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Abstract

We explore the role of intermediaries in the rental market. Using novel UK data on fees letting agencies
charged to both tenants and landlords, combined with a matched property-agency listings dataset, we
study the effects of a policy that regulated the fees charged to tenants. We estimate pass-throughs of the
tenant fee price cap to landlord fees and rental prices, explore demand responses, and entry and exit of
both letting agents and landlords. Agents absorb 70% of the regulation and landlords the remaining
30%. Micro-BLP estimates imply a landlord-agency demand elasticity of -1.6 and a second-order
elasticity of 9.7 suggesting a highly concave local demand response. Tenant demand is completely
unresponsive to the tenant fee reduction. There is no market exit of landlords or agencies. Hence, the
policy successfully reduced the cost of renting without any adverse effects. Our results are consistent
with letting agents extracting rents from tenants due to tenants’ inattention to fees.
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1 Introduction

Steadily rising housing costs in metropolitan areas across advanced economies have put housing afford-
ability back on the top of the policy agenda. Traditionally, policymakers both in the US and FEurope
relied on rent control measures to curb increases in rental prices. However, these have been shown to
reduce the supply of rental properties and have adverse efficiency consequences (Diamond et al., 2019;
Mense et al., 2019, 2023). While these policies remain hotly debated, policy makers have added new tools
to their toolbox: Policies that aim to reduce the cost of renting by regulating the fees letting agents! can
charge to tenants. Such policies implicitly assume the presence of economic rents that can be reduced
through price regulation. In a frictionless market, such a policy would instead result in a domino effect:
the reduction in letting agents’ revenue would be passed through into fees to landlords and then into

rental prices, such that the cost of renting remained unchanged.

Since housing is a necessity good which makes up the largest expenditure of most households, under-
standing the market structure of the rental market has important consequences both for policy as well
as economic modelling. To characterise the market structure and evaluate the effects of such policies
this paper exploits a first of its kind policy intervention in conjunction with a newly-constructed data
set on the UK rental market. We combine newly collected data on the full schedule of fees charged
by agencies to both tenants and landlords with a matched property-agency listings data set that in-
cludes initial and final listing prices, property characteristics and time on the market. We document
that even in thick markets with low market concentration on all sides there is a strong departure from
the frictionless benchmark. Our pass-through and demand elasticity estimates indicate mark-ups in the
landlord-agency market. They further imply that tenants are highly price sensitive to rental prices but
not to tenant fees, consistent with inattention to fees. These findings suggest that emerging economic
rents are primarily captured by the intermediaries. Hence, policy interventions regulating tenant fees are
absorbed predominantly by the intermediary with some pass-through to landlords and no pass-through
back to rental prices. As a result, price regulation achieves the desired goal of lowering rental costs, with

no unintended consequences.

We document this using the introduction of the Tenant Fees Act (TFA) in the UK in 2019. The TFA
capped tenant fees, fees charged by letting agents to tenants at the start and renewal of a tenancy, at
£50. As fees could be as high as £1000, equivalent to one month of the median rental price in the UK,
the policy represented a sizeable price cap and negative revenue shock to agencies. A similar policy is
currently under consideration by the New York City Council (New York City Council, 2024), where the
standard fee is 15% of the annual rent, and has recently been enacted in Spain and Argentina. Our
results on market power of intermediaries not only speak to the NYC legislation but more generally to
the ongoing anti-trust lawsuits in the US realtor market? and Joe Biden’s legislative agenda to target

non-transparent “junk” fees (Biden, 2024).

The stated goal of the policy was to improve affordability for 30% of the population who rent in the UK,
a figure which has almost doubled since the start of the millennium and is similar to the United States’
36%. Issues surrounding price transparency were also raised by the government. Unlike rental prices, fees
were not listed on online rental search platforms, the sole place prospective renters search for rental prop-

erties. Instead fees were only listed separately on agency’s websites and often made up of many confusing

1Letting agents are the market intermediaries between landlords and tenants, and are also referred to as rental brokers
or leasing agents.
2for more details see e.g. https://www.curbed.com/article/nar-settlement—broker-commission-new-york.html
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components which created barriers for tenants to know about them and their magnitude.? Industry rep-
resentatives, on the other hand, aruged that the policy was likely going to have unintended consequences

such as pass-through back to tenants and market exit of landlords and agents (Arla Propertymark, 2024).

We develop a conceptual framework of the connected markets, that allows for a wide array of outcomes
including the risks highlighted by industry insiders. We show that the effects of the policy depend on
the structure of both markets. In a frictionless world where both markets are perfectly competitive the
policy-induced reduction in tenant fees is perfectly passed through into landlord fees and rents such that
payments by and to all market participants are unaffected, and so are any other aggregate variables.
The policy is hence perfectly ineffective. In the presence of renter’s inattention to tenant fees coupled
with imperfect competition on the landlord-agency side, the pass-through of the banned fees becomes
imperfect and the policy has real economic effects. The magnitude of these effects depends on the first
and second-order price elasticities of demand in both markets. Intuitively, when agencies face demand
from landlords that is more locally concave, they absorb a greater proportion of the policy. Any incidence
on letting agents and landlords could induce net market exit which may result in adverse general equilib-
rium effects. We can fully pin down the microstructure of the market and characterize the impact of the

policy by documenting its effects on prices, quantities, and the extensive margin response in both markets.

Exploiting variation in exposure to the policy across letting agents and across local markets, we examine
impacts on the key six variables of interests: prices, quantities, and net market exit in the landlord-
agency and tenant-landlord markets. Our results suggest that agencies passed approximately 20-30% of
the revenue shock on to landlords, and in response, some landlords switched agencies. The first-order
elasticity of demand, estimated using a micro-BLP framework, in the landlord-agency market is -1.6 and
the implied second-order elasticity is 9.7. This suggests a departure from the perfectly competitive bench-
mark and strong local concavity of demand. Despite agencies absorbing approximately three-quarters of
the shock, we find no evidence of agency exit, suggesting the presence of supranormal profits. Overall,
exposed landlords do not increase rental prices. However, landlords who don’t switch agencies attempt
to pass part of the cost shock back on to renters indicated by changes in the initial listing rental price.
Differences in final listing prices are not statistically different from zero, suggesting that landlords are
unable to do so and that renters are quite sensitive to listed rental prices. On the other hand, we find
no changes to time on the market (i.e., the length of time to fill a vacant rental property, a measure of
demand) in response to the change in tenant fee. These last two results combined suggest differences
in the sensitivity to the two prices faced by tenants and evidence of inattention or successful shrouding.
Using data on the universe of property sales, we further find no evidence of market exit for landlords for

up to four years after the implementation of the policy.

The above results imply that the policy was effective in achieving its desired goal and saved tenants
on average £400 per tenancy agreement, equivalent to a 3.7% reduction in annual rent. It successfully
reduced the cost of renting by essentially regulating prices that tenants were inattentive to. Tenants’
inattention in conjunction with imperfect competition in the letting agency-landlord relationship gave

rise to economic rents that were eliminated by the policy without having any negative consequences.

