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Private rental housing abroad:
dwindling supply stirs concern

E. JAY HOWENSTINE

There is a lively debate as to whether the United States
is facing a crisis in the private rental housing market.
The General Accounting Office says yes.! The “Pollyana
Institute” says no.> And among the participants in the
Conference, *“Rental Housing Crisis: Implications for
Policy and Research,” convened by the Department of
Housing and Urban Development on November 14,
1980, a wide range of views was expressed.’ In this set-
ting, a review of the experience of other industrialized
countries with private rental housing can be instructive.

Up until World War I, in most industrialized
countries, the bulk of the housing stock was private
rental housing.® For example, roughly 90 percent of the
housing supply of the United Kingdom was privately
rented in 1914 (and this was probably roughly represen-
tative of most industrialized countries at the time). This
position, however, was about to change radically. The
1920’s ushered in an epoch of steady decline in the rela-
tive importance of private rental housing in most
countries.

Many forces were at work. Imbued with a strong so-
cial consciousness of housing needs of the working
masses, most European governments embarked on so-
cial housing programs to replace slums, particularly af-
ter World War II. The rationale was simple. Because
the mass of workers could not afford to buy or rent de-
cent housing, the only recourse was for governments to
build rental housing at rents that workers could afford
to pay.

Second, workers increasingly banded together and
through their own resources—often supplemented by
assistance from trade unions and governments—built
low-cost cooperative housing. After World War II, this
movement became the nucleus for large-scale programs
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in many countries promoting nonprofit housing crgani-
zations.

Third, individual homeownership became an increas-
ingly attractive alternative for workers earning higher
income. Particularly after World War 11, the age of af-
fluence associated with high economic growth rates (of-
ten supported by government financial incentives such
as liberal tax subsidies and more recently by the pros-
pect of big capital gains) made it possible and profitable
for more and more of the growing middle class to own
their own homes.

Finally, the adoption of rent controls, first during
World War I and again during World War II, created
an institutional framework that increasingly tended to
undermine the profitability of rental housing as a pri-
vate investment.®

Data not easily available

Unfortunately, most national censuses have not col-
lected data on the private and public components of the
rental housing stock. Certain fragmentary data are
available, however, on the private rental housing sector
as a percentage of the national housing stock in a dozen
industrialized countries.

Except for Canada (where the supply increased from
33 percent in 1961 to 34 percent in 1976¢) and Japan
(where it rose from 19 percent in 1958 to 26 percent in
19797), all of the countries have experienced a long-term
shrinkage in the size of the private rental housing sec-
tor. The most dramatic fall was registered in the United
Kingdom—from 90 percent in 1914 to 15 percent in
1976.8 For other selected industrialized countries, the
private rental housing sector in the United States was
53 percent of the national housing stock in 1900, down
to 31 percent in 1978% New Zealand recorded 47 per-
cent in 1916, down to 17 percent in 1971'%, Australia
had 45 percent in 1947, down to 22 percent in 1971."!

Of the selected European countries, the private rental
sector in Denmark was 35 percent of the national hous-
ing stock in 1955, down to 24 percent in 1979;'> West
Germany, 68 percent in 1948, down to 34 percent in
1972 (another author recorded 50 percent in 1972);'} and
in Ireland it was 17 percent in 1961, down to 12 percent
in 1979."* The Netherlands had 46 percent in 1956,
down to 23 percent in 1975." Finland’s average recent
annual rate of decline is 10,000 units— 1.8 percent of



the total rental stock.'* France had 41 percent in 1968,
the only data recorded for this country."’

The conclusion emerges clearly: in most industrialized
countries, the private rental housing sector is considera-
bly smaller today than it was in 1945 and substantially
smaller than in the early 1900’s. What has been the re-
sponse of governments to this decline?

The reassessment of private rental housing

By the last half of the 1970’s, the position of the pri-
vate rental housing sector had deteriorated so badly
that governments were moved to reassess its role for a
number of reasons. First, there appears to have been a
new appreciation of the fact that this sector performs a
number of functions which the other sectors do not dis-
charge effectively or cannot perform at all.'"® It provides
an essential interim arrangement for young persons who
cannot yet afford, but want to buy their own homes, or
people who can afford but who do not want the respon-
sibilities of homeownership. It meets the needs of spe-
cial groups, such as single people, students, divorced
and separated couples, refugees and unmarried profes-
sionals, particularly in the inner city.'® By contrast, pub-
lic housing was believed to be better designed to meet
more traditional general housing needs, such as those of
large families, low-income families, and the homeless.

