tenancy Law Act there have existed three different types of private tenan-
cies. Each is regulated differently — either solely by the Tenancy Law Act from 1981 (type-3-
tenancies) or the civil code (type-1-tenancies) or as a mix of both legal sources (type-2-tenancies).

As far as the regulation of rents is concerned, rents of type-1- and type-2-tenancies are not
regulated. Here, the rules of the civil code hold. Therefore, the only rule that limits rents and rent
increases is the violation of moral principles through deception culminating in dubious high rents.
The following dwelling types are type-1- and type-2-tenancies: dwellings built after of 1953",
one- or double-family-houses and roof top properties that got a building permission after 2001
(Bbhm 2002; Bundeskanzleramt 12/28/2001). According to the current numbers of the Austrian
tenancy market, the majority of private tenancies fall under a rent free regime (Oberhuber, Denk
2014). Type-3-tenancies, however, provide regulated rents. Rented dwellings of this type are the
second biggest group in the private tenancy market. Category rents and benchmark rents are
the dominant types of rent regulation here. Considering these two methods of rent control, rents
have to follow the principles of comparable rents. Under these rules rents constantly fails market-
based rents.

Aspects of duration and eviction procedures of the majority of all rentals are highly regulated
in Austria. Both, type-2- and type3-tenancies fall under the strict eviction control rules of the
Tenancy Act from 1981. Under this law, landlords may only terminate tenancies for reasonable
grounds defined by law (Bundeskanzleramt 12/1/1981). In general, tenancies in Austria are un-
limited in time. However, time limited tenancies are allowed in Austria but since 1993 they have
had to fulfil a minimum duration of three years (Bundeskanzleramt 11/26/1993). Simultaneously,
the rent had to be 25 percent under the comparable rent of a similar dwelling without time
limitation. Thus, they currently do not match the conditions of classic short-term tenancies. Be-
fore 1993, private tenancies had a time limit of one-year maximum. From 1997 to 2000, time
limitation was temporarily raised to ten years (Bundeskanzleramt 12/28/2001).

13 After the 8™ of May 1953.
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Canada

In Canada, states are responsible for the regulation of private tenancies. Ontario is the largest
province of Canada’s nine provinces in terms of its population. Thus, tenancy law in Ontario is
presented here. Strict private tenancy rules were introduced for the whole country in 1940 but
were abolished soon after the Second World War. At the end of 1960s, the first Tenancy Act in
Ontario was passed (Supreme Court of Canada, of 5/28/1981; Miron 1995). The new act only
ruled the relation between landlord and tenant. Rents were not touched by that law which dis-
tinctly increased the security of tenure. Landlords were just allowed to evict tenants during and
at the end of a period for special reasons that were defined by law.

In 1975, the Residential Premises Rent Review Act (RPRRA) established a first-generation rent
control regime in Ontario but some rented dwellings were not covered by this law. It applied
only to rental dwellings in existence prior to 1976. The new act introduced guideline increases
for rents from six to eight percent of the rent per year and also enabled a restricted cost pass-
through (Miron 1995). However, the majority of tenancies fell under a first rent control regime.
In 1979, the Residential Tenancies Act (RTA) replaced the RPRRA. The new act set guideline rates
of rent increase to a maximum of six percent per year. Tenure security did not change. The rent
guidelines were in force until 1985 when the Residential Rent Regulation Act (RRRA) pushed the
guideline rate to four percent. From 1986 to 1992 rent increases were calculated by a formula
related to changes in costs of maintaining rental buildings called the Residential Complex Cost
Index. Initial rents had to follow a comparable rent that was the upper rent ceiling. With the
RRRA rent regulation rules applied to all rental dwellings irrespective of their construction year
and the amount of rent (Richmond, Stobo 1996; Miron 1995).

In 1992 the Rent Control Act (RCA) came into force. The guideline rates now had to follow
inflation rates and average costs. Rent increases were not allowed to overdo these guidelines by
three percentage points. Hence, there was an upper limit on the maximum permitted rent in-
crease (Richmond, Stobo 1996; Miron 1995). Five years later, the Tenant Protection Act 1997
was passed. It came into force in 1998. The main change to its predecessor was the implemen-
tation of intertenancy decontrol meaning that initial rents were decontrolled while rents during
the term were regulated by guideline increases (Smith 2003). The Residential Tenancies Act 2006
replaced the Tenant Protection Act 1997 in 2007. Compared to its predecessor, the act set nearly
identical guidelines for rent increases but did not control the rents for newly made tenancies.
The new act merely focussed on rescheduling the institutional responsibilities. Thus, it replaced
the Ontario Rental Housing Tribunal for the Landlord and Tenant Board to resolve disputes be-
tween tenants and landlords.

Denmark

The regulation of private tenancies in Denmark began with the First World War. Rent control
was relaxed in the aftermath of the war. In the 1930s, however, rent freezes and very high
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tenure security were introduced again in the run-up to the Second World War. The first-genera-
tion rent control regime survived the Second World War. From 1966 to 1974, rental market
regulation was relaxed stepwise. The aim was to lift up rents to market level through fixed rent
increase guidelines. However, due to an extraordinary high inflation during those years, the real
rent level did not change much (Whitehead et al. 2012; Edlung 2003). At that time most Danish
rentals were regulated by the principles of rent determination from 1939 and their amendments
(such as the one from 1966). Under this regime, rents followed the value of the rented property.
According to the law, rents could not be higher than the rent for a comparable letting. If the
rent was remarkably lower than the comparable rent landlords were allowed to raise the rent to
this upper rent ceiling (Whitehead et al. 2012; Edlung 2003).

In 1975 the Danish government passed a new law introducing new principles of rent control
(Boligreguleringsloven). This law is still the most applied regulation for private tenancies in Den-
mark holding in municipalities with a population of more than 20,000 inhabitants. Other munic-
ipalities can choose between the former regulation named Lejeloven and the updated rent reg-
ulation. Under the law, initial rents are restricted by a cost-of-the-dwelling system. During the
tenancy, however, landlords are allowed to pass cost increases on to the tenant. Furthermore,
rents have to be similar within the same apartment building. Stepped rents have to be defined
in the contract. That kind of rent adjustment is only allowed if the initial rent is below the cost-
based rent level, however (Whitehead et al. 2012). Tenure security remained high under the new
law. Landlords need special reasons defined by law in order to evict the tenant. Short term ten-
ancies are allowed if they last less than two years and end automatically (Scanlon, Kochan 2011).

In 1991, a tenancy law was passed introducing new construction decontrol in Denmark.
According to the new act, the rents for private dwellings built after 1991 were decontrolled.
Rent increases were limited however to the inflation rate or to annual step-by-step increases
(trappeleje) that had to be predefined in the rental contract. In 2004, rents for rooftop dwellings
were also deregulated (Whitehead et al. 2012; Edlung 2003). Due to a low post-1991 housing
stock, the minority of rented Danish dwellings is currently ruled by this law. The most important
system is rather the cost-based rent control system followed by the value-based system (OECD
2006).

United Kingdom

Tenancy law differs in England/Wales, Scotland and Northern Ireland. Since England and Wales
constitute by far the largest part of the United Kingdom, tenancy law in England is described
here. In England tenancy regulation has undergone a strong transformation process in the past
fifty years. The transformation from a highly regulated private tenancy market to the weakly
regulated one that it is today began in the 1950s when tenancies with rents above a certain level
were deregulated (Hubert 2003). In 1965, a new tenancy law reinvented the regulation of all
private tenancies. The basis for all tenancies was from now on the 'fair rent’ system. These fair
rents stayed more or less unchanged and did not match the level of market rents (Hubert 2003).
Tenancies were unlimited in time and tenure security was high. Evictions during and at the end
of the term without special reasons were not allowed.
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The Housing Act 1980 introduced new forms of regulation and terminated the few remaining
controlled tenancies dating back to the 1950s. At that time, the most relevant form of renting
was the Regulated tenancy. Rents of Regulated tenancies followed a “fair rent” system (Depart-
ment for Communities and Local Government 2009b). Tenants enjoyed eviction protection dur-
ing and at the end of the period or term. Furthermore, the new law allowed the so-called Short-
hold that allowed rent contracts to be limited in time (Holmans 2005). Another new tenancy
form, the Assured tenancy, applied only to new and renovated dwellings that were in possession
of organizations accepted by the Secretary of State for the Environment and, therefore, just
played a negligible role (Stephens 2005).

With the Housing Act of 1988 and 1996, English tenancy law has undergone a severe
change. Two new forms of tenancy were introduced which are still in effect: the new Assured
tenancy and the Assured Shorthold tenancy. The market power of landlords in England has been
tremendously strengthened wiht these acts. Most tenants are no longer able to exercise their
rights properly (Cowan, Laurie E. 2005). Before the Housing Act of 1996'%, every tenancy had
automatically been an Assured tenancy, unless it was agreed upon that it was not. Under the
new act, new tenancies automatically become an Assured Shorthold unless it is contracted oth-
erwise (Department for Communities and Local Government 2009a). Nevertheless, Assured
Shortholds have quickly become the most common tenancy in England after 1988.

With Assured Shortholds, landlords possess the most power that English tenancy law offers.
Tenure security is low since landlords may evict tenants without giving reasons at the end of the
contract period. Yet, during the tenancy period tenants enjoy severe tenure security (Department
for Communities and Local Government 2009a). Assured tenancies, in comparison, offer tenants
much more security since these contracts are usually unlimited in time. Here, the landlord can
only regain possession of the dwelling for reasonable reasons that are defined in law (Depart-
ment for Communities and Local Government 2009a). Initial rents may be negotiated freely for
both Assured tenancies and Assured Shorthold tenancies (Cowan, Laurie E. 2005). During the
tenancy, rent increases have to be orientated to the fair rent level which consists of a system of
comparable rents. Tenants may apply to a rent assessment centre if they think the rent adjust-
ments are set too high. However, under Assured Shortholds tenants cannot exercise these rights
properly due to a significant lack of tenure security at the end of the term of the tenancy.

Finland

Due to an economic downturn in the late 1960s, the Finish government strengthened tenure
security in 1970 and installed a system of rent regulation in 1974 (J6hannsson 1998). The new
rent law replaced a system of strict rent control. At that period Finish tenancy law was quite
regulated and tenants enjoyed a high degree of tenure security. Landlords were only allowed to
evict tenants for reasonable reasons that were defined by law (Ralli 2005; J6hannsson 1998).
Under this system, the landlord was allowed to increase the rent according to guidelines that
were defined by a council of ministers that involved tenants’ and landlords’ representatives. In

14 28™ February 1997
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practice, the annually updated rent standards did not match increases in costs of the dwelling
not to mention market rents.

From the 1980s onwards a couple of new tenancy acts changed the relationship of tenants
and landlords significantly. First, a new tenancy act was passed in 1987 after twelve years of
preparation (Ralli 2005). Under the new law tenure security decreased marginally. Landlords
were provided with more reasonable grounds to evict tenants (Ministry of the Environment
7/10/1987). Rents had to be reasonable and in compliance with the average rent of the area
surrounding the dwelling. The act aimed at implementing a reasonable profit for landlords when
letting the flat to a tenant (Ministry of the Environment 7/10/1987; Ralli 2005). During those
years, rent increases became easier for landlords though it still remained difficult for landlords
to adjust rents. Overall, rents failed to match market rents.

In the early 1990s, the finish tenancy market was tremendously deregulated. It started with
the exemption from rent regulation for buildings built after the 1990 for rural areas. It was ex-
tended to all contracts signed on or after February 1st, 1992 everywhere in the country, regard-
less of the age of the dwelling. In 1995, the parliament passed a new law that made the dereg-
ulated rent system the sole system for the whole country. Under the new law, which is still in
effect, the different parties are able to freely negotiate rents at the beginning and during the
tenancy. Thus, a free rent regime is currently in use in Finland. However, rents may not be im-
morally decoupled from rents of similar dwellings in the surrounding area (Ministry of the Envi-
ronment 3/31/1995). Tenure security is low in Finland. Landlords are free to give notice whenever
they want. Reasonable reasons are needed for the eviction of a tenant but the term “reasonable”
is not defined by law. Rent increases during the term are seen as a reasonable ground. Solely,
social aspects may play a substantial role at the eviction process at court (Ministry of the Envi-
ronment 3/31/1995; Ralli 2005). Fixed term tenancies end without any notice at the end of the
agreed rent-period (Johannsson 1998). Finland is currently one of the most deregulated private
tenancy markets in Europe (Lyytikdinen 2006; Ralli 2005).

France

France introduced a strict rent freeze system in the Second World War which in contrast to many
other countries did not last long. At the end of the 1940s, French authorities relaxed the regu-
lations of tenancy contracts. Smaller communes were deregulated while only tenancies in larger
communes were controlled. In the following decades, the number of tenancy controlled com-
munes steadily shrank. In the mid-1970s, only a minority of private tenancies was regulated. In
1976, France installed a strict nominal rent freeze system to fight high consumer price inflation
(Hubert 2003).

In 1982, a system of strict tenancy regulation was established by the law Quillot. The primary
goal of the new law was to control rent inflation (Boccadoro, Chamboredon 2005). The Quillot
law covered all tenancies for residential living purposes. The new law explicitly favoured the
tenant as a reaction to the lack of available lodging and the resulting power of the landlords.
The basic elements of the new law were minimum terms of six years only binding for landlords,
limited conditions of termination by landlords and strict rent regulations. Rents had to follow



30

guidelines published by the housing association. The government even had the right to suspend
rent adjustment throughout the whole country. Rents for newly constructed rentals, in contrast,
could be freely negotiated between tenants and landlords (Moor 1983).

In 1986, the newly-elected Conservative government passed a law that aimed at encourag-
ing landlords to rent out their apartments again (Boccadoro, Chamboredon 2005). The Méhaign-
erie Act enabled landlords to easily evict tenants after a guaranteed three-year-duration of the
tenancy (Law n. 86-1290, §§ 9-10). Furthermore, the act allowed an unrestricted negotiation
of initial rents (Satsangi 1998). However, rent adjustment by more than the change of the con-
struction index was not allowed during the there-year-period (Law n. 86-1290, § 15). Despite
the newly-gained freedom and power for landlords, tenants still enjoyed high standards of se-
curity during the three-years-term.

Only three years later, in 1989, the Mermaz Act was passed. It was a result of a consensus
between the different political parties and undid some of the deregulation of the Méhaignerie
Act. A minimum term of three years retained. However, the landlord’s right to easily evict the
tenant after the end of the minimum term was repealed. Initial rents could still be freely negoti-
ated but yearly rent increases could not be higher than the French construction cost index and
had to be mentioned in the contract. Furthermore rents may be increased in reference to the
comparable rent after the minimum term ended (Law n. 89-462, § 17). Subsequent tenancy
acts such as the ones in 1994 and 1998 did not deeply change the Mermaz Act.

Germany

The basic elements of the current German tenancy law were introduced in the 1970s. The Ger-
man tenancy law is written down in the German civil code (BGB 2011). At that time, the tenant’s
security issues were strengthened particularly by two laws — the first and second Wohnraumkdiin-
digungsschutzgesetz (WKSchG). Furthermore, new rent control rules were enacted at that period
(Haublein, Lehmann-Richter 2009). With the Rent Control Act of 1974 (Miethohegesetz - MHRG)
the rules for rent increases were defined (Wurmnest 2005). Yet there were always spatially
and/or timely restricted exemptions by law such as the stricter rent control laws in West-Berlin
before 1990 or the new rent control law (Mietpreisbremse) from 2015 that can be spatially
effective for areas with housing shortages.

Tenants enjoy high standards of security in German tenancy law. Due to the mentioned laws
introduced in the 1970s, landlords are seriously restricted in giving notice. Since then, there have
not been any essential changes in law as to the security of tenants. In general, the landlord may
only evict the tenant for special reasonable grounds that are defined by law. Furthermore, evic-
tions as a result of unjustified rent increases are not possible (Haublein, Lehmann-Richter 2009).
Contracts limited in time are treated similarly. According to the German Civil Code contracts
limited in time can be terminated only under special circumstances at the end of the rent period
(BGB 2011, § 575). The basic rules in German tenancy law for contracts limited in time were
introduced in 1982 (Kéhler 1983). German rent regulation is based upon several different types
of rent requlation and offers rent flexibility in a moderate way. Generally, rent regulation refers
to rent increases. The primal rent negotiation can be conducted without any restriction. There
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are exceptions, however, if there is a limited offer of dwellings, the landlord may not demand
unreasonable rents (BGB 2011, § 558) or if initial rents are restricted by law for certain years for
a special region (Mietpreisbremse).

Rent increases during the term are regulated, there exist three different forms. First rents
may be increased up to an upper ceiling that is the comparable rent. However, the rent may not
be increased by more than 20 % within three years (BGB 2011, § 558). This rule was imple-
mented in 1982 and was modified several times (Kdhler 1983). Secondly, the stepped rent in-
crease (Staffelmiete) was implemented in 1982. Here, landlord and tenant may contractually
agree upon several prospective rent increases (BGB 2011, § 557). An upper limit does not hold
for this kind of rent increases (Rebmann et al. 2008). Yet, immorally high rents are still forbidden.
Thirdly, index-claused increases are allowed in Germany to an official cost of living index (BGB
2011, § 557).

Ireland

From the early 1980s until 2004 the majority of Irish tenants did not enjoy any kind of long- or
medium term security of tenure and rents. Before tenancies had been regulated by the Tenancy
Act 1960 and 1967. However, not all tenancies were covered by this very strict and complicated
rent and eviction control law (Ryall 2005). With the beginning of the 1980s, the Irish Supreme
Court declared the Rent Restrictions Acts of the 1960s an “unjust attack” on landlords’ property
rights (Ryall 2005). In the aftermath, the first-generation rent control regime expired and a free
rent regime became dominant. Until the beginning of the 1990s there was no significant change
in tenancy law in Ireland.

The Housing (Miscellaneous Provisions) Act from 1992 did not change the proportion of
power among tenants and landlords in Ireland, it just introduced some minimum standards. The
free rent regime was still in force and landlords could easily give notice (Government of Ireland
7/23/1992, §§ 16-18). There existed two main forms of residential tenancies: fixed term and
periodic tenancies. Under the law of 1992, both forms were subject to free market rents. As for
periodic tenancies, landlords were able to raise rents without any reason if they wanted to. In
case the tenant did not accept the rent increase, the landlord was allowed to evict them. Thus,
the landlord could fix the rent without restriction. Under a fixed term tenancy, stipulated rents
were immutable for the duration of the tenancy. Once the term of the tenancy had ended,
however, the landlord was able to increase the rent for a new fixed term tenancy. If the contract
period expired, the landlord was not obliged to renew the contract (Ryall 2005).

In 2004, the Irish law enacted a new residential tenancy act. It was the most important
change in private tenancy law in decades. Today, it is the basic principle of the Irish tenancy law
(Norris 2011). This Residential Tenancy Act increased the tenure security for tenants significantly.
The new legal framework covers both, a periodic and a fixed term tenancy (Ryall 2006). Accord-
ing to the new law, initial rents and any subsequent rent adjustments may not be higher than
the “market rent” that is defined as the rent that landlords are willing to get and the tenants are
willing to pay in regard to other comparable dwellings (Ryall 2006). The most important im-
provement in terms of the security of tenancies is that tenants enter a statutory tenancy of three
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and a half years once they have successfully passed six months of continuous occupation of the
implied dwelling. In the first six months of a tenancy, landlords are allowed to evict the tenant
without giving reasons. The tenant can enter a new four-years-tenancy only if the landlord does
not give notice before the end of the first four-years-tenancy. Then, a new probationary period
of six months starts. In case of statutory protection the landlord may terminate the tenancy only
on reasonable grounds (Ryall 2006; Norris 2011; Irish Government 7/19/2004).

Italy

After the strict rent control regime during the First World War regulation of tenancies enjoyed a
revival in the 1920s. At that time, a first-generation rent control regime was installed. In the
upcoming decades several amendments were made. From the Second World War until the end
of the 1970s rents were strictly controlled in Italy. In addition, special acts made the termination
of rental contracts for landlords nearly impossible (Breccia, Bargelli 2005). According to this re-
strictive regulation regime, tenancy contracts were automatically renewed (Bianchi 2014). Hence
landlords were not able to repossess their rented dwellings or rent their property for a profitable
rate of return. Rents filed to match market rents. In these decades, the system of tenancy regu-
lation in Italy equalled a first-generation rent control regime.

The steadily growing public criticism of the predominant tenancy regulation regime culmi-
nated in a new tenancy act in 1978 (Law n. 392/1978). The new act represented the first com-
plete set of rules for the regulation of tenancies. Tenants kept the high standard of tenure and
rent security and the duration of tenancy was strictly fixed (Bianchi 2014). Rents were determined
by a fair rent system that followed the regime of comparable rents with fixed upper ceilings (Law
n. 392/1978, § 12). Under the law of 1978, tenancies had to last for at least four years (Law n.
392/1978, § 1). Landlords could not evict tenants without giving special reasons that were de-
fined by law (Law n. 392/1978, § 59). However, contracts automatically end at the end of the
minimum duration term (Breccia, Bargelli 2005). In 1992, rent regulation was relaxed by a new
act. Under the new statute (Law n. 359/1992) newly built dwellings were excluded from the
current rent regulation regime.

In 1998, the current system of rent regulation was established. Under the new act (Law n.
431/1998) most principles of the former Fair Rent Act were substituted by new rules. Thus, initial
rents may be negotiated freely between landlord and tenants for ordinary tenancies. That holds
even for rent adjustments during the contract period (Law n. 431/1998, § 13). Hence, a free rent
regime was established for the majority of tenancies in Italy. Yet, the rents for a special form of
private tenancies are heavily regulated, namely dwellings that are supported by the Italian gov-
ernment. Here, rents have an upper limit that is determined by tenant and landlord associations
(Breccia, Bargelli 2005). Tenure security is very high under the new act for all tenancies. Minimum
terms of four years with strict eviction rules are stipulated by law. These rules hold also at the
end of the term. Landlords are only allowed to evict tenants by giving special reasons that are
defined by law (Breccia, Bargelli 2005).



33

Netherlands

Rental market regulation was well developed in the aftermath of the Second World War and
tenants in the Netherlands were given much power. At that time, it was nearly impossible for
landlords to evict a tenant and rents were raised and lowered by the Dutch government. In the
1960s rent control was slightly relaxed. In the 1970s a tremendous political fight began between
advocates of a more liberalized and defenders of a regulated private rental market. In the end,
the proponents of a generally regulated rental market came off as the winners. The oil crisis and
its massive economic burden for the Dutch economy may have fostered the mentioned devel-
opment in the Netherlands (Jan van der Schaar 1987). In 1979, the old tenancy law called
“Woonruimtewet” was replaced by a new law named “Huurprijzenwet”. The introduction of the
“Huurprijzenwet” resolved the confusing state of tenancy law at that time and Dutch tenancy
contracts maintained regulated (Adriaansens, Fortgens 1990).

According to the Housing Act of 1979, tenants enjoy high protection against eviction by the
landlord. Landlords may give notice only under special circumstances which are defined by law.
Dutch tenancy law does accept short-termed tenancies. However, an eviction of the tenant at
the end of the contract is only lawful in case of personal need by the landlord. Otherwise time
limited contracts automatically convert into unlimited contracts (Adriaansens, Fortgens 1990;
Rueb, Kaufmann 2005). Rents can be freely negotiated between landlords and tenants. How-
ever, the rents have to be in line with the point-system that is linked to the quality of the dwell-
ing. According to that point system, every apartment has a maximum rent that can be charged.
The rent regime works like a comparable rent system that is updated once a year. If the rent
seems to be too high for the tenant, they may raise a complaint at the “huurcommissie”, which
lowers the rent if the rent cannot be justified by the points. The “huurcommissie” can be con-
sidered a rent tribunal (Adriaansens, Fortgens 1990; Haffner 2011). In 1994 rent became decon-
trolled for dwellings of higher standards (European Central Bank 2003). Rent increases are pos-
sible only once a year for both liberalized and non-liberalized dwellings. Although there was a
change in housing law in 2003, rent regulation and tenure security remained more or less un-
changed. The new law of 2003 just incorporated the rules about maximum rents into the Dutch
Civil Code (Rueb, Kaufmann 2005).