Literature This paper relates to several strands of literature in real estate, urban economics, and
industrial organization. First, we contribute to a large literature that evaluates the effects of different
government interventions in the housing and rental market. Diamond et al. (2019) show that the intro-

duction of rent control in the Bay Area led to a reduction in tenant mobility and in the supply of rental

3In fact, one of the potential research assistants was unable to calculate these fees correctly in their interview.



properties likely increasing rents in the long run. Mense et al. (2019, 2023) also find a reduction in tenant
mobility and an increase in the rent for unregulated properties after the introduction of rental caps in
Germany. Studying the rental cap in Catalonia Jofre-Monseny et al. (2023) and Monras et al. (2022)
find a reduction in rental prices but conflicting evidence on the presence of supply responses. Carozzi
et al. (2024) show that Help to Buy - a UK policy that subsidized first-time buyers - increased prices
by more than the value of the subsidy and did not increase the supply of housing in supply-constrained
locations. Overall, the literature has documented that the standard housing policy tools tend not to
achieve their aims or are accompanied by substantial unintended consequences. We contribute to this
literature on the efficacy of housing policy by contributing first evidence on the effects of a new type of
policy — regulating the fees intermediaries can charge — that is gaining popularity among policymakers
and document that, unlike any other policy (Hilber and Schoni, 2022), it reduces the cost of renting

without any adverse effects.

Second, we contribute to the literature on two-sided markets, with a focus on the real estate market.
Typically two-sided markets feature strong network effects and often result in dominant (or monopoly)
intermediaries (Rysman, 2009), such as payment card providers, video games and online retail platforms.
Our setting however studies a two-sided market where there are a large number of intermediaries, such
that measures of concentration suggest strong competition between intermediaries. A key finding in this
paper is that even in the presence of an unconcentrated market, all relationships in the market depart
strongly from a perfect competition benchmark. This contributes to the existing literature document-
ing inefficiencies and uncompetitive features in the real estate sales market (Gilbukh and Goldsmith-
Pinkham, 2023; Barwick and Wong, 2019; Barwick and Pathak, 2015; Hsieh and Moretti, 2003), where

we add first empirical evidence on the letting market based on a credible identification strategy.

Third, we contribute to the study of imperfect competition, the role of demand structure for price pass-
through (Mrdzovd and Neary, 2017; Weyl and Fabinger, 2013) and an emerging literature examining its
relevance for the real estate market. Most closely related to our work are Watson and Ziv (2024), who
focus on the pass-through of cost shocks in the landlord-tenant side of the market. We contribute a
study of both sides of the market and are able to identify the first and second-order demand elasticities
and relate this directly to implications of price regulation. It offers evidence on a particular source of
imperfect competition, namely inattention and information frictions, and contributes to the literatures
on the role of inattention and price obfuscation (Ellison, 2016; Ellison and Ellison, 2009) in generating

price-unresponsive demand.

The remainder of this paper is structured as follows: Section 2.1 discusses the institutional setting of
the market and the features of the Tenant Fees Act, that guide the conceptual framework we develop in
section 2.2. We introduce the data and the empirical approach in section 3 and present the main results

in 4. Section 5 discusses the policy implications of our results and concludes.

2 Institutional setting and conceptual framework

2.1 The UK rental market and the Tenant Fees Act

Since the year 2000 the proportion of renters in the UK has nearly doubled, from 16.8% to 29.7% in 2021,
while the proportion of owner-occupiers has seen a similar drop. In total nearly 6 million households
in the UK are now renters. Over the same period, the average house price increased from £84,620 to

£268,000, representing a 217% increase, while median wages only increased by 70%. The percentage of



Figure 1: The Rental Market
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Notes: The above figure gives a visual representation of the typical two-sided rental market with three
actors, Landlords, Letting agents and Tenants, and depicts their interconnectedness through prices and
choices.

income spent on rent is as high as almost 40% in London.

Housing policies in the UK have traditionally focused on helping individuals become home-owners. Right
to Buy, introduced in the late 1970s and continues to this day in England?, gives tenants living in gov-
ernment owned housing the right to buy their property at a heavily discounted amount.> Newer policies
have focused on credit constraints for first-time buyers, such as the Help to Buy scheme which included
government-backed mortgage guarantees and equity loans to cover the typical deposit requirement, and
Stamp Duty relief for first-time buyers. The rental market on the other hand had been left largely
unregulated until the 2019 introduction of the Tenant Fees Act (TFA), which we see as belonging to a
new class of rental market policies, where others include Ley de Alquileres in Argentina.

The UK rental market, like many rental markets, has three main actors and is detailed in figure 1.
Letting agents act as intermediaries between landlords and tenants and charge fees to both of them
(figures 5 and 6 in the appendix provide examples of these landlord and tenant fees respectively that
agents advertise on their websites), and this includes both traditional “high street” agencies, and newer
“online only” agencies. Agents will then at a minimum list the property on various online platforms (e.g.
Rightmove or Zoopla), and depending on the service purchased also show prospective tenants around
the property and potentially manage maintenance issues to do with the property. Since only agencies
can post adverts on these online platforms landlords are essentially forced to use an agency, which is
likely to be in line with landlords’ preferences, since most landlords are passive landlords that use rental
properties as investments (see figure 10 in the appendix). Landlords first choose an agency and set a
rental price for their property (in some cases with guidance from the agency) which the tenant pays
once the tenancy starts. Tenants choose a property based on it’s non-pecuniary attributes, the rental
price and the fees. Tenants mostly use one of the large rental platforms to search for a property, which

allows them to specify rents as well as non-pecuniary attributes in their search (see figures 7 and 8 in

4The policy was discontinued in Scotland and Wales in 2016 and 2019 respectively.
5Given the long run nature of the policy and the lack of investment in government housing this policy has little bite
any more.



the appendix). In the search process they also learn which agency advertises each property (see figures
8 and 9 in the appendix), but learning about the tenant fee requires additional search on the websites of

the agencies.

Traditional rental policies have focused on regulating the price that landlords charge tenants (i.e. rental
caps). The TFA on the other hand regulated the price that letting agents could charge tenants. Specif-
ically it capped it at £50 per tenancy (and tenancy renewal), while previously tenant fees had been as
high as £1200, which is roughly the equivalent to one month of the average rental price in 2019. Typically
these tenant fees could make up a wide array of fees such as referencing fees, contract fees, setup fees
and inventory fees, and are detailed in detail in section 3.1. The policy draft was published in late 2017,
consultation finished in Spring 2018, and it was enacted on 1 June 2019, which marks the begin of the

post-treatment period in our empirical analysis.

The policies’ main aims were to deliver a “fairer, more competitive, more affordable and more transparent
market” (Perks, 2018). In particular, issues surrounding transparency of tenancy fees and their dispro-
portionate amount, which aren’t listed on online platforms where people typically search for properties,
were highlighted. The Association of Residential Lettings Agents (ARLA), who represent 80% of the
UK’s Letting Agents, commissioned their own impact assessment which claimed that the fees reflected
the true amount of work undertaken by letting agents, and thus those costs would need to be recovered
Capital Economics (2017). Specifically, they predicted that most up-front fees would be passed back to

renters in the form of higher rents.

This paper evaluates the efficacy of the policy against its original goals and concerns brought up by
industry players. In doing so it can offer insights to other countries where such a policy could be consid-
ered, such as the United States or Italy, where tenant fees are on average 15% of annual property rent
(Capital Economics, 2017). Additionally, by exploiting the policy we are able to reveal certain aspects
of the underlying micro structure of the market, which offer insights into why the policy impacted the

market the way it did.

The market of letting agencies is characterized by a high amount of competition. Figure 2 plots the
Herfindahl-Hirschman Index (HHI) of the market for letting agents by postal area. With a median
of 0.015 and only very few markets with an HHI above 0.1 most local markets would be considered
very competitive by the US Antitrust Division. The market structure in the rental market is similarly
competitive with more than 70% of landlords, representing more than 50% of tenancies, having four or

fewer properties (see figure 3).

2.2 Conceptual framework

To understand the potential effects of the Tenant Fees Act we first set up a general theoretical framework
of the market for letting agent services and the market for rental properties. We then derive sharp
predictions for two special cases of the model that highlight how the effects of the reform vary between

no effect and significant distributional and aggregate effects depending on the market micro structure.

