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Abstract:

Governments in many European countries have required social housing providers to become
more market orientated and work more efficiently. As a result, the demarcation between the
activities of social and private landlords seem to have become more blurred, which has
presumably led to increased competitive pressures on both landlord groups. In an attempt to
create a better understanding of the basic conditions of a competitive relationship between
social and private renting providers, this paper sets out the idea of a market structure in
rental housing and makes a comparison between the situations in England and the
Netherlands.

In economic theory, market structure is defined by the degree of supply concentration,
existing barriers to entry and exit, and the extent of product differentiation. In the theoretical
part of the paper it is discussed how those three components apply to rental housing and why
some changes of the original concept of market structure seemto beinevitable.

The refined theoretical concept is then applied to rented housing in England and the
Netherlands. On the one hand, the comparative approach will show that market structures
can differ significantly across countries and with them the conditions for the competitive
behavior of rental housing providers. On the other hand, it will reveal the methodological
challenges that are involved with the analysis of rented housing, particularly private renting.
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Introduction

In many European countries the structure of rentedising provision has changed
substantially in recent years. Governments havgtgdo privatize social housing through the
transfer of public housing stock to private nonfpirbousing associations or even to profit-
oriented private enterprises. The changes in ovaiestructures have been complemented by
a stronger market orientation of social housingqgmesd, comprising significant cuts in public
subsidies for the supply of social housing. Consatly, even though social landlords
generally retain their non-profit business modegyt need to operate in ways that enable
them to be financially independent and viable. Asesult of the diversification of their
objective functions, social housing suppliers ofteek to operate in rental market segments
in which they can generate substantial profits +€wlare however fed back into the provision
of unprofitable social housing. Arguably, those coencialization and privatization processes
within the social housing sector do not only haxeeffect on social housing outcomes, but
also on the rented market as a whole, particuldrdy relation between social and market
rental suppliers.

In an attempt to characterize the relationship betwsocial and market renting in
various European countries, Haffner et al. (Haffeieal., 2009a; 2009b; Oxley et al., 2010;
Elsinga et al., 2009) apply mainstream economicepts such as rivalry between suppliers
and substitutability of the products that are aterAt the heart of their approach is that they
are able to classify the inter tenure relationstspeither competitive or uncompetitive. What
their work also shows it that the conditions focanpetitive relationship differ significantly
across countries, where the regulation of the tadal sectors is one of the key factors for
those differences.

Lennartz, Haffner, and Oxley (2009) elaborate as ititial approach by developing a
conceptual framework which can shed light on vagiagpects of competition between social
and market renting, including the behavior of giids of suppliers and consumers of rental
services, as well as the conditions for and effettheir behavior. Here, they adapt the neo-
classical Structure-Conduct-Performance (SCP) pgradto rental housing markets.
Generally, the SCP analyses the functionality amerielations of the three elements market
structure, firm conduct, and industry performan©e,(1995). The underlying hypothesis of
the SCP is that a stable causal relationship betweethree elements exists: The structure of
a market is exogenous; conduct and subsequentfgrpemce are structurally determined
variables.

This paper continues the conceptualization of t6® $f rental housing as it takes a
closer look at the link between rental market dtmes and social and private landlord
conduct. Here, the focus lies on the question of hiee impact of market structure on
behavior can be assessed in research practice. Mecesely, the main aim of the paper is to
assess which methodological approach is necessamnfold the relationship between
structure and conduct in the SCP of rental housing.

The paper is structured as follows. Section 2 dises market structure and how it
affects firm behavior from the viewpoint of differtestrands in economic theory. Section 3
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then translates the discussion on what markettsteicomprises into the context of rented
housing. This section largely relies on Lennartalg2009). A discussion on how to assess
the link between market structure and landlord bemdollows. The paper then continues

with an application of the framework to rented hingsn England and the Netherlands. This
will entail the formulation of some hypotheses ba telationship between social and market
landlords in the two countries. The paper concludegs main points.

Market structure and its influence on firm behavior in economic theory

The variables of market structure in the SCP

In terms of the neoclassical Structure-ConductdPerédnce paradigm, market structure
consists of certain features of the market envireminthat influence the degree of rivalry

between suppliers in the market, i.e. how competithe industry is. The original SCP

consisted of two generally recognized market stmecelements: The number and market
share of sellers expresses how concentrated thmysopa good or service is and thus gives
firms an indication about their position in the kett The second major factor is the
homogeneity of the product that landlords offetha market; i.e. product differentiation. In a
market where services have identical product cheratics they will be seen by consumers
as perfect substitutes (Oz, 1995).

Later on, economists recognized the impact of thalitions of barriers to entry and
exit on the competitiveness of a market. Yet, leasrio entry were first seen as a dependent
variable of the number of incumbent suppliers; thnsa market with a large number of
sellers, entry would by definition be relativelysggCaves, 2007). What barriers to entry and
exit mean in business practice has been a longsisd issue. However, many scholars seem
to agree that they compris@ter alia, economies of scale and absolute cost advantdges o
incumbents, while barriers to exit are mainly definas sunk costs that an incumbent firm
will face when leaving a market (Shepherd, 1984).