New Zealand

Private residential markets were highly regulated in the aftermath of the Second World War. An
important milestone in the post war era was the Tenancy Act of 1955 (New Zealand Parliament
10/21/1955). It established a significant rent and eviction control regime for private tenancies.
Rents had to follow the principles of fair rents and were fixed by a rent officer (New Zealand
Parliament 10/21/1955, 8§ 18-19). The method of fixing the rent was defined by law (New
Zealand Parliament 10/21/1955, §§ 20-23). The Tenancy Act 1955 did also address the relation
between landlords and tenants: landlords were not allowed to evict tenants without giving rea-
sons that were defined by law; both at the end of and during a term (New Zealand Parliament
10/21/1955, § 36). However, rental dwellings that were constructed after 1955 were excluded
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from the Tenancy Act of 1955 (New Zealand Parliament 10/21/1955, § 6). In the following three
decades, the act was amended several times and minor changes were made. Yet, in 1973 the
Rent Appeal Act was passed which applied to all those dwellings that had not been addressed
by the Tenancy Act of 1955 (New Zealand Parliament 10/2/1973, §§ 29-30). It introduced the
principles of the equitable rent: Rent Appeal Boards were enabled to assess and fix the equitable
rent of the mentioned premises (New Zealand Parliament 10/2/1973, § 6). The equitable rent
worked like a comparable rent regime. Rent increases were generously cut to a maximum of 15
percent per year (New Zealand Parliament 10/2/1973, § 8).

After some minor amendments of the current tenancy law private rental market regulation
was significantly changed under the Residential Tenancies Act of 1986. It currently holds for the
great majority of all rented dwellings. Rents are free to be negotiated under the Residential
Tenancies Act. Nevertheless tenants may claim excessive rent increases at Tenancy Tribunals for
rental assessment (New Zealand Parliament 12/17/1986, §§ 23-24). According to the act ten-
ancies can be either a short-term or periodic tenancy. Landlords are allowed to evict tenants only
for special reasons defined by law (New Zealand Parliament 12/17/1986, §§ 50-55). However,
tenancies automatically end at the end of a fixed or periodic term of a tenancy. Periodic tenancies
just renew automatically after a special period if no party give notice. Fixed short-term tenancies
end automatically at the end of the term. There were several minor amendments to this act in
1992, 1996 and 2010 that did not crucially change the regulation of private tenancies in New
Zealand.

Norway

The regulation of private tenancies started during the First World War. In the aftermath of the
war rents remained strictly controlled. Passing the Landlord and Tenant Act a softer rent and
eviction control regime was introduced in Norway. At that time housing committees were ena-
bled to determine guidelines for rent increases. Often, rent increases more or less equalled the
Norwegian inflation rate. Rent adjustments due to renovation work and other improvements
were allowed (Whitehead et al. 2012; Lilleholt 2014). Newly built rental dwellings were ex-
empted from rent control. Although there were several amendments to rental market regulation
in the years after the Second World War the old control regime was in force in Oslo and Trond-
heim until the end of the century. In 1982, the number of municipalities that had strict rent
restrictions for buildings built before 1940 was reduced from ten to three (Oslo, Trondheim and
Bergen). After that, the rent for the majority of rented dwellings was unregulated (Langsether,
Medby 2005).

In 1999 a new Landlord and Tenant Act was passed by the Norwegian government. The new
act abolished the old regulations of tenancies. Initial rents were and are still allowed to be set
freely by tenants and landlords. Rent increases, however, are index-linked. They have to follow
the official retail price index in Norway. As in most other countries of the sample, unmorally high
rents in relation to the mean rent for similar dwellings are forbidden in Norway. Greater rent
increases than the annual growth rate of the retail price index are allowed every three years in
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order to match comparable market rents (Whitehead et al. 2012). In 2010, Oslo as the last Nor-
wegian city removed the control of pre-war rental stock (Whitehead et al. 2012). The security of
tenure underwent some changes, too. Landlords may not evict without giving special reasons
defined by law. However, these eviction rules just hold during the term of a tenancy. Landlords
are allowed to get easily repossession of the rented dwelling at the end of a time limited tenancy
without giving special reasons. Yet, time limited tenancies have to last at least three years which
means that classical short term tenancies - as defined in chapter 2 - are not allowed in Norway
(Whitehead et al. 2012; Lilleholt 2014).

Spain

In the aftermath of the Spanish Civil War, there were several updates in Spanish tenancy law.
The tenancy market was strictly requlated in those years. The government introduced a new
tenancy law in 1964 that dominated the Spanish rental market until the 1980s (Mora Sanguinetti
2010). Under the jurisdiction of the Urban Tenancy Act 1964, tenure security was very high.
Landlords had no real chance of repossessing their dwellings while tenants were able to renew
their tenancy contracts as often as they wanted, if they reliably paid the rent. Under special
circumstances tenants could pass on the right of living in the dwelling. Rent adjustments were
hard to achieve for landlords. Even though limited rent increases were possible, the range for
rent increases was low. Thus, rents were below true market level. Yet, there was the possibility
to increase the rent after the initial five years of the contract (Blas Lopez 2005; Ministerio De
Justicia 12/24/1964; Mora Sanguinetti 2010).

In the 1980s, the Spanish government aimed at revitalizing the tenancy market, hence im-
plementing the Boyer Decree in 1985. The Boyer Decree was designed to liberalize the Spanish
tenancy market (Blas Lopez 2005). There were three main changes: First, landlords were now
allowed to transform private tenancies into business leases. Furthermore, the two parties were
free to negotiate the initial rent level. And finally, there was the abolition of the indefinite lease
renewal: the two parties were now free to determine the term of the tenancy (Jefatura des
Estado 4/30/1985, §§ 7-11; Blas Lopez 2005). Thus, the Boyer decree allowed short term con-
tracts. However, rents in Spain were still linked to the Spanish consumer price index and the new
law was only applicable for contracts that were signed after the implementation of the decree.

In 1994, the government introduced a new tenancy act. The Urban Tenancy Act 1994 (Jefa-
tura del Estado 11/24/1994) revisited the idea of blocked rents and lease renewals. The act im-
plemented a minimum term of five years for every tenancy. Even if the two parties agreed on a
tenancy lasting less, the tenant could prolong it to a five-year contract. There was only little room
for exceptions. Once the minimum term was over, the tenant was able to prolong the contract
for three more years up to an all in all contract length of eight years (Blas Lopez 2005). According
to the Urban Tenancy Act 1994, landlords and tenants were free to determine the initial rent. In
the first five years of the tenancy, rents could only get raised once a year. During that period,
the rent increase could not be higher than the annual growth rate of the consumer price index.
Afterwards, the amount of rent could be modified according to what the parties agreed upon
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but the raise could not be more than 20 % of the original rent (Blas Lopez 2005; Jefatura del
Estado 11/24/1994, §§ 17-20).

In 2013 the Spanish government updated rental market regulation in Spain. The aim of the
new regulation was to liberalize the up to then deeply regulated tenancy market. According to
the Act on Flexibilization and Promotion of the Rental Housing Market (Jefatura del Estado
6/4/2013) the minimum duration for private tenancies was reduced from five to three years and
its extension from three to one year. Furthermore, rent increases for new leases are now to be
freely determined in the contract. The rent increases need not be bound to the to the consumer
price index anymore (Cuerpo et al. 2014).

Sweden

Sweden'’s tenancy law has not undergone severe changes in the past fifty years. The general act
of Swedish tenancy law was introduced into the Land Code in 1970 (Justitiedepartementet
1970). The relevant part for rent issues is chapter twelve of the Land Code (“Hyra"). Since 1970,
there have been constant but minor changes in the private tenancy law (Jensen 2005). In Swe-
dish law, the tenant enjoys an extensive protection and landlords may terminate the tenancy
under special circumstances that are defined by law (Justitiedepartementet 1970, §§ 42-55). In
general, the landlord has to file a suit in the District Court to remove the tenant. Furthermore,
the tenant may lose their right of prolongation of the contract if the mutual trust between the
two parties has been eroded, for example by repeatedly delayed rent payments or other defaults
of the contract by the tenant. Apart from that, it is nearly impossible for the landlord to evict a
tenant out of their rented property. The tenant may even sublet the rented dwelling in case of a
temporary absence. Furthermore, there is the possibility for tenants to swap dwellings with each
other. Short term tenancies cannot be enforced (Jensen 2005; Jéhannsson 1998).

The basis of the Swedish rent regulation is the Principle of User Value (“bruksvardesprin-
cipen”). It means that rental dwellings with the same utility value should have the same rent.
Thus, rents must not be higher than the average rent for a dwelling that is comparable in terms
of condition, size and location. If a rent exceeds the rate, tenants have the right to lower the
rent through court or Rent Tribunal decision. The rent level is determined by the Associations of
Landlords and Tenants. The comparative amount of fair rent is calculated with rents for dwellings
owned by municipal housing companies (Jensen 2005). Thus, rents are determined by govern-
mental institutions rather than by market developments.

A new law was introduced by the Conservative government in 2011 and changed the way
comparative rents were calculated. It is widely considered an important step towards market
rents since before the comparable rent used to be determined by the Association of Landlords
and Tenants more or less freely. The changes were outlined in a government declaration of 2010
(Regeringens proposition 2009/10:185). According to the new law, rents for municipal dwellings
are no central landmark for fair rents in Sweden anymore. The utility value of a dwelling is now
determined by collectively bargained rents, irrespective of whether the owner is a municipal
housing company or a private landlord. Furthermore, the new law declares that rent levels that
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are considerably below the new comparable rates of dwellings can be adjusted (Socialministerum
3/4/2011).

Switzerland

The Swiss Code of Obligations (SCO) integrated tenancy law in 1881. Under this law, private
tenancies the legal contract standard, the termination of tenancies and the responsibilities of
landlords and tenants were ruled. However, a deep regulation of rents and high standards of
tenure security were nonexistent. In 1911, a revision led only to minor changes. The rules of
1911 in the SCO were not changed until 1970. Yet, several temporary emergency decrees were
enacted in the years between 1911 and 1970 leading to a system of controlled rents and higher
tenure security. Therefore, the SCO was in force just in the periods of 1912 to 1914 and 1926
to 1936. In the meantime emergency laws and decrees modified the fundamental tenancy law
of the SCO. In 1970 any tenancy regulation in Switzerland was abolished. Thus, until 1972 no
regulatory rules for private tenancies - except the mentioned rules in the civil code - existed. In
those years , there existed no consequent rent regulation (Rohrbach 2012; Furrer, Vasella 2005).

In 1972, a new act (Bundesrat 6/2/1972) was enacted to strengthen tenants’ rights in Swit-
zerland. Its main goal was to prevent malpractices in the private rental market. Therefore, a fair
rent system was established. Swiss tenancy law had the aim of fighting abusively high rents.
Rents had to orientate at the local reference rent (Bundesrat 6/2/1972, §§ 14-15). Thus, rent
regulation in Switzerland followed the principle of comparable rents. Furthermore, index-linked
rent increases and stepped rents were allowed since they followed the principles of fair rents
(Bundesrat 6/2/1972, 8§ 11-12). In addition, the security of tenure was enhanced. Landlords
were not allowed to terminate a tenancy without having special reasons defined by law. Tenan-
cies limited in time ended automatically at the end of the term. However, these measures were
only applicable in regions with housing shortages. This was changed after long political debates
in 1986. The act was adopted in 1987. Since then, the regulation holds for the whole Switzerland
irrespective of housing shortages (Furrer, Vasella 2005; Rohrbach 2012).

In 1990 another great revision of private tenancy law took place when the former rules were
integrated into the SCO (Huguenin, Arnold 2014, § 253). Substantial changes of private tenancy
law, however, did not occur (Rohrbach 2012) and there were no significant changes of tenancy
regulation. Swiss rent regulation still follows a system of fair rents. As for the security of tenure,
the landlord may only give notice for several valid reasons such as non-payment of rents. Ten-
ancies limited in time ends at the end of the period without the landlord having to give reasons.

United States

In contrast to European countries there is not such a rich tradition of regulation of private ten-
ancy markets in the United States. However, there were times when private tenancies were
strictly regulated nationwide. Especially during the Second World War private tenancies were



38

controlled massively as a measure of national emergency. In the aftermath of the war the relax-
ation of housing shortages through construction lead to an abolishment of tenancy market reg-
ulation in the 1950s. Some cities like New York City almost maintained regulating private tenan-
cies (Gilderbloom, Ye 2007; Autor et al. 2014).

In the 1970s a movement towards tenancy regulation emerged in several parts of the United
States. The foremost strict rent control regimes were merely restricted to separate municipalities.
In those years rent control laws had been enacted in over 170 municipalities, especially in the
Northeast of the country and California (Keating, Kahn 2001). Most parts of the country’s private
residential rent market stayed, however, unregulated. Even during the peak of regulation in the
1970s only a minority of rented dwellings in the United States were regulated by a special rent
controlling law. The amount of controlled dwellings shrunk in the following decades due to a
countermovement towards less regulated markets. Tenure security stayed low as in most parts
of the United States (Dreier 1982). In the following, the regulation of rents and tenure security
for California as the largest state and Massachusetts as an exemplary state in the northeast of
the country will be analysed as a proxy for tenancy market regulation in the United States.

In California, rental market regulation came up during the 1970s when new construction
was low and rents were constantly high. Several cities implemented rent regulating rules in the
second half of the 1970s. Los Angeles - the largest city in California - introduced rent control in
1979. First, rents were frozen to their 1978 level for six months. After that, rent increases were
limited to a yearly growth rate of 7.6 percent. In 1982, the growth rate was dropped to around
5 percent. However, several exceptions were installed such as vacancies decontrol or single-
family house decontrol (Dreier 5/24/1997; Murray et al. 1988). Due to vacancy decontrol the
fraction of controlled dwellings in Los Angeles constantly shrank in the following decades. In the
rest of California rent regulation was installed in several municipalities at the end of the 1970s.
But a trend of deregulation started in the late 1980s in California. New laws such as the Ellis Act
from 1985 weakened the position of tenants in controlled dwellings. Nevertheless, the rent con-
trol system may have officially ended in 1995 when the Costa-Hawkins Rental Housing Act be-
came law. The bill permits all cities to decontrol vacant dwellings. Under this act all the predom-
inance of the strict rent control regimes in several municipalities in California (e.g. West-Holly-
wood or Berkeley) finally came to an end. As mentioned before, however, the decline of strict
rent controlling regimes had already started in the 1980s in California (Dreier 5/24/1997; Keat-
ing, Kahn 2001).

Until today, tenure security for controlled dwellings has been high. Several reasons defined
by law have to be fulfilled in order to evict a tenant at the end and during the period of payment.
But for uncontrolled tenancies tenure security has been low. For those tenancies, durations on
average are low since landlords just offer short time limited tenancies in order to avoid eviction
restrictions (Genesove 2003). If possible, landlords widely offer only those time limited tenancies
in California and the whole of the USA. Today, this is by far the most common tenancy form in
California. Landlords are not allowed to evict tenants without giving special reasons defined by
law during the term of the tenancy but can do so at the end of the agreed term without giving
reasons.

In Massachusetts rent control regimes were less robust and developed than in California.
Here, rent control regimes were only in action in Boston, Cambridge and Brookline by 1979 and
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hence not as widespread as in California. As a consequence, rental market regulation did not
play such a dominant role on the state-level in Massachusetts as in California. In Cambridge, the
strictest rent control regime was implemented starting in 1970. The control regime was made
up of tight rent level and rent increase ceilings. Furthermore, the transformation of rented dwell-
ings to condominiums was restricted. However, newly constructed buildings were exempted
from this rule in Cambridge (Dreier 5/24/1997; Autor et al. 2014). The Cambridge Rent Control
Board limited rent increases for controlled dwellings in the late 1980s to 0.85 percent of the
growth of consumption price inflation (Sims 2011). In Boston, a strict regulation of private ten-
ancy was implemented in 1970 as well. However in 1975 a law was passed that deregulated
controlled dwellings becoming vacant. Thus, the number of controlled rented dwellings shrank
stepwise from 100.000 to 35.000 in 1983 (Dreier 5/24/1997). The rent decontrolled sector was
regulated by a rent grievance system against excessive rent increases. In 1995, under the so-
called question-9 campaign any form of rent control was abandoned in Massachusetts after a
state referendum even though the fraction of controlled private tenancies was already low in
1995. In fact, less than 5 percent of all rented dwellings were controlled at that time (Dreier
5/24/1997). Today, regulation of tenancies is nearly non-existent in Massachusetts. Tenure se-
curity is therefore low and just guaranteed during the term of the tenancy.
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Appendix B: Time invariant country reports

The country reports are taken from three different sources. They are a snapshot of the regulation
of private tenancies at the second half of the past decade. The information on non-European
countries are from the website www.globalpropertyguide.com, which is also used by high
ranked international institutions such as the IMF and OECD (e. g. Global Housing Watch). In
addition, for European countries the work of the TenLaw Project of the University of Bremen'
and the Florence University (Schmid 2009) are used as reliable sources.

Argentina

In Argentina, initial rents are free to be negotiated between landlord and tenant. However, dur-
ing the contract rents may not be increased automatically by the rate of inflation or other variable
rates. Rent increases during the term have to be determined in the contract.

Tenancies may not last for less than two years and not for longer than ten years. Short term
year-to-year tenancies are not allowed. Instead, a minimum duration of two years is mandatory.
If the contract period expires, the landlord may repossess the dwelling without need of giving
notice.

Armenia

Tenants and landlords are free to negotiate the initial rent. During the period there exist no
special rules determining rent increases. Landlords and tenants are free to agree upon rent in-
creases during the contract period as well as upon the length of the tenancy.

Short term tenancies are allowed. Tenancies are automatically unlimited in time if tenant and
landlord do not determine a time limitation. Yet, in case of unlimited tenancies landlords are
able to evict the tenant without any reasons by giving notice three months in advance. During
fixed term tenancies landlords may evict tenants only by giving reasons.

Brazil

Landlords and tenants may agree freely upon the initial rent. Rent adjustments during the con-
tract period have to occur on an annual basis. Annual rent increases may follow official rates,
such as the consumer price inflation index but they may not exceed these indices. If there is no
annual adjustment rent determined in the contract, rents may be adjusted to fair rent levels

15 hitp://www.tenlaw.uni-bremen.de/brochures.html
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following the comparable rent approach. Negative or positive rent adjustments may be per-
formed the earliest three years after the start of the contract.

Rental contracts have to last for a minimum period of 30 months. After this minimum dura-
tion the landlord may repossess the dwelling without giving reason. If the landlord misses giving
notice at the end of the 30-month period, a tenancy unlimited in time starts automatically. Short
contracts of less than 30 months are allowed but not common. During the period or term of
tenancy landlords may evict tenants only by giving special reasons.

Chile

The rent may be negotiated and adjusted freely by landlord and tenant. There exists no real
tenure security. Landlords may terminate the contract by giving notice without giving reasons
but they need a judicial eviction by a notary.

China

Much stricter rent laws were abolished in the past decades. Initial rents and rent adjustments
during the period may be freely negotiated by landlord and tenants and have to be written down
in a contract. There are no time restrictions for private tenancies. However, most tenancies last
for around a year. During that term landlords may not evict the tenant without a special reason
such as non-payment of the rent. After the tenancy is over landlords may repossess the dwelling
without giving notice.

Colombia

Landlords and tenants may agree upon the rent freely if the monthly rent does not exceed the
upper ceiling of one percent of the value of the dwelling. Rents may be increased once a year
but the increase may not exceed the rate of the consumer price inflation for the last twelve
months.

There are no restrictions as to the duration of a tenancy. If nothing else is agreed upon,
tenancies last for one year. However, classic short term tenancies do not exist. Landlords are not
able to repossess the dwelling during and at the end of the contract without giving a special
reason. During the term only an essential breach of the contract by the tenant such as non-
payment of the rent allows landlords to give notice.
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Croatia

There does not exist any kind of rent control in Croatia. There are no restrictions as to the length
of the rent. Nevertheless, tenants do not enjoy any form of tenure security. Tenancies end auto-
matically at the end of a period. In case of tenancies unlimited in time and during an agreed
period, landlords may get repossession by giving a 30-day notice without giving a reason.

Czech Republic

Rents are controlled for the great majority of private residential tenancies. However, in the Czech
Republic vacancy and new construction decontrol is installed. Rents for controlled tenancies have
to follow strict rules of rent determination.

Tenancies are usually unlimited in time. Landlords may evict tenants for a severe breach of
the contract such as non-payment of rent and special reasons that are determined by law during
the period. For unregulated tenancies, short term tenancies are allowed. Landlords may get re-
possession of the dwelling at the end of a term.

Ecuador

Rents may not be determined freely by landlords and tenants. The government sets strict upper
ceilings for rents in many municipalities. The upper ceilings are calculated by the city council and
are orientated at the commercial costs of the dwelling. During the contract period landlords
need the governmental rent tribunal’s allowance to increase the rent. Higher costs of living are
no validate reason for rent increases.

There exists a minimum duration period of two years for all private residential tenancies. At
the end of the period landlords may get repossession of the dwelling by giving notice. No special
reasons are needed in that case. During the period landlords may only evict tenants for very
special reasons determined by law.

Egypt

Initial rents may be determined freely by landlord and tenant in Egypt. If both parties do not
agree upon the rent, the reference rent for similar rentals is the benchmark. During the tenancy,
the rent may be adjusted annually by the rate of the consumer price inflation. However, the
schedule of rent adjustments has to be determined in the contract.

There is no restriction of the length of residential tenancies. Short-term tenancies are allowed
and they end automatically at the end of the term. Landlords may give notice without giving
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special reason at the end of each rent paying period. During the term or payment period, land-
lords may only give notice under very special reasons. There exists an older, very strict rent and
eviction control law that only holds for the minority of contracts.

Georgia

Rents may be freely determined by landlord and tenant. Both initial rents and rent increases
during the contract period do not underlay any restrictions. However, rent increases have to be
reasonable. Private residential tenancies indefinite in time may be terminated by giving reason.
For those tenancies tenants do not enjoy any kind of tenure security. Therefore, the majority of
tenancies are time-fixed and end automatically at the end of the period. During the term special
grounds are required to end a tenancy. Thus, landlords may give notice during the term of ten-
ancy for special reasons that are defined by law.

Ghana

In Ghana initial rent and rent increases during the tenancy are not restricted at all. There are also
no time restrictions for tenancies. However, tenancies last for the advance payment rent pay-
ment period. Therefore, a usual private residential tenancy holds for one to three years. At the
end of the period the landlord may get repossession of the dwelling without the need of giving
notice. During the term landlords may terminate the contract under special reasons such as the
landlords’ own requirements.

Greece

There are no rules in Greek civil code that restrict the amount of rents for private dwellings in
Greece. Both the initial rent and rent adjustments are generally free from any regulation. Yet,
during the tenancy landlords and tenants have to specify any rent adjustments in a contract. If
there are no special agreements about rent adjustments, rents may be adjusted annually by two-
third of the consumer price inflation over the past twelve months.

Residential tenancies have to last at least three years. This minimum duration period solely
applies to the landlord. Tenants are able to leave the dwelling before the three-year-period has
ended. Contracts over three years or longer end automatically at the end of the term. Short-term
tenancies are not allowed. Tenants enjoy eviction protection during the term of the tenancy.
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Hungary

The rents of the majority of private residential tenancies are not regulated in Hungary. Thus,
initial rents may be freely determined by landlords and tenants. There are also no restrictions to
rent adjustments during the term unless both parties agree upon a new rent. In case there is no
agreement, a court has to decide on a rent adjustment. However, rents are strictly controlled for
special residences provided for example by the public sector.

