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Many European economies have faced pressure from rental housing afford-
ability that has widened social and economic divergence. While significant 
country and regional differences exist, this departmental paper finds that in 
many advanced European economies a large and rising share of low-income 
renters, the young, and those living in cities is overburdened. In several loca-
tions, middle-income groups also increasingly face rental affordability issues. 
These groups have experienced particularly slow income growth amid rising 
rental prices. Disparities between renters and homeowners have widened over 
the past decade in an environment of low interest rates and housing policies 
that tend to be regressive and favor home ownership. Rental housing support 
for the segment of tenants most in need has often not kept pace with afford-
ability pressures. These trends will likely intensify after the disproportionate 
COVID-induced contraction of contact-intensive service sectors, wherein 
many renters are employed, as well as the need to flexibly relocate to loca-
tions in which sectors are expanding. Apart from analyzing rental housing 
affordability across households’ income groups, location, and age cohorts in 
advanced European economies, this paper identifies key drivers of afford-
ability in recent years. It also reviews experiences with policies in support 
of rental affordability. The paper argues that a post-pandemic economic 
strategy in Europe that aims to reverse heightened disparities must include 
more efforts to expand affordable rental housing. Targeted higher housing 
allowances, more social rental housing, and regulatory and financial incen-
tives that raise rental housing supply across locations would not only tackle 

The authors would like to particularly thank Enrica Detragiache, Marissa Plouin (OECD), and Claude Taffin 
for their suggestions; Gabriela Inchauste (World Bank) for sharing her experience with rental market data at the 
outset of the paper; colleagues in charge of the OECD Affordable Housing Database; Konstantin Kholodilin 
for making available his rental regulation database; and Dilcia Noren and Ana Ilagan for the excellent editorial 
assistance. This paper has also benefited from comments by IMF seminar participants and colleagues during the 
review process.
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housing-induced inequalities but also broaden the opportunities, especially 
for low-income earners and the young, during the post-COVID economic 
transformations. At the same time, investment in rental housing would help 
spur activity, create jobs, and enhance energy efficiency if properly targeted.

Affordable Rental Housing: Making It Part of Europe’s RecoveryAffordable Rental Housing: Making It Part of Europe’s Recovery
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Affordable housing is a critical factor for economic inclusion. Housing is gen-
erally the largest single spending item by households, either in the form of 
rent or mortgage payments. Home ownership is also a key channel for build-
ing wealth. Housing location and associated access to education, transporta-
tion, employment, and health care are major contributors to opportunities 
that shape a person’s lifetime income and very often that of their children.1

Housing costs have contributed to socioeconomic disparities even before the 
pandemic. Lower-income households tend to spend a larger share of their 
disposable income on housing than high-income households, which squeezes 
resources available for other—in some cases critical—spending (OECD 
2020b). Income inequality, as measured by the Gini index based on dispos-
able income after deducting housing costs, is indeed higher than inequality 
measured by the Gini index based only on the total disposable income in 
advanced European economies (Figure 1).

Affordability pressures have been particularly stark for renters. Since 2010, 
housing costs for renters in Europe have generally been higher than those for 
homeowners with mortgages, whose costs started to decline from 2014 as did 
the interest burden amid very accommodative monetary policies (Figure 2, 
panel 1). Despite large differences across and within countries, in the decade 
following the global financial crisis many groups that rent—either by choice 
or by necessity—needed to spend a large, and often rising, share of their 
income on housing.2 This is especially true for those in the lowest income 

1For example, the OECD’s “Framework for Policy Action on Inclusive Growth” (2018) advises that 
policies to enable greater equality of opportunities should also include measures that provide access to 
affordable housing.

2For the United States, Albouy, Ehrlich, and Liu (2016) show that that increased pressure on housing afford-
ability is a long-term trend. They report that the share of income spent by renters and homeowners has been on 
an upward trend rise since the 1970s with a sharper increase for renters. Their analysis suggests that rising rents 
appear to be the primary driver of the rising income share spent on rental housing..

Introduction and Main Findings
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quintile wherein renting is 
most widespread. In nearly 
three-quarters of the countries ana-
lyzed here about half or more of 
the lowest income quintile renters 
were overburdened in 2018, that 
is, they paid at least 40 percent of 
their disposable income on rent 
(Figure 2, panel 2). The decline in 
rental affordability is yet another 
manifestation that some groups 
did not benefit from dynamic eco-
nomic developments pre-COVID. 
Rental price and income develop-
ments both contributed to greater 
inequality. The cumulative median 
real rent rose by nearly 7 percent 
over five years from 2013, with 
a few cities recording cumula-
tive real increases of more than 
30 percent. Social discontent and 
calls for rent controls were often 
a consequence of these localized 
rent surges. But stagnant real 
incomes of many households that 
rent—particularly young peo-
ple and low-income earners who 
more frequently face uncertain 
job duration and whose incomes 

are impacted by technological change and globalization—contributed to the 
squeeze as well. 

The COVID-19 pandemic will likely aggravate rental housing affordabil-
ity pressures and inequality in Europe. Many groups that rent are partic-
ularly vulnerable to the COVID-19 crisis as they work more frequently 
in contact-intensive industries and generally have less access to telework. 
Incomes are projected to take several years to recover and will likely take 
longer for those who need to transition into new sectors, amplifying 
pre-COVID trends of economic divergence. At the same time, in some 
locations potential structural changes could help mitigate affordability pres-
sures by putting downward pressure on rental costs. But these changes are 
still highly uncertain, such as a sustained reduction of tourism, conversion of 
commercial into residential real estate, or relocation away from urban cen-
ters. In the meantime, uncertainty could weigh on housing investment and 
thereby intensify supply shortages, especially of rental housing.

Sources: EU-SILC; and IMF staff calculations.
Note: Figure uses International Organization for Standardization (ISO) country 
codes.
1Inequality is measured as the difference between the Gini coefficient with and 
without housing cost calculated with equivalized disposable income, following 
Dustmann and others (2018). Positive numbers suggest that inequality is larger if 
housing cost is taken into account. Housing cost includes utilities (water, 
electricity, gas, and heating) among other housing-related expenses. Equivalized 
disposable income controls for the differences in a household’s size and 
composition.
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This paper analyzes how rental affordability has evolved pre-COVID in 
Europe, attempts to identify its main driving forces, and discusses policy 
options for an inclusive post-pandemic recovery. Availability, quality and 
cross-country comparability of rental market data are generally quite limited. 
Therefore, this paper combines various data sources that cover most advanced 
European economies at the national, regional and, in some parts, city level. 
The focus is on advanced economies for which rental markets tend to be 
larger and data quality is better. The macroeconomic role that rental markets 
play for resource allocation, economic and financial stability, and social inclu-
sion are summarized in Annex 2.

	• Chapter 2 presents some key features of rental markets, in particular their 
size and development over time as well as key characteristics of renters. 
Data are derived from the European Union Statistics on Income and Living 
Conditions (EU-SILC) with the latest data points corresponding to 2018 
(see Annex 1 for details on the data sources).3

3Germany is not covered in the analysis in those parts of the paper that use EU-SILC data due lack of access 
to the microdata administered by the German Federal Statistical Office.

Difference (right scale) Owners with mortgage
Renters at market price

Sources: EU-SILC; and IMF staff calculations.
Note: For panel 1, housing costs are based on a narrow definition—for homeowners it includes principal repayments and mortgage interest payments, while for 
renters it includes rental payments; sample covers Austria, Belgium, Denmark, Finland, France, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Slovenia, 
Spain, Sweden, and Switzerland. Panel 2 includes renters at market rates; tenants are considered overburdened if they devote 40 percent or more of their household 
disposable income to rental payment (see Chapter 3 for more details). Figure uses International Organization for Standardization (ISO) country codes.

Figure 2. Housing Costs for Renters and Homeowners
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	• Chapter 3 first analyzes key rental affordability indicators by income group, 
age, location, and nationality by exploiting microdata from EU-SILC. Par-
ticular focus is on the most affected groups. The chapter then explores how 
developments in the numerator (rental costs) and denominator (disposable 
income) contributed to affordability changes. Since rental markets are local 
markets, it goes beyond reporting price changes for a country as a whole 
by briefly analyzing price developments also for major European cities. 
The city-level analysis draws on data from the Estate Agency Rent Surveys 
(EARS), a survey-based data source for rental prices in European metropo-
lises. Lastly, the chapter assesses how groups that tend to rent are impacted 
by the COVID-19 crisis.

	• Chapter 4 explores econometrically the main drivers of rental affordability, 
in particular for the lowest income quintile. To take advantage of large data 
variation, the regression analysis exploits regional rental affordability indica-
tors (from EU-SILC), with structural variables derived from regional data 
by Eurostat, as well as other control factors.

	• And finally, Chapter 5 reviews experiences with housing policies that 
support affordable renting, including sometimes unintended side effects; 
summarizes how such policies relate to the crisis responses during the 
pandemic in support of vulnerable tenants; and offers options that would 
make the recovery more inclusive. While investment in rental housing 
should also be energy efficient to lower the sector’s carbon intensity, laying 
out a just transition strategy that compensates low-income households that 
will be particularly impacted by higher energy prices goes beyond the scope 
of this paper.4

The paper’s key findings and policy recommendations are as follows.

	• Housing affordability pressures are more intense for renters than home-
owners. The median renter (at market prices) spends more than one and a 
half times what the median homeowner spends on housing when measured 
as the share of disposable income. The discrepancy has widened between 
2011–13 and 2016–18 by 4 and 2¾ percentage points for low-income and 
median renters, respectively, compared to median homeowners during this 
period of low interest rates.

	• The overburden rates among renters tend to be disproportionately high for 
low-income households, the young, and those living in cities. Nearly half 
or more than half of renters in the lowest income quintile were overbur-
dened in 12 out of 17 advanced European economies analyzed here.

4See, for example, Arregui and others (2020) who argue that carbon tax revenues could be directed toward 
targeted assistance to combat energy poverty, including in the housing sector.

Affordable Rental Housing: Making It Part of Europe’s RecoveryAffordable Rental Housing: Making It Part of Europe’s Recovery

4

©International Monetary Fund. Not for Redistribution



	• The incidence of overburdened tenants has increased since the global finan-
cial crisis in half of the countries, particularly among the already highly 
burdened groups of renters.

	• Depending on the country and region, the rise in rental prices and/or 
greater income dispersion have contributed to the deterioration in rental 
affordability. The median rent increased annually by about 1.3 percent in 
real terms since 2013 on average in the countries analyzed here, 0.5 per-
centage point more than median real incomes. For the lowest decile of 
income earners in advanced Europe, rental cost outpaced disposable 
income growth by 0.7 percentage point annually.

	• Rental price surges and affordability pressures have been particularly harsh 
in some major European cities. Among the 14 (of 24) countries that 
experienced an annual average real rent increase of at least 1 percent since 
2013, 11 saw bigger increases in their capital city than for the country 
as a whole. In three-quarters of the countries, for which detailed data are 
available, more than 60 percent of low-income renters living in cities were 
overburdened in 2018.

	• An econometric analysis identifies the following key drivers of rental 
affordability during 2005–18 across 204 regions in advanced European 
economies, all of which had a stronger impact for low-income earners:

	o Rising economic output did not translate into disposable income 
gains that compensated sufficiently for rising rental costs. A 1 percent 
increase in regional GDP per capita led to a more than 7 percentage 
point increase in the spending on rent as a share of income for the 
lowest-income households compared to a 4¼ percentage point increase 
for all households.

	o Greater urbanization, structural transformation toward high-skilled ser-
vices, as well as higher incidence of tourism put pressure on rental afford-
ability, particularly for lower-income households.

	o The analysis does not find credit conditions to have been a significant 
driver of rental affordability. The result suggests that other frictions such 
as household liquidity constraints could form a strong barrier to arbitrage 
between housing and rental markets.

	• Housing policies are complex. They often address multiple goals, and 
affordability, well-balanced landlord tenant-regulations, and equal access 
to opportunities are only some aspects. Measures are often fragmented and 
layered across levels of government. Most countries provide more public 
resources toward home ownership than renting (OECD 2020b). Pub-
lic spending on social rental housing has been on the decline. Mapping 
housing policies into an overarching national-level strategy could help 
provide a more coherent picture of costs, benefits, and internal consistency 

﻿Introduction and Main Findings

5

©International Monetary Fund. Not for Redistribution



of measures, including links to other related policy areas such as public 
transportation.

	• Effective policies that improve rental housing affordability will be a crit-
ical component to reverse accelerating divergences post-COVID. They 
must comprise measures that enhance long-term income opportunities for 
low-income households and the young to benefit from the structural trans-
formation of the economy (including investments in education, re-skilling, 
childcare, etc.), as well as targeted rental housing assistance and measures to 
increase the affordable (social) rental housing stock across locations, espe-
cially with a view to facilitating movement to locations where new jobs are 
being created. At the same time, investment in rental housing would help 
accelerate economic activity and job creation in the recovery.

	o Until the recovery from the COVID-19 shock is fully underway, main-
taining emergency income and liquidity measures to protect the most 
vulnerable renters and stem evictions remains important. Over time, 
gradually replacing rent moratoria and eviction stops with additional 
transfers and guaranteed loans to the most vulnerable would help curtail 
disincentives for new rental investment.

	o Upgrades in well-designed, targeted, and portable rental housing 
assistance could help address affordability pressures faced by the 
lowest-income groups, while supporting labor mobility.

	o The introduction or tightening of rent controls that gained popularity 
pre-COVID, although an easy rapid-response mechanism, is not guar-
anteed to lower rents for all vulnerable groups and over the long term. 
Evidence suggests that it protects current renters and is associated with 
lower rental housing supply.

	o In many countries there is room to raise the low stock of social rental 
housing to support those that have difficulties accessing the private mar-
ket. The European Recovery and Resilience Facility provides an oppor-
tunity to invest in low-income housing where affordability is a major 
concern, either directly via the public sector or via financial incentives 
to private developers. Such policies would stimulate demand, create 
employment, and address economic disparities, while also reducing the 
carbon intensity of housing if the investment is steered toward greater 
energy efficiency.

	o Taxes on vacant properties can also help to raise rental supply in the long 
term, but the impact is not necessarily felt by low-income renters. The 
same is true for limitations on short-term vacation rentals and taxation of 
residential property purchase by foreign buyers as these measures tend to 
affect mostly high-priced properties in tourist hotspots.

Affordable Rental Housing: Making It Part of Europe’s RecoveryAffordable Rental Housing: Making It Part of Europe’s Recovery
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	o Other longer-term efforts to increase the rental supply include easing 
and simplifying land use regulations as well as accelerating rezoning and 
administrative processes, especially for affordable housing development.

	o Where tax benefits are skewed particularly toward promoting home own-
ership and benefit mostly high-income earners, current policies should be 
reformed to better serve and protect lower-income households by rede-
ploying resources toward enhancing access to affordable (rental) housing.

﻿Introduction and Main Findings

7

©International Monetary Fund. Not for Redistribution



This page intentionally left blank 

©International Monetary Fund. Not for Redistribution



The size of rental housing markets in Europe varies, reflecting in part differ-
ent social preferences and economic opportunities.1 Each country has its own 
culture, demographics, policies, housing finance systems and, in many cases, 
a history that favored homeownership as it is considered to be an effective 
way of accumulating wealth (Goodman and Mayer 2018). In general, the 
size of rental markets tends to be smaller in eastern and southern Europe 
while Nordic and German-speaking countries tend to have larger rental 
markets (Figure 3, panel 1). Preferences and opportunities of access to home-
ownership can also change over time, or from generation to generation. For 
example, Choi and others (2019) find that in the United States millennials 
are less likely to own a home than baby boomers and gen Xers in the same 
age group, possibly reflecting fewer opportunities to buy due to high house 
prices and weak employment opportunities.2 In the United Kingdom home 
ownership dropped the most among the young in the middle-income bracket 
between 2015 and 1995 (Cribb, Hood, and Hoyle 2018). And in France, 
the gap between homeownership of young high- and low-income earners 
widened sharply over the past four decades with the share of low-income 
homeowners halving to 16 percent from 1973 (Bonnet, Garbinti, and Gro-
bon 2019). The cross-country data of the past decade show that the share of 
rental markets in the total housing market has changed significantly in some 
countries (Figure 3, panel 2). The share of renters increased in the Nordic 
countries, Austria, Italy, and Spain since 2010, while it dropped in the Bene-
lux countries and Ireland. 

1See Annex 2 for a discussion and analysis of the role that rental markets play for the macroeconomy. In 
particular, rental markets can contribute positively to economic and financial stability as well as labor market 
mobility and efficient resource allocation. The impact on wealth and income inequality is ambiguous, however.