Market structure and its link with firm conduct
Analyzing the three variables supply concentratoduct differentiation, and entry barriers
allows for an assessment of which market form plevin neoclassical terms — under the
condition that all actors have complete informatioa market is perfectly competitive when
the number of sellers is high, products are homeges and entry and exit barriers are low.
The effect then is that suppliers and consumerspeace takers and cannot influence the
market price of the product. They have to set gricglependently to the marginal costs of
production, which according to economic theory &e#aan efficient market and is welfare-
optimal (Tirole, 1988). In all other market formiom monopolistic competition, where
suppliers compete on differentiated products, tocaopoly, where only one provider exists,
suppliers have market power and can price abovginarcosts.

Within the SCP paradigm and in mainstream econ®nmcgeneral behavior of the
firm is thus a structurally dependent variable. Heawarket form — comprising the three
components of market structure — has its own dajuiln to which suppliers and consumers
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adapt. Suppliers are seen as profit-maximisingraciho behave rationally. Competitive
forces will see that those suppliers who do notaibnally and deviate from the equilibrium
face the risk to be driven out of the market. Frameconomic efficiency point of view
perfectly competitive markets are thus superiorcesinhey guarantee a welfare-optimal
outcome (ibid, 1988). The SCP also assumes thisoad behavior in price setting processes
is facilitated in markets with a low number of stigrs (Caves, 1986).

In short, in the SCP paradigm conduct of the fisrequated with rational behavior by
profit-maximizing firms, being in accordance withet equilibrium that develops out of the
market structure. Nonetheless, mainstream econotoies acknowledge that markets are in
reality never perfectly competitive. Rather, petfeompetition is seen as a tool to analyze
situations that deviate from that ideal state ofkeg for instance, what happens if barriers to
entry are high, the number of sellers is low, infation is imperfect, or a combination of
those. This has largely been analyzed through nedefa of imperfect competition in game
theory, as a sub-field of mainstream economicsu@ain, 2000).

Undoubtedly, market structure has a decisive impadhe behavior of suppliers. But studies
in all fields of social sciences have shown thatdhse about the behavior of suppliers made
by mainstream economics in general and the SCRrircplar is not that straightforward. The
criticism is based on several grounds. First, & haen pointed out that market structure is
almost never exogenous in reality, but is signiftaaltered by firm behavior over time. For
instance, merger and investment behavior alteersetincentration; strategies affect product
differentiation, and so on and so forth (Schmalen4889). Second, the theory of contestable
markets (see Baumol, 1982) has dismissed the IdgdhHe ease to enter or exit a market is a
dependent variable of the number of suppliers. &atih says that in a highly concentrated
market the absence of barriers to entry and egiires suppliers to behave competitively.
Third, economists claim that the single focus & 8CP on price mechanisms is not helpful,
as they point out the importance of non-price cditipe in various markets (Jacquemin,
2000).

Most importantly, mainstream economics neglectst ttteere are institutional
constraints on what individuals and organizatioesadlowed to do in a market (North, 1990).
However, literally every market has a frameworkttban be described as the rules of the
game, limiting the choices that firms can make sindcturing the interactions between them.
Generally, the neo-institutional economics stragtdins the idea of competitive markets, i.e.
suppliers strive for resources and costumers, aadnost efficient firms will be successful.
However, it dismisses the idea of rational behaviothe neo-institutional approach — in this
part it builds on the insights of behavioral ecomsn individuals make choices based on
subjectively derived models that diverge amonguiadials. Information is per se incomplete
and unequally distributed so that in most cased thgbjective models are diverging.
Translated into firm behavior this means that eacbanization deciphers the market
environment differently, i.e. different perceptioas how competitive their environment is
and who their competitors are. This in turn theadketo differences in firm behavior, which
can deviate significantly from the market equiliom (Simon, 1986; Paton & Wilson, 2000).
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Finally, neoclassical economics erroneously assuhasall suppliers of a product are
necessarily profit-maximisers. What one can obserygactice however is that the suppliers
can have different, non-pecuniary motivations, swh altruism and social mandates
(Ricketts, 1994).

Market structure in rented housing

Mar ket structure of rented housing

If we want to adapt the idea of market structure bow it impacts the behavior of providers
when analyzing competition between the two rergalites several aspects need to be taken
into account. Basically, the two sectors have ay \different impetus in how they are
allocated and adjusted. Market renting is allocdigdsupply and effective demand. Social
housing on the other hand, is allocated by somdigaly or administratively forms of
housing need. Usually, the supply of social housiagappointed and regulated by
governments (Oxley, 2000).

Within this basic framework, the conceptualizatioh market structure further
considers that not all rental providers are pnoféximizing organizations. Social housing is
primarily provided by non-profit organizations, eft public authorities, while many small-
scale individual landlords in the private rentattee do not work along strictly commercial
lines. Therefore, an assessment of the motivatddriandlord groups within both sectors is
required. Moreover, different providers might haliéerent norms and goals in the provision
of rental services. It seems evident that thosierd&mong social and market landlords, but
even within the two sectors there might be sigaiiicdifferences among landlord groups.
Furthermore, it is considered that formal rules aedulations of the provision and
consumption of social and market rented housingees can be very different and thus have
a decisive impact on how the two tenures are retlate

Market structure in the SCP of rented housing cesif four components: ownership
structures, supply concentration, entry and exitriés, and product differentiation.
Ownership structures deals with the questions athvitypes of landlords provide which
rental service. It is accounted for the differeinahcial models that landlord groups have,
how landlords’ activities are funded, and where andwhich scale landlords are active in
either sector.

Supply concentration is about the number of pragdend their individual market
shares in each sector. Here, the use of lettingtaggrvices in the market sector and the
formation of group structures in the social sestoould be considered as they might signify
higher supply concentration than an assessmentwokrmship shares in a rental market
implicates.

