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Abstract

In 2020, Berlin enacted a rigorous rent-control policy: the “Mietendeckel” (rent freeze), aim-
ing to stop rapidly growing rental prices. We evaluate this newly enacted but old-fashionably
designed policy by analyzing its immediate supply-side effects. Using a rich pool of rent ad-
vertisements reporting asking rents and comprehensive dwelling characteristics, we perform
hedonic-style Difference-in-Difference analyses comparing trajectories of dwellings inside and
outside the policy’s scope. We find no immediate effect upon announcement of the policy. Yet
advertised rents drop significantly upon the policy’s enactment. Additionally, we document a
substitution effect affecting the rental markets of Berlin’s (unregulated) satellite city Potsdam
and adjacent smaller municipalities. On top, the supplemental quantity analyses reveal a stark
reduction of the number of advertised rental units hampering a successful housing search for
newcomers, (young) first-time renters and tenants aiming for a different housing opportunity.
Keywords: First-Generation Rent Control; Rent Freeze; Urban Policy; Rent Price; Supply
Disruptions; Berlin
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1. Introduction

Standard economic theory generally argues against rent control due to disturbances in the
tenant-unit matching process (Glaeser and Luttmer, 2003). Despite these economic arguments,
such policies are ever and again taken advantage of by politicians as soon as housing markets
become tight. After decades of relatively moderate rent control, in 2010s housing rents started
to rise rapidly and Germany began to expand rent control again. In 2015, the so-called “rent
brake” (in German: Mietpreisbremse) was introduced (Mense et al., 2018; Thomschke, 2019)
and similar policies were adopted internationally, namely in 2018 in France and in 2020 in
Catalonia.

In February 2020, a more radical additional rent control policy came into force in Germany’s
capital Berlin: the rent freeze (in German: Mietendeckel), a policy responding to soaring rents’
by basically switching off fundamental market economy mechanisms.

Unlike typical policies implemented from the 1970s onward, this latest one appears old-
fashioned: The rent freeze caps the absolute demanded rent price and may hence be labeled as
a first-generation rent control policy in contrast to nowadays’ common policies tailored around
limiting rent increases (second-generation rent control). The rent freeze is also exceptional in
another domain: Ever since 1919, when rent regulations were introduced in Baden and Prussia,
it is the first case of a rent control policy in Germany imposed by a state rather than by the
federal government.

While the return from rent stabilization to rent freeze is the first one of its kind in the
21st century, it may not be the last. Its advent attained broad media attention nationally and
internationally illustrating how topical Berlin’s rent freeze actually is. Politicians, like London’s
mayor Sadiq Khan, publicly speculated about adopting similar policies.

Berlin’s rent freeze determines a maximum rent price per square meter (“valid rent”). To
a certain extent, it is allowed to account for usual price-driving attributes such as location
and extraordinary provisions. In such cases, strictly pre-defined mark-ups to the basic rent are

permitted. Yet, the result is still an unambiguous maximum price. Undercutting this price is

!Between 2014 and 2018, private households’ disposable income in Berlin has increased by about 9.9% while
the customary rent, calculated on the basis of existing and newly concluded rent agreements, has risen by about
15.2% (see Investitionsbank Berlin, 2020).



allowed, but exceeding can be sanctioned.

This article is the first academic study exploring the immediate effects of this singular policy
introduction and provides a broader outlook regarding its potential long-term implications. For
this purpose, we specifically select advertised rents to circumvent timing-ambiguity due to the
common lengthy time gap between first advertisement and signing of rent contracts. On top,
there is usually little bargaining about rents suggesting that asking rents likely reflect the
market well (see Waltl, 2018).

We assess both price and volume changes causally linked to the rent freeze. Therefore,
we make use of a comprehensive commercial data source: Empirica Systeme that pools several
commonly used German online rental marketplaces. The coverage is convincingly representative
for all publicly advertised rental objects. On top, we match individual advertisements to
administrative data and use media data for supplemental analyses.