2Fischer and Gervais (2011) look at the reasons for a decline in young home ownership between 1980 and 
2000 in the United States. They find that a trend toward marrying later mechanically lowered young home 
ownership after 1980. They also show that the large rise in earnings risk that occurred after 1980 probably 
accounts for the remaining decline in young home ownership. On the decline of home ownership, see also The 
Economist (2020).

Key Characteristics of Rental 
Markets in Europe

CCHAPTERHAPTER

2

9

©International Monetary Fund. Not for Redistribution



Low-income households are more likely to be renters. On average across the 
analyzed countries, about 30 percent of households in the bottom quintile 
of the disposable-income distribution are tenants paying market prices.3 This 
fraction appears to be even larger in the Netherlands, some Nordic coun-
tries, and Switzerland, where in general more people tend to rent (Figure 4, 
panel 1; Annex 3, Annex Figure 3.1). Exceptions are especially a few East-
ern European economies that have small rental markets and relatively even 
income distributions among renters. During 2013–18, the share of tenants 
has increased more visibly within the bottom quintile and the second quintile 

3The analysis is based on EU-SILC data for the most recent year available at the time of writing, which 
for many countries is 2018. Choosing 2013 as the comparator year allows to largely abstract from the ear-
lier boom-and-bust-housing cycle that many countries experienced around the global financial crisis. For the 
remainder of this chapter, the analysis excludes Lithuania because only about 1 percent of its population are 
tenants renting at market prices, and data are volatile.

Free accommodationOwners (with mortgage)
OwnersRenters (reduced rent)Renters (market price)

Free accommodation
Renters (reduced rent)Renters (market price)

Sources: EU-SILC; and IMF staff calculations.
Note: In panel 1, 2017 data for Ireland, Slovak Republic, and the United Kingdom; 2016 data for Iceland. In panel 2, latest data point is 2018 except for: 2017 data for 
Ireland, Slovak Republic, and the United Kingdom; 2016 data for Iceland; earliest data point is 2010, except for: 2011 data for Greece, Iceland, and Italy. Data for 
Czech Republic reflects the rent deregulation law aimed at equalizing the rent of formerly regulated apartments with the market rate ones. Figure uses International 
Organization for Standardization (ISO) country codes.
1For Denmark, Netherlands, and Sweden, EU-SILC does not accurately capture the share of tenants in subsidized rental housing (see OECD 2020c). For Denmark and 
Netherlands, all renters at market-rate and social rental accommodations are put in the market-rate category. In Sweden, very few respondents to EU-SILC select the 
subsidized housing option (Salvi del Pero and others 2016).

Figure 3. Tenure Structure1
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in countries such as the Nordics, Italy, and Spain (Figure 4, panel 2). Mean-
while, the propensity to rent tends to decrease among richer families. For 
instance, within the top quintile of the income distribution, less than 10 per-
cent of households are tenants paying market prices. The share of renters 
who benefit from reduced rents (that is, below market prices) varies widely 
suggesting a great dispersion in the supply of social and employer-provided 
subsidized rental housing. In general, low-income households are more likely 
to rent at reduced rates (Annex Figure 3.1); but in some countries (Austria, 
Denmark, Netherlands) a broad share of the population has access to some 
form of a traditionally large social housing market, even though this is not 
always well captured in the data (OECD 2020c).

Renting activity is also more intensive among young households, people 
living in cities, and foreigners. On average, about half of the people between 
16 and 29 years old and close to one-third of those in the 30- to 44-year-old 
cohort are renters. By contrast, the share of renters in the cohorts older than 
45 years is below one-fifth (Figure 4, panel 3). In the period from 2013 to 
2018, the incidence of renting among those aged 30–44 years increased more 
strongly and in a larger number of countries compared to other age cohorts 
(Figure 4, panel 4). Other groups who tend to rent more are households 
who live in cities and foreign nationals (Figure 4, panels 5 and 6). Across the 
selected countries, the average share of renters in urban areas is more than 
twice as high as that in rural areas, and more than half of foreigners (from 
both EU and non-EU countries) are renters, compared to about one-fifth for 
the case of nationals.

﻿Key Characteristics of Rental Markets in Europe
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3rd quintile
5th quintile

1st quintile
3rd quintile
5th quintile

1st quintile

30–44

65+
45–64

16–29
30–44

65+
45–64

16–29

Local OtherEU
Towns and suburbs
Rural area

Cities

Sources: EU-SILC; and IMF staff calculations.
Note: Figure uses International Organization for Standardization (ISO) country codes.
1Due to data gaps, 2017 data are used for Ireland, Slovak Republic, and the United Kingdom; 2016 are used for Iceland.
2Due to data gaps, 2015 data are used for Sweden.
3Some countries or categories are omitted due to data gaps.

Figure 4. Tenants in Europe: Some Facts and Recent Developments1
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The share of income spent on rent is a standard measure for rental afford-
ability. This paper uses this well-known indicator by focusing on the share 
of income spent exclusively on rents. In line with the definition adopted in 
many studies, tenants are considered overburdened if they devote 40 percent 
or more of their household disposable income to rental payments. Other 
studies use a less conservative threshold of 30 percent.1

 How Much Do Tenants Spend on Rents?

About one-quarter of disposable income is often spent on rent. In many 
advanced European economies, the median share of disposable income spent 
exclusively on rental payments is about 25 percent (Figure 5).2 However, 
in some countries, including Nordic ones, that share is close to or above 
30 percent and has increased after the global financial crisis. By contrast, the 
median share spent on rents is relatively low in Austria as well as in some 
countries wherein the overall incidence of renting is small (for example, Esto-
nia, Latvia, Slovenia). When considering other rental costs, such as structural 
insurance, maintenance, repairs, and utilities, the spending share rises by 
about 10–15 percentage points (see Box 1).

1Unless otherwise stated, to assess affordability this paper focuses on equivalized disposable income includ-
ing housing allowances (see Annex 1). Annex Figure 3.2 shows a few results based on the use of a 30 percent 
threshold to define overburdened tenants, for a simple comparison with the baseline results. Relevant literature 
on housing affordability indicators includes Quigley and Raphael (2004), Stone, Burke, and Ralston (2011), 
Metcalf (2018), Ben-Shahar, Gabriel, and Golan (2019), and Ezennia and Hoskara (2019).

2For the remainder of this chapter, the analysis excludes the Czech Republic and Slovakia due to methodolog-
ical issues related to the variable that captures rental payments in the EU-SILC data. For drawing attention to 
these problems, the authors are grateful to Marissa Plouin and her colleagues in charge of the OECD Afford-
able Housing Database.

Rental Housing Affordability: Key Facts
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Who Is Overburdened by Rental Payments?

The burden of rental payments disproportionately affects low-income house-
holds and is pervasive across most countries. Across countries, on average, 
households in the bottom quintile of the income distribution who rent at 
market prices spend more than 40 percent of their disposable income on 
rents—with especially high spending shares in places such as the Finland, 
Greece, Norway, Spain, and the United Kingdom (Figure 6). Put differ-
ently, in 2018 more than half of the lowest-income renters were overbur-
dened or very close to the 40 percent threshold in 14 out of 17 advanced 
European economies analyzed here. This burden is significantly smaller for 
higher-income households: those in the top income quintile spent slightly 
more than 10 percent of their disposable income on rental payments.

Rental affordability pressures are particularly widespread among young 
renters and in cities. To a large extent, highly overburdened groups coincide 
with segments of the population who are more likely to be tenants, especially 
low-income households, young cohorts, and people living in cities (Figure 7). 
By age cohorts, the share of the young who are overburdened frequently 
exceeds that of the elderly, except in some countries such as Belgium, Swe-

Sources: EU-SILC; and IMF staff calculations.
Note: Due to lack of 2018 data, 2017 data were used for Ireland and the United 
Kingdom, and 2016 data were used for Iceland. Figure uses International 
Organization for Standardization (ISO) country codes.
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Figure 7. Rental Housing Affordability by Income, Age, Location and Nationality1
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Note: Figure uses International Organization for Standardization (ISO) country codes.
1Due to data gaps, 2017 data are used for Ireland and the United Kingdom; 2016 data are used for Iceland.
2Due to data gaps, 2015 data are used for Sweden.
3Some countries or categories are omitted due to data gaps.
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den, and Switzerland (Figure 7, 
panel 2). The relative worse 
position of the young is argu-
ably connected with the fact that 
inequality across generations in 
some European countries increased 
during the last decade (Chen and 
others, 2018). The overburden rate 
is also consistently higher in urban 
areas than in rural areas (Figure 7, 
panels 3 and 4). In some coun-
tries, the share of overburdened 
low-income renters living in cities 
has reached very high levels at 
60–70 percent (in particular in the 
Nordics, Greece, and Spain). In 
general, there is no clear pattern 
of overburden rates among for-
eigners relative to nationals (Fig-
ure 7, panel 5). 

Subsidized rents, where they are 
available, lower the overburden 

rate for low-income earners but do not eliminate it. The share of income 
that the low-income renters at subsidized rates pay on rent is nearly half 
(about 22 percent) compared to those in the same income bracket and pay-
ing market rent (Figure 8). Nevertheless, nearly one-fifth of all low-income 
renters with subsidized rents are overburdened (OECD 2020b). The share is 
particularly high in Finland and the United Kingdom (Figure 8), as well as 
in Iceland, Luxembourg, and Switzerland (OECD 2020c).3 Some countries 
with severe rental affordability issues provide limited subsidized renting, for 
example, Greece and Spain. 

How Has Affordability Evolved over Time?

The incidence of overburdened tenants has increased after the global finan-
cial crisis in half of the countries, particularly among low-income earners. 
Two groups of countries can be distinguished. The first group consists of 
those that suffered already from severe rental affordability issues before the 
global financial crisis and where the pressures have stayed high particularly 
for low-income renters (such as the Norway, Spain, and the United King-

3The latter three countries are not included in Figure 8 as the data do not meet the minimum threshold of 100 
observations applied in Chapters 2 and 3 to report EU-SILC-based results. For more details, see Annex 1.

Sources: EU-SILC; and IMF staff calculations.
Note: Due to lack of 2018 data, 2017 data were used for Ireland and the United 
Kingdom. Figure uses International Organization for Standardization (ISO) country 
codes.

0.45

0.35

0.40

0.10

0.30

0.15

0.25

0.20

0.00

0.05

FIN GBR BEL ITA ESP IRL PRTFRAAUT LVA

Figure 8. Median Share of Disposable Income Spent on Rent 
for Tenants Renting at Reduced Rates, 2018 or Latest Year

Affordable Rental Housing: Making It Part of Europe’s RecoveryAffordable Rental Housing: Making It Part of Europe’s Recovery

16

©International Monetary Fund. Not for Redistribution



dom) (Figure 9, panels 1 and 2).4 In the second group the share of overbur-
dened renters was close to or below the European average but has increased 
significantly since the global financial crisis (in particular, Luxembourg, 
Slovenia, and Switzerland). While during 2013–18 poorer households faced 
more frequent and more significant increases in the median share of income 
devoted to rents, the share of income spent on rental housing has also risen 
for middle-income earners in half of the countries (Figure 10). 

Rental affordability has tended to worsen for the young and people who live 
in cities. Data limitations narrow the set of countries for which a multiyear 
analysis of renters by age and location is feasible. But available data suggest 
that in half of the countries the share of overburdened young renters (16–29 
years) and those living in cities has increased (Figure 9, panels 3 and 5). 
In five out of six countries more young renters in the lowest-income group 
were overburdened in 2018 than in 2013 (Figure 9, panel 4). In cities, the 
lowest-income group experienced an increase in the overburden rate in about 
half of the countries since 2013 (Figure 9, panel 6). It is worth noting that 
young people are more likely to move to cities than other people in other age 
groups (OECD 2020b).

The affordability gap between renters and homeowners with mortgage 
has widened over the past decade. With monetary policy having been 
ultra-accommodative in advanced Europe since the global financial crisis the 
annual income share spent by homeowners has fallen. It dropped between 
2½ and 1.6 percentage points between 2016–18 and 2011–13 for the 
median and low-income homeowners, respectively (Figure 11). Since the 
rental burden increased in the same period, in part because homeowners have 
not (fully) passed on their savings to renters, this has driven up the wedge 
between renters and homeowners.5 In particular, for renters in the bottom 
income quintile (at market rates and at reduced market rates) the gap to the 
median homeowner widened by about 4 percentage points (Figure 11 and 
Annex 3, Annex Figure 3.3). This finding suggests distributional implications 
from the very low interest rate period in Europe linked to the tenure status.6

4López-Rodríguez and Matea (2019) and Salas (2020) have analyzed recent trends in rental prices and afford-
ability in Spain, where the rental market has expanded since the 2009 housing bubble burst.

5See Box 2 for the relationship between rents and housing prices. The comparison should ideally be between 
renters and recent homebuyers with a mortgage. However, such a comparison is not feasible due to data 
constraints. Instead, focusing on housing costs for the prime age cohort (30–49) as a proxy—as households 
tend to buy homes during these ages—confirms the findings that housing cost has been lower and declining 
for homeowners.

6The empirical evidence from unconventional monetary policies on inequality appears to be still inconclu-
sive (see for example, Amaral 2017). Some studies suggest that quantitative easing has benefited lower-income 
households via the employment channel while the wealth channel has been small (for example, Lenza and 
Slacalek 2018).
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Figure 9. Changes in Rental Housing Affordability in Europe by Income, Age, and Location1
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Sources: EU-SILC; and IMF staff calculations.
Note: Figure uses International Organization for Standardization (ISO) country codes.
1Latest year is generally 2018. But due to data gaps, 2017 data are used for Ireland and the United Kingdom; 2016 data are used for Iceland.
2Due to data gaps, 2015 data are used for Sweden.
3Some countries or categories are omitted due to data gaps.
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The Role of Rental Costs and Disposable Incomes to Explain Changes 
in Rental Affordability

Pressure on affordability has arisen as a combination of rental cost increases 
and greater income dispersion, with significant regional differences. For the 
many groups of renters in advanced Europe—paying market or reduced 
rents—rental cost increased significantly more than disposable income, with 
low-income earners particularly impacted from this development (Figure 12). 
This stands in contrast to homeowners, of which many benefited from cost 
reductions while incomes rose. But developments have differed across and 
within countries, with rental cost increases having been primarily a driving 
force of affordability in urban centers and for low-income renters, while in 
many other locations the main factor was weak income growth. In some 
countries young people’s affordability was squeezed simultaneously by higher 
rental payments and lower incomes (Annex 3, Annex Figure 3.4).

During 2013–18, rental costs have risen in the majority of advanced Euro-
pean economies in real terms. Based on EU-SILC data for 18 countries, the 
median rental payments of those paying market rents increased per year, 

1st quintile 5th quintile3rd quintile

Sources: EU-SILC; and IMF staff calculations.
Note: Due to lack of 2018 data, 2017 data were used for Ireland and the United 
Kingdom. Figure uses International Ogranization for Standardization (ISO) country 
codes.
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on average, by about 1.3 percent in CPI-deflated terms during 2013–18 
(Figures 13 and 14, panel 2).7 This is about 0.3 percentage point higher 
compared to the previous five- year period (2008–12) though the dispersion 
across countries was much larger than in 2013–18. In 10 of the 18 econo-
mies, the median renter faced 9 to 67 percent higher real rental payments in 
2018 than in 2007, with the largest surges observed in Portugal, Switzerland, 
Slovenia, and Luxembourg. In contrast, in six countries (Greece, Iceland, Ire-
land, Italy, Spain, United Kingdom) the real median rental cost at the latest 
data point was still below 2007 even though Iceland, Ireland, and the United 
Kingdom experienced strong increases since 2013 from depressed levels fol-
lowing the burst of housing bubbles. Results based on nominal rental pay-
ments generally point to similar qualitative conclusions (Figure 14, panel 1).

7Using EU-SILC data for all tenants (including those renting at subsidized rates) shows very similar increases 
as for renters at market rates, with Portugal’s gap being the largest with stronger cost rises for those renting 
at subsidized rates. Using OECD rental price data (see footnote 10 in this chapter) gives somewhat different 
magnitudes and country rankings but confirms the broad story of real rent prices rises across about half the 
countries with great dispersion.

Median Top quintile Bottom quintile

Sources: EU-SILC; and IMF staff calculations.
1Change between 2011–13 (average) and 2016–18 (average). Sample includes Austria, Belgium, Denmark, Finland, France, Greece, Italy, Luxembourg, Netherlands, 
Norway, Portugal, Slovenia, Spain, Sweden, and Switzerland.

