
Evelina Nahtman   

Master Thesis in Economics, 30 credits, Spring 2019  

Department of Economics  

Supervisor: Mats A. Nilsson  

 

  

 

 

 

Possible effects of introducing market rents on rental housing in 

Sweden. 

 

 

 

 

 

  



1 
 
 

 

Contents 

 

1. Introduction 3 

2. Background 6 

3. Economic theory 7 

3.1 Regulated market 8 

4. Literature review 9 

5. Methodology 14 

5.1 Himmelberg’s model of user cost 16 

6. Data 18 

7. Results 19 

7.1 Stockholm  19 

7.2 Malmö 23 

7.3 Västerås 26 

8. Discussion 28 

9. Appendix  35 

      

 

 

 

 

      

 

 

 

 

 

 



2 
 
 

 

 

 

Abstract 

 

Housing shortage and its impact on the society has been one of the most discussed topics during 

the past decade. The aim of this thesis was to explore the possible effects the introduction of market 

rents could have on rental housing. We observe an existing free market which can be seen as a 

close substitute to the rental market today, namely the market of tenant owned apartments and 

estimate the possible market rents based on that. Three Swedish cities have been studied. The 

results showed that there are possible increases and decreases in rents, variation between and 

within cities as well as variation between the time periods.   
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1. Introduction 

 

The issue of housing shortage has been a debated topic in Sweden during the recent years, typically 

during the elections where introduction of free market rents was always presented as an alternative 

to the existing system.1 Due to the perceived ill-functioning of the housing market, especially 

concerning the availability of rental housing, some politicians would like to relax restrictions on 

rental arrangements. Some parties claim that a step towards market prices could help resolving 

housing shortage problem in the metropolitan regions, in particular in Stockholm and Gothenburg, 

while other parties claim that this would only create other issues such as increased segregation and 

more expensive housing. 

Almost one third of Swedish population is living in rental apartments, hence the housing shortage 

issue concerns many citizens. Nowadays, lack of new housing, long queues for vacant rental 

apartments and trade with black-market contracts are some of the existing problems in the large 

cities.2 Despite the growing population, the construction of new apartments has not kept pace.  

Sweden has one of the highest costs for building new housing in the European Union due to high 

taxes, high salaries and lack of competition on the construction market3. As a result of this, the 

construction companies have been prioritizing and focusing on building expensive, luxury 

apartments in order to make economic profit during the past few years. Unfortunately, this has not 

been very successful, since the demand for this type of housing is rather small compared to more 

affordable alternatives. Consequently, the building of new apartments has been slowed down even 

more.4  

According to a recent survey conducted by Boverket, 240 out of 290 municipalities reported a 

housing shortage, which showed to be smaller than during previous years, but the situation is still 

strained since the supply of rental apartments on the market is too low. The municipalit ies report 

                                                             
1 https://www.svt.se/nyheter/inrikes/detta-vet-vi-om-s-mp-l-och-c-uppgorelsen 
2 https://www.svd.se/sverige-drabbat-av-ny-svartmarknad 
3 https://www.gp.se/nyheter/sverige/f%C3%A4rska-siffror-sverige-v%C3%A4rst-i-byggklassen-1.4591028 
4 https://www.svt.se/nyheter/lokalt/stockholm/kris-vantar-om-inte-byggindustrin-bygger-billigare-bostader  

https://www.svt.se/nyheter/inrikes/detta-vet-vi-om-s-mp-l-och-c-uppgorelsen
https://www.svd.se/sverige-drabbat-av-ny-svartmarknad
https://www.gp.se/nyheter/sverige/f%C3%A4rska-siffror-sverige-v%C3%A4rst-i-byggklassen-1.4591028
https://www.svt.se/nyheter/lokalt/stockholm/kris-vantar-om-inte-byggindustrin-bygger-billigare-bostader
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that additional rental apartments must be built to meet the needs of the population, but that 

construction suffers due to high production costs. 5 

An average waiting time for a vacant rental apartment in Stockholm housing queue is between 7-

11 years according to the Stockholm Housing Agency. For apartments in the city center the waiting 

time is approximately 17 years.6 Long waiting times have a negative effect on living for certain 

groups in the society such as low-income earners, students, young adults and senior citizens. For 

example, young adults move out from parental homes much later in life, senior citizens are not 

able to move to smaller apartments and students who are unable to find a reasonable living space 

are forced to decline a university education (at that particular city).  

Further, the housing shortage is also affecting the labor market and regional growth, leading to 

welfare losses for the society. Based on the analysis conducted by the Stockholm Chamber of 

Commerce, the cost of housing shortage in the Stockholm region has been estimated to be 36 

billion SEK annually. Lack of housing makes it hard for individuals to move to the region and 

accept job offers, resulting in lost tax revenue and slower growth of the labor market. 7 

As mentioned earlier, the market rent debate has been an up-to date topic in Sweden during many 

years and especially during the latest elections in 2018, which resulted in the creation of the 

January-agreement between the Social Democrats, Liberals, the Center Party and the Green Party 

which brought the question of market rents back to the political discussion.  

The main purpose of this thesis is to investigate possible effects of introducing market rents. The 

focus in this work is on the situation in Sweden, with a special focus on the Stockholm region. 

One hypothesis is that there will be increase in the rental housing caused by the introduction of 

market rents. Further, the change in rental housing is assumed to vary within and between cities, 

hence three cities (Stockholm, Malmö and Västerås) will be compared and some districts in them 

will be investigated. The empirical study conducted in this thesis will concern two years 2017 and 

                                                             
5 Boverket (2019). Bostadsmarknadsenkäten 2019.  
6 Stockholm Housing Agency, 2018. https://bostad.stockholm.se/statistik/hur-lang-tid-tar-det/ 
7 https://www.chamber.se/nyheter/over-fyra-miljarder-i-tappade-skatteintakter.htm 

 

 

 

https://bostad.stockholm.se/statistik/hur-lang-tid-tar-det/
https://www.chamber.se/nyheter/over-fyra-miljarder-i-tappade-skatteintakter.htm
https://www.chamber.se/nyheter/over-fyra-miljarder-i-tappade-skatteintakter.htm
https://www.chamber.se/nyheter/over-fyra-miljarder-i-tappade-skatteintakter.htm
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2018 which will allow us to explore the robustness of the discovered effects over short time period 

and then compared to some results obtained in earlier empirical studies (long term trends). 