We document a remarkable immediate aggregate drop of 7-11% in advertised rent prices,
which we causally link to the rent freeze. While co-movements between sales and rent prices
had been rather the norm, the two indices follow opposing trends ever since the rent freeze’s
enactment, potentially hinting towards a substitution effect between sectors. We document a
leakage and likely second substitution effect for Berlin’s neighboring city Potsdam as well as for
other surrounding municipalities, where asking rents are surging at accelerated pace ever since
the rent freeze came into force.

A micro-simulation reveals that advertised rents covered by the rent freeze, to a large extent,
do not follow the exact rules established by the new law on how to compute valid rents. We
interpret this finding as large-degree non-compliance, although per se only realized rents are
restricted but not asking rents. Deviations of asking rents from valid rents were shrinking over
time, yet a substantial gap remains. We can only speculate about the reasons leading to this low
degree of compliance. A potential explanation could simply be the rather complex computations
necessary to identify the valid rent for a specific object. Indeed, it is questionable whether such
calculations should be demanded by policy-makers without providing the necessary tools to
landlords and renters.

Another gap is insightful: the one between wariation among covered and exempt units,

respectively. It is larger after announcement and enactment than in the preceding period



indicating more distinct sub-markets. Thus, monitoring overall rent evolution and affordability
seems shortsighted and separate statistics for these sub-markets should become the norm.

Additionally, we document a significant drop in the number of advertised flats for rent in
line with findings by Diamond et al. (2019) for San Francisco, where rent control led to a
large-scale transformation of previous rental units to owner-occupied ones.

The housing search within the rent segment will hence become particularly challenging for
renters-to-be. These include young people who now face a double burden: a low (initial) income
and non-availability of suitable housing options. This is problematic given the fact that people
aged between 18 and 35 years are the largest group moving into German cities (Kholodilin,
2017b). Similarly, adapting one’s housing situation to changes in needs over the life circle can
become more difficult and, hence, rather unlikely to regularly happen in the upcoming years.
This potentially leads to a lower satisfaction with one’s housing conditions.

High rents appear indeed undesirable, yet low housing supply seems at least equally bur-
densome. Both federal and Berlin’s government are investigating ways to extend the supply of
newly built dwelling. Nevertheless, in Berlin the results remain meager and can hardly coun-
teract the adverse consequences of the rent freeze. Whether the exemption of new construction
from rigorous rent caps will eventually act as strong enough stimulus to fill up the supply holes
left by the rent freeze and the insecurities it invoked is to be seen. Either way, shaky times
seem to lie ahead for Berlin’s housing market. It is, hence, questionable whether the rent freeze
eventually leads to an overall net welfare increase or rather decrease.

The remainder of this article is organized as follows: section 2 discusses the rent freeze in
an international, historic and regulatory context. Thereafter, section 3 describes the features
of the rent freeze policy as well as the timing of related events. Thereafter, section 4 presents
the data used in the quantitative assessments of the policy’s immediate consequences in sec-
tion 5. Finally, section 6 conducts a variety of robustness checks and section 7 concludes. A

supplemental appendix provides additional details.



Figure 1: Rent Control Regulation Intensity, 1910-2020
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Notes: The figure depicts the intensity of rent control policies in Germany, and compares it to the situation in Europe (40 countries)
and the rest of the world (125 countries and sub-national regions). The grey shaded bars indicate World War I and World War II,
respectively. The regulation intensity is computed as a simple average of six binary indices, each reflecting an aspect of rent control
(e.g., real and nominal freeze, setting of the initial level of rent, and various exceptions).

Source: Own updated calculations are based on Kholodilin (2020).

2. Historic, International, and Regulatory Context

2.1. A Visual History of Rent Control in Germany

In Germany, rent control has a long tradition dating back to 1919 (see Kholodilin, 2017a).
Figure 1 depicts the intensity of any kind of rent control measures in Germany between 1910
and 2020, and compares it to the situation in Europe and globally. Regulatory measures were
usually put in place in extraordinary times including both world wars (see Kholodilin et al.,
2019) and, most recently, in the light of the global economic crisis triggered by the COVID-19

pandemic. Besides such extreme events, the intensity of rental housing market regulations has



been generally increasing over the last years following a decades-long deregulation trend: most

notably in Germany yet also more generally in Europe as well as the world in its entirety.