Entry barriers look at the relation of the two sestfrom the viewpoint of how
accessible the social sector is for private lartioand vice-versa. Entry barriers therefore
largely cover regulatory aspects on who is allovedprovide what to whom in which
locality. The main questions are: Can landlordsraeein both sectors, and if so what are the
preconditions to do so? Do they have access tsahe resources, particularly — if available
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— to public subsidies? What are the rules on thatolun of an engagement in the provision of
social and market renting? Finally, and most sigaiftly, do the same kinds of tenants have
access to both sectors, or are there implicit iredrarriers in the private sector, explicit
income limits in the social sector, or waiting dishat impede easy and fast access? (Lennartz
et al., 2009)

Product differentiation generally is about the stiibtability of market and social
rental services. It covers the aspects of exidiifigrences between rent/quality bundles in
the social and market sector. Furthermore, prodifigrentiation comprises quality and rent
regulation practices, security of tenure in botlttaes, and the availability of housing
allowances to social and market tenants (see Hadtrad, 2009Db).

What is a competitive market structure?

In contrast to the neoclassical approach, theneoistraightforward answer to this
question, since the SCP of rental housing reliesliffierent parts of social science theory.
However, some preconditions need to be fulfillede Two services need to possess at least
some similar characteristics. Second, providersl ieebe able to target similar customers.
Furthermore, with regard to each single componentcan make several assumptions. The
more commercialized social housing suppliers ame ithore competitive is the market
environment. Similarly, the more concentrated esettor is with regard to the number of
suppliers, the less competitive the market strect\lvith respect to entry barriers we can
assume that if accessibility is high on all theegivaspects, then the market structure is more
competitive. Considering the homogeneity of soaradl market rented services, consumers, or
at least some consumer groups, need to consider #ee possible substitutes. If social
housing providers offered services that were cotaplalifferent on all the given aspect from
those provided by market landlords it is hard teigsage a situation on the rental market
where tenants would really consider substituting @mtal service for the other.

From a theoretical point of view, however, it seamde difficult to make meaningful
statements about the competitiveness of markettatel when taking into account all four
variables. Is a market structure competitive whesdpcts are similar but providers are not
allowed to access the same resources? This questens to be addressed in the assessment
of the influence of market structure on the contpeetibehavior of landlords.

How to assess the link between market structure anldndlord behavior?

| have pointed out that particularly in rental hiogs where there are two more or less similar
products, the two rental sectors have differerdg@nd allocation principles and the suppliers
of social and rental services can be very dissimilas not clear that market structure X leads
to behavior Y. In our conceptual framework — thePS§ rental housing — it indeed holds true

that “If [...] we accept the proposition that botle tknowledge and the computational power
of the decisionmaker are severely limited, thenmnest distinguish between the real world

and the actor’s perception of it and reasoning altod’hat is to say, we must construct a

theory (and test it empirically) of the processkdexision” (Simon, 1986, p. 211).
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What this means is that the first crucial stepagsessing the link between rental
market structure and conduct of landlords in th&texa of a competitive relationship between
the two sectors is to find out whether social aratkat landlords see each other as rivals for
the custom of tenants, or at least certain tenamips, and if they see the risk to lose tenants
to the other sector. This entails that we must tstded how social landlords see their
products in comparison with the products offereghbyate landlords, and vice-versa.

My contention is that most promising for findingitoabout the perceptions of
landlords on their position in comparison with titber rental sector is a qualitative research
approach. More precisely a series of in-depth wnegrs and possibly focus groups with both
types of landlords seems to be meaningful in umigldhe link between structure and firm
conduct. The conceptualization of such an intervewould be guided by the following
research questions:

1. What are the perceptions of landlords on thaation with landlords of the
other sector? Do they perceive themselves to benmetition?

2. How does market structure affect the perceptoonsompetition of social and
market landlords?

3. How are those perceptions transferred into t@adl decisions on rent
settings and investments?

To sum up, the crucial aspect in this researchagmpr is the perception of landlords, which
can be seen as some kind of mediating force betw&aoture and behavior. Appendices 1
and 2 show how these three research questions imggtranslated into an actual interview
topic guide with social and market landlords. lbwk that most of the actual interview
guestions focus on the first — perceptions of ofaedlords- and the third— influence on
decision-making processes — research question.

The impact of market structure on landlords’ petiogys and thus decision-making
can primarily be assessed through the samplingadeth interview participants. First of all,
the described research approach should be appliad internationally comparative context.
It can well be claimed that the regulatory framey@ocial and private rental policies, as well
as the roles of the two rental sectors vary sigaifily across countries. Hence, if social and
market landlords are interviewed in at least twifedent countries, it seems to be possible to
get a better understanding of the influence of pevdifferentiation, as well as entry and exit
barriers on perceptions and behavior. As showmenappendices | consider it to be helpful
when landlords are asked directly about how they the regulation of their sector and
whether it forestalls or promotes competition betwéhe two sectors. This should give some
interesting insights on which factors of produdtedentiation and entry barriers are the most
influential variables.

Furthermore, in order to assess the impact of supphcentration on landlord
conduct, interviews should be conducted in varidesal housing markets in the two
countries. Interviewing landlords in different lbcenarkets does not only ensure an
assessment of supply concentration, but also enableake a closer look at how the supply
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and demand relation, i.e. whether a local markahder pressure or more relaxed, influences
perceptions and decisions of landlords.