The following questions will be answered in this thesis: 

● What effects could the introduction of market rents have on the rental housing? 

● Do the results obtained for Stockholm differ from the results for other cities? 

● Is the proposed model for predicting market rents invariant across the time? 

 

Limitations of the study 

 

In order to make the empirical study feasible within the pre-specified timeframe, the housing cost 

for an average apartment in a certain district will be calculated (variation at individual level can 

be too large due to some known, e.g. location, transportation, as well as unknown, e.g. personal 

preferences, family situation, factors). Further, the focus will be on the cities of Stockholm, Malmö 

and Västerås. Stockholm being the capital of Sweden has been studied earlier and it is interesting 

to see whether the trends seen in this work for 2017-2018 are similar to those discovered in 

previous empirical studies. Malmö is chosen since it is the third largest city of Sweden located in 

the South of Sweden close to Copenhagen. Gothenburg, being the second largest city in Sweden 

could also be the right choice for this study, however it was difficult to get the data in a proper 

time. Hence, Västerås has been chosen as representing a typical city with a population of 

approximately 123 000 in central Sweden. Västerås is known to be an industrial, retailing, logistics 

and student’s city. The variation in costs of housing depending on location (within- as well as 

between cities) justifies the comparison of some cities. 

 

In the present work, the annual inflation rate and the capital changes (gains or losses) are estimated 

using SCB and Swedbank’s estimates. Even with these limitations, the analysis involves a lot of 

uncertainty. Our results should be considered as a small-scale pilot study of the effect of 

deregulating rents.   
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2. Background 

 

Rent control was issued by the Swedish government as a crisis measure in 1942. It was an effort 

to protect the country's citizens against possible price rises and evictions as an effect of the Second 

World War. It was at first considered a temporary solution.8 Rents were set by the government and 

could only be changed with permission from the authorities. However, this lasted until 1969 when 

the government rent controls were replaced by a system called the utility value system [In Swedish: 

bruksvärdesprincipen], which can be seen as halfway between rent control and market rents. Since 

the utility value system still puts a price ceiling on rent and does not allow the landlord to charge 

a higher price, it is still a kind of price control and we will refer to it as rent control throughout the 

thesis.  

The Swedish housing market today mostly consists of private houses, tenant owned apartments 

and rental housing. Private houses differ from apartments and will therefore not be dealt with in 

this thesis. The price of tenant owned apartments is decided through buyer’s willingness to pay, as 

they are traded in a market with unconstrained bidding between buyer and seller. Meanwhile, the 

price for rental housing is decided through the current system of utility value. 

The main purpose of the utility value system is to protect the tenants against high rents and 

evictions. The rent is negotiated between an organization of tenants and the landlords based on an 

apartment's utility value. This value is based on certain properties such as the apartment’s size, 

construction plan, availability of an elevator, laundry room and parking places, making similar 

apartments have similar rent. Hence, there is no big difference in utility value between the 

apartments in the city center and the apartments located further away.  

Due to this system where the rental prices are negotiated through the utility value, it is not possible 

for the rents to adjust to the actual market price leading to much lower rent in the central parts of 

the cities (Englund, 2011). In accordance with conventional economic theory, this should lead to 

some shortage of housing in the cities (e.g. Kruger & Wells, 2012). 

This can be seen particularly in the larger cities such as the city of Stockholm, where the rental 

prices are regulated way below the market price. Thus, the high demand and willingness to pay 

                                                             
8 Boverket, Bostadspolitiken - Svensk politik för boende, planering och byggande under 130 år. 
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can be seen through the growing number of people in housing queues, and high prices for the 

tenant owned apartments in the city (Sandberg, 2002).  

In the city of Malmö on other hand, the rents are set a bit differently. Even though the utility value 

principle still applies, Malmö has developed its own model called the Malmö model, where more 

weight is put on the apartment’s location as well as on the standard. The model has been 

constructed through an agreement between the Swedish Union of Tenants [In Swedish: 

Hyresgästsföreningen] and the municipal real estate concern MKB (Lind and Hellström, 2006). 

In other countries with no rent control, for instance Belgium, it is not as hard to find a rental 

apartment and the procedure is rather fast in comparison to Sweden.9  

 

3. Economic theory 

 

One of the most fundamental theories in economics is the theory of supply and demand. This 

theory can be explained as an interaction between the buyers and sellers on the free market, where 

they exchange goods and services for payment (see e.g. Kruger & Wells, 2012). Demand is the 

consumers’ willingness to pay a certain price for a good or service, and supply is in turn the 

producer’s willingness to sell that good or service at a particular price. If there is a high demand 

of the good, the prices are going to increase and correspondingly, if the demand for a good is low 

the prices are going to decrease. On the free market, when both the demand and the supply are in 

balance with each other an equilibrium is achieved, meaning that the resources are efficiently 

allocated on the market. 

Fairness is one of the issues when talking about welfare economics and is one of the arguments 

for rent control. However, it will not be covered in this thesis.   

The theory of supply and demand can be applied to the housing market. For instance, when a 

property has been put up for sale, the buyer will make an offer which the seller has the right to 

                                                             
9 https://www.svd.se/se-pa-bryssel--dar-kan-du-fa-en-hyresratt-pa-dagen 

 

 

 

https://www.svd.se/se-pa-bryssel--dar-kan-du-fa-en-hyresratt-pa-dagen
https://www.svd.se/se-pa-bryssel--dar-kan-du-fa-en-hyresratt-pa-dagen
https://www.svd.se/se-pa-bryssel--dar-kan-du-fa-en-hyresratt-pa-dagen
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either accept or to reject. The bidding occurs until there is a match between the seller’s willingness 

to accept the price and the buyer’s willingness to buy. The price of the apartment on the free market 

is therefore decided by the law of supply and demand. The same logic applies to rent. Rents would 

increase or decrease until the market is cleared and no further shortages or gluts remains. 

 

3.1 Regulated market 

 

However, the government can intervene in a market by restricting free trade and impose price 

regulations. Rent control is a regulation where the government sets a price ceiling on rent in order 

to keep the prices down. In this case, the price ceiling is set below the equilibrium price, pushing 

rent prices lower than they would be on a free market (Englund, 2011). This type of regulation is 

typically used as a crisis measure during wars and other disasters to avoid price raises which tend 

to occur during these unfortunate events (Kruger & Wells, 2012).  

