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STRATEGIC ASSET MANAGEMENT IN THE SOCIAL RENTED SEC TOR:
APPROACHES OF DUTCH AND ENGLISH HOUSING ASSOCIATION S

Summary. In England and the Netherlands, in resporesto changes in housing policy
and the market, there is widespread enthusiasm faasset management in the social
rented sector. A key issue in both countries is thelevelopment of a strategic
approach towards the formulation of asset managemeiplans. Our paper examines
this issue in relation to the current practice of lousing associations in both
countries. Drawing on case studies in England andhé Netherlands we conclude that
in both countries practice varies widely between hasing associations. Some of the
approaches adopted by front-runners can be seen asodels for other associations
yet to develop a strategic approach towards assetamagement. Lessons can also be
learnt across national boundaries, though necesséri mediated by differences
between the two housing systems.

1. Introduction

In many countries housing systems are in transiéienpart of a more general trend
towards privatisation and decentralisation of pulsiervices. In a number of Western
European countries government financial supportstarial landlords has been reduced
and in some countries this has meant social ladsgllobeing less bound by specific
regulations and more self-reliant (e.g. Boelhouw887, 1999; Smith and Oxley, 1997).
At the same time there is increasing pressure amlséandlords to improve their
performance in terms of ‘effectiveness’ and ‘effiacy’ (see for example Walker and van
der Zon, 2000). Furthermore, despite the expanddel being claimed for housing
associations in urban renewal, the role of somaking has become more focused on the
management of housing stock as development actnas declined in importance in
comparison with the size of the existing stock.(@lgomsen and van der Flier, 2002). In
some cases social landlords have been faced wittagimag stock in areas of low or
declining demand, or own stock on estates whereethee complex combinations of
social, technical and demand issues. This transtoom of housing systems and markets
has lead to a more market-oriented social housiagagement (e.g. Priemus et al.,
1999). One component of this is that landlords ame countries, including the
Netherlands and England, have introduced the cascep ‘asset management’ and
‘strategic business planning’.

Asset management is concerned with an analysishefperformance of an
organisation’s assets in support of decisions aholding, selling and repositioning. In
private sector asset management, the emphasisagtonising financial performance. In
the social rented sector, financial performancend the primary criterion for
management decisions . The key-question for stamallords is how to reach their social
housing objectives efficiently (Gruis and Thoma80p2). Hence, Larkin (2000, p. 8)
defines asset management in the context of sooasihg as “the range of activities
undertaken to ensure that the housing stock mestdsnand standards now and in the
future in the most efficient way”.



Strategic planning is the process of developing amintaining a viable fit
between the organisation’s objectives and its resmsu (Hannagan, 1992, p. 38).
Although it has its origins in the private sectibiis concept has also been introduced in
the management of public organisations (see eysddr 1995). Many advantages are
ascribed to following a strategic approach towabdsiness planning. For example,
according to Fraser and Stupak (2002, p. 1203)deakes of strategic planning believe
the process will amplify and enhance systematiorméation gathering, clarification of
organisational direction, establishment of priesti quality decision making,
communication and understanding of strategic inteoltd organisational responsiveness,
effective performance, conscientious framework,fulsapplication of expertise, and
attention to organisational learning.” In shortagtgic planning is expected to contribute
to an organisation’s effectiveness and efficiengyfdllowing a systematic, rational and
transparent planning process.

In this paper, asset management and strategiciptaane considered together as
‘strategic asset management’ — a term that has iné@duced in the Dutch social rented
sector in the early 1990s. Since then, as a re$uibusing reforms, social landlords in
the Netherlands have gained a considerable dedremdministrative and financial
independence. During the 1990s the market posiibthe social rented sector was
weakening due to the booming economy and a shithidnsing preferences towards
owner-occupation. These developments lead to asprdad interest in the strategic
management of the social housing stock There wertain parallels in the English
experience, with a shared interest in developinthous and tools for the management of
the social housing stock.

Recent developments in England and the Netherlands

In England, local authorities and housing assamiatiare under pressure to develop
business-like approaches towards housing managefwWalker, 1999). From 2001/02,
local authorities in England began to operate urdeew financial framework. The old
Housing Revenue Account (HRA) was replaced by a mesource account' reflecting
capital and depreciation. The associated introdootf business plans (DETR, 2000) is
part of the process of encouraging authorities édarbetter use of their housing assets.
As the asset management plan for housing, thesedsssplans draw on stock condition
survey data, and in the future may result in mayphssticated approaches to asset
management modelling.

Housing associations operate in a parallel worltbulgh not affected by the same
regulatory regime as local authorities, aspectsusiness planning have been part of the
associations’ operational framework for a numbeyedrs. The Housing Corporation,
which until recently monitored the activities of d@lish associations, adopted
performance and ‘Best Value’ criteria, and thisrapgph has been continued by the Audit
Commission. In the 1980s, housing associationsrbecthe government's preferred
provider of social housing, among other reasonsalme they were seen as more
detached from government and were expected to teparare like ‘real’ players in the
market (Walker and Van der Zon, 2000). Following th988 Housing Act, which
exposed associations to private sector financerumaeixed funding regime, there have
effectively been no government grants to coverriitunaintenance costs. The importance



of asset management has therefore been given pgaon@nbecause associations must
make adequate financial provision from their owsorgces for the future repair and
maintenance of their stock (NHF, 1997). Risk manag® has become even more
pressing in the context of ‘rent convergence’: wernment's objective to set rents
across the social sector on a common system baseglative property values and local
earnings (DETR, 2000a). The effects of convergelegend on local property values and
existing rent levels, but some associations wiflexence a real reduction in rents over
the ten year implementation period. In this climateassociations are to manage their
financial affairs prudently, they need to underdtme future shape of stock investment
requirements. In turn this requires information which to plan, and stock condition
surveys have been undertaken by many associati@nglee last ten years, initially under
guidance from the NFHA (1994), and more recentlyTBE2000b). Some work has also
been done on cost forecasting (Housing Corporafi®9), and individual associations
have developed approaches for renewal strategaescydarly associations that have to
deal with low demand and unpopular estates (e.tkih,a2000). Another development
that stimulates the development of asset managersetite process of ‘large scale
voluntary stock transfers’ from local authorities (new) housing associations. This
privately funded sale between landlords requiredetailed assessment of the quality,
market position and financial prospects of the eoning housing stock, resulting in
business plans.