Finally, with regard to the influence of varying oership structures the sample of
interviewed landlords should comprise all differépwpes of social housing suppliers and
different types of market landlords. This shouldyide a better understanding of hawter
alia, financial motivations, funding models, and theesiof organizations influence the
perceptions of landlords on their relation withdeords of the other sector.

Of course, the interview approach is but one asp#ctthe whole research
methodology. In this study a closer look is aldcetaat official policy documents, as well as
secondary data and business reports of landlordsder to be able to put their statements
into a broader context.

In this paper | go a bit further than just propgsincertain type of methodology that seems to
be suitable to answer a series of research qusstiaam not able to provide a full-fledged
analysis of the topic; however, a step that seente tmeaningful in this paper is to apply the
idea of market structure to two specific countriaBpwing for the formulation of some
hypotheses, which in turn can be tested througimtaepth interviews.

In my PhD research project, England and the Nkthds have been identified as
suitable case studies when examining the link betwearket structure and the behaviour of
landlords. This is due to several reasons: Kemé&fa9g) shows that the roles of social and
private renting are diverging between the two coest He classifies England as a dual rental
system, while the Netherlands is deemed to be @mmynmarket, where social and private
renting competes with each other. Furthermore, ié¢afét al. (2009b) point out that there is a
large gap between the two sectors in England astdadl gap in the Netherlands with regard
to the substitutability of social and market rensakrvices. Finally, Elsinga et al (2009)
demonstrate that competition between the two sedsostronger in the Netherlands than in
England. Their research approach is similar toSk# of rental housing on some aspects;
however, the authors do no investigate landlordstgptions and behavior.

Market structure of rented housing in the Netherlards and England — assumptions on
perceptions and behavior

So far, the paper has been on a strictly theotetiod methodological basis. Yet, in the
following section an application of market struetuo rental markets in England and the
Netherlands should give the reader a better uratedistg of how the concept applies in more
practical research. The primary notion of this isects that the application sets the ground for
the in-depth interviews by formulating a numbehgpotheses, allowing for an assessment of
the link between structure and conduct within thele SCP of rental housing.

Ownership structures
The Netherlands
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In the Netherlands, social housing is almost egtimvned and managed by housing
associations. In 2008, they owned 2.25 million abdnousing dwellings. Housing
associations were created by voluntary organizatasnot-for-profit organizations already in
the mid-19' century, with the aim to create decent housingditimms for the industrial
workforce in urban areas. In 1901, they were gitrenstatus of approved institutions in the
Housing Act. Housing associations are private aggdions that rely on private finance.
Being organized as revolving funds, they finandaralestments through private loans, thus
there is no need for public subsidies. Accordingihegy can be labeled as commercial non-
profit organizations or as social entrepreneursuditay associations largely differ in size —
there are small associations owning only a coupleundred dwellings, while the biggest
ones own more than 50,000 units. Their areas afatipa are diverse as well: Some operate
on a local level, while others are regional or emational housing associations (Elsinga &
Wassenberg, 2007).

Table 1: Ownership structures in England and théh&fands

Landlord group % within | Ownership Funding | Financial Area of operation
sector motivation

Social housing (2008)

England Local 51 Public Public Non-Profit Local level
authority/ALMOs
Housing 49 Private Mixed Non-Profit Traditional HA - ld¢éa
associations regional/national

LSVT — primarily local

Private person or | Marginal | Private Mixed Profit Mainly local
company

Netherlands| Housing 100 Private Private Non-Profit Local, regional,
associations national

Market renting (2006)

England Individuals & 73 Private Private Profit Local
couples
Private companies 13 Private Private Profit Locagjonal
Other organizations 14 Private Private Profit
Housing Marginal | Private Private Non-profit
associations

Netherlands| Individual & 40 Private Private Profit Local
couples
Private companies | 60 Private Private Profit National
& institutional
investors

Market landlords can be categorized either as ssgale private individuals and companies
or private companies, particularly institutionalé@stors, such as pension funds, and insurance
companies (Elsinga et al., 2007). Table 1 showssgheate companies own about 60 percent
of the private rented stock — of which 22 percenbwned by institutional investors, while
individual persons and small businesses own 40epé@f the stock (WoON, 2006). Private
companies work along strictly commercial lines ame profit-maximising firms. They tend
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to operate in the more expensive market segmehtsy dperate on a national level, but are
mainly to be found in the major cities of the Netheds. Small-scale individual investors can
have other motivations than just the profit maxingspremise. For instance, they might aim
at a return on investment which enables them tayrgpmortgage rather than making large
profits. They often target specific tenant groupsch as the student population. They are
mainly found in urban areas and tend to operata tmtal level. Some of them own several
dwellings while others might only own a single ufiitsinga et al., 2007).

England
Generally two types of landlords can be distingedshn the social sector, councils and

housing associations. Although the relative imparéaof local authorities has decreased in a
long-term process of demunicipalization (Malpa€®)1), it still holds true that a high number
of local authorities provides social dwellings,hett directly or through an Arms-Length-
Management-Organisation (ALMO). Half of the sodialusing stock in England is provided
by council suppliers (CLG, 2009). Municipalitiegretitly own the assets and their primary
goal has ever since been the provision of sociatlgeptable housing conditions for the
poorest households. The operations of council axdlare publicly funded. If councils want
to enlarge their housing stock, they either havemaie use of municipal borrowing (Gibb &
Maclennan, 2006), or they have to set up an ALM® semi-autonomous company which
runs the council stock - to qualify for additionaliblic funding through the Homes and
Communities Agency (Pawson, 2006). Finally, witganel to their area of operations and the
size of individual council suppliers it can be stidt some authorities, most evidently in the
bigger cities, own more than 50,000 dwellings, @tothers only supply a relatively small
number of dwellings. It is self-evident that localthorities primarily own housing stock
within their own boundaries (Cave, 2007).