In the Figure 1 below we can see the effects of a price ceiling on the rental market. The figures x-

axis shows the quantity of rental apartments, 𝑞 on the market and the y-axis shows the price of 

monthly rent, 𝑝. In a free market where equilibrium is attained at point E, monthly rent price is 

denoted 𝑝∗ and available quantity of rental apartments denoted as 𝑞∗. Now, as we instead look at 

a regulated market, we can see that a price ceiling has been put under the equilibrium price 𝑝∗. 

 

                      Figure 1. The effect of a price ceiling on a housing market 
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Since the rents no longer can be set higher than the price ceiling, 𝑝1 becomes the new monthly 

rental price in the regulated market. As we can see, the supply now decreases to 𝑞1 and the demand 

for apartments increases to 𝑞2, meaning that there now is a shortage of housing on the market. 

Supply and demand are no longer in balance with each other.  

Undeniably, this textbook model is a simplified version of the reality yet can still explain the 

situation of the housing shortage on the Swedish housing market today. There is considerably more 

demand for rental apartments than the quantity available on the market, which results in long 

queues for housing (Sandberg, 2002).  

 

4. Literature review 

 

Rent control and free market pricing on rents have been widely discussed in academia throughout 

the years and numerous studies have been conducted on this subject, both in Sweden and 

internationally. In this section, some of the earlier studies and results are presented.  

Economists typically argue that rent control does more harm than good to the housing market.  

Ellingsen and Englund (2003), for instance, argue that justification in favor of the rent control is 

rather weak and want to see reforms in countries with tougher rent controls. In their paper, they 

mention three types of rent controls: first-, second- and third-generation controls. First generation 

rent controls were typically implemented as a crisis measure during war time and froze the rent 

levels without considering factors such as price increases. After the war, these controls were either 

removed or replaced with the second-generation rent controls, which allowed for some restricted 

rent increases, for instance similar to Sweden. Further, there are also third  generation rent controls 

under which the rent is regulated within the tenancy, but is unregulated for new tenants. The 

authors mean that rent control leads to inefficiency in the society, immobility on the market and 

conversion of rental apartments into tenant owned apartments as seen in Sweden.  

Lindbäck (2016) advocates a gradual dismantling of the present system instead of trying to fix it. 

In his view, the Swedish rent control policies has been ill-functioning for a long period. The author 

divides the renters into two groups in society the insiders and the outsiders. The insiders are the 
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ones who already live in a rental apartment and the outsiders are the ones who don’t have an 

apartment but are willing to pay even higher rent than insiders to receive one. In order to solve the 

issue of housing shortage he suggests is a total reform of the current system. Lindbäck proposes a 

gradual dismantling of rent control over a period of 5-10 years in combination with governmental 

support for low-income groups. In addition, he proposes some changes in the complicated legal 

framework of the Swedish construction market.  

The Swedish system of utility value may perhaps benefit the insiders but makes it highly difficult 

for the outsiders to enter the market and find rental housing. Hüfner and Lundsgaard (2007) 

propose several arrangements such as a reformed taxation policy, subsidies as well as the reforms 

on the construction market in order to improve the matchmaking between demand and supply on 

the rental market. Similarly to Lindbäck (2016), the authors mean that rent control needs to be 

“phased out to make the market function better”.  

Glaeser and Luttmer (2003) analyzed New York City’s housing market and compared it to a 

similar market without rent control. Their findings showed that there is a misallocation of resources 

due to rent control, since it leaves out the possibility for apartments to be allocated efficiently 

between the consumers and instead create large annual welfare losses for the society.  Rent control 

creates an incentive for the individuals to stay in the same apartment over longer periods of time 

even if their preferences have changed during that time. This, in turn creates an inefficient 

allocation of resources, since many of these individuals probably would have preferred to live 

elsewhere if there would be a free-market and other tenants would want to take their place.  

Andersson and Söderberg (2002) stress that there will be welfare gains from dismantling the 

current rent control system and moving towards a freer market which will benefit the Swedish 

housing market in the long run.  Firstly, similar to Glaeser and Luttmer (2003), the authors propose 

that it will create a better redistribution of apartments because of the inefficiencies emanating from 

the rent control system. Due to existing legislation, many older apartments in the central parts of 

Stockholm have rents which are set much lower than a market-based rent Thus tenants have an 

incentive to stay in these apartments over long periods of time and create an ineffective distribution 

of these apartments. If the rent would correspond to a market-based rent, the tenants with lower 

willingness to pay would prefer to move elsewhere leaving the apartment to those who are willing 
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to pay the market-based rent, which would generate welfare gains for the society. Secondly, it 

would also create an incentive for new production of apartments in the region. 

Bentzel, Lindbäck and Ståhl (1963) discuss the housing shortage issue as a pricing issue and 

compare this scarcity to a shortage of any other goods. In other words, the authors propose that 

rent control is the underlying cause to housing shortage, since the rental prices are set below the 

equilibrium price. They suggest an alternative housing policy, where equilibrium pricing in 

combination with appropriate public and social policy replaces rent control.  

According to Eriksson and Lind (2005), there are many positive as well as negative aspects about 

rent control that are simply exaggerated. The arguments such as rent control prevents construction 

of new housing or that rent control indeed helps to fight segregation are lacking evidence. Instead, 

the authors mean that there are other important consequences of rent control that need more 

attention. They have reviewed a number of empirical studies in their article and pointed out that 

black market trade and difficulties to enter the market for outsiders are the most serious problems 

we are facing.  

Kulander, Lind and Lundström (2008) discuss what could happen to the supply of housing as well 

as the effects on usage of apartments on the free market. In their report, the authors looked at the 

situation in Finland, where rent control has been deregulated since 1992. Finland is an interesting 

example to study, not only because it is Sweden's neighboring country, but since their legal 

frameworks are similar in some ways. The authors mention that some of the reasons for 

deregulation in Finland, such as the reduction of rental apartments due to conversion to owned 

apartments, can be seen on the Swedish market today.  

