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Preface

Thhhmkhﬂtu:winiurhnrnudhpp.mmndh
the Centre [or Independent Studies.® Each volume examines
an important lssue from a number of viewpoints, and
constitutes a ready source of reference material for teachers
and students.

Most of the essays in Hent Confrol: Cosls &
Consequences have been written especially for the book, but
some have been published previously - the earliest in (923,
Most ol the republished material is no longer readily available
in its original form, and all 5 of historical and analytical
interest.  Australian writings and experience are emphasised
in the book, but there are four contributions dealing with the
consequences of rent control in other countries. The
perspectives of the historian and political scientist are
represented, as well as that of the economist,

Rent control is simply price control on a specific
commodity. That rented housing should be singled out for
special reatment is explicable mainly in terms of political
mliu”m lhﬂ'-ﬂdrrn' mﬁ“rﬂﬂmu‘nlmhlm
ar - yet it

In  modern o




Rent Control: Costs & Consegquences

I this account seems o boil down o & catalogue of

i to be lald at the door of reni control, That
is mo mere coincldence, but inevitable . . . | doubt
very much whether theoretical research into the
same problems carried out by someone of 4 different
politico-economic persuasion than mysell could lead
o diflerent conclusions. Therefore, il theory brings
e light ing but unfavourable conclusions, it must
imdbcate that the immediate benefits of rent
control . . . are obvious to everyone, theory s needed
te uncover the unintentional consequences which
interventlon brings in its wake.!

Gunnar Myrdal, an important architect ol the Swedih
Labour Party's Wellare State’ - and sharer, with Hayek,
of the 1974 Nobel Prize in Economics - confirmed the
prediction:

Hent contral has [n certain westérn couniries
constituted, maybe, the worst example ol poar
phrm.h:; governments lacking In courage and
Winion.

L4

Australia’s experience with rent control goes back at least fo
the First World War. The article by H.V. Evan deals with

not have to have been a landlord or tenant during the war 1o
have besn alfectnd by these regulations for they were
retained for many years afterwards - and indeed, s ol
mﬂnmuqurmh:‘mmuh Australian exper lence

' From F.A I'hm'Thl Repercussions of Rent ileswriction’
in M. Walker Rent Contrel, A Populer Paredox, The
Fraser institute, Vancouver, 1973, p. 80.

¥ Quoted in Sven Rydenfelt, The Rise and Fall of Swedah
Rent Control’, in Walker, op. cit. p. 182.
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become thewr hlquhh:,h-lﬁmqnﬁmm In
favourable circumsiances pressure for docontrol can avail
againsl the interests of protected Enants.

Having - at varying paces and in varying degrees in the
different States - put the era of rent control behind us, one
wouild have thought that the lesson has been learnt: that
memories of of vain searches for housing, Bving uneillingly
with parents, of paying key money, of being locked into a
contralled tenancy, ol the manifest inequities among land-

Australian Capital Territory, but following a change of
ment; was removed in 1976 More recently, most
stralisn States have moved to regulate residential
wrhancies much more tghtly than previously, and along
consumer protectionist lines. Selective rent control i3 &
stardard weapon in the armoury of latter-day regulators.

This book will serve to remind older readers, and
inform younger ones; of what rént control s really like, as
well as to explain why i1 works the way it does. Mr Albon
has put wogether a well-balanced selection of writings, wide-
ranging in date and place, and wvarying in style from
rigorously analytical o the anecdotal. He has greatly
enhanced the value of the collection by linking the selections
together with his own commentaries, two ol which are sub-
stantial contributions in their own right.

The Centre for Independent Studies s pleassd 10
publish this bool, which it feels makes & significant contri-
bution o the debate on housing palicy Howsver, the
mhﬂmntﬂunﬁmmﬂﬂnrﬁﬂmﬂﬂuﬁ‘ﬂm
and cannot be considered W be those of the Centre%
Directors, Trustees oF afficers.

&
25

Greg Lindsay
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Introduction

Robert Albon
A matier of definition
Hent control’, should more properly be called Yent and
eviction control', The two virtually always go togother,

sometimes along with other legal provisions such as com-
pulsory repair orders and controls on security bonds. Despite
this, we will adhere t© the traditional title, Yent control’
recognising the implicit connotations.

The term Yent control' has recently gone out of
fashion, in Australis sand clsewhere. Supporters of governs
ment interference in the rental housing market do mot
generally wish to be amsoclated with the rigid controls of the
past. Instead, they identify with the consumer ptﬂn:ﬂm

movement and prefler to talk of ‘rental market Lion’,
However the distinction between ‘tontrol’ and ‘Yegulation® i,
in general, unclear.

Privaie property rights

A dwe may be viewed as a bundle of property ts held
brﬂ-uiﬂl'r-*.r ﬁ#mmhimlm'?ﬂm
sanctity 1o these rights. In this century the law has become
more ambiguous. On the one hand, the general thrust of the
law remains the of private property, while, on the
other, serious v ions have occurred the enactment
of rent control and other leghlation hostile to the main-
tenance of the private use of property.

The economisth conception of private property has

=il



hﬂiﬂmhhdh Steven Cheung (a contributor o this
volumel.! The owner must have three sets of rights to an
aset for it © be private property: ‘exchusive right to use, or
hlhl:ihl'lnr hu-'ﬂu-mt (Alternatively, this can be

stated ‘as t w exclude other individuals from it
-r.h ‘Ir.hlhtl o receive income penerated from the
use of the goody Fight o tranafer, or lreely allenate, it

ownership t© any individusl the owner sees [0t . . . [inchsding ]
the right h ter into contracts 'i'lhuu-r irefiv iduals

arrangemen
tenancy and certain rights will be assigned to the tenamt,
The contract will specily the rights and obligations of both

Rent control violates the second private
condition, Control of rents below market levels entails an
expropriation of income from the owner. The sum this
expropriated will usually go to the tenant, and, may, or may
not, have a subjective valuation t the wnant equal to its
nominal valustion, Eviction controld violate Y third
neceisary condition, Other provisions normally in rent
contral legislation als violate thin condition,

lental market regulation' ussally violates the second
condition for it controls rents and hence income in some way.
However, the eflects may be mild because the resiriction ol
rents @ not as great as under traditional rent contral. For
example, rent-setting machinery may exist lor use only when
requested by & tenant. The tempiation @ call such rent
regulation “volumtary' must, however, be resisted, o i the
legnlation is 1o have any teeth any rent determinations must
be binding on the parties. The Yegulators' really have an
immense effect in relation to the third condition where
regulatory legisiation sttempis o dictate many elements of
the contract in meticulous detall,

Demand and supply and market Tailure'

ﬂlﬂ!mhhlﬂw toals of
have a very wide range of application,
oiten in areas not usually considered to be the province of
ECONDIMICE,

Demand and supply relate to markets. Economists are
Kiv



Albor: Introduction

usually in favour of markets as an allocative device unless the
market can be shown o fail, in which case nfervention
designed ®© correct the specific [allure may be advani-
ageous. Butl it i hard to rationalire intervention in the
rental housing mariet on ‘market faiure' groundm: rental
is not & public good (le. a good the enjoyment of
which by ane consumer n no way diminBhes its availability o
other consumersly it does not give rise to significant
externalities (i.e. unintended mpillover effect on third
partiesh; It Is not produced subject to decreasing average
tosta; and the operation of thia market & not seriously
hampered by lack of information. Thus the economist would
see no compelling efficiency argament [or intervention such
a3 rent control. Indeed, rent contral is almost universally
condemned by the economics profession.

Housing service consurnption

Dwellings vield services o their oocupanty and it i these
services that are bought and sold in the rental housing
market, Ordinarily, rents are determined by the interaction
of supply and demand. If demand increases as a result, say,
of an erease A the incomes of tenants and potential
tenants, or of an influx of migrants, rents will be bid up. §
sipply increasss, rents will tend o (all, or not rise as moch &
they otherw ise would have done.*

H rents are held below the mariet level by a system of
rent control, 4 shortage of housing services develops. The
severity ol the shortage depends, in part, on whether or not
eviction controls are also in foroe. If &0, existing dwellings
are Jocked into' the rental market and the shor ar e
salely from the lact thalt more individuals and fam wriahy
o rent accommodation than there are units ol accom-
modation available. U not, the shortage s exacerbated by
some landlords, finding the controdled renmt insufficient
reward for the trouble and expense ol letting, withdrawing
their premises from the market.

The word ‘shortage' has at lesst two meanings: an
increass in the relative scarcity of a good, or the virtual

this
#  Sep the Chapters by Ross Parlsh, snd Michasl Cooper
David Stalford where this st of

v



Rent Control: Costs & Consequences

s no more scarce than before control was imposed.
Conversely, memmtqnﬁm

products affec hrﬂthwﬂmﬁ,fwumh}hnnﬂl
be readily available to those willing to pay it now higher
price.  H rents are prevented from rising, a temporary
scarcity of rental tends to become a
shortage. I renits are al o rise, lesa housing will be
demanded, as tenants and potential Tenants oconomise on
el of housi and

Iﬂ'l‘-‘ltl:'l'l.-h".' NE SRECE, new  supply will be
Losers and gainers

The most obvious victims of a housing shortage induced by
rent control are potential tenants. No matter
they might be willing to pay, their chances of finding accom-
modation are small. Some exinting tenants will also be hurt
i eviction controls can be circumvented by landlords wishing
o withdraw from the rental market.