Moreover, private rental housing contributes an im-
portant degree of flexibility to the housing market. A
dynamic economy requires, among other things, the
type of housing that provides easy and immediate ac-
cess for members of the labor force who are attracted to
growth centers or growth industries, or who are up-
wardly mobile in their occupations. There is a need,
too, for transitional accommodation for those who may
not be eligible for public housing, or if eligible, for
whom there may not be a public housing vacancy.?

Second, experience demonstrated that large-scale
slum clearance and urban redevelopment often im-
paired, and in cases, even destroyed the social fabric of
vibrant communities.?! Government increasingly recog-
nized that respect for people demanded a more sensitive
and flexible policy in preserving the social structure
while rehabilitating the physical environment—a real-
ization that redounded considerably to the benefit of the
private rental housing sector.?

A third factor has been the new patterns of house-
hold formation at both ends of the age scale. Young
people are forming independent households earlier in
their life cycle than formerly. There has also been a
significant increase in single person households, particu-
larly of women. At the same time, rising income levels
have enabled many retirees to set up their own house-
holds. These circumstances are attributable to more
generous social security programs and to increased sav-
ings resulting from economic affluence.

Fourth, the rapid rise in costs of new construction
placed greater fiscal burdens on governments struggling
to curb public expenditures in their attacks on inflation.?}
The revival of new private rental housing makes it pos-
sible for governments to disengage from some of their
heavy financial management responsibislities for public
rental housing, and to direct more attention to rehabili-
tating existing housing stock—much of which is private
rental housing, and much less expensive than new con-
struction.?* Fifth, the sharp rise in housing costs also in-
creasingly put homeownership beyond the reach of
large numbers of potential owners.

Sixth, by the middle of the 1970’s, most countries
had succeeded in eliminating the quantitative backlog of
housing needs inherited from the past. This fact con-
tributed to major national policy shifts in the late
1970’s toward qualitative improvements in housing ser-
vices, the rehabilitation of the existing housing stock,
and the reduction of excessive shelter-to-income ratios
of low income households?® (shifts which also tended to
elevate the importance of the existing private rental
housing sector). Finally, the historical preservation
movement played a minor, though strategically impor-
tant, role in enhancing the value of the private rental
housing stock.

Thus, within recent years, there has been a noticeable
reawakening to the gravity of the problem, despite a mi-
nority view in some countries that presses for munici-
palization of land and housing as a social service. A
fairly general awareness seems to have developed that
private rental housing is an essential component in a
well-balanced national housing policy. And although
there is no chance that it will be restored to the promi-
nence it had before World War 11, a wide spectrum of
legislation has been dedicated to the preservation, reviv-
al and promotion of private rental housing.

Preserving the private rental housing stock

There is among industrialized nations a wide area of
agreement that one of the first priorities is to ensure
that the private investor receives a “fair return on capi-
tal”. To many this means dismantlement of rent con-
trols. But at this juncture, this is an almost politically
impossible course of action. Despite many bold and
imaginative attempts to decontrol, all governments are
still caught up with some form of rent regulation, con-
trol of rental tenure, or both.

The second best solution, then, is to incorporate
some concept of “fair” or ‘‘reasonable” rate of return
on capital into the rent regulation system. In some of
its applications, the “fair rent” concept seems to offer a
practical way for achieving a genuine reconciliation of
the tenant’s need for protection against excessive rents
which exploit a scarcity situation and the landlord’s
need for a fair return on capital. Other applications
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seem to fall short of this realization.

Meanwhile, governments have adopted a wide variety
of measures to rehabilitate the private rental housing
stock. Early in the post-World War II period, grants
were widely used to partially cover the costs of specific
structural improvements, such as a bath, inside flush
toilet and kitchen sink with hot and cold water, but un-
der rent controls the landlord’s response was often le-
thargic. Later in the 1970’s, governments adopted
more comprehensive rehabilitation programs, provid-
ing grants covering 20 to 50 percent of the cost of a
wide range of improvements in existing housing, includ-
ing thermal and sound insulation; heating and cooking
facilities; and general modernization.

Most success appears to have been achieved through
the area approach. This method concentrated efforts in
areas of high stress; supplemented housing renovation
with improvements in the local environment; sometimes
introduced elements of compulsion although the reac-
tion to this was clearly mixed; and generally aimed to
create a visible, organized momentum in an upward di-
rection.

The area concept has not been free of criticism, how-
ever. It discriminated against needy households outside
the selected areas. This concept overlooked the fact that
certain types of substandard areas perform an impor-
tant social function for certain kinds of people, for ex-
ample, youth, recent movers, and refugees of various
sorts. Furthermore, the area concept substantially in-
creased management costs, and has contributed to
““gentrification” —the displacement of older, poorer resi-
dents by new, more affluent, generally younger house-
holds.