Andersson, Klingborg and Wilhelmsson (2006) measured natural vacancy rates for rental 

apartments in Sweden and compared it with the market in the United States. Their study shows 

considerable differences between the countries. In the United States the natural vacancy rate for 

rental apartments was estimated between 4-12%. Meanwhile the Swedish market was only 

estimated to 1% and certain years the vacancy rate could even be observed being negative, due to 

the queues which have evolved due to rent control. The authors claim that this result displays the 

negative effects of rent control in the Swedish rental market compared to the Unites States where 

market-based rents mostly prevails. 
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Norway, or in particularly the city of Oslo, is often presented as a functioning example when 

arguing pro market-based rents. Oust (2018) has conducted a study analyzing the effects from 

dismantling rent controls in Oslo. His findings show that the rent level indeed has not changed 

much from the years of rent control and the introduction of market rents. He also finds that the 

reason for this might be that the control was not “hard” enough from the beginning, meaning that 

the rents were already close to market prices even before the removal of the controls. 

Lind and Hellström (2006) analyzed the effects of rent control on segregation by comparing two 

Swedish cities: Malmö and Stockholm. The city of Malmö uses so called Malmö model to set 

rents. Even though the utility value principle still applies, more weight is put on the apartment’s 

location unlike for instance in Stockholm, where the rent is decided by other factors such e.g. 

apartments size and construction plan. In their study, the authors compared the income differences 

in attractive and less attractive areas of the cities after the Malmö model was introduced. The 

findings could not show that market rents were responsible for increased segregation, since 

equivalent increases have been observed in both cities.    

The Swedish National Board of Housing (Boverket) has in 2013 compiled a report where they 

explain how the current system of utility value might be one of the primary reasons for today’s 

housing shortage. According to the report, the current system of rent setting leads to welfare losses 

in two different ways: (1) the production of new apartments is much lower than it potentially could 

be with market-based rents and (2) that the current allocation of existing apartments is inefficient. 

The results of the analysis show that this leads to large annual welfare losses of 10 billion SEK for 

the society, which in turn could be used to build more housing. Boverket also discusses if the 

current system achieves housing policy goals set by our politicians such as fairness goals or 

segregation goals, since these always are an important part of the debate. However, no concrete 

evidence that the present system has contributed to fighting segregation or created efficiency was 

found.  

Though most studies are critical of rent control and point out its negative effects on the society, 

there are some economists with a different point of view. For instance, Arnott (1995) argues that 

many economists view of rent controls is too negative and should be reconsidered, because well-

designed rent controls could indeed work in a society. The author means that there are several 

reasons so many economists are critical of rent control.  
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Firstly, Arnott (1995) believes that there is an ideological reason behind this, a conflict between 

those economists who trust in a free market and those who do not. Secondly, it is because they are 

mainly opposed to the first-generation rent controls that were implemented as a crisis measure 

after World War II. Arnott proposes that things have changed since and second-generation rent 

controls are designed differently than the earlier “rent freezes”. For instance, the second-

generations controls allow for some rent increases with account to inflation or other cost increases 

for landlords such as maintenance costs. Further, these controls include additional benefits for the 

tenants such as improved constraints to avoid maintenance cutbacks and conversions of rental 

apartments to owned apartments.  

Hence, the focus should be on studying second-generation rent controls and their effects without 

too much regard to first-generation rent controls. The textbook model used in describing the 

housing market and rent control does not reflect the reality. Arnott stresses that housing markets 

are imperfect and that second-generation rent controls can certainly work together with appropriate 

regulations, which are adopted though the political process. The author claims that there are other 

underlying and important factors which affect the housing market that do not receive nearly as 

much attention as the rent control debate, such as numerous governmental policies.  

Finally, we briefly review two articles of special importance for the methodology used in this 

thesis. Himmelberg (2005) introduces a model that can be used to measure the state of housing 

prices on the market. The annual user costs for owning a home are estimated and compared to 

rental costs or local income levels in order to investigate if the prices are reasonable for a specific 

geographic area.  

Berglind and Liljefors (2017) have estimated potential market rents in Stockholm with help of the 

user cost model used by Himmelberg (2005). Applying their model, they estimate market rents 

varying values of parameter g for measuring capital gains. Their findings show that the user cost 

can be substantially affected by changes in capital gains when other parameters in the model are 

constant.  
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5. Methodology 

 

The effects of free market-based rents in the Swedish housing market cannot be directly estimated, 

as Sweden has had some kind of rent regulations since the Second World War. Nevertheless, what 

can be done is to observe an existing free market which can be seen as a close substitute to the 

rental market today, namely the market of tenant owned apartments. We can create a hypothetical 

market and explore it in order to answer the questions of interest.  

For an individual who is renting an apartment the cost of living comprises the rent. Meanwhile, 

the user cost of living in an owned apartment consists of several different factors. For example, it 

includes the capital costs such as taxes, mortgage interest rate and expected capital gains or losses 

along with maintenance costs (Englund, 2011; Himmelberg, 2005).  

The method applied in this thesis is based on the user cost model for housing (Himmelberg (2005); 

Berglind and Liljefors (2017)). Since the market for owned apartments is assumed to be a close 

substitute to rental apartments, we presume that the market-based rents would correspond to the 

user cost of living in an owned apartment.  

Further, this model will be used to compare three different cities: Stockholm, Malmö and Västerås. 

The purpose of the comparison is to explore the robustness of the results when the method is 

applied to different cities. The present study is limited to the municipalities of these cities, i.e. not 

the whole metropolitan area has been studied. Stockholm is the capital where the demand for 

housing is constantly large which creates a very unique situation; therefore, it is of interest to 

analyze some other cities as well. We also look at two different years: 2017 and 2018, to ensure 

some stability over time. 

Stockholm being the capital of Sweden is continuously growing and the demand for housing is 

large. According to SCB (2018) there are a total of 408 570 apartments in the city of which 177 

481 are rental apartments and 231 089 are tenant owned apartments. Looking at the Stockholm 

housing queue, there are only 139 rental apartments available for rent in the present moment 

(Bostadsförmedlingen, 2019-05-27). Considering that 653 347 individuals are queuing, one can 
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understand how strained and tough the situation in the Stockholm rental market is today.10 As 

mentioned earlier, there are losses in the labor market in Stockholm due to lack of individuals 

moving to the region in order to work. Currently, there are over 9000 job openings available at the 

Swedish Public Employment Service (Arbetsförmedlingen), which could have generated more tax 

revenue as well as growth for local businesses if more individuals could find an apartment and 

move to the area.11 

Västerås on the other hand is a smaller city with a population of approximately 123 000, where the 

demand for apartments is much lower and the market is not as heated as in Stockholm. Despite 

that, there were still about 40 000 individuals waiting in Västerås Housing queue during the year 

of 2016.12 The population growth in the county has been unusually high during the past years with 

more people moving into the city than moving out, which might explain the growth of the housing 

queue. According to SCB (2018) there are a total of 44 050 apartments in Västerås of which 22 

067 are rental. 

