Policy: briefing

Generation Rent: learning
from different rental markets

International policy solutions for striking the balance
between landlord and tenant interests

Introduction

In the last decade, the private rented sector in
England has grown by almost 1.5 million
households, at a time when home ownership and
social housing have been in steady decline.!

Many people think of private tenants as young
professionals or students. Yet, of the 3.4 million
households now renting privately, more than one
million are families with children,” many with no
other option but to be private tenants for the
foreseeable future. Recent policy changes,
combined with a lack of new affordable homes and
high house prices, mean that the sector is likely to
continue to grow, particularly among low-middle
income families and vulnerable groups.

'‘Generation Rent' is here to stay and it is right that
we consider options to make sure that the place
they live is their home. The purpose of this briefing
is to understand how other countries’ private rented
sectors work and to identify opportunities to learn
from others’ experience to inform a discussion on
how private renting delivers quality, stable homes
for all households that live in it, particularly families.

The recent growth of private renting in England is
commonly attributed to changes in the sector
under the Housing Act 1988, when a strictly
controlled, long-term tenancy regime was
replaced with short-term tenancies. This briefing
will highlight that this is a false assumption.

The language of 'regulation’ and 'de-regulation’
suggests that there is a simple black and white
divide between the two; that a country’s private
rented sector is either one or the other. The
implied contrast is between ‘red tape’ and
‘bureaucracy’ in the past, versus freedom and
flexibility under the current system. By looking at
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the different systems for governing private renting
around the world, we see different systems can be
better understood as a broad spectrum of options.
The various models share many similar attributes
and exemptions, and all seek to balance the
interests of tenants and landlords.

How do private rented sectors
compare?

Private rented sectors in developed countries have
in common that private landlords, predominantly
individuals and couples, provide housing to a
diverse range of households.

Considering a broad sample of OECD countries,
tenants have a legal minimum length of time within
which their landlord cannot evict them without
grounds, and most have some restrictions on the
frequency and/or the extent that landlords can
increase rents. Generally landlords access some
kind of tax-based subsidy on their rental income,
although this varies between countries. The
following figures illustrate how different private
rented sectors in OECD countries operate.

Levels of stability in the private rented sector
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Source: LSE London, 2011. Towards a sustainable private
rented sector: The lessons from other countries.
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England in 2011. The minimum secure period is 6
months. Initial rents are determined by the market,
and landlords can increase the rent as high as they
want at annual intervals. During a secure period the
tenant cannot give notice, and the landlord can evict
the tenant for rent arrears. Outside the secure
period, tenants can give 1 months notice, while
landlords can give 2 months notice with no specific
reason.

France. The secure period is 3 years. Initial
rents are determined by the market, but can
then only be increased in line with a national
rent index. Tenants can give 3 months notice
to leave at any time, and the landlord can
evict tenant for non-payment of rent.

England
2011

restrictions.

Republic of Ireland. The secure period is
3.5 years after a 6 month introductory
tenancy. Initial rents are determined by the
market, and landlords can increase them
annually by no more than the market
average. Tenants must give longer notice
(up to 2 months) the longer they stay.
Landlords can evict tenants for non-
payment of rent, overcrowding or if the
landlord intends to re-occupy or sell the
home, refurbish it or change its business
use.

Spain. The secure period is 5
years. Initial rents are determined
by the market, but can then only
be increased in line with the
Consumer Price Index. Tenants
can give 1 months notice to leave
at annual intervals, and the
landlord can evict tenant for non-
payment of rent, anti-social
behaviour or ‘immoral’ use of
premises.

Medium-term contracts
and moderate rent-

restrictions.

S

Republic of Ireland

Progressive contracts and market
rent-restrictions.

Spain

Medium-term contracts and
moderate rent-restrictions.

Germany

Indefinite contracts and moderate rent restrictions.

England 1965 — 1988

Indefinite contracts and extensive rent restrictions.

Germany. Tenancies are indefinite. Initial rents are
determined by the market, but there are penalties for landlords
who set rents 20% above the market average. Tenants can
give 3 months notice to leave at any time, and the landlord can
evict tenant for non-payment of rent, if landlord wishes to use
the property for themselves or their family, or if the rent is no
longer ‘economically justifiable’.

