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Abstract  

  

  Title Residential Rental Determination in Sweden and Germany 

– A critical analysis 

Author Madeleine Wahlström 

Department Department of Real Estate and Construction Management 

Thesis number No. 67 

Supervisor Henry Gonza Muyingo 

Keywords Sweden, Germany, rental system, rental  regulation, new rental 

law, market rent  

   

The Swedish residential rental system and market has been discussed and criticized diligently 

the past years. A reformed rental law was therefore the 1st of January 2011 implemented. This 

has the purpose to better reflect the consumer’s priorities with a more market related rental 

determination. With this change, it is of interest to compare it to another rental system, with 

market rents. In the German rental system, free rental setting is allowed in new leases. This 

thesis aims to evaluate and compare the rental system in Sweden and Germany.  

 

The comparison was done after reading several reports, articles and literature as well as 

interviews with Swedish and German actors.  

 

Results show that the reformed Swedish law will not lead to major changes, though it might 

lead to a more adequate rental determination system. The analysis of the German system, with 

its free rental setting for new leases show that is better functioning than the Swedish. It is 

however positive that the new Swedish law incorporates more market related variables, even 

though the determination of a market rent is quite complex.  

 

A free rental setting allocates diversity in the market and contributes to a heterogeneous 

market, as it is possible to meet different consumers demand. The rental market can be 

expanded though, with a free rental setting when subletting condominiums. 

 

A conclusion from the analysis is that Sweden should strive to adopt a German system with 

free rental setting in new leases.  

 



 

 3 

Sammanfattning  

  

  Titel Hyressättning för bostäder i Tyskland och Sverige 

– En kritisk analys 

Författare Madeleine Wahlström 

Instutition Institutionen för Fastigheter och Byggande  

Examensarbete nummer Nr. 67 

Handledare Henry Gonza Muyingo 

Nyckelord  Sverige, Tyskland, hyressystem, hyresreglering, ny hyreslag, 

marknadshyra  

   

Det svenska bostadshyressystemet och hyresmarknad har diskuterats och kritiserats flitigt de 

senaste åren och en reformerad hyreslag implementerades därför den första januari 2011.  

Denna syftar till att bättre reflektera konsumenternas prioriteringar, med en mer 

marknadsorienterad hyressättning.  Med denna ändring, är det av intresse att jämföra det 

svenska systemet med ett annat hyressystem, där marknadshyra tillämpas. I det tyska 

hyressystemet råder fri hyressättning för tomma lägenheter. Denna uppsats syftar till att 

utvärdera och jämföra hyressystemen i Sverige och Tyskland. 

 

Utvärdering gjordes efter tagit del av flertal rapporter, artiklar och litteratur så väl som 

intervjuer med svenska och tyska aktörer.  

 

Resultaten visar att den reformerade svenska lagen inte kommer att leda till kraftig 

förändring, även fast det kan leda till ett mer lämpligt hyressättningssystem. Analys av det 

tyska systemet visar att fri hyressättning vid nyuthyrning är mer fungerande än det svenska. 

Det är däremot positivt att den nya svenska lagen innehåller fler marknadsmässiga aspekter, 

även fast bestämmandet av marknadshyra är komplex. 

 

 En fri marknad allokerar diversitet på marknaden och bidrar till en heterogen marknad, då det 

är möjligt att möta olika konsumenters efterfrågan. Hyresmarknaden kan däremot expanderas 

med friare reglering vid uthyrning av bostadsrätter.  

 

En slutsats från analysen är att det svenska systemet bör sträva efter att anamma ett tyskt 

system med fri hyressättning vid nyuthyrning.  
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1. INTRODUCTION 

 
 

A diversity of residential lease in an urban area is fundamental in order to attract a variety of 

inhabitants. A residential market should provide a variety of living forms to different people. 

Hence, rental apartments, condominium and owner occupied housing are all equally important 

for urban growth and development.  

 

In Sweden, the housing stock consisted in 2007 of 36 per cent rental apartments, 18 per cent 

of condominiums and 46 per cent of owner occupied housing. A clear tendency shows that the 

owner occupied housing are increasing and that the rental housing are decreasing. If this 

tendency does not change course there will in the future only be a marginal part of rental 

housing in high demand areas (Lind and Lundström, 2007).  In Germany, there was in 2006 

37 million households, 57 per cent of these consisted of rental housing and 41 per cent of 

owning occupied housing, the rest, 2 per cent, was sublet housing. In Germany, the owner 

occupied housing quota decreased between the years 2002 and 2006, with one per cent. 

(Destatis, 2011)  

 

Rental housing are supposed to support people in transition, young people, people with not 

much capital e t c. Rental apartments should be a flexible living choice. Therefore, a well 

functional rental system, with sufficient supply of rentals, is of great necessity for a city’s 

demand, strengthening urban growth and development.  

 

In order to develop and change a current pattern, it is worthwhile to review, discuss and 

evaluate other systems. Even though two different countries have different conditions and 

economic variables, a comparison can show advantages and disadvantages and their 

consequences; what has been the purpose of the current system and the reasons for this. To 

better evaluate one system it is beneficial to compare it to another system.  

1.1 BACKGROUND 

 

Sweden has had a public regulated rental system since the World War II, which was a 

response to Sweden’s poor living situation with limited supply and huge demand. 

Overcrowded square meters, poor standard and high rents characterized the situation. Not 
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only was the regulation a consequence of war, but also a mean to support the building 

industry and a way to provide the tenant with appropriate tenancy protection (Helge, 2011). 

The rental regulation was reviewed and changed in the 1970, to a system where the rents are 

determined with the utility and use of an apartment, independently of location. (Lind, 2003)     

 

Today, the rental regulation appears to have led to some problems. It diminishes the rental 

systems ability to provide inhabitants and future inhabitants with an easy and flexible living 

choice.  Therefore, a new rental law was proposed and implemented in January 2011. This has 

the intent that the rent should be determined with more oriented market rent variables in order 

to reflect the tenant’s priorities.  

 

After the World War II, Germany, obviously, stood in front of a great deficit of apartments 

and the political discussion was dealed with how to solve the situation. It was not rare that 

five persons shared one apartment, with providing one person with not more than 15 square 

meters. In 1950, about 5,5 – 6 million apartments were missing. The biggest obstacle was how 

to finance new construction of apartments, as the capital was insufficient. To that reason, a 

massive support from the state was demanded. Since the 1950, it has happened a lot on the 

housing market in Germany. This will further be described in chapter three. 

 

Today, when a new lease is signed in Germany, the market determines the rent. This market 

rent system does however also incorporate strong regulation, such as tenancy protection and 

protection against rental increase. This has led to a big gap in rental cost between new and old 

contracts.    

1.2 PURPOSE AND ISSUE  

 

The new Swedish rental law has been operative for four months and because it has a more 

market orientation than before, it is of interest to compare it to a “real” market rent. The 

Swedish rental system has already been discussed and debated before, also international 

comparison have been made. Many articles and reports have also been written about how a 

possible deregulation would affect it1

                                                 
1 Examples in Lind (2001), Lind (1995), DI (2011 a ), DI (2011 b)  

.Yet, due to the new rental law, it is of interest to 

evaluate and discuss it and also to review a system with market rents. 
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This thesis has the purpose to compare Sweden and Germany´s rental system. Due to the new 

implemented Swedish law, and my experience from the German rental market, these countries 

were chosen. Questions that will be discussed and answered are: How does Germany´s rental 

system differ from that of Sweden? How is an appropriate market rent determined? What 

advantages and disadvantages are there with these both systems?  How will these structures 

affect the construction sector, and what is the most adequate system for a well functioning 

housing market?   

 

1.3 LIMITATIONS 

 

As this thesis is a comparison between Germany and Sweden, other countries will not be 

discussed. This thesis is only referring to the residential rental market; hence the commercial 

market will not be discussed.  

1.4  DEFINITIONS 

 

Utility value system: Swedish rental setting system since 1970. The rent is determined 

by the utility and use of the apartment 

Market rent:  The most likely rent in a new lease on an open market 

Neuvermietungsmiete:   “New lease rent”, the rent when a new lease is signed in Germany,    

i.e. the market rent 

Bestandsmiete:  “Stock rent”, the rent from existing contract, from decades ago to 

yesterday 

Mietspiegel:  “Rent Mirror”, a German data bank with rents in one city or 

community 

1.5 DISPOSITION 

 

This thesis begins with two chapters that describe the background and present rental market in 

Sweden and Germany. In chapter four, the differences and similarities of the systems are 

presented. Chapter five consist of the analysis and evaluation of the rental systems and a 

discussion of how a well functioning rental market can be obtained. The conclusion and 

suggestion for further studies are presented in chapter six.   
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1.6 METHODOLOGY  

 

In order to compare and evaluate each system, a good understanding for the systems is 

necessary. Therefore, this work started with gathering information and knowledge. This was 

done by reading the Civil Code for each country, propositions, articles and adequate literature.  