Malmö is the third largest city in the country and is a connecting link between Denmark and 

Sweden, located only 35 minutes by train from Copenhagen. The population in Malmö has grown 

by 37% during the last two decades and is one of the fastest growing municipalities in Sweden.13 

Malmö is an interesting example, since more weight is put on location as well as the apartments 

standard when setting rents according to the Malmö model, as opposed to other cities. According 

to SCB (2018) there are a total of 127 881 apartments in the city of which 66 160 are rental. 

Although the average waiting time for rental apartments is not as long as in the capital, it still takes 

approximately three years to get an apartment in Malmö, which for several groups of individuals 

in the society is a long time.  

                                                             
10

 Bostadsförmedlingen. (Retrieved on: 2019-05-17) https://bostad.stockholm.se/ 
11

 Arbetsförmedlingen. (Retrieved on: 2019-05-17) https://arbetsformedlingen.se/ 
12

 https://sverigesradio.se/sida/artikel.aspx?programid=112&artikel=6353826 
13

 Malmö stad. Befolkningstillväxt. Hämtad 2019-05-17  

https://bostad.stockholm.se/
https://arbetsformedlingen.se/
https://sverigesradio.se/sida/artikel.aspx?programid=112&artikel=6353826
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      Figure 2. Distribution of Apartments by region and type (Source: SCB, 2018). 

 

 

5.1 Himmelberg’s model of user cost 

Since it is assumed that owned apartments are close substitutes to rental apartments, we also 

suppose that the cost of living in an owned apartment would correspond to market rents for rental 

housing. The first step in finding what rent prices would correspond to on a free market, is to 

calculate the cost of living for an owned apartment.  

In this thesis, we are going proceed by using a method used by Himmelberg (2005), as well as the 

adjusted version for the Swedish market by Berglind and Liljefors (2017). Using the proposed 

model, we will calculate the annual user costs of housing and thereby estimate possible market 

rents. Further, the results will be compared with rent prices today, in order to explore a possible 

effect of market rents in Stockholm, Malmö and Västerås.  
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Himmelberg’s model (Himmelberg, 2005) for annual cost of home ownership can be presented as 

follows: 

        𝐶 = 𝑃𝑡 𝑟
𝑟𝑓 + 𝑃𝑡𝜔 − 𝑃𝑡𝜏(𝑟𝑚 + 𝜔) + 𝑃𝑡𝛿 − 𝑃𝑡𝑔 + 𝑃𝑡𝛾.      (1) 

Here, the price of housing is denoted by 𝑃𝑡 and the risk-free interest rate is 𝑟𝑟𝑓 , which is the 

alternative cost of owning an apartment, i.e. this is the interest rate which could been earned by 

investing the corresponding sum in something else. Property owners also have a benefit to deduct 

mortgage interest and property taxes, which is denoted by 𝜏(𝑟𝑚 + 𝜔). The property tax is 𝜔, the 

costs for maintenance are 𝛿, 𝑔 and 𝛾 represent capital changes and risk premium of owning an 

apartment, respectively. We can simplify model (1) by rewriting it:  

𝐶 =  𝑃𝑡 (𝑟𝑟𝑓 + 𝜔 − 𝜏(𝑟𝑚 + 𝜔) + 𝛿 − 𝑔 + 𝛾) .    (2) 

Since we are specifically looking at the Swedish housing market for owned apartments, model (2) 

has been appropriately adjusted by Berglind and Liljefors (2017) as follows:  

𝐶 = 𝑃 (𝛼𝑟𝑟𝑓 + (1 − 𝛼)(1 − 𝜏)𝑟𝑚 + 𝛾 − (𝜋 + 𝑔)) + 𝐴.    (3) 

In their study, Berglind and Liljefors (2017) have removed the property tax 𝜔 and the maintenance 

costs 𝛿 from the model, because these are not relevant for the Swedish market of owned 

apartments. Instead, a monthly fee 𝐴 , that is paid by the owners has been added to the model. 

Additionally, 𝛼 representing the amount of down payment has been introduced into the model. 

Here, the mortgage interest is 𝑟𝑚 and 𝜏 is the interest deduction. The value change for owning 

apartment is denoted by (𝜋 + 𝑔) , where 𝜋 is the inflation rate and 𝑔 are the capital changes (gains 

or losses) annually. Since it is assumed that the cost of living in an owned apartment 𝐶 would 

correspond to market rents for rental housing 𝑅 (see Himmelberg 2005; Donner et al. 2017), we 

can rewrite the model (3) as follows: 

𝑅 = 𝑃 (𝛼𝑟𝑟𝑓 + (1 − 𝛼)(1 − 𝜏)𝑟𝑚 + 𝛾 − (𝜋 + 𝑔)) + 𝐴.   (4) 

Equation (4) will then be used to calculate market rents. In order to purchase an apartment in 

Sweden, at least 15% down payment is required. Further, we will proceed as Englund (2011) and 
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calculate (𝜋 + 𝑔) with only the inflation rate, meaning that 𝑔 will be equal to 0 in our calculations. 

According to SCB, the inflation rate 𝜋 was 1,8% in 2017 and 2% in 2018. In order to measure 𝑟𝑚 

we used Swedbank’s 10-year mortgage interest rate which is 3,33%. To measure 𝑟𝑟𝑓 we looked at 

the interest rate for 10-year government bonds, which was 0,75% and 0,94% in 2017 and 2018, 

correspondingly. The risk premium 𝛾 is going to be 2% in conformity with Himmelberg (2005).  

Berglind and Liljefors (2017) used a constant for a monthly fee 𝐴 in their calculations, which is an 

average for all the accommodations in Sweden. Since we had access to the values of monthly fees, 

we thought it would be reasonable to use the average for every district instead of an average over 

the whole country.  

