STATES OF JERSEY

RENTAL SECTOR IN JERSEY:
PROPOSED POLICY DIRECTION

Presented to the States on 29th July 2015
by the Minister for Housing

STATES GREFFE

2015 Price code: C R.87



11

1.2

13

1.4

15

1.6

1.7

1.8

REPORT
Executive summary

Housing is a key component in people’s liveshdmne provides security,
stability and comfort. It affects health and wedlitg; encourages people to
participate in social and economic life; and heljgs support strong

communities.

The Strategic Plan 2015 - 2018 recognises the that housing has in
supporting broader social and economic policy dbjes, and includes a goal
to —

“Champion a proper supply of housing of all typgsiomote
affordability, improve housing standards and buildtrong
communities.”

The Housing Strategy will build on this goal placing affordable, good
standard and secure homes at the heart of the {CotiMdinisters’ vision for
housing, and setting out the role that housingihasddressing some of the
challenges facing the Island.

This report supports the Housing Strategys tirie of several detailed policy
papers that will assist with the delivery of theaaBtgy, and establishes
specific policy areas that the Minister for Housimig) take forward in respect

of the rental sector.

The Minister for Housing and the Minister foedith and Social Services
recognise the large contribution that rental accodfmtion makes towards
meeting housing needs in the Island. The privag sotial rental sectors
provide homes to a range of different people, mafnyhom would be unable
to access other categories of tenure or who aractdtl to the choice and
flexibility that renting offers them.

The importance of the rental sector is reflgdte figures which show that
under half of Island households live in rental awowdation: the private
rental sector accounts for around 33% of househald®ss more than
13,000 units of accommodatiprand social housing provides homes to 14%
of households, with over 5,600 units of accommaatati

Accordingly, private and social rental accomatah has a significant part to
play in the Island’s social and economic futurettipalarly in relation to

health and well-being, the regeneration of St.ételand tackling inequality.
This makes it essential to have a debate aboutotbeof the sector and the
ways which it can support, and be more responsivpdople’s housing needs.

The measures set out in this report are intbridenelp direct this debate.
Focusing on 3 core features of the rental secwiardards, affordability and
security of tenure — the report sets out a packdgeeasures that could be
used to create a professional and well-functionamdal sector which provides
an attractive, stable and long-term housing opfitorthe people it serves.

! States of Jersey Statistics Unit (2018)sey in Figures 2013. 45
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Overview

There has been a considerable amount of warledeaout in the last 5 years
on the framework of laws governing the Island'saésector. These include —

. The Residential Tenancy (Jersey) Law 2011 came fatoe in
May 2013 This established statutory rights and resporitdsl for
landlords and tenants.

. The Control of Housing and Work (Jersey) Law 20E5wntroduced
in July 2013 This Law enabled ‘registered’ (often called
‘unqualified’) people to obtain security of tendoe the first time.

. An Order to prevent landlords from supplying ugl to tenants
above the retail price was introduceddntober 2013

. Compulsory Condition Reports were introducedOatober 2014to
record the condition, repair and maintenance ofpgries at the
beginning and end of tenancies.

Whilst the rental sector has been an activa e new regulation, there is
further work remaining to bring the different elemse of regulation together
into a coherent framework, and to strengthen avdaesre there is limited
statutory protection, or where existing Laws arédated and do not reflect
present-day requirements.

Therefore, this report sets out the proposditypdirection for the rental
sector and the co-ordination of work taking placeosas the States to deliver
these proposals.

This Report has been prepared, in part, as@onse to the Proposition of
Deputy M. Tadier of St. Brelade, P.42/2614s amended, which the States
Assembly adopted on 22nd May 2014. The Proposiggnested —

. The Minister for Health and Social Services, in sudtation with the
Minister for Housing, to introduce minimum condiigtandards for
all rental properties;

. The Minister for Housing to investigate the settiqgof a registration
scheme for landlords; and

. The Minister for Housing to investigate the introtan of rent
control to set maximum levels of rents and fees thay be charged
to tenants.

The Strategic Housing Unit (SHU) and the Envinental Health Department
have reviewed these issues jointly on behalf ofMir@isters for Housing and
Health and Social Services and, in so doing, haeeunted for the direction
of P.42/2014. This report sets out their findingad includes other policy
measures that could be used to create a moreieffeqiproach to regulating
the rental sector.

2 “Residential rental property: minimum standardd arregister of landlords”
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Summary of proposals

This Report has been prepared for the MinfsteHousing, having consulted
with the Minister for Health and Social ServicefieTreport brings together
the Ministers’ immediate priorities for the rentséctor, and the policy
measures they suggest should be advanced overnthissterial term,
including —

Introduction of minimum standards: All categories of rental

accommaodation will be subject to the same minim@mdiion standards and
system of inspection under a new Public Health &afety (Rented

Dwellings) Law. In this way, it would not make dfdrence whether a unit of
accommodation was ‘qualified’ or ‘registered’, setintained or a lodging

house, socially or privately rented — all tenantsuld receive the same level
of protection.

A range of monitoring and enforcement powers wélldpecified, including —

. ‘Portfolio action’ where all rental accommodatiat by an individual
landlord can be inspected if there is reasonaldargts to believe, on
inspecting one property, the problems at that ptgpeaay be present
at other properties as well; and

. ‘Selective licensing’ for poor-performing landlordthat would
effectively place those landlords under a closepéttion regime,
with this being published so that prospective t¢smane aware.

The plan is to introduce a draft Law in 2015 — seeonclusion 1.

Houses in multiple occupancyThe regulatory regime introduced by the new
Draft Public Health and Safety (Rented Dwellingderéey) Law 201-
provides an opportunity to develop a new categdnyonising for ‘Houses in
Multiple Occupation’ (3 or more households who livethe same property),
and to create an enhanced system of mandatory cinspe This is to
recognise that the occupation of a single propbstyseparate but sharing
households presents higher challenges in relatiorthé maintenance of
standards.

Following this, the intention would be to repealethhodging Houses
(Registration) (Jersey) Law 1962 (“the 1962 Law"which addresses
standards of accommodation for a specific type miperty occupied by
registered persons (both self-contained and HMQ ubject to further
consultation with interested stakeholders. If takéorward, all the
accommodation covered by the 1962 Law would be remvénstead by the
Draft Public Health and Safety (Rented Dwellinglréey) Law 201-.

The intention is to undertake this task in 2016 —@17 — see conclusion 2.

R.87/2015
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Social Housing Law:A regulatory framework for social housing will be
introduced to provide comfort above that availabl@rivate sector tenants in
terms of standards and good governance of socisitg providers, including
Andium Homes and the social housing trusts, aratagide them with policy
direction.

The plan is to introduce a draft Law in 2015 — seeonclusion 3.

Tenancy deposit schemea service to protect tenants’ deposits — where
money paid to landlords by tenants should be hantteda scheme
administrator, and repaid on completion of a tegamafter a dispute
resolution process if necessary — is currentlydpestablished.