Renmt conirol deprives landlords of the difference
between the market rent and the controlled remt. ‘While

There are many other inefficiencies due W rent
control.  These include the administrative costs Incurred in
operating and en the controls and compliance costs
borne by Landlords. tential tenants must also face up to
search costs when ry io find the needle in the haystack'
ol a vacant rental dwe and the whale community will
have o bear the costs of reduced labour mobility and dead-
weight efficiency costs caused by insuflicient tion of
resurces o houst

Despite these cosis -ﬁhﬁinmmmm
rent control for the sake of the gainers - mainly the Sitting
tenants’. 50 let us suppose that society as a whole wished o
rediswibute inCome Wwwands poor tenanta. Would rent
control be the best policy instrument for this task? For
several reasons, the answer to this question 8 in the negative.

Bent control and redistribution
One reason why rent control would not be the first cholce as

& redistributive device B that it entails a very haphazard
Ioem of wealth transfer, N0 seems o be commonly belleved

MWl



Albor: Tnrroduction

that poorer people are lar more lkely to be tenants than are
the relatively better-off. This belief often forms the basia
of an argument lor rent control - helping tenants is synony-
mous with helping the poor. The Australlan figures do not
confirm this belief. The following table shows that there &
only & slight tendency for renters to be concentrated in the

income classes,
Frrneelage of (ot
Wewnly Pt e
[rrr—— = l o - L
ey
Awinliend L] i - m ] 1] ]
b b i ] L] ad L] - w
Ipurihassg)
e (1] - m n T k] L1
[
E_ ALY L [ .- ] (54N | a1 .r (8. K
T s mietesil  Lapewitse's  Swry  OFE-TH

Tenants vary (rom being extremely poor to having consider-
able wealth and landlords range along a similar spectrum.
Rent control may thus redistribute from poor o rich, as well
as the other way around. An early United States study® was

any thinking person could suppert a policy which had such
random effects as rent control. A similar result could arise
by arbitrarily selecting sets of ‘donory' and recipients [rom
the telephone directory. Such a capriclous palicy of
redistribution would be unlikely o attract many supporters.
The other major objection 1o this use ol rent control is
the [act that it is a very inefficient (as well as inequitable)
redistributive device. Other policies of redistribution are
sperior. Milton Friedman and others have, for many years,
advocated a policy of having only one tool of redivtribution
which would involve the tion of all present ‘welfare
policies’ such as pensions, unemployment benelits, govern-
ment subtidised and family allowances. In their
place would be & scheme of general income supple-

awil



Rent Control' Costs & Conzequences

mantation such that no-one had less than a certaln level ol
income. Tha is a very radical and interesting alternative.
We do not have W go this far fo get an improvement on rent
control, U the government must tinker with the housing
markel, the beit option would be © remove the existing
plethora of housing amistance schemes and substitute a
system of housing allowances tied inversely o recipients’
inCome. Even a properly administered public housing
scheme would be a superior policy to rent control

The palitical econbimiy of rent control

Despite the serious deficiencies of rent control, the world
seen many instances where [t has been applied.
immediately rakses mrﬂ]m- to why legislators
such a policy. A justification on ‘public interest'
seemd o be impossible aa thers B no
lailure argument for rent control and it ks a very inefficient
and inequitable redistributive device,

Rent control is often imposed in wartime and while the
case {or rent control may be at its strongest in wartime, it is
by no means overwhelming. Those who argue for rent con-
tral in wartime use the usual emotive ar s (g the
families af servicemen must be protected from profiteering
landlords) or poimt to special lactors in wartime such as the
alleged fixed supply of housing and prevalence of price
controls over many other commodities. However it s far
from chear that a wartime situation creates circumstances
where tenants neod proftoction. Mew af rental
can take forms other than new building (which does stop for
ivate purposes, during a major warlk, Much house-space

available as many leave home for various reasons.
Rent control will reduce this type of response. On the
demand side, it B not certain that demand will rise during a
war, except in certain areas (e.g. around munit
factories). In Australia, rents {ell dramatically in constant
price terms over the 1939-1943 period. Official estimates

that rents would have fallen over this period even
wi rent control.  These cifcumstances are hardly those
where profiteering can prevail. A further [mportant point s
that the protection’ of servicemens families should not be
the ty of landlords.

s rent control often lingers on, long after wars
are over. K is sometimes imposed in peacetime, as, for
example, in Canberra during the mid-seventies. Further, we
have the more recent pheromenon al rental market

£

i

vk



Albon: Introduction

regulation, a policy that so far as been used exclusively in
peace tme,

The usual rationalisation of rent control draws an the
Wﬁd tenants as the political force behind the

or retention of contrals, This story works best i
is & ‘socialist® government in power, as tenants can be
loosely associuted with support for the jess conservative
tical party.  Any government that contemplates the
moval of rent control perceives that the o in support
rom existing tenants exceeds any gain in landlord suppoct
spport  from  wnsatisflied or potentially wnsatisfled
tenants. Those seeking rental housing are & diffuse and
politically weak group.

Some al the papers in this velume discuss the question
of the political aspects of rent control, but, except for the
study by Helen Nelson, only in passing. It b, however, an
extremely important feature of the rent control problem and
ane that needs further exploration.

NOTES

i

15131

. SM.A Cheung, 'A Theory of Price Control’ Jourmal of
Low and Economics, 17 April, 1978, pp. 53-71.

2 Hent control s not the only way that governments
impede supply response. Mringent roning and building
regulations rajse costs and restrict choice. See lor
example, the intere siudy by 1. Patersan, D
Yencken and G. Gunn, Monsion or No House, Lrban
Development  lhatitume  of  Australis, (Viciorial,
Melbourne, 1976

3. R.P. Albon, "The Value ol Tenancies Due t© Rent Control
in Post-War New South Wales' Australion Ecoromics
Papers, 18, ¥3, December 1979, pp. 112-225.

& D Gale Johnson, "Reént Control and Distribution of
Income’ American Ecomomic Hewview Popers ond
Procesdings, 41, May 1951, pp.569-382.
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Roofs or Ceilings

The Current Housing
Problem*

Milton Friedman &
George Stigler

L THE BACKGROUMND

The 3an Francisco sarthguake of (8 April, | 906, was [ollowed
by great fires which in three davs uiterly destroyed 3400
acres of bulldings in the heart of the city.

Maj. Cen, Greely, commander of the Federal troops in
the ared, described the situstion in these termag

Mot a hotel of note or importance was left stand-
ing. The great apartment houses had vanished . . .
Two hundred and twenty-five thousand people
wWere . . . homeless,

In addition, the sarthquale damaged or destroyed many other
hearmies.
Thus a city of about 400,000 lost more than half of its
hausing facilities in three days.
?ltiaul factors mitigated the acute shortage of
I'nu.ﬂni temporarily left the city - one esti-
as high as 73,000. Temporary camps and shelters
wire established and a1 their peak; in the summer of 19046,
cared for about ML,000 people. MNew construction proceeded

* Reprinted with revisiors from M. Walker ([ed.), Reni
Controd = A Popular Porodox, Fraser Institute, Yancouver,
1973
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perhaps one-lifth of the citys {ormer population
to be absorbed imto the remaining hall ol the housing
facilities. In other words, each remaining house on average
housing shor tage!
hnnunr
rent, and |9
of fats

had to shelter 40 per cent more
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1906 - the Lirst available issue alter the earthquake -
i
ofl
for
types of accommodation except hotel rooms were af

However, after the disaster, it was necessary for many
Tﬂﬂmmuﬁ!ﬁ:m”lld
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sale,
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IL THE 1906 METHOD; PRICE RATIONING

War experience has led many people 1o think of rationing as
equivalent to OPA {orms, coupons, and orders.,

But this is & superficial view; everything that i not as
abundant as alr of sunlight must, in a sense, be rationed.
That is, whenever people want more of something than can be
had lor the asking, there must be a way of determining how it
shall be disiributed among those who want it

Dur normal peace-time basis of rdtioning has been the
method of the suction sale. B demand for anything increases,
competition among buyers tends to raise its price. The rise
in price causes buyers to use the article more sparingly,
carelully; and economically, and thereby reduces
to the supply. At the same time, the rise in price encourages
producers to expand output. Similarly, il the demand for any
article decreases, the price tends to fall, ewpanding
consumption o the supply and discouraging output.

in 1906 5an Francisco used this Iree-mariest method to
deal with (s housing problems, with a conseguent rise of
rents.  Yet, alt rents were higher than belore the

it s W present-day house seekers 1o quote
a 1906 post-disaster advertiserneints

Sinoroom houss and bath, with 2 additional
rooms in basement ha fireplaces; nicely
turnished; fine planog . . . 343,

The advantages ol rationing by higher rents sre clear from
our examplet

* Miice of Price Administratian,
7



(ald The first objection is usually stated in this form: The
rich will get all the housing, and the poor none',
This objection is falser At all times during the acuie

Tmmwmrmmu:mﬁ:m
1o those who have larger incomes

anything, simply a reason for taking long-term measures o
reduce the inequality of Income and wealth, For thoss, like
e, who would like sven more equality than there a



Friedman & Stigler: USA

of housing but [or all products, it is surely
better to attack directly existing Inequalities in income and
at thelr source than o ration each of the hundreds of

g

snd costly measures 1o prevent them from using thelr

L1}] The second objection often raised to PeErmaving rent
controls is that landiords would benefit.