From a legal viewpoint all housing associationsgreate entities and are neither owned
nor directly controlled by the central or local gonment. Generally, all housing associations
are non-profit organizations and belong to the ntawy sector (Gibb & Maclennan, 2006).
Their status as a not-for-profit, however, mearat they are responsible for managing their
own finances and for guaranteeing their long-teinarfcial viability. A mixed funding
system exists for them, which means that if housiegociations want to build new social
housing dwellings they are required to take privatas on the capital market in addition to
the public capital grants. Due to this funding mpdessociations had to adopt a more
business-oriented organization and culture (Whadh&007).Notwithstanding all housing
associations share these characteristics the gavegnmodels of traditional associations,
comprising general needs and special needs assasiatind stock transfer associations
slightly differ. Many traditional associations have expanded int@ geographical areas and
have generally become more risk-seeking in thesirtass operations (Malpass, 208fock
transfer associations differ from both traditiohalising associations and their local authority
predecessors. First, they do not share the traditi@ssociation’s history as voluntary
charitable organizations. Second, even though no&ilge LSVT associations belong to the
largest associations overall and are comparabkEzien with the largest traditional housing
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associations, they are bound to local boundariestand to retain their close ties with the
local authorities. Third, since LSVT associationisdrited a relatively poor housing stock and
a tenant mix that was very much dominated by thee&b income stratum of the local

population, there has been a strong impetus to gnosize and to invest into the housing
stock (Pawson, 2006).

With regard to landlordism in the market sector enotes that “Private landlords do not
form a homogeneous group. On the contrary ‘The farrate landlord encompasses a wide
range of types of individuals and organizations amatlides some who would not recognize
that term as a description of themselves™ (CrooK&mp as cited in Kemp, 2004, p. 94). By
and large, | follow Kemps sub-categorization ofvate landlordism, which identifies three
main groups. First, informal landla@re those landlords that see their property adediise
investment. Many of them are not strictly commedraiad are not necessarily profit driven.
They rather engage as landlords to be able to répy mortgage on the property. Informal
landlords are mostly couples of individuals. Secandestor landlords are a wide range of
individual landlords and companies, many of whica Buy to Let landlords (see Rhodes,
2006). They are characterized by a good knowledgbeolocal housing market conditions,
are more commercially oriented, and their port®laan range from a couple of dwellings to
several hundred properties. Many of them depenthemental stream as their main source of
income. Third, commercial landlorgse a smaller group of landlords that comprisegelar
private and public residential property companies@mmercial property companies with
large residential property portfolios. They tend dan several thousands of dwellings
throughout the country, while they operate on &thyr profit-driven business model. In
numbers those landlords are however a rare breie 0K

Supply concentration

The Netherlands

455 housing associations were registered in thetbDbusing market with an average stock
of 5,222 units by the end of 2007. On a nationales@ strong concentration process has
taken place since the early 1990s. As a resuh@iterging practice, the number of housing
associations managing more than 10,000 housing umireased significantly in the last
years. This means that an increasing concentrgironess in a decreasing market with
professionalizing housing associations has takaoepin recent years (CFV, 2009): Table 2
shows that, in 2007, the 50 largest housing asswmeg almost owned half of the social
housing stock. On a local level the social housingply can be described as oligopolistic. In
the largest cities there might be more than 10@asons operating in the social sector. The
number of dwellings they own can however diffemgigantly.

Table 2: Concentration of the housing associatiooks(2007)
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Number of dwellings Number of housing Total housing stock in
associations size range
> 50,000 3 180,239
25,000 — 50,000 13 468,736
12,000 — 25,000 34 519,040
6,000 — 12,000 70 533,556
3,000 - 6,000 86 365,902
1.500 - 3,000 93 201,625
< 1.500 156 106,954
Total 455 2,376,070

Source: VROM, 2009a

Concentration in the market rented sector is very bn a national level. Even in local

markets the supply structure tends to be atomi¥it, it can be observed that particularly
institutional investors have their stock locateanare expensive neighborhoods, while small-
scale individual landlords make use of letting dagemnagement services. Therefore,
concentration in the market rental sector mighthiigher than the ownership structures
actually imply (Haffner et al., 2009a).

England
The housing association sector in England is orateomal scale relatively deconcentrated.

More than 1,800 associations own about 1.8 milébvellings. However, there are large
differences between local authorities. Where cdugpliers still exist or the council stock
has been transferred to a single LSVT associatlma,market tends to be dominated by a
single supplier. Furthermore, it is worth menti@nthat the entire housing association sector
was affected by a rapidly increasing number of ritdadlord collaborations into higher
administrative units and alliances in the last tecades.

Supply concentration of market renting is very lmmEngland. Although there are some
providers who might own several hundred dwellingone local authority, such as private
companies who provide student housing, the numbdarmlords is generally high in all
locations. However, similar to the situation in tNetherlands, there is a frequent usage of
letting agent services, implying that supply cornraion is higher on a local level than
ownership structures suggest.