2.2. National and International Resonance

Within Germany, the rent freeze attained lots of public attention: Figure 2 plots the number
of occurrences of the word Mietendeckel in German media between January 2018 and November
2020. The data are taken from the database GENIOS,? which includes about 2,200 high-quality

German-speaking media with the total number of documents exceeding 500 million.

Figure 2: Occurrences of the word Mietendeckel in German media, 2018-2020
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Notes: The figure shows the monthly number of occurrences of the word Mietendeckel in the database of German print media
GENIOS. The data are obtained through an automatic search for this keyword in the GENIOS database across all media items
published between January 2000 and November 2020.

Source: GENIOS and own representation.

2See https://www.genios.de, last accessed in December 2020.
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For the first time, the Mietendeckel was mentioned a few times in 2013. However, it is
only in early 2019 that the number of occurrences becomes non-negligible. The topic was most
prominently discussed between announcement and enactment of the new policy.

Moreover, the example of Berlin inspired people in other parts of Germany and even in-
ternationally to request similar regulations in their own cities or municipalities. For instance,
in October 2019, Munich’s tenants association launched an initiative to organize a referendum
concerning the introduction of a similar rent freeze for six years in the German federal state
Bavaria.® In September 2020, the mayor of London Sadiq Khan suggested to freeze private
housing rents in the British capital for two years alluding to the case of Berlin: “If Berlin can
freeze rents for five years, there’s no reason London shouldn’t be able to freeze rents for two
years in these extraordinary times.”

The announcement of the rent freeze in Berlin itself triggered broad international reactions.
Leading world newspapers published articles devoted to it: for example, in France (“Berlin gele
les loyers pour stopper leur explosion”, by Jean-Michel Hauteville, Le Monde, 7 March 2020);
Spain (“Berlin congela los alquileres” by Rosalia Sénchez, ABC, 23 October 2019); and the USA
(“Berlin freezes rents for 5 years in a bid to slow gentrification” by Melissa Eddy, The New York
Times, 31 January 2020 and “Berlin’s property market hit by rent freeze and viral lockdown”

by Layli Foroudi, Financial Times, 10 April 2020).

2.8. Regulatory Context

For Berlin’s inhabitants, there are currently two types of fostering policies available that
could, at least in part, compensate for the decreases in housing affordability® due to surging
rents: social housing construction (sozialer Wohnungsbau) and housing allowances (Wohngeld).

The former covers subsidized private or directly publicly initiated construction of affordable
housing units. Rents are substantially lower than regular market rents, yet tenants need to
fulfill certain criteria (mainly related to income) to be eligible. Housing allowances are directly

paid to tenants whenever their household income falls short of a certain minimum depending

3See https://mietenstopp.de, last accessed in December 2020.

4See https://www.london.gov.uk/press-releases/mayoral/mayor-calls-for-two-year-rent-freeze,
last accessed in December 2020.

5See Table 16 for related demographic statistics per district.
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on the number and age of household members . Germany-wide social housing makes up just
about 4% of the total housing stock (Housing Europe, 2017) and, despite recently adopted
measures,® the situation is likely to not change to any substantial extent in the near future.
The housing allowance system too recently has been reformed leading to an increase in the
allowances’ amount and, more importantly, to a creation of a built-in indexation mechanism.

The latter links the amount granted to the nationwide official rent price index.”