2.2.1 General framework

There are three types of agents: Landlords, letting agents and tenants (see figure 1 for a simple overview

of the market structure). Landlord j sets a rent and chooses an agency to rent out their property in



Figure 2: Agency market structure
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Notes: The figure presents a histogram of Herfindahl-Hirschman Indices for the Lettings Agents market calculated
at the Postal Area level in the UK, based on the data described in section 3.1.

Figure 3: Landlord market structure
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Notes: The figure presents bar charts reflecting the market structure for landlords in England. The blue bars

represent the proportion of landlords that fall into a particular bin of how many properties they own. The red bars
represent the equivalent statistic, but from the perspective of tenancies. Data source: English Housing Survey

order to maximize their utility®, which is given by:

pj.a

max Uy, = maX{(pj — fEE —¢j) x Priu(py, fX) + ¢a + 5ja7bj} (1)

6Landlords are modelled as utility maximisers, but could also be modelled as profit maximisers where the the idiosyn-
cratic match quality is an idiosyncratic match cost.



where p; is the rent charged by landlord 7,7 ¢4 is the quality of agency a, fLL is the fee the letting
agency charges to the landlords. ¢, is an idiosyncratic agency-landlord match quality, ¢; is the variable

cost of renting out the property and b; is the outside option of landlord j.

Letting agent a chooses the fees they charge to tenants (f!) and landlords (fF%) in order to maximize

profits that are given by:

g, 7o = wax{ 3 (2 + D) Prguo ) = e0) Pros(fE% Protog S0, @)

O fer

J

where Prg is the probability that the letting agency fills the property conditional on getting the contract
from the landlord and Prj1, is the probability that the letting agency is chosen by the landlord to rent
out the property. ¢, is the cost of running an agency and b, is the outside option of the agent such that
they decide to exit the market if profits fall below that level.

Tenant ¢ choose a property j in order to maximize utility which is given by:
max Uijo = —pj + 05 — Q(fg;') + &4 (3)

where 0; is the quality of property j and ¢;; is the idiosyncratic match quality between tenant i and
property j. g( ,Z;) is a generic function of tenant fees. Since tenant fees are not advertised together with
the properties and often purposefully hidden by agents, there are different ways to think about how they

enter the utility of tenants, which we will explore more in detail below.

The Tenant Fees Act and its effects We model the policy as a restriction on the decision of the
agents that can no longer freely set the tenant fee but are restricted to charging £50. The model provides
guidance on which variable might adjust following the policy and we can trace out the overall effect of

this policy by studying the following six margins of adjustments:
1. Changes in the landlord fees fL1 that letting agents set
2. Net exit of letting agents following the reform
3. Landlords changing the rental price (p;) they set
4. Landlords changing the letting agent (a) they choose to rent out the property
5. Landlords deciding to exit the market
6. Tenants choosing different properties ()

Without additional assumptions the model makes very limited predictions on the movement of these
variables. We can derive more clear cut predictions from different sets of assumptions on the market
micro structure: First we study a setting of perfect competition and information as a benchmark. Second,
we allow for imperfect competition and imperfect information of tenants with respect to tenant fees.
These models generate divergent predictions for the effects of the Tenant Fees Act, highlighting the role

of market microstructure for the effects of market regulation.

"We assume that each landlord just has one property to rent such that landlords and properties are synonymous.



2.2.2 A baseline model of perfect capitalization

Consider the most simple model that is nested by the general framework above: There are no idiosyncratic
match qualities (the variances of ¢, and ¢;; are zero) and tenants are fully informed and attentive about
tenant fees (g(fI) = fI'). We further assume that ¢, = ¢, and §; = ¢; (i.e. any differences in quality
are driven by differences in costs (e.g. an agency is better because it pays its workers more and a
higher quality property has higher opportunity costs because it could be sold at a higher price), which is
necessary for a well-behaved equilibrium in this model (e.g. if there was a high quality/low cost agency

every landlord would choose it). Agents’ optimization yields the following three order conditions:
pit+fl=0i=c; fr+fl=ca pj—frtca=c (4)

Note that these are three unknowns (p;, fF fLL) and three equations, but the equations are linearly
dependent such that we cannot pin down the level of all three prices. We can however pin down the
overall payments received by each agent, but there is an infinite number of price combinations that
yield those payments. Intuitively letting agents do not care whether they earn money through tenant or
landlord fees and tenants do not care whether they pay via rent or via tenant fee, while landlords do not
care whether they have high rents and high landlord fees or low rents and low landlord fees but just the

difference between the two.

The reform in the model What does this imply for the effects of the policy as measured through
the six outcomes discussed above? Given that total payments to each agent are independent of the level
of tenant fees they are unaffected by the reform such that any changes in tenant fees due to the policy
are fully passed through to landlord fees and rents. Since total payments to each agent do not change
there is also no exit of landlords or letting agents and changes in demand from tenants for properties or

landlords for letting agent services. In a nutshell, the reform does not affect the market allocation.

2.2.3 Model of Inattention and Imperfect Competition

We will now explore a set of assumptions that allow for imperfect pass-through and the policy to af-
fect the market allocation. In order to do that we make two key assumptions. First, we assume that
the idiosyncratic match quality distributions are non-degenerate (o.,;,0.,, > 0), which yields imper-
fect competition in both markets. We remain agnostic on the distribution of the os, as they can be
partially inferred from the pass-through we estimate below. In particular, a concave distribution on
the os will imply log-concave demand curves and thus imperfect pass through in a typical cost shock
setting, while a convex distribution on the os will result in log-convex demand curves and therefore a
pass through greater than one (see figure 11 in the appendix for a graphical illustration). In a perfectly
competitive market, we would expect complete pass through. Second, we assume that tenants learn
about prices and tenant fees at different points in time during their search process. This assumption is
motivated by the structure of the tenants’ search process described in section 2.1, that makes rents a
salient attribute of each property while learning about tenant fees charged by agents requires going to
the website of each agent, and finding and understanding the information about their fees (see figure 6
in the appendix) which will likely result in inattention to these fees. Essentially we assume that tenants
are unwilling to incur this additional search cost for each property and only learn about the fees of the

property they consider renting, when they start the process of signing the contract with the rental agency.

Tenants choose a property maximizing the following utility function:



Uij = —pj +0; + €ij ()

Once they have chosen a property they learn about the agency fee at which point they decide to rent
the property if the fee is below their threshold value.® If the fee is above the threshold they decide to
search again and choose the highest utility property out of the remaining properties. This assumption
on the timing reflects the fact that fees are not advertised on internet rental platforms used by tenants
searching for a property. Most agents advertise them on their website but they are often hard to find,
and it is difficult to infer which fees are required, such that there are significant search costs associated
with learning about these fees. Our assumption implies that tenants are unwilling to pay this search

costs (cg, except for the property they decide to rent). The expected utility of tenants is then given by:

V= P(fa; < f) [uiy — fa5] + (1= P(fa; < f1)) Voj — s (6)

where u};

i = max .

The reform in the model To assess the effect of the reform under these assumptions we derive the

comparative statics of our six variables of interest with respect to an exogenous change in the tenant fee.

The market for letting agent services From 2 we can derive the optimal landlord fee conditional

on tenant fee:

LL €1 ’ T
— — 7
it = g D) 7)
where e, = —9Q/ar L 2" /q is the price elasticity of demand for letting agent services. As a response to

an exogenous change in tenant fees the optimal landlord fee changes as follows:

OfELL 1
PLL = =
off ~1- L1 me]

(®)

where ¢} = 9e1/ofELf " [e,. If demand is log-concave such that ue} > 1 (Weyl and Fabinger, 2013), then
there is imperfect pass-through (pr; < 1).