Entry barriers

The Netherlands

Social housing regulation stipulates that the miowvi of social housing is an exclusive task of
approved institutions. Private landlords or companwho wished to provide social housing
would therefore have to become such an institutitsusing associations on the other hand,
are allowed to operate in the market rental seamorask market rents for their dwellings. As
an approved institution housing associations havedt in terms of the Social Housing
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Management Decree (BBSH), which stipulates thasimguassociations are obliged to give
priority to the official target group of social lging (see VROM, 2009a). The newest rule
says that 90 percent of all new allocations ingbeial sector must be appointed to tenants
which have an income of less than € 33,000. Therduas an income barrier for tenants.
Another barrier for tenants to access the sociakimg sector is the long waiting lists. In
some cities applicants for social housing mightehmvwait for about 10 years before they are
entitled to move to a social dwelling.

Accommodation in the market rental sector is thecalty available for all income
groups. Nonetheless, there is some income discaimim since for more exclusive dwellings
providers often ask prospective tenants to havet ansome that exceeds the net rent by four
to five times. Furthermore, almost all market dwngjé are offered via letting agents, which
means that there are high transaction costs fapeive tenants. Finally, with regard to the
activities of social landlords in the market rensasttor, they do not seem to face genuine
risks, since they can use the indirect subsidies Kaffner et al., 2009a) to cross-finance their
market operations; as a result, a level playindd fieetween housing associations and
traditional private landlords is forestalled in tiharket sector (Priemus, 2008).

England
All types of landlords can supply social housingeimgland. Housing associations who want

to be eligible for public funding need to becomegBered Social Landlords. Profit-oriented
private companies or individuals can register wita regulatory body, the Tenant Services
Authority, as well. If they do so they are eligifta funding as well (TSA, 2009) Grants for
the construction of new dwellings are allegedlyegivto the most efficient organizations —
where efficiency is based on a nationwide monitpsgstem. There are thus genuine risks to
fail as a supplier of social housing. Housing asdams are allowed to operate in the market
rental sector. Those activities are solely finantedugh private loans.

With regard to the accessibility of tenants to @iteector it can be observed that most
local authorities have a common register for abdlaocial dwellings. All sorts of can apply
for a vacant social dwelling. However, there arpliek income barriers — diverging between
local authorities — on who can apply for a certdielling. Generally, housing need is the
main criterion of allocation; therefore, middle ahdjher income households will hardly
succeed in attaining a social dwelling (Elsingaakt 2009). Explicit and implicit income
discrimination exists in the market sector. Simitawvhat one can observe in the Netherlands,
the extensive use of letting agents by landlordsthe consequent high transaction costs for
tenants can act as an implicit income barrier. @ dther hand, some landlords explicitly
state that they won't accept tenants who receiveusing allowance (Rugg & Rhodes, 2008).

Product differentiation

The Netherlands

The rent regulation system in the Netherlands terdened by the Rent Act and the Rent
Decree. It stipulates that all rents above thegidagion limit of € 647 per month are subject
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to negotiations between landlords and tenantsrdatige, only 5 percent of all dwellings fall
under this scheme and they are typically offerednlayket landlords, institutional investors in
particular. All social and market dwellings belolst limit are subject to the rent regulation
system, which stipulates a maximum rent for eackliitvg based on a quality point system
(VROM, 2009b). Furthermore, the government contretd increases for all dwellings below
the deregulation limit as well (Haffner et al., 300

Considering that rent regulation applies to a nityjaf all rental dwellings it seems
unsurprising that average rent levels in both tleségtors are comparable. In the market
sector the average net rent was €469 per montl®06,2vhile social rents averaged €397.
This difference might be explained by the fact $wtial landlords charge rents that are about
70 percent of the maximum rent, whereas marketdansl apply actual rents that come up to
about 85 percent of the maximum rents. Moreover,gép between social housing rents and
rents for dwellings provided by institutional intes (€486 per month) is higher than the gap
between social housing rents and rents chargedmall-scale landlords (€408) (WoON,
2006).

Generally, there is no quality regulation in thet@urental sector. With regard to the
guality of the dwelling both housing associationsl anarket landlords offer a wide range of
accommodation and according rent levels; yet, ifferdnce is that social landlords tend to
have portfolios which comprise different types efellings, while market landlords tend to
specialize in a certain quality segment. Contraaticthe similarity of the accommodation
quality, tenant satisfaction surveys demonstratg the quality of location is more often
evaluated negatively by social than by market tenaimdeed, social dwellings can more
often be found in deprived neighbourhoods of metlitgn areas that suffer from a lack of
upkeep and have the stigma of insecure and prolilermseas among residents and non-
residents (Priemus, 2003).

Security of tenure applies to both sectors and #agfstenancy agreements exists for
an indefinite period of time, and that landlord acg allowed to cancel such an agreement
without the approval of the tenant. In the marleitar it is common practice that temporary
contracts are agreed for a period of one yearr #iie ‘introductory’ period the contract is
indefinitely valid. This security of tenure systemly applies to tenancy agreements that fall
under the regulated rent system.

Housing allowances in the Netherlands are defia®dentitlements for low-income
households living in relatively expensive dwellingéey are available on a similar basis for
social and market tenants. The level of the allmeadepends on the household income,
household composition, and the rent level. Ther@isubsidization for tenants who live in a
deregulated dwelling, and it is stipulated that leduseholds, irrespective the level of the
allowance, have to cover a basic rent of €205 pmrths (Priemus & Elsinga, 2007).