The plan is to introduce a scheme in 2015 — see chrsion 4.

Tenant redressThe ease of the process whereby tenants and tdsdibtain
redress for a breach of tenancy will be examineth & view to exploring
whether an intermediary and easier way to accegmiti resolution process
should, and can be, introduced prior to actioh@Retty Debts Court.

This is to recognise that presently the partieany dispute must either settle
the dispute themselves, or undertake court actiois felt that all tenants
should have similar rights whoever owns their prgpend this principle will
be explored.

The intention is to undertake the above task in 2@l- 2017 — see
conclusion 5.

Voluntary accreditation: Professional management standards will be
promoted through the introduction of a voluntarndird accreditation
scheme for the private rental sector. The scheniepramote best practice
and ensure that accredited landlords comply wisletaof rental management
standards. A good practice guide for rental accodation will also be
developed to educate landlords and tenants abait kxgal rights and
responsibilities.

The intention is to undertake the above task in 2@®.- 2016 — see
conclusions 6 and 7 below.

Security of tenure:Options to afford legal protection for people whe in
non-self-contained premises, which are not covegdthe Residential
Tenancy Law, will be examined, including measucegrovide a reasonable
level of security of tenure.

The intention is to undertake the above task in 2@l- 2017 — see
conclusion 8.

Rent control: Advice has also been sought from the Economics amient

controls — the advice is provided as Appendix to this Report. Following
review, the Minister for Housing is not minded t@geed with rent controls
at this juncture, given that the primary focus loé tMinister is to support
affordability through increased supply and incrsase the quality of the
housing stock.

R.87/2015



3.1.12 However, this does not mean that options for reéabiksation cannot be
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4.5

looked into to make the costs of renting more mtadile and prevent
instability by encouraging longer tenancies with rengpredictable rent
increases.

The intention is to ensure that there is greater net stability by
introducing index-linked rent increases as part of a voluntary
accreditation scheme, and to give further considetan to reforming the
Rent Control Tribunal under the Dwelling Houses (Rat Control)
(Jersey) Law 1946, including the composition of th&ribunal, its role and
remit, and the tenancy matters for which it shouldbe responsible — see
conclusion 9.

Minimum condition standards for rental accommoddion

Good standard, secure and well-maintained acamiation has a significant
effect on people’s lives in terms of their healtid avell-being. Poor standards
of housing can cause or exacerbate health problessnuch as good
standards of housing can help to promote good Iheald limit the incidence
of medical conditions.

In view of the need to promote good standaf@aEcommodation in the rental
sector, the States Assembly agreed in May 2014thigaMinister for Health
and Social Services should bring forward draftdkgion covering minimum
condition standards for all categories of rentalb@aemodation. As a result, the
Minister will bring the Draft Public Health and & (Rented Dwellings)
(Jersey) Law 201- to the Assembly for debate in5201

The Law will cover all categories of rental @eenodation, including

properties in the private sector, social housimglging houses, and staff
accommodation. The Law will not cover owner-occdppeoperty, since it is

a matter for home-owners to live as they see fibviging they have the

capacity to make that choice. The draft Law wilt nover lodgers in owner-
occupied properties either.

To determine whether a rental accommodatiohmeéets minimum standards,
the Environmental Health Department will use thausiog Health and Safety
Rating System (HHSRS), a risk-based tool whichssesepotential hazards to
health and safety arising from deficiencies in hogts

The HHSRS addresses 29 of the most common typehysical hazards
relating to housing, including —

. Disrepair;

. Dampness, excess cold/heat;

. Accidents (falls, fires, electrical faults);

. Hygiene, sanitation and water supply;

. Amenity standards; and

. Lack of space, overcrowding and lighting.

R.87/2015
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Tenants who have a concern about the conditdn their rental
accommodation will be able to report problems t® Environmental Health
Department and request an inspection of their ptppé&n Environmental
Health Officer will then carry out an assessmesing the HHSRS, of the risk
of an incident arising from the hazard and harmuoig to its occupants as a
result.

If a hazard is discovered that is determinedb¢o serious, known as a
‘Category 1 Hazard’, the Environmental Health Dépant will have the

power to take action to rectify the problem. Thestrikely action will be the

issuance of an enforcement notice that requiresndldrd to improve the

condition of his/her property, although strictenakties would be open to the
Department depending on the seriousness of thectaza

The Environmental Health Department may, fanagle, issue a prohibition
notice banning a property, or part of one, froombdet, until the problem is
rectified. The Department would also be able to glete the work itself and
claim expenses from the landlord. In most casdana@diord would only be at
risk of prosecution if he/she were to repeatedhorg an improvement notice
or other order.

Moreover, the Ministers believe it is vitallave a series of tools available to
improve the standard of rental accommodation, aak hagreed to include
provision in the draft Law for officers to undergakportfolio action’. This
provision would permit the Environmental Health Begment to undertake
more proactive monitoring of rental accommodatidrere it was determined
that problems affecting one of a landlord’s projgsrimay also be present at
another.

In this way, inspection would not rely solely a compliant being made in
respect of a property before it could be inspedfeal.compliant was received

about one property, then an inspection could bigatad in respect of any

other properties let by that same landlord if theeze reasonable grounds to
do so.

Additionally, the Ministers wish to includeopision in the Draft Public
Health and Safety (Rented Dwellings) (Jersey) Lal-2to introduce a
selective licensing regime targeted at poorly-pening landlords. This would
work on the presumption that all landlords wererapeg in accordance with
the Law, unless it could be demonstrated otheramsahich case they would
be put under a closer regulatory regime with camast around the
improvement of their accommodation. A registertise landlords would be
held publicly to help inform the decisions of presfive tenants

Any landlords who did not improve their belmaviand continued to let poor-
standard accommodation would run the risk of hatirar licence revoked;
and whilst options for sanctions are being revieasgart of the finalisation
of the draft Law, this could include being excludeom the private rental
sector altogether.

3 Law Commission (August 2008Jousing: encouraging responsible letting
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Conclusion 1: The Draft Public Health and Safety (Rnted Dwellings) (Jersey)
Law 201- will be brought forward by the Minister for Health and Social Services
during 2015. If approved, the new Law will introducge minimum standards for all

categories of rental accommodation and a system tmonitor and enforce

standards. As some of the tools available to imprevstandards, ‘portfolio action’

and a ‘selective licensing’ scheme will be developé¢o capture landlords who fail

to meet the legal requirements for renting property

5.

5.1

5.2

5.3

54

5.5

5.6

Lodging house accommodation

The development of the Draft Public Health &zdety (Rented Dwellings)
(Jersey) Law 201- has given the Ministers an opmit to consider the
regulation of properties presently covered by thedding Houses
(Registration) (Jersey) Law 1962.

The new Law, if adopted when brought to theeStassembly, will provide a
set of health and safety standards with whichralperties currently registered
as lodging houses will also need to comply.