In the Netherlands, one of the key elements in réiaforcement of market
principles in social housing has been the dereigmaif housing associations’ activities.
Until the 1990s, Dutch housing associations opdrat&ler a strict regulatory framework
and were largely dependent on government finansigbport. Publication of the
Memorandum on “Housing in the Nineties” paved thaywor greater independence.
This took two forms. First, direct financial suppan the shape of ‘brick-and-mortar’
subsidization and government loans has been abdliskaving housing associations with
the challenge to fully finance their social housimgestments with capital-market loans and
their own resources (consisting of reserves thak b@en built before the 1990s and
proceedings from sales and project development afe nexpensive owner-occupied en
rental dwellings). Second, the prescriptive regoitat were replaced by the principle of
retrospective accountability. Since the introductié the Social Rented Sector Management
Decree (BBSH) in 1993, housing associations operata system in which they are
supervised on the basis of general ‘fields of perfmce’. accommodation of target
groups; preservation of the quality of dwellingedaheir environment; consultation of
tenants; securing financial continuity; and prorglihousing and care arrangements.
Within the new regulatory framework associationsdme responsible for determining
their own asset management policies. Consequentlgh more attention is now given to
the development of ‘strategic’ asset managemerg. (Mieboer and Gruis, 2002).
Financial independence has led associations tot aecpniques for financial appraisal in
support of management strategies (e.g. CFV, 20@b; den Broeke, 1998). They have
begun to develop strategic business plans, basedpartiolio analysis, and are
experimenting with balanced score cards and bendtngafor the measurement of
performance.

Aims and approach



In the Netherlands and England, regulatory and etarkends have increased interest in
asset management within the social rented sectoweMer approaches are still at an
early stage of development. Some techniques hage bedely adopted, while others
have as yet been applied by just a few ‘front-rusnelhere are still many questions
about how asset management techniques should Ipteddio fit the context of social
housing (Gruis and Thomas, 2002). A key issue th bountries is the development of a
strategic approach towards the formulation of itmest strategies (e.g. Larkin, 2000;
Nieboer and Gruis, 2002). Landlords need to devetmpprehensive asset management
strategies that addresses questions about what plathe stock should be improved,
maintained, sold or demolished. Asset managemmiegtes need to respond proactively
to housing market developments to prevent the oenae of estates with social problems
and high levels of voids. Systematic approachesnaszled to enable transparent and
rational decision-making.

In this paper we evaluate and compare the curnatipe of Dutch and English
housing associations. The choice of Dutch assoastis driven by their effective
monopoly of social housing provision, owning ovée® of the social housing stock in
the Netherlands. As private institutions with palsbjectives the obvious comparison is
with English housing associations, rather than ll@cdhorities, though there are clear
points of reference to local authority housing wiitle distinction between sectors being
eroded through stock transfer and arms length neanagt companies.

In our evaluation we use a theoretical evaluatimmework in which key-
characteristics of ‘strategic asset managementtaseribed on the basis of literature on
strategic business planning. Then we describeuhetibn of Dutch and English housing
associations within their national housing systeaand markets, and we set their asset
management practice against the characteristicgrafegic asset management. Finally
we reflect on the similarities and differences lesw the asset management practice of
associations in the two countries and discuss plesskplanations for the differences.

2. Strategic asset management in the social rentedctor

Strategic asset management can be typified on thss bof interrelated
characteristics that can be found in literature strategic business planning. These
business planning characteristics form the bassuofevaluation framework and can be
summarised as market oriented, systematic, compsele and proactive. Below we
reflect on these characteristics and their potebaaefits for social landlords (for further
discussion see e.g. Van den Broeke, 1998; Larkid®02 Gruis and Nieboer, 2001,
Nieboer and Gruis, 2002):

Market-oriented

Asset management in the social rented sector isecnad with fulfilling a housing
demand by offering a housing supply and in thassenis market-oriented by definition.
However, social housing has traditionally been mtes through ‘bureaucratic’
mechanisms (government regulation and subsidies)ah by institutions who actively
seek to improve the *fit’ of their organisation apibducts to their environment, which is



a central feature of strategic planning. In geneli&rature on strategic planning
emphasises the need of an analysis of a compamigsstrengths, weaknesses in relation
to the opportunities and threats in their environtna support of strategy formulation
(e.g. Aaker, 1998; Kotler, 1997; Bryson, 1995)tHe private sector, strategies are based
on an analysis of the market position of the préslumarket prospects and — in general —
opportunities to earn money. In the ‘classic’ paitf analysis, designed by the Boston
Consultancy Group, cash-performance is crucialhm @nalysis of business units (see
Ansoff, 1984). In analogy with commercial practieemarket-oriented landlord can be
expected to place more emphasis on analysing mat&etand and opportunities.
Important decision-making factors in strategy folation will be current lettability,
future market expectations, financial return angasfunities for sale. A wide range of
strategies will be considered and applied: divexgifon of the price and quality of
dwellings within the portfolio according to housidgmand will be a central theme in
asset management.

Of course, the specific characteristics of socadlords do not allow them to
behave exactly like commercial enterprises. Theyfar example restricted to offering
(social) housing and (hence) financial return istheir primary objective. Nevertheless,
within these boundaries, increased market orieriatan have benefits for social
landlords as well. Market orientation can help ableindlords to realise a portfolio which
is effective (in meeting housing demand and tengmsferences) and economically
efficient (using 'cash cows' to finance the coreiadhousing stock). In short, we use the
term ‘market-orientated landlord’ in contrast tdask-oriented or responsive landlord
whose focus is mainly on fulfilling ‘traditionalogial housing tasks: the letting of decent,
affordable dwellings. (This distinction between ktasiented and market-oriented is
comparable to the distinction made by Miles andvb(i078) between ‘Defenders’ and
‘Prospectors’. It is also interesting to compars ttoncept with Kemeny’s (1995, p. 11-
16) discussion on market conformity.) The occureermé market orientation can be
reflected in the various activities of social lamdls’ asset management: the
rent(increases) will be related to the quality amerket position; the allocations,
maintenance and renewal activities will take madezhand and tenants’ preferences into
account and the landlords will have an active paley to generate financial income and
meet housing preferences.