Both time limited and time unlimited tenancies are accepted by law. In case of time limited
tenancies, landlords may terminate the contract at the end of the time period without giving
reasons. However, during the term tenants enjoy a certain level of tenure security. Before the
end of the term, landlords may only repossess the dwelling if there occur severe breaches of
contract such as outstanding rent payments. Tenancies that are unlimited in time, on the other
hand, may be terminated by both parties any time if nothing else is contracted.

india

The vast majority of private tenancies are so-called Lease and License Agreements (LLA). Rents
under these agreements are less regulated than the so-called Lease Agreements with their very
strict rent control laws. Under the LLA, rents are not regulated, the strict rent controls only apply
for private tenancies lasting longer than one year. Usually, the duration of private tenancies
under the LLA are restricted to eleven months. Initial rents and rent increases during the term
are not regulated by law for LLA tenancies.

There exists no tenure security under LLAs. As written above, the majority of tenancies are
short term tenancies. At the end of the time period landlords may repossess the dwelling without
any reasons. During the eleven months both parties may terminate the contract by giving notice.
Special reasons need not to be fulfilled. Nevertheless, the contract may include special conditions
for a termination during term.

Indonesia

Rents may be freely determined by landlords and tenants in Indonesia. Usually, tenants have to
pay the rent in advance for the full period the tenancy lasts. Rent increases can be made at the
end of every term. It is common that every third year there is an increase that may not be higher
than twenty percent of the past year’s rent.

Private residential tenancies usually last for one to three years. Landlords are not allowed to
terminate the contract without giving reasons before the end of the contract period. However,
there are no special rules considering tenure security or the length of private residential tenan-
cies. Both landlord and tenant are free to determine the conditions of the tenancy.
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Jamaica

Rent regulation in Jamaica is strict. Landlords have to ask a rent assessment board for rent per-
mission. The board determines an individual rent limit for the rented dwelling. The standard rent
ceiling orientates at the value of the living space. In 2007, the rent ceiling was at 7.5 percent
of the value. Rents may not be higher unless the board lifts up the ceiling. Yet, there is a tremen-
dous black market for rented dwellings at the luxury level which is not regulated.

Tenancies may be time limited and time unlimited. Short term contracts are allowed. During
the term, landlords may not evict tenants without giving special reasons that are defined by law.
However, tenants enjoy high standards of eviction protection even if the tenancy has ended.

Japan

Initial rents may be negotiated freely by landlords and tenants. Rents may be adjusted for several
special reasons, such as inappropriate rents due to changes in taxes, land and house prices or
rents of comparable dwellings in the same area. Both landlords and tenants have to agree the
adjustment of the rent.

Private residential tenancies are usually short termed and last for one or two years. Private
tenancies end automatically at the end of the term which means landlords need not give any
reasons to repossess the dwelling. During the term landlords may give notice for a breach of the
contract such as non-payment of the rent or for other special reasons that are defined by law.

Kenya

Rents and rent increases may be freely negotiated by landlords and tenants. There is no rent
control for the majority of rented dwellings. Exceptions are rented dwellings in the lower price
segment (monthly rent below 35 US Dollar).

Short term tenancies are allowed and mostly used in Kenya. Private residential tenancies that
last for more than one or two years are seen as long term tenancies. They end automatically at
the end of the term. During the term landlords and tenants may give notice for any reason three
months in advance. Landlords may get repossession of the dwelling faster in case of arrears or
non-payment of the rent.
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Korea

There is no rent control in South Korea at all except in the public housing sector that provides
housing for poor people. There exist different ways of renting in South Korea. The majority of
private tenancies are so-called Jeongsai tenancies. Here tenants give landlords the rent in form
of a deposit that usually amounts to 50 percent of the value of the property. At the end of the
contract the tenant gets the money back but without interest. There exist other forms of tenan-
cies such as the Wolse system. Here tenants give landlords a deposit to the amount of up to
twenty times the monthly rent and in addition pay a monthly rent. The amount of the rent
depends on the amount of the deposit.

Private tenancies usually last for one to three years. They end automatically at the end of the
agreed period of time. If landlords are not able to pay back the deposit to the tenant at the end
of the tenancy, tenants may stay in the dwelling for free until they get back their money. During
the term landlords may only terminate the contract for very special reasons.

Latvia

Initial rents may be determined by landlord and tenants without any restrictions. Rent increases
by landlords during the term are allowed, as well. Private residential tenancies are not controlled
in their length; any duration of tenancy is possible. If not otherwise agreed upon by landlord and
tenant, private tenancies are indefinite. However, landlords may terminate a private tenancy
without giving special reasons, they just have to follow a given notice period.

Lebanon

For rental contracts signed after 23rd July 1992 landlords and tenants are free to determine the
amount of the initial residential rent. Rent increases are not restricted and follow the guidelines
of the contracts. Tenants may prolong the duration of tenancies to up to three years if they wish.
Therefore, short term tenancies of less than three years are only possible if the tenant wishes so.
After the optional minimum duration of three years the landlord may end the contract without
needing special reasons. During the term, landlords may give notice only in case of a breach of
the contract. Contracts that were signed before 23rd July 1992 are intensely controlled in their
duration. Lifelong tenancies are possible under the old law.
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Lithuania

Initial rents may be negotiated freely by landlord and tenant. Rent increases during the term are
possible as determined by the residential contract. However, in case of a contract renewal ten-
ants may refuse the rent decided upon by the landlord and instead may go to court in order to
determine a new fair rent.

Tenancies may be short termed or indefinite in time. If not otherwise agreed upon, private
tenancies are unlimited in time. Tenancies may last for less or more than a year. Tenants and
landlords have the right to renew the tenancy to the old or new conditions if both parties agree.
Landlords may evict tenants only in case of a breach of the contract such as non-payment of the
rent.

Malaysia

Rents may be determined freely by landlords and tenants. However, tenants may go to court in
order to lower the rent to a reasonable level in case they think the rent is too high. Private
tenancies are not bound to any rules about the length of the tenancy. During the term landlords
may only evict in case of a breach of the contract. At the end of the term the landlord may end
the tenancy without the need of any special reasons.

Mexico

In urban areas such as Mexico City rents can be freely negotiated by landlords and tenants. Rent
increases have to be agreed upon in the contract. In general, rent increases are index-based, e.g.
based on the consumer price inflation. Tenancies may be time limited in Mexico City. They may
last from one to ten years. Landlords may not evict the tenant unless the tenant breaches the
contract such as with non-payment of the rent. At the end of the term, the landlord may repos-
sess the dwelling. In case of tenancies indefinite in time, landlords may terminate the contract
within two weeks without a special reason. However, tenants may stay in the dwelling until a
court decision that may take a long time, even up to several years.

Morocco

There exists no rent control in Morocco. Tenants do not enjoy any kind of tenure security. There
exist no rules for the length of a tenancy.
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Nigeria

There is no kind of rent control in Nigeria. Tenancies last as long as the prepayment period of
the rent. Generally, this is one to three years. During that term landlords cannot evict tenants
without giving very special reasons such as the damage of the dwelling through the tenant.

Pakistan

Tenancy law differs in several regions of Pakistan. In Islamabad, Capital Territory rents may be
freely determined by the two parties. Unless landlord and tenant agree differently, the rent in-
creases by 25 percent automatically every third year. Tenancies may last as long as tenants and
landlords have agreed upon. At the end of the agreed term, landlords may repossess the dwell-
ing. During the term landlords may terminate the tenancy for very special reasons such as non-
payment of the rent.

Panama

Rents may be freely negotiated by landlords and tenants in Panama. Rent increases can be freely
agreed upon by both parties. However, there exists a strict rent control law for low level rentals.
In practice, rent increases follow the index of consumer price inflation. In general, there is no
restriction in regards to the lengths of a tenancy. Both landlords and tenants may freely deter-
mine the duration of the tenancy. Landlords may not evict tenants during the term unless the
tenant breaks the contract. In practice, tenancies are time limited from three to twenty years.
There are strict rules such as a minimum duration period for rentals in the lower rent segment
of less than 150 US Dollar per month.

Peru

Rents may be determined freely by landlords and tenants. There exists no upper limit for rents
and increases have to be defined by contract. Otherwise, the rent will remain the same for the
duration of the tenancy. There are two types of tenancies in Peru, namely tenancies limited in
time and tenancies unlimited in time. Both tenancies are treated differently by law. Time limited
tenancies may not last more than ten years and end automatically at the end of the term. During
the term, landlords cannot give notice without giving special reasons such as outstanding rent
payments. In case of tenancies unlimited in time, landlords may end the tenancy by giving a
thirty days’ notice. There is no need for special reasons to be fulfilled.
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Philippines

There is no rent control in the Philippines. Private tenancies are generally indefinite in the lower
end of the market. Often contracts are just orally defined. However, landlords may not evict the
tenant without giving special reasons. In the luxury segment of the market, landlords may re-
possess the dwelling easier, depending on how it is defined in the contract.

Poland

In Poland, rents may be freely determined by landlords and tenants. The rent act of the year
2001 limiting rent increases to the consumer price inflation was abandoned by the constitutional
court shortly after it was installed. Since then, even rent increases have not needed to follow
special rules. In practice, rent increases are indexed to consumer price inflation.

Private residential tenancies can be limited and unlimited in time. Tenancies limited in time
may last no longer than ten years. If they do, they automatically transform to unlimited tenan-
cies. Reasons for eviction and the length have to be written down in the contract. There are no
limitations as long as those reasons do not get in conflict with basic rights. In case of a tenancy
unlimited in time landlords may not evict tenants without special reasons that are determined
by law.

Portugal

For Portugal, the new urban lease act of 2006 will be described here although there was a
tremendous liberalisation of the rental market in the aftermath of the European debt crisis. The
reason for that is that the analyses here just cover the regulation in 2010. According to the new
urban lease act of 2006, initial rents could be determined freely by landlord and tenant. Rent
increases generally follow an annual adjustment by the consumer price index.

Private tenancies cannot be shorter than five years unless the tenant wishes so. Landlords
may not terminate the contract during the first five years unless special reasons defined by law
are fulfilled. At the end of the first five years, the tenancy ends automatically in case of a fixed
term tenancy. In case of unlimited tenancies, landlords therefore have to give notice five years
in advance.

Romania

There exists no rent control for private residential tenancies. Thus, rents may be freely negotiated
by landlords and tenants. Rent increases may follow either the consumer price index or a pro-
gressive annual increase. Both can be stipulated lawfully in the contract. If no special clauses



50

considering rent increases are in the contract, landlords need a court’s permission to increase
the rent.

Tenancies may be limited and unlimited in time. Time limited tenancies end automatically at
the end of the term. During the term landlords may give notice just in case the tenants has failed
to pay the rent or breached the contract in other forms. Unlimited tenancies may be terminated
by giving notice with respect to special notice periods.

Russia

Rents are not regulated in Russia. Landlords may not adjust the rent more than once a year.
Private residential tenancies may be both limited and unlimited in time. In case of a tenancy
unlimited in time, landlords and tenants may end the tenancy for any reason. They just need to
give notice three months in advance. Tenancies with a fixed duration, however, may only termi-
nated by the landlord during the term in case of a breach of the contract such as non-payment
of the rent. At the end of the term the tenancy ends automatically.

Senegal

In Senegal, rents are officially determined by the government according to the market value of
the rented dwelling. Rents may be updated during the term only once in three years. If landlord
and tenant cannot agree on the increased rent, a court has to fix the new rent level. According
to the law, landlords may not increase the rent independently. However, in practice landlords
have much more power to set the rent by themselves.

Tenancies may last for at least three years or have to be unlimited in time. Private tenancies
with @ minimum duration of three years may be renewed for the same time period once the
term has ended. Time limited tenancies may not be terminated before the end of the term. At
the end of the term the tenancy ends unless tenants and landlords decide to prolong it . Tenan-
cies unlimited in time may be terminated by the landlord by giving a six months’ notice in ad-
vance. There is no need for any special reasons to be fulfilled in case of a termination of a tenancy
unlimited in time.

Singapore

There is no law regulating the amount of rent. Thus, rents may freely be negotiated by tenants
and landlords. However, rents of public housing dwellings for poor citizens are determined by
the government. There exists no regulation on the length or any termination rules for private
tenancies in Singapore. The rules for the tenancy have to be determined in a contract. Yet, basic
breaches of contract law such as non-payment of the rent allow landlords to evict the tenant. In
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case of time limited tenancies, landlords may give notice prematurely if they financially compen-
sate the tenant.

Slovakia

Apart from rental dwellings financed by public authorities, the rents of private tenancies in Slo-
vakia are not regulated. Rent adjustment rules have to be written down in the contract. Often
rent increases orientate at the development of the consumer price level. Tenancies in Slovakia
may be limited and unlimited in time. The duration of the tenancy may be decided freely by
landlord and tenant and has to be defined in a contract. Landlords may only give notice if special
reasons defined by law are fulfilled. However, tenancies limited in time automatically end at the
end of the term.

Slovenia

Rents may be determined freely by landlord and tenant in Slovenia but they have to be morally
reasonable. During the term, rents may be adjusted following the development of an index such
as the consumer price inflation. Tenancies may last for as long as both landlords and tenants
wish. During the term, landlords may not give notice unless the tenant has breached the contract
by e.g. not paying the rent. Tenancies that are limited in time automatically end at the end of
the term.

South Africa

Rents may freely be negotiated by landlord and tenant. However, highly unreasonable rents may
be questioned by the tenant in court. The court can lower the rent if the file of the tenant is
reasonable. There are time limited and time unlimited tenancies in South Africa. Time limited
tenancies may be short termed. Landlords may not evict the tenant during the term of a time
limited tenancy. At the end of the term, landlords may repossess the rented dwelling without
needing to give reasons. However, the time limited tenancy automatically turns into a periodic
(unlimited) tenancy if the tenant stays in the dwelling after the time limited tenancy has ended
and the landlord has not given notice. Periodic tenancies, however, may be terminated without
giving reasons one month in advance.
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Sri Lanka

Rents for tenancies that do not fall under the Rent Act are not regulated in Sri Lanka. The vast
majority of rented dwellings is not covered by the Rent Act that came into force in 1972 and
was amended several times. Rent increases may be freely determined by landlords and tenants.

Tenancies may be limited and unlimited in time but are usually the latter. Then, landlords
may give notice without giving reasons one month in advance. If tenancies are limited in time
they are called leases. Leases are not bound to an upper or lower time period. A lease may not
be terminated by landlords during the term unless tenants breach basic terms of the contract
such as non-payment of the rent.

Tanzania

Rents are not regulated in Tanzania. The Rent Restriction Act of 1984 under which rents were
regulated was repealed. Since then, there exists no law regulating rents which are usually paid
in advance for the period the tenancy lasts.

The period a tenancy lasts depends on the coverage of the rent in advance payments. Thus,
when rent payments cover the rent for the upcoming year, the notice of eviction has to be given
one year in advance. Landlords do not need to give any reason in order to repossess their dwell-

ing.
Thailand

Rents may be negotiated freely by landlords and tenants in Thailand. Usually, rents stay un-
changed for the whole duration of the private tenancy. Rent increases fall together with a re-
newal of the contract.

There are no rules for the duration of tenancies. Most tenancies last for up to a year. Land-
lords may repossess the dwelling at the end of the period by giving notice. Special reasons need
not to be fulfilled. During the term, landlords may evict the tenant only for special reasons such
as non-payment of the rent.

Tunisia

Rents may be freely negotiated by tenants and landlords in Tunisia. Both the initial rent and rent
adjustments during the term are not bound to any upper limits. There still exists an old rent act
of 1976 that holds for some old tenancies from the 1970s. However, the vast majority of rented
dwellings does not fall under the old rent act.
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The duration of tenancies may be freely agreed upon by both parties. During the term, land-
lords cannot evict the tenant unless the tenant commits a breach of the contract, e.g. non-
payment of the rent. At the end of the agreed term, landlords may get repossession of the
dwelling without the need for special reasons.

Turkey

Initial rents and rent increases may be freely agreed upon in Turkey. However, if both tenants
and landlords cannot agree on an updated rent, the court may determine the rent considering
the comparable rent.

Tenancies may be time limited and time unlimited. Tenants and landlords are free to stipulate
the duration of the tenancy. Usually, a tenancy lasts for one year. At the end of the term, the
landlord may get repossession of their property without giving any reasons. If the landlord does
not give notice at the end of the term, the tenancy automatically renews with the same condi-
tions and the same time period. During the term, landlords may not evict tenants without giving
special reasons defined by law. For tenancies unlimited in time, tenants cannot be evicted unless
special reasons are fulfilled that are defined by law.

Uganda

Rents can be freely determined by landlords and tenants. There are no upper limits for rents.
There is no regulation of the duration of tenancies. Usually, they last for two to three years.
Landlords may get repossession of the dwelling without giving any reasons if they give notice
three months in advance. There are no tenant protection laws.

Ukraine

Rents for privately rented dwellings may be freely negotiated by landlords and tenants. In gen-
eral, rent increases follow periodical adjustments. Rent adjustments during the term, however,
are not regulated by law.

There are no special rules for the duration of tenancies. Tenancies may be time limited as
well as unlimited in time. Time limited tenancies end automatically at the end of the term. Land-
lords need not give notice. During the term, landlords may evict the tenant only for special rea-
sons, such as rent payment failures by the tenant. Tenancies unlimited in time may be terminated
by the landlords by giving notice three months in advance. Special reasons need not to be ful-
filled.
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Uruguay

The initial rent may be freely agreed upon by landlord and tenant in Uruguay. Rent increases are
not regulated for dwellings built after 1968. Rent increases for rented dwellings built before
1968 have to follow the development of consumer prices.

Tenancies are time limited in Uruguay. They may not exceed a term of 15 years. Under the
unregulated regime, tenancies end at the term if landlords give notice six months before the
contract ends. Otherwise, there is a one-year notice period. For regulated dwellings, a minimum
duration of two years plus one is compulsory. At the end of the term, the tenancy ends auto-
matically.

Vietnam

The rent may be freely negotiated in Vietnam. There can be a rent increase at the end of the
term when landlord and tenant have to negotiate on the terms of a new tenancy. They are not
bond to any regulations. Rents are usually paid in advance for the whole length of the tenancy.
Private tenancies may last as long as both parties agree upon. Tenancies end automatically at
the end of the term. Tenants may renew the tenancy if they inform the landlord within a month
before the contract expires.
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3 The Regulation of Private Tenancies — its Determinants

Abstract

The aim of this chapter is to detect the determinants of private rental market regulation along
three different theories, namely the legal origin theory, the political power theory and the role
of culture. The underlying dataset covers rental market regulation in 66 countries. The analyses
show a robust and significantly positive relation between French legal origin and the level of
tenure security, especially in economically more developed countries. Countries with a Protestant
tradition, however, feature a lower level of tenure security. Yet the relationship of religion and
the tenure security laws index is not perfectly robust. Furthermore, the political power theory
holds only for the richer countries. Here, the share of leftist and centrist parties in power is
positively related with stricter tenure security laws. Finally, the regulation of tenure security is
correlated with other domains, such as labour market regulation. Considering the level of rent
regulation, however, none of the given theories hold up. This may be due to the broad conver-
gence towards less strict rent control in the past decades.

3.1 Introduction

The goal of this chapter is to analyse the basic driving forces of rental market regulation. So far,
literature about the drivers of private rental market regulation has been very rare. This is insofar
surprising as rental market regulation has been an important topic in economic policies in mod-
ern times. Furthermore, the vast majority of economists believe that regulating tenancy markets
leads to painfully distorted rents that may cause inefficiencies on housing markets, e.g. housing
shortages (Hayek, Pennance 1972).

Yet there exists a rich body of economic literature on regulation of other domains, such as
labour markets and its determinants. Most of these studies were written in the context of the
legal origin theory (La Porta et al. 2008; Deakin et al. 2007) in the last decade. This literature
will be the foundation of this chapter, especially the work of Botero et al. (2004) may be seen
as a template. The central question here is to unveil why regulation differs between countries.
The aim is to uncover the basic determinants of rental market regulation using the time-invariant
country sample that covers 66 countries'®. To reach the designated target the shortened rent
laws index and the tenure security laws index will be analysed along three theoretical approaches
of institutional economics, which are the legal origin theory, the political power theory (Botero
et al. 2004) and the role of culture (Stulz, Williamson 2003).

The results of this chapter can be summarised as follows. Firstly, legal origin, political power
and religion as a proxy for culture cannot properly explain the differences of rent control over
the country sample. However, the evaluation of tenure security comes up with a number of
different results. Legal origin, religion and political power may significantly influence the level of

16 Please see chapter 2 for more information.
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tenure security. French legal origin is the most robust determinant. It falls together with higher
tenure security. Protestantism shows a weaker relationship with tenure security. It falls together
with lower tenure security. The share of left and centre parties in power from 1975 to 2010,
however, is only significantly correlated with stricter eviction control for more advanced econo-
mies. Finally, the level of tenure security significantly correlates with the regulation in other do-
mains such as labour market regulation.

The next section presents a short literature overview of some work in public and institutional
choice theory that is relevant to this topic. Subsequently, the three theoretical approaches are
explained. Then, the main empirical analysis tests the theory on the basis of the time-invariant
dataset. This is followed by a conclusion.

3.2 Literature overview

In theory, there exist different opinions about what determines the level of regulation. On the
one hand, political power is seen as an important driver of regulation within a society either
through elections or interest groups (Marx 1872; Becker 1983; Buchanan 1985; Olson 1993;
Botero et al. 2004). On the other hand, static factors such as the legal origin or the dominant
religious beliefs may determine the outcome and level of regulation (La Porta et al. 1998; Botero
et al. 2004; La Porta et al. 2008). In recent years, there has been a lack of analysis of the drivers
of regulation conducted in the field of rental market regulation. However, a throwback to the
last century brings some insights to light. According to the public choice theory agents may
influence political decisions, amongst others, through elections or by organising themselves in
interest groups. With respect to rental market regulation, agents may try to maximize their per-
sonnel utility with their voting decision (Mann, Veseth 1983; Epple 1998). However, voting be-
haviour is influenced by what people believe to be fair and moral between landlords and tenants
(Knetsch et al. 1984; Fallis 1988). The latter may be an explanation for the implementation of
fair rent systems.

The decisions of societies on how to regulate rental markets may also be influenced by eco-
nomic outcomes on housing markets. For example, Mann and Veseth (Mann, Veseth 1983)
showed that there is a link between housing market developments and the public choice on rent
regulation. Looking at the election in Seattle of 1980, they showed that high mortgage rates,
high housing costs in relation to rents and shrinking vacancy rates may fuel rent control referen-
dums and stricter rent regulation. According to Tobin (Tobin 1970), higher price elasticities on
rental housing markets can encourage less regulation. Hence there may be a reinforcing loop
between stronger regulation due to lower supply of rentals and lower supply due to stronger
regulation. However, Schmid (2009) emphasizes that political motivations rather than market
developments are central drivers of tenancy law.

The literature on legal origin addressed regulation in other domains over huge country sam-
ples. Private rental market regulation has not been included in these studies, yet. Nevertheless,
the literature on legal origin and regulation developed a rich body of scientific tools and tech-
niques that will be used in this chapter to analyse the determinants of private rental market



57

regulation from a macroeconomic perspective (La Porta et al. 1998; Djankov et al. 2002a, 2002b,
2003; Botero et al. 2004).