Rents would certainly rise, except in the so-called black

market; and a0 would the incomes of landlords. But is this an

b jec tion T Some groups will gain under any aystem of

rationing, and it is certainly true that orban residential

landiords have benefived less than any other large group from

the war expanslon.
The ultimate solution of the Ii'nnil: ikt
come through new construction, this new con-

struction will be for owner-Docupancy. But many persons
prefer to or must live in rented properties. IncCresss or
improvernent of housing lor such persons depends in large
part on the construction of new properties to rent. It i an
odd way to encourage new rental construction (that is; be-
coming a landlord) by grudging enterprising builders an
attractive return,

(el The third current objection to a free market (n
housing is that & rise in rents means inflation, or
Ieads to one.

But price inflation is a rise of many individual prices, and it is
much simpler to attack the threat at it source, which is the
increased [amily income and liguid resources that [inance the
incressed spending oh almost everything. Heavy tasation,
governmental economies, and contral of the stock of money
are the fundamental weapons to t inflation. Tinkering
with millions of individual prices - rent of house A in San
Francisco, the price of steak B in Chicago, the price of suit C
in New York - means dealing clumiily and inelfectively with
the sympioms and results of inflation imatead of the real
cauMes.,

Yet, it will be said, we are not Invoking fscal and
manetary controls, and are not likely to do sa, w0 the removal
af rent ceilings will, in practice, incite wage and then price
increases - the familiar infiationary spiral. We do not
dispute that this
ANEWeT,

the costs ol
contimed m.ﬂ.ﬂlﬂuﬂh‘.ﬂ-m
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addifional contribution o inflation from & removal of rent
contrals. 'We shall discuss the costs of the system
next, and in the conclusion briefly appraise inflationary
threat of higher rents,

The present rationing of houses lor sale

Thih-nﬂulluuh‘mﬂ-unh‘g:mﬂm' TS
that at present homes ocoupied by ir owners are being
rationed by the 1906 method - the hi bidder. The
selling price of houses & riaing as the and increasing
demand encounters the relatively fived supply. Conae-
quently, many a landlord i deciding that it is better 1o el at
the inflated market price than to rent at a lixed ceiling price.

The ceiling on rents, thereiore, means that an in-
creasing fraction of all housing is being put on the market for
owner-pocupation, and that rentals are becoming almost
imposaible to find, at least at the jegal rents, In | whet
both rents and selling prices were [ree 10 rise, the San
Francisco Chronicle listed three houses for sale' for every 10
thouses or apariments for rent’.  In [#6, under rent control,
about T houses for sale' were lited {of ewery 10 houses of
apartments for rent’,

The free market in houses for sale therelore permits a

house to salve his problem by purchase. Often this means
that he must go heavily into debt, and that he puts into the
down-payment what he would have preferred tw spend in
o

Nevertheless, the man who has money will Lind plenty
of houses - and attractive ones at that - 1o buy, The prices
w

than his memories of pre-
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celling on the selling price of houses. This would reduce still
further the area of price rat and correspandingly extend
present rent—contral methods rationing rental properiy.
This might be a wise move M the present method of rationing
rented dwellings were .

But what i the situation of the man who wishes 1o
rent?

('8 THE 198 METHOD; RATIONING BY CHANCE AND
FAVOURITISM

that of the man who s willing to buy. I he can find sccom-
modation, he may pay a reasonable’, that s, pre-war rent.
But unless e is willing o pay a considerable sum on the side
= for fTumiture" of in some other devious manner - he I8 not
likely to find anything to rent.

The legal cellings on rents are the reason why there
ﬂlulltpllu-i!:rr«lnl. Mational money-lneome has
doubled, 3o that many individuals and lamilies are receiving
far higher money-incomes than belore the war., They are
thus able to pay substantially higher rents than before the
war, yet legally they need pay no more; they are therelore
i .-'I-dhl‘l.-"?ﬂlﬂ'l".,

not all the millions of persons and [amilles who

have thus been trying to spread out since |%0 can succeed,
snce the supply of housing has increased only about as Tast as
tion. Those who do succeed force others 10 go without
heusing. MIwa‘hhfmmu the new-
= relurning service men, newly-

weds, and people changing homes - 10 get more housing space
than s and mare they wied belore the war,
mh.ﬂmﬂ-fnﬂtwcﬂﬂ.hwﬂﬂwmuiﬂ
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war ly thirties’, recently released from the army.
Mr Schwartzman hunted strenuously lof three months,

i TH mm&mhﬂh‘!nlﬂn
nl.iu:“:'.'.l-hhﬂmudmﬂtrmm

envirord from Jamalca, Queens, 1o Larchmant

papers and he had answered advertisements.
He had wvisited the New York City Veterans
Center at 500 Park Avenue and the Arnerican

repainted
but not renovated, at Eighty-eighth Street off
young woman (who was

Rental property i now rationed by wvarious forms of chance
and [avouritiam, First priority goeas to the family that
rented before the housing shortage and is willing te remain in
the same
Second priority to two classes among recent
arrivals: (i) persons willing and able 10 avolid or evade rent
ceilings, cither by some legal device or by paying & cash
to the OPA ceiling renty (i) friends or relatives
ol landlords ar other persons in charge of renting dwellings.
Prospective tenants not in these lavoured clasies

12
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scramble for any remaining places, Success goes to those
hay

time in hunting, are most in devising schemes w
lwmmmmvmm-ur-mmm

Last priority s lkely to go to the man who must work
to support his family and whose wile must care for small
children. He and his wile can spend litthe time looking for
the nesdle in the haystack. And il be should find a place it
Tl

y well be refused him because a family with small children
B & lew desirable tenant than a childless family.

are housed in emergency dwellings - trailer camps, pre-
fabricated emergency housing units, reconverted army
camps, Most are housed by doubling-up with relatives or
friends, a solution that has serious social disady 4

The location of relatives or friends willing and able to
provide housing may bear littke or mo relstion to the desired
location. In order to live with his family, the husband most
sacrifice mobility and take whatever position k& available in
the locality. H no position or only an inderior one is
available there, he may have to separate himsel! from his
family for an unpredictable period to take advantage of job
opportunities elsewhere. Yei there 5 4 great social need for
maobility lespecially at present). The best distribution of
population alter the war certainly differs from the war-time
distripution, and rapid reconversion requires that men be
willing and able 1o change their location.

The spectre of current methods of doubling-up res-
tricts the movement not only of those who double up but also
al those who do not. The man who is fortunate enough to
have & house or apartment will think twice belore moving 1o
another city where he will be one of the disfavoured recent
arcivals. One of the most easlly predictable costs of moving
5 likely to be an extended separation Irom his lamily while
he hunts for housing and they stay where they are or move in
on relatives,

The rent ceilings also have important effects in
reducing the elficiency with which housing is now being used

those who do not double up. The incentives 1o economise
space are much weaker than before the war, becauss rents
are now lower relatively to average money-incomes, If it did

£



wir; o 1o take In & lodger; there i no added reason to do 0
now, except patriotic and humanitarian impulses - or possibly
the {ear of relatives descending on the extra space!
indeed, the scarcity resulting from rent ceilings
imposes new impediments to the efficient use of housing: a
tonant will not often abandon his overly-large apartment to
begin the dreary search for more appropriate quarters. And
every time a vacancy does occur the landlord is hikely o give
preference in renting to smaller families or the single.
umﬂﬂmuﬂmwﬂdhim:ﬂutm-
an entirely different manner. In & free rental

i

5%;
i
i
:
?
3
ok

related to their job opportunities.  Workers wonald

assumed the task of ra meats, fats, canned goods, and
sugdr during the war of letting grocers ration them.
Should OPA undertake the task of rationing housing? Those
Hudmnhﬂ:rn%dhﬂﬁ:pﬂkwr
argue that this would eliminate the imination against
new arrivals, against families with children, and in favour af
lamilies with well-placed Iriends.

Probilerms of ‘political’ rationing

To be lair between owners and renters, however, OPA would
have 1o be able 10 tell owners that they had excessive space
and must either yield up & portion or shift to smaller

One's ears need not be close 1o the ground to know
that it is utterly impracticable from a political viewpoint to

L7
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ofder an American family owning its home either to take in &
strange family (for free chowe would defeat the purpose of
rationing} or t0 move out.

i this basic difficulty were surmountable, how
of space that a particular family deserves

:
|

space 7 What occupations should be lavoured by handy
locations and what families by large T Must a
mother-in-law live with the family, or is she entitied o a
separate dwelling?