The equation used to calculate market rents for 2017: 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑟𝑒𝑛𝑡𝑡
𝑎𝑟𝑒𝑎 𝑋 = 𝑠𝑞𝑢𝑎𝑟𝑒 𝑚𝑒𝑡𝑒𝑟 𝑝𝑟𝑖𝑐𝑒 ∗ (0.0075 + (1 − 𝛼)(1 − 0,30) ∗ 0,0033 +0.02−(0.018 + 0)) + 𝑚𝑜𝑛𝑡ℎ𝑙𝑦 𝑓𝑒𝑒 

The equation used to calculate market rents for 2018: 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑟𝑒𝑛𝑡𝑡
𝑎𝑟𝑒𝑎 𝑋 = 𝑠𝑞𝑢𝑎𝑟𝑒 𝑚𝑒𝑡𝑒𝑟 𝑝𝑟𝑖𝑐𝑒 ∗ (0.0094 + (1 − 𝛼)(1 − 0,30) ∗ 0,0033 + 0.02 − (0.02 + 0)) + 𝑚𝑜𝑛𝑡ℎ𝑙𝑦 𝑓𝑒𝑒 

 

 

 

6. Data 

 

The data used in this thesis is obtained from Hemnet, Statistics Sweden (SCB) and Mimer. In order 

to estimate a potential effect of market rents, we have analyzed data from tenant owned apartments 

as well as the rental apartments.  

The observations are made on yearly basis from 2017-2018 in three different Swedish cities: 

Stockholm, Malmö and Västerås. There have been some difficulties with obtaining the data for 

sold apartments, which resulted in creation of own dataset specifically for this study. The data for 

tenant owned apartments was collected as a random sample directly from Hemnet’s database 

where we looked at sale prices of sold apartments and their characteristics such as number of 

rooms, size and geographical location for the years of 2017 and 2018. 
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The data for rental apartments was collected from SCB for Stockholm and Malmö as well as from 

Mimer for the city of Västerås. 

In order to get a better overview of the study and results, the cities have been divided into different 

districts. The purpose of this is to compare the obtained differences between the effective rents 

and possible market rents between the different areas.  

 

7. Results 

 

We used equation (4) to calculate the potential market rents in the cities of Stockholm, Malmö and 

Västerås. In the tables below we compared the annual rent prices with market rents for the years 

of 2017 and 2018.  

 

7.1 Stockholm  

 

According to our calculations, market rents were estimated to increase in all areas of Stockholm 

during the year of 2017, see Table 1. Highest increase can be observed in Central Stockholm, 

especially in the districts of Norrmalm where the rents would have increased by 82% and 

Östermalm where the increase would have been by 84%. These areas also have one of the highest 

prices per square meter when it comes to owned apartments.  

The average square meter price in Norrmalm is 84 336 SEK and correspondingly 92 609 SEK in 

Östermalm. Central Stockholm also has the lowest yearly fees per square meter compared to the 

rest of the city, for instance Östermalm has a fee of 514 SEK compared to Kista – Rinkeby where 

the fee is 726 SEK per square meter. Lowest rent increases can be seen in Western Stockholm. In 

the district of Hässelby-Vällingby the increase of rent would correspond to 38% and in the area of 

Spånga-Tensta the rents would increase 40%. The average square meter price in Hässelby-

Vällingby is 42 668 SEK and correspondingly 27 860 SEK in Spånga-Tensta (see Appendix). Rent 

increases can also be observed in the district of Southern Stockholm. Hammarbyhöjden-Skarpnäck 

would face an increase of 67%, while Hägersten-Liljeholmen would face a lesser increase of 41%.   
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Table 1. Annual rent prices per square meter and annual market rents per square meter in Stockholm county, 2017.  

District Rent per m2 (2017) Market rents 

per m2 (2017) 

Central Stockholm   

Kungsholmen 1519 2498 

Norrmalm 1381 2519 

Södermalm 1467 2554 

Östermalm 1419 2621 

Southern Stockholm   

Hägersten-Liljeholmen 1401 1981 

Gullmarsplan-Årsta-Östberga 1221 1881 

Hammarbyhöjden-Skarpnäck 1187 1986 

Farsta-Sköndal 1189 1725 

Western Stockholm   

Bromma 1350 2067 

Hässelby- Vällingby 1200 1665 

Kista- Rinkeby 1085 1602 

Spånga-Tensta  1007 1410 

          

Now we instead observe possible rent increases in Stockholm for the year of 2018, see Table 2. 

Rent increases can still be seen in all of the districts, highest rises would once again be in Central 

Stockholm. The areas of Östermalm and Norrmalm would still have the highest rent increases in 

the city, with 90% and 85%.  

 

 

 



21 
 
 

 

    Table 2. Annual rent prices in SEK per square meter and annual market rents per square meter in Stockholm county, 2018.  

District Rent per m2 

(2018) 

Market rents 

per m2 (2018) 

Central Stockholm   

Kungsholmen 1532 2444 

Norrmalm 1392 2577 

Södermalm 1495 2375 

Östermalm 1509 2869 

Southern Stockholm   

Hägersten-Liljeholmen 1448 1954 

Gullmarsplan-Årsta-Östberga 1228 1814 

Hammarbyhöjden-Skarpnäck 1222 1891 

Farsta-Sköndal 1210 1660 

Western Stockholm   

Bromma 1400 1800 

Hässelby- Vällingby 1212 1575 

Kista- Rinkeby 1119 1457 

Spånga-Tensta  1038 1523 

     

      

The lowest increase in rent was also once again seen in Western Stockholm, where Bromma 

would only have a 29% higher rent. The areas of Hässelby-Vällingby and Spånga-Tensta would 

have a 30% increase in rent prices. 
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          Table 3. Comparison between possible rent increases if market rents would be introduced between 2017 and 2018. 

 

DISTRICT RENT INCREASE 2017 RENT INCREASE 2018 

KUNGSHOLMEN 64% 59% 

NORRMALM 82% 85% 

SÖDERMALM 74% 59% 

ÖSTERMALM 84% 90% 

HÄGERSTEN-LILJEHOLMEN 41% 35% 

GULLMARSPLAN-ÅRSTA-ÖSTBERGA 54% 48% 

HAMMARBYHÖJDEN-SKARPNÄCK 67% 55% 

FARSTA-SKÖNDAL 45% 37% 

BROMMA 53% 29% 

HÄSSELBY- VÄLLINGBY 38% 30% 

KISTA- RINKEBY 47% 30% 

SPÅNGA-TENSTA  40% 47% 

 

As seen in Table 3, we compared possible rent increases between districts for the years 2017 and 

2018 and received interesting results. We could observe less rent increase in almost all of the 

Stockholm’s districts in the year of 2018, however the rent in areas of Norrmalm and Östermalm 

increased even more.  