England
Rents in the market sector are determined by mddtees, thus can be negotiated freely

between landlords and tenants. Social housing @nthe other hand are strongly regulated
by the government with the aim to keep them at ffordable level (Pawson, 2006). The
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current social rent policy is determined by the Blog Green Paper 2000 and basically says
that until 2012, all social dwellings have to applyrent that reflects local manual worker
earnings, as well as the size, locality and coowlitif the dwelling (Whitehead, 2007).

Arguably, the different rent policies in the twecsors have led to the strongly
diverging rent levels of social and market rentedding. On average social housing rents are
about 40 percent lower than average rents in th&ahaector: Social tenants have to pay £72
per week, while market tenants pay about £136 pmerkwFurthermore, there is a moderate
difference between council rents (E68 per week) i@mis charged by housing associations
(E77) per week (CLG, 2009).

The previous New Labour government also stipuldted all owner-occupied and
rental dwellings in England should meet a minimumaldy standard. It thus developed the
Decent Homes Standard, which stipulates that adllidvgs should be in a reasonable state of
affair, have modern facilities, and have a suffitidegree of thermal comfort (Whitehead,
2007). By this measure particularly housing assmriaaccommodation seems to be of
relatively high quality expressed through a nonedey rate of 25 percent. The council
housing stock shows a non-decency rate of 32 perBesearchers have argued that this is a
direct outcome of the relatively young age of tloeiding association stock, being built and
also modernized mostly in the last three decades.riarket rental sector on the other hand
shows a very high-level of non-decency; almost yvscond dwelling fails to meet the
Decent Homes Standard (CLG, 2009). Kemp (2004)tpanat that the high age of the private
rented housing stock is probably the main reasoy tiwé sector is in a worse condition than
other tenure forms. When quality of location is mgsed through measures of tenant
satisfaction, it can be observed that market tena@mé more often satisfied with their
neighborhoods, while social tenants are more likelyexperience upkeep and utilization
problems, particularly those living in (former) cail housing estates (Hills, 2007).

Property rights for tenants differ significantlgtveen social and market renting, but
also between council housing and the housing assacisector. Council tenants have the
largest property rights, comprising the Right toyBbeir dwelling. Tenancies in the RSL
sector are less secure, since housing associa#msvict tenants more easily than councils
(TSA, 2009). Security of tenure has widely beerdetbin the market rental sector, except for
those tenancies that began before January 1989cdreon tenancy is assured shortholds,
which stipulate the first six months are reguladthen the fixed term expires, landlords can
repossess the dwelling any time they seek to dblafiner et al., 2009a).

Means-tested housing allowances are based on the ganciples, albeit with some
differences in how the payments are arranged aminggtrated. Housing Benefit in the social
sector is based on the net household income, thgehold composition and the rent level. It
is ensured that households that their post-remnies do not fall below the social assistance
benefit rate. The Local Housing Allowance (LHA)time market sector is based on the local
rent level, the household income and the housesdiald This enables tenants to shop for the
best rent/quality options in the local market. Rartnore Housing Benefit is paid to the
association or council, while the LHA is paid te tienant (Stephens, 2005; Kemp, 2007).
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Table 3: Product differentiation of social and n&rgervices in England and the Netherlands

England The Netherlands
Quality - accommodation| Social Housing — improvipglity Relatively high quality in both social and market
standards renting
Market renting — depending on
submarket
Quality — location Social housing — often conceteilain Social housing — more often concentrated in
deprived areas deprived areas, subject to large-scale urban
Market renting — depending on the renewal projects
submarket Market renting — often concentrated in city-
centre areas
Quality regulation Decent Homes Standard applidsoth | No quality regulation
sectors
Rent level Large differences between rent levels|—-Relatively small differences between the two
market rents almost twice as high on | sectors
average
Rent regulation Social sector — regulated rents Betitors are subject to the same rent
regulation — only applies to rents up to € 645 per
month
Tenure security Social sector — relatively highusiég of | Extensive property rights for tenants in both
tenure (differences between housing | sectors
associations and local authorities)
Market sector- tenure security very low
Housing allowances Means tested — available to typtbs of | Means-tested — available to both types of tenants
tenants. However, private tenants can | in the same way
decide on how much they want to spend
on housing, while social tenants can’t

The similarity of social and market renting in the two countries

The description of market structure has shown thagland and the Netherlands differ
significantly with regard to the characteristicstlo# two rental services, where at least from a
theoretical viewpoint social and market rentingtiie Netherlands might be seen as better
substitutes in the Netherlands. Furthermore, wethard to the question what kind of tenants
social and market landlords cater for, we haveisordjuish between the two tenures. Market
renting has similar tenant groups in both countidksorts of households are accommodated
by private landlords; however, we have seen thid¢rént types of landlords specialize in
certain market segments. Social landlords in Emyltarget customers who are mainly
characterized by low incomes. In the Netherlan@sténget group of social housing is much
broader and thus more similar with the target groumarket landlords.

Other than in England, there is a more or lessr deparation of who can become a
social or private landlord in the Netherlands. Gapgently, social and private landlords do
not necessarily have access to the same sourcésgland, at least in theory, there is a more
open market with regard to who can provide whiaindkof rented service. Public subsidies,
and thus resources are also available to all kdsganizations, apart from council suppliers
who have not set up an ALMO. Yet, although possitile social sector in England has not
seen a noteworthy influx of private sector landsord
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Assumptions in the in-depth interview approach

What do those findings mean for the in-depth inewapproach? To put it differently, what
are the hypotheses that can be tested throughtireiews with social and private landlords
in the two case study cities?