How long would it take an OPA board w0 answer these
questions and to decide what tenants or owners must ‘move
over' o make room for those who, in the board's opinion,
should have it?

The duration of the housing shortage would also be
alfected. In fairness to both tenants and existing landlords,
new construction would also have to be rationed and sub-
jecied o rent control. H rents on new dwel were set
considerably higher than on comparable existing ings, in
order to stimulate new canstruction, one of the main object-
ives of rent contral and rationing - equal treatment for all -
would be sacrificed. ©On the other hand, i rents on new
dwellings were kept the same as rents on existing dwellings,
private construction of propertes {or rent would be small or
non-axistent.

We may conclude that rationing by a public agency is
unlikely w be accepted on a thorough-going basis. Ewven if
applied only to rented dwellings, it would raise stupendous
administrative gnd ethical problems,

Sources and probable duration of the present shortage

ﬂ-mhnﬂmmrmmnumhmﬂwﬂ
the moderate inCreass in population snd the real increase in
since 1980, that most people are at a loss for a
general explanation. Rather they refer to the rapid growth
al some cities - but all cities have serious L 4
they refer to the rise in marriage and birth rates - but these
hﬂllﬁu.“ i iy
Actually, the spply of housing has about kept pace
with the growth aof civilian non-farm population, as the
estimates based on government data show (Table 1). Certain

13
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areas will be more crowded, in a physical sense than in 1940,
and others les crowded, but the broad {act siands out that
the rumber of people 10 be housed and the number of families
have increased by about 10 per cent, and the number of
dwelling-units has also increased by about 10 per cent.

e |
-h-mﬂm
et
_ = e
ey
. e, 1P o] i K
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o Chpw g, (¥R} i (17! [

Two factors explain why the housing shortage seems 50
much more desperate now than in 1940, even the
amount of housing per person or family (s about the same.

L. The te money-income of the American public has
doubled since 1960, so that the average family could afford
larger and better living-quarters even i rents had risen
substantially

2. Rents have risen very little. They rose by less than & per
cent from June |940 to September 1943, while all other [tems

in the oost of lving rose by 33 per cent,

Thus both the price structure and the increase
income encourage the average family to secure better
guarters than before the war. The very success of
regulating rents has therelore contributed largely
demand for housing and hence to the shortage, for housing
cheap relatively to other things.

Future housing, problems

z§5
n’&‘ﬂ'iﬁ'

Rent ceilings do nothing to alleviate this shortage. Indeed,
they are far more likely to perpetuate iti the implications of
the rent ceilings for new construction are ominous. Rent is
the only important item in the cost of living that has not
risen rapidly. Unless there is a violent deflation, which no-
one wants and no administration can permit, rents are out of
line with all other significant prices and costs, including
bullding costs,. New construction must therefore be dis-

&
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appointingly small in volume unless:
(1} an industrial revolution reduces bullding costs
dramatically; or
(2) the government subsidises the construction
brodustr .

The industrial revalution in bullding methods s devoutly 1o be
wished., But if it comes, it will come much faster if rents
are higher. U i1 does not come, existing conatruction
methods will, for the most part, deliver houses only to thase
who can afford and wish to own their homes, Homes o rent
will become harder and harder to find.

Subsidies for building, in the midst of our high maney-
incomes and urgent demand for housing, be an
unneCessary paradox. Now, i ever, people are able to pay
for their housing. U subsidies were successiul in stimulating
building, rent ceilings could gradually be removed without a
rise in rents.  But bullding costs would still be high (higher
than if there had been no subsidy) and %o housing construction
would sjump to low levels and remain there for a long
period.  Gradually, the supply of housing would (all and the
population would rise sulficiemly 1w raise rents to
remunerative Jevels, A subsidy thus promises a depression of
unprecedented severity in residential construction; it would
be irresponsible oplimism 10 hope for a prosperous economy
when this great industry was sick.

Unjess, therelore, we are lucky (a revolutionary
reduction in the cost of building apartments and houses), or
unlucky ( a violent defiation) or especially unwise (the use of
subsidies), the housing shortage’ will remain as long as rents
are held down by legal controls.  As long as the
created by rent ceilings remains, there will be a clamour for
continued rent controls. This i perhaps the stranpgest
Indictment of ceilings on rents. They, and the accompanying
shortage of dwellings to rent, perpetuate themselves, and the
progeny are even less attractive than the parents.

An incomnplete and lafgely subconscious realisation of
this uncomfortable dilomma explaim the {requent proposal
that mo rent ceilings or that more generous crilings be
Imposed on new construction, This proposal involves a
partial abandonment of rent ceilings. The retention of the
rest can then be defended only on the ground that the present
method of rationing existing housing by chance and
tavouritism s more table than rationing by rents,
but that rationing the future ¥ of housing by rents
is more equitable than rationing by present methods.,

17
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Rent ceilings, therelore, cause hapharard and arbitrary
aljocation of space, ineificient use of space, retardation of
new construction and indefinite continuance of rent ceilings,
or subsidisation of new construction and a future depression
in residential building. Formal rationing by public authority
would probably make matters worse,

Unlets removal of rent ocellings would be a powerlul
new stimulus to inflation, therefore, there is no important
defence for them. In practice, higher rents would have little
direct inflationary pressure on other goods and services. The
extra income received by landlords would be offset by the
decrease in the funds available 10 tenants for the purchase af
ather goods and services.

The additional inflationary pressure from higher rents
would arise indirectly; the higher rents would raise the cost
of living and thereby provide an excuse for wage rises. In an
era of direct governmental intervention in wage-lixing, the
existence of this excuse might lead to some wage rises that
would not otherwise occur and therelore to some lurther
prioe rises,

How kmportant would this indirect effect be?  Imme-
diately after the removal ol ceilings, rents charged o new
tenants and some existing tenants without leases would rise
substantlally. Most existing tenants would experience
moderate rises, or, i protected by leases, none at all. Since
dwellings enter the rental market only slowly, average rents
on all dwellings would rise far less than rents charged 1o new
tenants and the cost of living would rise even less,

As more dwellings entered the rental market, the
initial rise in rents charged to new tenants would, in the
absence ol general inllation, be moderated, although average
rents on all dwellings would continue to rise.

yEur

After & or w0, average rents might be up by as
miuch as 30 per cent.* But even this would mean 4 rise ol
only about 5 per cent in the cost of living, since rents accownt

for less than one-{ifth of the cost of living. A rise of this
magnitude - less than one-hall ol | per cent per month in the
cost of living - is hardly likely to start a general inflation,
The problem of preventing general inflation should be
attacked directly; it cannot be solved by special contrals in

¢ The actual increases that followed decontrol in 1949
averaged only about | 2%.
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special arcas which may for a time bottle up the basic infla-
tonary pressures but do not remove them, We do not
believe, therefore that rent ce are a sulliciont defence
against inllation to merit even a Iractlon of the huge social
costs they entail.

Mo solution of the housing problem can benefit every-
oneq some must be hurt.  The essence ol the problemn s that
some people must be compelled or induced to use less housing
than they are willing to pay for a1 present legal rents,
Existing methods of rationing housing are forcing a small
minority - primarily released veterans and migrating war
workers, along with their families, [riends and relatives 10
bear the chiel sacrifice.

Rationing by higher rents would aid this group by
inducing many others 1 use less housing and would,
therefore, have the merit of spreading the burden more
evenly amaong the thon as a whale, It would hurt more
people immediately, but less severely, than the exiating
methods. This is, at one and the same time, the justilication
for using high rents to ration housing and the chief political
obstacle to the removal of rent ce

A final note to the reader; we should like to em-
phasise as strongly as possible that our objectives are the
same as yours - the most equitable possible distribution of the
available supply of housing and the speediest possible
resumption of new construction. The rise in rents that would
foliow the removal of rent control i3 not a virtee in itsell.
We have no desire w pay higher rents, 1o sse other lorced 1o
pay them, or to see landlords reap windfall profits, Yet we
urge the removal of rent ceilings because, in our view, any
ﬂlrrhlut'rrnnnt the housing problem involves still worse
evils.
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Rush or Delay? The Effects
of Rent Control on

Urban Renewal in

Hong Kong

Steven N.S. Cheung

L INTRODUCTION

The record of rent controls in Hong Kong presents a paradox,
showing that the regulation of rents may affect urban re-
newal in either of two contradictory ways, causing either a
premature rush or an inefficient delay in the reconstruction
ol buildings. Which will eccur depends on a network of other
factors.  Howewer, rush or delay in urban renewal is an
almos! unavoidable problem inherent in amy rent control.
The Hong Kong experience ia chosen for discussion here only
because the population pressures unigue to the Colany, in-
tenaidy the problemn,

We deal here with three periods in which dametrically
opposite developments took place. The first period began in
1921, when an influx of refugees into the Colony was putting
upward pressure on rents.  The rent control that lollowed led
to surging reconstruction. The second period, following the
retrocession of Hong Kong by the Japaness in 1943, intro-
duced a new set of controds which put all-too-firm brakes on
reconytruc ton, This lasted wntil increasing economic
pressures led © a landmark legal decision which, together
with other developments, opened a period of booming but
ﬁ:{uu reconstruction which extended from 1962 until

The conditions leading to the alternative and opposite
results of rush or delay will be analysed in relation to each of
the periods. But the basic difficulty is obvious. The goal of
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any rent control i to wansler certain rights from the land-
lord 1o the tenant, yet it i difficult 1o specily exacily what
rights are being transferred. The landlord as a rule retains
the right 1o recomatruct, However, the tenant holds the right
to possession. Since the properly cannot be recohstrocted
without eviction of the tenant, just which one should claim
the exclusive right to the rental income of the reconstrucied
dwelling?