Maximizing utility according to equation 1, the demand of landlord j for agency a is given by:

Pric (%) = Pr(uff > uft,) (9)

which is affected by the reform as follows:

_ 0Qa fa .

€2 = 5T Qu T SWLLLE

(10)

which is different from zero as long as there is some pass-through of tenant fees into landlord fees

(prr > 0) and landlords respond to prices (g1 > 0) .

Given that both prices and quantities are changing following the reform, so are profits which leads to

extensive margin adjustments of agents entering or exiting the market. The overall effect on profits for

8This threshold can be interpreted as the willingness to pay for agent services.
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an agent is ambiguous and is determined by several forces: A direct reduction of profits from the reduced
tenant fees and from the reduction in properties following an increase in landlord fees, while there is an

increase in demand and profits from other agencies increasing prices and potentially exiting the market.

The rental market The utility-maximizing rental price set by landlords is given by:

_ 83 ) LL
bj = €3 — 1 (C] + ja ) (11)
where g3 = —0Prsin(ps: 1) /ap,;Pi/Prsai(p;.£7) is the price elasticity of demand of tenants. The effect of the

reform on rental prices is hence given by:

_ Op;  Op; OfFF -1 —1
PO T o orT T - 2 e 1 - L - ]

€3

(12)

where pg = Pifes > 0 and e} = 9e3/ap;. The effect of the reform on rental prices hence depends on the
price elasticities of both landlord fees and rental prices (¢; and ).
Given that the probability that tenant ¢ chooses property j is given by Pr( g; > I Pr(ug; > ui—j), the

change in the probability following a change in tenant fees is given by:

OPr(i chooses j)  OPr( aT] > f1)
ofT T afT
aj aj

Pr(uij > ’U,Z;j) (13)

Since the utility from a given property is independent of the tenant fee, a change in that fee only affects
tenant choice through its effect on the probability that the fee is above the threshold of the agent. This
allows for a non-zero effect if the fees prior to the reform where above the threshold for some tenants
and for a zero effect if fees were below this threshold for all tenants. Given that landlord fees, rental
prices and tenant property choices change following the reform, so does the utility (profits) of landlords
which might induce some landlords to leave the market and lead to extensive margin adjustments. In
this framework the reform affects the market allocation. The magnitude of these changes depends on a
number of parameters, particularly the price elasticities of demand in both markets, which we estimate

in the next section based on the variation of the reform.

3 Empirical framework

3.1 Data

To study the impact of the policy and the underlying structure of the market we combine data from
three different sources. First, we utilise a dataset on rental listings for the period 2015-2020 which covers
the near universe of rental properties for the UK. The dataset includes the exact address of the property,
the letting agent which listed it, the initial date of listing, the date the tenancy was agreed upon, the
initial listing price and any subsequent changes to the price, details about the property such as number of
bedrooms, property type (e.g. detached house, apartment), whether it’s a student property and whether

it was furnished or not.

Second, we utilise a unique dataset that contains manually scraped data on tenant fees and landlord fees
from agents’ websites. For the pre-treatment period tenant fee data and landlord fee data were collected

in December 2018 and landlord fee data was collected in February 2020 for the post-treatment period.”

9The Tenant Fees Act came into force on 1 June 2019, which is the beginning of the post-treatment period.

11



Since letting agents are required by law (see the Consumer Rights Act 2015) to display details of all fees
and charges, this data is accessible online for all agencies. Data had to be manually scraped rather than
automated as the fee data was unstructured, generally not presented in a similar manner across agencies,
and often agencies placed their tenant fees in more obscure parts of their websites, such that they were
often hard to find. Figure 6 in section B presents an example set of tenant fees from a letting agency’s
website. As can be seen, renting a property incurs a variety of fees. For the interest of tractability and
comparison across agencies in our analysis we aggregate all necessary fees to rent out a property let by
the agency for two people into one single tenant fee. Necessary fees across different agencies include fees
such as tenant set up fees, contract setup fees, administration fees, referencing fees, additional applicant
fees, check-in fees, check-out fees, inventory check fees, deposit fees and right-to-rent check fees. In the
example set of fees that would come to £666 in total across 4 different fees. We saw preliminary evidence
of shrouding when attempting to hire an assistant to input the fees from the scraped PDF's into an excel
spreadsheet and calculate the total cost to a couple for renting. We interviewed 6 different candidates for
the job and gave them an example set of PDFs to work through in an allocated time. Two candidates
made a large number of mistakes, one candidate was exceedingly slow, and one dropped out during
the exercise stating they were unable to understand which fees should or shouldn’t be included. Given
the high costs of manually collecting fees from websites, we only collected data for a randomly chosen
subsample of agencies active on the rental search platform. In total we collected 2500 tenant fees, which

in turn represented approximately 34.3% of the universe of rental properties.

While tenant fees were generally advertised in currency (£s), landlord fees were sometimes in percent of
the underlying rent, and often combined components in pounds with components in percent of the rent.
We convert all landlord fees into pounds based on the rental prices of the properties of an agency in the
pre-treatment period. Figure 5 in section B presents a set of example fees for landlords. As is typical
in the market this agency offers two products, one which involves only finding the tenant, and another
which is “fully managed” where this includes collecting rent from the tenants, being the first point of
call for the tenants if there are any issues with the property, undertaking inspections and arrange repairs

with approved contractors.

Third, we use data from HM Land Registry which contains data on every single housing sale in the UK.

It contains the precise address of the property which was sold, the date of sale, and the associated price.

These three datasets combined offer an incredibly powerful tool for analysing the impacts of the policy
as well as the underlying structure of the market. The tenant fees give a value of initial exposure to the
regulation at the agency level, and combined with landlord fees allows us to analyse the pass-through
of regulating tenant fees onto landlord fees. The fee data combined with the listings data allow us to
analyse the pass through to rental prices, for both the initial listing price, as well as the last listing price.
This means we can see both the initial attempt at passing through to rental prices, as well as the final
listing price. Furthermore, using time on the market from the listings data we are able to examine tenant
demand responses to changes in cost of renting, while using the property-agency match information from
the listings data we are able to examine landlord demand for agency services in response to the change
in landlord fees. The listings data also gives information on agency entry and exit, while the HM Land

Registry data gives information on sales, which allows us to learn about landlord exit.
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3.2 Regression specifications

3.2.1 Identification

The empirical framework exploits differential exposure to the TFA due to differences in tenant fees
charged across letting agents prior to the introduction of the price cap. This exposure measure bares
resemblance to those used in the minimum wage literature where researchers typically use a “bite” mea-
sure calculated by the proportion of workers within a firm or area that are exposed, or the existing wage
gap in the firm to get workers to the upcoming level (e.g. see Dustmann et al. (2022); Cengiz et al.
(2019); Datta et al. (2019)). This identification strategy relies on a parallel trends assumption between
firms more and less exposed to the TFA, such that firms less exposed to the TFA act as a reasonable
counterfactual as those more exposed. Figure 4 presents the distribution of landlord fees prior to the
introduction of the reform and shows considerable variation in pre-reform fees. For landlord fees we only
have data for two periods (pre and post), which precludes testing for parallel trends, though for other
outcomes it is testable. Given menu costs and the low inflation environment at the time, we suspect
that fees are updated irregularly, which give credence to the above assumption. When collecting the fee
data we found evidence suggesting this, for example menus of fees in PDF form with a date from 3 years

prior to scraping.