 

To find adequate literature search in libraries was done. However, the majority of references 

are from reports and thesis, written by professionals in the field and found on the internet, as 

these are most up to date, hence of most current interest. 

 

Contact with actors on the market has been taken, in order to take part of their reactions and 

opinions. One representative from a private company in Sweden and one from its affiliated 

company in Germany were asked. This company was chosen because of big stock of 

residential property both in Sweden and in Germany and therefore adequate in this thesis.  

 

The head organisation of all tenant unions in Germany was also interviewed. Further, one 

representative from the Swedish Union of Tenants and one from the Swedish Property 

Federation were also interviewed. These informants were chosen due to their difference in 

opinion. The Swedish Union of Tenants was here of necessity since they have a significant 

impact on the rental structure in Sweden.  

 

Additionally, it is of interest to compare the answers from the Swedish private housing 

company with a municipal company. Therefore, Swedish municipal housing companies were 

interviewed. The same questions were asked to the actors in Sweden, with some modification 

to better suit the informant.  

 

As this report is written in Germany, I could not interview the Swedish actors in person. Yet, 

this was solved through telephone and email contact. The questions concerned the newly 

implemented rental law, the determination of market rent in Germany and opinion on German 

rental structure. The questions are displayed in the appendix.  
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2.  SWEDEN 

 

2.1 RENTAL SYSTEM IN SWEDEN 

 
 

2.1.1 Background 

As described in the earlier section, Sweden has had a rental regulation system since the 

Second World War, which was supposed to solve Sweden´s, at that time, poor living 

situation. As this system was reviewed, in beginning of 1970, the new utility value system 

was implemented. The rental cost in the utility value system was determined after the 

standard, independently of location and the rents were set after a negotiation between the 

public housing sector and the Swedish Union of Tenants. The public housing sector worked 

under a “self cost principal”, which implied that no fees larger than the cost for the utility 

could be taken, i.e. there can be no economic revenue, hence no profit. This new regulated 

system boosted and supported the public housing sector, as they developed from only 

representing a marginal part of the market in 1930, to total domination of the rental market in 

1970. (Jörnmark, 2005) 

 

The aim of rental regulation is that everyone, regardless of financial situation, should have a 

reasonable rent and a chance of an apartment in a central part of the city. Furthermore, the 

main idea with the utility value system was to both provide the tenant with tenancy protection 

and to facilitate a market related rental structure. While implementing that a rent for one 

apartment not should be at a higher level than for that of a comparable object, a tenancy 

protection and limit for unreasonable high rent was realized. (Borg, 2006) 

 

In other countries this model would have been called “social housing”, with subsidized 

apartments to household´s with social problems and limited financial resources. The public 

housing sector should however provide apartments to people in different financial situation. 

The public housing sector consists of almost the half of the total supply of rental apartments 

in Sweden. Hence, the conditions that control these companies’ actions have a big impact on 

the whole market. The rental regulation system is an important part of the Swedish rental 

system, as the rents from the private property owners’ was set after a comparison with the 

rents from the public sector, in order to review its legitimacy. A higher rent of 5 per cent was 
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however allowed for the private property owners, i.e. no more than 5 per cent higher than a 

non profit organization. (Borg and Lind, 2006)  

 

2.1.2  Rental regulation  

A rental market can be regulated in many different ways and Lind (2001) describes five 

different forms, divided into two groups, of rental regulation. It is of necessity to separate 

these, as they lead to individual different impacts on the rental cost and market.  
 

The first group covers the sitting tenant, where it is regulated that the tenant is protected from 

high rent due to re-negotiation of rent, and the second form; protection against rental increase.  

The second group covers all the tenants and consists of three forms. The first one forbids the 

rent to exceed the market rent, in order to protect weak tenants. Additionally, another 

regulation has the intent of decreasing the volatility on the rental market, where large rental 

increases are prohibited. The last form is a regulation that has the purpose to permanently 

keep rents at a level below the market level. In conclusion, rental regulation comes in 

different forms and to conclude I quote Turner and Malpezzi (2003):  

 
“Rent control reminds us of macroeconomics: if you are studying it, 
 and you are not at least a little bit confused, you are probably 
 not thinking clearly” 
 

2.1.3 Rental regulation and its consequences 

The Swedish system does not only protect the sitting tenant, but it also keeps the rent below 

the market rent. Therefore, it can be seen as the last form in the second group described 

above.  

 
It is sometimes assumed, that the rental regulation reduces segregation in a city, as people, 

regardless of financial situation, can afford an apartment in the city. However, there are 

reasons to question this statement. Glaeser (2002) discusses if rent control increases or 

reduces segregation.  Glaeser (2002) claims that with reduced rents for residents at their time 

in the apartment, it is likely that poor residents will not move even though the city is getting 

more expensive. Glaeser (2002) states that the consequence of this is that it will lead to a 

more long-term concentration, with older tenants rather than the younger generation, who has 

the most to benefit from integration. In addition, rent control may lower prices for new 
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tenants. Yet, this will lead to an increase of integration, if only rich people were situated in 

poor areas and vice versa. However, Glaeser (2002) contradicts this with “Just because 

apartments are renting for below market rents, there is no reason to believe that they will be 

given to the poor” (Glaeser, 2002 p.4). Another impact rental regulation has on integration is 

that it “may reduce the quality of the housing stock for rent controlled units” (Glaeser, 2002 

p.4). Despite the fact that producing low quality buildings can decrease segregation, the city 

may still be better off without having these deteriorated housing, also, it is probable that these 

areas were to be even poorer and thus decrease integration.  

 

In a report written by Lind and Hellström (2003) market rents and economic segregation is 

discussed. They compare two big cities in Sweden; Stockholm and Malmö, where the last has 

market oriented rents and Stockholm has not. In the report, it is showed that the economic 

segregation, during a time period of nine years, has increased in both cities. The result of this 

report is that a change into market rents would neither increase nor decrease economic 

segregation. In other words, regardless of market rents or rent control, the level of segregation 

increased with the same proportion in these both cities. This might prove that economic 

segregation always will occur and that it is not a result from rental regulation, and therefore 

cannot be used as an argument neither for nor against it. 

 
It is not rare that opponents to rent control often state the black market as argument against it. 

When the supply of rental apartments is low or/and the demand is high, a value of the rental 

apartment is created. Additionally, if a tenant has a profitable rental contract, which rental 

cost is significantly below the market rent, the value increases. This created value makes it 

possible to sell a rental apartment on a black market.  According to an article written by 

Lacotte (2011) where Lind is quoted, Lind states that there is a black market in Sweden, but it 

is hard to measure the extent of it. Lind does not consider the black market as a big problem. 

He also states that it would probably not even be noticeable, if the black market would 

disappear. (Bofast, 2011) 

 

The one that considers constructing rental apartments cannot always predict if the rent, that is 

set after its utility, will cover the cost of production. This insecurity contributes to the fact that 

in some regions, the supply of rental apartments is insufficient (SOU 2004:91). This can 

however be contradicted with the fact that market oriented rents are used in new 

developments. Lindblad (2010) discusses the relation between new developments and market 
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rent in Stockholm, in a recently written master thesis. In the thesis, it is described that the 

rents in new developments are at average 45 per cent higher than in the existing stock. 

Furthermore, the difference between the calculated market rent and rents from new 

developments in the suburb is significant lower than the difference between the calculated 

market rent and rents from new developments in the inner city. In other words, in some 

suburbs market rents are used in new developments. If the demand would decline, this implies 

a higher risk for vacancy in these areas or risk for income loss, as a lower rental level needs to 

be taken to avoid vacancy. In the inner city the difference between market rents and rents 

from new development is so substantial that no risk for vacancies can be predicted. Yet, the 

difference in utility does not reflect the difference in the rental level.  From an investor’s point 

of view, the risk of vacancy will rise in new developments, if market rents only are applied on 

these. Obviously, the risk will rise in low demand areas, as some unattractive suburbs. In 

conclusion, even though market oriented rent can be used in new developments, the rental 

regulation still puts new developments in the suburb in disadvantage.  