The observed polarity of economic response to price
controls is not surprialng.  Any price control operates within
a framework of other economic considerations, and our ¥tudy
of rent control teaches that until the relevant constraints are
undersiood, merely to say that the price of a good or the
rental value of a property is by law set above of below the
market price s not sullicient to produce any predictable
outcome.!  We shall try now to relate some of these
constraints 1o the operation ol rent controls in Hong Kong.

. THE RECONSTRUCTION CRAZE, 1921-192%

On the eve of passage of the lirst Rents Ordinance Bl in
July 1921, the Attorney General of Hong Kong announced its
imention in unmistakable terms: "The object of the Bill is to
protect the tenants, not landlords.'® At that time, Im-
migrants flooding into the area were bitterly competing lor
housing, and the bill was designed to protect curfent
occupants of rental units from eviction or exorbitant in-
creases in rent sparked by such pressures, while alw
ing the canstruction of new buildings on vacant sites.
Rents Ordinance of (921 and its subsseguent
amendments governed the relationship of tenants and land-
lords in four general areas. (1) Rentals were fixed,
retroactively, al a “standard' rate - that which had prevalled
on December 31, 1920, (2} Landlords were prohibited from
exacting side payments beyond the standard rent. (3) The
lesses held the right to sublease his holding, even a1 a rent
higher than he was paying %o the landlord. it} The right to
powsession of the residence was strictly stated.

Fized rentals

The rent recoverable from any tenant was clearly stated in
the ordinance and was enforceable. The tenamt enjoyed its
full protection including the two provisions that the rent
which had applied at the retroactive date ol December 3,
1920, must be verifiable and that the landiord could not evict
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the tenant.,

When the ordinance became elfective on July 18, 1921,
rents had already risen considerably from the year-end level,
and all expectations were that they would continue to rise.
The true ditlerence, then, between the assigned ‘standard’
rental and the rental prevailing on the effective date of the
Ordinance was not necessarily merely the amount by which
the rents had risen in that period. Rather, it was the

present value of the diflerence between the
expecied free-market rent and the expected controlled rent
over the entire relevant period extending into the future. A
landlord whe could gain vacant possession of his property
#tood to gmn by that amount; and a tenamt would, i
necessary, willingly have paid a comparable differential to
rfelain possession. In that lay the seeds of under-the-table
negotiation of a type which has routinely [ollowed in the
witke of rent controls. It is variously known as key money',
construction [ee, or shise maney.

Side payments

The payment of ‘shoe maney' had been a tradition in Hong
Kaong long beiore the ordinance was ever considered.
attributes the phrase to a polite euphemism for payments to
middlemen who had to ‘wear out their shoes® in searching out
living quarters for clients. By extension, the term can to be
applied 1w ‘courtesy' payments direct to landiords by
prespective tenants trying to gain tenancy. Not infrequently
mmmnmmmmmmwm
o several hundred times the monthly rental,

To discourage this type of evasion, the ordinance ex-

i

to the [standard] rent.® Since voluntary gifts by
ﬁﬂdmhimuriummmmmmul
ation was against exactions by the landlord whe for infract-
ions faced a threat of court action and & fine up to one
thousand dollars, Te clarily the matter, the Attormey
General explained that the Council considered it unnecessary
to prohibit the traditional fee for searching’ since ‘while the
Bill remains in operation there ia no reason why amyone
be forced to pay any excessive “shoe money® . . . if
mmum...um‘-u-uum
he] cannot be tumed out.®

The reasoning was partially correct. The end
however, was the question of the right of powsesion.

3
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any cause whatever the landlord could give weigia o his
threat of eviction, the tenant would have incentive to offer
voluntary side payment. When standard rent 5 lower than
market rent, both the resident tenant and the prospective
terant will have reason to ofler a lump sum rather than forgo
A side can be effectively prohibited

i
;

any

that under rent control the is
contract at a profit was, in effect, becoming an uncontrolied
landlord.

Right of poasession

elfectively, the landlord must be denied the right to evict
tenants.  Yet unless the bullding is vacated, he cannot recon-
struct, To establish the right of possession after its
effective date, the ordinance first denjed validity to ‘any
notice to quit, whether given before or after the commence-
ment of Ordinance.’ [t then stipulated certiain conditions
under which the landlord could regain possession, the
principal one being Clause (a) where:

The lessor bona fide requires possession of the
domestic tenement in order to pull down such
domestic tenement o In order to reconstruct
such domestic tenement 1o such an extent as o
miake such domestic temnement & new building . . .
and shall have given the tenant three months
notice to quit.*
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The landlord could also reclaim the dwelling & a residence
for himsel or for his family provided that he could satisfy
the court that the tenant could find Yeasonably eguivalent
alternative accommodation. A landlord later found to have
misrepresented his own need for the property was subject to
courf-ordered damages to the former tenant, Although the
owner was also permitted (o efect 4 tenant who lailed to pay
the standard rent o who creabed excessive nuisance o neigh-
bouring tenants, it wis improbable that any tenant in his right
mind would be obliging enough to provide such justification.
Even il thé owner sold the building outright, the tenants could
nol be evicted unléss the purchaser, in turn, intended in good
laith 10 demolish the bullding under the same conditions set
forth in Clause (a) of the ordinance.

Great was the frustration of landlords, in o period
when {res-market rents were soaring and population pressures
expanding. Some tried such ruses as intentionally making
their properties undesirable to tensnts. A bare three months
after the imposition ol the ordinance it was reported that
‘certaln landlords have gone so far as to remove windows in
wet weather and oven staircases to drive the tenants out.”
Penalties for such antics were promptly inserted in the
ordinance, anhd by June [922 the loopholes had been plugged
up by Ten new provisiond.

Almaost the sale remedy now remalning for the landiord
who hoped to obtain [res-market rents was the drastic one of
demalishing and rebuilding his property. This prospect was
brightened to some extent by the fact that the existing
ordinance required no compensation to be paid to tenants thus
evicted,

To analyse how this body of law would aliect the rate
of reconstruction, let us compare it with the free-market
situation, The owner of a bullding who & free 10 set his own
rents will reconstruct when the discounted present value of
the net gain to be anticipated (the gain in site value) is posit-
ive, This gain is equal to the dilference between the present



extent that at lirst glance one might expect almost universal
if the reconstruction cost Is low enough.
However, side tronsactions will now come into play: resident
tenants may have an incentive o offer substantial under-the-
payment o the landlard in retun for a specific
leaiehold under the standard rental. The maxirnum key
money they will be expected to olfer will be the difference
between the present values of the free-markst rent and of
the controlled rent, for the specified lease period.
Some implicationa are the following. I all costs of
cortracting for key money are zero, then under conditions
where he would not have benefited [rom the action in a free-

:

The foregoing imply that if negotiation and enforce-
ment ol a key money contract ve positive costs, then

Contributing largely to these costs of negotiation in
the Hong Kong experience was the extreme dilficulty of

with mults munlhmmhnlhirithm.mﬂ
residence, particularly since subletting was encouraged by
renl control itself. The typical Hong Kong building of the
period had several floors, each typically occupied by several
teranis and sublenants. Key money negotiationa deslgned to
curb premature reconstruction of a single building demanded
consensus among that entire group, and the notorious problem
of the ‘Iree rider® [urther complicaved matters, Moreover,
since the rent control ordinance specilied no termination
date, the tenants held widely differing views about how long
they might be protected. Another | waa that any
arrangement for key money necessarily had to be sub rosa:
the landiord would understandably refuse to issue a receipt
and the tenants had no assurance that their ‘purchased” lease

3
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rights would be honored. The stricter the legal curbs and the
more costly the transactions, the greater mow became the
landiords incentive 1o reconstruct prematurely.