 

This difference which is seen between the years of 2017 and 2018 can perhaps be explained by the 

falling prices in Stockholm real estate market. As shown in Figure 3, we can see the fall of prices 

for owned apartments. The average square meter price in February 2017 was 74 529 SEK 

compared to 67 869 SEK in February 2018. Since we use the apartments square meter price 𝑃 in 

our calculations, we were able to notice the difference in the results due to the fluctuating market.  
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   Figure 3. Price development in Stockholms real estate market, 2017-2018. Source: Mäklarstatistik. 

 

      

      

7.2 Malmö 

 

The situation in Malmö was on other hand quite different with several areas where rent decreases 

could be observed during the year of 2017, see Table 4. In Central Malmö the rent increase could 

only be observed in Davidshall with 19%. The market rents in both Möllevången and Värnhem 

were observed to be lower than the effective rents, with -8% and - 5%. The average square meter 

price in Davidshall is 49 259 SEK with the lowest yearly square meter fee of 508 SEK (see 

Appendix). 
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            Table 4. Annual rent prices per square meter and annual market rents per square meter in Malmö county, 2017.  

District Rent per m2 

(2017) 

Market rents 

per m2 (2017) 

Central Malmö   

Davidshall 1367 1629 

Möllevången 1378 1269 

Värnhem 1390 1328 

Eastern Malmö   

Husie 1043 1108 

Rosengård 1043 1050 

Western Malmö   

Limhamn 1666 1308 

Pildammarna-Kronborg  1385 1318 

 

There were difficulties with obtaining data for rental prices in Husie and Rosengård separately, 

instead we used an average of the whole Eastern Malmö in order to study the area. This could have 

affected the results when comparing market rent with effective rent.  

The rent increase in Rosengård was observed small, only 1% and the increase in Husie was 6%. 

Rosengård has the lowest average square meter price in the city of Malmö at 12 506 SEK and the 

highest yearly fee per square meter of 766 SEK.  

We could observe some changes when looking at the prices 2018, see Table 5. For instance, the 

increase in rent in Davidshall was now only 1% compared to the earlier 19%. We could also see 

that the rents for Rosengård have now decreased to – 4%, but instead increased in Husie to 15%.  
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                Table 5. Annual rent prices per square meter and annual market rents per square meter in Malmö county, 2018.  

District Rent per m2 

(2018) 

Market rents 

per m2 (2018) 

Central Malmö   

Davidshall 1555 1570 

Möllevången 1439 1283 

Värnhem 1474 1270 

Eastern Malmö   

Husie 976 1123 

Rosengård 976 938 

Western Malmö   

Limhamn 1749 1314 

Pildammarna-Kronborg  1430 1469 

 

As mentioned earlier, there have been difficulties with obtaining rent for Husie and Rosengård 

separately, which has resulted in measuring the average of the whole district of Eastern Malmö 

including other smaller areas. Therefore, the result could have been affected in this calculation.  

 

          Table 6. Comparison between possible rent increases if market rents would be introduced between 2017 and 2018. 

DISTRICT RENT INCREASE 

2017 

RENT INCREASE 

2018 

DAVIDSHALL 19% 1% 

MÖLLEVÅNGEN -8% - 11% 

VÄRNHEM -5% - 14% 

HUSIE 6% 15% 

ROSENGÅRD 1% -4% 

LIMHAMN -21% -25% 

PILDAMMARNA-KRONBORG  -5% 3% 
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In Table 6, we compared possible rent increases between the districts for the years 2017 and 2018. 

As well as we did in Stockholm, we could observe less rent increase in almost all of the districts 

in the year of 2018. This downward trend can perhaps also be described by the fluctuating real 

estate market.  

 

 

 

Figure 4. Price development in Malmös real estate market, 2017-2018. Source: Mäklarstatistik. 

 

Figure 4 demonstrates how the prices for owned apartments have changed between the years of 

2017 and 2018. The average square meter price in February 2017 was 28 053 SEK compared to 

27 325 SEK in February 2018. 

 

      

7.3 Västerås 

 

According to our calculations, both rent increases and rent decreases could be seen in Västerås in 

the year of 2017, see Table 7. The market rents in the Central Västerås were observed to be lower 
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than the effective rents, which would lead to a decrease of -12%. The average square meter price 

in Central Västerås is 29 780 SEK with a yearly square meter fee of 692 SEK (see Appendix). 

Haga-Hemdal was another district where the effective rent is higher than market rents and a 

decrease of -7% can be seen. The highest rent increase can be observed in the area of Malmaberg, 

where the market rent would be 34% higher than the effective rent. The average square meter price 

for an apartment in Malmaberg is 14 514 SEK with a yearly square meter fee of 648 SEK (see 

Appendix).  

 

 

     Table 7. Annual rent prices per square meter and annual market rents per square meter in Västerås county, 2017.  

Rent per m2 (2017) Market rents 

per m2 (2017) 

Rent per m2 

(2017) 

Central Västerås   

City Center 1559 1372 

Eastern Västerås   

Haga-Hemdal 1317 1222 

Gideonsberg 1035 1132 

Malmaberg 808 1089 

Western Västerås   

Västermalm  1031 1205 

     

  

In Table 9, we compared possible rent increases between the districts for the years 2017 and 2018. 

As seen in the other cities we observed above, we could observe less rent increase in almost all of 

the districts in the year of 2018. The increase in rent can only be observed in the district of 

Malmaberg, from 34% to 37%.  
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 Table 8. Annual rent prices per square meter and annual market rents per square meter in Västerås county, 2018.  

District Rent per m2 

(2018) 

Market rents 

per m2 (2018) 

Central Västerås   

City Center 1581 1353 

Eastern Västerås   

Haga-Hemdal 1337 1152 

Gideonsberg 1051 1154 

Malmaberg 820 1129 

Western Västerås   

Västermalm  1046 1143 

 

 

 

               Table 9. Comparison between possible rent increases if market rents would be introduced between 2017 and 2018. 