 

There is no doubt that there, in Sweden, is a demand surplus in high demand regions. This is 

illustrated through long waiting time and from a model by Lindblad (2010), where the market 

rent exceeds the existing rent with 105 per cent in Stockholm. It can be questioned whether 

this system is a flexible one, and who this system is benefiting. A regulated system, that keeps 

the rents at a low level, is definitely benefiting those who already are in the system, “the 

insiders”. Consequently, it drives “the outsider” further away. This can be deemed as a 

generation issue; where this system, mostly, benefits the middle aged and those with long-

term-planning parents, but perhaps should be benefiting the young. An article written by 

Christer Jansson, managing director at the Swedish Property Federation, states that the true 

winners from this system are the rich (Jansson, 2010).  Lind (2011) claims that the rental 

regulation is a social problem, and the fact that this market is closed and ensures that the 

people in this system are doing very well enhances this problem. If a rental system is intended 

to support continuous change, facilitate for young people and people with not much capital, it 

should be questioned if this really is an adequate method to achieve this. 
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2.2  RENTAL MARKET IN SWEDEN  

 

To recall from the introduction, there was in 2007 4.5 million apartments in Sweden, where 

36 per cent had the tenure of rental, 18 per cent of condominium and 46 per cent of owner 

occupied housing (Lind and Lundström, 2007). In Stockholm year 2007, 49 per cent of total 

stock consisted of rentals (DN, 2007).The tendency of more indirect or direct ownership of 

housing is clear in the existing stock, where the rental apartments are transformed into 

condominiums, and in the new developments, where the condominiums and owner occupied 

houses dominate, which is illustrated in the diagram below. The diagram shows the 

percentage share of completed dwellings by tenure from 1980-2008.  

 

 
Diagram 1. Percentage share of completed dwellings by tenure 1980-2008 (SCB, 2010) 
 

 

Stockholm is not only Sweden’s capital, but also its engine. Therefore is it important to look 

at the rental market in Stockholm. For many years, the rental market in Stockholm has neither 

been easy nor flexible. It has left many inhabitants with little choice, between participation in 

the black market or purchase of a condominium/house. There is no doubt that there is a 

demand surplus, with insufficient supply. However, this is not news; the housing market in 

Stockholm has been discussed several times2

                                                 
2 Articles written in e.g. Swedish newspaper DN (2011), SvD (2011) 

.These discussions have yet not resulted in any 

change which indicates that it is likely that a rental revolution will not take place in 
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Stockholm. Even though the problems are most noticeable in Stockholm, equal problems are 

seen in most cities in Sweden, where there exist some demand.  

 

The situation in Stockholm does however not give a total fair view of the rental market in 

Sweden. There has actually already been a rental reform in Sweden’s third biggest city; 

Malmö. This was done as the manager of the municipal housing company wanted to avoid 

such a development observed in Stockholm. The rental structure was in the beginning of 1990 

changed into a market oriented rental setting. A very careful process, where rents in low 

demand areas were kept constant and rents in high demand areas were raised. (Lind and 

Hellström, 2003)  

 

How to achieve a well functional rental system has been discussed several times and will in 

this thesis be further discussed in chapter five.  The regulation of subletting condominium and 

owner occupied housing, was in a recently written article by Lind (2011) criticized. In the 

current situation, it is neither profitable nor secure to sublet ones condominium to a legal rent. 

This leads to a little supply on the market with often exorbitant rent. If there is a possibility to 

sublet condominiums and owner occupied houses to a market rent, it will expand the rental 

market (Lind, 2011). In addition, there are discussions that Sweden should move from a 

system where all the tenants are protected, to a system where only the sitting tenant is 

protected, with a more liberate rental setting for a vacant apartment. (Lind and Hellström, 

2003)  

 

2.3  NEW RENTAL LAW 2011 

 

2.3.1 Background 

In the proposition 2009/10:185 a reformation of the rental law is suggested, and the new law 

was implemented the 1st of January 2011. This has the purpose to improve the rental system 

and the utility system with a modern rental setting.  

 

This discussion started as the Swedish Property Federation, year 2005, through the European 

Property Federation reported to the commission  regarding state support to municipal housing 

companies (SOU 2008:38). In this report, it was claimed that the municipal housing 



 

 17 

companies received extensive support; as contributions, surety without compensation and no 

restriction of required return.  

 

The Swedish housing politics can be seen as over violating the EG:s agreements on 

competition and state support. The articles 81-86 in the agreement discuss the competition 

regulation and abuse of dominating position. The subsequent articles, article 87-89, regulate 

government support (SOU 2008:38).   

2.3.2  Legal problem with old law 

According to the article 81.1, EG agreement, it is not compatible to the agreement that with 

special contracts, affect the market with the intent of prevent or limit competition on the joint 

market. In other words, it is forbidden to have special agreements, with supporting one party 

that leads to an imbalance on the competition market. Furthermore, the article 3.1 g says that 

the common business should include a regulation that secures that the competition is not in 

imbalance. Also, in order for a measure to be considered as state support, it demands that it 

facilitates for the receiver, i.e. it both has to be of economic advantage and the measure has to 

be selective. The central direction of regulation of state support is found in the article 87.1, 

where it is stated that if support is given, that in some way threatens to put the competition in 

imbalance, is not compatible with the agreement. (SOU 2008:38) 

2.3.3 Proposal for a rental reform 

In a proposition from 2009, the need of a rental reform is described. It is argued, that for a 

long-term well functioning residential market, it is of great necessity that the consumers 

demand meets the markets supply. One might question whether it is necessary to have a 

special regulation that regulates the public and municipal housing companies. However, in 

order to keep the actions of these companies both safe according to the municipality law and 

the EU regulations, a regulation is considered necessary. Furthermore, to provide the tenant, 

as the weaker party, with tenancy protection and with regard of the municipalities, as the 

property owners, interest to fulfil the needed municipal housing support, a regulation is 

considered required.  It is according to the government of special necessity to protect the 

Swedish model with the public housing sector that provides housing to all people and not only 

to those with special needs and limited budget. With this in mind, and in order to be in 

agreement with the regulations of EU, a new regulation should be created. Consequently, the 

rental setting for the residential market ought to be reformed.   



 

 18 

2.3.4 Changes with the new law 

 
a) Collective rental determination 

 
The municipal housing companies’ normative role will be replaced with a standardized role 

for collective negotiated rents. The investigation considers that there are enough reasons to 

state that the rental setting system with the municipal housing companies as standardizing, 

regardless of following the “self cost principle” or “on business lines”, is not compatible with 

the EU agreement. The reason is that the system implies that one party on the market controls 

the economic conditions for other competitors. This new rental setting, with collective 

negotiated rents, is of great necessity for a functional rental market.  

 

b) The rental setting regulation 
 

The utility system determines the rent, with factors as size, standard, location within the 

building, sound isolation etc. Yet, discussions have been held if the rent differences between 

different apartments are fair and reasonable, and whether the tenants’ priorities not should 

influence the rent to a greater extent, and above all, how the tenants evaluate the location. A 

prerequisite of a functional rental market is that the rental structure is reflected by the 

consumers. In the proposition it is declared that the location factor in some regions does not 

have a realistic significance on the rent, hence regions where the rents not reflect the tenants’ 

priorities. The responsibility of the rental setting is on the local parties. It is not needed to 

regulate exactly what should be the determining factors when setting a rent, as the local 

parties’ have a bigger knowledge of this. Therefore, it would only contradict the fact that the 

rent should reflect the tenants’ priorities. There must thus be clarified, that the new rental law 

in Sweden does not imply a complete new rental setting; the rent is still determined by the 

utility value system. Furthermore, the absolute effect that the location factor has on the rent is 

not regulated by law; it is a task for the local parties to determine that possible effect.  

 

c) “On business lines” 
 
In a proposition it was suggested that the public housing sector should have market related 

return requirements, as well as the private property owners, which implies that the public 

sector no longer will act under the “self cost principal”. The EU regulation is not equivocal, 

but if Sweden wants to be safe that the agreements are not being violated and, also, that the 



 

 19 

model is no “social housing”-model, it should be implemented that the public housing sector 

has to act “on business lines”. Yet, to act “on business lines” has different interpretations. 

Lind and Lundström (2011) have written a report where this statement is discussed. To act 

“on business lines”, is acting as a long-term private company, where the desire of maximal 

revenue affects all the decisions. For example, when deciding if acquiring a property, it is 

rational and only “on business lines”, if the value to the company is larger than the market 

value. However, companies might reason that it is more important to manage and maintain the 

properties already owned. Likewise, private property owners can reason that even though it 

would be “on business lines” to sell a property, the company would rather retain it as a part of 

their core business. Therefore, the municipal company should also be able to continue to 

manage the properties without demands of valuation in order to sell.  In conclusion, the 

statement that the municipal housing companies should now act “on business lines” is not a 

clear statement, which leads to different interpretations and different actions.  