The 1962 Law originally functioned to ensure nimum standard
accommaodation for groups of people such as migkamkers. A person who
was not qualified under the Housing (Jersey) LadQl@as unable to lease a
property and would therefore be classified as gdodrhis meant they were
only able to reside in registered lodging houseoaamodation; or in housing
outside of the Housing Law; or as a private lodgreanother person’s home;
and received no tenancy rights or legal securitjeolure.

To compensate, the Law provided a registradiuch active inspection regime
that does not depend on a complaint being madepraflerties are registered,
and a number of those properties are inspectedyeachusually two-thirds of
lodging houses. This is a more rigorous inspectigime than applies to
other residential properties in Jersey.

When the Control of Housing and Work (Jersesgv12012 was introduced,
the barrier that had prevented unqualified peogpddldd ‘registered’ people in
the Law) from leasing property was removed, theatfiof which was that
they were able to lease the property in which tlvgd rather than simply
‘lodge’. Ultimately, this provided people with seity of tenure where they
leased. This does not mean that they can live alifted property, but they
are able to lease that property under the Resalefénancy (Jersey) Law
2011. This significantly increased the tenancytsghf many people living in
lodging houses, the majority of which now compriséself-contained units
afforded the protection of the Residential Tena@eysey) Law 2011.

In order to remove duplication and harmonise thgulation of lodging
houses, the Minister for Housing proposes to repleal Lodging Houses
(Registration) (Jersey) Law 1962 when new minimuondition standards
legislation has been introduced.

R.87/2015
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At the same time, the Ministers propose thatwant of accommodation that
forms the principle residence of 3 or more unreldteuseholds, and hence
where they share amenities such as a kitchent &milé washroom, will be
classified as ‘Houses in Multiple Occupation’ (HMOand subject to a
compulsory licensing scheme under the Draft Publealth and Safety
(Rented Dwellings) (Jersey) Law 201-. A compulsbegnsing scheme will
apply irrespective of whether the property is ire tlgualified’ or ‘non-
gualified” housing sectors. Put simply, any propewwhich meets the
definition will be regulated.

This category of rental accommodation has duligrpose in providing

homes for certain groups of people; but it argugtiges a greater risk to
residents on account of the often more intensive afsshared facilities by
unrelated households, and the more transient wgrkimangements among
the people who live theteIn addition, a high concentration of multi-
occupancy accommodation can have an impact on idher weighbourhood,

especially in urban areas, in terms of anti-sobethaviour and quality of
life, etc.

Therefore, compulsory licensing for Houses inltidle Occupation is a
targeted approach that would focus resources wheyeare needed most, and
ensure that an active inspection regime continaegroperties where health
and safety risks are of most concern, i.e. HMOs.

The rights and responsibilities of a HouseMultiple Occupation owner

would be similar to those any of other landlordtlie private rental sector.
However, since the risks associated with largeatgarbperties are found to be
greater in terms of poor conditions, overcrowdingd afire hazards, a

compulsory requirement to register such propertiesld help to prevent and
manage problems around maintenance and repair.

The introduction of a licensing scheme woultuge a registration and
inspection regime remained for properties whereeniban several unrelated
households lived together, through which enforcdraetion could be taken if
the owner of a House in Multiple Occupancy did nfodfil their
responsibilities.

The proposed repeal of the Lodging HousesigRation) (Jersey) Law 1962
and the introduction of provisions around HouseBluitiple Occupancy will
be subject to consultation with interested stakddrsl including relevant
States Departments and lodging house owners, tarerbey are well-
balanced, practical and meet the modern requiren@drthis sub-sector of the
rental market.

Conclusion 2: The Lodging Houses Law should be repkd, with standards being
dealt with instead through the Public Health and Stety (Rented Dwellings)
(Jersey) Law-. In its place, the Law will create dicensing scheme for rental
properties designated as ‘Houses in Multiple Occupey’, which will be subject
to an enhanced inspection regime that does not relgn a complaint being
received.

* Scottish Executive (July 2008)ouses in Multiple Occupation: a guide for landlerd
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The Draft Social Housing Law

The revised structure for social housing prionisn Jersey, as set out in
P.33/2013, brings with it the need to ensure a sbbegulatory framework
around the Island’s social housing providers — AmdHomes and the social
housing trusts. Following the transfer of the Stasecial landlord functions
to Andium Homes in July 2014, it is important toplement a consistent
regulatory framework across the whole social hausiactor in view of the
public interest and investment in the provisiorsatial housing.

At this time, the Minister for Housing is wonkj with key stakeholders to
formulate a potential model for the regulation ofial housing, as well as the
principles that will underpin a regulatory framewoUltimately, it is not the
intention of the Minister to stand in the way oti&d housing providers and
the way they operate. Boards and Trustees are &mtemesponsible for
providing social housing to tenants and first-timeyers, and regulation must
not impede on their ability to deliver cores seggic

However, a consistent, fair and transparentla¢gry framework is required
in order to support the demands for social housind protect the rights,
interests and well-being of tenants and other btaElkers. Therefore, the
Minister's aims in proposing a system of regulatierto ensure that social
housing providers —

. Meet the needs and priorities of tenants and senders;

. Deliver consistent standards across core service;

. Continually improve performance and value for mgney

. Ensure the confidence of public and private inwsstim social
housing; and

. Protect the reputation of the affordable housingaeas a whole.

The aim is to identify a model of regulatiomttlis both proportionate to the
size and structure of the Island’s social housiegt® and minimises
regulatory interference; but which also ensuresimum standards of
performance, financial management and governancthi$ respect, the key
elements of the regulatory framework are likelyndude —

. Defining the performance standards which socialsha providers
should achieve for existing and new tenants;

. Setting out the standards of governance and fiahn@nagement for
social housing providers; and

. Introducing a social housing regulator and esthlvigpits powers.

It is anticipated that the Minister will briigrward the Draft Social Housing
(Jersey) Law 201- to implement a regulatory framwfor social housing in
the autumn of 2015.

Conclusion 3: The Draft Social Housing (Jersey) Law201- will be introduced to

provide a regulatory framework for social housing n respect of the standards of
service for tenants, good governance and financiahanagement of social housing
providers, including Andium Homes and the Social Hasing Trusts.

R.87/2015
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Tenancy deposit scheme

The Minister for Housing is currently undertakia procurement exercise to
appoint a company to set up and manage a tenapogittecheme on behalf
of the States of Jersey. This follows the apprdyathe States Assembly in
July 2014 of the Residential Tenancy (Deposit S&)ddersey) Regulations.

The Regulations adopted by the States Assembtgblish the regulatory
framework for a tenancy deposit scheme. The regulgatinclude provisions
to protect deposits paid by a tenant in conneatidgh a residential tenancy,
and a means of alternative dispute resolution ldralord or tenant who is
party to such an agreement disagrees with the anabumoney to be repaid at
the end of a tenancy. The key deliverables include

. Appointing a company to set up and administer areyn deposit
scheme;

. Establishing the processes through which deposineyowill
protected;

. Creating and manage an alternative dispute resalptiocess;

. Generating awareness of the scheme among landémdstenants;
and

. Preparing an annual report to the States on theatipe of the
scheme.