3. Policy Features

3.1. The Rent Brake

The new rent freeze regulation was preceded by the so-called rent brake that was introduced
in June 2015.% The rent for a dwelling located in an area classified as a tight housing market
(angespannter Wohnungsmarkt) may be at most 10% higher than the typical local rent. Thus,
the rent brake is a strict form of the second-generation rent control: unlike a standard version,
which allows setting of initial rent at the market level, the rent brake imposes limitations on
this initial rent. Each of the 16 German federal states is empowered to establish the areas with
tight housing market, which are subsequently subject to the rent brake regulations for a period
of at most five years. By 2020, 12 out of 16 German federal states have adopted the rent brake.

These areas can be individual municipalities or any well-specified part thereof. In practice,
however, usually an entire municipality is declared as such an area.

To identify a tight market, at least one of the following four conditions must be met: (1)
local rents grow faster than at the national level; (2) the local average rent-to-income ratio
is significantly higher than the national average; (3) population grows, whereas new housing
construction does not create enough dwellings; or (4) the vacancy rate is low, while demand is

high.

SFor example in 2015, the federal support towards the annual social housing construction budget was in-
creased from 518.2 to 1,018.2 million EUR. (“Asylverfahrensbeschleunigungsgesetz” as of 20 October 2015,
BGBIL. I S. 1722; enacted on 24 October 2015).

T“Gesetz zur Stirkung des Wohngeldes” as of 30 November 2019, BGBL 1 S. 1877 (Nr. 44); enacted on 1
January 2020.

8The title of the original law is “Gesetz zur Dampfung des Mietanstiegs auf angespannten Wohnungsmérkten
und zur Starkung des Bestellerprinzips bei der Wohnungsvermittlung (MietNovG)” as of 21 April 2015. See the
“Bundesgesetzblatt Jahrgang 2015 Teil I Nr. 16, ausgegeben zu Bonn am 27. April 2015” for juridical details.



Nonetheless, even in areas witnessing tight housing market conditions following the above
definition not all dwellings are subject to the rent brake. There are two explicit exceptions:
(1) dwellings used and let for the first time since 1 October 2014; or (2) dwellings let for the
first time after an extensive modernization. Though initially set for five years, the law was

prolonged for another five years in March 2020.°

3.2. The Rent Freeze

The idea of a rent freeze was publicly announced on 4 June 2019 by Berlin’s then-minister
of construction Katrin Lompscher (a member of the leftist political party Die Linke).!9 As
an immediate reaction, on 9 June 2019, the landlords’ and homeowners’ association Haus und
Grund called upon landlords to raise rents before 18 June 2019. By that, the basic rent
determining the basis for rent setting for years to come would rise.!! Initially, it was unclear,
whether the controversial law would indeed be enacted, since the constitutional basis for law-
making in the domain of housing markets at the state level was (and remains) shaky. However,
in late 2019 it became clear that the law will come and, in February 2020, Berlin eventually
indeed enacted the pre-announced rent freeze.'?

So what are the main features of the law? First, it extends only to Berlin and should be valid
during five years after its publication. Second, it covers all residential premises with several
exceptions laid out below. Third, rents (exclusive running costs) are frozen at the 18 June 2019
level. Exceptions include most importantly'® housing units that became ready for occupation
for the first time on 1 January 2014 or later, residential premises that were uninhabitable (and

indeed vacant) for an extended period of time, or were remodelled with efforts comparably to

9The title of the proposed law is “Gesetz zur Verlingerung und Verbesserung der Regelungen iiber die
zuldssige Miethohe bei Mietbeginn” as of 19 March 2020.

OInformation der Koalition zu einem Berliner Mietengesetz Eckpunkte fiir ein Berliner Mietengesetz; https:
//haus-und-grund-berlin.de/wp-content/uploads/2019/06/Eckpunkte_Berliner_Mietengesetz.pdf,
last accessed in December 2020.

Ue“FErhohen Sie bis zum 17. Juni 2019 die Miete!” https://haus-und-grund-berlin.de/
wichtig-erhoehen-sie-vor-dem-18-juni-2019-die-miete/, last accessed in December 2020.

12The title of the original law is “Gesetz zur Mietenbegrenzung im Wohnungswesen in Berlin (MietenWoG
Bln)” as of 11 February 2020. The law was enacted on 23 February 2020.