 

d) Protection against fast and large rent increase 
 
To protect the tenants from substantial rent increase, a protection regulation should be 

implemented. If the rent that is considered is much higher than the former, should the rent be 

set to a lower level for a period of time. When the municipal housing companies are run “on 

business lines”, a rental increase can be foreseen. However, the rents should not be increased 

to a level where the tenants are forced to move. This regulation creates a bigger security for 

the tenant. Yet, this regulation should not counteract a motivated adjustment of rent levels to 

the appropriate utility value rent in a reasonable period of time. It is further stated that this 

protection should not have the character of rent control.  

2.3.5 Potential consequences from reformed rental law 2011 

The new rental law has been operative since January 2011 and it is still too early to observe 

any real effects. However, described below are some of the predicted consequences. 

 

 It is stated in the proposition of the reformed rental law that the new law regarding the public 

housing sector is not estimated state financial consequences. Additionally, it is social 

economically positive if the residential market is more efficient. The new law does not imply 

new costs for the municipality; however more administrative cost may occur.  
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a) Change to collective rental determination 
 
The abolishing of the public housing sectors standardized role implies increased competition. 

With the new rental setting model, the insecurity of investment in rental property will 

decrease. Furthermore, the interest of new developments will hence rise.  The collective rental 

determination might lead to increased rental level, as the private property owners can 

negotiate with the Swedish Union of Tenants, without being restrained by the public sector. 

One might question whether a collective negotiation of the rent is necessary, and if it not can 

be a decision between tenant and property owner. However, this negotiation implies 

decreased cost for both the tenant and the landlord. Further, it can be a security for the tenant 

that the rent is negotiated collective, so that the tenant does not have to take part of that.    

(Prop. 2009/10:185) 

 

b) Changes in the Rental Setting Regulation 
 

This new rental setting, with probably more location based rent, will lower the rents in low 

demand areas, and increase the rents in high demand areas. However, it is not clear to what 

extent. As stated above, with a rent that is determined with the priorities of the tenant, the rent 

will better reflect the demand of the consumers. Because the local parties will decide what 

factors should affect the rent this new rental setting can be seen as a more modern and fair 

rental setting.  

 
c) On business lines 

 

 The new requirements with market related return implies that the municipal companies have 

to carefully consider how the business is run. The municipal companies are now in 

competition with other actors, which enlarges the efficiency requirements. However, achieved 

return does also indicate a more solid economic base for the companies.  

 

d) Protection against fast and large rental increase 
 
The proposition of the protection of large rental increase will probably lead to more reported 

cases to the rental committee. Yet further cost for the committees and judges are not estimated 

to be larger than the existing financial appropriation. The proposition does also imply a better 

protection against rental increase than before. It can be considered likely that the need of state 

subsidies will increase as a result from rental increase, hence larger expense.   
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3. GERMANY 

 

3.1  RENTAL SYSTEM IN GERMANY 

 
 

3.1.1 Background 

As after the First World War, it was expected also after the Second World War, that the state 

housing politics would respond and solve the intolerable living situation. As already 

described; 5.5 – 6 millions apartment were destroyed and in this great scarcity of apartments, 

measures needed to be taken. Rent control was introduced as a temporary measure both after 

the First and Second World War.  

 

In 1950, the state subsidized for those who wanted to build their own houses. The state 

provided with loans without interest or interest contributions. This indirect subsidy had the 

intent not only to increase the construction, but also to give the inhabitants an incitement to 

stay in the country.  This led to, in international comparison, that private owned rental houses 

and condominiums was very high. The investor was however only allowed to sublet 

apartments to households with limited income. Additionally, strong protection for the tenant 

was implemented, such as continuous tenancy, dividend limit and cost determined rent. This 

social housing construction can be seen as a compromise between a market-oriented housing 

market and a creation of durable bound stock housing market. This compromise is the reason 

behind the insight that an intervention in the market should only occur in an emergency 

situation. (Schader-Stiftung, 2011) 

 

In the end of 1950, a debate about a changing the housing politics began. The rental 

regulation implemented after the World War was, as already stated, only a temporary 

measure, but it was even though maintained until the late 1950. The measures that had been 

taken, i.e. subsidizing rents, property exploiting and tenant protection, were now about to be 

altered. As a result, the housing market was deregulated in 1960, which consequently led to 

rental increase. In the beginning of 1970, the only cities with rental regulation was Hamburg, 

Munich and West-Berlin. (Hubert, 1993) 
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In 1971 further tenant protection was implemented. This protection intended that a resignation 

of a tenant was not acceptable in order to only obtain a higher rent. The rents had to, from this 

point, be compared to comparable objects in order to justify a rental increase. Ever since 

1971, the residential leases has been based on three elements; unilateral security of tenancy, 

free negotiation of rent in new lease and limit rent increase reached by comparable 

accommodation. (Hubert, 1993)  

 

The German housing politics is still dominated by socialistic general principles, but both the 

freedom of rental contract and the concentration of the social housing to those not 

“marketable”, indicates change. In conclusion, people are being enabled to independently act 

on the market and only the “rest” will be provided with housing. In other words; housing 

politics develops to housing market politics.  (Schader-Stiftung, 2011) 

 

3.2 RENTAL MARKET IN GERMANY 

 

The rental quota in Germany is in European comparison exceptional high. To recall from the 

introduction, there was in 2006 37 million households, 57 per cent of these consisted of rental 

housing and 41 per cent of owning occupied housing, the rest, 2 per cent, was sublet housing 

(Destatis, 2011). In Germany’s big cities, Berlin and Hamburg, the rental quote is 85.9 per 

cent, respectively 79.7 per cent (BauInfoConsult GmbH, 2009).  

 

The rental cost differs substantially from different cities, and it is fair to state that it is very 

profitable to live in the capital. In comparison to other big cities, such as Munich or Hamburg, 

the rental cost in Berlin is low. However, the rents rise in Berlin every year, which indicate 

big demand. The difference in the rental level is illustrated in the diagram below, where the 



 

 23 

average rental level in Germany’s big cities is shown. 

 
Diagram 2, Rental level in German big cities 2009 (F+B-Mietspiegelindex 2009) 

 

In Germany, when a new lease is signed, the market determines the rent. Hence, the prices on 

the German residential market indicate where the current market level is. With a small supply 

and big demand, the rents rise. Although the market rent is used in new leases, one might not 

forget that the German system incorporates different forms of rental regulation, described in 

the Rental Regulation paragraph above. Also described by Lind (2001), the sitting tenant 

protection is very important in the German system. The rental increase must be justified with 

a comparison with comparable objects. In addition, another form of regulation can be seen in 

the German system, as the rent cannot be increased to more than a percentage in a time 

period. This will be further described in the following paragraphs.  

 

In Germany, it is important to separate two different rents, the “Bestandsmiete” and the 

“Neuvermietungsmiete”.  

 

3.2.1 Bestandsmiete 

The “Bestandsmiete” is the rent from the existing rental contracts; contracts from decades ago 

to the ones that were leased yesterday. Translated into English; “Stock rent”. The rents are 

diversified from location, square meters, equipment and year of construction. Yet, the older 

the house is, the lower rent. Another important determinant of the rental cost is the size of the 

apartment. Obviously, the absolute rent is higher due to more square meters, but the rent per 

square meter is however set to a lower level in a large apartment.   
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The alternatives of rents are: constant rent, graduated rent or index rent. It might be beneficial 

to contract an index rent, when leasing an apartment with high standard. The reason for this is 

that the contracted rent probably is higher than rents in comparable objects and rental increase 

must be defended from comparable objects. This will further be described in the next chapter. 

3.2.2 Neuvermietungsmiete 

The rent for new lease is called “Neuvermietungsmiete”, translated into English; “new lease 

rent”.  This is not a juridical term but often used in praxis. The “Neuvermietungsmiete” is 

with other words, the market rent. A market rent is an often much-abused term and can be 

defined in many ways, however here is it defined as: “The most probable rent at a new lease 

on an open market” (Flodin, 2008). The “Neuvermietungsmiete” is an indicator of the market, 

as it will rapidly change when factors of the market are changing (Sigismund et. al., 2004).  

 

3.2.3 The gap between Bestandsmiete and Neuvermietungsmiete 

A gap between the “Neuvermietungsmiete” and “Bestandsmiete” is not rare. According to 

Hubert (1993) this gap has a severe impact on the performance on the market. First of all, this 

creates an inefficient utilization of the existing stock. If a sitting tenant wants to move to 

another differently located, sized or equipped rental apartment, he has to give up a profitable 

rental contract. This makes an adjustment of housing consumption costly. This system both 

forces one side to face the hardship of the market, and locks the other in their current housing. 