Figure 12. Developments in Incomes, Rental Costs and Affordability
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10–90th percentile25–75th percentile Median

Sources: EU-SILC; IMF, World Economic Outlook database; and IMF staff 
calculations.
Note: Country sample excludes Greece in 2008, Iceland in 2016–18, and Ireland 
and the United Kingdom in 2018.
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Figure 14. Rental Cost Developments
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Rental price surges have been 
concentrated in major European 
cities. The national-level data 
mask important local devel-
opments, such as a more pro-
nounced deterioration of rental 
affordability in cities. To compare 
city-level rental price develop-
ments in a consistent manner, 
a unique source of survey-based 
data for European metropolises 
are used.8 Despite significant 
dispersion across 24 selected 
European cities, in recent years 
real rental prices have been on 
an upward trend: the median 
real growth over 2013–18 was 
1.4 percent per year, on average 
(Figure 15).9 The cumulative 
median real growth over 2013–18 
amounted to 18 percent for a 
representative two-bedroom apart-
ment, with a few cities recording 
cumulative real increases of more 
than 30 percent. Average real 
rental price growth was especially 
high in Lisbon, Dublin, and 

Reykjavik during 2013–18, while a limited decline was registered in London, 
Riga, Rome, and Bern (Figure 15).

In recent years, rental price growth in several major cities was significantly 
higher than in countries as a whole. In half of the cases, rental price increases 
during 2013–18 in major cities surpassed country-level price growth, often 
by multiple times (Figure 15).10 Examples are Lisbon, Dublin, Reykjavik, 

8The analysis uses data from the Estate Agency Rent Surveys (EARS). Two key advantages of EARS are (1) its 
surveys reflect transaction prices, and (2) it is a rare example of a publicly available data set on rental prices that 
harmonizes the data across locations and years. However, EARS focus on a specific subset of the rental market, 
so the data may not necessarily give an accurate representation of the overall rental market or its low-income 
segment. See Annex 1.

9National consumer price indices (CPIs) were used to compute real rental prices. Where available, however, 
city-level CPIs (and in a few cases, CPIs excluding housing-cost components) were used for robustness checks, 
and the results were broadly similar.

10The country-level data come from the OECD house price database, based primarily on the rental-housing 
component of CPIs. These data imperfectly reflect ongoing market prices because they also capture subsidized 
prices and slow-moving prices from multiyear contracts. On the indexation of rental prices in some European 

Country
City

Sources: EARS data for cities (two-bedroom apartments); IMF, World Economic 
Outlook database; Organisation for Economic Co-operation and Development data 
for countries; and IMF staff calculations.
Note: Figure uses International Organization for Standardization (ISO) country codes.

Figure 15. Advanced Europe: Real Rental Price Growth in 
Selected Countries and Cities from 2013 to 2018
(Percent)
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Stockholm, the City of Luxembourg, Dublin, Prague, Vilnius, and Madrid. 
In other countries, such as Italy and the United Kingdom, city-level prices 
declined, possibly reflecting in some cases reversals from growth in previous 
periods. Differences in the evolution of prices between large cities and the 
countries they belong to arguably reflect the local nature of rental markets 
and heterogenous pressures stemming, for example, from income dynamics, 
migration, urbanization, investment activity, and broader property market 
developments which in turn reflect national policies as well as the globaliza-
tion of some European cities (see Chapter 4).11

How Will the COVID-19 Pandemic Impact Rental Affordability?

The COVID-19 pandemic has impacted disproportionally those professions 
that tend to have larger shares of renters, thereby hurting their affordability 
more. The pandemic has particularly affected contact-intensive service sec-
tors, wherein workers tend to be less skilled, are hired more frequently under 
temporary contracts (often seasonal), and generally earn less. An analysis that 
combines European microdata on tenure status (renter, owner, free accom-
modation) with additional information on occupations shows that renters 
predominantly fall into categories of service workers and elementary occu-
pations (Figure 16, panel 1).12 These occupations already had lower median 
incomes compared to others before the pandemic (Figure 16, panel 2) and 
have faced greater employment destruction during the crisis.13 Thus, rental 
affordability pressures are set to rise for these groups due to the concentration 
of their income losses unless rents fall rapidly. As rental price reductions will 
benefit mostly new renters rental affordability is likely to worsen in the short 

countries, see Roma (2019). Given these characteristics of the CPI-based data on rental prices, it is unsurpris-
ing that some studies relying on related metrics of house price-to-rental ratio and rental price-to-income ratio 
find relatively muted increases of rental prices and limited affordability problems for tenants (see, for example, 
Le Roux and Roma (2018) for an analysis of the euro area).

11Related to such differences, other studies have focused on house prices, especially in the United States, and 
documented persistent divergences in average price changes across locations within countries as well as within 
metropolitan areas, labeling those locations with persistent high price growth as “superstars” (Gyourko, Mayer, 
and Sinai 2013).

12This category includes occupations such as cleaners and helpers, food preparation workers, as well as labor-
ers in manufacturing, transport, and construction.

13Brussevich, Dabla-Norris, and Khalid (2020) show that workers in the food and accommodation and 
wholesale and retail trade are the hardest hit from COVID-19 for having the least “teleworkable” jobs. Young 
workers, those with lower education levels, women, part-time workers, and those employed in small and 
medium enterprises are particularly vulnerable. Espinoza and Reznikova (2020) document that the likeli-
hood for teleworking decreases for workers without tertiary education and with lower levels of numeracy and 
literacy skills. Using a teleworking index and model-based analysis, Palomino, Rodríguez, and Sebastián (2020) 
demonstrate that wage inequality in Europe is set to rise from the lockdown and social distancing impacts of 
the COVID-19 pandemic. Furceri, Loungani, and Ostry (2020) document the adverse distributional impacts 
of past pandemics.
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term. The earlier observed affordability gap to homeowners is expected to rise 
further via the income channel and an incomplete passing on of falling inter-
est rates to renters (see also Box 2 on the link between housing and rental 
prices and findings in Chapter 4 that credit conditions in recent years have 
not significantly impacted rental affordability). 

Certain structural developments could help to offset new pressures for rent-
ers but are highly uncertain. Early evidence indicates that in the wake of 
the Great Lockdown rental prices in several cities have started to decline 
or moderated their growth. So far, this phenomenon appears to be concen-
trated in tourist hotspots, while it is not yet a widespread trend.14 Some 

14For example, for Barcelona and Madrid new rental prices are reported to have dropped by about 12–13 
and 8 percent, respectively, in November 2020 compared to pre-COVID (according to the real estate portals 
Idealista and Fotocasa) while for Spain as a whole rental prices still exceeded those in 2019. In Dublin average 
rents fell by 1 percent in the third quarter of 2020 (year over year) while for Ireland as a whole average rents 
were 1.4 percent higher compared to 2019, which is still a significant moderation from a 6 percent increase 
in 2019 (Residential Tenancies Board). In the city center of Rome rents dropped by 10.3 percent in 2020 
compared to 2019 but they rose in other parts of the city (according to Idealista). In Zürich the rental price 
index increased marginally (by 0.1 percent) in 2020 compared to a 0.9 percent increase on average in Switzer-
land (Schweizer Bundesamt für Statistik, Stadt Zürich). In London the average rental price increase remained 

Renter Renter (reduced rent) Free accommodation
Owner Owner (with mortgage)

Sources: EU-SILC; and IMF staff calculations.
Note: Countries included are Austria, Belgium, Denmark, Finland, France, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Slovenia, Spain, Sweden, and 
Switzerland. Panel 2 reports the median equivalized disposable income.

Figure 16. Rental Housing and COVID-19
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COVID-19-related effects could induce a more protracted moderation in 
rental prices—especially if it leads to a sustained decline in tourism and 
business travel, a higher demand for properties outside congested cities, and 
conversion of commercial into residential real estate. In some large cities, 
investors have already purchased struggling hotels and appear set to turn 
some of them into rental properties (see, for example, Wall Street Journal 
2020). It is unclear, however, how persistent and strong these behavioral 
changes will be once vaccines are widely available.15

Availability of affordable rental properties could facilitate optimal allocation 
of resources through supporting labor mobility, reducing pandemic scars. An 
ad hoc EU-SILC survey conducted in 2012, which surveyed if households 
had moved during the past five years—the time period that covers the global 
financial crisis—suggests that countries with a larger share of rental hous-
ing appear to have had a higher residential mobility, combined with lower 
unemployment rates (Annex 2). This finding mirrors “the Oswald hypothesis” 
(Oswald 1996, 1999), that high rates of homeownership can lead to lower 
employment, higher unemployment, and lower wages.16

broadly unchanged at 0.7 percent in 2020 compared to 1.1 percent in 2019 (Office for National Statistics, 
United Kingdom). Some caution is warranted with interpreting these data since differences in methodologies 
and sample size limit their comparability across countries.

15Ramani and Bloom (2021) document a significant drop in rents in centers of “expensive” cities and an 
increase in rents, though less intense, in their suburbs. They attribute this “donut effect” in shifting housing 
demand to the rise in working from home as the likely key driver. 

16Several studies also find a negative association between homeownership and labor mobility in Europe (for 
example, Barceló 2006, Fidrmuc and Huber 2007). It should be noted that higher residential mobility also 
entails individual and social costs, such as the weakening of “social capital.”
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Housing costs can be defined in several ways. The narrow definition is based on mort-
gage and rental payments, whereas the broad definition includes also costs of manda-
tory services and charges, regular maintenance and repair, taxes, and utilities. There can 
also be differences in the narrow definition of housing costs—for example, the OECD 
and Eurostat treat principal repayments for homeowners differently in their definitions 
of housing cost (Box Table 1.1).

This paper uses a narrow definition of housing cost for renters and homeowners with 
mortgage principal repayments included for the latter.

The narrow concept of rental costs allows a comparison of the country data from EU 
SILC with city-level rental price data from the Estate Agency Rent Surveys (EARS) 
which is available only in the narrow definition. The narrow definition is also used in 
the econometric analysis in Chapter 4 (on the drivers of rental affordability) since there 
may not be common drivers behind broader rental costs, as some are policy determined 
(taxes and fees) and others market driven (maintenance costs).

The use of the narrow concept of housing costs for homeowners, including mortgage princi-
pal payments is motivated by making the affordability of housing comparable between 
homeowners and renters. Even though principal repayments are an accumulation of 
wealth and can therefore be considered as savings rather than expenses, they are fixed 
monthly outlays for homeowners.1 The less-liquid nature of real estate assets, compared 
to financial assets, also makes cashflow management challenging for homeowners. In 
addition, some households may have no choice but to purchase a house due to the lack 
of adequate rental properties.

1The equivalent rent hypothesis suggests that accumulating wealth by purchasing a house should be 
equal to accumulating wealth by renting an identical house and investing any saved cashflows in financial 
assets (for example, stocks and bonds). According to this hypothesis, the level of rent that equalizes the 
final wealth accumulated by a homeowner is the sum of mortgage interest (less tax savings) and mainte-
nance and other owner-related cost (see also Box 2).

Box Table 1.1. Items Included in Different Definitions of Housing Costs
Homeowners (with mortgage) Renters

Broad definition Principal 1 interest payments 1 
mandatory services and charges, 
regular maintenance and repair, 

taxes, and utilities

Rental payments 1 
mandatory services and charges, 
regular maintenance and repair, 

taxes, and utilities
Narrow definition

OECD, US Census, 
this paper

Principal 1 interest payments Rental payments

Eurostat Interest payments Rental payments

Box 1. Defining Housing Costs—Some Considerations
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Rental housing affordability is driven by relative movements of household 
income and rental costs, which can affect different income groups unequally. 
As shown in Chapter 3, rising rental costs alone do not necessarily trans-
late into lower affordability if disposable incomes rise in tandem. Moreover, 
income dynamics have differed significantly across income groups making 
affordability issues more pressing for some than for others. If, for example, 
earnings for higher-income households rise faster than for lower-income 
households, then, absent a supply increase of affordable housing units, 
affordability may decrease for one group but remain largely unaffected for the 
other, as demand-driven rental cost increases affect average rents.

The analysis here adopts an empirical structural approach to explain observed 
changes in rental affordability in Europe, especially for low-income groups.1 
Since rental markets and correspondingly affordability issues are local and 
income group-specific phenomena, they are best analyzed with granular data. 
This section matches EU-SILC household survey data with corresponding 
data on the NUTS-2 region level from Eurostat for various structural indi-
cators. This rich data set allows a focus on lower-income groups for which 
affordability has particularly worsened. Moreover, using granular data at the 
region level reveals patterns that could otherwise be masked in aggregate 
data.2 However, since consistent granular data are scarce at the cross-country 
level, the analysis here is limited to advanced Europe. The empirical analysis 
uses an unbalanced panel of almost 1.5 million households across 204 regions 
between 2005 and 2018, providing a total of almost 100,000 individual-level 

1For similar approaches and related literature, see for example Girouard and others (2006), Belke and Keil 
(2018), Egner and Gabrietz (2018), among others.

2However, even this level of disaggregation may be insufficient to prevent this from happening if, for exam-
ple, regions contain very large cities as well as sizeable surrounding areas.

Main Factors Behind Declining 
Rental Affordability
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observations and 1,585 region-level observations, after accounting for missing 
and dropped observations.3

Hypotheses of the key potential drivers, as identified in the literature and 
raised in policy and media debates, are empirically tested. In particular, the 
analysis assesses the roles of rapidly growing economic activity, continuing 
urbanization, changing demographics, loose credit markets, tourism, and 
structural transformation in explaining rental affordability developments. 
It is noteworthy that the literature has mainly focused on the drivers of 
rental and housing prices in absolute terms where drivers affecting house and 
rental prices largely coincide (see also Box 2). In contrast, the analysis here 
puts emphasis on direct measures of affordability and then asks whether 
these drivers have disproportionate impacts on lower-income households. 
Some channels are very difficult to measure at the regional level forcing 
the analysis to rely on proxies to shed light on an admittedly complex and 
broad question.

Drivers of Affordability and Related Literature

Economic growth raises affordability issues for low-income renters if their 
incomes do not grow in line with rental costs.4 From this perspective, a 
decline in rental affordability is yet another manifestation of growing income 
inequality across households (Couture and others 2019), on the back of 
unevenly distributed gains from economic growth, and not particularly a 
result of frictions or failures in rental markets. Nonetheless, growing inequal-
ity could also feed into the housing market when housing supply skews more 
toward higher value housing, further hindering low-income households’ 
access to affordable rental units (Faber and Fally 2017, Dingel 2017).

Population size, density, and urbanization dynamics directly influence the 
number of housing units required in a certain region or city and hence 
affordability. Such a relationship is, for example, identified in overlapping 
generations models, which predict a positive association between the size 
of the working population and housing demand and prices (for example 
Park and others 2017). Moreover, population growth in many agglomera-
tion centers is often explained by positive net migration. An urbanization 
trend (urban centers growing in size relative to and often at the cost of rural 
areas) has been observed in many cities. Saiz (2007) models the local impact 
of immigration on housing and tests its predictions in an instrumental 

3The exact number of observations depends on the individual specification as some variables are not available 
for all time periods and/or regions.

4To the extent that the increased rental cost burden is not driven by shifting preferences toward higher-value 
housing (that is, homothetic preferences).

Affordable Rental Housing: Making It Part of Europe’s RecoveryAffordable Rental Housing: Making It Part of Europe’s Recovery

28

©International Monetary Fund. Not for Redistribution



variables panel set up. He finds that an immigration inflow equal to 1 per-
cent of a city’s population is associated with increases in average rents and 
housing values of about 1 percent.5 These drivers raise affordability con-
cerns when growth in household income fails to keep up with the increased 
demand for housing.

Demographic developments and changes in social structures can influence 
housing demand even if the population size remains unchanged. Based on 
the lifecycle hypothesis of Ando and Modigliani (1963), people buy houses 
during their working age and sell them in their old age. Correspondingly, 
house prices should come under downward pressure as the share of the 
elderly increases. However, the opposite relationship could also be true. A 
higher share of elderly or divorced households could increase the demand 
for smaller units with a relatively higher rental price per area unit (Egner 
and Gabrietz 2018). Unfortunately, there is no consensus in the empirical 
literature on the sign or magnitude of this relationship as results vary with 
the methodologies, geographical coverage, and time periods (Park and oth-
ers 2017). For example, Hiller and Lerbs (2016), using data for 87 German 
cities during 1995–2014, find that real urban house price appreciation tends 
to be substantially lower in cities that age more rapidly, while Egner and 
Gabrietz (2018) find changing signs in their regressions depending on the 
specification used. Similarly, Arestis and Gonzalez-Martínez (2017) find a sig-
nificant negative impact of aging on house prices in Australia, Ireland, Japan, 
and Spain, but no significant results in 13 other OECD countries including 
the United States and United Kingdom. Park and others (2017), testing the 
predictions of an overlapping generations model, find that an increase in the 
old-age dependency ratio of 1 percent decreases house prices by 0.7 percent.