Figure 4: Tenant Fee Distribution Pre Reform

15+
Median=408

Percent
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Notes: The figure presents a histogram of Tenant fees, for a 2 person rental contract, prior to the introduction of
the Tenant Fees Act. The sample is based on the 2500 scraped fees described in section 3.1.

As discussed in section 2.2 the aggregate and distributional effects of the policy are ex-ante quantitatively
and qualitatively ambiguous and depend on the structure of the market for letting agent services and

rental properties.
To evaluate the policy we estimate three key objects for each market: The price pass-through, the demand

and the net exit as a consequence of the policy. We will now discuss each of these six specification in

turn.
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3.2.2 The market for letting agent services

Pass-through into landlord fees We estimate the pass-through of the ban of tenant fees from the

tenant fees act into landlord fees based on a standard two-way fixed effects diff-in-diff specification:
LFo =~ +vt + B1TFat + €at (14)

where LF,; and TF,; are the landlord and the tenant fee of agency a at time ¢, and ~y, and ; are agency
and time fixed effect. Given the available data t is either the period before the reform or the period after,
TF,; is constructed to represent the exposure, and thus is equal to pre-reform fee in the post period, and
set to £50 in the pre-period. Under the assumptions discussed in section 3.2.1, Bl estimates the causal

pass-through of the reform into landlord fees.

Landlord demand elasticity for letting agent services To complement the results on the price
pass-through, we estimate the demand elasticity of landlords with respect to letting agent services.

We use an estimation approach akin to that in Bayer et al. (2007), based on a McFadden (1973) style
random utility model. The approach bears some resemblance to a BLP (Berry et al., 1995) type estimator,
albeit using matched landlord-agency micro data, with fully observable choice sets, and a “natural
experiment” instrument. The indirect utility for a landlord j, staying in the market and choosing agency

a is

Via = 0a + Aja + €ja (15)

where

6a = ﬂO:L’Xa - ﬁOpffL + ga (16)

where X, are observable agency characteristics and &, is an agency level shock which can be considered

related to unobserved quality and

K K
Nja = <Z 5kXijXa> - (Z 5kkajfaLL> (17)
k=1

k=1
where Z; are landlord level characteristics. We assume ¢, in equation 15 follows an extreme value type

1 distribution'® which gives rise to a logit choice problem of the form:

exp(0a + Aja)
Zm exp(Om + Ojm)

Pjo = (18)

This estimator allows heterogeneous preferences across landlord types for agency characteristics as well
as landlords fees (i.e. prices). The first step in the estimation process is to estimate equation (18) for
the pre- and post-reform periods separately which in turn gives rise to estimates of mean indirect utility

dqt where t € {pre,post}. The second step then involves an IV estimation of the form

3at - BQLFat + Ya + Yet + Eat (19)

where fEL is instrumented with TF,;. The agency-level own price elasticities are then calculated ac-

cording to

10This imposes a log-concave demand strcuture, consistent with the first set of results in the next section suggesting
imperfect pass through.
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_ Zj Pjaﬁ?faLL(]' - Pja)

Naa (20)
Zj Pja

Letting agent exit To fully characterize the effect of the policy on the market for letting agent services
we lastly look at whether the reform induced agents to exit the market, as the reform potentially reduced

their profits. In order to do that we run the following specification:
]lt[# LlStlngS > O]Gt = 63TFat —+ Yet + Eat (21)

where 1;[# Listings > 0]4: is a dummy equal to one if agency a has any listings in month ¢. TFy; is
the value of tenant fees in the pre-period minus £50 which the maximum value post reform, so it is a
measure of treatment intensity of the policy. 7, and ~.; are agency and postal area x time fixed effects.
So a negative value of 85 would indicate that firms with higher exposure to the reform are more likely
to exit (less likely to keep participating in the market). For robustness, we also exploit the variation

between England (treated) and Scotland!! and perform an event study of the form

Participationg; = Z Ba,; [Li]t = j] X Englandg] + Yo + 7t + €at (22)
A1

3.2.3 The market for rental properties

Next, we turn to the market for rental properties where landlords set the rent and tenants decide which

property to rent.

Pass-through into rents First, we estimate the pass-through of the reform-induced reduction in

tenant fees into rents, using a similar design as before:
rentpalt = B5TFy; + Yp + Vit + Ya + Epalt (23)

where renty,; is the rent asked by the landlord for property p advertised by agent a in location (postal
district) ! in month ¢. TF, is the same measure of exposure to the Tenant Fees Act used previously. 7,,
;¢ and -y, are respectively property, location-month and agency fixed effects. The main coefficient of
interest 5 identifies the pound-per-pound pass-through of a reform-induced change in tenant fees into
rental prices. There is a valid question regarding inference for the property level regressions of this form.
Traditionally researchers have clustered standard errors at the level of variation (here the agency-period).
However, recent evidence has suggested that when using proportionally large samples of the population
this is likely to result in conservative estimates of standard errors (Abadie et al., 2023). In our setting
we are utilising the quasi universe (recent estimates suggest around 95%) of the British rental market.
While there is no obvious alternative (solutions suggested in Abadie et al. (2023) are unsuitable for our
setting) we opt for transparency and present both the standard errors clustered at the level of variation,

as well as the heteroskedastic robust (unclustered) standard errors.

Tenant demand for rental properties We then turn to the demand of tenants with respect to

tenant fees, which we estimated as follows:

Time on marketpair = Bslog(Cost of rentingy,q;;) +¥p + Vit + Ya + Eepatt (24)

1 Scotland banned tenant fees already in 2012, so forms a suitable control group for our time period.
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where Time on market,q;; is the months advert £ of property p is advertised by agency a in location [ in
month ¢ (which is based on the date the advert is uploaded) before it is rented out. Our key variable of
interest the Cost of rentinggp,; is defined as the tenant fee of the advertising agency and twelve months of
rent as indicated on advert £. To identify the demand of tenants with respect to tenant fees we instrument
the cost of renting with T'Fy;. The interpretation of 36 will depend on the value of 32. In the presence
of an imperfect pass through to rents (0 < 2 < 1), B¢ picks up a combination of the responsiveness to
both the rental price and the tenant fees. If S5 = 1, then all tenant fees are passed through to rents, and
the total cost of renting will be unchanged, such that the first stage in the IV would fail the relevance
condition. In this case we could identify differential sensitivity of tenants to rental prices and fees by
testing whether changes in tenant fees affect the time on the market, even without affecting rental prices
(i.e. whethere there is a significant effect in the reduced form regression associated with equation 24).
If B2 = 0, which would suggest it’s optimal for landlords to perfectly absorb any cost changes indicative
of high sensitivity of tenants to rental prices, then Bg picks up the semi-elastic response of time on the
market to a change in just the fee component of the total cost. Given the model in section 2.2 allows
differential attention to the two cost components of renting, these interactions between pass-throughs to
landlords and the responsiveness of tenants to rental prices and fees are crucial for our understanding of

the market and the effects of the policy.

Landlord exit Lastly, we estimate the effect of the reform on the exit of landlords from the rental
market, as the reform might have induced a reduction in the return to rental properties. To do that
we look at different indicators of landlord entry and exit at the market level and regress them on the

market-level exposure to the Tenant Fees Act, based on the following specification:

Yet = B7 | 1;[Post, = 1] x ]X?: TF,|  + e+ Yt + epalt (25)

a et
where y.; are different measures of market entry and exit in postal area e at month ¢. In particular, we
look at the average rent and average sales prices of residential properties. We measure the market-level
exposure to the reform as the weighted average pre-reform tenant fee of the active agencies where the
weights are the market shares of the agencies. We further control for postal area fixed effects (7.) as well
as region x month fixed effect (v,;). The idea behind this estimation is that in the presence of landlord
net exit, we would expect average rental prices to increase (as rental supply drops) and for transaction

sales prices to go down (as sales supply increases).