The Scheme will be compulsory and based orctiséodial model in effect
already in the United Kingdom and Northern Irela@derall, it is intended
that a tenancy deposit scheme will —

. Reduce the number of unfairly withheld tenancy d&pp

. Ensure the safekeeping of deposits throughoutéhiegof a tenancy;

. Ensure deposits are returned quickly and fairlytigaarly where a
dispute arises; and

. Encourage continued improvements in rental managestandards.

The Regulations came into force on 28th Felrad5, which provides the
Minister with the power to appoint a scheme provimeset up and operate a
scheme as soon as reasonably practicable aft®edpalations are in force.

The procurement process is nearing completiah iis anticipated that a
scheme provider will be appointed by the Ministetlie coming weeks, with
the actual scheme following in late 2015, onceMimaster is satisfied that the
appointed provider has established a robust schamieh meets the
requirements of the regulations.

Conclusion 4: A tenancy deposit scheme where allrtents’ deposits should be
paid to a scheme administrator, and repaid on comption of the tenancy, after a
dispute resolution process if necessary, is currdgt being established and will
come into operation during 2015.

R.87/2015



8.1

8.2

8.3

8.4

8.5

12

Ability of tenants and landlords to obtain redress

Tenants and Landlords letting property underRbsidential Tenancy (Jersey)
Law 2011 have access to the Petty Debts Courstive disputes.

Until July 2014, tenants of the Housing Deparitmbefore it became Andium
Homes, also had access to the administrative eppeatess administered by
the States Greffe under which tenants could brimgvérd complaints in

respect of departmental decisions. As Andium Homeso longer a States
Department, their tenants do not have access $onigichanism anymore.
Notably, tenants of housing trusts have never la@ss to administrative
appeals. This places them in the same positionngsother tenant in the
Island.

Andium Homes operates a robust internal comidaprocedure, and the
housing trusts have arrangements in place to asldmserns and complaints.
Moreover, the regulatory framework for social hagswill include a standard
around social housing providers’ communication wigmants, which will
cover having available an accessible complaintsquiore internally to deal
with complaints or feedback on services.

This then raises the question as to why tenaintocial housing providers
should be different from the tenants of privatedlards. Shouldn’t tenants
have the same rights to have their complaint deigft reasonably whoever is
their landlord?

For this reason, the Minister is minded to ptdeat all tenants in Jersey have
access to the Petty Debts Court procedure, andxpiore whether this
procedure could be enhanced and made more aceeksilihe benefit of all
tenants. For example, would an intermediate dispegelution service have
benefit? This could take the form of a rented hogigioard, which would be
able to hear and determine complaints on rentalesssuch as a where a
landlord had failed to manage a tenancy reasonablgomply with a legal
duty incumbent on them.

Conclusion 5: The Minister will explore whether addtional dispute resolution
processes are needed in respect of the ability acfntants to complain and seek
redress from their landlord.

9.

9.1

Information and awareness about the private rerdtl sector

The framework of Laws covering the private aérgector is robust, but its
complexity can make it difficult for people to umg&and how these Laws
affect them. Unfamiliarity is not an excuse for pgaractice, but some
landlords and tenants may not be aware about by dulderstand their legal
rights and responsibilitiés

>J. Rugg & D. Rhodes (2008he private rented sector: its contribution andemutal,
University of York Centre for Housing Policy

R.87/2015



9.2

9.3

9.4

9.5

9.6

13

There are several different Laws covering peveental accommodation,
including —

. Planning and Building (Jersey) Law 2002

. Building Bye-Laws and supplementary planning guian
. Residential Tenancy (Jersey) Law 2011

. Lodging Houses (Registration) (Jersey) Law 1962

. Dwelling-Houses (Rent Control) (Jersey) Law 1946

. Statutory Nuisances (Jersey) Law 1999

. Loi (1934) sur la Santé Publique.

The growing number of legal requirements favgie rental accommodation,
and the likelihood some might be repealed in fytunekes it a priority to
ensure that Laws are accessible for landlords andnts, and to find new
ways of communicating with them about their riglital responsibilities.

Therefore, the Strategic Housing Unit will geblnew information about the
statutory framework affecting the private rentaitee A good practice guide
for landlords and tenants will be produced to prtangood rental
management practices. The guide will cover thesthifit issues which shape
tenancies and explain the principles of the lawsuad private rental
accommodation, including information on:

. Rental accommodation condition, repair and mainteaa
. Forms of agreement;

. Termination, eviction and dispute resolution;

. Rent setting and review;

. Deposit collection and condition reports; and

. Provisions for non-self-contained accommodation.

The publication of a good practice guide wilghto strengthen security of
occupancy for households in the private rentalseaind improve awareness
amongst landlords about their legal obligations.

It is also expected that the new tenancy depmmtieme will be used to
communicate information to landlords and tenantse Tender process is
nearing completion, and when a scheme administrestoappointed, the

Strategic Housing Unit will work with the providés consider how guidance
about deposits, property conditions and rental mement standards can be
publicised and promoted.

Conclusion 6: Guidance and information will be madeavailable about the legal
requirements for private rental accommodation. A god practice guide will be
published to provide practical advice to landlordsand tenants about their rights
and responsibilities.
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Landlord registration schemes

The professional management of rental accoratioyd provides a strong
basis for ensuring positive outcomes for tenantseims of good standard
homes and secure tenancies. The emergence of schemthe United
Kingdom such as registration and accreditationpiovate sector landlords
thus reflect efforts by policy-makers to encourggefessional management
standards and strengthen secure occupancy fortéenan

The Ministers for Housing and Health and So&arvices have given
consideration to whether a form of registratioraocreditation scheme could
be introduced locally as a way of improving rent@nagement standards.
Deputy Tadier’s Proposition, P.42/2014, focuse@@ompulsory registration
for landlords; however, options for voluntary aclitation may be just as
effective when developed as part of a wider packafgmeasures aimed at
encouraging responsible management practices.

In the first instance, compulsory registrati@fiers to a universal process
where a requirement exists for all landlords in phigate rental sector to be
registered in order to be able to legally rent aastommodation. There are
2 different types of registration scheme. A comprysregistration scheme
would enable any person to register themselves dandlord and let
accommodation. This type of scheme is used maimlgdnerate data for
authorities on landlords and the properties they tht.

An alternative approach would be to introdadeensing system for private
sector landlords, which would subject applicantsatonore comprehensive
registration process. There is a difference betvs@ply requiring a person
to register as a landlord, and being granted adiee'Registration’ might be
considered as a ‘light touch’ approach with minirbatriers to becoming a
landlord. However, ‘licensing’ is a more stringehteshold for a person to
become a landlord and implies some form of assasgsfodowing which a
licence could be granted or refused.