Tourism and short-term rental schemes can potentially increase the compe-
tition for available units in the market. Recently, property-sharing schemes 
such as Airbnb, which allow for the easy and temporary conversion of hous-
ing into tourist and short-term rental accommodations, have been put for-
ward as factors driving up rental prices and exacerbating housing affordability 
problems by displacing existing residents. Calder-Wang (2019) develops and 
estimates a structural housing market model, in which landlords either offer 
units for rent on the traditional long-term rental market or on a short-term, 
Airbnb-like, rental market. Two channels work in opposite directions and 
may cause aggregate welfare to decrease, due to higher rents, or increase, 
when renters offer space in their homes and receive associated income. Using 
micro household and detailed Airbnb usage data, Calder-Wang finds that 
losses induced by higher rents dominate the gains from the host channel. 
Moreover, the increased rent burden falls most heavily on high-income, edu-

5Saiz (2003) presents further evidence that the relationship between immigration inflows and housing rents is 
indeed causal, that is, not driven by omitted variables or reverse causality.
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cated, and white renters because they prefer housing and location amenities 
that are most desirable to tourists. Garcia-López and others (2019) present 
a model of the housing market where owners can decide to rent long term 
to residents or short term to tourists, which predicts that Airbnb reduces the 
supply of residential housing units. They find that in neighborhoods with 
average Airbnb activity, rents have increased by 1.9 percent while transaction 
(posted) prices have increased by 5.3 percent (3.7 percent) with the effect 
being considerably higher in neighborhoods with high Airbnb activity.6 
Barron, Kung, and Proserpio (2020) find that a 1 percent increase in Airbnb 
listings increases rents by 0.018 percent and house prices by 0.026 percent. 
Koster, van Ommeren, and Volkhausen (2018) find that banning Airbnb 
decreases prices by about 5 percent.

Relaxed credit conditions and accommodative monetary policy drive house 
prices up, potentially worsening affordability. Notwithstanding their positive 
effect on overall economic activity, lower interest rates and risk spreads raise 
the discounted present value of equity including housing. Rapidly appreciat-
ing asset prices may also encourage speculation, which pushes prices further 
up, making other forms of investments less attractive. In addition, lower 
credit costs are usually associated with easier access of households to credit, 
where the ease of obtaining mortgages in more developed financial mar-
kets makes it easier for households to overcome liquidity problems. Cheap 
financing and easy regulations could also spark the interest of international 
investors to engage in local markets thereby driving up rental prices. A wide 
literature has looked into the impact of this channel on more recent episodes 
of house price increases (Garriga, Gete, and Tsouderou 2020; McGibany and 
Nourzad 2004; Mian and Sufi 2018, 2014, 2009; Knoll, Schularick, and 
Steger 2014). Absent any liquidity constraints, in line with the predictions of 
the user cost of capital discussed in Box 2, lower interest and mortgage rates 
would drive rent prices down in parallel with the decline in the financing 
of home purchases. In contrast, liquidity constraints and financial frictions, 
which make it difficult for low-income households to leverage, put a limit to 
arbitrage in the housing market, allowing home buyers to benefit from looser 
credit conditions by a larger degree than renters.

Structural transformation in urban centers and the change in business demo-
graphics toward services that are characterized by higher labor skill and 
income7 put upward pressure on housing costs and increase the rental cost 
burden on labor in more traditional and less productive sectors. This pattern 
has triggered waves of “gentrification” in many urban centers, especially in 
association with the growing role of innovation sectors and the higher desir-

6For neighborhoods in the top decile of Airbnb activity distribution, rents are estimated to have increased by 
7 percent, while increases in transaction (posted) prices are estimated at 19 percent (14 percent).

7On structural transformation, see Smith (1987); Herrendorf, Rogerson, and Valentinyi (2014).
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ability of urban centers to younger talents (The Economist 2016, Couture 
and others 2019). Further, this dynamic can be self-reinforcing through 
agglomeration effects if talent is attracted by the presence of high-growth 
companies, and firms are attracted to these regions and cities because of the 
presence of a larger pool of highly qualified workers. As the local housing 
market adjusts for the inflow of higher income groups, rent can become less 
affordable for lower income incumbents.8

Rental prices are also determined by supply-side factors. The supply of rental 
housing is very inelastic in the short term and can be increased only by 
creating more building space and/or allowing for denser construction. As 
such, the number of housing units per capita is a direct measure of supply in 
a given region or city as fewer units per renter translate into relatively higher 
demand for a given stock and thus higher rents. Building approvals and com-
pletions affect rental prices in the opposite direction. Construction costs and 
land prices also impact rents as they constitute a direct cost and hence profit-
ability when building new rental units. Regulatory constraints in the form of 
building and land zoning restrictions that impede the densification in urban 
centers on the other hand are associated with increasing rent prices.

While good infrastructure generally promotes economic growth and income, 
and thus leads to higher house and rental prices, the effect of particular infra-
structure projects can be ambiguous in the immediate vicinity. On an aggre-
gate level, well-functioning transportation and telecommunications systems 
alongside neighborhood amenities such as parks, libraries, and schools (Black 
1999) are positively related to rents and prices. However, the relationship is 
not always strictly positive as infrastructure projects can create both, negative 
and positive externalities for adjacent residential properties. For example, 
transport infrastructure attracts retail businesses and reduces commuting 
costs, but it also increases noise and may provide easier access to neighbor-
hoods for criminals (Bowes and Ihlanfeldt 2001). On balance, the empirical 
literature generally tends to find a positive association between house and 
rental prices and transport infrastructure (Martínez and Viegas 2009), but 
differences among metro, tram, suburban railway, and bus stations (positive) 
and national rail stations, airports, and ports (negative) exist (Efthymiou and 
Antoniou 2013). While improvements in urban infrastructure are likely to 
be linked with growth in economic activity and income levels, the effect is 
unlikely to be consistently equal across income groups, leading to diversion 
in rental burden across the household distribution.

8In the absence of a supply response, the inflow of high-income households to cities would initially induce 
an increase in rents. While some of the cost impact for low-skilled and low-income residents could be offset by 
rising local incomes via the employment or wage channel, in reality the cost effect has generally outweighed the 
income effect as shown in this paper’s empirical analysis.
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Empirical Strategy

The determinants of rental affordability are analyzed by exploiting regional 
and time variation across a wide range of European countries. The novelty 
of the empirical strategy is that it matches EU-SILC household survey data 
with regional data on the NUTS-2 level from Eurostat for various structural 
indicators. Unlike earlier studies that typically use variation within a single 
country or a city, this approach utilizes information across a wider range 
of policy environments and regimes as well as controls for country-specific 
idiosyncrasies. These two advantages allow identifying the strength of the 
common structural factors in driving the rental cost burden for the average as 
well as low-income households, and to deliver more general conclusions that 
apply regardless of the institutional framework.

The estimated specifications are as follows:

​  rent 
·····

 income ​​HH,t
​  1Zr,t21 1 2​D ​HH,t21​ Lowest income quartile​ 1 3Zr,t21  

               3 ​D ​HH,t21​ Lowest income quartile​ 1 c 1 Y 1 c3Y 1 uHH,t              (1)

​​  rent 
·····

 income ​​HH,t
​  1 ​​  rent 

·····
 income ​​HH,t21

​ 1 2Zr,t21 1 c 1 Y 1 c3Y 1 uHH,t       (2)

In the first specification, ​​β​ 1​​​ reflects the impact of the structural determinants 
(​​Z​ r,t−1​​​) discussed above on the rental cost as a share of household income 
(that is, the rental cost burden). Furthermore, we include an interaction 
term between the structural factors and a dummy (​​​D​ HH,t−1​ Lowestincomequartile​​)​​​​ for the 
lowest-income quartile of the household distribution,9 that is, ​​β​ 3​​​ uncov-
ers the differential effects these structural factors may have on households 
whose financial position is particularly vulnerable. The second specification 
is a richer specification that accounts for the potential multicollinearity 
between the different channels and includes a dynamic term (lagged val-
ues of the rental cost burden) to account for the high degree of inertia in 
rental cost burden. This dynamic specification also allows us to control for 
other slow-moving omitted variables that raise dynamic (that is, lagged) 
endogeneity concerns.10 All other explanatory variables also enter with a 
one-period lag to minimize simultaneity concerns and to allow for a period 

9Using the equivalized disposable household income.
10Household characteristics that may determine the rental burden are one example. Overall, shocks to house-

holds, to the degree that they are idiosyncratic, are independent of aggregate variation. Hence, they do not 
exert an omitted variable concern for the structural estimation of the impact of aggregate factors (for example 
GDP, tourism intensity, etc.).
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of time for the aggregate shocks to pass through to the rental market and 
household income.11

The specification controls for unobserved heterogeneity along the time and 
country dimensions. These forms of heterogeneity could possibly be cor-
related with the independent variables, simultaneously driving both rental 
burden and demand factors. The regressions include both year and country 
fixed effects to account for global shocks and country-specific differences. 
Finally, standard deviations are clustered at the regional level to account for 
possible heteroskedasticity and autocorrelation in the error terms.

Tables 1 and 2 present our estimation results. The impact of the different 
drivers is estimated in a block-wise manner, since adding more explanatory 
variables comes at the cost of degrees of freedom. Nonetheless, eventually 
pooling all independent variables of interest together in Table 2 controls 
for confounding factors and identify the conditional elasticities asso-
ciated with each.

Regression Results

Higher economic output is associated with a higher rental cost burden 
particularly for low-income households. To capture the growth channel, 
the analysis assesses the impact of variations in GDP and the employment 
rate on rental affordability for the average household and the low-income 
group. Table 1, column 1 shows that a 1 percent increase in regional GDP 
per capita leads to a 4.3 percentage point increase in rental cost as a share of 
income for our benchmark group (that is, households belonging to the three 
upper-income quartiles). While this may in part be explained by homothetic 
preferences, whereby the share of consumption of luxury goods in income 
increases voluntarily as income level rises, the stronger impact observed for 
low-income households suggests otherwise. This income group experiences 
an increase of more than 7 percentage points (3.1 percentage points higher 
than the benchmark group) in response to the increase in economic activity, 
lending support to a strong role for the growth-inequality nexus in explaining 
deteriorating rental affordability (Figure 17). Employment appears to be a less 
relevant factor.

Urbanization and a decline in agricultural activities have a stronger impact on 
the rental burden of low-income households. The regressions include regional 

11Generally, including a lagged dependent variable may cause the fixed-effects estimator to be inconsistent 
as these variables are necessarily correlated with the error term in the fixed-effects specification (Nickell 1981, 
Baltagi 2001). However, this concern is not directly relevant to the paper’s baseline specification, which uses 
country (not household) fixed effects, while the regression is estimated at the household level. In addition, 
this Nickell bias diminishes at a rate 1/T and has its direct effect mainly on estimates of the autocorrela-
tion coefficient.
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population density as well as the change in the agricultural share in regional 
gross value added as proxies for population-induced demand pressures. The 
results in Table 1 columns 3 and 4 indicate that increasing population den-
sity by 1 percent, or lowering the share of agriculture in gross value added 
by 1 percentage point leads to a significant increase in the average household 
rent burden in the benchmark group by 0.6 and 0.8 percentage point, respec-

Table 1. Regression Results for the Drivers of Rental Affordability

(1) (2) (3) (4) (5) (6) (7) (8) (9)
is​Q​incomer, t 21

​ 1  ​ 20.049
(20.034)

0.024
(20.096)

20.043
(20.037)

0.031*
(20.017)

20.021
(20.075)

20.278**
(20.135)

0.005
(20.051)

20.41***
(20.15)

20.044
(20.041)

employment rater, t 21 0.000
(20.001)

0.000
(20.001)

log (GDP per capita )r, t 21 0.042***
(20.013)

0.051***
20.012

log (GDP per capita )r, t 21 3 is​Q​incomer, t 21
​ 1  ​ 0.031**

(20.012)
employment rater, t 21 3 is​Q​incomer, t 21

​ 1  ​ 0.001
(20.002)

log (population density )r, t 21  0.006**
(20.002)

log (population density )r, t 21 3 is​Q​incomer, t 21
​ 1  ​ 0.016**

(20.007)
Agricultural sharer, t –1 20.797***

(20.222)
Agricultural sharer, t 21 3 is​Q​incomer, t 21

​ 1  ​ 20.223
(20.504)

old-age population sharer, t 21 0
(20.001)

old-age population sharer, t 21 3 is​Q​incomer, t 21
​ 1  ​ 0.001

(20.002)
log (tourists count )r, t 21 0.004**

(20.002)
log (tourists count )r, t 21 3 is​Q​incomer, t 21

​ 1  ​ 0.020*
(20.008)

long term interest rater, t 21 0.000
(20.001)

log (avg. mortgage principle )r, t 21 0.013**
(20.006)

log (avg. mortgage interest )r, t 21 0.004
(20.009)

log (avg. mortgage interest )r, t 21 3 is​Q​incomer, t 21
​ 1  ​ 0.006

(20.008)
tertiary education sharer, t 21  0.002**

(20.001)
tertiary education sharer, t 21 3 is​Q​incomer, t 21

​ 1  ​ 0.005***
(20.002)

high-growth firms sharer, t 21 20.001
(20.002)

high-growth firms sharer, t 21 3 is​Q​incomer, t 21
​ 1  ​ 0.008***

20.003

Number of observations 99,580 99,580 129,313 99,404 129,313 105,017 59,820 122,853 31,422
R2 (full model) 0.112 0.111 0.085 0.113 0.083 0.09 0.089 0.093 0.079
Adj. R2 (full model) 0.111 0.111 0.085 0.112 0.083 0.089 0.088 0.093 0.078

Source: IMF staff estimates.
*** p , 0.01, ** p , 0.05, * p , 0.1.
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tively.12 The impact is stronger on the rental burden of low-income house-
holds by 1.6 and 0.2 percentage points, respectively, when compared to other 
income groups (Figure 18). The result implies that structural transformation 
can leave low-income households in a less favorable position as their income 
level struggles to grow at the pace of the higher rental costs associated with 
increasing urbanization. 

Demographics do not explain a significant portion of the variation in house-
hold rental affordability. To examine the role of demographic dynamics, the 
analysis estimates the effect of the share of older people (55 years and older) 
in the total population on the rental cost burden. However, the relevant coef-
ficients are neither sizeable nor statistically significant either on average or for 
the low-income group; see Table 1, column 5.

12The decline in agricultural activities could increase the supply of land available for construction and zoning, 
which could lower rental costs. However, this decline in agriculture is more likely, as suggested by our results, 
to be driven by a structural transformation of economic activity toward manufacturing and services alongside 
urbanization. This process puts upward pressure on housing cost as a share of income, a characteristic of homo-
thetic preferences.

Table 2.  Regression Results for the Drivers of Rental Affordability—Full Model
(1) (2)

​  rent _ 
income

 ​
HH, t  21

0.466***
(0.039)

0.508***
(0.032)

employment rater, t 21 (0.001)
(0.001)

(0.002)
(0.002)

log (GDP per capita )r, t 21 0.046**
(0.021)

0.066**
(0.033)

log (polulation density )r, t 21 (0.006)
(0.007)

(0.012)
(0.010)

Agricultural sharer, t –1 (0.385)
(0.319)

(0.525)
(0.359)

old-age population sharer, t 21 (0.001)
(0.001)

(20.003)*
(0.002)

log (tourists count )r, t 21 (0.002)
(0.004)

(0.006)
(0.005)

long term interest rater, t 21 0.000
(0.002)

log (avg. mortgage principle )r, t 21 0.004
(0.005)

log (avg. mortgage interest )r, t 21 (0.003)
(0.013)

teritiary education sharer, t 21 (0.001)
(0.002)

high-growth firms sharer, t 21 (0.004)
(0.004)

Number of observations 18,701 13,606
R2 (full model) 0.305 0.327
Adj. R2 (full model) 0.304 0.325

Source: IMF staff estimates.
*** p , 0.01, ** p , 0.05, * p , 0.1.
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A higher incidence of tourism puts 
pressure on living costs, particu-
larly for lower-income households. 
The number of tourist arrivals 
per region can proxy the impact 
of the tourism channel on rental 
affordability. Column 6 in Table 1 
indicates that a 1 percent increase 
in the number of tourists is asso-
ciated with an increase in the rent 
to income ratio by 0.4 percentage 
point for higher-income house-
holds. The effect on low-income 
households is even larger by 2 per-
centage points (Figure 18).