4 Results

We now turn to the results documenting the adjustment in the market for letting agent services and
the rental market to the reform along the three dimensions: price pass-through, demand sensitivity and

market entry and exit.

4.1 The market for letting agents

We find that the forced reduction of tenant fees is passed through imperfectly into landlord fees (see
table 1). Columns (1) and (2) present results from equation 14 and indicate that for the managing a
property service the pass-trhough is just below 20p on the pound while for the service to find a tenant

it is 30p, respectively.
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Table 1: Pass through to Landlords and landlord demand for letting agent services

(1) (2) (3)

First Stage - Passthrough First Stage - Passthrough Reduced Form - Demand

Managed fees Find fees Oa
TF, 0.185*** 0.282%** 0.00017**
(0.0278) (0.0514) (0.000797)
Agent FEs Yes Yes Yes
Period FEs Yes Yes Yes
Observations 4104 4104 4104
Implied Median Elasticity (7aq) -2.1 -0.8

Note: The table presents estimates for 31 from equation (14) in columns (1) and (2) and the estimate of B2 from the reduced
form version of equation (19) in column (3). Standard errors are reported in parentheses and clustered at agency X period
level. The bottom row calculates the median implied elasticity of demand dividing column (8) with the respective first-stage
estimate as calculated based on equation 20. * p < 0.10, ** p < 0.05, *** p < 0.01

These low pass-through rates are already indicative that agents face some degree of competitive pressure
in the market for letting agent services. These findings are corroborated by our estimates of the landlord
demand elasticity. Column (3) in table 1 presents the reduced form version of equation 19, and the
bottom row presents the implied median elasticity of demand (7j,,) as calculated by equation (20) where
32 is calculated by dividing the coefficient in column (3) with the associated first stage coefficient. The
results indicate that landlords are relatively sensitive to prices but the market departs strongly from a
perfect competition setting. Survey evidence suggests that approximately 60% of landlords use a Fully
Managed service while the remaining 40% use a Find only service. Therefore taking a weighted average
this implies a pass-through of approximately 22% and an elasticity of -1.6. For reference, if we assumed
a constant elasticity (which is inconsistent with the finding of a log concave demand curve) the estimate

would imply a markup of 2.7.

Lastly, we provide evidence on the exit of letting agents (table 2 based on equation 21), note that the
dependent variable is market participation (i.e. inverse exit). There is no statistically significant effect
of exposure to the reform on market exit and the estimated coefficient is also small in economic terms
suggesting that an average exposure to the reform is associated with a 0.62 percentage point increase in
participation. Figure 12 in the appendix presents the event study exploiting variation to exposure across

England and Scotland and demonstrates parallel pre-trends and a relative precise null result.

Table 2: Market Participation

(1)

TF,; -0.00000143
(0.0000429)
Sample Full
Postarea x Year-Month FEs Yes
Obs. 99892

Note: The table presents estimates for ,33 from equation (21). Standard errors are reported in parentheses and clustered
at agency X period. * p < 0.10, ** p < 0.05, *** p < 0.01

4.2 The rental market

First, we study the pass-through of the changes in tenant fees into rental prices (equation 23, table
3). As we have data on both the initial ask price, all changes in ask price over time, and the final ask

price we exploit this feature of the data. Column (1) displays the average pass-through into the initial
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advertised ask price that is statistically indistinguishable from 0 but estimated somewhat imprecisely.
Column (2) displays the effect on the final ask price where the coefficient becomes economically smaller
and turns negative. We then restrict the sample to those properties that do not change the advertising
agents, since landlords that change agent might face a lower or no increase in costs that they need to
pass on. For the initial ask price we now find a larger estimate that is statistically significant at the 5%
level (column 3) when using robust standard errors. When looking at the final ask price the estimate
again becomes smaller and not statistically different from zero (column 4). These results suggest that
landlords attempt to pass some costs through to tenants in the form of higher rental prices, but struggle
to do so and thus have to drop prices. An inability to increase rental prices is indicative of a highly
rental price competitive market. This effect is more pronounced for those landlords that don’t switch.
Column (2) however represents the final average pass through to rental prices, suggesting renters keep
all the monetary benefits from the policy. Table 7 in the appendix presents placebo tests using different
treatment dates and dropping the post period sample, demonstrating null effects for all variations using
the price last as the dependent variable. The exercise suggests confidence in parallel trends assumption

underpinning the identification strategy.

Table 3: Pass-through into rents

Rental price

(1) (2) (3) (4)

Initial ask Last ask Initial ask Last ask

TFu 0.00854 -0.0227 0.111 0.0696
clustered (0.0837)  (0.0775)  (0.0759)  (0.0738)
robust (0.0620)  (0.0587) (0.0561)**  (0.0543)
Property FEs Yes Yes Yes Yes
District x Year-Month FEs Yes Yes Yes Yes
Agency FEs Yes Yes Yes Yes
Sample All All No agency change
Observations 1297888 1297888 968152 968152

Note: The table presents estimates for 35 from equation (23) with the dependent variable rentpqyy as the initial advertised
ask price and the final ask price. In columns (1) and (2), the regressions are performed on the entire sample. In columns
(3) and (4), the sample is restricted to properties that do not change advertising agents. Two sets of standard errors are
reported in parentheses, heteroskedatstic-robust and clustered at agency X period. * p < 0.10, ** p < 0.05, *** p < 0.01

Next, we estimate the effect of the change in the total cost of renting due to the reform on the demand
of tenants as measured by the time a property is on the market, using the reform-induced change in the
tenant fee as an instrument for the total cost of renting (equation 24, table 4). Given the lack of pass
through of tenant fees into rental prices as documented in table 3, these estimates are informative about
the elasticity of tenants with respect to tenant fees.!? We find that a 10% increase in the total cost of
renting (induced by changing tenant fees) increases the listing time by 6 days, hence documenting a very
low demand sensitivity of tenants with respect to cost changes induced by tenant fees. The fact that
landlords are unable to pass through the cost of higher landlord fees to tenants in the form of higher
rental prices, while tenants are price insensitive to changes in total cost of renting as a result of changes
in tenant fees suggests that tenants are differentially sensitive to rents and fees. Table 8 in the appendix
presents placebo estimates varying the treatment date while dropping the post period, where we find

null results for all specifications, supporting the parallel trend assumption.

121f there was incomplete pass through of tenant fees to rental prices, the cost of renting would have changed as a result
of changes to both rental prices and tenant fees, implying we wouldn’t be pinning down the elasticity to only one of the
prices, but a mixture of the two.
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Table 4: Tenant demand sensitivity for property prices

Listing time in months

(1) (2)

Cost of renting,,; 0.00173
(0.00128)
log(Cost of rentingy,,;; ) 1.965
(1.448)
Property FEs Yes Yes
District x Year-Month FEs Yes Yes
Agency FEs Yes Yes
Observations 1297888 1297888
First stage F stat. 174.0 319.5

Note: The table presents estimates for 5’6 from equation (24). The variable Cost of rentingppqe 1S instrumented with the
treatment intensity interacted with T Fqt. The table reports the first stage F statistics. Standard errors are reported in
parentheses and clustered at agency X period. * p < 0.10, ** p < 0.05, *** p < 0.01

Lastly, we look at whether market-level exposure to the reform affects the net exit of landlords (equation
25, table 5). Column (1) looks at the impact on average rental price and column (2) on the average price
of sales in an area. In the presence of market exit by landlords we would expect average rent to increase
and sales prices to go down. We find the opposite in both cases, and all have small effect sizes and are
statistically insignificant. The specifications in column (2) is able to use longer panels, as they rely on
the HMLR transaction data which is updated frequently, capturing more longer run effects up to 3 years

after the reform.