In Scotland, for example, where a landlordstegtion scheme has operated
since 2004, the registration process requires apsament of whether an
applicant is a ‘fit and proper’ person before begigen permission to be a
landlord.

Having reviewed the merits of a compulsoryistegtion scheme, the
Ministers are sympathetic to the rationale of sachapproach and why it has
been introduced in Scotland and Northern Irelandweler, they not

convinced that a compulsory registration schemeldvaad value to the

purpose of raising rental management standardergey, at least whilst new
statutory arrangements covering the private resgator are still bedding in
and evolving.

® Department for Social Development, Northern Irdl&2010)Building Sound Foundations: a
strategy for the private rented sector
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10.7 The Ministers believe that registration isoa€ size fits all approach’ that
does not target regulation where risks are greaf®sr 80% of people who
rent in Jersey are satisfied with their accommadétiwith people who are
unsatisfied being concerned about issues suchrkimgand storage, which a
registration scheme would not cover. Thereforeaig@re must be taken
before imposing a requirement on all landlords wtien concerns that exist
relate to a small number.

10.8 In this context, compulsory registration does offer sufficient distinction
between the needs of different landlords, placingsproportionate burden on
responsible landlords, but not focusing adequateurees on tackling a small
minority of bad landlords who would be better dewilth through the Draft
Public Health and Safety (Rented Dwellings) (Jer&ayv 201-.

10.9 Instead, the Ministers wish to adopt a monmwative approach which shifts
focus away from the enforcement of standards byigouent to working with
landlords to encourage good practice. The Ministavsur the development
of a voluntary accreditation scheme, which is acess of formal recognition
for good practice.

10.10 Landlords who wished to join an accreditacheme would be required to
comply with a set of standards before receivingreited status. These
standards would relate to matters such as —

. Communication with tenants;

. Management of the tenancy;

. Rental accommodation condition, repair and mainteaa
. Rent setting and review; and

. Deposit collection and condition reports.

10.11 The benefit of accreditation is the elementexognition that it gives to
landlords who manage their rental accommodatiomagguiately and comply
with their legal responsibilities. Landlords caerhuse their accredited status
as a marketing tool to distinguish themselves froom-accredited ones.
Accreditation also benefits tenants, because @wallthem to make better-
informed decisions about who they rent from, andvjgles assurance the
accommodation they rent will meet certain minimuemsgards.

10.12 There is no compulsion to join an accreditatscheme: the nature of
accreditation implies a voluntary form of regulatid\ccreditation on its own
will not capture bad landlords who will simply clemoto avoid such a
schemd but as a wider package of targeted measurespery incentivised
and promoted accreditation scheme could be usesupport responsible
landlords. If voluntary accreditation becomes sasnan indicator of good
practice in the private rental sector, more larafowill want to achieve the
status and accreditation will become the norm.

’ States of Jersey Statistics Unit (201&)sey Annual Social Suryeyp. 19-20
8 Department for Communities and Local Governmemi¢J2009)mpact Assessment of a
national register for landlords
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The Strategic Housing Unit and the Environtaedealth Department intend
to work with landlords and other stakeholders toeflep an accreditation
scheme. There are a number of important issuesnsider around —

. The model of accreditation scheme;

. The standards for an accreditation scheme;

. Incentives for landlords to join an accreditaticheme; and

. Information and promotion requirement for an acitegihn scheme.

The Ministers will report to the States Asbbmwith proposals for an
accreditation scheme, including administrative mgeaments, and the
standards and procedures by which it will oper@tge approach being looked
at is a graded accreditation scheme for landlondsa ‘star’ rating system
similar to the ‘Eat Safe’ initiative developed byet Environmental Health
Department.

In addition, there may be a role for voluptsector organisations in Jersey to
work with private rental sector landlords, to eneme them to learn about
and improve their rental management standards dsopan accreditation
process.

Overall, regulation of the private rentalteeags an ongoing and evolving
process. With this in mind, the option of movingdompulsory registration
will be reviewed following an assessment of theeeif/eness of voluntary
accreditation after a year of a scheme comingfurice.

Conclusion 7: A voluntary accreditation scheme willbe created for landlords in
the private rental sector. A voluntary accreditaticn scheme will help to embed
good management practice and secure compliance withe legal requirements
for renting property. A scheme will also give tenats greater confidence in their
landlord’s ability to manage a tenancy effectively.

A compulsory landlord registration scheme is not poposed at this stage, though
it may have a role to play in the future if measurs additional to those outlined in
this paper are required based on firm evidence.

11.

111

Security of tenure

The term ‘security of tenure’ refers to thgalerights a household has, to
occupy a property without interference or threatbefng evicted, provided

they meet their obligations or the tenancy has iteated. This legal right is

afforded to tenants in Jersey by the Residentialaey (Jersey) Law 2011
(“the Residential Tenancy Law"). Article 10 of tiResidential Tenancy Law

states —

“A landlord shall not, without lawful reason, prevea tenant from
occupying the whole or any part of a residentiaituhat is the
subject of a residential tenancy agreement to whiay are both
parties, or otherwise interfere with the tenant'sjayment of the
residential unit, being enjoyment that is not insistent with the
agreement.”
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Security of tenure is provided to occupants vilve in accommodation

defined as ‘self-contained’ — i.e. contains fa@ht for the exclusive use of a
single household without sharing with others — \whis covered by the

Residential Tenancy Law. The Law gives practiclitaty to the principle of

security of tenure by setting out —

. Legal requirements around tenancy agreements;

. Essential provision that tenancy agreements mugaicg

. Notice periods for periodic tenancies;

. The jurisdiction of the Court to rule on tenancyttees; and
. The power of the Court to make an order for evittio

Most properties fall within the provisions thie Residential Tenancy Law,
including self-contained accommodation provided lbgging houses. It is
estimated that 80% of occupants in lodging houseramodation are covered
by the Law, but there remains around 20% of peopl®se lodging

accommodation is not self-contained (i.e. they shamenities with other
households). Households living in these types aohrayements are not
presently covered by any legislative provisions &edce are not afforded
security of tenure.

Some lodgers may enter into a licence agreethan includes provisions
around notice periods, but the legal status of sucdingements are not fully
known, and there are still cases where lodgersgmen little or no notice
when asked to leave their accommodation. The coms®eg is that many
households living in lodging premises will be moxeilnerable and
marginalised given their lack of security and dighi which can have
implications for their health, welfare and partatijpn in society generally.

The Minister for Housing believes that it isong in an inclusive society for
people not to have basic rights of occupancy wihey tight have lived in
lodging premises for long periods of time. Therefahe Minister wishes to
investigate the formalisation of legal arrangemerdasound lodging
accommodation, to ensure an appropriate level afeption for people who
are not presently afforded protection by the RegideTenancy Law.

This might include the following provisions —

. A Dbasic lodgers’ agreement establishing legal sghand
responsibilities;

. A right to a reasonable levels of privacy and emjept of
accommodation;

. Provisions covering notice periods and evictioriques; and

. The treatment of deposit or rental monies.