Comiments of legislators

Our only available evidence on the results of the Rent

Ordinance af 1921 is found in the records of the legislative
ings of the period.’ From the reported ages of

demao buildings, it seems clear that such reconstroction

was indeed well ahead of its tme, However, this cannot be

stated conclusively without more data. It is more helpful to
judge from the comments of various legislstors along the
WEY. About eighteen months after the inception of the
Rents Ordinance, the Governor informed the Legislative
ﬂmuiléﬂulﬁpwhhnﬂhﬂlﬂmmmr

i.* Up to that tirme, no reconstruction had been termed
undesirable’. Four months later, however, the Hon. Mr. H.E
Pollock sounded the oarliest alarm in a lengthy report.’”
Citing a number of examples, he noted first that free-market
rents for reconstructed dwellings were runmning about 30 to
100 per cent higher than controlled renis of comparabie
residences, Warning of the incentive lor landiords to rush
into rebullding, Mr. Pollock continued,

Thousands of tenants who are perlectly willing
and able to pay the standard rent have been
evicted of are being threatened with eviction

through no lault of their own . . . Hundreds al
persons at the sent moment are sleeping in
the streets. | drawback of [the] recon-

struction schemes i that they have the
immediate effect . . . al reducing the existing
housing accommaodations . . .'*

Pinpoi one example where & two-year-old house had been
mmmm.wmuﬂy.1mnﬂi
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Governor himsel! was willing o admit his error and stated,

| conlems that where | went wrong was when |
credited the landlords with having more public
spirit and more refined ideas of common honesty
than they appear to possess, | thought a landlord
would only pull down his mises to get a sub-
stantial improvement. did not suppose that
many were prepared fo go to the extreme length
of destroying End buildings in order merely . to
evade the law,

ﬂu-dnmmmwd,hﬂmmth‘.umm
reconstruction except by approval of the Bullding
Authority,?

As amended, however, the ordinante continued in
foree untll June 1926, By that time, the pressures on housing
had abruptly relaved. The sudden and une glut al
housing waa apparently a direct result the earlier
recumatruction craze, when the divergence between market
rents and controlled rents had generated misloading market
signals.  Visualising vast returms to reconstruction, landlords
had pushed toward more rent-productive buildings with zeal
sherpened by the temporary decrease in housing while that
wave of recomstruction was taking place. Once the new
wpply of uncontrolled housing became available, (ree-market
forces took over and high-rent structures stood vacant.

Hl. THE BRAKES ARE APPLIED, 19%3-1933

The second experience of rent controls in Hong Kong resulted
from another, and far more severe, population surge. The
Landlord and Tenant Ordinance of 1967, together with it
various amendments and a dramatic reinterpretation of its
meaning in 1933, constitutes an effective body of laws which
is sl operative today. In s present form this Ordinance b
the most eflickent ol the many remt control systems | have
investigated, [ts relative succes would seem 1o be due to its
Hexibility over time: in resporse to ng market
presaures, peovisions have been adopted for  landlord
exemplions, lor tenants' surrender ol lease rights, and for
‘contracting out’ (the latrer, an option under which tenants
miay their statutory rent protection (or a privately
negotiated lease not exceeding live years)!? In com-
bination, these provisions most nearly delineate the
respective incomes (hence, the rights) ol landlords and of

p
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tenants. Even at that, we shall see that during the svolution
of amendments the costs imposed upon the Hong Kong
ecanomy were high.

The forerunner of the Landlord and Tenant Ordinance
was an proclamation of the British Military
Mumm 22, 1943, clamping controls on the
mudﬁnﬂk‘mrziuumminmm
and creating a Temancy Tr The tion was
considered imperative to protect the masses of Hong Kong
citizens retuming to the Colony after the lapaness with-
drawal, against wildly inflationary rentsis. For the first two
years, most Tribunal cases dealt with the question of priority
rights to tenancy among the thousands who had been routed
from their homes by the war.

To supplement and extend this Proclamation 13, the
Legislative Council on May 23, 1947, enacted the Landiord
and Tenant Ordinance, setting the permissible rent ol any
prewar private dwelling at the amount which had been
recoverable from a Sitting tenant’ on December 23, 1941,
Althoisgh it was originally stated that the contrals would last
only one year, it shortly became apparent through routine
extenaslons that no end was in sight. The termiration clause
was deleted in 1953,

The original ordinance, which lelt many loose ends lor
later tidying up, included the lollowing terms.  First, the
jandlord could repossess a building [or reconstroction by
pither of two approaches: (1) eviction, or (Z) exemption (aho
termed exclusion), Each approach presenied problems. To
eviclt a tenant, the landlord was required 1o prove some such
infringement by the tenant a3 his illegal use of the
his refusal to pay the controlled rent, or his subletiing
without the owner's permission, Of these, the first would be
difflcult to prove, the second would be hi unlikely, and
the third would in most cases be protected by the Comman
Law doctringe of waiver. The owner might also svict a tenant
il he could prove, in terms of actual hardship, his own bona
tide need 0 occupy the premises.

One further provision, with intereresting possibilities,
be evicted i he had ‘given written
mot ﬂipﬂmuq « » « faibed to quit the same on
ﬂwm:l!ﬂmhmﬂm‘rﬁﬂnmﬂiwmﬂqmu
:ﬁﬂihﬂumﬂ:mm‘mhﬂln‘h‘hwhiu ]

b= o nﬂ:ﬂl‘uﬂﬂa W his
o owverr abatacle of negotiations
tempting enough Pt o
subterants, the landlord would then be able to take over

£
:
E
2
2
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vacant possession and rebuild. However, since the ordinance
alw prohibited monetary compensation, all such agreements
once more had to be under the table. Observers who recall
the events of that period agree that although the law was not
diflicult to dodge, the hold-out problem made negotiations all
but  impossible. There were very [ew cases where
reconstruction flollowed successful negotiation with all

The second approach o reconstruction - the right of a
landlord to apply for ememption from the regulations - was
ided by a section of the ordinance not originally intended
that purpose. It read that on the recommendation of the
already existing Tenancy Tribunal, the Covernor in Council fin
his absolute discretion and without . . . hearing any interested
party®® might exclude from the controls any premises or
class of premises.  Meantime the Tenancy Tribunal had been
granted similar absolute discretion to make such
o the Governor in response o & landlord's

Hong Kong falling down, Under rent contral the
landlords had little incentive to maintaln their properties, yet
the state of had mot entitled them to take over
posseasion reconstruction. The Council therefore

;
|
;
'Ei

Te avoid heightening the siresses between
tenants it was stipulated that only total demolition, not
major repair, would be acceptable.

n

:
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Meantime, a Building Ordinance enacied in 1935 was
imposing mn additional burden on owners, The ordinance had
placed rigid limits on the height and general plans of prewar
structures.  In briel, sach major residential structure was
restricted to a maximum height of about four stories, based
on & given angle {rom the cenire of the [rontal street. The
overall structore ran the length ol l:lndt e depth of
hall a block, and sach consisted o series of stacks' ol
Eifteen-{oot-wide apartments, Elch stack was separated
from an adjoining oneé only by shared walls and stairwells.
Each of these stacks was classed as a separate building, of
which a landlerd might own one or more. Bul il he were
finally granted the right o reconstruct nhhuud.u‘ he laced
the further problem of structural impact on all the adjoining
properties

Such were the obsiacles which before 1935 had effect-
ively slowed down and well-nigh halted urban renewal in Hong
Kong. But in that year two crucial developments reversed
ihe frend. First, an otherwise unexceptional court case
produced a brilliant, i tortuous, legal interpretation of the
Landlord and Temant Ordinance itself, Second, the Bullding
Ordinance was amendsd to pormit  sgnificantly higher
structures to be built*2

The time was overripe lor change. By 1933 the
population of Hong Kong had tripled over its prewar level and
during that same period it had become virtually impossible 1o
evicl resident tenants.  Simultancously, reconstructed and
postwar  bulldings were commanding rentals enormously
higher than the standard rents?? t; a5 just seen, even
those [ew landlords who [linally gaieed the r o
reconstruct were prohibited from bullding to grester heights
and could only try to cram more stories into the permitted
lirmit,

In this highly volatile stuation, the relaxation of the

Ordinance in 1936 lighted & fuse which had already
been laid some months earlier in the landmark case of Mra.
Lee Pik-fu va. Kwan Cheong.

I¥. THE TURNING POINT OF 1933 AND THE BUILDING
CRAZE OF 1962

Reconstruction and tenant compensation

in brief, the court decision in the Lee Pik-Iu case sxtablished
the legality of cash payments by landlords o tenants in
return for the surrender of the possession of rent-controlled
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property.’  Under-the-table payments had long been prac-
tised, of course, but with indifferent success. Mow |t
becamne legal for landlords to apply lor exemption to the
Temancy Tribumal, which had mewly been granted what
amounted to the power of eminent domain® in deciding a fair
recampense 1 evicted tenants,
Complicated s such a procedure was [land has
miﬂnmulﬂrtm;lwlnrd\mruiﬂ
ﬂh:uun. ing sitting tenants more amenable o
negotiation for possession of the premises nm
reconstruction. From that day %o this, the Tenancy Tr
has more or less routinely spproved applications for
exsmption (with compensation w0 uuntu‘,l when m
accompanied by proper building plans and ord's
oommitment 10 the project. ﬁhul;?jp-mﬂm
reconstruction of prewar hmﬂn.llnrhquﬂm-nlmn
place by way of this procedure, ¥

What would constitule fair recompense o lenants is
another matter entirely. Debating the guestion prior to
amending the Landlord and Tenant Ordinance in 1935, the
Legislative Council considered a proposal that in mo case
should compensation exceed sixty times the monthly cone-
trolled rent. The Attormey Genoral countered with an
argument that if a ceiling were fixed, "the maximum would
become the normal.'®® A prominent attorney put forth the
economically unsound argurment that the higher the compen-
sation paid for the ri to reconstruct, the higher would
become the rentals of the new structure, until ultimately
incoming tenants would, in elfect, be paying lor the new
bislding. The amendment passed later that day specified no
cwiling, leaving the determination to the discretion of the
Tenancy Tribunal,

