
Summary for non-specialists 
Economic Papers No. 515 / April 2014 
Economic Papers index 
 
 

Rental Market Regulation in the 
European Union  
 
Carlos Cuerpo, Sona Kalantaryan, Peter Pontuch 
 

The development of rental markets has a considerable impact on the efficiency of overall housing 
markets. A well-functioning rental market has a stabilising effect on property prices because the 
possibility to rent eases credit constraints on households, particularly those with lower incomes. 
Previous studies have shown that housing markets in which more low income households choose to 
rent tend to be more stable. Renting also helps labour markets be more flexible because it makes it 
easier for workers to move to take up new jobs. In countries where many people own their homes, 
moving for work is more costly. 

EU Member States' laws generally try to strike the right balance between social fairness and 
economic efficiency when setting incentives for landlords and tenants. However, the situation is 
very heterogeneous across Member States, as diverse factors often led to different and not 
necessarily optimal policy solutions. As pointed out in the literature, rules that were originally 
intended to be temporary have in many countries simply been left to become permanent. Moreover, 
changes to tenancy laws in the past have often been driven by different political concerns rather 
than market developments. 

Most research on the performance of rental market regulation looks at the effect on rents of new 
housing through changes in the supply and demand for rental property. Overall, the effects seem 
uncertain and there does not appear to be clear evidence that rent controls improve economic 
welfare, especially when the negative effects on market efficiency or economic redistribution are 
taken into account. Moreover, it seems that regulated rents may shrink the supply of rental 
accommodation because they make property investments less profitable. In this way such laws 
reduce the supply of rental properties, which partially offsets the fall in rents that they set, and 
sometimes discourage sitting tenants from moving, reducing labour market mobility. 

In order to assess the impact of rental laws on housing markets across the EU, we develop a 
quantitative indicator of the efficiency of rental regulation in each country. While most previous 
research has focused on the role of rent controls, our analysis looks at rental market regulation in a 
broader context so as to capture its implications for the functioning of the housing market in 
general. The analysis leads to two rental market regulation indicators that capture the effect of rent 
controls and the legal relationship between tenants and landlords. We then use these indicators to 
study the effect of rental market regulation on housing market dynamics, using a model of house 
prices.   

The results suggest that rent controls appear to make housing markets more volatile in response to 
different shocks (e.g. shifts in disposable income of households or in interest rates). In contrast, 
regulation of tenancy contract negotiation does not have a direct effect, according to our analysis. 
Striking the right balance between the interests of tenants and landlords can therefore help to 
make housing markets more efficient and address market failures without creating distortions.  
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