Systematic

Many books on strategic business planning sugdestuse of systematic planning
procedures and rational frameworks for decisioningakThus, within strategic asset
management, a landlord will put effort into ratibaad transparent decision-making. The
process of formulating asset management strategiede well-structured. Decision-
making factors will be clearly marked and the wayvhich decisions are reached will be
reported. Asset management decisions have a lafigence on the quality, affordability
and availability of dwellings, being the key-objget of social housing everywhere. This
impact on social housing objectives places a denmndhe quality of the decision-
making process. Stakeholders of social landlordg exaect a ‘justifiable’ policy, which
is supported by rational arguments as part of @sparent decision-making process. In
fact, it can be argued that social landlords shetrigle towards such a transparent policy



as part of their social objectives. The occurreoica systematic approach towards asset
management can be reflected in the application edisibn-making frameworks -
comparable, for example, with private sector pdidfanalyses - and structured processes
- comparable for example with strategic busineasmhg as described by Kotler (1997,
p. 80), Aaker (1998, p. 19) and Bryson (1995, [#32).

Comprehensive

A major characteristic of strategic business plagns that it deals with the objectives of
the organisation as a whole, at top management-lévegeneral, models for strategic
planning include the formulation of a mission sta¢&t and business goals to guide the
development and activities of an organisation. Betsl or ‘business units’ are analysed
and compared with each other in the light of thission. As stated at the beginning of
this section, asset management concerns only aopaat social landlords’ activities.
Nevertheless, the characteristic of ‘comprehengssncan be applied to the specific
area of asset management. Comprehensive asset enaratgwill focus not only on
individual dwellings or estates, but will also ezt on the composition of the stock as a
whole. Furthermore, different aspects of stock rgan@ent will be considered. For
example, technical and social activities, long-teamd short-term objectives, and
activities at a strategic and operational level.laAdlord operating in only a responsive
way will focus for example on problem estates,irigilto formulate objectives for the
development of the whole housing stock and will casider the (lack of) synthesis of
different parts of the total management approackomprehensive (portfolio) approach
helps social landlords to determine which parthaf stock should be given priority for
investment and intensive management. Furthermefésction on the desired growth
direction of the portfolio as a whole, in relatitm housing needs, allows them to put
decisions about individual estates in a wider psrspe.

Proactive

The final key-characteristic of strategic asset ag@ment that we consider in our
evaluation framework is the occurrence of a pravacapproach. Books on strategic
planning are very clear on the fact that stratdégibaviour is not about taking a passive
attitude towards developments in the company’s renment. For example Ansoff
(1984, p. xv) states strategic planning “is a systiec procedure for management which
anticipates the challenge and prepares its respansalvance, based on examination of
novel alternatives”. Strategic planning can beb&tiveen ‘long-range planning’, which is
based on (sometimes inadequate) extrapolative detgcand ‘strategic management’,
which suggests real-time strategic response to dyimamic environment (e.g. Ansoff,
1984, Aaker, 1998). It is interesting to note tHewm a historic perspective, strategic
management has evolved from strategic planningausecthe ‘planning cycle’ used in
strategic planning is assumed to be “inadequatkeé&d with the rapid rate of change that
can occur in a firm’s external environment” (Aak&®98, p. 11). However, we argue that
for management of the housing stock, real-timdeggra management is not realistic due
to the inflexible nature of this product. Nevertgssd, we recognise pro-activeness as a
key-characteristic of both strategic planning amtsgic management. Translated to



asset management in the social rented sector,agtpre approach implies that landlords
will actively identify problems and opportunitieseesiming from developments in the
housing market, housing policy and market positiearthermore, they will anticipate

these developments with asset management stratiegtesd of reacting to them after
potential problems have become reality (for examphétiating renewal before a

neighbourhood begins to deteriorate).

In summary, we use the term ‘strategic’ for landmho follow a market-oriented,
systematic, comprehensive and proactive approaghrtts asset management. In Table
1, we have summarised possible (qualitative) ‘iattics’ of the occurrence of these
characteristics. In the following sections we emygltese characteristics of strategic asset
management when describing the practices in bathtdes.

Table 1: Characteristics and ‘indicators’ of strategiceagaanagement

Characteristic of strategic  ‘Indicator’ of occurrence

asset management

Market-oriented Rents, allocations, sales, mainteaaand renewal are related to tenants’
preferences, market demand and financial returidppities.

Systematic Frameworks for decision-making and ¢stmed) planning processes are
applied.

Comprehensive Goals are formulated for the devetmprof the entire housing stock and
individual estates are analysed in relation to edbbr.

Proactive Investments and other activities antieipareats and opportunities.

Methodol ogy

The description of Dutch practice is based onadiure review, and on interviews held
in winter 2002 with eleven housing associationsclhare supposed front-runners in the
area of asset management (see Nieboer & Gruis,; 206Roer, 2003). The description
of English housing associations is based mainlyhencase studies conducted by Larkin
(2000). Although both studies have been conductedifberent researchers, the topics
are very similar. Both studies investigate the assanagement practice of housing
associations and highlight good practice. Bothistutiave selected housing associations
that have taken steps to develop a strategic asaatgement (Nieboer, 2003, p. 9;
Larkin, 2000, p. 13). Therefore, they provide adjbasis for our comparison, but there
is some imbalance in the availability of informatie discussion of English practice is
somewhat hampered due to the lack of systematcnrdtion. Furthermore, our analysis
must be viewed within the context of the followifrgethodological) restrictions:

- Because of the large variety in institutional, podil, economic and historic
conditions between countries, comparative housesgarch often faces the
problem of what is actually being compared. Accogdio, for example, Smith
(1997) this makes the use of clear definitions hlisty necessary as a basis
for analysis. This problem is prominent in our gsé, in which we try to
determine if landlords comply to the abstract notod ‘strategic behaviour’.
Although we define the underlying characteristi€swuch an approach, these
(necessarily) remain rather abstract as well. [eantiore, in practice mixed
forms exist with some landlords being comprehenaive systematic but not



market-oriented. Hence it is not possible to cfgskindlords rigidly into
‘strategic’ and ‘non-strategic’;