The Minister recognises that there is a qoestibout the extent to which
security of tenure is required in all housing cingtances. For example,
lodging premises can be used as a temporary hoogiign for people who
have transient working arrangements. Groups suamigsant workers may
require a flexible tenure and will not wish to beuhd into an agreement with
notice periods if they are moving on within the apaf only a few weeks or
months.
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11.8 However, the main concern relates to situatiowhere lodging
accommodation is used as a permanent form of acocdietion. It appears
unreasonable for people to have no security ofreesimply as a result of
them not living in self-contained premises, everemhthat has been their
home for several years. In contrast, a persondiuinself-contained premises,
but only for a few months, will be afforded fullattitory protection by the
Residential Tenancy Law.

11.9 For this reason, the Minister for Housing wisho look at whether it is
necessary to expand provisions around securityemire, either through an
extension of the Residential Tenancy Law, or a new, to strengthen
governance arrangements around lodging accommaodatigpossible option
under consideration is a sliding scale of noticegpls where the legal rights a
person has to occupy and remain in a premises vampdnd on the length of
time which he/she had occupied the accommodation.

11.10 As an example, provision could be made falgéos to receive at least
one month’s notice to leave if they had occupigdaperty for no more than
6 months, after which they would be eligible toaige a 3 months’ notice
period. This might also apply to tenants under Residential Tenancy Law
who require more short-term accommodation arrangé&me

11.11 The Minister also wants to ensure that tenarto live in accommodation
which is in disrepair feel confident to make a cdaim without the threat of
eviction or their tenancy being terminated. Thiohpem, known as a
‘retaliatory eviction,” has been highlighted redgnh the United Kingdom
where a Private Members’ Bill was debated by Pamiat on the issde

11.12 A retaliatory eviction arises when a ten&ugjuests his/her landlord to make
repairs to a property, or has requested assisténooe the authority to
investigate a concern about conditions. In resporadber than carry out the
works, the landlord will begin or threaten evictiproceedings against the
tenant, or opt to terminate a tenancy early. This the effect of preventing a
tenant from raising a genuine concern or complalut a defect for fear of
reprisal action from the landlord.

11.13 The frequency of retaliatory evictions in th¢ is deemed to be a by-product
of the fact that its tenancy laws allow landlord®vict tenants without having
to establish any ‘fault’ on the tenants’ part. Heae in Jersey the issue may
be covered already by the Residential Tenancy Lyathé fact that the Court
must be satisfied that the tenant or landlord haxkem the terms of the
tenancy, and has not taken reasonable steps tify réfoe¢ issue, before
deciding whether a tenancy should be terminated.

° Department for Communities and Local Governmemi¢J2009)mpact Assessment of a
national register for landlords
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Nevertheless, it is possible to see a sitnarising where tenants may not
make a complaint, fearing the termination of addgashey do. With minimum
standards legislation expected to be introduceallpat would be sensible to
look at whether similar retaliatory actions areralpem locally and, if so,
consider what options are available to preventltadd from serving notice
on a tenant to terminate the tenancy or begin thegss to evict a tenant
following a reasonable complaint being made.

Overall, the principle of security of tenused to whom and in which
situations it should apply, as well as a broadageaof issues around notice
periods, eviction processes, and lodging agreemargans that the Minister
needs to give further consideration as to how carscean be addressed and
made to work in practice. For example, what treatnséould be afforded to
lodgers renting a room in another person’s privateae? Should it apply only
where premises are lived in by more than 3 lodgeévbeat would happen in
circumstances where a lodger causes disruptionagierthreats against other
lodgers?

Clearly, security of tenure is a complex sabjthat has the potential to
imbalance the landlord-tenant relationship if n@pr@ached in a proportionate
manner. The Minister therefore intends to engagh miterested parties and
examine the legal implications of these ideas taitlbefore developing more
definite proposals.

Conclusion 8: Policy options for providing greatersecurity of tenure to people

living in accommodation who are not presently covexd by the Residential

Tenancy Law will be considered by the Minister forHousing. One possible option
the Minister wishes to examine is whether it may béeasible to develop a sliding
scale of notice periods based on the length of tineeperson has occupied his/her
accommodation.

12.

12.1

12.2

Rent control

P.42/2014, as amended, requested the MiristeFHousing to investigate
whether it would be appropriate to introduce aesysof rent controls. Advice
has therefore been sought from the Economics dmnigspect of the rationale
for a system of rent controls and the potentialaotghis could have on the
rental sector. This advice is included asA@pendix to this Report.

Following review, the Minister for Housing m®t minded to proceed with
imposing rent controls in the context of the maximeent that can be charged
when a person enters into a tenancy. There arecéemparable instances in
other countries where rents are controlled onnig#tf and initial rents are

determined by the market. The evidence suggeststith intensive controls
generate undesirable side-effects, including —

. Landlords may choose to discriminate on tenantsiratteristics
rather than price, adversely affecting househoidbow incomes who
could be viewed as less reliable tenants;

% loyd T. (February 2014pre rent caps the answeghelter Housing Blog
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. Landlords may attempt to maintain their margins t®ducing
investment in the maintenance of their propertest
. Landlords may be forced to end tenancies and I¢lawemarket if

mortgage payments are not covered by rent.

12.3 The Minister’'s priority is to support housiaffordability and increase the
standard of housing stock, and so the Ministeigerned that rent controls
could be counterproductive to this objective. Thesinsustainable way to
reduce the cost of rents is to increase supplyhabmore households have
access to social housing or the ability to entey lome ownership if they are
able, reducing demand for private rental accomnodatVithout a supply of
affordable housing, the cost of renting a home witt become less
prohibitive.

12.4 However, the Minister recognises that the ni$ladoes face significant
challenges in improving the affordability of reneelcommodation, especially
for households on low incomes. Although medium dogterm supply of
housing is the best option for reducing the coseating, building affordable
homes takes time, and households will remain coeckerabout the
affordability of renting their homes in the meargim

12.5 The 2013 Jersey Housing Affordability Repddritified 56% of low-income
households in the private rental sector spent nimaa 30% of their gross
income on rent$, which gives cause for concern, given the potetiiat it
has to create instability and insecurity for howdeés in the rental sector.

12.6  Therefore the Minister wishes to look furtlaroptions that would enable
long-term tenancies and promote index-linked rantdases agreed between
landlords and tenants. This system of “third geti@narent controls” operates
in countries such as Germany, France and Spaimewkat increases within
tenancies are regulated. This implies that the etasill determine rent levels
at the commencement of a tenancy, but there argoternn place over the
amount by which rents can increase during the ®nde.g. linked to a
measure of inflation such as RPI).

12.7 Rent stabilisation mechanisms exist alreadyensey through the Dwelling-
Houses (Rent Control) (Jersey) Law 1946. The Lawkawaavailable a
standard residential tenancy agreement which ieslygrovision that rents
should not be raised above the RPI on an annui.bfia tenancy agreement
does not include the RPI-linked rent increase gion, the tenant may be able
to take action through the Rent Control Tribunaptevent unreasonable rent
increases that are above market rent levels.