BFurther premises excluded from the regulation’s scope are units fulfilling at least one of the following
criteria: (1) housing units built under state support schemes; (2) residential premises modernized and refurbished
using public aid and which are already subject to rent restrictions; (3) dormitories and similar accommodation
facilities.
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new construction and hence are new to the rental market.

On top, the law defines the so-called wvalid rent (zuldssige Miete) to range between 3.92
and 9.80 EUR/m? per month. The exact amount depends on the building’s construction year
and equipment (heating and bath). The exact amounts and requirements are summarized in

Table 1.

Table 1: Valid Rent under the Rent Freeze

Equipment Valid Rent

CHAB CHvVB —CHA-B |EUR/m?
1. before 1918 v 6.45
2. v 5.00
3. v 3.92
4. 1919 - 1949 v 6.27
5. v 5.22
6. v 4.59
7. 1950 - 1964 v 6.08
8. v 5.62
9. 1965 - 1972 v 5.95
10. 1973 - 1990 v 6.04
11, 1991 - 2002 v 8.13
12, 2003 — 2013 v 9.80

Notes: The table reports the (unadjusted) valid rent per square meter depending on the year of first-time availability for rent and
the provision of basic equipment (C'H A B central heating and bathroom, CH V B central heating or bathroom, ~CH A =B neither
central heating nor bathroom).

Source: “Gesetz zur Mietenbegrenzung im Wohnungswesen in Berlin (MietenWoG Bln)”, §6, as of 11 February 2020.

A somewhat higher rent is allowed for dwellings in two-family houses (+10%) or dwellings
with modern equipment (+1 EUR/m?). Modern equipment (moderne Ausstattung) means that
at least three of the following features are available: an elevator (accessible without steps), fitted
kitchen, valuable sanitary equipment, valuable flooring in most rooms, or energy consumption

below 120 kWh/m?. In addition, the location'® is factored in when assessing excessive rent:

4See therefore the official classification of locations in Berlin (“Mietspiegel”):  https://www.
stadtentwicklung.berlin.de/wohnen/mietspiegel/de/wohnlagenkarte.shtml, last accessed in December
2020.
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-0.28 EUR/m? for simple locations (einfache Wohnlage), -0.09 EUR/m? for average locations
(mittlere Wohnlage), and +0.74 EUR/m? for good locations (gute Wohnlage).

Hence, at most the valid rent could be 11.54 EUR/m? corresponding to a house built between
2003 and 2013, having central heating and a bathroom as well as general modern equipment,
and located in a good neighborhood.

It may well be the case that the actually paid rent in June 2019 exceeds the wvalid rent.
Such an excessive rent (tberhohte Miete) is defined as one exceeding the valid rent by more
than 20%. Such a rent must be reduced to reach the maximal allowed level. Non-compliance
is classified as an administrative offense and may lead to substantial fines up to EUR 500,000.

The rent can only be increased starting from 1 January 2022 and the rate of increase is
limited by the growth rate of the Germany-wide consumer price index subject to a general
cap of 1.3%. However, such rent increases are only allowed, if the current one falls short the
valid rent. Thus, rents equal to or exceeding the valid rent are effectively frozen. Finally, rent
increases are permitted in case of modernization, yet in this case the allowed monthly rent may
be increased by no more than 1 EUR/m? and the resulting rent has, again, follow the general

guidelines.

3.83. Rent Brake versus Rent Freeze

The valid rents set, according to the rent freeze, as a rule, appears to be lower than those
following the rent brake guidelines. The horizontal axis in Figure 3 corresponds to the valid rent
prices set by the rent freeze, while the vertical axis depicts the valid rental prices according to
the 2019 Mietspiegel. The latter is an official summary of market-based rent price information
and serves as the basis for setting initial rents, according to the rent brake.

The colors denote different floor areas of dwellings, whereas the dots’ shape corresponds
to the year of completion of the buildings. Rents refer to dwellings located in average zones.
Therefore, we subtract 0.09 EUR to obtain rents following the rent freeze rules.