- The historic context makes it difficult to make chrsive statements at this
moment. As stated in the introduction, asset mamageé is still in a
development stage in both countries. Organisat@esl a lot of time to adapt
to their new situation. Being aware of the eargstof development, we have
supported our analysis by examples from front-rusine

- It must be noted that our evaluation frameworlaiber prescriptive. Based on
existing theories, and given the current interestrategic asset management
in England and the Netherlands, we have stressegakential benefits of
following a strategic approach towards asset manage The strategic
planning approach is, however, not free of crititisee e.g. Mintzberg, 1994
— compare with the discussion on rational and memgal approaches).
Furthermore, application of some of the charadiesisn the social rented
sector could ‘backfire’. This counts in particufar market orientation: if this
leads to market conformity in a sense that soaalsing tasks are forgotten
and profit-making becomes the leading motivatiatja landlords will loose
their position as effective contributors to thefifmient of social housing
needs. But it is not the objective of this artitte debate the relevance of
strategic planning and our model is primarily irded to facilitate comparison
between practice of Dutch and English housing assons.

3. Asset management in Dutch housing associations

Housing associations are by far the largest prasidésocial housing in the Netherlands.
In 2001 there were 620 associations, owning maaa 89% of the social housing stock
(CFV, 2002). They are not-for-profit organisationisliged to operate in the interest of
housing, in particular by providing decent, affdstéa housing to lower-income
households. During the 1990s the average sizeeohtiusing associations’ stock grew
substantially due to mergers between associatieas Priemus, 2001). In 2001 the
average number of dwellings per association wa303(8FV, 2002). When set within an
international context, their stock can be charaszerby its relatively large share of the
total housing stock (35%), the diversity of dwedfin(type, price) and the variety of
tenants, who are not only low-income householdg. (&an der Heijden, 2002).
Generally speaking, the market position of the alo@nted stock is good. Although in
some regions lettability has been under threatenl990s, pressure on the social housing
market has increased in recent years, resultirigriger waiting periods throughout the
Netherlands. Dutch associations are managed byfagsional organisation and board.
Nearly all associations have a sound financial tmosi certainly when taking into
account the solid guarantee structure in the Dstahal rented sector (see below). Of
course, in this short sketch we only paint the gangicture. Differences exist between
the associations’ housing stock quality, size,rfal resources and organisation.

In the nineties, after decades of strong centralegonent regulation, Dutch
housing policy changed towards the reinforcememhafket principles in social housing.
As part of this policy housing associations havéngé much more administrative



freedom. Government regulation of associationsvitiets has been replaced by the
principle of retrospective accountability on thesisaof general ‘fields of performance’
(see introduction). These legal responsibilitiessfarmulated in the Social Rented Sector
Management Decree (BBSH). This decree stipulatas dlt the activities of housing
associations have to be in the interest of housfiogising associations must give priority
to accommodating households with a weak positiahénhousing market (mainly lower-
income households), but they are also allowed twvige dwellings for others. As a
consequence, Dutch housing associations are offgfietl as ‘hybrid’ organisations,
which carry out public tasks, but are independpntate organisations, having market
driven objectives as well (Priemus, 2001, pp. 249)2The performance of the housing
associations is monitored by the Housing Miniseycept for the financial assessments
of the associations, which are conducted by ther@edousing Fund (CFV).

The current legislation leaves associations a iabom to determine their own
asset management policy. Associations are primardgponsible for their own
maintenance, renewal and sale policy. Allocatioticpes are often determined in co-
operation with the municipalities. Only rents andl sheavily regulated by central
government.

In parallel with deregulation, direct financial @qut for housing associations has
been completely withdrawn (e.g. Boelhouwer, 198iOwever, indirect financial support
still exists through individual housing grants. fh@ermore associations’ loans can be
guaranteed by the Social Housing Guarantee Fund\yV&hich is funded by fees from
the associations and backed-up by the governmesbdations that are no longer able to
secure their financial viability can apply for fimaal support from the Central Housing
Fund, which is also funded by associations’ fegg @riemus, 1996).

The new policy context has set considerable chgédlerior the asset management
of Dutch social landlords. Being transformed fronperational, task-oriented
organisations towards ‘social entrepreneurs’, thaye to operate in a more strategic
way. But to what extent is this reflected in thesiset management practice?

Market-orientation

Increased market-orientation is reflected in ddféraspects of the associations’ asset

management:

- Rent policy: in response to the freedom they gaihadnhg the 1990s with the
introduction of the so-called rent sum approacQh.(Boelhouwer et al., 1997),
associations have developed systems to differentiwgir rents on the basis of
normative price-quality ratio’'s and analyses of i@ ket position of dwellings.
The market orientation of the housing associatioast policy is reflected in
the results of surveys conducted by the researshtutes OTB in 1996
(Kersloot,1999) andRIGO in 1999 (Marsman and Smit, 1999). In t6dB
survey, the most frequent reason given for renteg®es concerned the price-
quality rate of the dwellings; the second reasors wancerned with the
affordability and/or price-quality rate of other élings. In theRIGO survey,
the most frequent reasons concerned the local igusarket and the financial
position of the associations. Since July 2002, hamenew national rent
regulations are in force which substantially coefithe policy freedom of
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housing associations enjoyed in the 1990s. The dorBtate Secretary of
Housing implemented a mid-term rent policy for geriod until 2005 which
links maximum rent increases to inflation, and theximum eligible rent
according to the Housing Valuation System. Furtieee, the government has
set a maximum rent increase for the total housssp@ation stock of inflation
plus 0.4%.

- Allocation policy: throughout the Netherlands ‘metdforiented’ advert models
have replaced the distribution model for allocatodrdwellings (e.g. Kullberg,
2002);

- Stock quality policy: housing associations have upedo differentiate their
policies on quality according to the market positad dwellings, target groups’
preferences and incomes. Nevertheless, Straub (p0®24) states that “a clear
coupling between the strategic stock policy andtéotnical management with
respect to planned maintenance is still lackingnany cases”.