England 1965 - 1988. Tenancies were indefinite. Initial rents were
determined by rent officers and were significantly below market
rents. Rents could be increased every two years, calculated by a
formula based on improvements and subject to an overall cap and
the approval of rent officers. Tenants could give 1 months notice at
any time, while landlords could only evict a tenant subject to a
court’s decision on rent arrears or breach of contract.

notice at any point, while in Spain and England this
is typically restricted to the lead up to the end of an
annual interval or fixed period. Longer tenancies
are often coupled with a requirement to give longer
notice to leave, but this is rarely unreasonable. This
can help landlords to reduce losses caused by void
periods.

Stability for tenants

Different countries give tenants widely differing
minimum tenancy lengths - from 3 years in France
to indefinite tenancies in Germany. The English
private rented sector is exceptional in offering
tenants very short periods of security, often only six
months. Landlords can also raise the rent as high
as they want at annual intervals or the renewal of
the tenancy agreement. This can undermine the
stability and affordability of tenants' homes, even if
they pay their rent on time and comply fully with
their tenancy agreement.

Security for landlords

All private rented systems give landlords the power
to evict tenants who do not pay their rent or who
breach the terms of their contract. This allows
landlords to protect themselves against the risk of
default on their mortgage or losses as a result of

Flexibility for tenants

Most countries' private renting systems give tenants
the opportunity to end the agreement at a time that
suits them, as long as they give prescribed notice.
In France, Germany and Ireland, tenants can give

damage. The real difference is in landlords’
confidence in the court process and the associated
costs of evicting non-paying tenants. Slow and/or
complex court processes can undermine landlords'
financial security.



Flexibility for landlords
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not matched by long-term tax incentives available in
other systems that offer tenants a similar degree of
stability.

Crucially, private renting systems which offer
tenants greater stability are still able to attract a
large number of individuals and couples to be
private landlords. Even Germany’s comparatively
low 60 per cent individuals and couples is still a
significant number considering the size of the
sector in Germany, and the popular conception that
the German private rented sector is dominated by
large institutional landlords.

3, ' T
Small landlords' refers to landlords who are individuals and
couples.

Sources: LSE London, 2011. Towards a sustainable private
rented sector: The lessons from other countries.
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economic rationality of landlords.




International learning: towards a
more balanced private renting

system

All private rented sectors have similar
structures and attributes — the difference is
that they strike different balances between
the interests of landlords and tenants. In most
systems there is a quid pro quo — where
landlords offer longer stability for tenants,
there are often sensible exemptions, such as
landlords being able to regain possession of
the home if they intend to use it for
themselves or sell it.

Similarly, where in-tenancy rents cannot be
raised above a certain index, such as base
rates, there are typically other financial
incentives for landlords that help them make
reasonable profit.

Meanwhile, all private rented sectors
continue to offer flexibility for tenants who
want it with tenants able to give reasonable

Landlord interests
Swift recovery of assets
Capital appreciation
Tax breaks
Steady income

Tenant interests
Stability

Decent conditions
Home-making

notice to end the tenancy, showing that it is
possible to create tenancy regimes that offer both
stability and flexibility.

The key question facing the English private rented
sector is whether the existing balance is
appropriate for the current and future demographics
of the sector. While contracts exclusively offering
tenants short-term stability may have been
appropriate for a sector dominated by young
professionals, mobile workers and students; with
more than one million families with children renting
privately, the need for greater stability in the English
private rented sector is arguably growing. Longer
tenancies combined with reasonable notice periods
for tenants can allow the sector to work both for
mobile workers and households seeking greater
stability.

Many other countries have healthy private rented
sectors which offer tenants greater stability and
predictability. Even where tenants have stronger
legal protection, the vast majority of landlords are
individuals and couples with small portfolios, just as
in England. A quick look at other countries shows
that there are workable alternatives. The challenge
for policy-makers is, therefore, in achieving the right
balance.

Predictable rent costs