It I8 surprising that neither the Council nor the
Terancy Tribumal expressed any concern that too low (too
high) rates of compensation on landlords would
predictably induce too hasty (too dilatory) reconstruction.
On economic grounds it is evident that a landlord subject to
controls on his rentals would have much less o [ose in
demaolishing his existing bullding o escape the strait-jacket
than would a free-market owner; and Hong Kong had already

* Black® Law Dictionary deflines eminent domain as; "The
right of the state . . . to reassert . . . its dominion over any
portion of the soil of the state on account of public
exigency and {or the public good,’

k1]
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seeny the wastelulness al premature reconstruciion under the
Rents Ordinance of 1921,

Logic says that an elficlent rate of compensation
would be that amount which would penalie the landlord o
the precise oxtent that he would have been willing 1o tax
himaell under [res-markel conditions, 0 the laiter case he
would decide to lorgo the market rents of his old building
after weighing therm against the costs of reconsiruction and
the prospective rents of the new buillding. Exactly as in the
case ol key money, the eflicient compensation rate under
rernt control for repossession of the existing structure would
thus be simply the discounted present value of the difference
between market renis and controlled rents over the relevant
perind.®? By 1936 it was generally accopted that the rent
control  would continue  indefiniely, therefore  the
compernsation rate would have appromimated the diiferential
between frec-market rent and controlled rent, divided by the
market rate of interest.  All three variables were ascert-
alnable,

The decision in the Lee Pik-fu case had mentionsd as
an objective that evicted renants should be co ted to
an eatent which would leave them squally weil ﬁi in finding
other accommodation. I eliected, this selution would have
been ideatical to the rate of compensation just outlined. Pl
ihe Temancy Tribunal chose to set (18 deliberations in a misch
wider perspective, including such side issues as legislative
intent, equity, and in the typical case the mind-boggling
complexity of allocating the prodpective payments among the
horde of tenants, subtenants, and sub-subtenants holding
vorious arcas and degroos of possession. The rates of
compensation thas achieved were, of course, quite
independent of true market signals. In ellect, the Tribunal
was now gl the market, and the rabés i sel were
rowutinely taken consideration alwer 1933 in the private
transaction of prewar premises and, after (96K In private
negotiations betwesn landiord and fenants for the surmender
ol protection, when such & procedure wan legalived by an
anendment 1o the Landlotd and Tenant Ordinance,

Rubey relaxed

Following hard on the heels of the Lee Pik-Iu case, a lang-
rurioured new Bullding Ordinance waa inatiluted at the end al
1953 to ke eflect the following June |. It notably relaxed
the stricter 1933 ordinance w permit the comstroction of
much higher and therefore more remunerative bulldings.

13
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Where the earlier ordinance had produced an average of 1.6
stories, the new regulation within five years had brought that
average up 1o 58% stories; based on a random sample of 9%
structures completed by [962, Midway of that period,
autsmatic elevators were coming into general use, greatly
hﬁﬁﬂil‘ﬂumitru!mﬂmfwuuﬂ
quarters. Based on 30 buildings completed in the two-year
span ol 1960 to 192, the average then rose to 9.39 stories.
The new ardinance set height limits by stipulating that
the main wall of a building not exceed 76" lrom the
harigental, as measured from the centre aof the frontal
street.?®  Virtually all buiidings completed during 19631964
took full sdvantage of their allowance. Many owners availed

themselves of & further by setting back the upper
stories; as shown in the [ ing drawing, as many a3 seven
siories were sometimes back in this way without

viclating the specilied angle of the hypotenuse. As we shall
see, this frantic rush for the sky during 1963 and [9%4 was
part of what may b the most intense building craze in all
history. The disastrous reconstruction was a direct result of
rent control in combination with another change in the
uaiding ordinance.

The immediate result of the 1933 relaxations in both
the rent-control and the building ordinances was to [acilitate
urban renewal. Eviction cases dropped sharply. In all the
years prior to |33} fewer than one hundred landiords had
succeeded in gaining the right 10 reconstruct their premises
by the rocky road of exemption applications. But now, in
1955 alone 108 such cases were approved, and by |961 the
annual number had risen to 270, On average, each case
required the displacement of about 33 tenant households, **

It seems clear that the urban renewal alter the Lee
Pik-fu case was the immediate salvation of the Hong Kong
economy.  LUnfortunately the mﬂd ol relatively smooath
readjustment was short lved. principal causes wnder lay
the new outburst of construction that erupted in 1962 and was
haited, perhaps providentially, only by a major depression |n
19635, F1h_rr:1.. ﬂi:ﬂmﬂmﬁmhtmuﬂhﬂm
Tenancy Tribunal remained virtually unchanged through
time and by |32 had become too low and settled into & firm
patvern ol undercompensation which tempted landlords o
demalish their buildings too early. The second and far more
immediate cause was a loophole in a September |92
amendment to the Bullding Ordinance which restricted the
ratio of gross foor space 1o the site aroa in new buildings,
thereby making new construction or reconstruction less

3%
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profitable, However, contained in a fine-print explanatory
note to the amendiment was an escape hatch through which
would-be rebullders promptly stampeded. It provided that,
although the regulation would become effective in October
1962, plans o build in accordance with the 1933 standards
could be approved Ul they were submitted before January |,
1964, together with the landlord's agreement to carry out the
project within & lew months.

Applications for reconstruction boom

Aware that they could crowd significantly more floor space
inte the same land area il they could beat that deadline,
owners shatched up hastily prepared plans and raced T the
Tenancy Tribunal &t such & rate that more than two thousand
applications for exempuon jammed the books. Soon the
average applicant had to walt 30é days for @ hearing, Partly
& & result af the anticipated decline In futute floor space in
the Colony, prices lor land were soaring, and the value of a
?Iﬂnprmhqugd]i-' Iy on how soon it was scheduled
of a lwaring. Not surpr o 11 was rumoured that clerks
at the Tenancy Tribunal were beseged with tempting offers
for advancing the papers. Meantime, the Tenancy Inquiry
Bureau (in co-operation with the Department of Public Works)
was under umilar pressure o pronounce many  buildings
'dangerous’ and ready {or demaolition.

The records indicate that the number of bulldings
planned 1o be destroyed over a span of about three years
mlﬂlﬁlrbnu:knnﬂndrwtnﬂurdhnh.uﬂﬂ
prewar premises n Hong Kong.  Virtually all the plans
mbmitted during this rush period were for the masimum
hli.;hl; permissible.  Indeed, one can walk the Hong Kong

ui.lr and merely from the shapes of the tops of
ImHh‘i uhlymthlpu‘m during which the for
eich was submitted. Had all the projected construction been
nnhﬂnprmlm fulfillment, -lw. would have happered
1o the Cojony's resources?

Construction halts

The question can never be answered, because a series of bank
runs in 1966-1963 initiatetd & deep depression lasting from
mid-1963 until late 1969, Whetiwr the building craze was
itself at jeast partly responsible for the depression can be
jdged only by monétary cconomists. I any case, with a
deep sigh the housing boom collapsed with the rest of the

s
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&L *
Half-built structures now stood everywhere.  More
than one third ol the pending tions for exemption were
withdrawn during 1963. By late 1963 the government was
offering concessions to landlords, granting one-year
extensions o those who asked for postponement of pending
recondtruction of of construction under way. By Jlamuary
1966, 125 cases had been postponed sine die, an unheard-of
situation (n all the years prior to [963. Some extensloms
were rengwed annually into the 1970s,

As 1o mow applications [or exemplion, only 2§ were
filed in 1966; I8 in 1967; and 1Y in 1968, Of 2| exemption
cases handled by the Tribunal in 1967, | were subsequently
withdrawn. In other words, both housing reconstruction and
urban renewal in Hong Kong came to a dead halt until 1970,

¥. CONCLUSIONS

The traditional economic analysis of price control has
generated much heat but littie light. The standard practice
ol drawing a price line above or below the equilibrium market
price mells little about what the actual price or quantity will
b, ‘Shortage’ and ‘surplus’, delined as the dilference
between the nonobservable entities of quantity-demanded and
quantity-supplied, are eguall uuhln-"hd.l conceplts which
confuse any empirical ing into the eifects of price
control.  To say that un'ml.r‘htt:hnmtr.hll‘uﬂru:l'l
clrcumstances contradicty the elementary economic principle
that individuals in society rust resolve their conflicts one
wiy or another through competition. Far {rom implying &
theory, ‘disequilibrium® which emerges under price controls i
simply a term designed, il not to camoullage ignorance, then
simply to ignore the problem.!®

The puzzle & why ecahamists should so long have been
willing o put up wimtmﬂruulfminlnbhﬂu
important as price control. The challenge of the facts has
smply not been [aced. My investigation leads to the

elfort devoted to interpreting rent control laws and studying
kL
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the methods and costs of thelr enforcement. We have sought
asnitance from numerous sources and carelully verified the
facts. Space limits forbid any ¥y discussion here of
many other, but highly important, ts afiected by remt
confrols:  such matters, [or example, as the use and main-
tenance of property and the transfer of lsase righta. A Tull
analysls of the many impact of a single enactment would Till

a large volume.
An economist making a snap ment on & topic as
complex as rent control would y be acting irres-

« But how much more rash s a government that

sach contrals an a nation's econamy withool |menive
analysis t© support the move. In Hong Kong, the Rents
Ordinance of 1921 was fashioned in little more than two
works, Under a justification of ‘emergency’, the
Proclamation 13 of 1943 was deliberated for only a few
days. The subsequent mondmental Landlord and Tenant
Ordinance of (947 emerged {rom somewhat more than two
months of preparation at the hands ol lators who
condewsed thelr own inexperience in that area. It appears
that Canada and the Linited 5tates have been even more
cavalier in establishing rent contrals, and the various price
controls enacted in the United States have been similarly
unsupported by weighty analysis.