- Sale policy: sales have become a key-aspect otiasiems’ asset policies. The
number of dwellings sold grew from 2,000 in 199Gte@r 20,000 a year in the
late 1990s. According to the Ministry of Housing &mly the more expensive
dwellings are being sold and the cheaper stock séerbe maintained as much
as possible for housing the target group” (MVROMO@b, p.11). Survey
results show that important reasons for sale dre (tse of proceedings from
sale to acquire new dwellings for target group” dhd fact that “dwellings
became too expensive for target group” (Kerslo899] p. 88).

- Financial return has gained in importance for hogisassociations. This is
reflected, for example, in the development of achemark for financial return
on the housing associations’ stock: the so-calfDEX (see e.g. Priemus,
2003). However, financial return is still far frooonclusive in their decisions,
since housing associations accept large finanosgds on investments in new
and existing dwellings (e.g. CFV, 2002).

Case 1. Differentiation of stock quality

Housing associatioDe Combinatie in Rotterdam works with four categories to diffetiate the
technical quality of their housing stock in respectfor example, the facilities in the kitchen and
bathroom, insulation and safety provisions: Champiceague (highest quality), Premier League,
Second Division (minimum quality) and All Starsr(&pecial types of housing, e.g. homes for the
elderly, student rooms or dwellings for groups)e(d&oor et al., 2002). Some examples of
differences in technical quality are mentioned helo

Category: Champions Premier League  Second Division  All Stars
Facilities: League
Length of kitchen at least 2.10 1.80 m no minimum 1.80 m
sink (in metres)
Number of cupboardsat least 3 2 at least no minimum 2 at least
in kitchen
At least one toiletin required not required not required not required
room separate from
bathroom
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Washbasin / sink at least 2 at least 1 not required  depends on type of
dwelling
Double glass double glass in  double glass in not required
living, kitchen and living and kitchen
all bedrooms

Case 2. ‘Client’s choice’ programm#oonbron-Maasoevers

Housing associatiooonbron-Maasoevers in Rotterdam is experimenting with a programme in
which, for a part of the housing stock, tenantsgiwven the choice of five tenure options:

- Normal rent contract;

- Fixed rent contract for 5 or 10 years;

- Fixed rent-increase contract for 5 or 10 years;

- Purchase, with a discount on the market value asaleaback guarantee with a fifty-
fifty division of growth (or decrease) in value \ween the housing association and
the ‘tenant’;

- Outright purchase, under the condition that thealllznd has the right to buy the
dwelling back against market value when the ‘tehseits the dwelling.

Other associations have followed this experimentwadl (e.g. Saenwonen in Zaandam and
Woonstede in Ede) and many associations have adopted cqréaia of the approach.

Systematic

Since the early 1990s much attention has been govéme development of methods and
instruments to inform asset management in a matesatic and business-like manner
(for an overview see Nieboer and Gruis, 2001). Samssociations have adopted
approaches based on ‘commercial’ portfolio analyseswhich characteristics of the
dwellings (e.g. market position, quality, pricendncial return) are translated into general
strategies such as ‘milk’, ‘divest’, ‘maintain’ oagrow’ (e.g. van der Flier and Gruis,
2002). However, our interviews with associationdicate that few actually follow a
systematic approach in developing their asset n&anagt strategies.

Case 3. Systematic strategy selectiDel ftwonen

Dutch housing associatidpel ftwonen uses a decision tree, based on a ‘classic’ pastbotalysis,

in which strategies are based on assessmentsuné futarket perspective, current lettability and
economic opportunity costs (measured as the ratiovden the Net Present Value under
continued social rent and the market value):

Market Lettability Economic opportunity costs  General straegy
perspective
Low Grow
Good
High Milk
No risk
Low Reinforce
Bad
High Improve marketing, retreat

12



Low Maintain

Good
High Maintain (for now)
Risk
Low Reinforce, retreat
Bad
High Improve marketing, retreat

Source: Delftwonen (2002).

In brief, the general strategies in this decisrew tare as follows:

- Improve marketing: improve lettability, but withamicreasing economic loss, for example by
changing allocation criteria and being more activenarketing. If investments in quality are
deemed necessary, they should be financed by theotalwellings in the same product-
group;

- Grow: develop more of these products and cherisloties in the current stock;

- Maintain: continue current policy for these prodxict

- Milk: improve financial return by increasing rents;

- Retreat: sell or demolish.

Comprehensive

Many associations speak of ‘portfolio managemdnit, few actually formulate explicit,
measurable goals for the development of their mgustock. Neither do they follow a
top-down approach in formulating their investmdnategies (such as in example above).
Our material is not conclusive about the degreentich long-term and short-term
policies and technical and social management &weet to each other.

Case 4. Targets for development of housing st@mtftwonen

Delftwonen has formulated quantitative goals for the develepimand performance of their
housing stock, based on an analysis local housirgkeh developments and normative
judgements. The sum of the outcomes of strategiestate level (see example 3) are set against
these targets by means of ex-ante evaluation:

Aspect Goal

Investments -  Replacement of 330 cheap flats with lift;
- Replacement of 670 cheap flats without lift;
- Upgrading of 660 flats;
- Adjustment of 660 homes for the elderly;
- Adjustment of 250 single-family dwellings ;
- Upgrading of 250 single-family dwellings for fana.

Price, housingMinimally:
of low-income - all dwellings for younger households have to beorafible with individual
households housing allowance;

- 80% of the dwellings for the elderly affordable witousing allowance;

- 50% of the other dwellings affordable with housallgpwance.

Special target Provide in 50% of the local housiegd of special groups [like handicapped people].
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groups

Quality No dwelling with rating ‘poor’. Desired didrentiation of housing stock’s quality:
- 30% ’'basic’;
- 60% ‘standard’;
- 10% ‘luxurious’.

Sale Sale of maximally 3,000 homes.

Source: Delftwonen (2002)
Proactive

Renewal of large parts of the social housing stockrevent future social and lettability
problems is a big issue in the Netherlands, butsthé@stics show that this has not yet
taken place on a large scale (van der Flier andriBen, 1998; Wassenberg et al., 2002).
This can be explained to a large extent by ‘exieaciors’, such as complicated building
legislation and the lack of opportunities for mayiexisting tenants due to the general
housing shortage. Perhaps, also, there is an absdrroactive behaviour by housing
associations, who lack a sense of urgency wheblgrs are not clearly apparent.