Hubert (1993) states that this inefficiency of utilization pushes the market rents to higher 

level. This statement from Hubert (1993) can be explained that it might lead to a small supply, 

if there is too costly for the consumers to change housing and therefore no demand for new 

developments. With small supply, the market rent might rise in existing stock.  Another 

important problem with this is that the gap does not at all create any incentives for the 

landlord to keep their old tenants.  Furthermore, with lost interest in maintaining good 

relationship with the tenant, cases of harassment appear to be more common. In addition, 

Hubert (1993) claims that the development of the real rents do not support a statement of a 

potential general affordability crisis, except for those whose real income has decreased. One 

might reason that it is adequate to pay a higher rent when receiving higher income, which 

implies that the rents are, in general, reasonable.  
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3.2.4 Mietspiegel 

As it in 1971 was implemented, that rental increase had to be justified by comparable objects, 

it was questioned how this could be verified. Therefore, a data bank over rents was considered 

necessary (Blümmel, 1989). Since the middle of 1970 a so called “Mietspiegel”, translated 

“Rent Mirror”, has been established. According to the German Civil Code, § 558c: 

 
“A Mietspiegel is an overview of the comparable rents, customary in one place, as long as the 

overlook has jointly been compiled from landlords and tenants in the municipal or their 

representatives.” 

 
The “Mietspiegel” is now established in more than 300 cities in Germany (Focus, 2009). It 

has both the purpose for the landlord; in order to easier justify a rental increase, and for the 

tenant; in order to facilitate the reviewing of the proposed rental increase. This should, if the 

“Neuvermietungsmieten” are higher than “Bestandsmieten”, lead to an increase of the 

“Mietspiegel”. This is correlated with the mobility of the housing consumers; as more new 

leases affect it. Additionally, there is also a “qualified ´Mietspiegel´” and according to the 

German Civil Code, § 558d:  

 
“A qualified Mietspiegel is a Mietspiegel which is gathered from acknowledged scientific 

principles, and has jointly been compiled from landlords and tenants in the municipal or their 

representatives.” 

 
The qualified “Mietspiegel”, likewise to other, should be adjusted to the market level every 

second year. The qualified “Mietspiegel” also needs to be compiled entirely new every forth 

year.  The definition of the “qualified ´Mietspiegel´” differs with the words “acknowledged 

scientific principles”. The question is which these principles are. Although this is not stated in 

the paragraph, one might assume that it is referred to statistical data. Furthermore, it is stated 

that the qualified “Mietspiegel” not only is a stronger warrant to its validity and actuality, but 

also an acknowledgment to broader acceptance through the municipalities.  

 

In the “Mietspiegel” of Berlin, among other text and tables, a map of Berlin and a table of 

rents with different conditions, such as old of new building are shown (Berlin, 2011).The map 

illustrates the general standard of housing in different areas. Picture and table of these are 

presented in the appendix.  
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4.  DIFFERENCES AND SIMILARITIES BETWEEN CURRENT 

SWEDISH AND GERMAN RENTAL SYSTEMS 
 

4.1  RENT AND RENTAL DETERMINATION 

 
In this thesis, the utility value system has been referred to several times. To recall, the utility 

system was implemented in the beginning of 1970 and has since then been the base of the 

rental setting in Sweden. When determining the rent in Sweden, there is a collective 

negotiation between the Swedish Union of Tenants and the property owner. The 

reasonableness of the rent is decided from comparable objects, both from the private and 

public sector. With the new rental setting law it is important to emphasize that although more 

market related factors been taken into consideration, there are no market rents in Sweden. 

This was also underlined by the Swedish Union of Tenants, and that no changes in the new 

law regarding the utility value system have been made.  

 

Tenant unions do exist in Germany; however, they do not have such strong impact on the 

rental system as the union has in Sweden. The head organisation of the German tenant unions 

does not consider a regulation of the rental level as an appropriate system in Germany. It is 

considered that a fixed rental level is not always to the tenant’s advantages. He explains this 

with the reasoning that a fixed rental level invites the property owner to set the rent to this 

level, despite the standard of the dwelling provided.  

 

 As described in earlier sections, the “Neuvermietungsmiete” is the market rent and used in 

new leases. It is free to agree on what kind of rent (constant, index or graduated) that will be 

applied. This is not the case in Sweden.  The German rent for new leases is more flexible and 

can change rapidly with the market, while the Swedish system is sluggish and does not follow 

the development of affecting markets. 

 

In Germany, the estimated market rent for an apartment is of course due to square meter, 

standard, location etc. But in order to deem the market, a representative from a Real Estate 

company with residential property in Germany claimed that factors such as internet, 

comparable objects from own stock, experience, “gut feeling” and evaluation from respond of 
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advertisement are helpful factors. The most important and crucial factors are information from 

internet, experience and motivation to achieve the highest rent.  

 

The representative from the German housing company explained further that, when many 

show interest in an apartment, it indicates that the demand of this apartment is high. This can 

be due to the good location with high standard etc. However, it is also an indication of a too 

low rental level. Likewise, with no interest shown, this is an indication of a poor apartment in 

bad area, but also too high rental level. To find tenants that are willing to pay the estimated 

market rent is the most difficult part when setting the rent, states the representative. 

Furthermore, to have the correct balance between time of vacant apartment and estimated 

market rent is also not simple.  The question here is how long one can wait, with a vacant 

apartment, until finding the expected new lease level. This is hard to estimate as one never 

knows when another tenant will emerge with a higher capacity and willpower to pay a more 

adequate rent. The process of rental determination is however more direct; the property owner 

determines a rent, and thereafter it is not common that the rent will be further negotiated. If it 

is noticeable that the level probably was wrongly estimated, is this an experience to the next 

rent determination.  

 

The representative from the German company further explains that when determining the rent 

in Germany, a balance between time of vacancy and estimated rent level needs to be 

managed. There must be evaluated if it is profitable to refurbish the apartment, with 

refurbishment costs and vacancy during refurbishment, in order to achieve a higher rental 

level. The interest and aim of the property owner can decide whether or not vacancy, with aim 

to achieve the highest rent or no vacancy, with perhaps lower rent is most desirable. If the 

business has the intent of selling the property in a short period of time, or for other reason acts 

on short terms, it can be considered to be more rational to avoid vacancy. However, is the 

business intent to manage and maintain the property for a long-term, it is perhaps of greater 

necessity to achieve the highest possible rent; hence a longer time with vacancy is accepted. It 

is yet a generalisation to state that all companies are acting this way, as this is an individual 

strategy and calculation question. 

 

The utility value system has of course some similarities to the German market rent. 

Reasonable factors as size, standard, equipment etc. influence the rent in both countries. The 

location factor is the most important factor in rental determination in Germany. This is seen in 
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the substantial differences in one city as well as whole Germany. In Sweden, the location 

factor is, according to a proposition from 2009 and other reports, considered as the most 

neglected utility factor today. The Swedish Union of Tenants commented this as only being a 

result of the wrong application of the utility system. Due to the new implemented law, it 

seems likely that the location will affect the rent to a bigger extent. The Swedish Property 

Federation considerers it as only positive if this would be the result, as the representative 

agrees on the statement that it is the most neglected factor today.  

 

A representative from a Swedish private housing company emphasizes that with the new 

implementation, it is likely that the location factor will affect the rent in an adequate way in 

the future. Further, all housing companies are now independent on the market; hence no one 

can profit or take advantage of the public housing sector. This will therefore lead to a more 

adequate rental development and determination. This view is shared with a municipal housing 

company in Sweden, as the representative states that a more systematic rental determination is 

an adequate method for strengthening the rental apartment. It is also positive, if the rental 

level will reflect the tenant’s priorities in a better way. Moreover, the private and municipal 

housing companies agreed on that is only optimistic if the location factor will affect the rent 

to a greater extent.  

 

 In my view, due to the  re-evaluation regarding the location factor, it seems likely and 

rational that not only the private property owners in the future will use this factor as an 

argument for rental increase, but also the public housing companies, as they now have to work 

on business lines with return requirements. 

 

4.2  RENTAL INCREASE 

 
According to the German Civil Code, rental increase can be achieved through the following. 

First of all, it is said in the § 558 that the property owner can demand a rental increase, if 

comparable objects indicate higher rent level and if there has not been any other rental 

increase in the past 12 months. It is further stated that a rental increase can not be made valid 

sooner than 15 months since the last rental increase, which implies that the tenant has three 

months to accustom this new cost.  The proposed rent can not exceed the rent of comparable 

objects, which can be observed in the “Mietspiegel”. This rental increase, justified through 
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“Mietspiegel” can however not be higher than 20 per cent.  Secondly, a rental increase can be 

achieved through modernization of the apartment or building. This is regulated in § 559, 

where it is said that if the landlord, with measures, has accomplished a higher standard, a 

rental increase can be achieved. This rental increase can be no more than 11 per cent of the 

cost annually. 