12.8 The standard tenancy agreement also funcésra “off-the-shelf” contract,
and so in many cases tenants will be protectedsigakcessive rent increases
already. In respect of the standard tenancy agneewith annual RPI-linked
rent increases, the Minister believes this arrarggncould be one of the
conditions with which a landlord would need to cdynpefore receiving
accredited status under a voluntary accreditatberse.

! States of Jersey Statistics Unit (2018)sey Housing Affordability Repopt. 14
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12.9 The benefit of such a condition would be tlemit increases could be more
transparent, stable and predictable for tenantgo#trolled system of rent
increase could reduce tenant turnover and thusceettansactions costs for
landlords.

12.10 Moreover, the Minister accepts that a Remt@b Tribunal has not been
appointed in several years and that a decisionsneelole taken soon about the
future of the Law, given the desire to rationalesed strengthen the legal
framework that governs the rental sector.

12.11 The Minister believes there is benefit inihg\a statutory facility available to
enable tenants to challenge rents increases whicdesemed to be excessive,
with a Tribunal having ultimate power to maintain reduce the rent as it
considers reasonable.

12.12 The limited activity of the Rent Control Tuial in recent years may be seen
as a reasonably positive point, with landlords semants reaching agreement
without third party intervention. However, in vieof the considerable focus
that this Report has given to educating landlordstanants about their rights
and responsibilities, it is deemed a useful oppuiyuto explore whether a
new Tribunal could be created to rule in cases &/ent increases are seen
by a tenant as being unreasonable, having faciaredcumstances such as
any improvements made by a landlord to his/her gmypin the course of a
tenancy that might impact on market rental value.

12.13 A reformed Rent Control Tribunal could also Wwiilised to cover the points
raised in section 8 of this report in respect afating a new complaints
procedure to allow tenants to obtain redress for @imer tenancy related
matters.

Conclusion 9: The Minister is not minded to introdwe rent controls at the initial
stage of a tenancy, but considers it appropriate tensure there is greater control
over rent increases within a tenancy.

The Minister is minded to consider reforming the Rat Control Tribunal under
the Dwelling-Houses (Rent Control) (Jersey) Law 1% to ensure that a
mechanism exists for tenants to challenge excessivent increases during a
tenancy, and whether its remit could be amended t@onsider other tenancy-
related issues. As part of a voluntary scheme, a gvision will be included to link
rent increases to no more than the Jersey Retail i®e Index.

13. Conclusion

13.1  Whilst in historic terms, home ownership hasrbseen as the most attractive
form of tenure — with renting seen as a life stageopposed to a lifetime
tenure option — this does not mean the rental seztonot be made to
function more effectively to support people’s hagsneeds, whether through
implicit voluntary measures or explicit legislatigeverage.
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Put simply, for people who cannot afford toghase their own home or who
prefer to rent, the rental sector must be a ddsif@om of tenure and provide
an affordable, professional and secure accommadatition. Therefore, the

Ministers for Housing and Health and Social Serwibave identified in this

Report some of the components of the rental sehtdrrequire attention to
strengthen this position.

Overall, the Ministers are of the view thad tegal framework covering the
sector is robust, but its complexity can make ifficllt for people to
understand how the Laws apply to and affect themreldver, there needs to
be a greater focus on the standard of accommodatimh more tools at the
disposal of authorities to tackle poor landlordsovdmply ignore their legal
responsibilities.

These do not point to a need to make extenwferms to the legal
framework, but rather to provide landlords and mgavith support to ensure
its effectiveness in practice. The Ministers hawerefore outlined a number
of proposals they believe could be used to impnoaperty conditions and
rental management standards. These include —

. The introduction of the Draft Public Health and &wgf (Rented
Dwellings) (Jersey) Law 201- to monitor and enfontgnimum
standards for rental accommodation;

. The implementation of a tenancy deposit schem@1b2

. The introduction of a Draft Social Housing (Jerségw 201- to

establish the standards and the good governancacgsawith which
social housing providers should comply;

. A good practice guide on rental management stasgard

. A voluntary accreditation scheme for landlordshia tental sector;

. A compulsory licensing scheme for owners of Housedultiple
Occupation;

. A selective licensing scheme for poor-performingdlards;

. Greater security of tenure for people in non-selitained rental
premises; and

. Measures to prevent excessive rent increases vtghancies.

Whilst the statutory context of the rentaltsecs undoubtedly important, the
sector's complexity has to be appreciated in potleyelopment. Therefore,
the Ministers’ preferred policy direction adoptgpackage of legislative as
well as voluntary measures to improve rental mamege standards. Such an
approach recognises that landlords cannot be swdasimo one group, but
that a package of measures aimed towards difféypes of landlords is the
only way to embed cultural change and secure betiieomes for tenants.

Clearly, with a number of different policyues being considered at one time,
all of which impact on one another, there is a nieecharry out more work to
develop and consult on proposals in more detailhi respect, the Ministers
for Housing and Health and Social Services intemdvork together with
stakeholders to develop policy options before adwanproposals further.
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¥ APPENDIX
States &
of Je IS €Y

Rent Control: An Economic Assessment

This note assesses the high level economic conseggi®f general private sector rent
control and the different forms it can take. Itgomally formed part of the Housing
Minister's comments to P.139/2010 “Rent controimowal of exemptions” which
sought to apply a form of rent control to all weittleases.

It has been updated by reviewing the economic eeel®n rent control in the light of
any new information to see if there are any impiges for the conclusions.

1. Background

The Private Sector Rental Index (PSRI) in Jersegsmens the annual increase in rents
on newly rented properties in Jersey. Figure Istithtes how the PSRI has changed
between 2002 and 2012 (the first and last yeatsR8&I data is available) relative to
the retail prices index (RPI). While RPI has incexh by 43% (blue line), the PRSI
has increased by 42% (red line), so rents haveedsed slightly less than overall
inflation over this period.

Figure 1: Private sector rental index and Retail Price I ndex changes 2002-2012
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Private sector rental prices are driven by therauion between supply and demand
for rental housing. If rental prices are increasihguggests that the demand for rental
housing outstrips supply so potential tenants ailéng/ to pay more to secure
themselves housing, and landlords are able to@skifher rents. Putting it another
way, an increase in supply relative to demand le@tl to slower rental price increases
than would otherwise have been the case.

Average earnings increased by 39% over this pefibs demand-side factor is likely
to have contributed to the increase in rental gramen between 2002 and 2012.

2. Rent Control
Summary

Rent control appears an attractive policy on théasa because it seems like it will
reduce the price of rental housing, in turn makuegising more affordable for those
on lower incomes.