In summary

Dutch associations have a large degree of admatigr and financial independence,
operate a stock with a fairly wide variety of dvmdls and tenants and are managed as
professional organisation. Thus we would expecb@asons in the Netherlands to
follow a strategic approach towards asset managenianreality, strategic asset
management only plays a limited role, though witkeptions: some front-runners do
meet all our criteria of strategic management. o8ggions have certainly increased their
market-orientation but it cannot be said that thejomty operate in a systematic,
comprehensive and proactive manner. This can blaieggd partly by the relatively short
period of independence since the 1990s followidgng tradition as semi-public task-
oriented organisations. The situation can be exgetd change in the future. Housing
associations consider strategic asset manageméet doe of the most important policy
issues they face (see Primavera and van de WIR@0R).

4. Asset management in English housing associations

Two types of social landlord exist in England. Loaathorities operate the largest part of
the social housing stock, representing 13% of oled stock in 2001 (Newey, 2002). The
rest is operated by housing associations. Locahcaities can be typified as public
housing companies. Housing associations can badegaas private institutions, but
being Registered Social Landlords they have puiiljectives and operate under specific
regulations. Since the mid-eighties housing assioocis have become the preferred
providers of new social housing and their sharthenhousing stock has increased from
2% in 1979 to 7% in 2001 (Newey, 2002). There ast pver 2,000 housing associations
registered with the Housing Corporation, each ognam average of just over 700
dwellings. There are great differences among th€here is “a wide range of quite
different organisations, varying from ancient almstes trusts and Victorian charitable
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foundations to self-build co-ops and former locaitharity housing departments”
(Malpass, 2001, p.227). The largest 7% of assaciat(owning over 2,500 dwellings)
account for 78% of all dwellings in the sector, lwihese associations managing an
average of about 8,000 dwellings (Gruis and Thor2@§€2). As in the Netherlands,
frequent mergers between associations have alsorigea phenomenon in England (e.qg.
Kiddle, 2002). However, compared to the Netherlatius English social rented sector is
much more focused on housing low-income househ(@ds van der Heijden, 2002,
p.334). In general the market-position of their tiwgs is good. Case studies by Larkin
(2000, p.13) show that “the majority of housingaasation’s stock is in good condition
and well located...However, it is also clear from ttese studies that a substantial
proportion of the stock of housing associations@ns asset management issues which
require a more fundamental appraisal of the optawaslable”. English associations have
a board of volunteers, but are “run as busines@dsivey, 2002, p.10). According to
Walker (2001, p.684) “ a number of studies haveddhe changing and more influential
role of housing associations’ chief executives lfPet al., 1998; Riseborough, 1997)
over their board as their management and orgaoisattcomes more complex (Mullins,
1998)".

English associations are not directly controlled dgntral government, but a
registered housing association operates underctdrgrélised) regulation of the Housing
Corporation. Until recently, the Housing Corporationonitors the financial and
management performance of housing associatiomsadid public money and promoted
the development of associations (Boelhouwer, 192 now the Audit Commission has
taken on the inspection of housing associations.

With the 1988 Housing Act public finance was altetierough a system of mixed
finance, and operational risks from them on weaadferred to individual associations.
However, associations have not become financiatigpendent, since substantial public
development funding has remained (e.g. Walker, 199%e Housing Corporation still
funds investment in new building and renovatiorotiygh an Approved Development
Programme (ADP), though this is destined to beawgd by allocations through new
affordable housing programmes as single region#& pader the control of Regional
Boards.

Rents charged by associations are to a large estdnect to central control.
Allocation policy is determined by individual assaions, but must conform to Housing
Corporation requirements and may be subject toeageats with local authorities on
general criteria and specific local lettings pl@#Gsuis and Thomas, 2002). Maintenance
is primarily the responsibility of the associatipimit the Housing Green Paper 2000
announced the introduction of “a decency standard/hich all social housing has to
comply by 2010” (Newey, 2002, p.13). The governtisedecency standard is highly
prescriptive, and places an investment obligation hmusing associations as they
simultaneously face the implications of rent cogesice. However, the reporting regime
associated with decent homes may have refocusewtiatt on asset management, while
the baseline decency standard does not precludeerigspirational standards, and
therefore leaves open decisions about discretioagggs of investment which strategic
asset management is designed to inform.

As stated in the introduction, English associatiares under pressure to develop
their asset management. Below we analyse if andthsws reflected in current practice,
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drawing on available material on English housingoagtions (Larkin, 2000; William
Sutton Trust, 2000; Newey, 2002):

Market-orientation

Although English associations are under pressurepkrate in a more business-like
manner, there is little evidence that they haveeéaly) adopted a market-orientated
approach within in the specific area of their ags@inagement. According to Larkin
(2000, p.5) “in general, the assessment is thatcagsons are now only coming to focus
on the performance, location and viability of thexisting stock”. Following the Dutch
experience, choice-based letting mechanisms haeebaden introduced in England, but
these are not yet widely applied (e.g Brown, 20@Hse studies by Larkin (2000) show
little evidence of strategic differentiation of tip@rtfolio or variation of maintenance
according to the market position of dwellings amaigehold preferences. According to
Larkin (2000, p. 37) “given the size of the RSLtsecand the range of asset challenges it
faces, the rate of sales is relatively low”. “Tot@laand with some notable exceptions,
asset management has largely been based arouadghmption that the existing stock
will be retained and receive investment to meet@oporary standards” (Larkin, 2000,

p.8).
Systematic

Practice varies, with case studies by Larkin (200Wjlliam Sutton Trust (2000) and
Newey (2002) showing that some associations maktesatic assessment of their
whole housing stock and then categorise for theqae of asset management. They
“have sought to develop a reasonably comprehengoliey framework and set of
decision-making models and tools; others [most]ehasiopted strategies which address
key asset challenges in a fragmented way, withowverall policy framework” (Larkin,
2000, p.17). Practice of systematic option appraied strategy selection is at an early
stage of development. Some examples of effortystematise the deliberation between
social and financial outcomes can be found in la(R000, pp. 31-32), William Sutton
Trust (2000, pp.58-59) and Gruis and Thomas (200@¢ main problem that has been
encountered in all these approaches (and Dutchriexpes as well) is that social return
is hard to measure and even harder to set objgctgainst financial return (see also
Gruis and Thomas, 2002). Therefore, while a fulygtematic option appraisal in the
social rented sector does not seem feasible, themeich to gain from the trends seen in
current practice.