The results do not indicate that 
credit conditions are an import-
ant driver of rental affordability. 
Identifying the effects of credit 
conditions on rental affordability is 
complicated by the strong endog-
eneity between credit markets and 
macroeconomic indicators. To 
shed light on this channel, this 

paper uses the information provided by homeowners in every region who 
report the values of both their principal and interest payments. Assuming 
that the average maturity of outstanding mortgage debt across regions is 
similar, the magnitude of the average interest paid for every euro of principal 
provides a proxy for the cost of mortgage financing in the region. The specifi-
cation controls for both the long-term interest rate and the value of the aver-
age principal paid by mortgage-paying households in a region and estimate 
the marginal effect of the average interest payments on households’ rental 
cost burden. This indicator is found to play an insignificant role in explaining 
variations in rental affordability within the specification.13 The result sug-
gests that other frictions such as household liquidity constraints could form 
a strong barrier to arbitrage between housing and rental markets. Looser 
credit conditions lower the cost of home ownership; yet the shift in demand 
toward home ownership is limited by the extent that households have access 
to liquidity to meet down payment requirements.

13How the monetary policy rate affects rental markets is another key question that would require identifica-
tion of ECB and national central banks’ surprise actions, which lies beyond the scope of this paper’s analysis.

Source: IMF staff estimates as shown in Table 1, column 1.
1Percentage point impact on rent-to-income ratio as a result of a 1 percent 
increase in regional GDP per capita for the benchmark group (that is, households 
belonging to the three upper-income quartiles) and the lowest income quartile of 
households.
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Figure 17. Impact on Rental Affordability from Income 
Changes1
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 Structural transformation and the change in business demographics are asso-
ciated with worsening rental affordability for low-income households. The 
evolution of business demographics and the rapid structural transformation 
toward services in major urban centers is measured here by using the share 
of population with tertiary education and the share of high-growth firms.14 
For households in the higher-income groups, a 1 percentage point increase 
in the population share with tertiary education leads to a 0.2 percentage 
point increase in the rent-to-income ratio (Table 1, column 8). The effect is 
stronger for low-income households, who experience a 0.7 percentage point 
increase. While the analysis does not find a significant effect of the share of 
the high-growth firms on the average higher-income household, the results in 
Table 1, column 9 suggest that low-income households appear to be partic-
ularly vulnerable; their average rent-to-income ratio rises by 0.8 percentage 
point for every 1 percentage point increase in the share of high-growth firms.

14High-growth firms are firms with turnover growth rates of 10 percent or more. Its share is calculated as the 
number of high-growth enterprises divided by the total number of active enterprises.

Source: IMF staff estimates as shown in Table 1, columns 3, 6, 8, and 9, respectively.
1Percentage point impact on rent-to-income ratio from a 1 percent increase in population density and number of tourists as well as 1 percentage point increase in 
the share of population with tertiary education and share of high-growth firms for the households belonging to the three upper-income quartiles and the lowest 
income quartile of households.
2Firms with turnover growth rates of 10 percent or more. The impact for the three upper-income quartiles is not significant.

Figure 18. Drivers of Rental Affordability1
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In the full specification stronger economic growth explains a large part of the 
variation in rental affordability. Table 2 shows the estimates of a full specifi-
cation with all channels included. The results show that only GDP contin-
ues to have a statistically and economically significant effect on household 
rental cost affordability. This finding suggests a more dominant role for the 
growth-inequality channel. Despite the positive impact of the changing and 
growing economy on average household income, low-income households may 
not be able to fully reap the benefits as their incomes do not increase in line 
with rental costs. The consequence is a lack of inclusiveness as the benefits of 
income growth are not spread evenly. Thus, in addition to housing policies, 
which are discussed in the next section, stronger policies are needed to ensure 
that low-income households can benefit from the economic gains brought 
about by factors such as structural transformation, urbanization trends, and 
increasing tourism activities, which put pressure on rental affordability.15

15For a discussion on the roles of fiscal, structural, and labor market policies that enhance equality of 
opportunities and incomes see OECD (2018), IMF (2017), Chen and others (2018), Georgieva (2020), Bozio 
and others (2020).
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The textbook definition of the true one-year cost of owning, the so-called imputed rent 
or user cost, can be calculated as the sum of six components:1 (1) a risk-free interest 
rate that the homeowner could have earned by investing in something other than a 
house, (2) yearly property taxes, (3) the offsetting tax deductibility of mortgage interest 
and property taxes, (4) yearly maintenance costs, (5) the expected capital gain (or loss) 
during the year, and (6) a risk premium that captures homeowners’ higher risk of own-
ing vs. renting. In a frictionless market, rents should equal this user cost.

Rents and house prices are governed by a no-arbitrage relationship: in equilibrium the 
expected annual cost of homeownership should equal the annual cost of renting. If 
the annual user cost increases without a corresponding increase in rents, it would be 
“cheaper” to rent than to buy.2 Driven by this apparent arbitrage opportunity, more 
people would rent than buy thereby reducing demand for home purchases. This drives 
housing prices down and increases demand for rental housing, which drives up rents.

However, the ratio between the two prices can still vary over time. The relationship also 
implies that when, among other things, interest rates are low or expected capital gains 
are high, house prices should be high relative to rents reflected in a higher price-to-rent 
ratio.3 Depending on the current constellation of underlying variables, it could there-
fore still be consistent to observe rising house prices, while rents remain constant. It 
also allows for a comparison of imputed to actually observed rents to gauge whether 
renting costs are in line with the cost of owning.

Imputed and observed rents diverge for often long periods of time. The assump-
tions of frictionless markets have been observed to not hold in many local markets, 
thus limiting arbitrage opportunities (Dìaz and Luengo-Prado 2008). For example, 
transaction costs can preclude risk-neutral investors from earning expected profits 
by buying a property to rent out for a year and, likewise, risk-neutral homeowners 
from earning expected profits by selling their homes and becoming renters for a year 
(Verbrugge 2008).

1For example, see Hendershott and Slemrod (1983); Poterba (1984); Himmelberg, Mayer, and Sinai 
(2005); Gallin (2008).

2The above model does not capture frictions such as access to financing or restrictions to ownership.
3Intuitively, homeownership is relatively attractive when the real interest rate is low because mortgage 

payments are lower and alternative investments yield less than in a high-interest environment.

Box 2. The Relationship Between Rental and House Costs—The User Cost of Capital
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Every country in Europe uses policies to maintain and develop affordable 
housing. Affordable housing policies are a result of historical processes that 
have succeeded each other over a century or more to fulfill alternating social, 
political, and other special interests and needs. The set of measures in place 
are commonly complex, layered, and fragmented since they have often been 
designed and administered at subnational level constituting a powerful 
electoral tool. As of recently, more than 200 tax and expenditure programs 
aimed at making housing affordable both for renters and homeowners exist 
in the EU (Inchauste and others 2018).1 In response to the COVID-19 
crisis, governments have taken a host of primarily temporary support mea-
sures (OECD 2021).

Mapping housing policies into a national-level strategy could elevate it to key 
driver for an inclusive recovery from COVID-19, while providing a coher-
ent picture of costs, benefits, and internal consistency of measures. Because 
housing policies juggle multiple aims, of which affordability and equal access 
to opportunities are only two aspects, national housing affordability objec-
tives are seldom set in terms of households’ coverage targets or affordability 
goals. However, given the relevance of safe, habitable, and affordable housing 
for work and life and its status of universal right, there is a need for national 
strategies for affordable housing that target market failures and grant support 
for the neediest, including by providing rental housing and regulating it.2 In 
particular, countries need to ensure sufficient supply of rental housing across 

1See López-Rodríguez and Matea (2020) for a recent comprehensive review of policies for the rental housing 
market. See also OECD (2020b); Andrews, Caldera Sánchez, and Johansson (2011); Salvi del Pero and others 
(2016); and Inchauste and others (2018) who focus on housing policies more broadly.

2The 1948 Universal Declaration of Human Rights (UDHR) and subsequent bills (The 1966 International 
Covenant on Economic, Social and Cultural Rights, ICESCR and The International Covenant on Civil and 
Political Rights, ICCPR) recognize adequate housing as a component of the human right to an adequate stan-
dard of living. More than 50 constitutions, including those of Belgium, France, Portugal, and Spain include 

Policies in Support of Affordable 
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Table 3. A Map of Rental Housing Policies
Short term
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•	 Vacancy tax 
•	 Limits on short-term rental services
•	 Capital controls/tax on foreign homebuyers
•	 Requisition/conversion

Measures to boost the rental housing stock 
and access to it
•	 Social housing
•	 Public infrastructure 
•	 Targeted subsidies for rental real estate 

development
•	 Tax on vacant land
•	 Spatial regulations
•	 Administrative procedures

locations to reduce coordination failures and fully reap macroeconomic ben-
efits from rental markets. A recent example of developing a national policy 
for housing is Portugal, where the strategy includes protective measures for 
young people, the disabled, the elderly, and families with young children.3 
The pandemic has heightened the urgency for a comprehensive national 
approach to affordable housing, particularly rental, as it has exacerbated 
existing trends that risk leaving low-income earners and the young further 
behind. In particular, investment in affordable rental housing can counteract 
socioeconomic divergences, facilitate access to employment across locations, 
boost employment in the short term,4 and lower carbon emission if invest-
ment targets greater energy efficiency.

This chapter reviews experiences with housing policies in support of more 
affordable renting and discusses the trade-offs that they may create. The 
literature uses different classifications to present the policies, for example, by 
type of instrument (financing, taxation) used or by the incentives they affect 
(demand vs. supply). The categorization adopted in this paper (Table 3) uses 
the time horizon with which policies affect affordability with particular focus 
on measures that can be prioritized in the short term to address urgent pres-
sures. While potentially superior, other measures take longer to bear effects.

the right to adequate housing or outline the State’s general responsibility to ensure adequate housing and living 
conditions for all (Report to the 58th Commission on Human Rights, E/CN.4/2002/59, § 2, 1 March 2002).

3Under the 2019 Basic Housing Law the Portuguese government becomes responsible for ensuring adequate 
housing for all citizens as guarantor of the right to housing. The law emphasizes the social function of housing, 
with the explicit goals of eradicating homelessness, prioritizing the use of public real estate for affordable hous-
ing, and prohibiting tenant evictions under specific circumstances.

4The October 2020 IMF Fiscal Monitor reports that per $1 million invested in energy-efficient new 
buildings, such as schools and hospitals, 2–13 jobs are created based on studies by IEA (2020) and Popp 
and others (2020).
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Short-Term Affordability 
Measures

Income Support 
Programs

Income support 
programs have 
the potential to 
improve afford-
ability for those 
most in need. 
The main goals of 
assistance pro-
grams targeted 
to housing are to 
eliminate pov-
erty and reduce 
inequality. Tar-
geted support for 
renters is gen-
erally delivered 
through subsidies 
that take the 
form of housing allowances or housing vouchers. In Europe, housing allow-
ances are means- and/or income-tested transfers to households directed 
at supporting them in meeting their housing costs. In the United States, 
project-based housing allowances were sometimes attached to a specific unit 
of privately-owned housing; low-income families who moved into the hous-
ing paid a reduced rent on the basis of their incomes.5 Vouchers, which are 
today the common form of housing income support in the United States, 
are portable subsidies that low-income families can use to reduce their rent 
expenses anywhere in the private market. They are sometimes given directly 
to landlords. Housing income support programs have been widespread in 
Europe and elsewhere across advanced economies, and their relevance has 
grown in time as income support has progressively replaced other forms of 
affordable-housing provision, including social housing. Over the last decade, 
however, the share of overburdened households renting at market prices who 
received housing allowances has tended to come down (Figure 19). 

5In the case of the United States, the Section 8 program was administered as a project-based assistance pro-
gram between 1974 and the mid-1980s when it was replaced by housing vouchers.
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Housing income support pro-
grams have many positive aspects. 
When provided at the federal or 
state level, they can be used in 
many different locations, promot-
ing neighborhoods amenities and 
school districts to people from 
different economic backgrounds. 
They can help provide affordable 
housing regardless of owner or reg-
ulation status, including through 
the private market. Their portabil-
ity also facilitates labor mobility 
making them superior to home-
ownership, social housing, or local 
non-portable housing allowances 
in avoiding lock-in effects (Lui and 
Suen 2011).6 Housing allowances 
make rental income in part of the 
rental sector more secure, which is 
especially important where eviction 
is difficult to enforce.

When well designed, housing income support can be an effective tool for 
providing targeted assistance. It is sufficiently flexible to accommodate sup-
port based on the exact income of each household taking into consideration 
households’ size or status, such as single parents or students, and rent paid 
(Sayag and Zussman 2020). Recent evidence on rent subsidies in the United 
States and the United Kingdom suggests that they are effective in improving 
affordability for those who receive it (Ellen 2020). Figari and others (2019) 
show that housing allowances used in seven analyzed European countries 
had a material poverty reducing effect in five of them (Figure 20). In most of 
the analyzed countries they also had an inequality-reducing effect in the last 
decade or so, with the magnitude of the effects being a function of the size 
and design of the scheme assessed. However, housing income support does 
not come without distortions.7 

6Blanchflower and Oswald (2013), for instance, find that rises in the home-ownership rate in a US state are 
a precursor to eventual sharp rises in unemployment in that state and lead to lower levels of labor mobility, 
greater commuting times, and fewer new businesses. Lui and Suen (2011) describe the lock-in effects caused by 
public housing following from the fact that the subsidy received is tied to specific housing units.

7Contrary to recent studies, Susin (2002) found that housing vouchers pushed up the rent paid by unsubsi-
dized poor households in the average United States metropolitan area by 16 percent in the early 1990s, which 
more than offset the value of the total voucher program spent on the subsidized poor.

2016
2007

Source: Figari and others (2019).
1Change at-risk-of poverty rates comparing the baseline to a counterfactual 
without the policy.

Figure 20. Poverty-Reducing Effect of Housing Allowances1
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Despite evident 
advantages, housing 
allowances have 
the potential to 
raise rental prices, 
ultimately par-
tially obliterating 
the positive effects 
in the long term. 
Housing allowances 
have been found 
to alter the distri-
butions of rents, 
contributing to 
bunching around 
an expected rent 
value (McMillen 
and Singh 2020). 
Reviewing evidence 
from Finland, 
France, and the 
United Kingdom, 
Salvi del Pero and 
others (2016) find that landlords captured a sizeable share of housing allow-
ances by increasing rents (Figure 21), which led to some “capitalization” or 
“capture” that occurred either because landlords settled with the renter for a 
higher price and/or because the demand for rental increased against a con-
strained stock. Linking allowances to a median rent in a specific area could 
potentially avoid their capitalization into rents. Other limits to this policy 
include lack of supply of “adequate” housing, and insufficient coverage and 
program size due to which renters may still default on payments, calling for 
additional design measures. 

Rent Controls and Landlord-Tenant Regulation

Rent controls are widespread despite a wave of revisionism and opposition 
by economists that started in the 1990s (Arnott 1995). Compiling a histor-
ical database of housing market regulations covering 1910–2018, Kholodi-
lin (2018) shows that almost all of the 47 countries studied adopted some 
form of rent control during that period. According to Kholodilin’s measure 
of rent control, regulation appears to be stricter in countries with relatively 
large rental sectors (for example, Germany, Netherlands, and Sweden). Rent 
controls are a popular tool because they lend themselves to easily explainable 

Source: Salvi del Pero and others (2016).

Figure 21. Capitalization of Rental Allowances 
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social objectives and avoid the drawback of subsidies being captured by the 
landlords. They are used with the aim of smoothing the effect of income 
volatility on living standards and fighting homelessness by increasing the 
bargaining power of renters against owners. Rent controls are sometimes used 
as a tool that favors social mixing; this outcome is not supported by evidence 
(Glaeser 2002, Sims 2011).8

A range of reference prices are used for controlling rent growth. The litera-
ture distinguishes between first-generation controls, namely rent ceilings or 
freezes by governments, and second-generation controls, introduced in the 
mid-1960s in which prices are generally free at contract setting but an upper 
bound is set for subsequent adjustments. The upper bound of rent growth 
can be the rate of increase of consumer prices during the preceding year (for 
example, Colombia, Czech Republic, France, Italy, Poland, Spain), mortgage 
interest rate (Switzerland), or an index of government bonds (Brazil). Base 
rents in the United States can grow at a fixed annual rate within the life of 
a contract, similar to rental brakes in Germany, or the overall cumulated 
increase can be capped. Rent controls are often guided by national principles 
with specific characteristics determined at regional or local level.

