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Abstract  
Standard microeconomic theory warns us that price controls create incentives 
for non compliance. In this paper we analyze the suppliers’ compliance with price 
ceilings decisions in a competitive sector, focusing on rent controls. We conclude 
that, first, forcing a non-complying landlord to simply return all payments in ex-
cess of the maximum allowed amount constitutes an implicit, nevertheless effec-
tive, real penalty. Second, instead of bringing the price back to its free market 
level, black market results to some implicitly defined ceiling, above the legal one.
Third, as the gap between the ceiling and the free market price increases, the ef-
ficiency of fixed fines relative to that of proportional fines is reduced.
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2. Examples of ceilings can also be found on basic foodstuff prices during periods of great adversity 
(war, severe production shortages, etc.)

3. See Basu and Emerson (2000, 2003) for the asymmetric treatment between old and new tenants
4. The literature on rent controls, both theoretical and empirical, is enormous. For instance, Thies 

(1993) examines search costs and efficiency; Glaeser and Luttmer (2003) evaluate empirically
the cost of apartment misallocation in New York. Little, however, has been done on compliance 
issues.

5. See, among others, Lee (1978), Chen and Rosenthal (1996), and Knittel and Stango (2003).
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6. We are grateful to the referee of this journal for pointing this out.
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7. This result will be analyzed below.
8. Grenier (1982) points out this paradox in regard to compliance with minimum wage laws (price 

floors). In that case the crucial factor is labor demand (rather than supply) elasticity.
9. It is well known that in the long run supply is more elastic than in the short run (on rent supply 

elasticities, see Turner and Malpezzi (2003). This implies that compliance problems are more 
severe in the short run.
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