Case 5. Asset management process William Sutton Trust

The case description of the William Sutton Tru€t0@) provides an example of a well-structured

approach towards the strategic decision-making tdrge association (15,700 homes) with a

geographically spread housing stock. The procesdemiat the Trust has devised with the

assistance of HACAS Chapman Hendy is in three parts

- Estate prioritisation: based on a questionnaireptetad by Trust employees working at area
or estate level, all the estates were evaluatethstga “sustainability index” and estates “at
risk” were identified;
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- Estate assessment: the estates that had beeredétethe previous stage were assessed on
the basis of more detailed criteria and managesteaitegies were developed for each estate;

- Option appraisal: the options that had been detethin stage 2 were evaluated on the basis
of financial costs and benefits and ‘social’ betsefih the form of the expected impact of
measures in relation indicators used in the suabdity index (see William Sutton Trust,
2000 for a full description).

Comprehensive

The English case studies show little evidence & tbrmulation of goals for the
performance and development of the whole housingkst*Some associations have
developed systematic approaches to categorising #teck for asset management
purposes, and then attaching strategies to paticategories” (see also the case of the
William Sutton Trust, 2000). “Others [most] haveopted more pragmatic approaches,
usually focussing on particular elements of théack which are proving problematic”
(Larkin 2000, p.5).

Case 6. Estate categorisation Bradford and Northern

Bradford and Northern have analysed their entioeksaind placed the properties in one of three

categories:

- ‘Core stock’, which displays some or all of theldaling characteristics: good location,
context and environment; healthy demand; low tuemplow number of voids; low rent loss;
generates surpluses; exhibits a variety of propmrhditions. These properties are maintained
and modernised with priorities identified throudjle estate management plans;

- ‘Redundant stock’, which has some or all of thdofelng characteristics: poor location,
context and environment; no market envisaged; mgdo meets housing need; low or no
demand; high level of voids; high rent loss; higlative maintenance spend; more likely to
need rehabilitation; does not generate a surplimesd properties will be disposed of
(presumably by sale or demolition), although somethimalling of properties where a
comprehensive neighbourhood regeneration strategin iplace or envisaged. They are
maintained to minimum legal standard where tenanted

- ‘Maintained stock’, which falls in neither of thb@ve categories and requires more research
until a firm view can be taken. They are maintaimédle marketing plans, further analysis
and market monitoring are conducted to determitgéuwdirections (Larkin, 2000, p.17).

Proactive

We have little data to support statements aboutpituactive behaviour of English
associations. In general the level of renewal aad ef the existing stock of housing
association have been stated to be low. Accordn@/alker and Smith (1999, p.743)
“the combination of development cost pressuresatgrerisk and higher maintenance
charges has meant that the rehabilitation progranimmigh housing associations has
collapsed, [although] more so in Wales than in Bndf. According to Larkin (2000) and
Newey (2002) associations have yet to develop a&muavactive approach towards their
asset management. Case 6 (above) gives an exampieattive behaviour in a sense
that redundant stock is identified and disposedioless comprehensive renewal actions
are envisaged. This ‘passive’ approach is refleatethe other case studies that have
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been conducted by Larkin as well. However, whilearaples of proactive renewal
strategies are not in the literature, private seeonewal policy in England most certainly
involves housing associations as landlords, angl\hk be looking at the performance of
their stock in the context of the strategic rolealoauthorities have in this regard, if not
because of their own commercial interests.

In summary

English associations are characterised by a latggree of detailed central regulation
compared with Dutch associations. They operate Ijnainthe interest of low-income
households. Their housing stock is managed forghrpose and with notable exceptions
is in generally a good market position. Howeveke lthe Dutch experience, English
associations are financially independent of govemnother than for the funding of new
development, and therefore have a strong incetiaglopt strategic approaches to asset
management. While there is little evidence in tkerdture that English associations in
general have adopted a strategic approach, sesitarss have been made to develop a
more systematic and comprehensive view of asseagement. As in the Netherlands,
things are likely to develop further in the futuneEngland as well. There is evidence of
this in recent attention given to ‘strategic’ assetnagement among social landlords in
Britain (e.g. Larkin, 2000; Newey, 2002; Brown dt, 2002; William Sutton Trust,
2000), and the specific challenges posed on thgeset management by the latest
Housing Green Paper 2000 (e.g. Newey, 2002). Rudtwiaulation in the direction of
strategic asset management, may come from ‘NewidManagement’ reforms which
place pressure on English associations to develomose business-like approach,
reflected for example in increased competitive beha; private sector management
practices; more emphasis on economy; growth in $tamdtop management; and the use
of more explicit and measurable standards of perdoice (Walker, 2001). Crucially,
however, the impetus will come from the inheritedibess plans of large scale voluntary
transfer associations and the option appraisalntgqabs central to all government
assumptions about stock reinvestment.

5. Comparison between Dutch and English associatien

Compared with Dutch housing associations, Englissoeations have rather less
freedom to make their own asset management desisifhile associations in the
Netherlands are responsible for their own investnpalicy, development and major
reinvestment by English associations are regulayecentral subsidies and programmes.
While the sale of dwellings has become an imporfasiicy option for Dutch asset
management, English associations have limited dapoptions, and are certainly not
actively encouraged to promote home ownership tiyngeoff their stock (Gruis and
Thomas, 2002). In general, English associatioems® be focused much more strongly
than their Dutch counterparts on providing deceaifffprdable dwellings, supported by
social services, for those most in need. To ilatstrthis, in England there is ongoing
debate about whether social landlords are primdatyshould be) providers of social
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services, rather than property managers (e.g. Walkd Smith, 1999), while in the

Netherlands property management is undisputedealseth activity of associations.