In recent years, rent controls have experienced a comeback despite 
well-known trade-offs.9 In February 2020 the city of Berlin froze rents for 
five years (with some exceptions including for modernization; mietendeckel.
berlin.de/) and gave tenants the opportunity to demand reductions if rents 
were determined to be too high. However, in April 2021 the German Con-
stitutional Court struck down Berlin’s rent cap since it is federal law that 
regulates rents. In Spain, new rules introduced in 2019 extended the link to 
the inflation rate from three to seven years. An initiative in the Netherlands 
would give municipalities with tight housing markets the power to cap prices 
for new rental contracts. In Canada, the Vancouver government has been 
considering locking in lower rents by requiring developers to ensure that 
up to 25 percent of units in new projects are rented at rates affordable to 
lower-income families—a strategy called “inclusionary zoning,” implemented 
in Seattle since 1998 in exchange for a rebate on property tax. Similar mea-
sures are also being contemplated in other cities and countries.

There is no clear evidence that rent controls have led to lower rents, rather 
they seem to be associated with lower housing supply (Box 3). Average rent 

8One exception to that evidence is perhaps Favilukis, Mabille, and Van Nieuwerburgh (2019). Using a model 
calibrated for the New York metropolitan statistical area, they show that rent controls can be part of a toolkit 
with redistributive effects to tackle rental housing affordability problems. At the same time, they point out that, 
compared to other housing policies, rent controls also create more housing and labor supply distortions and 
more housing misallocation.

9See for example Bloomberg (2019a, 2019b) and The Economist (2019).
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levels (consider-
ing differences in 
quality of dwell-
ings) are not lower 
in countries with 
stricter rent con-
trols. Instead, rent 
regulations tend 
to redistribute 
savings on rents 
away from new 
tenants (or ten-
ants with shorter 
expected duration) 
to incumbents or 
longer-stay tenants 
(Basu and Emerson 
2000), echoing the 
tendency for land-
lords to initially 
set higher rents to 
compensate for the 
erosion of real rents 
suffered during 
occupancy. Thus, rent regulations may cause a divide between established 
households benefiting from rent-controlled, higher-secured tenancies and new 
households that have access to housing primarily through the unregulated 
market (Turner and Malpezzi 2003). A study focused on Germany shows 
that the introduction of a rental brake in 2015 did not affect rental price 
growth in the short term; at worst, price growth accelerated both in munic-
ipalities subject to the rental brake and in neighboring areas (Konstantin, 
Mense, and Michelsen 2016). In some cases, the regulation may have been 
ineffective because reference prices for rent increases were not available in 
some areas or tenants’ options to enforce their rights were not strong. Fig-
ure 22 shows little correlation between the strictness of rent controls and rent 
price changes.

Where tight rental price controls were deregulated, the overall effect was 
largely favorable, with some caveats concerning the pace of liberalization 
and the modalities. Deregulation of strict controls in the Czech Repub-
lic and Finland improved landlords’ profits, leading to a quick increase in 
supply and improved accessibility to private rental options (Kettunen and 
Ruonavaara 2015). However, complete deregulation may push consumers 

Sources: EU-SILC; Kholodilin, Weber, and Sebastian (2018); and IMF staff 
estimates.
Note: Figure uses International Organization for Standardization (ISO) country 
codes.
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to owner-occupancy and have other unintended consequences.10 Experience 
suggests that liberalization should be gradual with rental price growth either 
indexed to reference rents (as in France and Italy) or CPI (as in Germany, 
Netherlands, and Spain for some contracts) or by permitting all rents to 
be raised within limits, such as by allowing the landlord to cover his or her 
operating costs including repairs. Linking rent increases directly to landlords’ 
investments into housing, as in Germany, is also an option that encourages 
active maintenance. Liberalization can also proceed asymmetrically, by freeing 
prices only on new rental units or newly built housing as a first step and 
grandfathering existing rent-controlled units for the duration of the contract 
(as in Egypt in 1996 which resulted in a very gradual transition). In any case, 
pairing rental price increases with housing assistance for those in need (as in 
France in 1948) would be necessary (De Boer and Bitetti 2014).

Rent controls should be assessed in the context of overall landlord-tenant 
regulation, balancing the power between landlords and renters.11 It should 
ensure that rental agreements are of sufficiently long tenure to provide 
certainty and that eviction procedures are not overly harsh. Overly tight 
regulation and frequent changes in rental regulation both affect the supply 
responsiveness to price signals in the housing market. Efficient, fair, and swift 
conflict resolution appears also paramount for unlocking rental markets full 
potential.12 Germany was quoted in the past as an example of well-balanced 
rent regulations (De Boer and Bitetti 2014), as reasonable profits can be 
made by landlords, and there is room for market forces in the determination 
of rent prices, but there is at the same time considerable security for tenants 
about the lease and future price increases. However, Germany has been shift-
ing toward stricter controls in recent years.

Short-Term Renter Support During COVID-19

Governments in Europe and elsewhere responded to the COVID-19 crisis 
with emergency renter- and owner-support programs. Many countries have 
adopted moratoria on evictions as well as on rent and mortgage payments, 
though to a lesser extent. Temporary rent freezes or automatic contract 
extensions or renewals have also been applied (OECD 2020a). While these 
measures provide lifelines and shelter people from homelessness and help 
others stay in their homes, some can create longer-term distortions and delay 

10Full liberalization in Spain in 1985 resulted in a period of volatility and uncertainty so that soft controls 
had to be reintroduced (Urban Tenancy Act 1994).

11Cuerpo, Kalantaryan, and Pontuch (2014) and Inchauste and others (2018) offer evidence on rental market 
regulations in Europe, including indicators of rent controls and tenant-landlord relations.

12The court’s procedures in Washington, DC, have been found to burden tenants and favor landlords as 
opportunity costs associated with court compliance pressures tenants into waiving rights and resources and not 
showing up in court (Fleming-Klink 2019).
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investment decisions to create needed supply. Targeted rental assistance has 
been more limited so far and could be expanded. Below are some examples of 
measures taken to support renters (Table 4).

	• Many countries temporarily suspended evictions of residential tenants 
in both social and private housing during the lockdown under different 
requirements (Austria, Belgium, Czech Republic, France, Germany, Ireland, 
Luxembourg, Netherlands, Portugal, Spain, Switzerland, United King-
dom).13 In the United States, landlords who receive forbearance under the 
CARES Act were barred from serving eviction notices to tenants during 
the period of forbearance, which was extended to January 2021. The law 
also prohibits all landlords with federally backed mortgages from evicting 
renters. A moratorium on evictions was placed in all but six US states.

	• The use of rent moratoria was the second most frequently used measure. 
For example, Austria instituted it for residential renters until the end of 
2020. In Spain, rent and mortgage debt moratoria were tied to specific 
unemployment and income criteria. In Iceland, it appears that the large 
rental companies voluntarily rescheduled payments without reduction in 

13In Belgium evictions were suspended in Brussels and in the Flemish and the Walloon regions. Ireland also 
increased the notice period for tenancies of less than six months from 28 to 90 days.

Table 4. Key Measures Taken to Support Renters During the COVID-19 Crisis
Rent Freeze Or 

Moratorium
Utility Bills 

Moratorium/Relief Eviction Ban
Changes To Rent 

Assistance
Austria x x x /
Belgium x x x /
Czech Republic x / x /
Denmark / / / /
Estonia / / / /
Finland / / / /
France / / x /
Germany / / x /
Greece / x / x
Iceland x / / /
Ireland x x x x
Italy / / / /
Latvia / / / /
Lithuania / x / x
Luxembourg x / x x
Netherlands / / x /
Norway / / / /
Portugal x / x /
Slovenia / / / /
Spain x / x x
Sweden / / / /
Switzerland x / x x
United Kingdom x / x x

Sources: Organisation for Economic Co-operation and Development (2021); and IMF staff based on information from 
national authorities.
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rent and with no interest rate penalty. In Switzerland, payment periods for 
rents and leases on residential premises were extended by 60 to 90 days.

	• A moratorium on utility payments was established in Austria until June, 
prohibiting cut-off of services to the unemployed during COVID-19 and 
exempting low-income households from the green electricity tax. Spain 
guaranteed that basic utilities would be provided to all, and no households 
would be cut off while the state of emergency was in place. In Slovenia the 
price of electricity was cut by 20 percent to help households experiencing a 
decline in income. The Flemish government in Belgium waived utility bill 
payments for one month for the unemployed between March and July. In 
Lithuania, the central government recommended that municipalities offer 
the option to defer utility payments.

	• In Ireland a freeze of rent increases was introduced for the duration 
of the pandemic.

	• Some US states introduced rental assistance for families in need (Massa-
chusetts) including rent vouchers (New York14) to cash-strapped tenants 
who lost income because of the pandemic. The United States has also 
expanded renter support through the social benefits system. Other forms 
of support to the poor, such as the introduction of a national minimum 
income scheme in Spain and enhanced support for families with children 
in Germany and Austria, were also taken in other European countries. 
To facilitate access to rent support in Germany the Federal Association of 
Housing and Real Estate Companies established an online platform for 
applications. In Lithuania, support for the acquisition or rental of housing 
was boosted by raising the level of rental costs eligible for reimbursement.

Medium-Term Measures to Boost Rental Availability within a Given 
Housing Stock

More rental housing can be made available through better use of the existing 
vacant space. A first step to designing policy responses would be to take stock 
of vacant properties—including public buildings—their location and iden-
tify the disincentives that are creating the vacancies. Some cities are mak-
ing an effort to register vacant housing, for example, Brussels, Dublin, and 
Rome.15 Reasons for high (temporary) vacancy rates could be speculation in 

14As in the federal Section 8 voucher program, the subsidy is paid directly to the landlord.
15The estimates for Brussels range between 15,000 and 30,000 units in 2018 (article). In Italy, a 2016 

census in the city of Rome revealed 161 vacant buildings, half of which were owned publicly and 260 aban-
doned buildings in Milan. Dublin’s vacant sites register includes 26 properties required to pay a levy in 2019 
introduced by the Urban Regeneration and Housing Act of 2015, with a further 260 sites being consid-
ered as eligible for the tax. The Irish government has a national strategy for the use of vacant housing for 
2018–21 (strategy).

Affordable Rental Housing: Making It Part of Europe’s RecoveryAffordable Rental Housing: Making It Part of Europe’s Recovery

50

©International Monetary Fund. Not for Redistribution



the housing markets or domestic and foreign demand for secondary residen-
cies. Vacancies may also be induced by excessive taxation of landlords’ rental 
income or uncertainty over future tax policies. Thus, a high vacancy rate can 
coexist with strong price increases and a low housing supply elasticity.

Several tax measures aim at raising the supply of rental accommodations 
without resorting to construction of new housing. One measure to incen-
tivize the use of existing properties for rental purposes is a tax on residential 
property vacancies. It has been applied in France, Ireland, Israel and the 
United Kingdom as well as in some cities in North America (for exam-
ple, Vancouver, Oakland). Recent analysis for France estimates that the tax 
lowered the vacancy rates (by 13 percent between 1997 and 2001) without 
short-term effects on rental prices and with an increase in the supply of rental 
units in the long term (Segú 2020).16 Taxing residential property purchases 
by foreigners has been adopted with the goal to stifle demand, for example, 
in several Canadian cities since 2016. Anecdotal evidence suggests that while 
foreign purchases declined, prices continued to rise. Also, this instrument 
is generally targeted at high-priced housing segments and would have less 
impact on low-income renters.17

Targeted regulations can contribute to a greater share of existing housing 
being made available for renting. For example, in Germany the use of dwell-
ings for nonresidential purposes was prohibited in some high-density areas 
(Kholodilin 2018). Tighter rules on short-term rentals (such as Airbnb)—as 
adopted in Berlin, Barcelona, Dublin, and Paris—are more recent, with some 
studies documenting downward pressure on rents and home prices in areas 
where short-term rental presence is important (Garcia-López and others 
2019). The impact of such measures on low-income renters is likely to be 
rather limited, however, since low-price rental property tends to be scarce in 
touristic hotspots. These measures would thus tend to benefit middle- and 
high-income renters at the expense of middle- and high-income landlords. 
Where renter–landlord regulations are not adequately balanced, for example, 
as they overly restrict evictions, balancing the rights could also increase rental 
housing supply.

Forced conversion of underused or abandoned facilities into social housing 
are a last resort for areas facing severe shortage of rental housing and high 
vacancies. However, in places where structural emigration and population 

16In 2017, Australia adopted a vacancy fee on foreign owners of residential real estate where the property is 
not occupied or available on the rental market for at least six months of the year. No detailed impact assess-
ment is yet available.

17The Netherlands employed another financial incentive to offer rental housing by exempting rent paid to 
landlords from income tax (De Boer and Bitetti 2014). Disadvantages are its fiscal costs and, similar to mort-
gage relief, the creation of a bias toward one form of tenure status.

Policies in Support of Affordable Rental Housing

51

©International Monetary Fund. Not for Redistribution



decline are at the core of vacancies, buildings’ transformation into affordable 
housing must engender and renew social and economic activity, which could 
be done through “gentle requisitioning” and conversion supported by fiscal 
incentives (as in Belgium, Germany, and Italy). Other possible medium-term 
measures include incentives to transform commercial properties into dwell-
ings and a “solidarity lease,” wherein the renter is a nonprofit entity sublet-
ting to low-income tenants as used in France.18

Medium-Term Measures to Boost the Housing Stock

Over the medium term, it will be necessary to increase the physical stock of 
housing to address structural demand pressures and boost rental supply. Aside 
from building social housing dedicated to rental, governments can provide 
incentives to households and firms for new construction through financing 
facilitation and subsidies or by disincentivizing holding of vacant land. Since 
most of these are costly fiscal measures, they should be targeted to income 
groups for which rental affordability is a concern.

Financing Private Construction and Tax Incentives

Support to households for homeownership tends to be non-targeted and 
thus regressive. It mainly consists of tax incentives, particularly in the form 
of mortgage interest deductibility. While such measures can stimulate new 
housing supply, the measures are generally broad-based and can be regressive, 
benefiting particularly high-income households with better access to mort-
gages (Fatica 2015, OECD 2020a). Although mortgage interest tax relief 
is being phased out gradually in some countries, across much of Europe it 
remains an important tool, including in Belgium, Denmark, the Nether-
lands, and Sweden. In the Netherlands, a study finds it had a significant 
inequality-increasing impact (Figari and others 2019). Exemptions from cap-
ital gains tax produce similar effects as well as imputed rents that are untaxed 
or special depreciation allowances for new rental housing construction (for 
example, in Germany).19 Thus, it is important that measures aimed at facil-
itating household and corporate financing target construction of new homes 
to avoid fueling demand pressure against a given stock, thus pushing prices 
up and worsening affordability.

18The entity bears the rental risk and maintains the property while the landlord receives a below-market rent 
with some tax benefits.

19Measures that are not targeted at increasing supply but enhance access to credit and fuel demand for a 
given housing stock, risk pushing up prices up and worsen affordability. For example, Andrle and Plašil (2019) 
show that house prices in Canada responded rapidly to the households’ ability to borrow.
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Various forms of targeted subsidies have been used to incentivize real estate 
developers to supply affordable rental housing. Examples of measures are 
grants, loan guarantees or low-interest loans, or sale of land at below-market 
prices. The US Low-Income Housing Tax Credit is one such instrument 
enacted in 1986 that grants developers a credit when they build housing with 
ceilings on tenants’ incomes and rents. In Canada, the city of Vancouver has 
supported purpose-built rental housing since 2012 through the Rental 100 
program, recently under review, offering incentives for the construction of 
100 percent rental housing buildings.20 Providing land for construction at 
lower prices or in the form of long-term leasing can also lower investors’ costs 
and spur new construction. Switzerland recently adopted legal provisions to 
advance renovation of existing properties and promote construction of new 
apartments, by allowing municipalities suffering housing shortages to acquire 
land for construction, set quotas for the construction of non-profit apart-
ments, and give owners who voluntarily build such apartments a bonus of up 
to 10 percent on the gross living area.

Creating tax disincentives to encourage the use of vacant land for construc-
tion has faced difficulties in practice. International experience with taxes on 
vacant land shows that these are costly and difficult to implement because 
they require assessing both improvements to the building site and the land 
value, also raising issues of how to treat different types of land equally (Amir-
tahmasebi and others 2016).21

Social Rental Housing

Social rental housing can take several forms and can address market fail-
ures. It primarily consists of publicly financed residential accommodation 
units provided by the government or by nonprofit institutions and rented at 
below-market prices.22 Social rental housing is often combined with sub-
sidies to dwellers and coupled with social housing legislation and overall 
housing sector strategy. Some governments develop social housing on their 
own and others through public-private partnerships. Through social hous-
ing provision, government intervention ensures stable access to affordable 
housing for groups that, even with housing allowances, would be shut out 

20According to anecdotal evidence, while rental housing availability in Vancouver has increased, affordability 
has not improved as the new units are offered at market rent values. Arvai (2018) analyzes affordability in some 
Canadian regions.