In the Mietspiegel table, there are different rents specified for East and West Berlin for
completion years between 1973 and 1990. The rent freeze does not comprise such distinctions.
Therefore, we computed a simple average of the East and West Berlin’s rental prices. In

addition, rent freeze does not distinguish between different dwelling sizes.

10



Figure 3: Valid Rent: Rent Freeze vs. Rent Brake
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Notes: The figure shows the valid rental prices per m? per month, according to the rent freeze law (horizontal axis) and rent brake
law as contained in the Mietspiegel of 2019 (vertical axis). The diagonal dotted line has a slope of 45° and, thus, shows the points
where the values of both rent freeze and rent brake coincide.

Sources: (1) Mietendeckel — “Gesetz zur Mietenbegrenzung im Wohnungswesen in Berlin (MietenWoG Bln)” as of 11 February
2020; (2) Mietspiegel of 2019 — Senatsverwaltung fiir Stadtentwicklung und Wohnen, https://www.stadtentwicklung.berlin.de/

wohnen/mietspiegel/de/downloads.shtml; and (3) own representation.

As seen, most points in Figure 3 lie above the 45°-line implying that the rent brake prices
are predominantly higher than those according to the rent freeze. We observe particularly large
deviations between rent brake and rent freeze prices for small dwellings (40 m? and smaller).
Interestingly, the rents for buildings completed prior to 1919 and after 1990 are higher than
those for buildings completed between 1919 and 1990. The lowest rents per square meter
are set for the dwellings in buildings completed between 1965 and 1972. Moreover, for older
dwellings, the rent per square meter is higher for smaller dwellings, while we do not detect such

a monotonicity for dwellings completed after 1990.
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All in all, the prices set under the rent freeze law lag behind even after already too low
rental prices set under the rent brake regulation. However, this difference will disappear, if we
compute the excessive rent threshold: 10% above the valid rental price for the rent brake and

20% for the rent freeze.

4. Data

We assess the immediate impact of the policies on advertised asking rents. For this purpose,
we use online sale and rent advertisements collected and processed by Empirica Systeme.'”
The platform gathers ample information on all types of apartments and houses on the market
by pooling a rich set of real estate information providers. Also, it includes various dwelling
characteristics and, importantly, precise information on location obtained by geo-coding exact
addresses mentioned in the ads.

We exclude statistical outliers (properties older than 300 years) from our estimation sample
as well as not yet build but already advertised units. In total, we exclude eight observations
leaving 74,657 in the full estimation sample.

Table 2 reports summary statistics compiled from all advertisements included into our es-
timation sample. More detailed statistics are compiled to assess the comparability of types of
flats advertised before and after the announcement and enactment of the policy, respectively.

These detailed breakdowns are reported as a part of comprehensive robustness and plausibility

checks in section 6.

5. Empirical strategy

5.1. Aggregate Price Effects Measured by Indices

To illustrate the general trends in Berlin’s housing market, Figure 4 shows hedonic rent

price indices (see Rosen, 1974). We construct both a time-continuous (see Waltl, 2016) used to

15See https://www.empirica-systeme.de (last accessed in December 2020) and a description of sources as
well as quality checks applied.

16Tn the case of missing exact address information (e.g., street name but no street number), geographic co-
ordinates are estimated as well as a “confidence circle”. We perform a robustness check where we include also
these observations (see section 6).