One of the most effective devices for increasing
private landlords’ income and thereby promoting a high
level of maintenance and repair work has been the
housing allowance. Upward adjustment of rent ceilings
is politically more palatable and socially more equitable
if consumer subsidies can alleviate the high rent to per-
sons living on fixed incomes, for example, the elderly.
The Federal Republic of Germany was the first country
to link consumer housing subsidies with relaxation of
rent controls as a major instrument of national policy
in 1955. Since then, many European governments have
adopted a similar approach.

Stimulating new private rental housing

The stance of governments generally has been that
active support is necessary if the private rental sector is
to be revived and play a vital role in the national hous-
ing market.”® An obvious priority was the exemption of
new private unaided rental housing from rent controls.
This seems to have been uniformly practiced in most
countries. Considering rapidly rising building costs and
the high rents that had to be charged, most of such
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construction was destined for high- and middle-income
households. This part of the housing market was of mi-
nor concern to governments and, on the whole, may
not have been too adversely affected during the postwar
period.

On the other hand, shelter for the mass of workers
was of fundamental concern to governments; hence the
promotion of private rental housing for them was treat-
ed differently. Governments have extended various
kinds of direct and indirect financial assistance to pri-
vate landlords on two conditions: construction must not
exceed certain space and structural standards; and let-
ting must be within certain income limits on tenants
and within specified rent ceilings. Two other factors
have provided additional incentives for private land-
lords: liberation from rent ceilings after a given period
of time (for example, in the Federal Republic of Germa-
ny 10 years after direct subsidies cease); and the pros-
pect of long-term capital gains.

The basic problem has been that rents of new
housing built at high cost levels have been far out of
line with rents of equivalent accommodation in the
existing housing stock. Governments have tried to
bridge this gap and to bring rents of new housing with-
in the reach of workers by rescheduling mortgage pay-
ments to take account of rising housing costs and rising
incomes. The principle has been that, as incomes rise
over the long term as a consequence of technological
improvements and economic growth, households are
able to pay higher rents with no extra burden. If rents
and mortgage payments are kept initially low when
workers’ financial capacities are limited, but are pro-
gressively increased as incomes rise (from improved pro-
ductivity and perhaps continued inflation) the costs of
new private rental housing may be (more) fully met in
the long term.

Governments have applied this principle in three
ways: by rescheduling rates of amortization of capital
different from the traditional flat rate system; by
rescheduling rates of interest different from the conven-
tional fixed rate system; and by introducing flexible in-
terest subsidy systems to facilitate the rescheduling of
mortgage payments of principal and interest. Norway
was the first country to revise its housing finance policy
in 1966. For the first 5 years, no payment of principal
on the State Housing Bank mortgage was required;
thereafter, the rate of amortization was progressively in-
creased at S-year intervals. To take still more account
of the limited financial capacities of young married cou-
ples, this system was further liberalized in 1973 by
rescheduling interest rates to start at 4 percent and
gradually increase with the passage of years.

Sweden followed the same general principle with its
“parity loan” program in 1968, the Netherlands
adopted a sophisticated ‘“‘dynamic cost-price” rental



system in 1975, and other countries including Finland,
France, the Federal Republic of Germany and Switzer-
land implemented much the same general objectives.

More conventional subsidy systems were also applied
to private rental housing. Below-market interest rates
were extended in Belgium, Canada, Japan, the Nether-
lands and Switzerland. For example, the Belgian Na-
tional Housing Society extended 66-year loans at 1.5
percent interest. Outright capital subsidies have been of-
fered by at least two countries, Canada and France. Op-
erating subsidies for limited periods have been made
available in the Federal Republic of Germany (5 years)
and Switzerland (up to 25 years). Canada and Switzer-
land have also guaranteed mortgages with a view to
lowering the interest rate which the borrower has to
pay.

Tax concessions have been another tool to stimulate
private rental housing. At least two countries—the
Federal Republic of Germany and Japan—have
established accelerated depreciation allowances as an
incentive for investment in rental housing. Canada has
adopted a tax shelter system for rental housing, while
the Federal Republic of Germany has exempted rental
housing from certain land taxes.

As in the case of existing housing, the housing allow-
ance has proved to be an effective tool for helping to
bridge the gap between high rents of new construction
and tenants’ ability to pay.

The fact that governments have supported private
rental housing in a variety of ways is testimony to the
importance which they attach to the perpetuation and
revival of this sector.

Nonprofit housing organizations

Rental housing provided by nonprofit housing organ-
izations (a rental tenure falling midway between public
housing, on the one hand, and private rental housing,
on the other) has played a major role in national hous-
ing policy in many countries.

As might be expected, governments have extended
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to the Editor-in-Chief, Monthly Labor Review, Bureau of Labor Statis-
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