Table 5: EQ adjustments landlords

(1) (2)

Log avg rent Log avg price

TF area X Post -0.0000517 0.0000487
(0.0000665) (0.0000113)
Area FEs Yes Yes
Region x Year-Month FEs Yes Yes
Observations 7295 9730
Sample Period 2015-2020 2015-2023.5

Note: The table presents estimates for Br from equation (25) with the dependent variable yet as the log average rent and
average price in area e at time t. The table reports the sample period for each regression. Standard errors are reported in
parentheses and clustered at area X period. * p < 0.10, ** p < 0.05, *** p < 0.01

4.3 Implications for the conceptual framework

The results in sections 4.1 and 4.2 map directly to the theoretical frameworkand its key parameters laid
out in section 2.2. The pass-through (prr) to landlord fees of 22% and elasticity of landlord service
demand (g1) of -1.6 can be combined through equation 8 to back out the second order elasticity of
landlord demand for letting agent services. The resulting second-order elasticity of 9.7 implies strong
local concavity in the landlord-agency demand curve. The lack of exit of letting agents after they absorb
around 78% of the negative revenue shock suggests the existence of supernormal profits prior to the
reform.

The fact that landlords do not pass through anything into rental prices ( pr = 0) suggests there must
be strong local concavity in demand for rental properties. Formally é [1 — paeh] needs to be close to
—00 80 either e5 = 0 or psel, = 00. €3 = 0 is not feasible because otherwise = oo, which in turn

implies €}, = oo and therefore tenants are locally very responsive to f!. Conversely however, we find
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Table 6: The effects of the Tenancy Fee Act on quality ratings of agencies

(1) (2)

Reviews by Tenants Reviews by Landlord

TFy 0.00338*** -0.000378
(0.000635) (0.00117)
(0.000695) (0.00115)
Postarea x Period FEs Yes Yes
Agency FEs Yes Yes
Obs 2980 1341
Mean 3.173 4.067

Note: The table presents estimates for Bs from equation (26) with the dependent variable yqetr as the tenant or landlord
reviews for the agency a in area e at time t. Standard errors are reported in parentheses and clustered at agency X period.
* p<0.10, ** p < 0.05, *** p < 0.01

no sensitivity in demand for rental properties with respective to changes in the tenant fee implying that
tenant fees (fI') must have been below the tenants willingness to pay (fI). These two facts combined
imply that tenants are very locally responsive to rental price changes, but very insensitive to tenant fees.
These results suggests that tenants are inattentive to tenant fees. Furthermore, as we find no market
exit for landlords, this suggests there must exist some supernormal profits or large exit costs, as we know

they are absorbing approximately 22% of the reform revenue shock.

4.4 Additional empirical results

We have shown empirically that letting agents partly absorbed and partly passed through the reduction
in tenant fees into landlord fees. Another margin of adjustment that would have important welfare
implications but does not feature in our model are adjustments in the service quality of agencies. A
reduction in income from the reform could lead agents to reduce the quality they are offering. To explore
this mechanism in the data we use scrapped data from the leading online review platform of letting
agencies (https://www.allagents.co.uk/) and evaluate the effect of the Tenancy Fee Act on quality

using our standard specification:

Yaet = /BSTF(Lt + Vet + Ya + Eaet (26)

where yqe¢ is the average review score (from 1 to 5 stars) of agency a located in postal area e in period
t. We calculate the quality score of an agency by aggregating reviews to yearly intervals.!> The results
are displayed in table 6. Column (1) reports the results for reviews by tenants, while column (2) reports
results for landlord reviews. We see that agents more exposed to the reform experience a significant
increase in the quality of their reviews by tenants and no change in landlord reviews. Both these results
are at odds with the hypothesis in the decline of service quality which would predict a negative correlation
between the exposure to the reform and reviews. The insignificant results for landlords suggests that
there was no change in service quality while the positive effect on tenant reviews is likely driven by less
tenants complaining about fees. The corresponding event study estimates are presented in figure 13 in

the appendix and demonstrate parallel-trends in the pre period.

5 Conclusion and policy implications

With housing costs rising in metropolitan areas across advanced economies, housing affordability has

returned to the top of the policy agenda. Since traditional policy tools such as rent controls have adverse

13To coincide with the timing of the reform we aggregate the intervals June - May.
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general equilibrium effects reducing housing supply, policy makers have turned to novel instruments in-
cluding price regulation in the market for letting agents. The efficacy of such policies hinges crucially
on the market micro structure. We highlight this dependence for the case of price regulation in a thick
two-sided market by developing a theoretical framework, in which we derive different policy implications

depending on the presence of fee inattention driven by information frictions and idiosyncratic preferences.

We then use exogenous variation from the Tenant Fees Act, enacted by the UK government in 2019 to
estimate the key parameters pinning down the market structure in the UK rental market and the market
for letting agents that determine the effects of the policy. Our estimates provide strong evidence for
the presence of inattention by tenants to letting agents fees, and locally concave demand functions. We
find a pass-through of 20 to 30p on the pound of the forced reduction of tenant fees into landlord fees.
The associated demand response of landlords suggests a demand elasticity of -1.6 and a second-order
elasticity of 9.7, indicating a locally concave demand curve. Landlords are unable to pass through the
increase in landlord fees to tenants highlighting their high local sensitivity to rent. Conversely, tenants
are insensitive to tenant fees suggesting the presence of inattention to this particular price. We don’t
find any effects on net entry/exit in the market for letting agents or landlords such that the policy does
not seem to have any adverse effect on the supply of rental properties. These findings are in line with
the presence of supernormal profits of both agencies and landlords that the policy reduces while tenants
benefit from a lower cost of renting from the policy. These effects of the policy crucially rely on the
presence of information frictions between tenants and letting agents that give rise to economic rents that
the policy regulates away. Overall, we highlight the importance of studying the market microstructure

when evaluating economic policies.
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Appendix

A Additional Tables

Table 7: Pass-through into rents placebo

Rental price
Initial ask  Last ask Initial ask  Last ask

(1) (2) (3) (4)
TFy: -0.0582 0.00424 -0.0774 -0.0464
clustered (0.145) (0.154) (0.107) (0.109)
robust (0.0490) (0.0500) (0.0581) (0.0851)
Property FEs Yes Yes Yes Yes
District x Year-month FEs Yes Yes Yes Yes
Agency FEs Yes Yes Yes Yes
Post date June 2017 Dec 2017  June 2018 Dec 2018
Obs 981572 981572 981572 981572

Note: The table presents estimates for /5’5 from equation (23) with the dependent variable rentpq;; as the final ask price, but
using various placebo treatment dates. The sample includes the pre-treatment period of observations. Two sets of standard
errors are reported in parentheses, heteroskedatstic-robust and clustered at agency X period. * p < 0.10, ** p < 0.0

p < 0.01

Table 8: Tenant demand sensitivity for property prices placebo

Listing time in months

(1) (2) (3) (4)

TFu -0.000115 -0.0000427  -0.0000280  -0.0000713

(0.0000790)  (0.0000819) (0.0000886) (0.0000930)
Property FEs Yes Yes Yes Yes
District x Year-Month FEs Yes Yes Yes Yes
Agency FEs Yes Yes Yes Yes
Post date June 2017 Dec 2017 June 2018 Dec 2018
Obs 981646 981646 981646 981646