21Washington, DC, recently passed a land value tax with the hope of fostering rehabilitation and greater use 
of abandoned land. However, the tax was said to merely have brought substantial revenue to the city, because 
property values are increasing and owners have preferred to either pay the tax or ask for an exemption rather 
than implement changes to the property (ACT 21–556, The Council of D.C., December 2016).

22OECD (2020c) defines social housing “as residential rental accommodation provided at sub-market prices 
that is targeted and allocated according to specific rules, such as identified need or waiting lists.”
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of most market-based housing 
due to stigma or shortages of 
adequate housing (for example, 
based on family size or desired 
location) (Barton 1996). Thus, 
social housing addresses shortages 
where housing supply is inelastic 
to price signals (OECD 2020c). 
Nevertheless, since social housing 
can be costly and less flexible than 
housing allowances, it can be only 
one element of a comprehensive 
affordable housing strategy. The 
size of its contribution compared 
to housing allowances remains 
heavily debated, depends on local 
circumstances, and varies con-
siderably across countries (Fig-
ure 23). If not properly designed, 
large-scale social rental housing 
can also create poverty traps and 
cement social problems. 

Some countries aim to reverse the 
trend over the past decades that has lowered the stock of social housing.23 
For example, in Germany the social rental housing stock halved since 2006 
to about 1.1 million units (Deutscher Bundestag, 19/122 34). Recently, 
however, Germany allocated funds to build 100,000 new social housing units 
during 2020–21 and is selling federally owned properties to local authorities 
at reduced prices to build affordable housing. In France where the stock of 
social housing was broadly stable as a share of total housing over the past 
decade (OECD 2020c), for example, the city of Paris has aimed to create 
7,000 new public housing units per year between 2016 and 2020, of which 
5,000 are in especially prosperous areas. In Spain, the authorities plan to 
increase the very low stock of social rental housing, including by mobilizing 
public land and collaborating with private investors. The impact of social 
housing on the nonsubsidized rental market is mixed and depends on its 
size. Salvi del Pero and others (2016) find that social housing can crowd 
out the private rental market, where the social sector is very large such as in 

23For a recent overview on social housing see OECD (2020c), which notes that different definitions of social 
housing and data limitations make cross-country comparisons difficult. For the period from 2010 to about 
2018, they observe a decrease in the stock of social housing in some advanced European economies (Den-
mark, Finland, Germany, Norway, United Kingdom) and a slight rise in three countries in which the stock was 
already high (Austria, France, Netherlands).

Source: Organisation for Economic Co-operation and Development, Affordable 
Housing Database.
Note: Figure uses International Organization for Standardization (ISO) country codes.

Figure 23. Social Rental Housing Stock, 2018 or Latest 
Available Year
(Percent of total housing stock)
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the Netherlands. 
However, there 
is also evidence 
that governments 
can raise the total 
number of units 
in a market with-
out crowding 
out the provision 
of equal-quality 
low-income hous-
ing that would 
otherwise have 
been supplied 
by the private 
sector (Sinai and 
Waldfogel 2005).

The provision of 
social housing has 
not always been 
strictly targeted, 
which can create 
distortions. Where large segments of the population are eligible for social 
housing this has often created excess demand and difficulties in access for 
the young and hampered labor mobility. Often eligibility criteria for social 
housing are applied only at entry and, as incomes grow over time, households 
tend to remain in the system even when they move into higher-income quin-
tiles.24 Countries with the largest social housing stocks (more than 20 per-
cent of total housing) had traditionally universal systems that over time have 
become somewhat more targeted (OECD 2020c). The Netherlands has the 
largest social housing sector, representing nearly 38 percent of the total hous-
ing stock (OECD Affordable Housing Database 2018). The other two cases 
are Denmark, wherein general housing at cost-based rents aims at a broad 
range of the population and Austria, wherein 80 percent of the population is 
eligible (Mundt 2018).

Spatial Regulation and Access to Transportation

Changing zoning regulation and other spatial policies has the potential to 
affect housing supply elasticities and boost construction (Figure 24). Con-

24This distortion can be addressed by introducing fixed-term tenancies with review of eligibility after a certain 
number of years, already adopted in some countries for new contracts.

Source: Inchauste and others (2018).
Note: Figure uses International Organization for Standardization (ISO) country codes.

Figure 24. Responsiveness of Housing Supply to Price 
Increases, Selected EU Countries

0.0

0.5

1.0

1.5

2.0

2.5

Lo
ng

-t
er

m
 e

la
st

ic
ity

 o
f n

ew
 h

ou
si

ng
 s

up
pl

y,
w

ith
 re

sp
ec

t t
o 

pr
ic

es

GB
R

RO
U

DN
K

ES
P

NL
D

SV
K

CZ
E

FR
A

BG
R

SW
E

LV
A

ES
T

PR
T

LT
U

FI
N

IR
L

IT
A

HR
V

SV
N

Policies in Support of Affordable Rental Housing

55

©International Monetary Fund. Not for Redistribution



straints on residential development, while exclusionary, may have positive net 
welfare effects and serve to protect public health and limit crowding of peo-
ple. They also help regulate access to public services, such as transportation, 
as well as school and hospital access. However, by affecting density, zoning 
regulation increases land prices and pushes up marginal construction costs, 
ultimately swelling house prices and generally resulting in higher volatility of 
house prices compared to volatility of new construction.25 Beyond shaping 
housing markets, spatial regulation affects migration patterns (Hsieh and 
Moretti 2017), defining employment and wage growth in metropolitan areas. 

The range of regulations affecting housing density in urban areas has grown 
over time reflecting crowding patterns and special interests. Gyourko and 
Molloy (2015) report a proliferation of regulations at the local level in the 
United States since the 1970s including, for example, height restrictions, 
minimum lot size requirements, caps on the number of housing units, urban 
growth boundaries and green zones, open-space designations, and density 
restrictions. Environmental regulations and bureaucratic procedures can 
also raise costs (Sunding 2005). Expanding use of local land often encoun-
ters “not in my backyard” opposition by vested interest, as homeowners are 
overrepresented in subnational governments.26 In these cases, collaboration 
among owners, communities, associations, and renters/residents can serve to 
reconcile the right to ownership with the right to housing while internalizing 
the environmental impact of construction into decision-making.

Restrictive spatial regulation can contribute to deterioration in rental afford-
ability through its effect on prices, but this link is difficult to measure. Areas 
with more regulation tend to have higher rents which could, however, also 
reflect generally higher housing prices. Empirical studies on this issue are 
sparse and find a lower correlation of rents with regulation compared to the 
correlation of rent with average house prices (Molloy 2019). The problem in 
associating spatial regulation to affordability arises because regulation affects 
house prices and rents but also income distribution, by forcing lower-income 
households out of the tightly regulated areas to keep housing expenditures 
low (Gyourko, Mayer, and Sinai 2013). As their commuting times and 
cost go up, affordability can worsen but this deterioration is not captured 
by housing cost indicators. The problem is compounded by the fact that 
different types of regulation can also have diverging effects on households. 
Moreover, the same ratio of housing expenses to income can be associated 
with different consumption patterns for housing. When affordability worsens, 
people may opt to consume less housing (resulting in crowding, for instance). 

25For a comprehensive review of studies examining the empirical relationship among regulations, house 
prices, and construction with US data, see Gyourko and Molloy (2015). Evidence of spillover of demand to 
other localities, which reduces price increases in the regulated locality, was found by Lin and Wachter (2020).

26See Ortalo-Magné and Prat (2014) on political economy considerations.
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Thus, higher house and rental prices can coexist with unchanged regula-
tion intensity and expenditure shares. Because of these complications, few 
studies have attempted to analyze the direct link between spatial regulation 
and housing affordability, making evidenced-based policymaking difficult. 
Better collection of regulatory information, especially across countries, could 
enhance the empirical analysis.

Does greater supply of housing, including homeownership, translate into 
greater availability of rental units and how does it affect rent levels? Transition 
of housing into the rental sector has been found to occur more frequently 
in the United States when house prices declined. Roughly 2 percent of the 
existing single-family detached housing stock was estimated to transition into 
the rental sector with each passing decade (Rosenthal 2014). Anenberg and 
Kung (2018) found that rent elasticity to housing supply is, however, low 
and suggested improving amenities in other locations (including transport) to 
relieve price pressures in high-price areas by creating close substitutes.

Investment in public infrastructure can spur construction and use of vacant 
housing and act as income support. Closely intertwined with housing and 
urban policies, provision of modern and green transport infrastructure is a 
powerful tool that can divert part of housing demand away from crowded 
metropolitan areas where jobs are located into less-inhabited regions with 
vacant housing, thus decompressing prices and congestion. Such a policy can 
act as income support in as much as it lowers living expenses in a broader 
sense but, as it takes time to materialize, it cannot be used to combat imme-
diate affordability pressures. Over time, improved access to transport can 
contribute to new housing developments, potentially increasing housing 
supply overall, though the impact on land and housing prices of such devel-
opment may be difficult to predict.27

27A literature review by Higgins and Kanaroglou (2016) on the effect on increased transportation access on 
land prices in the United States suggests that the results are heterogenous, which may be explained by omitted 
variables across studies.
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Effect on incentives: Rent controls inhibit further development of affordable housing 
by lowering the net return on such investments (affecting investment as well as main-
tenance of rent-controlled units). Rent controls may be circumvented by landlords and 
may induce workarounds, such as conversion of dwellings into nonresidential premises 
(for example, medical practices or offices). Landlords are also found to decrease supply 
of rental through sales (Diamond, McQuade, and Qian 2019).

Effects on redistribution: Though rent controls may be a superior redistribution tool 
to transfers financed through distortionary taxation,1 such controls are often poorly 
targeted to needy population and exit strategies are not envisaged. This affects nega-
tively young cohorts that most often have lower incomes/assets and struggle to enter 
the property ladder. Rent controls can be considered a subsidy to the tenant paid by 
the landlord and may also redistribute resources among different categories of tenants 
(in rent-controlled versus free market). By keeping owners’ income low, rent controls 
lower tax revenue, further limiting government resources that could be used for targeted 
redistribution.

Effects on resource allocation: Rent controls increase tenancy duration and can 
contribute to misallocation of units (by size and quality) due to lock-in effects. The 
lock-in also inhibits labor mobility across cities and regions.2 Rent controls are in 
many countries introduced at the national or state level, while housing markets are of 
local nature. Misallocation across demographic groups under price controls can pro-
duce worse outcomes than rationing due to undersupply of rental housing (Glaeser 
and Luttmer 2003).

Market fragmentation: When rent control on the existing stock is maintained while 
new construction is exempted from it, a dual rental market is created with low rents in 
the rent-controlled segment and high rents for uncontrolled units. The Netherlands is 
an example of a strongly controlled social rental sector and rental sector duality coupled 
with high incentives for home ownership. Chapelle, Wasmer, and Bono (2019) argue 
that the dual rent-controlled market in Paris prevents the first best allocation of house-
holds, as prices do not play their regulating roles, and contributes to scarcity in the 
flexible rent sector.

1Micheli and Schmidt (2015) show the negative welfare effects of distortionary taxation due to lower 
working capital and output prevail in the steady state. However, land/housing supply is assumed to 
increase in the model, which may not be the case under rent control.

2De Boer and Bitetti (2014) document low mobility for social renters in countries with high levels of 
regulation. Diamond, McQuade, and Qian (2019) document a 20 percent decline in labor mobility in 
San Francisco due to rent control.

Box 3. Side Effects of Rent Controls
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Preventing rising inequality from the pandemic requires an affordable hous-
ing rental market as it contributes to economic inclusion and stability. It 
promotes access to economic opportunities, particularly for low-income 
earners and the young, by preserving a sufficient income share for other 
spending and by promoting access to education, health care, and transpor-
tation. Importantly affordable rental housing across locations can support 
labor mobility by fostering the transition from education to employment 
and from job to job. This feature of the rental market can be key in facilitat-
ing economic transformations, which are set to accelerate as a result of the 
COVID-19 pandemic, and prevent greater income inequality.

Pressure on rental housing affordability has become a challenge across many 
European economies. While country and regional differences are large, in 
most economies analyzed here a large and rising share of low-income rent-
ers, the young, and those living in cities is overburdened. In several locations 
affordability for middle-income groups is also low and declining. These 
groups have faced particularly slow income growth amid rising rental prices. 
Disparities between renters and homeowners have widened over the past 
decade in an environment of low interest rates and housing policies that tend 
to be regressive and favor home ownership. Rental housing support for the 
segment of tenants most in need has often not kept up with affordability 
pressures. These trends and inequities will likely only worsen following the 
disproportionate COVID-induced contraction of service sectors where many 
renters are employed. Potential structural shifts could bring some relief for 
rental costs—such as less city tourism, move to the suburbs and transforma-
tion of commercial into residential real estate—but it is still highly uncertain 
how strong and lasting these changes will be. Moreover, they are unlikely to 
benefit the most vulnerable groups primarily.

Conclusions
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Rising economic output pre-COVID did not translate into disposable 
income gains that compensated sufficiently for rising rental costs; other 
trends such as urbanization and tourism also played a role. Exploiting a 
panel of household and region-level European data, the paper finds that 
low-income households have not been able to fully reap the benefits of the 
changing and growing economies as their incomes have not increased in line 
with rental costs. In addition, greater urbanization, structural transformation 
toward high-skilled services and higher incidence of tourism have pushed 
up affordability pressures for renters, particularly for lower-income house-
holds. Credit conditions are not found to have significantly impacted rental 
affordability suggesting barriers between housing and rental markets. Overall, 
the findings suggest a dominant role for the growth-inequality channel. The 
consequence has been a lack of inclusiveness as the benefits of income growth 
were not spread evenly.

A concerted effort is needed to arrest the affordability pressures and make 
affordable rental housing a pillar for an inclusive recovery in Europe.

	• Stronger policies are needed to ensure that low-income households and 
the young can benefit from the economic gains brought by factors such 
as structural transformation, urbanization trends, and increasing tourism 
activities, which put pressure on rental affordability. Measures include 
access to better education, active labor market policies, and public trans-
portation that enhance mobility and income prospects. But these are not 
enough and need to be accompanied by specific housing policies which in 
turn create access to employment, education, and health care.

	• In the short term, raising level and coverage of portable housing allowances 
appears to be the most powerful immediate policy tool that lends itself to 
quick deployment and effective targeting. Providing sufficient coverage 
and benefits to renters via housing allowances will be critical to protect 
low-income renters throughout the expected lengthy economic recovery in 
Europe. Where the crisis has exposed gaps, these should be filled perma-
nently. Housing allowances would also help avoid cliff effects that could 
arise once the COVID-19 emergency responses, such as broad income 
support, short-time work schemes, and rent moratoriums, are being lifted. 
Allowances should usefully be accompanied by other targeted measures, 
such as loan guarantees. Until the economic recovery is firmly entrenched, 
protection of the most vulnerable renters requires special attention to 
stem evictions. Other measures altering price signals should be avoided or 
should be temporary and targeted, including rent controls, as they tend 
to get circumvented over time or discourage investment and rental supply 
in the long run.
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	• Efforts aimed at increasing the supply of affordable housing should be 
undertaken to alleviate demand pressures more permanently. Governments 
could invest in more social housing and adjust financial incentives, for 
example, taxing vacant properties and shifting some housing subsidies that 
favor high-income homeowners toward private investment in rental hous-
ing development. There is also scope for boosting physical housing supply 
by relaxing spatial regulation in densely populated areas, though these 
measures do not come without political obstacles.

	• In the EU, the national recovery and resilience plans supported by the 
Next Generation EU program provide an opportunity to make investment 
in social housing and public infrastructure an integral part of the recovery 
strategy, with a view to supporting inclusive growth by creating employ-
ment, providing more affordable housing and better access to jobs across 
locations. If the housing investment is steered toward greater energy effi-
ciency it would also reduce the sector’s carbon intensity.

	• Regardless of the measures contemplated, an overarching housing strat-
egy is needed at the national level, to provide a consistent framework for 
setting objectives, devising budgets, selecting policy tools cognizant of their 
trade-offs, and contemplating mechanisms to evaluate policies’ effective-
ness and fairness.