3.3 Hypotheses

There is a rich tradition of tenancy market regulation in advanced economies. The origins of
modern rental market regulation may be roughly located at the beginning of the 20" century.
Back then a strongly growing urban population, increasing poverty and the First World War led
to precarious living conditions for many people. The imbalance of power between landlords and
tenants and the growing sensitivity for human basic needs changed the view of property on
rental markets in many countries. By the end of the First World War many European countries
had installed very strict rent control regimes to address these issues.

In general, the theory of regulation is based mostly on the assumption of market imperfec-
tions that can be corrected by market interventions. In the case of private rental markets this
implies that there are economic rents in the relationship between landlords and tenants, and
that one party may abuse the other party to extract more rents. This would cause both ineffi-
ciencies and unfairness (Botero et al. 2004). Landlords, for example, may demand too high rents
or threaten tenants with eviction, hence taking advantage of tenants’ moving costs or housing
shortages. Landlords could also discriminate against tenants because of their descent, sex or
other personal characteristics.

Usually, the regulation of private rental markets aims at protecting tenants from landlords.
There is a range of different interventions. The following analysis, however, will solely focus on
rent control and tenure security since these have commonly been the principal fields of interest
for regulators. Economic literature has classified three forms of rent regulation as first- and sec-
ond-generation rent control and tenancy rent control'” (Arnott 1995, 2003).These forms cover
nominal rent freezes, real rent freezes, rent level control and initial rent decontrol. As far as the
security of tenure is concerned, minimum duration terms, short term contracts or strict eviction
rules are often used forms of intervention (Basu, Emerson 2000; Whitehead, Scanlon 2007; Mora
Sanguinetti 2010; Scanlon, Kochan 2011). The rent laws index and the tenure security laws index
cover these key interventions in private tenancy markets and were presented in detail in the
second chapter. These two indices are used here as a proxy for the intensity of private rental
market regulation.

To detect the basic determinants of rent regulation and tenure security three main theories
- the legal origin theory, the political power theory and the impact of culture - will be tested.
Furthermore, the impact of significant economic and social developments such as the income
per capita or the urbanisation rate will be tested as determinants of regulation. In the following,
the mentioned theories will be shortly illustrated.

As Botero et al. (2004) put it, the legal origin theory plays a significant role in the discussion
of institutional evolution. The legal origin theory classifies two major legal traditions, namely the

"7 In this book, tenancy rent control regimes are seen as a specific case of second-generation rent con-
trol.
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common law that emerged in England'® and the civil law that evolved from Roman law in West-
ern Continental Europe. The origins of these legal traditions may be dated back until the 12
century. Both were implemented in Europe and the rest of the world by conquest and coloniza-
tion (La Porta et al. 2008). In the 19" century, civil law was implemented in continental European
countries such as Germany and France. This legal origin is characterized by a greater role of
substantive and procedural codes. However, judicial discretion, its independence and the role of
juries are less prominent than in common law shaped legal systems. Common law favours the
importance of decision-making by juries and independent judges. Judicial discretion plays a much
more solid role than the code (Botero et al. 2004; La Porta et al. 2008). In addition to French
civil law and common law, German civil codes became dominant in Germanic European countries
such as Germany or Austria and some Asian countries such as South Korea and Japan. In con-
trast, the Scandinavian interpretation of civil codes are limited to the Nordic countries in Europe.
The newest legal tradition emerged in the sequel of socialism. Socialist law was introduced in
the majority of countries of the Warsaw Pact dominated by the Soviet Union (Djankov et al.
2002a; Botero et al. 2004, La Porta et al. 2008).

Considering the regulation of private tenancy markets legal theory predicts three assertions
following the principles given by Botero et al. (2004). First, it states that civil and socialist law
countries would regulate rents much stricter than countries with common law origin since com-
mon law gives the freedom of contract a greater priority. Second, for the same reasons legal
theory predicts that common law countries offer a lower security of tenure than other legal
traditions. Third, it argues the level of rent regulation and tenure security should correlate with
the regulation of other domains in the same country. These three predictions will be tested in
the following section.

The political power theory predicts that private rental market regulation depends primarily
on who holds the political power within a country. Political power may emerge in two different
ways. On the one hand, political decision making predominantly consists of elections assigning
power to the party that acquires enough votes for ruling and shaping the law. On the other
hand, laws are shaped dominantly by interest groups (Stigler 1971; Posner 1974, Becker 1983;
Peltzman 1989, Botero et al. 2004). According to the electoral version of the political power
theory, tenancy law is more protective of tenants when a left-wing dominated government is in
charge, with rent control being stricter and tenure security being higher. By contrast, conserva-
tive parties in government are more in favour of less regulated rental markets. As for the interest
group version, rental market regulation is shaped by interest groups such as tenants’ or land-
lords” associations. However, those in power may be limited by institutional checks and balances
(Buchanan, Tullock 1962). In contrast dictatorships are less limited in power than democratically
elected governments. According to Botero (2004), dictatorships will produce more redistributive
and interventionist laws and institutions. In other words, the higher the level of checks and bal-
ances such as legislative constraints or constitutions the lower is the level of intervention
(Djankov et al. 2002b, 2003; La Porta et al. 2008).

In addition to political power and legal origin cultural aspects such as religion may play a
significant role in determining the economic status of a society and hence also its regulation.

'8 Therefore, common law is also known as English legal origin.
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Religion is a product of peoples’ view of values within their society and therefore shapes the
daily business within a country. Thus, religion may serve as an adequate proxy for culture. The
exploration of the relationship of religion, culture and economic outcomes has a long tradition.
Almost one hundred years ago, Max Weber (1922) as one of the first modern social scientists
emphasized the connection between religion and economic growth. According to North (1990),
culture is the source of constraints for societies and individuals.

Recent work (Stulz, Williamson 2003; Licht et al. 2005) underpins that culture matters for
the outcome of institutional designs and regulation. Using the example of finance, Stulz and
Williamson (2003) postulate three channels through which culture affects economics. According
to the authors, culture has a bearing impact on societies’ values, its institutions and the allocation
of resources within the economy. More concretely, they identified religion as a significant driver
for the reqgulation of creditor rights. According to their study, the impact of religion on creditor
rights is statistically greater than legal origin or the openness to international trade. They show
that predominantly Protestant countries protect the rights of creditors more than Catholic coun-
tries. Having these results in mind, countries with a Protestant history supposedly prefer less
regulation on private rental housing markets than countries without a Protestant tradition since
people in these countries put more emphasis on private property.

3.4 Data

In chapter 2 a new dataset has been constructed that quantifies the regulation of private tenan-
cies in 66 countries. The measures cover two areas of rental market regulation: the regulation
of rents and the warranty of tenure security. To achieve the goal of a comprehensive character-
ization of rental market regulation, laws directly affecting rent pricing and the security of tenure
security have been analysed. Finally, the information results were transformed into the rent laws
index and the tenure security laws index. Both indices and their composition are described in
more detail in chapter 2 of this book.

To test for legal origin theories, the information on legal origin and the regulation of labour
by Botero (2004) are used. The dataset covers all the here 66 countries contained in the time-
invariant rental market regulation index. Legal origin is divided up into five categories: common
law, French legal origin, German legal origin, Scandinavian legal origin and socialist legal origin.
The latter covers countries that were heavily influenced by the socialism of the Eastern bloc and
communism. There are three variables that reflect aspects of political power theories. The data-
base of political institutions by the World Bank (Beck et al. 2001) is the central source for data
on political parties. Using this database, the fraction of years between 1975 and 2010 is com-
puted when the country’s chief executive and the legislature were left-wing or centrist. Further-
more, union density - the total workforce affiliated to labour unions in 1997 - is used as a proxy
of the mobility of tenants to fight for their rights (Botero et al. 2004). In order to measure the
impact of political constraints on regulation activities the share of politically divided governments
between 1975 and 2010 are used (Beck et al. 2001).
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Variables that cover the dominant religion within a country are taken from the work of
Djankov et al. (2007). The data permits breaking up the country panel into groups with
Protestant, Catholic, Orthodox, Buddhist, Hindu, Muslim and atheist tradition. Furthermore,
some control variables are generated to cover the grade of economic development and demo-
graphic aspects. First, the per capita GDP in 2010 is used for economic development (Botero et
al. 2004). Second, the population density and the urbanisation rate are used as proxies for the
demographics in a country and the tenseness within the housing market. Finally, several
measures of regulation are taken from other domains that have mainly been published under
the umbrella of legal origin theory (Djankov et al. 2002b, 2003). Table 3.A1 in the appendix gives
an overview of the outcomes rent laws and tenure security laws indices, the religion and the
political party in power, both for individual countries and for different groupings such as high
and low income countries.

3.5 Testing the theories

The following tables present the regression results for the various factors that may influence the
level of regulation of private rental markets. Throughout all regressions the level of income per
capita is included as a control variable in order to check for income effects on regulation. In table
3.2 the relationship of rental market regulation and legal origin is examined for the country
sample. The results show that legal origin matters for the security of tenure but not for the level
of rent regulation. Considering tenure security laws, only countries with French legal origin pre-
sent a significantly higher level of regulation. They have a 0.24 points higher index than common
law countries. Countries with German, Scandinavian or socialistic legal origins do not feature a
significantly higher index value of tenure security laws than countries with a tradition of common
law.™

As far as rent control laws are concerned, the picture is different. Legal origin does not sig-
nificantly matter for rent control. An explanation may be that there exists a strong believe among
most economists that strict rent control regimes provoke inefficient market outcomes. Alston et
al. (1992) show that the vast majority of economists has a negative view on rent regulation. This
strong believe may have influenced politics in the past decades significantly. As discussed in
chapter 2, reviewing the past decades in developed countries shows that especially rent laws
were deregulated regardless of their legal origin. In total, the connection between legal origin
and rental market regulation is significantly weaker than the relationship of legal origin and
labour market regulation (Botero et al. 2004).

Table 3.3 addresses the impact of religion on rental market regulation. Religion is used here
as a proxy for culture. There is no significant impact of religion on rent regulation. However,
there exists a significant relationship between Protestantism and tenure security laws while con-
trolling for income per capita. The regression shows that protestant countries have a 0.21 points
lower tenure security laws index value. The result of the regression underpins the work by Stulz

' The explanatory power of the regression with tenure security laws as the dependent variable is on a
comparatively solid level with R? equalling 0.3 percent.
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and Williamson (2003) and Djankov et al. (2007) that countries with Protestantism as the domi-
nant religious paradigm respect private property more.

Table 3.4 shows the relationship of rent and tenure security and political power, holding GDP
per capita constant for all countries of the panel. The regression results do not hint to any sig-
nificant impact of politics on the regulation of private tenancy markets. The cross-country anal-
ysis cannot attest a connection between the share of leftist parties in governmental responsibility
and the level of regulation. This is a surprising result since rental markets were often an object
of dispute between parties before elections. Moreover, there does not seem to be a connection
between labour union densities as a proxy for the level of tenants’ organisations and the strin-
gency of rent and tenure security laws. The same is true for constraints of government such as
the mean level of the share of divided governments from 1975 to 2010.

Table 3.5 presents a horse race between the seemingly relevant variables, namely religion
and legal origin. Furthermore, the rate of urbanisation and the population density are used her
as further control variables in addition to GDP per capita. The regression result confirms that
there is no significant relationship between religion and legal origin on the one side and rent
control on the other side. However, the relationship between the level of tenure security and
religion and legal origin is still significant. The significance level and the impact of Protestantism
and French legal origin on tenure security laws are more or less equal to the estimations made
before.?® The two control variables population density and the urbanisation rate are not signifi-
cant here. This is surprising since one would expect that more densely populated countries or
countries with more densely populated areas such as cities have traditionally more precarious
housing situations which could foster a stricter rent and eviction control.

GDP per capita is highly significant throughout all estimations. It shows a positive relationship
with rent and eviction control. This confirms the work of Botero et al. (2004) that richer countries
have more generous social security systems, in this context more protective tenure security laws
and stricter rent regulation. The relationship is even stronger and more robust between income
and the level of guaranteed tenure security by law. This is in contrast to the well-known efficiency
theory predicts that rich countries regulate less since they have less fault-prone markets (Botero
et al. 2004). However, these results should be interpreted with some caution since rental market
regulation underwent a liberalisation in the past decades especially in more advanced countries.
Taking the interaction of regulation and income into account, an instrument variable estimation
(Cameron, Trivedi 2005; Baum 2006, Stata Corporation 2007; Wooldridge 2007) underpins that
income per capita may be treated here as an exogenous variable?'.

Dividing up the country sample into poor and rich countries delivers some additional insights
on the basic determinants of rental market regulation. Looking at the two groups of countries
may be interpreted as a robustness check for the earlier estimations. The results are presented
in the tables 3. A3 to 3. A6 in the appendix of this chapter. They show the following: First, the
significance of French legal origin for tenure security laws is very robust for rich countries. For
the poor country group, the connection is statistically weaker, and becomes insignificant if

22 The explanatory power R? of religion and legal origin for tenure security is on a serious level of 0.37.
21 A 2SLS instrument variable estimation and tests for exogeneity are presented in table 3. A2.
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French legal origin is estimated together with religion, the share of leftist government and the
three control variables. Second, the negative impact of Protestantism on the level of tenure se-
curity turns out to be weak for both groups. It becomes insignificant if it is estimated together
with the share of leftist parties, legal origin and the control variables. This is surprising since it is
significant for the whole country sample. Third, the share of left-wing and centrist parties in
power between 1975 and 2010 is significant for a higher level of tenure security if the rich
country group is considered. Fourth, the rate of urbanisation is significant for the level of tenure
security in the poor country panel. A one percentage point higher urbanisation rate falls together
with a 0.01 higher tenure security laws index. Urbanisation has an even greater impact than
French legal origin here. Finally, with respect to rent control, no additional significant connec-
tions can be detected.

3.6 Regulation in different domains

According to Botero et al. (2004), societies regulate different domains similarly even if the tar-
geted areas are completely unrelated. This is a central aspect of the legal origin theory that
implies that e.g. rental market regulation is similar in its strictness to the regulation of labour for
the same country. Thus, regulatory composition is pervasive across activities. Botero at al. (2004)
argue that societies have individual regulatory styles influenced by their legal systems. That
means that significant correlations between rental market regulation and regulation in other
domains may be a hint to a connection of legal origin and the degree of rental market regulation.

The comparison of rent and tenure security laws with other domains partially supports the
mentioned theory. Table 3.6 shows the pairwise correlations of the different indices. While the
regulation of rent loosely correlates with other domains, tenure security laws shows a significant
correlation with social security laws (Botero et al. 2004), the regulation of labour markets (Botero
et al. 2004) and legal formalism indices such as the ease of evicting a tenant (Djankov et al.
2002a, 2003)*%. In other words, rent regulation correlates much less with other domains than
tenure security laws. This is due to the decoupling of rent regulation from tenure security laws,
as mentioned above, the perceived ideal of decontrolled rents were implemented successfully
irrespective of the legal or regulatory tradition of the country.

The development of the rent laws and tenure security laws indices of the advanced economy
panel underpins that view. Table 2.2 in chapter 2 shows that the rent laws index has shrunk
much more than the tenure security laws index over the past decades. Furthermore, the regula-
tion of rents converged much stronger over time. Thus, not only the mean index value is much
lower in 2014 but also its variance is smaller than the corresponding values of the tenure security
laws index. This development shows that tenancy market policies are often applied solely to rent
regulation laws in advance countries. Yet tenure security has been addressed less by housing
policy in the past decades.

22 Note that the methodology of the indices may deviate across the here cited studies on legal origin.
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3.7 Conclusion

This chapter shed light on three central theories of requlation: the legal origin theory, the political
power theory and the theory about the impact of culture on the shape of regulating. The results
show a divided picture: While the level of rent regulation cannot be explained by any of the
mentioned theories, a connection of legal origin, political power and culture may be detected
for tenure security laws. The regressions show that the level of rent control and tenure security
is positively related to the level of GDP per capita even though its impact is moderate.

As for rent control laws neither legal origin and political power nor religion significantly ex-
plain the level of rent control in the country panel. An explanation may be that there exists a
strong believe in most countries that strict rent control regimes provoke inefficient market out-
comes. This belief may have lowered the level of rent control across legal and religious traditions.
Tenure security laws, however, show a significant and robust positive connection to French legal
origin. This connection is robust for rich countries but less so for poor countries. In countries
with a Protestant majority, on the other hand, there is a more distinct access of landlords to their
property through a lower level of tenure security. However, the robustness result is weak if the
sample is split into a rich and poor country group. Finally, the share of leftist and centrist parties
in power from 1975 to 2010 has a positive impact on the level of tenure security only for the
rich country group. The results depict that the impact of legal traditions and political power on
tenure security is much stronger in economically developed countries than in less developed
ones. This may be due to less developed political and legal structures in poorer countries.

Another important result is the correlation of rental market regulation with the regulation of
other domains. All of the chosen measures are taken from recent literature about legal origin.
While the regulation of rents does not correlate with any other domain the results of the pairwise
correlation show that tenure security laws correlate significantly with labour market regulation
and judicial proceedings. This shows that the national regulatory styles are pervasive across ac-
tivities in a country.
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Appendix C: Data table

TABLE 3.A1

MAIN INDICATORS BY COUNTRY

Share of leftist

Rgnt laws - Tenure §ecurity Log.GDP per Legal origin Religion or centrist
index laws index  capita 2010 Government
Argentina 0,50 0,75 8,89 French Catholic 0,42
Armenia 0,00 0,25 7,60 Socialist Orthodox 0,00
Australia 0,25 0,25 10,50 Common Protestant 0,44
Austria 0,00 0,75 10,60 German Catholic 0,81
Brazil 0,75 0,50 8,64 French Catholic 0,22
Canada 0,25 0,50 10,50 Common Catholic 0,61
Chile 0,00 0,00 9,06 French Catholic 0,58
Colombia 1,00 1,00 8,28 French Catholic 0,56
Croatia 0,00 0,00 9,26 Socialist Catholic 0,11
Czech Rep. 1,00 0,75 9,59 Socialist Athiest 0,67
Denmark 0,50 0,25 10,77 Scandinavian Protestant 0,42
Ecuador 1,00 0,75 8,09 French Catholic 0,53
Egypt 0,00 0,25 7,35 French Muslim 0,00
Germany 0,25 0,50 10,52 German Protestant 0,42
Finland 0,00 0,00 10,59 Scandinavian Protestant 1,00
France 0,25 1,00 10,47 French Catholic 0,42
Georgia 0,25 0,25 7,52 Socialist Orthodox 0,33
Ghana 0,00 0,25 6,41 Common Protestant 0,00
Greece 0,00 0,75 9,99 French Orthodox 0,58
Hungary 0,00 0,25 9,32 Socialist Catholic 0,89
India 0,00 0,00 6,94 Common Hindu 0,83
Indonesia 0,25 0,25 7,36 French Muslim 0,00
Ireland 0,50 0,75 10,75 Common Catholic 0,67
Italy 0,00 1,00 10,33 French Catholic 0,75
Jamaica 1,00 0,25 8,36 Common Protestant 0,67
Japan 0,50 0,25 10,50 German Buddhist 0,03
Kenya 0,00 0,00 6,37 Common Protestant 0,00
Latvia 0,00 0,00 8,99 Socialist Protestant 0,19
Lebanon 0,00 0,75 8,87 French Muslim 0,00
Lithuania 0,25 0,50 9,10 Socialist Catholic 0,25
Malaysia 0,25 0,25 10,08 French Muslim 0,00
Mexico 0,25 0,25 9,00 French Catholic 0,72
Morocco 0,00 0,00 7,76 French Muslim 0,42
Netherlands 0,75 0,50 10,68 French Catholic 0,31
New Zealand 0,25 0,25 10,23 Common Protestant 0,44
Nigeria 0,00 0,25 6,90 Common Muslim 0,00
Norway 0,25 0,50 11,10 Scandinavian Protestant 0,61
China 0,00 0,25 7,97 Socialist Athiest 1,00
Pakistan 0,00 0,25 6,62 Common Muslim 0,31
Panama 0,25 0,25 8,72 French Catholic 0,00
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Peru 0,00 0,25 8,18 French Catholic 0,42
Philippines 0,00 0,50 7,25 French Catholic 0,44
Poland 0,25 0,50 9,22 Socialist Catholic 0,83
Portugal 0,25 0,75 9,86 French Catholic 0,47
Korea 0,00 0,25 10,01 German Buddhist 0,33
Romania 0,00 0,25 8,64 Socialist Orthodox 0,58
Russia 0,00 0,25 8,76 Socialist Orthodox 0,11
S. Africa 0,25 0,25 8,68 Common Protestant 0,44
Senegal 0,75 0,50 6,69 French Muslim 0,72
Singapore 0,00 0,25 10,46 Common Buddhist 0,00
Slovakia 0,25 0,25 9,59 Socialist Catholic 0,28
Slovenia 0,25 0,25 9,87 Socialist Catholic 0,50
Spain 0,25 1,00 10,17 French Catholic 0,69
Sri Lanka 0,00 0,25 7,38 Common Buddhist 0,83
Sweden 1,00 0,75 10,71 Scandinavian Protestant 0,78
Switzerland 0,50 0,25 10,97 German Catholic 0,44
Tanzania 0,00 0,25 6,26 Common Muslim 1,00
Thailand 0,00 0,25 8,06 Common Buddhist 0,00
Tunisia 0,00 0,25 8,26 French Muslim 1,00
Turkey 0,25 0,25 8,97 French Muslim 0,25
UK 0,25 0,25 10,58 Common Protestant 0,50
USA 0,00 0,25 10,69 Common Protestant 0,44
Uganda 0,00 0,00 5,97 Common Catholic 0,14
Ukraine 0,00 0,25 7,59 Socialist Orthodox 0,31
Uruguay 0,25 0,75 8,84 French Catholic 0,17
Vietnam 0,00 0,25 6,80 Socialist Buddhist 1,00
Mean 0,23 0,38 8,92 0,44
Median 0,25 0,25 8,98 0,44
Rent Laws Tgnure Log GDP per Share of Igftist
Index Security Laws capita 2010 or centrist
Index Government

Data by GDP per capita

Below median: Mean 0,20 0,33 7,73 0,38
Median 0,00 0,25 7,76 0,33
Above median: Mean 0,26 0,42 10,12 0,49
Median 0,25 0,25 10,33 0,47

Data by left political orientation

Below median: Mean 0,17 0,31 8,62 0,18
Median 0,00 0,25 8,80 0,18
Above median: Mean 0,28 0,43 9,21 0,68

Median 0,25 0,25 9,45 0,67



Appendix C: Data table

English legal
origin:

French legal
origin:

German legal
origin:

Scandinavian
legal origin:

Socialistic
legal origin:

Protestant

Not protestant

Mean
Median

Mean
Median

Mean
Median

Mean
Median

Mean
Median

Mean
Median

Mean
Median

0,15
0,00

0,29
0,25
0,25
0,25
0,44
0,38
0,15
0,00

0,29
0,25

0,21
0,00

Data by legal origin

0,25
0,25

0,52
0,50

0,40
0,25

0,38
0,38

0,28
0,25

Data by religion

0,27
0,25

0,40
0,25

8,43
8,21
8,82
8,85
10,52
10,52

10,79
10,74

8,65
8,99

9,61
10,51
8,74
8,85

0,41
0,44

0,40
042
0,41
0,42
0,70
0,69
0,47
0,33

0,45
0,44

0,43
042
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4  Regulation of Private Tenancies - its Effects on Rents

Abstract

Using a new panel with data on private tenancy regulation in 18 advanced economies, two
models which analyze the effects of private rental market regulation on real rents are revisited.
This chapter shows that the quantitative analysis of the mentioned dataset mostly backs the
theory and has three main results. First, very strict rent control regimes do provoke lower real
rent growth rates than regimes with free rents. Second, tenure security plays a significant role
for the effects of second-generation rent control regimes on rents. The analysis shows that soft
rent control regimes with time limited tenure security and minimum duration periods may cause
higher rent growth rates than free rent regimes. Third, the data reveals that the mean real rent
growth is just slightly over zero for free rent regimes.

