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COMMENTS
Introduction

The Dwelling-Houses (Rent Control) (Jersey) Law @ @4otects sitting tenants from
excessive rises in their rents as follows —

(@) The standard tenancy agreement prevents ramadases from exceeding
changes in the Retail Price Index.

(b) Where the standard tenancy agreement is nglaoce, a tenant may have
reference to the Rent Control Tribunal to ensuedr tfent is “reasonable”.

If P.139/2010 is approved, it will mean that sigtienants will lose the guarantee that
their rent will not rise above inflation. When oa#irental prices have outstripped the
Retail Price Index, this is a considerable losstdad, tenants will have to go to a
Tribunal who will set a “reasonable” rent with reface to market rents, which have
seen above-inflation increases in recent years Whi be time-consuming and costly,
without any expected reduction in rents. Furtheemall the excellent protections of
the standard tenancy agreement will be lost.

Accordingly, while the proposition is right to bencerned about rental values and
waiting lists, its solution is unlikely to assigts such, the States are asked to reject the
proposition.

The powers of the Tribunal
When considering any contract to which the Law iggplthe Tribunal may —

“...approve the rent payable under the contract oduee or increase it to
such sum as the tribunal may, in all the circumstarthinkreasonable...”.

It is broadly taken, following judgements of the Uty that the normal method of
assessing the reasonableness of any rent would bstdblish a market rent and to
deduct a figure in respect of scarcity, if any.

As the proposition itself says, the issue todagasone of “scarcity”, but of market
prices having risen higher than inflation or eagsinAs the Tribunal would make a
decision with reference to market rents, it isidifft to see what frequent sittings of
the Tribunal will achieve — other than more timel @osts.

The standard tenancy agreement also offers a raingther protections, including a
cap on the size of the deposit, non-payment clafighe premises are unfit, clauses
that prevent premiums for utilities being chargaal] notice periods of up to 6 months
for longer-standing tenants. If the standard tepaagreement is removed from the
Law as proposed, these statutory protections vglgpear.

. Where a landlord breaches the standard tenancgragrd, by for example,
seeking to raise the rent above the Retail PrideXnthen the tenant has no
obligation to pay — rather, they should do nothiniger than pay the rent as
properly due under the terms of the contract. lloves that a tenant has no

Page - 2
P.139/2010 Com.



need to have recourse to the Tribunal becauseatteeprotected by the terms
of the agreement.

. Alternatively, where a landlord inserts some addii clause into the
standard agreement, for example, as the propos#iggests, to say the
Dwelling-Houses (Rent Control) (Jersey) Law 1946dlE not apply to the
premises” then the tenant may refer the rent toRéet Control Tribunal on
the basis that the exemption no longer appliehagdntal agreement is not
the standard one, and indeed, on the basis tianitt possible to avoid the
Law simply by inserting such an evading provisiptoithe agreement.

The full weight of the Dwelling-Houses (Rent Cofitr@Jersey) Law 1946 therefore
sits behind the standard agreement and the inflatyocap contained within.

House Prices and Rents have outstripped inflatiwh @arnings in recent years, as
illustrated —

% Growth House Prices | Private Sector Earnings Retail Price
Rents Index
2002 - 2010 53% 40% 34% 31%

This is consistent with the existence of the steshtlenancy agreement which protects
sitting tenant®nly, rather than controlling overall changes in reBtsould all tenants
have access to the Rent Control Tribunal, ther®ifirm reason to believe the above
indicators would be any different as the Triburadls to market rents, which have
risen by 40%.

The economic arguments

The advice of the Economic Advisor is attachechatAppendix. It suggests that rent
controls reduce the supply and quality of rentabazmodation.

The proposition suggests that low interest rate® maotivated more people to invest
in property to obtain a return. This is logical aodnsistent with the anecdotal
evidence, which points to increasing numbers dianls marketing property — which
in turn is leading to rental valuekwingin 2010.

On the other hand, had genuine rent controls begraice over the last 2 years, less
people would have invested in property, meaning fsperties would now be being

marketed, while demand for properties would haweaiaed the same. This is a recipe
for higher rents, and illustrates the dangers wof centrol.