However, once one recognises that changes in paffest the incentives facing
landlords and potential tenants and have knockHatts on supply and demand, rent
control can look less attractive. In particulamamic theory, supported by evidence
from actual experience, suggests that rent controls

» Reduces the availability of rental housing
= Reduces the quality of rental housing

= Causes misallocations of housing

= Are difficult to administer

» Do not achieve the distributional goals they areoadted as the
solution for.

Some types of rent control may also not reducerémeal price, but just alter the
timing of rental price increases — for example @get and ‘third generation’ price
controls described below.

Some types of rent control might help improve teyasecurity, if the market will not
provide a suitable level of security. However, ghepuld be other ways to increase
security without the disadvantages of rent conirike rules controlling contracts
between landlords and tenants, for example.

The OECD'’s economists (based on Andrews, 2011) sumeethe evidence well:

“Strict rental regulations are associated with lowguantity and quality of
housing and their benefits for tenants are notaertindeed there is no clear
evidence that average rents in countries with wriccontrols are lower.
Moreover, especially if they are poorly targetedntal market regulations
may have undesirable redistributive effects amoiiterént categories of
tenants.”
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There are three different types of rent control:

» ‘First-generation’ rent controls place restrictioms the level of rents across
the whole rental sector.

» ‘Second-generation’ price controls allow for sorastricted increase in rents
to allow for factors such as investment and indladi

= ‘Third generation’ price controls (or ‘tenancy remntrols’) place restrictions
on the change in rentgthin tenancy agreements, but not between them.

First and second generation rent controls are llardescredited as the evidence
suggests that they have the negative effects leatede.

First-generation rent controls are hardly foundatodThose countries that combine
strong rent regulation with sizable private renssdtors usually have systems that
permit rents to adjust to near-market levels ebeugh they are formally 'controlled’
(Whitehead, 2012).

The evidence on the effect of third-generation pemitrols is more ambiguous, and as
a consequence they have more support and are imuwse&umber of jurisdictions,
including Jersey. However, even in this weaker fornost economists believe that
rent controls do more harm than good (Jenkins 2009)

The economic consequences of rent controls thakt fearents that are lower than
would have been determined by the interaction ofiatel and supply, are considered
in more detail below.

Reduces the availability of rental housing

Rent controls set a limit on the absolute levelerital prices or the rate at which they
are allowed to increase. In turn, this raises dehfan housing relative to the market
equilibrium (since the rental price is artificiallpw), and reduces the supply of
housing (since landlords would be less willing é¢at), creating an excess demand for
rental housing. In addition, third-generation rewintrol creates an incentive for
tenants to stay in the same property, which redtieeturnover in the rental market.

Reduces the quality of rental housing

Rent control destroys landlords’ incentives to rtaiim the housing stock. There is
little incentive for landlords to invest in theirgperties to maintain and improve them
if it will make no difference to the level of retitey will receive.

Further, since price can no longer be used to @kohousing to those who are most
willing to pay for it, another system of rationimgrequired. At best, the mechanism
will be some form of waiting list or queuing system

However, it is quite plausible that the allocatimechanism becomes the willingness
to tolerate bad housing conditions. In other wositsce landlords will no longer get a
higher rental price in return for maintaining theioperties, they will neglect to do so,
and the allocation of housing will then be madeedasn those who are willing to

tolerate a poor standard of housing.

Causes misallocations of housing
Restrictions on rental price reduce its abilityptong supply and demand into balance;
therefore other mechanisms must be used.
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When there is excess demand for rental propertiglsrantal prices cannot adjust
upwards, landlords might choose tenants based lwer aharacteristics. The chosen
tenants will not necessarily be those who wouldehaalued renting the property the
most — this is the misallocation of housing. Thasamuence is that some tenants will
be less happy with their rental property than tweyld otherwise have been without
the rental controls.

There is also evidence that rent controls, paditylsecond and third generation
controls, create an incentive for tenants to rennaia property for longer than they
would otherwise, and an incentive for landlordssédect short-term tenants so that
they are able to adjust rental prices between tean

The flip side of this is that it might help improtenancy security, if there is a reason
to believe that the market will not provide a shi¢alevel of security. However, it
would be necessary to demonstrate this marketréaxists and that a form of rent
control is the best way to address it. There cddbther ways to increase security
without the disadvantages of rent controls, likkesucontrolling contracts between
landlords and tenants, for example.

Another case where rent control causes a misalocaif housing is where rent
controls are stricter in social rental housing carep to private rental housing,
leading to lower rents in social rental housing pared to the equivalent in the
private market.

This unintentionally leads to a misallocation ofubimg because it makes social
tenants less likely to move when they would othsemvant to, because they would
have to forego the rent advantage relative to tinvaie market (Flatau 2003). This
also slows down or prevents other would-be tenfmot® moving to more suitable

housing in the social and private rental sectors.

Rent control is difficult to administer

As mentioned above, restrictions on price redueesttility of the price mechanism to
bring supply and demand into balance; thereforeratechanisms must be used. This
may be queues or quality deterioration, but it @ismates a significant incentive for a
‘black market’ in rental housing. This could masifén a number of ways, including
side-payments, bribes, over the odds paymentsdoregulated items — for example
items of furniture. If a rent control system isvork and be considered fair, these
transactions would need to be policed, which iatift and potentially costly.

Rent control does not achieve the distributional gals that it is often advocated as
the solution for

Where rent control is effective at reducing reptétes, the evidence suggests that any
benefits to tenants from rent controls are pocatgéted. Tenants as a whole do not
benefit — some tenants lose out, while others gaamd there is little evidence that
those that gain are the poorest or most vulnerable.

Some types of rent control may not reduce the rentgrice

There is some evidence that the effectiveness afnskand third generation rent
controls is reduced by the ability of landlordsstet the initial rental price. To the
extent that tenants are willing to pay a highetiahrental price in return for controlled
increases, rent control simply alters the timingpayments rather than reducing them
(Figure 2).
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Figure 2: The growth of rents under third-generation rent controls
Tenancy starts in period 1 and rents are reset épehiod’ of, say, 3 years’ duration,
at a time when markets rents are rising strongly.

Rent 1 Path of free
market rents
- f‘?
-1 Path of tenant
e i rents set at beginning

i of each period

SN

1 2 3 Time/period

Source: Ball (2010)

The consequence of this is that households who rofiee (more than average) pay
too much rent (above the market rent that wouldehexisted without the controls)
whilst those who move less often pay too littletren

3. Conclusion

The economic literature on rent controls is faidgnclusive. Rent controls create
substantial inefficiencies in housing markets withany redeeming contributions in
terms of redistribution or fairness objectives.

If the objective is to support those on low income®btaining affordable housing,

then this objective would be better achieved usithger policy levers such as the tax
and benefit system. If the objective is to reduee firice of rental housing then there
are only two options; (1) increase the stock ofakhnousing (or the supply of housing
more generally), or (2) reduce the demand for tdmtasing.

More generally, rental regulations should strikdbaance between landlords’ and
tenants’ interests, create security of tenuren@frarket fails to deliver the right level
of security) and avoid affecting sitting and newaets differently.
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