4.1 Introduction

One of the main questions in rental market economics is how rental market regulation affects
rents. Manipulated rents may cause tremendous distortions in (rental) housing markets. There
exists quite a rich body of economic literature addressing the problems that may arise through
this channel. To mention just a few, the problems are the deterioration of rented property due
to insufficient returns (Olsen 1988, 1969; Borsch-Supan 1986, Gyourko, Linneman 1990), a shift
of housing supply towards the ownership market (Turner, Malpezzi 2003), lower housing invest-
ments (Malpezzi, Ball 1993), housing shortages (Hayek 1972; Friedman, Stigler 1972) and a
higher immobility of households within an economy (Munch, Svarer 2002). This short overview
strengthens the suspicion that regulated private tenancies may cause economic damage through
a disturbed price (rent) channel.

This chapter will deal with the effects of rental market regulation and the price for rent-
ing. Unlike the vast majority of empirical rental market studies the here presented analysis follows
a broader approach, testing the effects of rent control and tenure security laws on the develop-
ment of real rents. The panel consists of 18 advanced economies analysed over the period 1973
to 2014. That means, a cross-market comparison is undertaken rather than a case study (Turner,
Malpezzi 2003). Therefore, the analysis may claim high relevance and generalisability since it
incorporates the richness of many country experiences with rental market regulation. However,
the examination heavily relies on aggregated data, averages and means. To some point the rich-
ness of details will be lost through this.

This chapter is the stringent sequel of the preceding two chapters. The analysis will focus on
the effects of first-generation rent control regimes, second-generation rent control regimes and
free rent regimes on the behaviour of real rents. Since there is a great variety of regulation types
within the group of second-generation rent control regimes the effects may vary from type to
type. Therefore, these regimes will be evaluated in more detail and largely independently of the
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experience with first-generation controls and rent free regimes. The differentiation will be made
along the different levels of tenure security. It is a valid assumption that different outcomes of
tenure security may manipulate the effects of second-generation rent control regimes differently
(Arnott 1995). Therefore, tenure security will play a crucial role in this analysis.

The results can be briefly summarized. First, it is featured that first-generation rent control
regimes fall together with lower real rent growth rates. This is in line with the conclusions of the
well-known basic textbook model of rent control (Mankiw 2012). Second, tenure security may
have a significant impact on the way second-generation rent control regimes work. The empirics
show that second-generation rent control regimes with eviction protection during the term and
mandatory minimum duration terms generate higher real rent growth rates than in rent free
regimes. Third, the rent free regimes do not show significant high real rent appreciation rates.
Instead, the data reveals that the mean real rent growth is slightly over zero for free rent regimes.

This chapter is structured as follows: there will be a brief literature overview of the economic
effects of rental market regulation. Subsequently, two models are presented that explain the
theoretical foundations of the effects of first- and second-generation rent control regimes in
comparison to free rent regimes. This is followed by a quantitative analysis beginning with the
presentation of the used data and concluding with the descriptive and econometric analyses.

4.2 Literature overview

There exists a rich body of studies on the impact of private tenancy regulation on rental housing
markets. They have dealt with the devastating effects of first-generation rent control regimes on
housing markets such as perpetuating shortages of rental housing, immobility, oppressed con-
sumer preferences, deteriorated housing stock and misallocation of resources through synthetic
rents that are pinned by law well below the market level (Hayek 1972; Friedman, Stigler 1972).
The classic supply and demand textbook model explains the distortive dynamics of first-genera-
tion rent control regimes of the interplay between the rent and the quantity of housing in a
simple but vivid way (Frankena 1975; Mankiw 2012).

The theoretic literature on the effects of second-generation rent control regimes is well de-
veloped. However, the opinions on its effects and justification are much more divers than the
theory of first-generation rent control. This is due to the wide range of varieties of what softer
regulation could look like. The regimes range from strict real rent freezes to loose intertenancy
decontrol systems or rent control regimes with loose tenure security. The latter has remained
sparsely addressed in economic literature up to now. There are just a few models that deal with
aspects of tenure security and its direct effect on rent dynamics as well as the quantity of housing
such as Mora-Sanguinetti (2010).

Assuming perfect competition, the majority of theoretical approaches stresses the distorting
effects of second-generation rent control regimes on rents and affordable dwellings (Sweeney
1974b, 1974a; Arnott 1987; Arnott et al. 1983). However, Olsen shows that softer regulation
regimes can stimulate maintenance via generous cost pass-through and a decontrol of higher
quality dwellings (Olsen 1988).
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Much more attention, however, is paid to models that deal with imperfect market conditions.
The number of models dealing with second-generation rent control regimes under the surface
of imperfect competition is growing. This is not only due to the great recession after 2008 and
the subsequent critique of modelling under perfect competition. According to Arnott (1995),
monopolistically competitive and contract models are the most relevant for the economics of
rent control. Monopolistic competitive models usually make use of search-based labour market
models (Arnott 1995; Pissarides 1990). Under these conditions, Arnott and Igarashi (Arnott, Iga-
rashi 2000) show that moderate rent controls may be beneficial while stringent rent controls are
hot.

The theoretical foundation of the so-called contract models is the inherent assumption of
asymmetric information. Generally, there exist at least two groups of tenants that are divided up
into ‘bad’ or ‘good’ ones for the landlords’ pursuit of maximized profit. The information asym-
metry emerges since landlords are not able to know a tenant’s ‘real face’ before the contract is
signed. As long as landlords may not correct their selection by evicting a ‘bad’ tenant immedi-
ately after finding out about their real character, the information asymmetries may fully materi-
alize. It is obvious that the level of tenure security plays a significant role for tenants and landlords
and thus for the market outcomes at this point.

In a world of information asymmetries and adverse selection, for example, Basu and Emerson
(2000) show that soft rent control regimes cause rental housing market inefficiencies through
higher rents and a shrinking rental market. Borsch-Supan (1986) comes to similar results with a
contract model that deals with asymmetric information. However, he declares that these results
are no indications for welfare losses. Hence, he shows that landlords and tenants may be better
off in terms of welfare. Arnott (1995), in turn, states the possibility of a well-designed rent reg-
ulation regime that improves market efficiency over the unrestricted market equilibrium.

Most empirical research on rental market regulation remains on a regional level. Often micro-
based datasets are analysed for one single town or county. Thereby, the majority of studies deals
with North American rental housing markets. Macroeconomically inspired cross-country studies,
however, have yet been scarcely published. According to Turner and Malpezzi (2003), empirical
studies can be divided up into two groups, namely the analysis of costs and benefits to individual
landlords and tenants and the analysis of whole market effects.

The foundation of static cost-benefit approaches usually is the display of discrepancies be-
tween controlled rents and free market rents. At this, the market rent for controlled dwellings is
estimated with the help of the rents for free rental market objects (Marks 1984; Fallis, Smith
1984, 1985). Turner and Malpezzi (2003) conclude that rent control may cause rents to be ten
to twenty percent under the market rent in the United Kingdom, Canada and the United States.
Studies on rent control in Spain (Pefa, Ruiz-Castillo 1984) and Egypt (Turner, Malpezzi 2003)
may detect even higher discrepancies. Other studies, turn their focus on the impact of rent con-
trol regimes on the mobility of tenants or the housing quality. Gyourko and Linneman (1990)
and Svarer and Munch (2002) show that (soft) rent control regimes with high tenure security
may encourage tenants to move less, instead staying longer in the rented dwelling. Further, most
studies detect a negative effect of rent control on the quality of housing (Olsen 1969; Gyourko,
Linneman 1990).



80

In empirical literature, less attention is spent on whole market effects of rent controls. So far,
only some essential work has been done in this field. Malpezzi and Ball (1993), for example, find
a dampening effect of rent controls on the investment in housing in a cross-country analysis
through inefficiencies in rental markets. Other studies focus on the effects of rent control on the
uncontrolled sector within one area. For New York City Early (2000) shows that rent control
regimes encouraged rents to rise in the uncontrolled sector. In turn, Lyyitikdinen (2006) estimates
the effect of the abolition of rent controls for Finland. On the basis of a micro dataset he shows
that the net benefits of lower rents for tenants due to rent control for tenants do not offset the
costs for landlords.

4.3 Theory

The different regimes of tenancy market regulation may cause a range of different effects on
rents and the housing market. For the very extreme outcomes, namely fully controlled rents (first-
generation rent control regimes) and completely liberated rents, economic theory offers the
standard textbook model that consists simply on demand and supply slopes. The model shows
in a simple manner how rent freezing under the market level causes inefficiencies and a lower
number of rented dwellings. The free market, however, works as the benchmark outcome with
pareto-efficient market rents. Its rents are generally higher than the freezed rents (Frankena
1975; Mankiw 2012).

Rent control regimes that do not belong to first-generation rent control regimes or free rent
regimes are called second-generation rent control regimes. Most of these regimes emerged in
the middle of the past century. However, the rent regimes that belong to this group may differ
tremendously and so do their effects on housing markets and rents. A proper model explaining
all of its economic effects does not exist yet. Second-generation rent control regimes are softer
rent control regimes. They usually allow landlords to adjust rents during or between tenancies
under certain conditions. These range from adjustments along the path of consumer price infla-
tion to intertenancy decontrol between tenancies. The latter is also called tenancy rent control
regime or third-generation rent control (Arnott 1995, 2003)*.

In the following, both the effect of first- and second-generation rent control regimes on rents
will be explained along two different theoretical approaches. As for first-generation rent control
regimes, a basic textbook model will be used. Since an adequate standard model for the effects
of second-generation rent control regimes does not exist the theoretical approach by Basu and
Emerson (2000) dealing with tenancy rent control regimes will be used here. The model that
considers information asymmetries and adverse selection mechanisms shows higher rents than
under the free market for rent regimes with a looser rent control between two tenancies but
strict rent control and high tenure security during the term.

3 Note for the wording: Second-generation rent control covers here all soft rent control regimes includ-
ing tenancy rent control regimes since these regimes all came up in the 1970s and 1980s.
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The role of tenure security is not profoundly addressed in economic theory, yet. Nevertheless,
tenure security may play an important role for rental housing markets (Arnott 1995). Often mod-
els just distinguish between full tenure security and no security at all. Most probably, tenure
security does not play a significant role in cases of nominal rent freeze and free rent regimes
since the path of rents will not change if tenants change. In softer regimes, however, the level
of security for tenants may play a significant role, especially when rents may be determined more
freely between tenancies. The theoretical approach of Basu and Emerson (2000) with its exten-
sion made by Mora-Sanguinetti (2010) take these aspects of tenure security into account and
offers a theoretical explanation for their effects on rents.

4.3.1 The theory of first-generation rent control regimes

The standard textbook model of rent control (Mankiw 2012) is probably the best known example
of price controls in economic literature. Figure 4.1 illustrates a conventional supply-and-demand
model that deals with the rental housing market. Of course, the here preferred approach is rather
an ad-hoc than an explicit model of housing market (Frankena 1975).Nevertheless, it is a well-
accepted way of illustrating the effects of strict rent control regimes leading to lower rents and
a shrinking supply. There exist many ways of giving the model a deeper theoretical foundation
and enhancement such as the introduction of quality adjustments or rent control as a revenue
constraint (Frankena 1975; Arnott 1995). Thus, to keep this work as simple as possible none of
these enhancements will be discussed here any further.

The assumptions here are the presence of homogeneous dwellings (constant housing ser-
vices per housing unit), a declining demand curve, an increasing supply curve, and a perfectly
competitive market. As the curves show, the scenario of a free rents regime leads to a pareto-
efficient market clearing with a rent that equals R* and a quantity of dwellings at Q*. The intro-
duction of a rent ceiling at R’ that is lower than R*, however, provides a pareto-inefficient com-
bination of both quantity and price. A strict nominal rent freeze causes a decline of the quantity
of dwellings from Q* to Q" in the long run that corresponds with the rent restriction at R". Fur-
thermore, there will be an excess demand for dwellings of Q*-Q". In a world of strict rent controls
an increase in demand would not lead to a higher supply. The quantity would be stuck at the
level Q* or Q" (long run) due to the rent restrictions.

According to Arnott (Arnott 1995), the fixing of rents below the market rent level has three
main effects. First, tenants who live in a rent-controlled dwelling benefit from lower rents and
long-term tenancies to the detriment of households looking for a proper dwelling to rent. Sec-
ond, landlords have to face lower returns on their rented dwellings and thus a fall in value of
their property. Landlords may lower maintenance expenses or could try to convert the rented
dwelling to owner-occupied housing. Third, the below-market rents leads to excess demand on
the rental market that may encourage mismatches between tenants and dwellings such as the
elderly widow that stays in a big flat even after the family has left while there is an acute housing
shortage. Further, excess demand may promote a series of inefficiencies throughout the whole
economy such as lower mobility within the labour force, a growing black-market for private
tenancies with higher prices for housing or more discrimination against certain households.
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Rent for housing unit
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Q" Q* Q' Quanti?iy
of housing

Source: Frankeena (1975), Mankiw (2012)

Figure 4.1 Simple Textbook Model of Rent Control

4.3.2 The theory of second-generation rent control regimes

The economics of second-generation rent control regimes are more complex to investigate. On
the one hand, there exists a wide range of different regimes that either differ clearly or only in
details. In addition, the level of tenure security may influence the effects of second-generation
rent control regimes. On the other hand, the market conditions such as perfectly or imperfectly
competitive markets may have a bigger impact on market results.

In the following, the model proposed by Basu and Emerson (2000) and its modifications by
Mora-Sanguinetti (2010) will be presented. The model helps explaining the effects of contem-
porary soft regulation regimes including the effects of tenure security. The basic model deals
with a strict intertenancy decontrol regime and high tenure security. The modifications made by
Mora-Sanguinetti widen the application of the model on contemporary rent regimes.

Basu and Emerson build a partial equilibrium model for the private rental housing market
where the market is confronted with information asymmetries between the agents — landlord
and tenants - and with adverse selection. The number of tenants may outnumber the number of
landlords. Thus, the model also allows for the analysis of market powers. The theoretical foun-
dation of the model is given by the ground-breaking work of Stiglitz and Weiss (1981) on asym-
metric information on the market of bank credits.

The tenants are of different "types’ according to the amount of time that they plan to stay in
a dwelling. All tenants of the same type are identical. It is assumed that every tenant knows the
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length of her stay. In contrast, landlords do not know how long a tenant will stay in the rented
dwelling, thus causing asymmetric information. In the basic model of Basu and Emerson, tenants
are secure against eviction, and hence they can determine the length of their tenancy.

The number of tenant types is n and indexed by {1, ..., n}. A fraction p; of all tenants is of
type | with all fractions summing up to 1. The indices refer to how long a tenant will stay in the
same dwelling before moving out into another. If t; represents the number of years a type i
tenant plans to stay in the same dwelling, then the following holds:

t, <t, <ty <<t 4.1)

According to Basu and Emerson, type 1 tenants are so-called restless souls. They change the
rented dwelling every year. Tenants of type n, however, will stay the longest. All the other types
are distributed between these two cases. The reasons for the differences in the length of tenancy
across types are diverse and can include preferences, professional career paths or family affairs.

One crucial assumption of the model is the presence of inflation, which decreases the pur-
chasing power of the rent the landlord receives every period. Moreover, due to rent control, the
landlord is not allowed to adjust rents during a tenancy. Let R denote the initial nominal rent (in
period 1) and assume that the inflation rate is given by (1-8). In addition, landlords value rents
they receive later less than rents they receive in the present. Therefore, a discount factor & is
introduced into the model. Hence, in real terms, the present value of sum of rent payments for
a tenant of type i is given by:

R(1+B6+[BS12 + (.) +[BS]'H) (4.2)

Once a tenancy ends and a new tenant takes over, the landlord can adjust the nominal rent to
compensate for the inflation-induced loss in purchasing power. Summing up the rent income
stream for an infinite succession of type i tenants, it can be shown that the landlord receives Ry,
where v; is given by:

v; = {1+ B85+ [B51> + (..) + [BS]H~1 + &tiv; } 4.3)

Then, the following holds**:

i <] then v; > Uj (44)

24 The proofs of (4.4) and (4.6) are transferred to the appendix of this chapter for clarity reasons.
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Furthermore, the expected present value of returns to the landlord is given by vy, if all tenants
of type i or above are available to get picked by the landlord.

Uiy = ;Cl=i< Pl >{1 + ﬂ(g + [ﬁ6]2 + () + [ﬁd]tk—l + 5tkv(i)} (4.5)

n
YiiPj

Here, p, is the probability that a landlord gets a type k tenant as a renter of the dwelling. Then,
the following holds:

i <] then U(i) > U(J) (46)

Follow Basu and Emerson, denote the expected present value for the landlord as a function
of the initial rents as V(R). It follows that the shorter a tenancy the higher is this present value of
the renting. Thus, the model gives implies that landlords would prefer tenants that stay for a
short time in order to maximise the (expected) present value of renting. This is due to the value-
eroding nature of inflation.

Basu and Emerson introduced adverse selection into their model through an endogenous
limitation of tenant types that are willing to rent. The idea is that renters may find it inappropriate
to rent if rents are too high. These tenants then opt out for other possibilities of living, such as
staying at their family home or entering the ownership market.

The adverse selection mechanism works as follows: Every tenant receives the same utility T
from renting a home. The outside option, however, offers a utility of NT. An agent of type i stays
in the rental market as a tenant if the difference of T and NT is equal or greater than the present
value of rent payments.

T —NT =D > Ry, 4.7)

Taking 4.4 and 4.7 together it follows that the short-staying tenants would leave the private
tenancy market first. It has to be noted that D/v, is the critical value at which the longest staying
tenant stop renting and leaves the rental market. From the paragraphs above it follows that:

V(R) reaches its maximum when R = UE (4.8)

n
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Let C denote the exogenously given costs that the landlord incurs when renting out a dwell-
ing (e.g. fees, administrative expenses or maintenance costs). In the original model Basu and
Emerson assume, that this cost C is constant?.

As a result of all the given paragraphs the following function holds for n = 4.

V(R) = vy if R <D/vy

V(R) = vy if D/vy <R < D/v,

V(R) = { V(R) = v if D/v; <R <D/vs
V(R) = v if D/vg <R < D/v,

V(R) =0 if Div, < R

According to the given set of paragraphs figure 4.2 illustrates the function V(R) as a thickened
black line. Under perfect competition all tenants are price-takers and landlords are in competition
to each other. The graph shows that under perfect competition there are two equilibria, at R*
and R’. According to Basu and Emerson, R* is the only competitive equilibrium if landlords may
deviate from equilibrium in both directions. They show this intuitively and through a game the-
oretical approach.

In a world of monopolistic landlords the market equilibrium rent would shift from R* to D/v,.
Here, only the tenants who want to rent a dwelling for four and more years will stay in the
market. In contrast, in a free rent regime that allows landlords to fully adjust rents every period,
landlords can treat all tenants as type 1. The same holds true for the absence of tenure security
where landlords can evict tenants at the end of every period in order to get a new tenant and a
higher rent. It follows that the landlord’s present value for every tenant is given by Rv, hence
the equilibrium rent shifts to a rent that corresponds with R=C/v, or Rv, = C. It follows that all
tenants will stay in the market.

The result of this model can be summarized as follows: Rent control regimes with strong
tenure security and strict rent control during the term of a tenancy but a loose control between
the tenancy lead to higher rents than on a free market. Moreover, this kind of softer rent control
regimes causes an exclusion of tenants who do not want to pay the higher rents. Intuitively,
these higher rents compensate the landlord for lower future real rents due to inflation and the
inability to adjust rents during the tenancy.

5 Mora Sanguinetti (2010) argues that C may also rise inversely to the length of tenancies since special
housing service costs arise between tenancies.
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Source: Own elaboration, Basu & Emerson (2000), Mora Sanguinetti (2010)

Figure 4.2 Equilibrium with Four Types of Tenants

Basu and Emerson show that their results are relatively robust against several modifications.
Thus, the introduction of endogenous tenant types, signals, identities and turnover costs do not
change the central propositions of the model. A removal of this nowadays often used form of
rent control would lead to a decrease of the equilibrium rent and an increase of the people
willing to rent. However, the result is sensitive to a change in the rent regime such as the intro-
duction of perfectly inflation-adjusted rents during the term. In that world the adverse selection
problem would be overcome (Basu, Emerson 2000).

As far as the adjustment of rents by the rate of inflation is concerned, Mora-Sanguinetti
claims the cost of housing increasing faster than the rate of inflation measured by the Harmo-
nized Consumer Price Index for European countries. Thus, the adverse selection problem will
usually not be overcome by inflation-linked rent systems. This means, the model formed by Basu
and Emerson will also hold for the vast majority of second-generation rent control regimes with
looser rent control during the tenancy. Mora-Sanguinetti shows that the inefficiencies in the
tenancy market would increase due to the rent control regime with the discrepancy between
the legally allowed adjustment rate and market rents.?®

Finally, Mora-Sanguinetti shows that within the framework given by Basu and Emerson the
inefficiencies of rent regimes with time limited protections persist. This variation of tenure secu-
rity offers tenants full protection against eviction and a stricter rent control for a predetermined
fixed term. At the end of the term the protection usually ends. Considering this, tenants enjoy

%The theoretical discussion and the proofs may be found under proof 3 and 4 in the appendix.
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only a time limited protection by law. In other words, the rental market would only admit ten-
ancies with a minimum duration term without eviction protection at the end of the term. Mora
Sanguinetti proves that the expected present value of renting shrinks if the law protects tenants
against eviction for a longer period. Thus, since m is the number of periods a tenant is protected
against eviction by law, the following holds?”:

V(im+1) < V(im) (4.9)

The result of this subchapter is that both first-generation rent control and second-generation
rent control regimes cause inefficiencies on private tenancy markets. However, while nominal
rent freeze regimes lead to lower rents and a shrinking rental market, softer regulations may
cause higher rents but also a shrinking tenancy market due to inefficiencies through information
asymmetries and adverse selection. In the following two subchapters, the here presented theory
will be taken to the data and tested empirically.

4.4 Data

This section deals with the variables that will be used in the quantitative analysis. The data gather
economic information on 18 advanced economies from 1973 to 2014. Furthermore, a range of
mutual exclusive rent control regimes for the whole time period will be presented. Table 4.1
describes the data used as variables and their sources.

The nominal rents mostly come from the OECD. The rents are from the OECD housing market
dataset (Kennedy et al. 2006). Rents from countries that are not covered by the OECD data come
from official national statistic agencies. Basically, nominal rents are taken from the OECD and
national agencies for the different countries, states or towns. Due to a serious lack of data for
Ontario, New South Wales, California and Massachusetts, rents from the biggest cities of these
states are used as a proxy for the whole state.?®

The majority of consumer price data is from the Thomson Reuters database. Countries not
fully covered by the mentioned database are taken from official national agencies such as the
FRED database of the Federal Reserve Bank of St. Louis or the Australian Bureau of Statistics. The
real GDP per capita data and the population data are taken from the World Bank Dataset. For
all economies, the GDP per Capita is displayed in US-Dollars. For Ontario, New South Wales,
England, Massachusetts and California the country data are taken as proxies due to a lack of
official state data for such a long time horizon. Nominal house price data for the mentioned
countries are mostly from the mentioned OECD database and other databases of official agen-
cies.

27 The proof of 4.9 can be found under proof 5 in the appendix of this chapter.
28 House price indices for Austria and New South Wales were too short. The basic series was then con-
tinued with a reasonable house price series of the same country by using its growth rates.
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The transfer of rental market regulation (see chapter 2) into mutual exclusive rent control
regimes is explained in the following. The different rent control regimes are divided up into six
mutual exclusive regulation regimes, namely first-generation rent control regimes, second-gen-
eration rent control regimes and free rent regimes. Second-generation rent regimes in turn are
stratified in four regimes along different levels of tenure security. According to Arnott (1995)
tenure security is a crucial determinant of how the regulation of rent may impact rents or the
whole housing market. The different regimes are listed from A to D and will be explained in
alphabetical order. The source for the differentiation are the different dummies presented in
table 2.1.