With regard to landlords’ perceptions on competitvath landlords of the other rental

sector | want to test the following hypotheses.

Due to the smaller differences between social aatket rental services, perceptions
on competition with the other sector will generdiky stronger in both rental tenures in
the Netherlands.

Due to the fact that social housing has a ratherowma function in England,
competition for the custom of tenants will soleiké place at the bottom end of the
market.

In the Netherlands housing associations and ladsdlaho provide dwellings with a
rent level of below the deregulation limit will ceider each other rivals for the custom
of tenants. Those tenants can be both low incomeslisas middle income groups.

In the market rental sectors, the perceptions onpatition with the social sector will
be stronger among small-scale individual landldhds among institutional investors
In England perceptions will largely differ betweeifferent sorts of landlords in both
sectors. In the social sector, traditional housiagsociations’ perception on
competition will be stronger than those of sto@ansfer associations. The perceptions
of stock transfer association will in turn be stgenthan those of council suppliers.

In the market sector perceptions on competitiorhvgidcial landlords will be the
strongest for investor landlords, operating on albmand mid-sized scale. The
perceptions of sideline investors and commerciaiganies will be less strong.

With regard to competition within the English sd@actor, landlords will see each
other as competitors for the funding of new sodwakllings. The relation between
housing associations in the Netherlands is morpe&@oive in kind.

Considering the impact of those perceptions on simtimaking on rent setting and
investment decisions, the following hypothesesnaade.

In England, decision-making processes of both [@ddktypes on rent levels and
investments are less affected by the provision hef obther sector than in the
Netherlands.

As a result of more competition with the markettgean the Netherlands, housing
associations will try to distinguish themselvesiirother social and market landlords
through new investments. In England, traditionaligiog associations will seek to
invest more into innovative and more profitable ducts than stock transfer
associations and council suppliers.

In the market rental sector, private landlords wierceive themselves to be in
competition with the social sector will seek to esffmore attractive services to
prospective tenants, either by decreasing renthrough quality investments in the
existing stock.
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Conclusions

The main aim of this paper was to show how the lektween market structure and the
behavior of landlords can be assessed in reseasgdtiqge when analyzing a competitive
relation between social and market rented housing.

The main contention here was that neoclassicahauoes and thus mainstream
competition analysis tools offer an insufficientdasometimes misleading view on how
economic and social structure is related to theabien of firms. In the context of rented
housing, | thus demonstrated that we have to mabdéyconventional approach by taking into
account the basic differences between the two ediacluding the different organization
models and regulatory frameworks. Within the contéxa modified market structure, it was
then possible to discuss in more detail which neteanethods should be applied to get a
better understanding of how market structure ingpéatdlord conduct when analyzing the
relationship between the two sectors. Taking imimant that the perceptions of landlords on
the structure of the market, on who their compegitare, and why they are perceived as
competitors, are the key to understanding the hetween structure and conduct, | suggested
a series of qualitative in-depth interviews witltisb and market landlords in an international
comparative context. An application of the modelrémted housing in England and the
Netherlands has shown that the market environmesmns to be more competitive in the
Netherlands. This suggests that the perceptionanofiords on competition with the other
sector are stronger in Dutch rental markets. Howeéwawv perceptions exactly differ between
the two countries and landlord groups and howdffects landlord behavior, and can only be
answered until after the interviews have been cotedi
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Appendix 1
Theme List — interviews social landlords

1. The position of the interview participant withiretbrganization
2. The social housing organization
a. Main activities
b. Where active
c. Why are they active in certain localities
3. Characterization of local rental market where theyactive
4. The position of the organization in the rental neark
a. Description of tenants and your housing services
b. Comparison with other landlords — what distingusstiee organization with
regard to the products they offer and the tendogtg tater for
5. Relation with other landlords
a. Other social landlords - forms of cooperation
Private landlords
Who are main competitors?
What does competition mean?
Why are they competitors?
f. What do you compete on?
Principles in decision making on rent levels antt recreases
Principles in maintenance investments and invedsriato new dwellings
Future plans to change the profile of the stock
Plans to diversify activities
a. Plans to operate in other markets
b. Provision of market rental accommodation
10.Views on the regulation of social renting
a. What could governments do to stimulate a competitalationship between
social and market renting?
b. Should they do it?

® a0

© N

Workshop: WS 03 Housing Finance and Economics
Author: Christian Lennartz



Competitiveness of rental market structures aneffesct on landlord behavior

NHR 2010, 2-3 July, ISTANBUL 2New Housing Researchers’ Colloquium
Appendix 2

Theme List — interviews private landlords

1. The position of the interview participant withiretbrganization (if bigger company)
a. Why active as a landlord?
c. Main activities
d. Where active?
e. Why active in certain localities?
2. Characterization of local rental market where tasyactive
3. Their position in the rental market
a. Description of tenants and housing services
b. Comparison with other landlords — what distingusstiee organization with
regard to the products they offer and the tendngyg tater for?
4. Relation with other landlords
a. Other private landlords
b. Social landlords
Who are main competitors?
What does competition mean?
Why are they competitors?
f. What do you compete on?
Principles in decision making on rent levels and recreases
Principles in maintenance investments and invedisnato new dwellings
Future plans to change the profile of the stock
Plans to diversify activities
a. Plans to operate in other market segments?
9. Views on the regulation of private renting
a. What could governments do to stimulate a competitelationship between
social and market renting?
b. Should they do it?
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