 

A representative from the German tenant union is of the opinion that § 559 should be deleted 

and replaced by a provision where the energy saving of a modernisation is a relevant factor 

for the comparable rents. Furthermore, the German tenant union wants to see that all leases 

affect the “Mietspiegel”, not only the leases from the last four years. The limit of the rental 

increase justified from “Mietspiegel” should, according to the German tenant union, be 

changed to a maximum of 15 per cent.  

 

According to the Swedish Civil Code, JB 12 chapter §54, if a rental increase is demanded, a 

written denunciation to the tenant is necessary. Likewise to the German Civil Code, § 558, the 

tenant has some months to accustom this new rental level. In the Swedish Civil Code, JB, 

chapter 12 § 55 it is stated that the rent should be determined to a reasonable level, if a rental 

disagreement occurs. A rent is not considered reasonable if it is obviously higher than rents in 

apartments, comparable according to its utility. This also implies that the property owner can 

achieve a higher standard and utility with modernization and other measures, which can 

defend a rental increase. However, due to the rental negotiation with the Swedish Union of 

Tenants every year, an often moderate rental increase is to observe. This is however not to see 

in all properties, which is an outcome from the negotiation.    

 

The Swedish and German rental increase regulations are similar to that fact that both have to 

be justified from comparable objects and can be achieved with measures that raise the 

standard. Yet, in Germany the comparison of comparable objects are made from the 

“Mietspiegel”. This kind of rent data bank has yet not been established in Sweden. The yearly 

negotiation of all rents does also distinguish the Swedish system from the German. In 

Germany, rents are only negotiated if the level is below the “Mietspiegel”.  

 

With the new implemented rental law in Sweden, one can foresee rental increase in high 

demand areas. Both the Swedish Union of Tenants and the Swedish Federation of Property 

commented that it is likely that the neglected location factor now mainly will be used in the 
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rental negotiation, in order to achieve rental increase. A representative from a private Swedish 

housing company stated that arguments used in the negotiation for rental increase have been; 

coverage of consumers’ price index, large divergence in rates and charges, location, 

difference to comparable objects and big maintenance measure. The representative predicts 

rental increase, with the percentage amount based on the city, location within city and 

apartment standard. Consequently, low demand and high vacancy areas will have to face the 

hardship that a rental increase cannot be justified to more than the actual costs, which can be 

below the inflation rate. Hence, in long term this implies a bad or even impossible 

appreciation. 

 

It is interesting to observe the outcome of the rental negotiation and rental increase in 

Sweden. Therefore, the opinion of the outcome was asked to the different Swedish 

representatives. The responds from the representatives differed; the Swedish Union of 

Tenants are satisfied, to the reason that there has not been a visible change. Yet, the Swedish 

Property Federation is, also to that reason, not satisfied.  Furthermore, the private housing 

company are content and the municipal finds the outcome acceptable. To conclude, the views 

from the Swedish Property Federation and Swedish Union of Tenants imply that the changes 

have not led to a substantial increased rental level. Nonetheless, due the housing company’s 

opinions, it may indicate that it is an outcome of the individual negotiation ability and that a 

proposed rental increase can be made valid. However, the new law has been operative for four 

months, and these different opinions indicate that the correct effects cannot be observed.   

 

4.3  TENANT PROTECTION  

 

A regulation that protects the tenant, as the weaker party, is an important part of both the 

Swedish and German rental system.   

 

As stated above, a rental increase in Germany can only be valid with proper reasons, such as 

comparable objects or measurements that raise the standard. Therefore, a cancellation due to 

achieving a higher rent is invalid. Also, a rent cannot be increased just because the demand in 

the area has risen, and therefore pushed the market rent to a higher level. This is also the case 

in Sweden. Furthermore, the countries are similar to that fact that they both have an eternal 

long tenancy protection. A cancellation can never be operative without proper reason.  
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 An interesting aspect is how much and how fast the rent can change for sitting tenants, with 

this tenancy protection. The most extreme case is that the rent is kept constant during the 

period that the protection is operative. Another alternative is that the rent follows the inflation, 

with perhaps a limit for real rental increase (Lind and Lundström, 2007).  In Germany, in 

order to have the rent follow the inflation, an index rent has to be contracted. This is not the 

most common rental contract, which means that the rent is mostly kept constant during the 

time that the protection is operative, i.e. the most extreme case. However, index rents are 

increasing in Germany. Since the rental increase in Sweden each year is collectively 

negotiated with the Swedish Union of Tenants, the rent is not kept constant. The collective 

negotiation in Sweden is however also seen as a protection for the tenant, because the tenant 

in this situation is considered as the weaker party in comparison to the professional agents on 

the market. According to the Swedish Union of Tenants in Sweden, they would want to 

implement a stronger protection for tenants that have been hit by large rental increase, even 

though the new implemented law implies a strong protection for fast and large rental increase.  
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5.  ANALYSIS 

 

5.1 EVALUATION OF SWEDISH RENTAL SYSTEM 

 

The basic principle in the Swedish housing system is that the rental cost is fair and reasonable 

with solid protection for the tenant, which are good and essential elements for a rental system.  

The collective negotiation of the rental cost strengthens the tenant, as the outcome is not 

dependent on one actor’s ability to negotiate. The collective negotiation does also lower the 

transaction cost, as many contracts are negotiated together. Lind and Lundström (2007) 

emphasize a third argument for Sweden’s collective negotiation, and which is probably the 

main reason for why collective negotiation still is used in Sweden. It is simply because 

Sweden has this system today. A structural change to individual negotiating is politically 

risky with consequences that are difficult to foresee and would therefore with certainty draw 

big attention in the debate. Although collective negotiation indicates strong protection of the 

tenant, this strong regulation implies that the tenant’s priorities hardly can affect the rental 

level. Hence, the importance of the individual consumer’s preferences in a market indicates 

that another solution for rental determination should be considered.  

 

The tendency of more indirect or direct ownership of housing is clear in the existing stock, 

shown in the transformations into condominium and the domination of owner occupancy in 

new developments. This is an indicator that it is either more desirable to own ones housing, or 

a profitable investment, or both. Another explanation is that it might be more tax efficient to 

construct condominium that rental apartments. It can therefore be discussed whether this is a 

problem, if there is a content buyer and seller. Nevertheless, one might not forget the 

importance of rentals and that it is an irreversible process. 

 

One cannot evaluate a rental market without discussing what effects it has on the construction 

sector. New development of rental housing is from different perspective’s a hazardous 

investment, in comparison to new developments of owned occupied housing. Both the 

insecurity of the tenant’s behaviour, as the tenant does not feel any responsibility for the 

apartment, and the insecurity of its profitability, indicates this. The utility value system has 

led to a significant gap between rents in new developments and rents in old stock. However, 

the difference in the utility is not represented by these differences. Consequently, it makes 
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new developments for rental housing a risky investment, if the demand in the new 

developments would decline. A more market oriented rental setting system, where individual 

preferences have significant impact in determining the rent, would probably lead to a stronger 

interest in constructing new rental apartments. 

 

In the present system, rental increase cannot be defended by increased demand of the area. 

From the tenant’s perspective, it is an important protection and can be seen as quite natural; 

“Why should I pay a higher rent just because other people now are willing to pay more than 

me?” However, this also does not provide the property owner with incitements to maintain the 

property. The main reason for this is to achieve a higher net operating income. Even though it 

may seem profitable for the tenant to have a low rental cost, the neglected maintenance is 

disadvantageous for the tenant.  

 

The reactions from the Swedish Union of Tenants and from Swedish Property Federation 

differ, but this is not a surprise because the both represent one side of the rental system. The 

Swedish Union of Tenants considers the utility system as a functional system, and as the one 

system that has been the most adequate in order to achieve good rental apartments to rents 

that can be demanded by many. Problems that occur in high demand areas, such as 

Stockholm, are based on a wrong application of the utility system, and not on a wrong 

system. The Swedish Property Federation does however not share that reasoning. They 

believe that a deregulation of the rental market is a respond to solve the insufficiency of rental 

apartments in high demand regions, as they blame the rental regulation for this.  