All second-generation rent control regimes have the same soft rent regulation, which is rent
level regulation or real rent freeze regulation as defined in chapter 2. Both a nominal rent freeze
regime and a rent free regime are left out here meaning that dummies D1 and/or D3 equal one.
Dummy D2, however, is zero. Intertenancy decontrol that is checked by D4 is not considered
here. First, this is due to the larger samples for every regime guaranteeing higher quality for the
panel estimation. Second, it is assumed that in a world of soft rent control landlords have a
stronger bargaining power at the beginning of a tenancy when several tenants contest for a
tenancy. Tenants, however, enjoy higher power during the term thanks to tenure security. Then,
landlords might be less able to get the maximum lawful rent escalation since tenants may reject
the landlord’s interest much easier as they already live in the dwelling. Thus, it is assumed that
there is always some sort of intertenancy decontrol in soft rent regulation regimes.

The second-generation rent control regime A displays a regime with soft rent regulation and
a very high tenure security with eviction protection during and at the end of a term and a man-
datory minimum duration and/ or a prohibition of short term tenancies. Regime B checks for a
rent regime where tenants are safe from unreasonable eviction during the tenancy but not at
the end of a term or period. Furthermore, type-B regimes offer a mandatory minimum duration
and/or prohibited short term tenancies as defined in chapter 2. In turn, regime C mirrors another
type of tenure security in which tenants are protected from unreasonable eviction during and at
the end of a tenancy term or period. Minimum duration terms are not mandatory by law and
short term tenancies are not forbidden. Regime D differs from the type-C regime in the way that
tenants are only protected during a period or term but not at the end. There are no mandatory
minimum durations and short term tenancies are allowed.
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First-generation rent control regimes and free rent regimes are not differentiated by tenure se-
curity. The underlying assumption is that tenure security does not crucially matter for the evolu-
tion of rents for both, first-generation rent control regimes and free rent regimes. As for free
rent regimes, it does not matter whether tenure security is high or low since landlords may freely
adjust rents at any point of the contract since there are by law no restrictions (Basu, Emerson
2000). On the other hand, first-generation rent control regimes follow a similar logic. As rents
cannot be adjusted between or during the term of a tenancy, the effects of tenure security may
be negligible. Furthermore, there is nearly a full coincidence of nominal rent freeze”® regimes
and high tenure security in the form of high protection against eviction and minimum duration
terms and forbidden short term tenancies.

4.5 Quantitative analysis

The effects of rental market regulation on rents were already examined from a theoretical point
of view. At that, the presented models illustrate the diverse reaction of rents to different rent
control regimes. While first-generation rent control regimes lead to lower rent dynamics some
sort of second-generation rent control regimes may provoke higher rents. However, this holds
true for a pure theoretical world. But what about the real world? The aim of this paragraph is to
find an answer to this question. In the following, the regulation regimes and their effects on rent
dynamics will be empirically tested in a cross-country analysis of 18 advanced economies over
the period 1973 to 2014. The effects of the rent regimes will refer to the free rent version which
fulfil the function of the benchmark regime. This is in line with the two models where the effects
of the different rent control regimes also refer to the free rents market.

Before presenting the results, some aspects should be noted here. First, the goal is to present
the interaction between regulation and rent dynamics in the simplest and most transparent way.
Thus, standard estimation techniques rather than complex and elusive empirical approaches are
used. Second, the robustness of the estimation results is tested by empirical standard tests and
standard treatments such as adding country and time fixed effects. However, many adequate
control variables such as vacancy rates are not available for the vast majority of economies for
the whole observation period. Third, due to a lack of reputable data, information on rents is only
available in the form of growth rates. Thus, the empirical analysis focusses solely on the year-on-
year growth rates of (real) rents.

2 Nominal rent freeze can be misleading here since the data shows that nominal rents were indeed ad-
justed. However, mostly the rent adjustments under these regimes turned out to be much lower than
consumer price inflation.
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TABLE 4.2
SUMMARY STATISTICS

Observations Mean Standard Dev. Min Max
Real rent 725 0,006 0,041 -0,304 0,306
Nominal rent 725 0,051 0,054 -0,363 0,372
Real GDP per capita 725 0,017 0,022 -0,087 0,097
Inflation 738 0,046 0,045 -0,058 0,270
Real house prices 716 0,022 0,088 -0,236 0,609
Nominal house prices 716 0,068 0,096 -0,221 0,852
Population 738 0,006 0,005 -0,017 0,050

Note: The summary statistic shows year-on-year growth rates.

The mean growth rates of real rents for the different rent regimes are presented in table 4.3.
The following three impressions can be received: First, real rent dynamics are on average nega-
tive for countries with the strictest rent control regime. Second, free rent regimes on average
show real rents growth rate of 0.6 percent per year. Third, second-generation rent control re-
gimes of the types B, C, and D show on average higher real rent growth rates. In this group,
second-generation rent regimes with eviction protection during but not at the end of mandatory
minimum duration term (type-B) show the highest real rent growth rates of more than 2 percent
on average.

TABLE 4.3
REAL RENT GROWTH BY REGIME

This table presents the means of real rent growth for each rent regime. The analysis covers the sample of 18
advcanced economies over the period 1973 - 2014. Data descriptions can be found in the tables 2.1 and
4.1.

Real Rent Observations Standard Dev.
First generation rent control regime -0,012 105 0,048
Second generation rent control regime A 0,004 95 0,030
Second generation rent control regime B 0,022 50 0,077
Second generation rent control regime C 0,010 124 0,025
Second generation rent control regime D 0,009 158 0,023
Free rent regime 0,006 193 0,045

In the following, the effects of regime changes will be analysed. In order to visualise the
effect of regime changes on rents the mean growth of real rents three years before and three
years after the implementation of a new regime is examined. The results are presented in table
4.4. The results confirm the results of table 4.3 and the theoretical models presented in chapter
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4.3. While real rents on average fall in the first two years after the implementation of first-gen-
eration rent control regimes real rent growth rates undergo a visible upturn after the implemen-
tation of the second-generation rent control regime B. The introduction of a free rent regime in
turn does not show any strong rent escalations on average. For the remaining second-generation
rent control regimes a clear movement cannot be drawn. At this point it has to be clarified that
table 4.4 just descriptively shows real rent movements for a very short period. Therefore, more
analytical methods are needed to describe the relationship between rent and eviction control
regimes and the movement of rents on a more sophisticated level.

TABLE 4.4
REAL RENT GROWTH BEFORE AND AFTER REFORM

The six figures show the development of the average real rent growth rates for all countries that changed
their rent control regime.

Real Rent Growth Rate Real Rent Growth Rate
1st generationrent control regime 2nd generationrent control regime A
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The correlations between the different rent regimes and real rent growth gives a foretaste
of significant connections between the growth of real rents and the rental market regulation
regime. They are displayed in table 4.5. The table shows three significant correlations to the ten
percent level: (i) a positive correlation between second-generation rent control regime B and real
rents, (ii) a negative correlation between first-generation rent control regimes and real rents, and
(iii) a positive correlation between rea GDP per capita growth and real rents. These results so far
confirm the theory and previous statistical evaluation.

TABLE 4.5
CORRELATION BETWEEN REAL RENT AND ITS DETERMINANTS

Real rents, real GDP per capita, population and real house prices are annual growth rates.

Real Rent

First generation rent coontrol regime -0.17%**
Second generation rent control regime A -0,01
Second generation rent control regime B 0.11***
Second generation rent control regime C 0,05
Second generation rent control regime D 0,05

Free rent regime 0,00

Real GDP/capita 0.07*
Population -0,02
Real House Prices 0,01

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level

In table 4.6 the results of a panel estimation® are presented. The panel analysis follows the
recommendations by Djankov et al. (2007) and Bertrand, Duflo, and Mullainathan (2004). Fol-
lowing their approach, the panel estimation addresses serious statistical problems that emerge
through heteroscedasticity and serial correlation by the use of robust standard errors and clus-
tered errors. Both country and time fixed effects and robust standard and clustered error terms
are used. Using country and years fixed effects, the estimation takes advantage of within-country
variation in institutional variables (Djankov et al. 2007). Furthermore, the results of the Hausman
test® (Hausman 1978) support the decision to use of country fixed effects. However, the simul-
taneous use of year fixed effects and clustered error terms brings the number of exogenous

3 The estimations were done with the statistical software Stata (Stata Corporation 2007). The Stata
command areg is used here instead of the more popular Stata command xtreg since the latter does not
offer the option of robust standard errors. In general the differences between the commands are only
marginal. The results of xtreg shows a slightly smaller R? and marginally smaller clustered errors. The co-
efficients are, in turn, identical. Table 4.A6 in the appendix shows the marginal differences between the
results of the two Stata commands using table 4.6 as the reference estimation. A deeper discussion of
the methodological differences between areg and xtreg can be found here http://www.stata.com/sup-
port/fags/statistics/areg-versus-xtreg-fe/

3 The Hausman test can be found in the appendix of this chapter in table 4.A4.
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variables in a disproportion to the degrees of freedom of the model. Hence, due to their robust-
ness the results of these estimations have to be handled carefully although the results of this
combination are presented.

The dependent variable is the year on year growth rate of real rents for each country and
year. Exogenous variables are several dummy variables as identifiers of different rent regimes,
namely first-generation rent control regimes and the second-generation rent control regimes A,
B, Cand D. The other rent regimes except free rent regimes are pooled by a dummy as a control
variable since the evaluation and theory did not give a hint for any correlations between real
rents and the implementation of such a regime. Furthermore, the growth of GDP per capita is
used as a control variable. The panel results show a statistically significant positive effect of
second-generation rent control regimes B of 2.6 and 2.7 percentage points on real rent growth
rates compared with free rent regimes. Furthermore, first-generation rent control regimes have
a significant negative effect of -2.7 to -3.0 percentage points on real rent growth compared with
free rent regimes. The growth of real GDP per capita on real rents, however, is not significant
for robust and clustered standard errors. According to the estimation results, the adjusted R is
on a low to medium level.

According to the panel estimation results, the results mostly back the two theoretical ap-
proaches presented above in chapter 4.3. However, not all second-generation rent control re-
gimes with a distinct level of tenure security match the theory. The estimation results show that
there is no significant and robust relationship between the rent control regimes A, C and D and
real rents. According to Basu and Emerson (2000), even for the regime A and C there should
have been significantly higher growth rates than in free rent regimes. An intuitive explanation
for this is that landlords may not be able to recalibrate the rents enough if tenancies are designed
by law for an unlimited time because tenancies are too long to assess proper higher rents at the
beginning. It is very likely that landlords have a much weaker bargaining position in these re-
gimes since they are generally forced to negotiate rent adjustments during the term of a tenancy.
In countries where the regulation regime offers tenancies unlimited in time* (if D8=1) tenants
stay up to ten or more years in the dwelling. In that context landlords have little space for a
strong rent bargaining position. However, in regimes with time limited tenancies with a mini-
mum duration of two or more years and no eviction protection at the end of the term, landlords
reqularly enjoy the more powerful bargaining position. These regimes may come closest to the
reality which is theoretically described by Basu and Emerson and Mora Sanguinetti.

To check for the robustness of the estimation results other control variables such as the
growth rate of population and the real growth rate of house prices are added. The robustness
checks show that these additional variables do not influence the significance of first-generation
and type-B second-generation rent control regimes. The results are presented in Table 4.A2 in
the appendix. Furthermore, four different country samples are generated for further robustness
checks. In each sample several countries with a certain legal origin are excluded. In eleven out
of twelve estimations the results of table 4.6 are confirmed. The estimation results can be found
in the tables 4.A2 to 4.A4 of the appendix. Finally, the estimation results are even robust against
a variation of the estimation’s time horizon such as a six years cut-off at the beginning or end of

32 For more on this please see chapter 2.
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the time period (table 4.A5). However, shortening the time horizon dampens the explanatory
power of the estimations since most rent freeze systems are located in the 1970s. In other words,
the results in table 4.6 are robust against different variations of the underlying data sample. In
total, 28 out of 29 robustness checks fully confirm the results in table 4.6.

TABLE 4.6
PANEL REGRESSIONS
This is a panel regression of 18 avanced economies over the period 1973 - 2014. The rent control regimes are discrete

variables eugal to one if the respective criterions are fullfilled. Robust standard errors and clustered standard errors are
in parantheses. The dependent variable is the real rent growth rate. Variables are described in table 4.1.

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Robust SE Clustered SE Clustered SE Robust SE Clustered SE  Clustered SE

1st rent Contr0| regime '0.027*** _0.027*** '0.031** '0.027*** '0.027*** '0.030**
(0.007) (0.006) (0.011) (0.007) (0.006) (0.011)

2nd rent control regimes

Type-A -0,004 -0,004 -0,007
(0.007) (0.008) (0.009)
Type-B 0.026* 0.026** 0.027** 0.026* 0.026** 0.027***
(0.013) (0.010) (0.009) (0.013) (0.010) (0.009)
Type-C 0,004 0,004 0,007
(0.009) (0.007) (0.009)
Type-D -0,003 -0,003 -0.001
(0.008) (0.007) (0.008)
Type-ACD -0.001 -0.001 -0.002
(0.006) (0.006) (0.007)
0.141) 0.131) (0.144) (0.140) (0.129) (0.143)
Constant -0.050***  -0.050*** 0,005 -0.051%*  -0.051***  0.006
0.011) (0.010) (0.006) (0.011) (0.011) (0.005)
Country Effects YES YES YES YES YES YES
Observations 712 712 712 712 712 712
Adjusted R? 0,13 0,13 0,08 0,13 0,13 0,08

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level.
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4.6 Conclusion

Using a new and unique sample of 18 advanced countries on private tenancy regulation, the
proposition of two models considering the effects of private rental market regulation on real
rents are quantitatively revisited. This chapter shows that the quantitative analysis of the men-
tioned dataset most widely backs the theory. This study comes to three main results. First of all,
very strict rent control regimes do provoke lower real rent growth rates than regimes with free
rents. This result coincides with the basic and very well-known textbook model.

Second, tenure security plays a significant role for softer requlation types that belong to the
group of second-generation rent control regimes. The quantitative analysis shows that soft rent
control regimes with time limited tenure security mandatory minimum duration periods may
cause higher rent dynamics than rental markets under free rents. This is in line with the theoret-
ical approach given by Basu and Emerson (2000) and Mora-Sanguinetti (2010). Their theories
state that under adverse selection and information asymmetries, soft rent control regimes lead
to higher rents if tenure security is high and landlords have greater power to adjust the rent at
the start of the tenancy rather than during the term of a tenancy. In contrast to Basu and Emer-
son’s model, however, a statistically significant rent appreciating effect cannot be shown for soft
rent regimes that encourage tenancies unlimited in time through profound eviction protection
rules. An explanation may be that landlords are in a weaker position for too long to reach the
critical value towards effective bargaining power. This situation is ensured by rent regimes where
tenants may stay in a rented dwelling very long due to time-unlimited tenure security.

Third, the rent free regime that is also the benchmark regime on average does not show high
real rent appreciation rates. Instead, the data reveals that the mean real rent growth is slightly
over zero for free rent regimes. Furthermore, high rent appreciation rates are not conducted
shortly after the implementation of free rent regimes. This is antithetic to the often politically
exploited view that a lack of regulation tremendously heats up rents.
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Appendix E: Proofs of the models

Proof 1 (Basu, Emerson 2000):

Itis assumed that t; = ;4. Let v}‘be the present value of rents earned by a landlord whose first
k tenants are of type i and all others of type j. (Hence, v]9 = vj)

It can be shown that vjl > ;.

vi =1+ B8+ (B8 + -+ (BT + 8ty

Since t; = t;44, and given (4.3) and (4.5), it follows that:
v —v; = 8y — (B — §hitly;

vl —v; = 8%[(1 - 8)v; — Y|

B
vj —vp=(1-6)8" [vj - T&]

Bl
Then v > s

vjis the present value of the sequence [1, 8, 8%, ..., 8%, 1,8, B%, ..., %, 1, ...]. On the right-hand
side there is the present value of the stream [B%, B¢, ... ]. The first term constantly dominates the
ﬂt

former. Thus, since v; > j is true it follows that vjl > vj.

Furthermore, v > vf~*, vk, and that Jim v} = v;, therefore it follows that v; > vy.
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Proof 2 (Basu, Emerson 2000):

For all k,

v =14+ B8+ (BE)? + -+ (BE 1 + §tkyy,
Or

(1=8)v,=1+B5+ (BS? + -+ (ST

Substituting this in (4.5), it follows

n (—n”k )(1 — 8ty

j=iPj

Yo =
1— Z;{lﬂ( npk )6%

j=iPj

Or

e = Yie=i k(1 — 8"y
DY ETIES RER

It has to keep in mind that in case the term v, was not on the right side of the latter equation
the whole term would equal one. It is obvious that v;) is the weighted average of all v; for i=
1,....n. According to Basu and Emerson, if j > i, change the following term from v;, ..., v, to v;,
..., Vj—1 then v; is gotten from v;. From vy > v;, for all k <, (see proof 1 further up), it follows
that vy > v).
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Proof 3 (Mora Sanguinetti 2010):

In the following the basic model of Basu and Emerson (2000) with perfectly inflation-adjusted
rents is displayed.

If landlords are allowed to adjust rents every period by the same amount of the inflation the
following holds with § as a discount factor:

v, ={1+8+68%4 -+ st + §liy;}
This may be also written as:

oa-ety 1
T a-e-6% (1-9)

The missing of any sub-index describing the tenant’s type shows that the type is irrelevant for
the calculus of the landlord.

If perfect inflation-adjustment is allowed equation (4.5) may be simplified to:

1
YO = 1=3)

This equation, again, shows that the tenant’s type becomes irrelevant for the landlord’s calculus.

It follows that the type of the tenant now is also irrelevant for the decision of renting overall. It
follows that:

<T+NT
a-o5- "
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Proof 4 (Mora Sanquinetti 2010):

Now, let assume that landlords may adjust the rents after every period by the inflation rate but
the adjustments constantly miss the increase of the true market rents that grow by 1-y. Further-
more, it has to be assumed that 6 is the growth rate that is allowed by rent laws. In this case 6
may be the rate of the overall inflation. It has to kept in mind that & = 1 — . According to that,
the adjustments fail to offset the true dynamics of rents. The stream of income can be showed
by the following stream.

14+ +F+0) 2 ++F+D" +1+G+0)+F+0)*+-+{+60) 14
Adding the discount factor § leads to:

v, ={1+8(y+0)+ (S +0)?+-+ (S +0)i 1+ 6t}

That is:

1- [8(y + O)]
YT =0 + )1 - 6]

It is easy to see that the following holds:
Ifi <jthenv; > v;

To proof this equation under these special assumptions it is assumed that ¢;=t; ;. In addition, it
is assumed that v}‘ is the present value of rents to the landlord whose first k tenants are of type

i while all others are of j-type tenants. It can be seen that vjl > v;. If R=1, the following equation
holds:

V=146 +0)+ (@ +6)*++ (6 +0)5 + 84y

Since tj = t;4 it follows that

O+ 9)“’)

1 _ . =01 - by — 2 7
v —v;=(1-06)8 <v] )
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Finally, it may be concluded that:

(v +6)"
1—5 <Uj

The last equation implies that vjl > v; since it must be true that v; > v; if v}‘ > vj"_l and

; k _
lim v = v;.

As in the basic version of the model v(;y shows the income stream of a landlord for all type-i-
tenants and above are available for renting.

Yo = Z;-( ?itw) (1+8(+0)+@EW+6)*+ -+ (6 +)*

+ (6 + 0D *v)

This can be rewritten as follows:

e = Yh=iPr(1 = 8) vy,
@ 1iDj — Zk=iPkOk

It can be proofed that the following holds then:

Ifl <jthen 'U(l') > U(])

As noted before, vy, is:

Ve =14+860+60)+ (@ +6)*++ (6@ +0)* 1+ ey,

That equals,

(1-6")w, =14+8F+60)+ (G +0)*+ -+ (@ +6)*!



102 Appendix E: Proofs of the models

Then, v;) can be written as:

j=ilFj

Vi =
1-yn_ Stk
< j= lp,)

It follows from the combination of the two former equations:

k=i <p—"p> [1+8(G+0)+ (@ +6)*+-+ (5@ +6)1]

Ti- ( # ipj>(1—6tk)vk

Vi) =
1- 221-( pkp)Stk
J=t]

According to Mora-Sanguinetti this equals the equation at the beginning of the proof:

’ Zk iPe(1 = 85wy
(l) k:L p] Zk:lpk6 k

The term vy;) is a weighted average of v;, v;1q, ..., . If j > i then v(; is obtained from v, dis-
tributing the weight that j had among the rest of the values of v (i.e. for i, i+1, ..., j-1). It may
be concluded so far that if k < j andvy, > v}, then it must follow that v(;) > v(;)(in case j <i).

The following calculus for the decision of renting holds under the given assumptions:

T — NT =D > Ry,

Proof 5 (Mora Sanquinetti 2010):

To prove 4.10, it is known that,

(im+1) @im) m+1p (1-67) ;'n=ipj 1-469)

This equation may be also written as:
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Vim+1) — V(i,m)

Zm:'p 1_5k v m:+'1p 1_6k
T ioe(1- Sk)vk< gil;]( (1- 52) ‘- 2(71:{1 pl;((l _ 51‘3 + 1 (1= 8™ D0

Tipy (1= 60)

The term is lower than zero as it can be seen in the following term:

ke Pk(l - 5k)17k iy pk(l — 8k)
ok k=i _ Lk=i
Pms1(1—6 )vk< Yp (- 57) ;.”:ngpj (1-60)

U . — "] . — j
(im+1) ~ V@im) Totp (1=69)

<0
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Appendix F: Rent control regimes
TABLE 4.A1
THE RENT CONTROL REGIMES

US1 is Massachusetts/ Boston; US2 is California/Los Angeles; First is First-generation rent control regime; A is 2nd-genration
rent control regime A; B is 2nd-genration rent control regime B; Cis 2nd-genration rent control regime C, D is 2nd-genration
rent control regime D; free is free rent regime

AUS AUT CAN DEN UK FIN FRN GER IRE ITA NED NZL NOR SPA SWE SWI US1 US2

1973 A C free first A first free C first  first A A A first  first free free free
1974 A C free first A first free C first  first A A A first  first free free free
1975 A C first D A first free C first  first A A A first  first free free free
1976 A C first D A first  first C first  first A A A first  first free free free
1977 A C first D A first  first C first  first A A A first  first free free free
1978 A C first D A first  first C first B A A A first first free free free
1979 A C first D A first  first C first B C A A first  first free free first
1980 A C first D C first  first C first B C A A first  first free free first
1981 A free first D C first  first C first B C A A first  first free free first
1982 A free first D @ first  first C free B C A free first first free free first
1983 A free first D C first  first C free B C A free first first free free first
1984 A free first D C first  first C free B C A free first first free free first
1985 A free first D C first  first C free B C A free D first  free free first
1986 A free C D C first B C free B C D free D first  free free first
1987 D free C D C A B C free B C D free D first C free first
1988 D free C D D A B @ free B C D free D first C free first
1989 D free C D D A A C free B C D free D first C free first
1990 D free C D D A A C free B C D free D first D free first
1991 D free C D D A A C free B C D free D first D free first
1992 D free C D D A A C free B C D free D first D free first
1993 D free C D D A A @ free B C D free D first D free first
1994 D free C D D A A C free B C D free A first D free first
1995 D free C D D free A @ free B C D free A first D free first
1996 D free C D D free A C free B C D free A first D free free
1997 D free C D D free A C free B C D free A first D free free
1998 D free C D D free A @ free free C D free A first D free free
1999 D free C D D free A C free free C D B A first D free free
2000 D free C D D free A @ free free C D B A first D free free
2001 D free C D D free A C free free C D B A first D free free
2002 D free C D D free A @ free free C D B A first D free free
2003 D free C D D free A C free free C D B A first D free free
2004 D free C D D free A C B free C D B A first D free free
2005 D free C D D free A C B free C D B A first D free free
2006 D free C D D free A C B free C D B A first D free free
2007 D free C D D free A @ B free C D B A first D free free
2008 D free C D D free A C B free C D B A first D free free
2009 D free C D D free A @ B free C D B A first D free free
2010 D free C D D free A C B free C D B A first D free free
2011 D free C D D free A C B free C D B A A D free free
2012 D free C D D free A C B free C D B A A D free free
2013 D free C D D free A C B free C D B free A D free free
2014 D free C D D free A @ B free C D B free A D free free
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Appendix G: Robustness analysis

TABLE 4.A2
ROBUSTNESS CHECK

The rent control regimes are discrete variables eugal to one if the respective criterions are fullfilled. Robust standard
errors and clustered standard errors are in parantheses. The dependent variable is the real rent growth rate. Variables
are described in table 4.1. The models A1-A3 check for further control variables such as the year-on-year real house
price growth rate and the year-on-year population growth rate. The models A4-A6 check for a smaller country sample
where common law countries are excluded.