Note: The table presents the reduced from equivalent estimates for B(, from equation (24), but using various placebo
treatment dates. The sample includes the pre-treatment period of observations. Standard errors are reported in parentheses

and clustered at agency X period. * p < 0.10, ** p < 0.05, *** p < 0.01
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B Additional Figures

Figure 5: Example Landlord Fees

Landlords Fees

Tenant Find (Introduction Only)

90% of the first months full rent (inc
VAT) - subject to property valuation

Fully Managed

12% (inc VAT) - subject to property
valuation

Setup Fee for Fully Managed (Landlords Share)

» Agree the market rent and find a tenant in
accordance with the landlord guidelines

+ Advise on refurbishment

» Provide guidance on compliance with
statutory provisions and letting consents

« Carry out accompanied viewings (as
appropriate)

» Market the property and advertise on
relevant portals

« Erect board outside property in accordance
with Town and Country Planning Act 1990

60% of the first months full rent (inc
VAT)

Inventory Fee (landlords share)

» Dependent on the number of bedrooms
and/or the size of the property and
outbuildings

£120 (inc VAT) for a 1 Bedroom
Property and £30 (inc VAT) for each
additional bedroom

Notes: The figure presents an example of a landlord fee schedule.
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Initial Fees

Figure 6: Example Tenant Fees

£315.00 + VAT (£378.00 inc VAT)
£100.00 + VAT (£120.00 inc VAT)
£105.00 + VAT (£126.00 inc VAT)
£415.00 + VAT (£498.00 inc VAT)

£100.00 + VAT (£120.00 inc VAT)

£2500 + VAT
£35.00 + VAT

(£30.00 inc VAT)
(£42.00 inc VAT)

Referencing fee, set up fee and contribution to the tenancy agreement for 1 adult applicant
For each additional adult applicant
Check out fee

Referencing fee, set up fee and contribution to the tenancy agreement for a company
tenant

For each guarantor, if applicable
For changing any terms that have already been agreed (e.g. changing tenancy start date)
For undertaking Right to Rent review checks where a time limit has been established

Please note all the charges above are non-refundable

Additional fees that may be payable during the tenancy term

General Fees - payable to Leaders

£35.00 + VAT
£35.00 + VAT
£2500 + VAT
£2500 + VAT

£25.00 + VAT
£60.00 + VAT
£2500 + VAT

£50.00 + VAT

£2500 + VAT
£75.00 + VAT

(£42.00 inc VAT)
(£42.00 inc VAT)
(£30.00 inc VAT)
(£30.00 inc VAT)

(£30.00 inc VAT
(£72.00 inc VAT)
(£30.00 inc VAT)

(£60.00 inc VAT)

(£30.00 inc VAT)
(£90.00 inc VAT)

£175.00 + VAT (£210.00 inc VAT)

For any aborted pre-arranged visit to the property.

For supplying any written reference to any party.

Per additional account to allocate any refund of deposit to multiple accounts.

For any refund of a tenancy deposit by cheque; no charge is payable when the refund is
made via BACS.

For a replacement copy of the Inventory and Schedule of Condition.

For each or any Endorsement to the Tenancy Agreement.

For any refund of overpaid rent as a result of any failure by the tenant to cancel
the standing order mandate.

For the first instruction to a contractor and supervision of works noted as tenant
responsibility following tenancy check out

For each subsequent instruction to any contractor

For producing, subject to landlord consent, a new Tenancy Agreement where the
tenant wishes to rescind a notice to surrender and remain in the property.

For any unlawful termination of the Tenancy Agreement.

Default Fees - payable in connection with any tenant default during the term of the tenancy

£3500 + VAT
£35.00 + VAT
£680.00 + VAT
£45.00 + VAT
£55.00 + VAT

(£42.00 inc VAT)
(£42.00 inc VAT)
(£96.00 inc VAT)
(£54.00 inc VAT)
(£66.00 inc VAT)

For any letter

For any payment reminder letter in respect of the No Deposit Option

For the service of any notice

For any visit to the property made by the staff of the landlord’s agent

Per month for each month a tracing agent is instructed to locate any tenant who
has vacated the property without providing a forwarding address. In addition, the
tenant will be responsible to the agent for the fees charged by the tracing agent.

Notes: The figure presents an example of a tenant fee schedule.

26



Figure 7: Property search interface for tenants

Properties to rent
Search flats and houses to rent in the UK.

Search area

e.g. Oxford or NW3 ]

Min beds Max price
No min A4 ] No max A ]
Property type

. Show all D Detached
D Semi-detached D Terraced

D Flats

Notes: The figure presents an example of the search process for a rental property.

Figure 8: Property search results overview page

Enter a location Radius Bedrooms Price Property type

E2 X This area only s

Any beds W l Any price ~ l Show all Av l l ‘H, Filters l

(I Mapview | L. GCreate alert

AlL studios to rent in E2

JUST ADDED ) Save

£2,250 pcm "
Nearby towns and cities

£519 pw

1 1
& B Tower Hamlets Haekneay
Studio to rent Islington Cemean
Cambridge Heath Rood, Cambridge Heath, Londan £2
“Alternative Deposit Option Availoble* A bright and Southwark Newham

spacious third floor (with Lift) apartment forming part of @ Waltham Forast  Haringay
boutique warehouse-stuls ..

Listed o 15th Jun 2025 Lambsath Lewisham
Aveilable from Z2nd Aug 2024 Wastminster Graanmwich
. Wandsworth Brant
R, Call &2 Email
Barnat Hammaersmith and
Fulham
- Barkin Dagenham
JUST ADDED < Save < <

Ealing Hounslow
£2,000 pcm
£462 pw

=1 B @1 Damssan

1bed flat to rent

Wilmot Street, Bethnol Green, London E2

Related searches

New homas in E2
Short Let. & well presented 1 bed flot is s=t in o superb period
mansion block. Boasting a light and airy feel, it overlocks Propartiss for sala In E2
the green spoce of

Explora houss pricss in E2
Listed an15th Jun 2024

Find Letting agents in E2

%, Call 2 Email Commercial properties to rent In E2

Notes: The figure presents an example of the search process for a rental property.
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Figure 9: Individual property page

200PLA Forsole Torent Newhomes Houseprices Agentvoluation Instant valuation MyHome Saved Signin

4 Back to search results

Foxtons -
Shoreditch

View agent properties >

[ %, Call agent l

1- e

JUST ADDED

£2,000 pcm £482pw iy Tenaney information

1bed flat to rent
Wilmot Street, Bethnal Green, London E2

b= 1bed B 1bath [ 1reception 17 375sa.ft

Check energy costs with E.ON Next

Deposit Gouncil tax band @
£700 TBG

Letting arrangements

Ask agent

Notes: The figure presents an example of the search process for a rental property.

Figure 10: Landlord motives for renting out a property

providing housing as an employer
temporary investment

full-time business

part-time business

as a residential landlord
investment for capital growth
investment for rental income

long-term investment for pension

20 40 60
Percentage

o

Notes: The figure presents a bar chart on motives for being a landlord. Source: English Housing Survey.
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Figure 11: Passthroughs and Demand Structure

AP

f mc

Q Q

Notes: The figure presents graphs on the impact of the passthrough as a function of the concavity or convexity of
the associated demand functions.

Figure 12: Market Participation Event Study

Market participation
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Notes: The figure presents estimates of ﬂ;,j from equation 22, where the bars represent 95% confidence intervals.
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Figure 13: Agency quality of reviews event study

(a) Reviews from Tenants (b) Reviews from Landlords
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Notes: The figure presents event study estimates of /Bé,j from an equivalent event study specification to equation
26, where the bars represent 95% confidence intervals.
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