 

The problems on the rental market are all a result of an excess in demand, which are observed 

in high demand regions. So, if the utility value system is a proper method to determine the 

rent in low/medium demand regions, it is an appropriate system. Yet, if it is not working 

properly and effectively in high demand regions, maybe this system is not an adequate system 

for those regions. Perhaps it should be discussed whether different regions, with different 

demand, supply and conditions, can achieve maximal utility with equal system. As described 

briefly in chapter three, Sweden’s third biggest city, Malmö, reformed their rental system in 

the beginning of 1990 to more market related rents. The rents were slowly increased in 

attractive areas and in low demand areas kept constant. It should be further discussed if it 

would be profitable and beneficial to apply such rental system on more regions, where 

problems have occurred.  
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It was expected that the Swedish Property Federation and the private housing company both 

are content with the new rental law, in contrast to the same respond from the Swedish Union 

of Tenants and the municipal housing company. This shared opinion indicates that the new 

rental law does not imply a rental revolution. In other words, there have not been any major 

changes that could initiate strong opposition.  

 

It is interesting to wait and observe the real effects the reformed rental setting regulation will 

have, both on the rental market and on the construction sector. Because of the return 

requirements, the private actor as a sound party in rental negotiation and the re-evaluated 

location factor, it can be predicted that rents in attractive areas with demand, will increase. 

However, one can discuss that just because the rent will increase, it does not make new 

developments “pop from the ground”. This is true, but the housing market as such is a slow 

market. More incitements to construct rental apartments are crucial for a well functioning and 

efficient market; hence it must be profitable to invest in rental housing. 

 

5.2 EVALUATION OF GERMAN RENTAL SYSTEM 

 

The German rental system is based on free rent negotiation at new leases, unilateral tenancy 

protection and restricted rental increase. To analyze, one can start with discussing the 

advantages and disadvantages with a free rental setting. One might see this as 

disadvantageous to the poor tenant as the one that is willing to pay the highest rent will 

receive the rental contract. Yet, with sufficient supply, different rental levels will be obtained 

on the market. And in order to have a sufficient supply, it has to be profitable to invest in 

rentals. If the rent is fixed, to a level below the market rent, it is hard to justify new 

developments for rentals. Free rental setting may upset some as they feel that it is not fair to 

households with limited budget. Yet the system has not the intent to force poor people out of 

the city and to welcome those with the biggest wallet. It has the purpose of providing different 

people with different housing.  

 

A rental increase can, as described in chapter four, be demanded if comparable objects 

indicate higher rent level, illustrated in the data bank “Mietspiegel”. The tenant can to avoid a 

rental increase simply not move, under the condition that no one else moves and therefore 

keeps the level in the “Mietspiegel” constant. To show the principle, picture two households; 
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where the household A has moved from a profitable old contract to a new contract and 

household B has not moved and stays with old contract. This consequently   leads to a rental 

increase for household A (due to actual market rent) and household B (as the level in 

“Mietspiegel” has risen). This indicates some incitements for the tenant’s immobility. 

However, this is most likely not the scenario as rental increase also can be defended from 

increased standard. It is also not only the rental cost that determines where someone wants to 

live. Change in preference and demand of an apartment, its standard and location are strong 

factors for this, particularly in different life phases. But even though, if a change of housing 

implies large costs, if might lead to immobility.  

 

Free rent in new leases and limitations for rental increase in old leases, has led to a gap 

between the rent in old and new contracts, even though they are equivalent to the standard and 

location. This imbalance locks households in their current housing and provides the property 

owner with incitements to actually neglect maintenance. Obviously, this leads to an inefficient 

use of the existing stock.  

 

It can be discussed if a mechanism should be implemented to avoid these differences. This 

could for example be a mechanism that allows the property owner to raise the rents just 

because it is considered “unreasonable low” in comparison to the market level. However, this 

implies a regulation that is a big advantage to the property owners. If implementing such a 

regulation, it is of necessity that a regulation for the tenant also is implemented. For example 

in Sweden, the rental level is regulated but all the rents are annually negotiated for a rental 

increase. The rental level regulation is of advantage to the tenant, and the annually negotiation 

of the rent is of advantage to the property owner. It does not seem reasonable to regulate 

something that is so clearly only to one party’s’ advantage.  It can also be considered as the 

property owners own fault, if the rental level in the property is very low. In a free market 

setting, one can agree on the rental level, the rental alternative (index rent, graduated rent), 

and other future costs or responsibilities. But to regulate so that the property owner can 

achieve a higher rental income when he has negotiated poorly or estimated the future rent 

poorly, is not reasonable. Therefore, such change to reduce the gap is not considered realistic.  

 

From a new tenant’s perspective, it can be discussed if it is fair and reasonable that an equal 

apartment in equal location can differ substantially in the rental cost. The representative from 

the German housing company also stated that it is not rare that the rental level can differ in 
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the property.  Nonetheless, as long as there is a supply with different alternatives and the 

tenant is not forced to move into one apartment, it is not an unfair system. When discussing 

this, one might forget that a market also can decline, with decreasing market rents as a result. 

A representative from a German tenant union confirmed that there are areas in Germany with 

decreasing rent. A business minded tenant would wait for a recession before signing a new 

lease contract. 

 

If it is in property owner’s interest to have the highest possible rent in each lease, this would 

most often be realized with most current contracts. One conclusion is that it therefore may be 

of interest to acquire new developments, as this will offer the property owner the most current 

rental contracts. Yet, this is not the reality for all property owners. It is a strategy question, 

and the potential of a property is often far more important then just to immediately achieve a 

higher rent level.  The required yield can be achieved both in properties with old and new 

contracts. But with a property with good potential, the return can be higher when validating a 

rental increase. Hence, the statement that new developments are of biggest interest to property 

owners is therefore contradicted.   

 

Throughout the thesis, sufficient supply has been mentioned with emphasizing its necessity. 

What will happen on a market, with free rental setting at new leases, and insufficient supply? 

Together with the demand, the rents rise. This can lead to very high rental levels, presupposed 

that one person is willing to pay that rent. Otherwise, some form of queue will arise, or the 

tenant will be chosen under other conditions. However, this would clearly indicate the 

demand for new developments and its profitability which both are strong incitements to 

construct new buildings.  

  

5.3 WELL FUNCTIONING RENTAL MARKET 

 

A well functioning rental market has been mentioned a few times in this thesis, which opens 

up for discussion. If a rental system is supposed to provide a flexible living choice to people 

in transition, young people and people with not much capital, it is fair to state that a well 

functioning rental system is a system where sufficient supply is available, with different and 

affordable rents.  
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In contrast to Sweden, the rental market in Germany can be considered as well functioning, at 

least partially – the free rental determination at new leases, supported by a tool to enhance 

transparency in the market (“Mietspiegel”). In Lind and Lundström (2007), it is described that 

a well functioning market demands free rental setting at new leases. The reason for this is the 

following. Free rental setting would reduce the illegal transactions on the market that occur 

when the rent is set far below the market rent. In addition, the German system allows the 

households to plan their economy. If the tenant wants to change apartment, there is a 

transparent system with clear prices. In Sweden, one might wait, unknowingly how long, 

before being given the chance of a rental apartment. This cannot be considered as well 

functioning. Furthermore, free rental setting leads to better information of how the consumers 

valuate different characteristics in their living alternative. For the investors, the better asset to 

good information implies reduced risk, with the result of more profitable investments. 

 

For a well functioning rental market it is important with different forms of residential lease, 

with clear identifiable differences between them. All different tenures are equally important, 

as different consumers demand different alternatives. It is however fair to state that the rental 

apartment is a fundamental building stone for cities, as a city is characterized by flexibility 

and transition.   
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6. CONCLUSION 

 
 

The rental system in Sweden and Germany are both regulated. Both have strong tenancy 

protection and strict provisions for allowing rental increase. The German system however 

only regulates the protection of the lease holder while the Swedish system in addition 

regulates the rental level. When the applied rental level is below the market rents, which is 

indicated by black market, long queue and slow new developments, a well functioning rental 

market is hard to obtain. This also creates an inefficient use of the existing stock, as tenants 

know how difficult it is to obtain a rental apartment and therefore does not give it up, even 

though they might not necessitate the square meters.  

 

 It is quite easy to blame all problems in the Swedish market on the rental regulation and state 

that a total de-regulation would solve these. Apart from the political risk a proposed and 

applied de-regulation would mean, it would lead to less tenancy protection and no rental 

increase protection, hence less protection for the weaker party. However, when problems 

occur, because of urban growth, development and structural change it is important that the 

system adapts to change and is altered to suit the actual situation. Not to forget, all markets 

are regulated in some way, with institutions and organizations that control or affect the 

market. 