As to whether landlords are making excess pradigset prices have risen faster than
rents in recent years, meaning that yields for @rypowners are reducing, not
increasing. Going forward, there is some expeatatitat this rents will continue to
slow, and house prices will remain static, becaxfshe economic climate, tightened
lending criteria, and levels of supply.
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The States Waiting List and social housing

The Waiting List for States Housing has grown asuiicial distress has increased in
the present economic climate.

The fact that social housing rents, as the projos#éxplains, are lower than private
rents — by at least 20%, and in some cases to gréater extent — naturally makes
social housing more attractive to those in finanoeed, and the artificially low social
housing rent levels provide a hidden subsidy ttebetff social housing tenants. As a
person receives the same Income Support linked“fairarent” whether they are in
private or social housing, naturally, they looktihe best value accommodation. This
explains the imbalance of rising waiting lists asd apparent surplus in marketed
private rental properties.

The proposition suggests that applying rent contoobll tenancies would enable
tenants to have their rent controlled and thus xemany motivation to apply for
social housing. For this to be realistic, privagetsr rents would have to be artificially
suppressed to social housing levels. At once, tigely that the Tribunal could do
this, or that it would be desirable in the longan.

One view on this is that social rents should bé¢hatproper market level so as to
remove that hidden subsidy and to limit the numifepeople who apply for social

housing to those who most need it. However, anyartovdo so needs to be treated
with caution, particularly in respect of those reimg Income Support and the

additional benefit that they would need to meehaigrents. A rents policy for the

social housing sector will be developed in collabon with the Social Security

Department as part of the overall arrangementshiitransformation of the Housing

Department into an ‘arm’s length’ organisation.

Article 2(e) of the Law exempts any part of the LAimm applying to any property
where the States is either lessor or lessee. Howéwe amendment, if successful,
would cause the Law to apply to Housing Trusts, ah® presently exempt on the
basis that they use the standard tenancy agreavhéstt protects tenants from above-
inflation rent rises and other behaviour whichagsidered inappropriate. All Housing
Trusts are already also limited in respect of irateases as their rents cannot exceed
the fair rent level established by the Minister Fousing for the States’ own social
housing stock. This is, in itself, a means of remntrol, and as such, it would seem
somewhat unnecessary to extend the jurisdictioth@fRent Control Tribunal to the
Housing Trusts. This is especially the case whatitiadal regulation of the Housing
Trusts is being pursued.

Financial and manpower implications

Clearly, to support a Tribunal takes time and costisey.

Presently, there is no Rent Control Officer asThbunal has not sat for many years.
However, should this proposition be successfulwbeh 0.5—1 member of staff

would be needed to manage a heavier burden — gdséitween £21,000 — £42,000
per annum, depending on case humbers — plus tlemsap of convening the Tribunal.
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Conclusions

A desire to make housing more affordable and tougedwaiting lists is
understandable. However, this proposition will aghi neither. Instead, a much more
in-depth analysis of the issues and the legalungtnts is needed, including —

. A continuing focus on ensuring sufficient housingpgly is created to meet
controlled demand.

. Innovative schemes to support affordable housimdghfose most in need, and
a social housing stock that is fairly priced, larged of a high standard,
backed by a targeted benefit regime.

. Further analysis of the effects and means of remitrol, including a
comparison with other jurisdictions.
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APPENDIX

States &
of Je IS ey

Economics Unit
October 2010

Rent Control: An Economic Assessment
1. Background

The Private Sector Rental Index (PSRI) in Jersegsures the annual increase
in rents on newly rented properties in Jersey. féiduillustrates how the PSRI
has changed since 2002 (the first year PSRI dadadsable) relative to the
Retail Price Index (RPI). While RPI has increasgd32%, the PRSI has
increased by 38%, so rents have increased sligiihg than overall inflation
over this period. Average earnings increased by 848t the same period.