12
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Table 2: Summary Statistics

Mean  St. Dev.  Minimun  Pctl(25)  Median Pctl(75) Maximun

Monthly Rent [EUR] 733.06 459.20 65.00 448.90 600.00 870.00 11,000.00
Monthly Rent [EUR /m?| 10.71 3.72 2.37 8.01 10.00 12.57 49.38
Age [Years] 63.97 40.05 0.00 32.00 57.00 107.00 265.00
Living Area [m?| 67.20 27.85 10.00 50.00 62.20 78.00 416.00
1 Room 2 Rooms 3 Rooms 4 Rooms 4+ Rooms

Number of Rooms [%] 19.61 44.87 25.89 7.76 1.86
Shares [%)] Yes No

First Time Occupation 18.00 82.00

Garden 13.20 86.80

Balcony/Terrace 73.32 26.68

Fitted Kitchen 41.23 58.77

Parking 18.73 81.27

Elevator 46.87 53.13

Separate Toilet 10.40 89.60
Number of observations 74,657

Notes: The table reports summary statistics of flats offered for rent in the period between 1 January 2018 and 30 June 2020. All
advertisements also include geo-coded information of the location of the unit (longitudes and latitudes). Statistical outliers and

observations missing exact addresses are removed.

pin down the exact timing of price effects and, as benchmark, a standard monthly time-dummy
rent index (see de Haan and Diewert, 2013).

To put movements into perspective, we also show a residential house price index based on
advertised sales prices (separate indices for regulated and non-regulated units are shown in
Figure 9 in the appendix). Since roughly mid-2018, sales prices were increasing at a much more
rapid pace than rents. Sales prices, though being more volatile, also left an ever-increasing
price trajectory, yet no declining prices are observed. While co-movements between sales and
rent prices were rather the norm before 2019, ever since the rent freeze’s enactment the two
indices follow opposing trends.

We identify increases in rent prices up until June 2019 before asking rents first stagnate and
subsequently started to fall. We show in subsection 5.2 that immediate movements around the
announcement date are not statistically significantly driven by apartments covered by the rent
freeze but may rather reflect generally increased insecurity. In contrast, the continuing decline
in rents ever since February 2020 already hints towards substantial price effects related to the

rent freeze.
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Figure 4: Nominal Sales and Rent Price Indices: Berlin

o ' '
:'; 7] == Continuous Rent Index ! !
—— Monthly Time Dummy Rent Index ;

—— Continuous Sales Index ! !

0 E i
o ' '
— . .
o : Y
o T
- ] .
0 E !
o ! H
o . )
' \

o , |
o ' '
o . .
04.06.2019 23.02.2020

é‘(;?_ - Announcement : Enactment :

T T T T T T T T 1 1
01/2018 07/2018 01/2019 07/2019 01/2020 07/2020

Notes: The indices unveil the general trend in the sales and rental market between 2018 and the end of the second quarter 2020.
Indices are normalized to their respective average index number in June 2019, when the announcement took place. The time-
continuous indices follow the methodology developed in Waltl (2016) based on adaptive smoothing techniques. The continuous

trend in the rental market is compared to a standard monthly time-dummy index (see de Haan and Diewert, 2013).

The exceptional disruptions in Berlin’s rental market are even more visible when comparing
changes in asking rents in Berlin to those in other major German cities as well as Berlin’s
satellite city Potsdam and adjacent municipalities (see Figure 5 and Table 3).

While asking rents kept increasing in 2020 at a similar pace in all other cities, asking rents
in Berlin fell. The adjacent areas as well as the satellite city Potsdam are — though part of
the urban conglomerate — not covered by the rent freeze as they are located outside of the
administrative boundaries of the German capital.

Particularly remarkable is the sharp rise in rents in Potsdam as reported in Table 3. The

cumulative change ever since the rent freeze’s announcement amounts to roughly 5%, 9%, and
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Figure 5: Rent Price Indices for Selected German Cities and Communes
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Notes: The figure shows quarterly asking rent price indices for existing flats (“Bestandswohnungen”) for
several large German cities (Cologne, Frankfurt/Main, Hamburg, and Munich) as well as for Berlin’s
satellite city Potsdam. Indices are normalized to the average index number in the second and third
quarters 2019.

Source: FEmpirica Systeme.

12% in the first three quarters of 2020, correspondingly. Comparing these increases to Germany-
wide changes or other major cities, Berlin truly stands out. Smaller adjacent municipalities too
experienced substantial increases comparable to that in Potsdam. These findings indicate a
substitution effect very likely triggered by the rent 