Model A1 Model A2 Model A3 Model A4 Model A5 Model A6
Robust SE Clustered SE Clustered SE  Robust SE Clustered SE  Clustered SE

1strent control regime ~ -0.034*** -0.034*** -0.037** -0.030*** -0.030** -0.035**
(0.008) (0.008) (0.013) (0.008) (0.011) (0.012)

2nd rent control regimes

Type-B 0.023* 0.023** 0.025*** 0.016*** 0.016*** 0.017***
0.013) (0.008) (0.007) (0.006) (0.004) (0.005)
Type-ACD -0.009 -0.009 -0,007 -0.004 -0.004 -0.005
(0.007) (0.007) (0.009) (0.006) (0.006) (0.006)
Population 1,113 1,113 0.930
(0.724) (0.656) (0.738)
House Prices -0,021 -0,021 -0.032
0.022) (0.037) (0.043)
GDP per capita 0.224 0.224 0,254 0,109 0,109 0.016
(0.158) (0.156) (0.206) 0.123) (0.243) (0.158)
Constant -0.047*** -0.047*** 0,004 -0.036** -0.036** 0.013
(0.016) 0.012) (0.007) (0.016) 0.011) (0.006)
Year Effects YES YES NO YES YES NO
Country Effects YES YES YES YES YES YES
Observations 690 690 690 430 430 430
Adjusted R? 0,12 0,12 0,09 0,25 0,25 0,16

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level.
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TABLE 4.A3
ROBUSTNESS CHECK

The rent control regimes are discrete variables euqal to one if the respective criterions are fullfilled. Robust standard
errors and clustered standard errors are in parantheses. The dependent variable is the real rent growth rate. Variables are
described in table 4.1. The models A7-A9 check for a smaller country sample where French law countries are excluded.
The models A10-A12 check for a country sample where the Scandinavian legl origin countries are excluded.

Model A7 Model A8 Model A9 Model A10 Model A11 Model A12
Robust SE Clustered SE Clustered SE  Robust SE Clustered SE  Clustered SE

1strent control regime ~ -0.024*** -0.024*** -0.026** -0.028*** -0.028*** -0.031*
(0.008) (0.006) (0.011) (0.009) (0.008) (0.015)

2nd rent control regimes

Type-B 0.044** 0.044** 0.035* 0,027 0.027* 0.033***
(0.022) (0.015) (0.019) (0.020) (0.015) (0.010)
Type-ACD -0,001 -0,001 -0,003 0,004 0,004 0,001
(0.007) (0.008) (0.007) (0.008) (0.007) (0.009)
GDP per capita 0,282 0,282 0,267 0,19 0,19 0,195
(0.147) (0.155) (0.183) (0.191) (0.126) (0.168)
Constant -0.049*** -0.049*** 0,005 -0.062*** -0.062*** 0,003
(0.013) (0.016) (0.005) 0.011) (0.010) (0.007)
Year Effects YES YES NO YES YES NO
Country Effects YES YES YES YES YES YES
Observations 548 548 548 561 561 561
Adjusted R? 0,11 0,11 0,06 0,13 0,13 0,08

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level.
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TABLE 4.A4
ROBUSTNESS CHECK

The rent control regimes are discrete variables eugal to one if the respective criterions are fullfilled. Simple, robust
and clustered standard errors are in parantheses. The dependent variable is the real rent growth rate. Variables are
described in table 4.1. The models A13-A15 covers the estimations for a panel where german legal origin
countries are excluded. The models A16 and A17 shows the Hausman test analysis. A16 and A17 are estimated
with the Stata command xtreg as specified in Stata.
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Model A13 Model A14 Model A15 Model A16 Model A17
Robust SE Clustered SE Clustered SE  Simple SE Simple SE
1st rent control regime ~ -0.028*** -0.028*** -0.030** -0.030*** -0.022***
(0.008) (0.006) 0.012) (0.006) (0.005)
2nd rent control regimes
Type-B 0.024* 0.024** 0.028** 0.027*** 0.021***
0.013 0.010 (0.001) (0.007) (0.007)
Type-ACD -0,007 -0,007 -0.00 -0,002 0,002
(0.008) (0.008) (0.010) (0.007) (0.004)
GDP per capita 0.161 0.161 0.213 0.181*** 0.167**
(0.154) (0.150) (0.158) (0.068) (0.067)
Constant -0.050*** -0.050*** 0.004 0,006 0,004
(0.013) 0.011) (0.007) (0.005) (0.004)
Hausman test chi2 4)=12.98
p-value=0.0114
Year Effects YES YES NO NO NO
Country Effects YES YES YES YES NO
Observations 597 597 597 712 712
Adjusted/ Within R? 0,12 0,12 0,08 0,08 0,07

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level.
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TABLE 4.A5
ROBUSTNESS CHECK

The rent control regimes are discrete variables eugal to one if the respective criterions are fullfilled. Robust standard
errors and clustered standard errors are in parantheses. The dependent variable is the real rent growth rate. Variables
are described in table 4.1. The models A18-A20 covers the estimations for a panel that starts in 1979. The models A21-
A23 shows the estimations results for a panel that end already in 2008.

Model A18 Model A19 Model A20 Model A21 Model A22 Model A23
Robust SE Clustered SE  Clustered SE  Robust SE Clustered SE  Clustered SE

1strent control regime ~ -0.020*** -0.020*** -0.017*** -0.029*** -0.029*** -0.034**
(0.006) (0.006) (0.003) (0.008) (0.006) (0.012)

2nd rent control regimes

Type-B 0.023* 0.026** 0.023** 0.038*** 0.038* 0.040*
(0.013) (0.009) (0.008) (0.013) (0.022) (0.021)
Type-ACD -0.002 -0.002 -0.002 -0.001 -0.001 -0.002
(0.006) (0.005) (0.007) (0.007) (0.007) (0.007)
GDP per capita 0.194 0.194 0,206 0,087 0,087 0.071
0.141) (0.151) (0.164) (0.130) (0.128) 0.110)
Constant -0.002 -0.002 0,007 -0.049*** -0.049*** 0.009
0.013) (0.015) (0.005) (0.011) (0.011) (0.006)
Year Effects YES YES NO YES YES NO
Country Effects YES YES YES YES YES YES
Observations 641 641 641 606 606 606
Adjusted R? 0,04 0,04 0,04 0,17 0,17 0,11

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level.
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TABLE 4.A6

ROBUSTNESS CHECK
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The rent control regimes are discrete variables eugal to one if the respective criterions are fullfilled. Simple standard
errors and clustered standard errors are in parantheses. The dependent variable is the real rent growth rate. Variables
are described in table 4.1. The models A24-A29 covers the estimations for panels that were estimated with the Stata

command xtreg instead of areg . The results in table 4.6 and 4.A4 are almost identical.

Model A24 Model A25 Model A26 Model A27 Model A28 Model A29
Simple SE Clustered SE  Clustered SE  Simple SE Clustered SE  Clustered SE
1st rent control regime ~ -0.027*** -0.027*** -0.031** -0.027*** -0.027*** -0.030**
(0.007) (0.006) (0.011) (0.007) (0.006) (0.011)
2nd rent control regimes
Type-A -0,004 -0,004 -0,007
(0.007) (0.007) (0.009)
Type-B 0.026*** 0.026** 0.027*** 0.026*** 0.026** 0.027***
(0.007) (0.010) (0.009) (0.007) (0.010) (0.009)
Type-C 0,004 0,004 0,007
(0.009) (0.007) (0.009)
Type-D -0,003 -0,003 -0.001
(0.009) (0.007) (0.009)
Type-ACD -0.001 -0.001 -0.002
(0.007) (0.006) (0.007)
GDP per capita 0.163* 0.163 0,176 0.165* 0,165 0.181
(0.093) (0.129) (0.142) (0.092) (0.127) (0.141)
Constant -0.050*** -0.050*** 0,005 -0.051*** -0.051*** 0.006
(0.011) (0.010) (0.006) (0.011) (0.011) (0.005)
Year Effects YES YES NO YES YES NO
Country Effects YES YES YES YES YES YES
Observations 712 712 712 712 712 712
Within R? 0,18 0,18 0,08 0,18 0,18 0,08
Between R? 0,01 0,01 0,01 0,00 0,00 0,01
Overall R? 0,14 0,14 0,04 0,14 0,14 0,04

***= significant at the 1% level; **=significant at the 5% level; *=significant at the 10% level.
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5 Conclusion of the Dissertation

This dissertation offers important new insights into rental market regulation. So far, economic
literature on rental market regulation fails to provide a comprehensive overview of private ten-
ancy regulation over a suitable number of countries and years which can be properly used for
quantitative and qualitative economic analyses. It is the aim of this dissertation to close this
problematic gap and noticeably enhance the knowledge on the economics of rent and eviction
control. The results of this work provide a proper base for further research on rental markets on
a cross-country level.

The first essay (chapter 2) develops the essential requirements for the two consecutive chap-
ters. This chapter’s centrepiece is the construction of variables properly describing the regulation
of private tenancies. Ten dummies are presented that check for different outcomes of rent and
eviction control. Three indices have their source in these dummies, namely the rent laws index,
the tenure security laws index and the rental market regulation index which is the composite
measurement of all dummies. The measurements are employed on a time-variant panel covering
42 years and 18 advanced economies and a time-invariant panel covering 66 countries at 2010.
The data sources range from first hand data to country reports where rent and tenure security
laws are already summarised. The methodology follows scientifically recognised procedures of
transformation law and regulation patterns into quantitative units of measurement (La Porta et
al. 2008; Deakin et al. 2007). Furthermore, the dummies properly check for characteristics of
scientifically recognized classifications such as first- and second-generation rent control regimes
or tenancy rent control regimes (Arnott 1995, 2003).

The time-variant data confirms the different phases of regulation over the past 42 years. In
addition, it can be shown that the convergence theory stating that regulation converges over
time irrespective of its legal origin (Djankov et al. 2007) mostly holds for rent control laws. As
far as tenure security laws are concerned, the data shows a converging downward trend in the
average level of tenure security only for Scandinavian legal origin and common law countries.
The two following essays build upon the indices that were created in this chapter. While in
chapter 3 the basic determinants of the level of rent and eviction control are investigated on the
basis of the time-invariant dataset, chapter 4 explores the effects of the different rent control
regimes on real rents.

In chapter 3, the basic determinants of rental market regulation are examined. Three theories
of government regulation are employed on rent and eviction control, namely the political power
theory (Botero et al. 2004), the legal origin theory (La Porta et al. 2008) and the theory on the
impact of culture (Stulz, Williamson 2003). The political power theory states that regulation is
formed by politically empowered leaders promoting themselves or their interest group. The legal
origin theory, in turn, argues that regulation is determined by its legal tradition. However, regu-
lation may also be shaped by cultural aspects such as religion which is used as a proxy for culture
in chapter 3. Due to a lack of time-variant political power variables, the theories are tested on
the basis of the time-invariant index from chapter 2. The procedure of analysis in chapter 3
mainly follows the scientific work of Botero et al. (2004) who investigated the regulation of
labour in 85 countries.
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The results of several ordinary least squares regressions show that legal origin significantly
matters for the level of tenure security. French legal origin countries have significantly higher
levels of tenure security. This relationship is more robust for more developed countries. Countries
with a Protestant history, however, have less eviction control. Though, this relationship is not as
robust as the impact of French legal origin. The positive impact of leftist and centrist oriented
parties in power on the level of tenure security only matters for high developed economies.
Furthermore, the regulation of eviction correlates with the regulation in other domains, e.g.
labour market regulation. The different outcomes of rent control over the country sample, how-
ever, cannot be explained by any of the given theories. Furthermore, there is no significant cor-
relation with other domains. This may be due to the convergence of rent control in the past
three decades that is shown for the time-variant dataset in chapter 2.

In chapter 4, the effects of rent and eviction control on the development of real rents are
theoretically and quantitatively examined along mutual exclusive rent regimes using the time-
variant dataset. The theoretical foundation of the effects of rent and eviction control on rents is
set by two scientifically sound models. First, the well-known simple standard textbook model
(Frankena 1975; Arnott 1995) is used to illustrate the market mechanisms of first-generation
rent control regimes usually involving very rigid rent freezing. Second, the model of Basu and
Emerson (2000) which is enhanced by Mora-Sanguinetti (2010) is used to show the effects of
second-generation rent control regimes on rents under the realistic assumptions of asymmetric
information and adverse selection. The quantitative approach loosely follows the work of
Djankov et al. (2007) who investigated the effect of credit market institutions on the structural
development of credits for a great number of countries over the past 25 years. The results of
several descriptive statistics and standard panel regressions using robust and clustered errors to
check for heteroscedasticity and serial correlation confirm the theoretical approaches. On the
one hand, real rents are significantly lower in nominal rent freeze regimes than in free rent re-
gimes. On the other hand, special second-generation rent control regimes cause significantly
higher rent dynamics. Second-generation rent control regimes are divided up along their differ-
ent levels of tenure security. It turns out that soft rent control regimes with time limited tenure
security for a mandatory minimum duration period cause higher real rent dynamics. It is therefore
one of this chapter’'s most important proofs for the significance of tenure security for the devel-
opment of rents.

The results of the fourth chapter show that both strict rent control regimes and softer rent
control regimes with limited tenure security may cause distorted rents that in turn lead to high
burdens for the whole housing market. The literature on the effects of distorted rents within the
whole housing market is rich. Yet other second-generation rent control regimes do not show
significant deviations from the benchmark regime of free rents. Another important result is that
free rent regimes on average show tremendously stable real rents. What kind of policy implica-
tion may be drawn from these results? First, the results underpin that nominal rent freeze regimes
and soft rent control regimes with time limited tenure security should be avoided. Second, as far
as the dynamics of real rents are concerned, free rent regimes may be an advisable rent regime.

This dissertation is a prelude to further rental market regulation research based on large
country samples. The analyses presented here show that using large country samples for a long
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time horizon lead to worthwhile and more general results that will certainly enhance the repu-
tation of economic research on rental market regulation. Thus, further research on the basis of
the given dataset should be conducted dealing with other effects such as homeownership rates,
the investments in housing and the stability of housing markets. The field for further research is
large and many more important rental market phenomena are yet to be discovered.



113

Bibliography

Adriaansens, Carel Antonius; Fortgens, Arnoud Christiaan (1990): Volkshuisvestingsrecht.
Techn. Univ, Delft, Delft.

Alston, Richard M.; Kearl, James Russell; Vaughan, Michael B. (1992): Is there a consensus
among economists in the 1990's? In The American Economic Review 82 (May), pp. 203-209.

Amann, Wolfgang (1999): Kompetenzverlagerungen im Wohnungswesen. [Forschungsvorha-
ben mit Férderung des Bundesministeriums fir Wirtschaftliche Angelegenheiten (Wohnbaufor-
schung) - F 1383]. Wien: FGW (Schriftenreihe / Forschungsgesellschaft fur Wohnen, Bauen und
Planen, 132).

André, Christophe; Garcia, Clara (2012): Housing price and investment dynamics in Finland.
Paris: OECD Publishing (OECD Economics Department Working Papers, 962).

Andrews, Dan; Caldera Sanchez, Aida; Johansson, Asa (2011): Housing Markets and Structural
Policies in OECD Countries. Paris: OECD Publishing (OECD Economics Department Working Pa-
pers, No. 836).

Arnott, Richard (1987): Economic theory and housing. In Peter Nijkamp (Ed.): Handbook of re-
gional and urban economics. 2" ed. Amsterdam, New York, New York, N.Y., U.S.A.: North-
Holland; Elsevier (Handbooks in economics, 7), pp. 959-988.

Arnott, Richard (1995): Time for Revisionism on Rent Control? In Journal of Economic Perspec-
tives 9 (1), pp. 99-120.

Arnott, Richard (2003): Tenancy rent control. In Swedish Economic Policy Review 10 (1),
pp. 89-121.

Arnott, Richard; Igarashi, Masahiro (2000): Rent control, mismatch costs and search efficiency.
In Regional Science and Urban Economics 30 (3), pp. 249-288.

Arnott, Richard J.; Pines, David; Davidson, Russell (1983): Housing quality, maintenance and re-
habilitation. In Review of Economic Studies July (50), pp. 467-494.

Autor, David H.; Palmer, Christopher J.; Pathak, Parag A. (2014): Housing market spillovers. Evi-
dence from the end of rent control in Cambridge, Massachusetts. In Journal of political econ-
omy 122 (3), pp. 661-717.

Basu, Kaushik; Emerson, Patrick M. (2000): The Economics of Tenancy Rent Control. In The
Economic Journal 110 (2000), pp. 939-962.

Basu, Kaushik; Emerson, Patrick M. (2003): Efficiency pricing, tenancy rent control and monop-
olistic landlords. In Economica 70 (2003), pp. 223-232.

Baum, Christopher F. (2006): An introduction to modern econometrics using Stata. College Sta-
tion, Tex.: Stata Press.

Beck, Thorsten; Clarke, George; Groff, Alberto; Keefer, Philip; Walsh, Patrick (2001): New tools
in comparative political economy. The database of political institutions. In The World Bank Eco-
nomic Review 15 (1), pp. 165-176.



114

Becker, Gary S. (1983): A Theory of Competition Among Pressure Groups for Political Influence.
In The Quarterly Journal of Economics 98 (3), pp. 371-400.

Bertrand, Marianne; Duflo, Esther; Mullainathan, Sendhil (2004): How much should we trust
differences-in-differences estimates? In The Quarterly Journal of Economics 119 (1), pp. 249-
275.

BGB (2011): BUrgerliches Gesetzbuch. BGB ; mit den Nebengesetzen zum Verbraucherschutz,
Mietrecht und Familienrecht ; [Widerruf und Rlckgabe: Paragraph 360 BGB ; EGBGB: Beleh-
rungs- und Informationsmuster ; neue Regeln zum Darlehensvertrag]. 8. Aufl., Rechtsstand: 1.
September 2011. Regensburg: Walhalla-Fachverl.

Bianchi, Ranieri (2014): Italy. National Report. Uniersity of Bremen. Bremen (Tenancy Law and
Housing Policy in Multi-level Europe). Available online at http://www.tenlaw.uni-bremen.de/.

Blas Lopez, Maria Esther (2005): Spain. Edited by European University Institute. Florence (Ten-
ancy Law and Procedure in the EU). Available online at http://www.eui.eu/Depart-
mentsAndCentres/Law/ResearchAndTeaching/ResearchThemes/ProjectTenancyLaw.aspx.

Boccadoro, Natalie; Chamboredon, Anthony (2005): France. Edited by European University In-
stitute. Florence (Tenancy Law and Procedure in the EU). Available online at
http://www.eui.eu/DepartmentsAndCentres/Law/ResearchAndTeaching/ResearchThemes/Pro-
jectTenancylLaw.aspx.

Boer, Rik de; Bitetti, Rosamaria (2014): A Revival of the Private Rental Sector of the Housing
Market? Lessons from Germany, Finland, the Czech Republic and the Netherlands. Paris: OECD
Publishing (OECD Economics Department Working Papers, No.1170).

Bohm, Helmut (2002): Die Mietrechtsnovelle 2001. In Baurechtliche Bldgtter 5 (1), pp. 1-3.

Borsch-Supan, Axel H. (1986): On the West German Tenant's Protection Legislation. In Journal
of Institutional and Theoretical Economics 2 (142), pp. 380-404.

Botero, Juan C.; Djankov, Simeon; La Porta, Rafael; Lopez de Silanes, Florencio; Shleifer, Andrei
(2004): The regulation of labor. In The Quarterly Journal of Economics 119 (4), pp. 1339-1382.

Breccia, Umberto; Bargelli, Elena (2005): Italy. Edited by European University Institute. Florence
(EUI Tenancy Law Project). Available online at http://www.tenlaw.uni-bremen.de/.

Buchanan, James M. (1985): Liberty, Market and State. Political Economy in the 1980s.
Brighton: Wheatsheaf books.

Buchanan, James M.; Tullock, Gordon (1962): The calculus of consent, logical foundations of
constitutional democracy. Ann Arbor: University of Michigan Press.

Bundeskanzleramt (8/4/1967): Mietrechtsanderungsgesetz. MRAG67. In Bundesgesetzblatt der
Republik Osterreich 1967 (280), pp. 1647-1654.

Bundeskanzleramt (7/25/1974): Mietengesetz. MG74. In Bundesgesetzblatt der Republik Oster-
reich 1974 (119), pp. 1911-1917.

Bundeskanzleramt (12/1/1981): Mietrechtsgesetz. MRG81. In Bundesgesetzblatt der Republik
Osterreich 1981 (520), pp. 2159-2191.

Bundeskanzleramt (11/26/1993): 3. Wohnrechtsanderungsgesetz. 3. WAG. In Bundesgesetz-
blatt der Republik Osterreich 1993 (800), pp. 6795-6828.



115

Bundeskanzleramt (12/28/2001): Mietrechtsnovelle. MRNO1. In Bundesgesetzblatt der Republik
Osterreich 2001 (161), pp. 2095-2096.

Bundesrat (6/2/1972): Botschaft Uber dringliche MafSnahmen gegen Missbrauche. BMM72. In
Bundesblatt der Schweizerischen Eidgenossenschaft 1972 (22), pp. 1225-1257.

Cameron, Adrian Colin; Trivedi, Pravin K. (2005): Microeconometrics. Methods and applica-
tions. Cambridge, New York: Cambridge university press.

Cowan, D.; Laurie E. (2005): England and Wales. Edited by European University Institute. Flor-
ence (Tenancy Law and Procedure in the EU). Available online at http://www.eui.eu/Depart-
mentsAndCentres/Law/ResearchAndTeaching/ResearchThemes/ProjectTenancylLaw.aspx.

Cuerpo, Carlos; Kalantaryan, Sona; Pontuch, Peter (2014): Rental Market Regulation in the Eu-
ropean Union. Brussels: Directorate-General for Economic and Financial Affairs (Economic pa-
pers, 515).

Deakin, Simon; Lele, Priya; Siems, Mathias (2007): The evolution of labour law. Calibrating and
comparing regulatory regimes. In International Labour Review 146 (3/4), pp. 133-162.

Department for Communities and Local Government (2009a): Assured and assured shorthold
tenancies. A guide for tenants. Wetherby: Communities and Local Government Publications.
Available online at http://www.worldcat.org/oclc/416241377.