Figure 1
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Private sector rental prices are driven by therattion between supply and
demand for rental housing. If prices are increagtisgggests that the demand
for rental housing outstrips supply, so potengalints are willing to pay more
to secure themselves housing, and landlords aect@alalsk for higher rents.
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2. Rent Control

Rent control appears an attractive policy on tiréase because it seems like it
will reduce the price of rental housing, in turn kimg housing more
affordable for those on lower incomes. However,eonoe recognises that
changes in prices affect the incentives facing ltzndd and potential tenants
and have knock-on effects on supply and demand,camtrol can look less
attractive. In particular, economic theory, suppdrby evidence from actual
experience, suggests that rent controls —

. Reduce the availability of rental housing

. Reduce the quality of rental housing

. Cause misallocations of housing

. Are difficult to administer

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

It is useful to distinguish between different tgp rent control; in particular,
there are three ‘generations’ of rent controlsrstgeneration’ rent controls
place restrictions on the level of rents acrossathele rental sector. ‘Second-
generation’ price controls allow for some restiictacrease in rents to allow
for factors such as investment and inflation. “dkgeneration’ price controls
(or ‘tenancy rent controls’) place restrictions the change in rentwithin
tenancy agreements, but not between them. Firdt-saoond-generation rent
controls are largely discredited, as the evidenggests that they have the
negative effects listed above. The evidence oneffext of third-generation
rent controls is more ambiguous, and as a consequérey have more
support and are in use in a number of jurisdictiomduding Jersey. However,
even in this weaker form, most economists beliéna tent controls do more
harm than good.

Reduces the availability of rental housing

Rent controls set a limit on the absolute levepo€es or the rate at which
they are allowed to increase. In turn, this rag&®and for housing relative to
the market equilibrium (since the price is artdity low), and reduces the
supply of housing (since landlords’ would be leslivg to rent), creating an

excess demand for rental housing. In additiondtb&neration rent control
creates an incentive for tenants to stay in theegamoperty, which reduces the
turnover in the rental market.

! For a survey, see Jenkins (206®nt Control: Do Economists Agreé2con Journal
Watch, Vol. 6).
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Reduces the quality of rental housing

Rent control destroys landlords’ incentives to mtain the housing stock.
There is little incentive for landlords to investtheir properties to maintain
and improve them if it will make no difference teetlevel of rent they will
receive. Further, since price can no longer be tsetlocate housing to those
who are most willing to pay for it, another systefirationing is required. At
best, the mechanism will be some form of waitirgl br queuing system.
However, it is quite plausible that the allocatiorechanism becomes the
willingness to tolerate bad housing conditionsother words, since landlords
will no longer get a higher price in return for mi@ining their properties, they
will neglect to do so, and the allocation of hogsivill then be made based on
those who are willing to tolerate a poor standdrdonising.

Causes misallocations of housing

Restrictions on price reduce its ability to brisgpply and demand into
balance; therefore other mechanisms must be udseteTis no reason to
believe that these mechanisms impose costs on t@dteenants, and as a
result, there is no reason to believe that progemiill be occupied by those
that value them the most. For example, if therexisess demand, landlords
might choose tenants based on tenant charactsrigtnis has no cost to the
tenant, and therefore the allocation of tenanizraperties will not reflect the

value placed on the properties.

There is also evidence that rent controls, pderbu second- and third-
generation controls, create an incentive for tesémtremain in a property for
longer than they would otherwise, and an incenfirelandlords to select
short-term tenants.

Rent control is difficult to administer

As mentioned above, restrictions on price reduwe dbility of the price

mechanism to bring supply and demand into balantberefore other

mechanisms must be used. This may be queues dtyqietierioration, but it

also creates a significant incentive for a ‘blackrket’ in rental housing. This
could manifest in a number of ways, including si@gments, bribes, over-
the-odds payments for non-regulated items — fomgata items of furniture. If

a rent control system is to work and be considdaét these transactions
would need to be policed, which is difficult andextially costly.

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

There is some evidence that the effectivenesgadrgl- and third-generation
rent controls is hampered by the ability of landbto set the initial price. To
the extent that tenants are willing to pay a higinéral price in return for
controlled increases, rent control simply alters timing of payments rather
than reducing them.
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Even when they are effective at reducing priche, @évidence suggests that
any benefits from rent controls are poorly targefeehants as a whole don't
benefit — some tenants lose out, while others gaind there is little evidence
that those that gain are the poorest or most vabier

Conclusion

The economic literature on rent controls is faicgnclusive. Rent controls
create substantial inefficiencies in housing marketthout any redeeming
contributions in terms of redistribution or fairsesbjectives.

If the objective is to support those on low inceme obtaining affordable
housing, then this objective would be better aatilewsing other policy levers
such as the tax and benefit system. If the objedsvto reduce the price of
rental housing, then there are only 2 optionsin@ease the stock of rental
housing, or (b) reduce the demand for rental h@usin
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