 

The new implemented rental law in Sweden indicates change. Correct consequences from this 

rental law are, in this writing moment, not easy to observe. However, it is fair to state that this 

will not only lead to a more reasonable rental setting, but also decreased insecurity in new 

developments.  These are both crucial parameters for achieving a well functioning rental 

market. Yet, the reformed rental law has not initiated strong opposition, which indicates that it 

has not been major changes.  

 

An efficient and well functioning housing market is characterized with sufficient and 

immediate available supply. It would therefore be beneficial to change the Swedish regulation 

of subletting condominiums. This is a suggestion from Lind (2011), which I support. With 

such change, it will be more profitable for owners to sublet their apartments, which will lead 

to a bigger supply on the market. In the current regulation, it is neither profitable nor secure to 
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sublet ones condominium/house. Consequently, there is only little supply on the market and it 

is not rare that these are sublet to exorbitant prices, even though this is not legal.  

 

In this thesis, it has several times been stated that it is important that the consumers demand 

meet the markets supply. The tenants and inhabitants are the consumers and they should be 

able to decide in what tenure they want to live in. In the introduction, chapters two and three it 

is stated what the rental quota in each country is. The German rental quota is substantially 

larger to that in Sweden, clearly shown in the quota in each capital where the German almost 

doubles the percentage quota of that in Sweden. On one hand, this can be a result of different 

demands and an explanation to that the Swedish people rather would own than rent their 

housing. One might develop this reasoning with asking why. In my view, there are three 

potential answers. First of all, one might consider it as a profitable investment. Secondly, it 

may exist a fear of being evicted or cancelled from the rental apartment. Lastly, the rental 

system is poorly modelled and therefore makes it hard to obtain a rental apartment. The 

second answer can be contradicted with the strong tenancy protection, and that it is not 

possible to evict without proper reason. The first and third statements co-operate. It is often a 

profitable investment to purchase a condominium in the transformation phase from rental, 

which results in less supply of rentals and therefore also harder to obtain one. In Germany, the 

big percentage rate indicates that the rentals are demanded by the majority, and that there is 

no need or desire to have more owned occupied housing. The small supply of rentals in 

Sweden is an indicator of that the rental system is not well functioning. This might also 

contradict the statement that the Swedish people rather own than rent, they are just left with 

little choice.  

 

Clear prices and clear tenures are both important on a housing market. The many discussions 

and debates held in Sweden indicate that a more German system in Sweden would lead to a 

better long term functioning rental market. However, that does not imply that such a radical 

change will occur, and it is therefore of importance that the regulation of subletting 

condominiums is reviewed.  This would act as a careful, but effective, start to liberate the 

rental setting in new leases and also open up for a new rental market.  
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Throughout this thesis, the questions at issue have been answered and discussed. To 

summarize; 

 

 The main difference in the rental systems is the free rental setting for new leases in the 

German system, whereas the level in Sweden is regulated. The regulations on rental 

increase are to some extent similar, though it in the Swedish system each year is 

collectively negotiated.  The rental increase restriction in Germany and the rental level 

restriction in Sweden have provided the tenants with some immobility incitements and 

therefore an inefficient use of the existing stock.  

 

 A free rental system allocates diversity in the market. With different consumers, hence 

different preferences, conditions and demands; different housing will be offered on the 

market. This however demands a free and individual rental determination, so that the 

different priorities can be reflected in the rental level and apartment.   

 

 A clear advantage with the German system is that it is transparent, with clear price 

labels on each housing which facilitates for the tenant to plan their economy. For the 

property owner, it is an advantage that they are not restrained in the rental setting. If 

the demand would increase, this would not only imply higher rent level, but also 

incitements for new developments. A disadvantage with the German system is that the 

restricted rental change might lead to neglected maintenance. The gap between rents in 

old and new contracts might lead to costly change of apartment for the tenant. 

 
 The Swedish system is advantageous to those insiders that have obtained a good rental 

apartment. In addition, the collective negotiation in the Swedish system can be 

considered as a safe rental determination for the tenant. The system has however from 

several reasons led to difficulty in obtaining a rental apartment. The new implemented 

law is positive as it incorporates more market oriented variables, which will probably 

lead to a more adequate rental development.  

 

 The determination of the rent in Germany is a decision involving several factors. 

When a rent is set, it is up to the consumers to decide whether they find this rent 

acceptable. This also works as an evaluation to the property owner, as the interest 

shown indicates if this was a correct estimation.  There is always a balance between 
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deciding if it is worthwhile refurbishing one apartment or not. Yet, these decisions are 

strategy and calculations questions with individual different answers.  

 

 In Sweden, the rental regulation seems to have led to few incentives for new 

developments. Even though more market related rents are allowed in new 

developments, the rental regulation still puts these in disadvantage. In Germany, if a 

scarcity of housing would appear, the free rental setting would provide with enough 

incitements to develop these.  

 
 A well functioning market is achieved through content property owner and tenant. 

This is achieved through sufficient and different supply to suit different people. Free 

rental setting in new leases should be implemented in the Swedish system for the aim 

of a well functioning rental market.  The rental market can be expanded though and a 

suggestion is to regulate a free rental setting when subletting condominiums.  

 

In order to develop and change a current pattern, other systems need to be reviewed, discussed 

and evaluated. Throughout the work, clear similarities and differences, advantages and 

disadvantages showed. It is difficult, maybe impossible, to design an ideal market. It will 

always be disadvantageous or unfair to some. However, that a system is open for alteration is 

fundamental. A good system is a system that can adapt to change when the external 

conditions demand that, that is modern and suits the demands of the consumers, that is 

reasonable and provides alternatives to all consumers.   

 

6.1 FURTHER STUDIES 

 

Social housing aspects are a major part of housing politics which has not been the focus in 

this paper. A suggestion would be to include this in any new studies on rental systems. 

Furthermore, the energy aspects have also not been discussed. Likewise, this is an important 

aspect and it is of interest to investigate this.   
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8. APPENDIX 

8.1 Mietspiegel, Berlin 2009 

 

 
 
Picture 1 . A part of the Mietspiegel 2009; Map of Berlins rental housing standard (Berlin, 2011) 
 

Red area  mostly good housing 
Orange area  mostly medium housing 
Yellow area  mostly simple housing 
White area  no housing 
 

http://www.stadtentwicklung.berlin.de/wohnen/mietspiegel/de/wk_gross.shtml�
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Table 1. Table of rent per square meter divided in size, location, standard and year (Berlin, 2011) 
  



 

 48 

8.2 Interviews: 

 
 
Questions that were asked to German housing company: 
 

• How do you set a market rent? Which factors? 

• Which are the most important factors? 

• What is the most difficult part of determining a market rent? 

• How much could on average the rent per square meters vary between two comparable 

apartments in a house? 

• Would you prefer to have vacancy, with aim to achieve the maximum rent or lower 

rent and no vacancy? 

• According to prof. Lind (1995), it is not rational for the property owner to set a 

“maximum” market rent. Lind states that it is more rational to set a lower rent due to 

high transaction costs and demands of the tenant. Do you agree or disagree with this 

statement? Would you rather have long-term tenants, with low demands or is the 

maximum rent most desirable? 

 

Questions that were asked to the head organisation of German tenant unions: 

 

• Do you consider using a market rent as an appropriate method for achieving a well 

functioning rental market with sufficient supply and reasonable rents? What 

advantages and disadvantages are there? 

• What is your opinion on rent control? Do you think that this would be an adequate 

system for Germany? Is there some advantages with a fixed rent 

• What do you want to change in the current regulation? 

• Is using the “Mietspiegel” an appropriate tool for justifying rental increase? 

• Dependent on how old a rental contract is, can the rent vary significantly. In other 

words, it is a gap between the “Neuvermietungsmiete” and “Bestandsmiete”. This 

creates a costly change of housing for the tenant. However, this is also to disadvantage 

for the property owner, as he knows that he probably can achieve a higher rental 

income with another tenant. Do you find it reasonable, that a tenant can live in a high 

demand area and not be paying the real market rent for it? 
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Question that were asked to Swedish actors: 

 

• What do you think of the new rental law? Positive of negative? 

• Do you consider this necessary? Do you think that it will lead to a more functioning 

rental system in region with high demand, such as Stockholm? 

• Do you think that the law also will affect the low demand regions? 

• What consequences do you predict from this implementation? 

• What is your opinion of the re-evaluated location factor? 

• Will you act differently when negotiating the rent? 

• Is there something you would like to change in the current law? 

• Which argument do you think that property owners now will use for rental increase? 

/Which argument will you now use for rental increase? 

• What do you think of the outcome of this year’s rental negotiating, in comparison to 

other years? 

• What is the biggest change with this rental law? 
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