There is also need to close data gaps on rental markets to devise bet-
ter policies. Regulatory restrictiveness, including zoning regulation and 
tenant-landlord relations, is difficult to measure, yet it affects rental prices 
and shapes consumption and investment incentives. Some efforts have been 
devoted to collecting and updating regulatory information across countries, 
but most databases are focused on a narrow set of markets. Furthermore, in 
some countries data on the recipients of housing allowances or social hous-
ing are not available (or published) in a centralized form, complicating the 
analysis of targeting effectiveness. Compiling and publishing these statistics, 
along with transaction-based data on rental prices, would allow for a more 
thorough evaluation of policies and inform decision-making.

Conclusions
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Eurostat EU Statistics on Income and Living Conditions

The EU Statistics on Income and Living Conditions (EU-SILC) is the 
reference source for comparative statistics on income distribution and social 
inclusion in the European Union (EU). EU-SILC was launched in 2003 on 
the basis of an informal agreement between Eurostat and six Member States 
(Austria, Belgium, Denmark, Greece, Ireland, and Luxembourg) and Norway. 
It was formally launched in 2004 in 15 countries and expanded in 2005 to 
cover all of the then EU-25 Member States, together with Norway and Ice-
land. Bulgaria launched EU-SILC in 2006 while Romania, Switzerland, and 
Turkey introduced the survey in 2007. Germany is included in EU-SILC but 
is excluded from the analysis in this paper due lack of access to the microdata 
administered by the German Federal Statistical Office.

EU-SILC provides two types of annual data:

	• Cross-sectional data pertaining to a given time or a certain time 
period with variables on income, poverty, social exclusion, and other 
living conditions

	• Longitudinal data pertaining to individual-level changes over time, 
observed periodically over a four-year period

EU-SILC focuses mainly on income. Detailed data are collected on income 
components, mostly on personal income, although a few household income 
components are included. Information on social exclusion, housing condi-
tions, labor, education, and health information is also obtained.

The reference population in includes all private households and their current 
members residing in the territory of the countries at the time of data collec-

Annex 1. Selected Sources of 
Data on Rental Costs
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tion. Persons living in collective households and in institutions are generally 
excluded from the target population. Some small parts of the national terri-
tory amounting to no more than 2 percent of the national population, and 
the national territories may be excluded. All household members are sur-
veyed, but only those aged 16 years and older are interviewed.

As it is usual in empirical studies based on microdata, for this paper some 
observations were removed at the outset following a number of criteria. For 
example, households with negative or zero gross disposable income were 
ignored. Further details are available upon request. While most of the analysis 
relies on data at the household level, some of these data were matched with 
personal-level information (for instance, on age and citizenship).

To assess rental affordability, unless otherwise mentioned, this paper focuses 
on households’ equivalized disposable income—that is, the total income 
(including housing allowances) after tax and other deductions that is avail-
able for spending or saving, divided by the number of household members 
converted into equalized adults. A similar adjustment for household size and 
non-response factors is also applied to the variable that captures rental costs.1

For the EU-SILC-based figures in Chapters 2 and 3, a minimum threshold of 
100 observations is used to report the results. Related to this threshold, coun-
tries may be excluded from figures if they report insufficient granular data 
for a relevant category of analysis; for example, in figures depicting results for 
the first, third, and fifth income quintiles, countries are included only if data 
are available for at least two of these three income quintiles (whereas if data 
are only available for one of the income quintiles, then a country is simply 
dropped from the figure).

For additional information, see: https://​ec​.europa​.eu/​eurostat/​web/​microdata/​
european​-union​-statistics​-on​-income​-and​-living​-conditions

EARS: Estate Agency Rent Surveys

These surveys are carried out in collaboration among Eurostat, the Interna-
tional Service for Remunerations and Pensions (ISRP) at the OECD, and 
the National Statistical Offices. They are part of wider work conducted to 
compare the relative cost of living of international civil servants between their 
place of employment and that of Brussels.

1Deducting housing allowances from disposable income and rental costs does not significantly affect key 
findings reported in Chapter 3. However, this robustness exercise points to milder affordability problems than 
in the baseline results for some countries, including Nordic ones such as Finland and Denmark.
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EARS rely on 
rental surveys 
carried out annu-
ally, around 
mid-year, through 
face-to-face inter-
views with real 
estate agencies. 
Eurostat and ISRP 
are the overall 
coordinators of 
surveys, aiming 
to ensure a con-
sistent approach 
across cities and 
years. The sample 
sizes are undis-
closed, but a valid 
and representative 
sample is ensured 
across all cities.

The data reflect 
transaction-based monthly rental prices, excluding charges and utilities, for 
an unfurnished property. The frequency is annual, and the data start in 2003. 
It covers up to 54 cities (35 of them in advanced economies, as per the WEO 
2019 classification).

EARS include rental price data for 1-, 2- and 3-bedroom apartments, non-
detached houses, and detached houses. Annex Figure 1.1 depicts the rental 
price-growth dispersion from 2004 to 2013 across 24 cities in advanced 
Europe, based on 2-bedroom apartments. (Though not shown, the median 
price growth in 2019 was slightly higher than in 2018.) In general, the 
analysis in this paper focuses on 2-bedroom apartments, assumed as the most 
representative dwelling, but the results based on the other types of dwelling 
were often robust. The quality of the dwellings included in EARS is “good to 
very good, but not luxurious,” and their general characteristics are narrowly 
defined. Although these characteristics are reviewed annually, at least some of 
them (such as size) have remained stable over time. 

The neighborhoods surveyed for EARS are residential areas of good quality, 
favored by expatriates and professional workers such as international civil ser-
vants, university staff, doctors, managers, etc., who pay their rent themselves 

10–90th percentile 25–75th percentile Median

Sources: EARS (two-bedroom apartments); IMF, World Economic Outlook 
database; and IMF staff calculations based on selected cities.

Annex Figure 1.1. Advanced Europe, Cities: Annual Real 
Rental Price Growth
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(that is, not paid by their employers). These neighborhoods are reviewed 
annually, but the selection has remained stable over time.

For the analysis in this paper, one important caveat is in order. Since EARS 
focus on a specific subset of the rental market, as described above, at least for 
some cities the data may not necessarily provide an accurate representation of 
the overall rental market or its low-income segment. Related to this limita-
tion, there could be discrepancies with other data sources on city-level rental 
prices. Illustratively, for the case of London, the EARS data shown in Chap-
ter 3 point to a decline in real rental prices from 2013 to 2018; whereas, by 
contrast, data from the UK Office for National Statistics (Experimental Index 
of Private Housing Rental Prices) point to a moderate increase in such prices 
over the same period.

For additional information, see: https://​ec​.europa​.eu/​eurostat/​web/​civil​
-servants​-remuneration/​estate​-agency​-rent​-surveys

OECD Analytical House Price Indicators

Rental prices in this OECD database are based on consumer price indices for 
actual rentals for housing (COICOP 04.1). If this indicator is missing for a 
country, another is chosen—usually, the CPI aggregate for housing includ-
ing actual rentals for housing (COICOP 04.1), imputed rentals for housing 
(COICOP 04.2) and maintenance and repair of the dwelling (COICOP 
04.3). The data are originally in quarterly frequency (seasonally adjusted), 
and are averaged to convert to annual frequency. The data cover OECD 
countries and, where available, start in 1959.

Arguably, these CPIs imperfectly reflect ongoing market rental prices, not 
least because the data also capture subsidized prices and slow-moving prices 
from multiyear contracts.
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Rental markets can address multiple social needs. Whether temporarily or 
permanently, renting is a valuable choice for individuals and families who 
face liquidity constraints. To the extent that homeownership may constitute 
a final objective as a preferable form of savings and wealth accumulation, 
renting can be conceived as a vehicle allowing households to make informed 
decisions about where and when to buy, while helping build savings necessary 
for home purchase in the transition. The rental market lends itself naturally 
to urban policies aimed at improving the social mix of neighborhoods and 
promoting inclusion.1

Beyond enhancing social inclusion directly, key macroeconomic benefits from 
rental housing arise mainly from two channels. First, rental housing promotes 
labor mobility, including by allowing people with matching skills to move 
to areas where jobs are available, thereby lowering structural unemployment 
and enhancing productivity and potential growth (see, for example, Hsieh 
and Moretti 2017, Czerniak and Rubaszek 2018). Second, compared to 
housing markets, rental markets tend to be less susceptive to the asset-price 
boom-bust cycle and can thereby contribute to financial stability and a 
smoother business cycle (Gallin 2008, Ambrose, Eichholtz, and Linden-
thal 2013). Such a stabilization “side benefit” would arise mainly when the 
policies primarily aimed at financial stability, such as macroprudential and 
supervisory measures, are not fully effective.

A sizable supply of rental housing across locations fosters labor mobility, 
which in turn might reduce structural unemployment.2 Transitional labor 

1Gabriel and Painter (2020) discuss societal consequences of the deterioration in rental housing affordability, 
with a focus on the United States.

2See, for example, Caldera Sánchez and Andrews (2011), Andrews, Caldera Sánchez, and Johansson (2011), 
Blanchflower and Oswald (2013), and Czerniak and Rubaszek (2018).
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markets warrant flexible accommodation to optimize resource allocation 
across regions and skills, in particular in the transition from education to 
employment for the low-skilled and young individuals. Absent language 
and other barriers, matching of skills across regions and countries and, more 
generally, employment opportunities, are also improved if families are not 
locked into ownership. Indeed, an ad-hoc EU-SILC survey conducted in 
2012, which surveyed if households had moved during the past five years, 
shows that countries with a larger share of rental housing appear to have had 
a higher residential mobility (Annex Figure 2.1, panel 1). Plotting the share 
of households moved and unemployment rates shows that countries with 
larger residential mobility tended to have lower unemployment rates (Annex 
Figure 2.1, panel 2). This finding mirrors “the Oswald hypothesis” (Oswald 
1996, 1999), that high rates of homeownership can lead to lower employ-
ment, higher unemployment, and lower wages. 

Higher labor mobility can in principle also raise potential output. When 
affordable rental housing allows workers (youth, in particular) to move to the 
areas where high-skilled jobs are created, investment is stimulated, employ-
ment levels and labor productivity levels rise (Hsieh and Moretti, 2017). 
Indeed, the long-term average of total factor productivity (TFP) growth rates 
in advanced European economies tends to be higher in countries with larger 

Sources: Eurostat; EU-SILC; and IMF staff calculations.
1The x-axis for panel 1 and the y-axis for panel 2 refer to the share of households that moved during 2008–12. Rental dwelling as share of total dwellings is as of 
2012.

Annex Figure 2.1. Rental Market, Internal Mobility Rates, and Unemployment1
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rental markets 
(Annex Figure 2.2). 

Sizable rental 
housing could 
help dampen the 
effect of real estate 
bubbles. Some 
studies (Gallin 
2008, Ambrose, 
Eichholtz, and 
Lindenthal 2013) 
indicate that rental 
prices were less vol-
atile than housing 
prices. Developed 
rental housing 
markets—such as 
the ones in Austria 
and Germany—
attenuated price 
fluctuations in the 
overall housing 
sector (Czerniak and Rubaszek 2018). Based on EARS and Haver Analyt-
ics data, it is possible to show that in nearly all advanced European econo-
mies, the volatility of housing prices was higher than of rental prices during 
2008–18 (Annex Figure 2.3, panel 1).3 Thus, while macroprudential policies 
are the targeted policy tool to lessen real estate price cycles, sizeable rental 
may have the added benefit of providing security against short-term price 
volatility and their macroeconomic implications. Indeed, the data show that 
countries with a larger rental housing share seem to have experienced lower 
real GDP growth volatility among advanced European economies (although 
the relationship is weak) (Annex Figure 2.3, panel 2). The evidence also 
shows that countries with larger rental housing experienced a smaller decline 
in growth during the global financial crisis (Annex Figure 2.3, panel 3).4 This 
perhaps reflects that higher labor mobility can smooth the business cycle as 
lower frictions (or greater flexibility) promote a faster return to the steady 
state and less pronounced increase in unemployment (Annex Figure 2.3, 

3Based on 355 years of data in Amsterdam, Ambrose, Eichholtz, and Lindenthal (2013) find that market 
correction of the mispricing occurs mainly through housing prices, not rents.

4These findings are consistent with the analysis by Cournède, Sakha, and Ziemann (2019) who show that 
countries with sharper declines in residential investment in the aftermath of the global financial crisis, in several 
countries driven by the burst of a housing price bubble mostly for owner-occupied housing, generally needed 
more time to recover from the crisis and regain the precrisis level of real GDP.

Sources: EU-SILC; The Conference Board Total Economy Database™ (Adjusted 
version), April 2019; and IMF staff calculations.
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panel 4). Hence, a well-functioning affordable rental market can be an 
important catalyst for the economic recovery from the COVID-19 pandemic, 
which will likely require some relocation of resources as economies shift to 
more digital and greener activities.

The interaction between sizeable rental housing markets and inequality is 
complex and depends on the equality measure. Higher labor mobility and 
lower unemployment, associated with sizeable supply of rentals across loca-
tions, would generally help improve overall social inclusion. The availability 
of housing accommodation in particular allows people to move to more 
prosperous locations (Bayoumi and Barkema 2019), possibly helping reduce 
income inequality. Indeed, advanced European economies with larger rental 
housing markets tend to have lower market-income inequality, once con-
trolling for key factors determining income inequality—that is, per capita 
GDP, unemployment rate, old-age dependency ratio, the share of tertiary 
education, trade openness, and marginal tax rate (Annex Figure 2.4, panel 

Sources: EARS; Eurostat; EU-SILC; Haver Analytics; and IMF staff calculations.
Note: Panel 3 excludes Greece. Growth volatility is calculated as the standard deviation divided by the historical mean.

Annex Figure 2.3. Growth and Rental Market Size
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1). However, the literature (for example, Causa, Woloszko, and Leite 2019) 
also finds that countries with larger rental housing markets tend to have 
higher wealth inequality as homeownership is an efficient way to build wealth 
and governments also tend to provide incentives for homeownership. This 
finding is illustrated for advanced Europe in the scatter plot in Annex Fig-
ure 2.4, panel 2.

Sources: EU-SILC; and IMF staff calculations.
1“Gini (after controlling for key factors)” are the country fixed effects extracted from regressing the disposable income Gini with factors that commonly explain 
inequality (that is, per capita income, old age dependency ratio, tax wedge, unemployment rate, education attainment, and trade openness).

Annex Figure 2.4. Inequality and Rental Housing Markets
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Annex 3. Background Charts on Tenure 
Structure and Rental Affordability

Sources: EU-SILC; and IMF staff calculations.
Note: In panel 1, 2017 data for Ireland, Slovakia, and the United Kingdom; 2016 data for Iceland. In panel 2, latest data point is 2018 except for: 2017 data for 
Ireland, Slovakia, and the United Kingdom; 2016 data for Iceland; earliest data point is 2010, except for: 2011 data for Greece, Iceland, and Italy. Data for Czech 
Republic reflects the rent deregulation law aimed at equalizing the rent of formerly regulated apartments with the market rate ones.
1For Denmark, Netherlands, and Sweden, EU-SILC does not accurately capture the share of tenants in subsidized rental housing (see OECD 2020c). For Denmark and 
Netherlands, all renters at market-rate and social rental accommodations are put in the market-rate category. In Sweden, very few respondents to EU-SILC select the 
subsidized housing option (Salvi del Pero and others 2016).
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2013
Latest year

2007

Sources: EU-SILC; and IMF staff calculations.
Note: For both panels in the figure, tenants are considered overburdened if they devote 30 percent or more of their household disposable income to rental payments. 
The baseline results of the paper use a 40 percent threshold (see Figure 9, panel 1, and Figure 1, panel 2). On the left chart, “latest year” is 2018, except for Ireland 
and the United Kingdom (2017), and Iceland (2016). Figure uses International Organization for Standardization (ISO) country codes.

Annex Figure 3.2. Selected Results Based on 30-Percent Threshold to Define Overburdened Tenants
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Sources: EU-SILC; and IMF staff calculations.
Note: Solid lines represent medians. Shaded areas: lower bound = median for the bottom quintile; upper bound = median for the top quintile. Housing costs are 
based on a narrow definition: for homeowners it includes principal repayments and mortgage interest payments, while for renters it includes rental payments. 
Sample includes Austria, Belgium, Denmark, Finland, France, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Slovenia, Spain, Sweden, and Switzerland. 

Annex Figure 3.3. Development of Housing Costs for Renters and Homeowners across Income Groups
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Sources: EU-SILC; and IMF staff calculations.
Note: Sample includes Austria, Belgium, Denmark, Finland, France, Greece, Italy, 
Luxembourg, Netherlands, Norway, Portugal, Slovenia, Spain, and Switzerland.
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