DISTRICT RENT INCREASE 

2017 

RENT INCREASE 

2018 

CITY CENTER -12% -14% 

HAGA-HEMDAL -7% -14% 

GIDEONSBERG 9% 9% 

MALMABERG 34% 37% 

VÄSTERMALM 17% 9% 

 

8.  Discussion 

 

Nowadays, the issue of housing shortage is of utmost importance not only for individuals, e.g. 

studies, job and family related problems, but it also affects the whole society, e.g. labour market, 

welfare and tax losses.  
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In this thesis, we aimed to investigate possible effects of introducing market rents which probably 

could help to resolve housing shortage at some grade and would allow to utilize the available 

housing more efficiently. We hypothesized that there would be increase in the rental housing due 

to the possible introduction of market rents. The obtained results confirm partly confirmed this 

hypothesis, especially for Stockholm. As expected, the results showed the variation in predicted 

rental housing within and between cities. Stockholms housing market is overheated and the 

demand for housing is very high. Hence, the results showing the rent increase in all districts were 

not surprising. Earlier studies (e.g. Donner et al., 2017; Berglind and Liljefors, 2017) have also 

found rent increases throughout the city, where the highest increases were observed in the central 

parts of Stockholm. Thus, it shows that todays rent control mostly benefits individuals living in 

the city center, since the rent is so much lower than the potential market rent.  

Further, the results we obtained varied between cities. Differently from Stockholm, both Malmö 

and Västerås demonstrated heteroscedasticity in rent change, i.e. there were also rent decreases in 

several city districts. The potential explanation could be that rent control has not been “hard” 

enough in these cities compared to Stockholm, and that the rents there are already close to market 

rents. For example, Oust (2018) discovered similar phenomenon in Oslo when measuring the 

effects of rent deregulation.  

The results also showed that there were differences in predicted market rents across time. For 

example, in Malmö there were increase in rents for 2017 and decrease for 2018 for the same city 

district. In Stockholm and Västerås, the positive and negative trends were preserved over this time 

period. Once again, the geographic location is very important when studying rents.  

In the future studies, the econometric model proposed by Donner et al. (2017) could be a good 

compliment to the approach used in this thesis, since it takes many important characteristics of the 

apartments into account, such as location, size, building year, amenities and city infrastructure.  

The representative random sample should be used for the empirical study to remove possible biases 

if the whole population cannot be studied. It is also important to take the present shortage of 

housing, population growth, socio-economic situation in the cities as well as behavioral aspects 

and individual preferences into account.  
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The result of the conducted empirical study showed that location is very important for predicting 

market rents. Hence, the more thorough analysis should be planned for every city and every district 

(in larger cities) separately as well as rural areas. We can therefore agree with Himmelberg (2005), 

that it is hard to speculate about rents by comparing cities without taking into account their 

specificity, e.g. labour market, demographic situation, industry or/and university presence.  

Summarizing, the effect of deregulation of rent control is very complex phenomenon. One can 

try to construct different models to investigate it, but there is much uncertainty that cannot be 

measured or controlled, for example, individual preferences or unexpected maintenance cost. 

Despite this, the value of even small pilot studies similar to one conducted in this thesis, cannot 

be underestimated, since it contributes with new knowledge concerning certain aspects of the 

problem. 
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9. Appendix  

      

Table 1. Average square meter prices and average yearly fee per square meter in different districts of Stockholm county, 2017.  

District   Average 

m2price 

Average yearly fee/ 

m2 

Central Stockholm     

Kungsholmen   86 149 537 

Norrmalm   84 336 600 

Södermalm   86 945 575 

Östermalm   92 609 514 

Southern Stockholm     

Hägersten-Liljeholmen   58 653 646 

Gullmarsplan-Årsta-Östberga   51 283 714 

Hammarbyhöjden-Skarpnäck   52 378 794 

Farsta-Sköndal   48 048 631 

Western Stockholm     

Bromma   60 385 692 

Hässelby- Vällingby   42 668 694 

Kista- Rinkeby   38 465 726 

Spånga-Tensta    27 860 771 
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Table 2. Average square meter prices and average yearly fee per square meter in different districts of Malmö county, 2017.  

District        Average m2 

price 

Average yearly 

fee/ m2  

Central Malmö     

Davidshall   49 259 508 

Möllevången   26 962 655 

Värnhem   27 918 692 

Southern Malmö     

Husie   18 732 681 

Rosengård   12 509 766 

Western Malmö     

Limhamn   26 875 696 

Pildammarna – Kronborg   29 106 655 

       

      

 
    Table 3. Average square meter prices and average yearly fee per square meter in different districts of   Västerås county, 2017.  

District   Average m2 

price 

Average 

m2price 

Central Västerås          

City Center     29 870 692 

Eastern Västerås     

Haga-Hemdal   20 827 748 

Gideonsberg   21 272 767 

Malmaberg   14 154 648 

Western Västerås     

Västermalm   21 719 710 
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Table 4. Average square meter prices and average yearly fee per square meter in different districts of Stockholm county, 2018.  

District   Average m2 

price 

Average yearly 

fee/ m2 

Central Stockholm     

Kungsholmen   85 249 650 

Norrmalm   95 900 559 

Södermalm   80 680 677 

Östermalm   112 210 507 

Southern Stockholm     

Hägersten-Liljeholmen   61 600 657 

Gullmarsplan-Årsta-

Östberga 

  53 647 685 

Hammarbyhöjden-

Skarpnäck 

  53 605 763 

Farsta-Sköndal   46 170 688 

Western Stockholm     

Bromma   52 539 694 

Hässelby- Vällingby   41 621 699 

Kista- Rinkeby   35 594 707 

Spånga-Tensta    36 708 750 
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Table 5. Average square meter prices and average yearly fee per square meter in different districts of Malmö 

county, 2018.  

District   Average 

m2price 

Average 

yearly fee/ m2 

Central Malmö     

Davidshall   45 060 621 

Möllevången   28 269 688 

Värnhem   24 862 746 

Southern Malmö     

Husie   20 866 684 

Rosengård   13 246 660 

Western Malmö     

Limhamn   32 177 637 

Pildammarna – Kronborg   37 139 687 

   

      

 

    Table 6. Average square meter prices and average yearly fee per square meter in different districts of  Västerås county, 2018.  

District   Average m2 

price 

Average yearly 

fee/ m2  

Central Västerås     

City Center     30 291 715 

Eastern Västerås     

Haga-Hemdal   24 340 641 

Gideonsberg   21 523 699 

Malmaberg   18 313 743 

Western Västerås     

Västermalm   20 933 702 

 