However, the differences should not be exaggerafestociations in both
countries have some freedom on allocations, arbhhigonstrained on rents and have
financial and administrative responsibility for theaintenance of their stock. In both
countries, associations are becoming larger orgtaiss due to mergers, and in England
due to stock transfers as well. In general, assoomin both countries have been under
pressure to adopt more business-like approachearitous aspects of their management.
But, unlike the Netherlands, this is not accompariy reduced central regulation in
England, and in Wales the opposite is true (Wadket Smith, 1999). Thus, although we
can expect to find a growing strategic behaviouasset management in both countries,
English approaches seem likely to be much moreimeafin respect to their policy
options: extensive sales and allocations and ingmants targeted at middle and higher-
income households (in particular) are much lessljiko be considered. On the other
hand, their limited options for manoeuvre couldabbetter environment for developing
systematic and comprehensive approaches. The cballstemming from the Housing
Green Paper 2000 to restrict rents while raising duality might stimulate English
associations to develop a more dynamic approactsalhanore of their stock (see also
Newey, 2002). And the continued focus on afforddddene ownership, both in England
and Wales, may expand tenures like shared ownerstipbining with right to buy, right
to acquire, and the proposed equity renting schamdémth expand asset management
options and dilute the delivery of conventionalteghhousing solutions.

In general, the Dutch associations seem to bétktigghead of their English
counterparts in the development of strategic assetagement. This could be explained
by various factors. We mention three possible exgtlans:

- The regulatory regime: as stated above, Dutch hgusssociations have more leeway
in following their own asset management policy aislo have a relatively large
degree of financial independence. This enlarges rieed to develop a more
‘professional’ asset management within the orgdioisa. In this context it is also
interesting to mention that, on the basis of Kenee(i/995) classification, the Dutch
rental system can be classified as a ‘unitary tentket’ within which the social
landlords are encouraged to compete with profitaiemousing. The English system,
on the other hand, bears more the characteristiasdualist rental system’ in which
the social rented sector is hived of from the maikéo a ‘command-economy
sector’. A more specific analysis on the relatiopdietween the type of rental system
and the type of asset management (Gruis, NiebakBaown, 2003) indicated that
there probably (and logically) is a relationshipveen the rental system and the
occurrence of market-orientation among social lamd. However, such a
relationship could not be found for the other chteastics of strategic asset
management.

- The historic context: the stimulation of the adrsirative and financial independence
of Dutch housing associations has been announcie ilate eighties. Since then, the
importance of strategic asset management has estemuch attention in the social
rented sector in the Netherlands. This may havergikiem a ‘head-start’;

- The characteristics of the organisations: on awer@gitch housing associations are
much larger than their English counterparts. Funtoee, where English housing

19



associations consist of a variety of very differerganisations (see Malpass, 2001),
Dutch housing associations are generally managed ptofessionals. These
organisational characteristics provide a much nhentde soil for the development of
strategic asset management. This explanation jgostgal by the fact that many of the
‘good practice’ examples from England stem from kager associations, with a
geographically spread stock.

6. Conclusion

In England and the Netherlands there is widesprmatagdest in asset management in the
social rented sector. As a result of developmentfidusing policy and changes in

housing markets, social landlords need to developoee ‘strategic’ approach towards

the management of their housing stock. In this pape have made a preliminary

assessment of the approaches by housing assosiatiboth countries. We have defined
strategic asset management on the basis of tlewialj characteristics: market-oriented,
systematic, comprehensive and proactive behavidur.evidence shows that, with the

exception of some front-runners, strategic assetage@ment that bears all of these
characteristics is rare among associations in loahntries. In general, the Dutch

associations seem to be slightly ahead of theilifingounterparts, which seems logical
judging from their wider role in the housing marktte less restrictive regime under
which they operate and the relatively large degreénancial independence of Dutch

associations.

Implications for practice

Given that asset management is in an early stagealopment in both countries, are
there lessons which can be learnt from the commaPis =. Certainly, housing

associations can draw lessons from the exampliesved by colleagues within their own
countries, but is an international exchange of ggpees useful?

The differences between Dutch and English assoasttlo place restrictions on the
transferability of best practices. Because thecgdiieedom and the target group of the
Dutch associations is wider, they have more roonotikk for market opportunities
outside the restricted area of housing low-incomeskholds. As a consequence the
range of options considered in their asset managemedroader. English associations
are currently less likely to choose sale or sultsthrenewal if this results in higher,
unaffordable rents. Dutch associations have mor@sores to consider a larger
differentiation in maintenance, allocation and rpalicy (as far as regulation allows it).
In short, the potential for direct comparisons leswthe sectors in terms of:

- systems for market-oriented rent policies is lowt (o say that both countries

cannot learn from each other's rent policies atenal level);

- market-oriented advert models in housing allocat®high and has already

taken place;

- market-oriented quality standards is currently ldwmt might change if rent

constraints could be loosened;
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- more dynamic sale and renewal policies is mediumgliEh associations
could use sale opportunities to generate additidimaincial resources for
renewals elsewhere. In this respect English aaBoos could consider the
introduction of a voluntary ‘right to buy’, supped by specific sale
constraints, as is done by some Dutch associatg@escase 2);

- systematic approaches to strategy developmengfsihirespect to the use of
general process models (e.g. case 5). More spstifictured models (such as
in case 3) have to be adapted to the national xbimteespect to the kind of
policy options that can be considered. Operatiooaimputerised decision-
support models for investment planning and findnejppraisal may be
applicable in both countries.

- comprehensive approaches is high, particularly éetwthe larger housing
associations in both countries. Approaches in wbigjectives are formulated
for the performance of the whole housing stock (sage 4) and in which
estates are assessed on the basis of their repetsrgon in the housing stock
(example 6) are applicable in both countries. Havethese approaches will
also have to be adapted to the local context ipe@sto the criteria used and
the range of policy options to be considered.

Thus, due to the differences between both housysiess, the transferability of
practices has some limitations. Nevertheless, &smts in both countries can learn
from each others’ efforts to systematise the foatioh of asset management strategies in
a more comprehensive way. With some adaptatidit the local context, associations
could benefit from an exchange of approaches cairggthe formulation of goals for the
development of the whole housing stock, the categbon and prioritisation of estates
according to predefined asset management stratagiedhe adoption of targeted sale
and shared ownership programmes as part of a widdegy of market diversification.
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