Department for Communities and Local Government (2009b): Regulated tenancies. London:
Dept. for Communities and Local Government. Available online at http://www.world-
cat.org/oclc/651067840.

Law n. 431/1998 (12/9/1998): Disciplina delle locazioni e del rilascio degli immobili adibiti ad
uso abitativo. In Gazzetta Ufficiale 1998 (292).

Djankov, Simeon; Hart, Oliver; McLiesh, Caralee; Shleifer, Andrei (2008): Debt enforcement
around the world. In The Journal of Political Economy 116 (6), pp. 1105-1149.

Djankov, Simeon; La Porta, Rafael; Lopez de Silanes, Florencio; Shleifer, Andrei (2002a): Courts:
the Lex Mundi project. Cambridge, Mass: NBER (NBER working paper series, 8890).

Djankov, Simeon; La Porta, Rafael; Lopez de Silanes, Florencio; Shleifer, Andrei (2002b): The
Regulation of Entry. In The Quarterly Journal of Economics 117 (1), pp. 1-37. DOL:
10.1162/003355302753399436.

Djankov, Simeon; La Porta, Rafael; Lopez de Silanes, Florencio; Shleifer, Andrei (2003): Courts.
In The Quarterly Journal of Economics 118 (2), pp. 453-517.

Djankov, Simeon; McLiesh, Caralee; Shleifer, Andrei (2007): Private credit in 129 countries. In
Journal of Financial Economics 84 (2), pp. 299-329.

Dreier, Peter (1982): The Status of Tenants in the United States. In Social Problems 30 (2),
pp. 179-198.

Dreier, Peter (1997): Rent Deregulation in California and Massachusetts: Politics, Policy, Im-
pacts. Housing '97 conference. New York University. New York, 5/24/1997.

Early, Dirk W. (2000): Rent Control, Rental Housing Supply, and the Distribution of Tenant Ben-
efits. In Journal of Urban Economics 48 (2), pp. 185-204.



116

Edlung, Hans E. (2003): Denmark. Final Report. European University Institute. Florence (EUI
Tenancy Law Project).

Epple, Dennis N. (1998): Rent Control with Reputation: Theory and Evidence. In Regional Sci-
ence and Urban Economics 48 (2), pp. 679-710.

Law n. 392/1978 (7/29/1978): Equo Canone - Disciplina delle locazioni di immobili urbani. In
Gazzetta Ufficiale 1978 (211).

European Central Bank (2003): Structural factors in the EU housing markets. Frankfurt am
Main: European Central Bank.

Fallis, George (1988): Rent Control: The Citizen, the Market and the State. In Journal of Real
Estate Finance and Economics 1 (3), pp. 309-320.

Fallis, George; Smith, Lawrence B. (1984): Uncontrolled Prices in a Controlled Market. The Case
of Rent Controls. In The American Economic Review 74 (1), pp. 193-200.

Fallis, George; Smith, Lawrence B. (1985): Price Effects of Rent Control on Controlled and Un-
controlled Rental Housing in Toronto. A Hedonic Index Approach. In The Canadian journal of
economics 18 (3), pp. 652-659.

Frankena, Mark (1975): Alternative models of rent control. In Urban Studies 12 (3), pp. 303—
308.

Friedman, Milton; Stigler, George J. (1972): Roofs for Ceilings? The Current Housing Problem.
In Friedrich August von Hayek, F. G. Pennance (Eds.): Verdict on Rent Control. Essays on the
Economic Consequences of Political Action to Restrict Rents in Five Countries. London: Inst. of
Economic Affairs (IEA readings, 7), pp. 17-32.

Fuchs, Benjamin; Fitzenberger, Bernd (2013): Tenancy Law Reform Act and Length of Tenancy
Discount: Heterogenous Effects in a West German Household Sample. In Verein fur Socialpoli-
tik (Ed.): Wettbewerbspolitik und Regulierung in einer globalen Wirtschaftsordnung. Kiel und
Hamburg: ZBW - Deutsche Zentralbibliothek fir Wirtschaftswissenschaften (Beitrage zur Jah-
restagung des Vereins fur Socialpolitik 2013).

Furrer, Andreas; Vasella, David (2005): Tenancy Law Project — Swiss Report. Edited by Euro-
pean University Institute. Florence (Tenancy Law and Procedure in the EU). Available online at
http://www.eui.eu/DepartmentsAndCentres/Law/ResearchAndTeaching/ResearchThemes/Pro-
jectTenancylLaw.aspx.

Genesove, David (2003): The Nominal Rigidity of Apartment Rents. In Review of Economics
and Statistics 85 (4), pp. 844-853.

Gilderbloom, John I; Ye, Lin (2007): Thirty Years of Rent Control. A Survey of New Jersey Cit-
ies. In Journal of Urban Affairs 29 (2), pp. 207-220.

Government of Ireland (7/23/1992): Housing (Miscellaneous Provisions) Act. Housing Act 1992
(18). Available online at http://www.irishstatutebook.ie/1992/en/act/pub/0018/index.html.

Gstach, Dieter (2010): The Rental Housing Market. In Philip Arestis, Peter Mooslechner, Karin
Wagner (Eds.): Housing market challenges in Europe and the United States. Basingstoke, UK,,
New York: Palgrave Macmillan, pp. 85-109.



117

Gyourko, Joseph; Linneman, Peter (1990): Rent Controls and Rental Housing Quality. A Note
on the Effects of New York city's Old Controls. In Journal of Urban Economics 27 (3), pp. 398~
409.

Gyourko, Joseph; Saiz, Albert; Summers, Anita A. (2008): A New Measure of the Local Regula-
tory Environment for Housing Markets. In Urban Studies 45 (3), pp. 693-729.

Haffner, Marietta E. A. (2011): The private rented sector in the Netherlands. In Kath Scanlon,
Ben Kochan (Eds.): Towards a sustainable private rented sector. London: LSE London, pp. 61—
77.

Haffner, Marietta E. A.; Elsinga, Marja; Hoekstra, Joris (2008): Rent Regulation: The Balance be-
tween Private Landlords and Tenants in Six European Countries. In European Journal of Hou-
sing Policy 8 (2), pp. 217-233.

Hdublein, Martin; Lehmann-Richter, Arnold (2009): Mieterschutz in der Bundesrepublik
Deutschland. In wobl 22 (12), pp. 361-381.

Hausman, J. A. (1978): Specification Tests in Econometrics. In Econometrica 46 (6), p. 1251.

Hayek, Friedrich August von (1972): The Repercussions of Rent Restrictions. In Friedrich August
von Hayek, F. G. Pennance (Eds.): Verdict on Rent Control. Essays on the Economic Conse-
guences of Political Action to Restrict Rents in Five Countries. London: Inst. of Economic Affairs
(IEA readings, 7), pp. 1-16.

Hayek, Friedrich August von; Pennance, F. G. (Eds.) (1972): Verdict on Rent Control. Essays on
the Economic Consequences of Political Action to Restrict Rents in Five Countries. London: Inst.
of Economic Affairs (IEA readings, 7).

Holmans, A. E. (2005): Housing and Housing Policy in England 1975 - 2002. Chronology and
Commentary. London: ODPM.

Hubert, Franz (1996): Rental contracts, endogenous turnover and rent volatility. Berlin: FUB
(Diskussionsbeitrage des Fachbereichs Wirtschaftswissenschaft der Freien Universitat Berlin,
Volkswirtschaftliche Reihe).

Hubert, Franz (2003): Rent Control. Academic Analysis and Public Sentiment. In Swedish Eco-
nomic Policy Review 10 (1), pp. 61-81.

Huguenin, Claire; Arnold, Christian (2014): Obligationenrecht. Allgemeiner und besonderer Teil.
2. Aufl. Zurich: Schulthess.

Igan, Deniz; Loungani, Prakash (2012): Global Housing Cycles. Washington, D.C: International
Monetary Fund (IMF Working Papers, Working Paper No. 12/217).

Irish Government (7/19/2004): Residential Tenancies Act. RTA 2004 (27).

Jan van der Schaar (1987): Groei en bloei van het Nederlandse volkshuisvestingsbeleid. Techn.
Univ, Delft, Delft.

Jefatura del Estado (11/24/1994): Ley de Arrendmientos Urbanos. LAU 94. In BOE - Official
State Gazette (282), pp. 36129-36146.

Jefatura del Estado (6/4/2013): Ley de Medidas de Flexibilizacion y Fomento del Mercado del
Alquiler de Viviendas. ley urbanos 2013. In Boletin Oficial Del Estado (114), pp. 42244-42256.



118

Jefatura des Estado (4/30/1985): Real Decreto-Ley 2/1985. RD 85. In BOE - Official State Ga-
zette (111), pp. 13176-13177.

Jensen, UIf (2005): Sweden. Edited by European University Institute. Florence (Tenancy Law
and Procedure in the EU). Available online at http://www.eui.eu/DepartmentsAndCen-
tres/Law/ResearchAndTeaching/ResearchThemes/ProjectTenancylLaw.aspx.

Johannsson, Ingi Valur (1998): Housing Law in the Nordic Countries. A report commissioned by
the Nordic Council of Ministers. Kbh: Nordic Council of Ministers.

Justitiedepartementet (1970): Jordabalken. JB. Source: 994. Available online at https://la-
gen.nu/1970:994.

Keating, Dennis; Kahn, Mitch (2001): Rent Control In The New Millennium. Edited by National
Housing Institute (Shelterforce Online, 3). Available online at http://www.nhi.org/online/is-
sues/117/KeatingKahn.html, checked on 11/19/2015.

Kennedy, Mike; Girouard, Nathalie; André, Christophe; van den Noord, Paul (2006): Recent
House Price Developments. The Role of Fundamentals. Paris: OECD Publishing (OECD Econom-
ics Department Working Papers, 475).

Kholodilin, Konstantin A. (2015): Fifty Shades of State: Quantifying Housing Market Regula-
tions in Germany. In DIW Discussion Papers (1530).

Knetsch, Jack L.; Kahneman, Daniel; McNeill, Patricia (1984): Residential Tenancies. Losses,
Fairness, and Regulations. Toronto: Commission of Inquiry into Residential Tenancies (Research
study / Commission of Inquiry into Residential Tenancies, no. 14).

Kohler, Wolfgang (1983): Das neue Mietrecht 1983. Gesetz zur Erhdhung des Angebots an
Mietwohnungen ; Modernisierungsduldung, Mietkaution, Kindigungsschutz, Mieterhdhung,
Zeit- u. Staffelmiete. Mlnchen: Beck.

La Porta, Rafael; Lopez de Silanes, Florencio; Shleifer, Andrei; Vishny, Robert W. (1998). Law
and finance. In The Journal of Political Economy 106 (6), pp. 1113-1155.

La Porta, Rafael; Lopez-de-Silanes, Florencio; Shleifer, Andrei (2008): The Economic Conse-
quences of Legal Origins. In Journal of Economic Literature 46 (2), pp. 285-332.

Langsether, Asmund; Medby, Per (2005): Rent Regulation and Tenancy Protection in Six Euro-
pean Countries (European Network for Housing Research International Conference). Available
online at https://borg.hi.is’fenhr2005iceland/ppr/Langsether-Medby.pdf.

Lele, Priya P.; Siems, Mathias M. (2006): Shareholder Protection. A Leximetric Approach. Cam-
bridge: ESRC Centre for Business Research, University of Cambridge (Working paper / ESRC
Centre for Business Research, University of Cambridge, No. 324).

Licht, A. N.; Goldschmidt, C.; Schwartz, S. H. (2005). Culture, Law, and Corporate Governance.
In International Review of Law and Economics 25 (2), pp. 229-255.

Lilleholt, Kare (2014): Norway. National Report. University of Bremen. Bremen (Tenancy Law
and Housing Policy in Multi-level Europe). Available online at http://www.tenlaw.uni-bre-
men.de/.

Lind, Hans (2001): Rent Regulation: A Conceptual and Comparative Analaysis. In European
Journal of Housing Policy 1 (1), pp. 41-57.



119

Law n. 89-462 (7/6/1989): Loi Mermoze. Available online at http:.//www.ten-
antslife.com/pdf/france/english/lawmermoz.pdf, checked on 12/30/2011.

Law n. 86-1290 (12/23/1986): Loi Quilés-Méhaignerie. Available online at
http://admi.net/jo/10i86-1290.html, checked on 12/30/2011.

Lurger, Brigitta (2005): Austria. With assistance of Andrea Haberl, Clemens Wal3. Edited by Eu-
ropean University Institute. Florence (Tenancy Law and Procedure in the EU). Available online
at http://www .eui.eu/DepartmentsAndCentres/Law/ResearchAndTeaching/Research-
Themes/ProjectTenancylLaw.aspx.

Lyytikainen, Teemu (2006): Rent Control and Tenants' Welfare: The Effects of Deregulating
Rental Markets in Finland. In Government Institute for Economic Research Finland (VATT) - Dis-
cusssion papers (385).

Malpezzi, Stephen; Ball, Gwendolyn (1993): Measuring the Urban Policy Environment. An Ex-
ploratory Analysis Using Rent Controls. Madison: University of Wisconsin--Madison, Center for
Urban Land Economics Research (Working paper series).

Mankiw, N. Gregory (2012): Principles of Economics. 6th ed. Mason, OH: South-Western Cen-
gage Learning.

Mann, Bruce D.; Veseth, Michael (1983): Moderate Rent Controls. A Microeconomic and Public
Choice Analysis. In Real Estate Economics 11 (3), pp. 333-343.

Marks, Denton (1984): The Effect of Rent Control on the Price of Rental Housing: An Hedonic
Approach. In Land economics 60 (1), pp. 81-94.

Marx, Karl (1872): Das Kapital. Kritik der politischen Oekonomie. 2. verb. Aufl. Hamburg: Ver-
lag von O. Meissner (The making of the modern world. Part 2 (1851-1914)).

Ministerio De Justicia (12/24/1964): Ley de Arrendamientos Urbanos. LAU 64, revised Ley de
Arrendamientos Urbanos 1964. In Boletin Oficial Del Estado (312), pp. 17387-17405.

Ministry of the Environment (7/10/1987): Huoneenvuokralaki (Landlord and Tenant Act).
(653/1987). Available online at http://www.finlex.fi/sv/laki/alkup/1987/19870653.

Ministry of the Environment (3/31/1995): Laki asuinhuoneiston vuokrauksesta (Act on Residen-
tial Leases). (481/1995). Available online at http://www: finlex.fi/pdf/saadkaan/E9950481.PDF.

Miron, Jon R. (1995): Private Rental Housing: The Canadian Experience. In Urban Studies 32
(3), pp. 579-604.

Law n. 359/1992 (8/8/1992): Misure Urgenti per il Risanamento della Finanza. In Gazzetta Uffi-
ciale 1992 (162).

Moor, Anne de (1983): Landlord and tenant in French law: a recent statute. In Oxford Journal
of Legal Studies Winter (Vol. 3, No. 3), pp. 425-431.

Mora Sanguinetti, Juan Sebastian (2010): The Effect of Institutions on European Housing Mar-
kets: An Economic Analysis. Madrid: Imprenta del Banco de Espafa (Estudios Econémicos, 77).

Munch, Jakob Roland; Svarer, Michael (2002): Rent Control and Tenancy Duration. In Journal
of Urban Economics 52 (3), pp. 542-560.



120

Murray, Michael; Rydell, Peter; Barnett, Lance; Hillestad, Carol; Neels, Kevin (1988): Analyzing
Rent Control: The Case of Los Angeles. Edited by The RAND Corporation.

New South Wales Government (8/16/1948): Landlord and Tenant (Amendment) Act. LTA48
(25).

New South Wales Government (5/12/1987): Residential Tenancy Act. RTA87 (26).
New Zealand Parliament (10/21/1955): Tenancy Act 55. TA55.

New Zealand Parliament (10/2/1973): Rent Appeal Act. RAA72.

New Zealand Parliament (12/17/1986): Residential Tenancies Act. RTA86.

Norris, Michelle (2011): The private rented sector in Ireland. In Kath Scanlon, Ben Kochan
(Eds.): Towards a sustainable private rented sector. London: LSE London, pp. 109-125.

North, Douglass C. (1990): Institutions, Institutional Change and Economic Performance. Cam-
bridge: Cambridge university press (Political economy of institutions and decisions).

Oberhuber, Andreas; Denk, Andreas (2014): Zahlen, Daten und Fakten zu Wohnungswirtschaft
und Wohnungspolitik in Osterreich. Edited by Forschungsgesellschaft fiir Wohnen, Bauen und
Planen. Wien, checked on 12/23/2016.

OECD (2006): OECD Economic Surveys: Denmark 2006: OECD Publishing (2006).
Office for National Statistics (2011): Housing. In Social Trends (41), checked on 7/8/2014.

Olsen, Edgar O. (1969): A Competitive Theory of the Housing Market. In The American Eco-
nomic Review 59 (4), pp. 612-622.

Olsen, Edgar O. (1988). What do Economists know about Rent Control on Housing Mainte-
nance? In Journal of Real Estate Finance and Economics 1 (3), pp. 295-307.

Olson, Mancur (1993): Dictatorship, Democracy, and Development. In The American Political
Science Review 87 (3), p. 567.

Peltzman, Sam (1989): The Economic Theory of Regulation after a Decade of Deregulation. In
Brookings papers on economic activity.

Pefa, Daniel; Ruiz-Castillo, Javier (1984): Distributional aspects of public rental housing and
rent control policies in Spain. In Journal of Urban Economics 15 (3), pp. 350-370.

Pissarides, Christopher A. (1990): Equilibrium unemployment theory. Oxford, Angleterre: B.
Blackwell.

Posner, Richard A. (1974): Theories of economic regulation. In The Bell Journal of Economics
and Management Science 5 (2), pp. 335-358.

Ralli, Tommi (2005): Finland. Edited by European University Institute. Florence (Tenancy Law
and Procedure in the EU). Available online at http://www.eui.eu/DepartmentsAndCen-
tres/Law/ResearchAndTeaching/ResearchThemes/ProjectTenancylLaw.aspx.

Rebmann, Kurt; Krdger, Wolfgang; Sacker, Franz Jirgen; Westermann, Harm Peter; Heinrichs,
Helmut; Artz, Markus et al. (2008): Mlnchener Kommentar zum Burgerlichen Gesetzbuch. 5"
ed. MUnchen: Beck.



121

Regeringens proposition (2009/10:185): Allmannyttiga kommunala bostadsaktiebolag och re-
formerade hyressattningsregler.

Richmond, Jerry; Stobo, Carolyn (1996): Residential Rent Regulation in Canada : Past and Pre-
sent. Toronto: Legislative Research Service (Ontario Legislative Library Current Issue Paper,
171).

Rohrbach, Helen (2012): Die Entwicklung des schweizerischen Mietrechts von 1911 bis zur Ge-
genwart. Edited by Bundesamt fir Wohnungswesen. Eidgendssisches Volkswirtschaftsdeparte-
ment. Bern. Available online at http.//www.bwo.admin.ch/themen/mietrecht/.

Rueb, Dolf; Kaufmann, Sharon (2005): The Netherlands. Edited by European University Insti-
tute. Florence (Tenancy Law and Procedure in the EU). Available online at
http://www.eui.eu/DepartmentsAndCentres/Law/ResearchAndTeaching/ResearchThemes/Pro-
jectTenancyLaw.aspx.

Ryall, Aine (2005): Ireland. Edited by European University Institute. Florence (Tenancy Law and
Procedure in the EU). Available online at http://www.eui.eu/DepartmentsAndCentres/Law/Re-
searchAndTeaching/ResearchThemes/ProjectTenancyLaw.aspx.

Ryall, Aine (2006): Residential Tenancies Act 2004: Review and Assessment. In Judicial Studies
Institute Journal 6 (1), pp. 60-91.

Satsangi, Madhu (1998): Private Rented Housing in France. In Netherlands Journal of Housing
and the Built Environment 13 (4), p. 521.

Scanlon, Kath; Kochan, Ben (Eds.) (2011): Towards a sustainable private rented sector. The
London School of Economics and Political Science. London: LSE London.

Schmid, C. U. (2009): General Report on European Tenancy Law. Edited by European University
Institute (EUI Tenancy Law Project).

Schneller, Edwina (2013): Protected tenancies. History and proposals from reform. [Sydney]:
NSW Parliamentary Research Service.

Simpson, Rachel (1999): Tenants' rights in New South Wales. [Sydney]: NSW Parliamentary Li-
brary Research Service (Briefing paper / NSW Parliamentary Library Research Service, no. 9/99).

Sims, David P. (2011): Rent control rationing and community composition. Evidence from Mas-
sachusetts. In The B.E. journal of economic analysis & policy 11 (1), pp. 1-28. DOI:
10.2202/1935-1682.2613.

Smith, Lawrence B. (2003): Intertenancy Tenancy Decontrol in Ontario. In Canadian Public Pol-
icy 19 (3), pp. 213-225.

Socialministerum (2011): The new legislation defines public utility municipal housing limited lia-
bility companies. E-Mail to Jan Philip Weber, 3/4/2011.

Stata Corporation (2007): Stata base reference manual. Release 10. College Station, TX: Stata
Corporation.

Stephens, Mark (2005): Evaluation of English Housing Policy 1975 - 2000. Evaluation of Individ-
ual Housing - Policies and Technical Report. London: ODBM.

Stigler, George J. (1971): The Theory of Economic Regulation. In The Bell Journal of Economics
and Management Science 2 (1), pp. 3-21.



122

Stiglitz, Joseph E. (2000): The contributions of the economics of information to twentieth cen-
tury economics. In The Quarterly Journal of Economics 115 (4), pp. 1441-1478.

Stiglitz, Joseph E.; Weiss, Andrew (1981): Credit rationing in markets with imperfect infor-
mation. In The American Economic Review 71 (3), pp. 393-410.

Stulz, René M.; Williamson, Rohan (2003): Culture, openness, and finance. In Journal of Finan-
cial Economics 70 (3), pp. 313-349.

Supreme Court of Canada, of 5/28/1981, case number 2089/79.

Sweeney, James L. (1974a): A commodity hierarchy model of the rental housing market. In
Journal of Urban Economics 1 (3), pp. 288-323.

Sweeney, James L. (1974b): Quality, commodity hierarchies, and housing markets. In Econo-
metrica : journal of the Econometric Society, an internat. society for the advancement of eco-
nomic theory in its relation to statistics and mathematics 42 (1), pp. 147-167.

Tobin, James (1970): On Limiting the Domain of Inequality. In The Journal of Law and Econom-
ics 13 (2), pp. 263-277.

Turner, Bengt; Malpezzi, Stephen Jerome (2003): A review of empirical evidence on the costs
and benefits of rent control. In Swedish Economic Policy Review 10 (1), pp. 11-56.

Weber, Max (1922): Die protestantische Ethik und der Geist des Kapitalismus ; Die protestanti-
schen Sekten und der Geist des Kapitalismus ; Die Wirtschaftsethik der Weltreligionen. 2.
Auflage. Tabingen: J.B.C. Mohr.

Whitehead, Christine M. E.; Markkanen, S.; Monk S. (2012): The private rented sector in the
new century. A comparative approach. Kbh: Boliggkonomisk Videncenter.

Whitehead, Christine M. E.; Scanlon, Kathleen (2007): Social Housing in Europe. London: Lon-
don school of economics and political science.

Willis, John W. (1950): A Short History of Rent Control Laws. In Cornell Law Review 36 (1),
pp. 54-94.

Wooldridge, Jeffrey M. (2007): Solutions Manual and Supplementary Materials for Econometric
Analysis of Cross Section and Panel Data. 2nd Edition.

Wurmnest, Wolfgang (2005): Germany. Edited by European University Institute. Florence (Ten-
ancy Law and Procedure in the EU). Available online at http://www.eui.eu/Depart-
mentsAndCentres/Law/ResearchAndTeaching/ResearchThemes/ProjectTenancyLaw.aspx.