Typical of the embalmed-in-amber nature of any
regulation i the fact that all rent controls in Hong Kong
were initiated as “temporary’ measures.  Yet the Rents
Ordinance of 192] was renewed anncally, and ssemed des-
ﬁﬂmmlhlqﬂuhhﬂr‘ﬂmmlﬁ!mﬂu
obsolete. The Landiord and Tenant Ordinance of 1947, which

the same durable pattern.’”  In this respect Hong Kong b
certainly not unigue, Prolessor D, Gale Johnson once
observed that some of the rent controls in Europe could be
traced back 1o Napoleon's time.

in the case of Hong Kong, the persistence of remt
control cannot be blamed on any exceptional stubbornness of
mmnh On the contrary,; It has been the unussal

lity al the ordinances In yielding 1o economic pressures
over tme which has made themn iolerable. Without
succeskive amendments, Hong Kong could rever have becorme
what it now & « one of ﬂ:wld':nminmdun:ltln. Ar
Ereat ic coat, the contral laws have evolved with the

:
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For an elaboration of this assertion, see Steven M5
Cheung, 'A Theory of Price Control’, Journal of Law and
Economica, 17 (April 1974k 55,

Hﬂ mwl I-!-:ltpu ”i

These clauses as they were originally stated in The
Ordinances of Hong (1921}, pp. 107-1186, are quot-
ed at fuller length in M.5 Cheung, '"Roofs or
Stars: The Stated Intents and Actual Effects of & Rents
Ordinance’, Economic Inguiry |3 (March 1975} 8-10.
Although not sanctioned, this practice was beyond the
contral of statutory law. It might consist of such a
ridiculous; yet legal, evasion as the tenant's offer to buy
frorm the landiord a broken chair for several thousand
dollars.,

Ordinances (1921 p. 116

Hansard (1921), p.

ibid. (1922), p. 35,

Ordinances (1921), p. 111.

Honaard (1921), p. 144,

A mere formal analysis of the various situations may be
found in Cheung, "Rools or Stars’, pp. 11-12.
Harsard of relevant years,

ibid, (1923), p. 1.

ibid., pp. 8053,

ibdd., p. 82,

MF-“-i

lhﬂ-l:lﬂi-].ll- 15

ibid., p. 21.

The major clause stated that permission would not be
granted ‘unless the Building Authority is of the opinion
that the condition of the structure . . . is soch las] T
make the intended reconstructlon desirable’.
Ordinances (1928), p. L

muh.nd 1947), currently codified in Lawa
#wa:?,m 7 (19735}, The whole subject ol the
Landlord Tenant Ordinance of |947, its changing
provisions over time, and lis impact on the Hong Kong
economy i covered in Steven NS mﬂm
Control and Housing Recomstruction: The ar
Experience of Prewar Premises in Hong Kong', Joumal
of Law and Economics (April 1979).
Ordinancea (No. 25 of 1947}, Section 18(g).

ibid., Section }i.
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22,

23,

28,
23

3.

3.

The regulation of construction, as (mposed in 1935 and
amended in 194, b detalled more fully in Cheung, "Hent
Cﬂlﬂﬂﬂwlnﬂlllﬂ.

The continues even today. In the past decade,
market rents for prewar prem in Hong Kong have
wared to about eight times the controlied renta,

A detailed account of this remarkable case is given in
Cheung, Rent Control’, pp. 16-23.

The relative ease of gaining such exemptiona has also
lowered the bars to direct negotiation {or payment
betwesn the parties, which was legalised by a further
amendment in | 968,

Hansard {1933); p. 261,

For an analysis which yields this implication under add-
ilimulmﬂ.mﬂm.'lmhrm.w.ti-
Somewhat ter heights were permitted {or corner or
mthlr-il;cﬂhu.uﬂiqhwmhniww
merging of such sites,

This is calculated from data in the files of exemption
cases, made avallable to me by the Tenancy Tribunal.
For a luller discussion see Cheung, "A Theory of Price
Cantral'.

This inexperience was noted by the drafter of the bill,
Mr.T.M, Hazerigy, hlmu”l:{h:wwﬂ-.ﬁtm-;
General dated December 3, |

The Prevention of Eviction Ordinance, enacted in 193§,
was terminated by the Japanese occupation of the
colory n  [941. The Hent Increases (Domestic
Premises) Control Ordinance - enacted In  [963,
discontinued in 1963 and reintroduced in 1970 - survives
today. This ordinance controls the rents of domestic
premises built in the postwar period which have
estimated rental values below & certain amount. Three
other les significant ordinances are related to rent
control - the Tenancy (Pralonged Duration) Ordinance
(1932}, the Temancy (Notice of Termination) Ordinance
{1962), and the Demolished Buildings (Re-development
ol Sites) Ordinance (1962); they all survive today,

It is important 1o note that both the dissolution
of the Rents Ordinance in 1926 and the discontinuation
of the Rent Increases Ordinance in 1'%62 occurred in
periods when market rents had fallen to & paint that
rendered the controls largely inellective.
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The Rise, Fall and Revival
of Swedish Rent Control*

Sven Rydenfelt

L A TEMPORARY' EMERGENCY REGULATION MADE
PERMANENT

When rent control was introduced in Sweden in 1942 with the
almost unanimous support of parfiament, the decision was
founded on a conviction that it was an emergency regulation
that would be abolished as fast as possible after the Second
World War. It was believed that wartime inflation would be
followed by a deflation with a sharp decline in prices, as
happened after the First World War.

However, the strong deflation which lollowed the First
World War did not recur after the Second. For tho reason
fenis In Sweden after 1963 remained at a level [ar below the
prices of other commodities. And while rental costs of
apartment houses remained for a long time almost unchanged,
salarjes and wages rose rapidly, as Table | demonsirates.

# From M. Walker (ed.) Rent Control = A Populer Parador,
The Fraser Institute, Yancouver, [975, with [lurther
material supplied by the author
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To the economist, it seems self-evident that a price control
like the Swedish rent control must lead to a demand surplus,
that s, a housing shortage. For a long pericd the general
pubilic was more inclined to believe thal the shortage was a
result of the abrnormal situation created by the war, and this
even in a non-participating country like Sweden. The
defenders of rent control were quick to adopt the opinion held
by the general public. All attempts by critics to
rent ﬁwnhmmh housing drama were firmily
reject

An ncute shor ol housing units developed as
warly s 1961, the following year the shortage
wias general and reached y 30,000
wnits fn the urban communit i2., samewhat
miﬂmhmmwmhnﬁrh‘im
r'-i



Rydenfele Sweden
In & lecture he described the situation in |93 as follows;

We have the sume shoctage as at the end of the
-u.hnrhﬂmﬂmh;m“*w:uﬂmﬂu
of & very great increase in demand.

ﬂu:urdnT o Mr. Johansions rough skeich, the
shortage h-dmrudndinﬂlt-lllrul“?-m
dwellings - and romained practically unchanged in the
following years.

The actual development was quite different, as was
revealed in the reports of the Public Dwellings Exchange
oflices. Only Maimo - the third largest city = had an

af this kind during the early war years; (ts reports
provide a detailed account of the development (Table 20
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Stocikholm, the capital
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Tabie 3
Average Waiting Period for Dwellings in Stocikhalm
Months Months
1930 9 1938 26
1931 5] 1933 Fi |
1952 21 19356 30
1933 F 1937 13
1938 w0

Sources  Reports of the Dwelling Exchange Otffice. The
series was not continued after [958,

Conclusion

Thus, the ‘popular opinion’' encouraged by defenders af rent
contral, that the Swedish housing was a product of
the war, does ot accord with the ev demonstrated

either by the Malmo data or the Stockholm data. In fact, all
of the data indicate that the shortage during the war years
was insignficant compared with that after the war. It waa
ofly in the post-war renil control era that the housing
shortage assumed such proportions that it becamo Seeden's
Mot ser jous social problem,

Il HOUSING AND POPULATION

The rapidly increasing housing shortage after 1943 soon
ripened into & wtuation which could no longer be atiributed to
the supply dislocations that were supposedly created by the
war. New explanations were needed. That most commoanly
adopred by the general public was the assumplion that the
shortage was & consequence of insuflicient construction
activity. M population increased at a laster rate than the
number of housing units there was bound to be a shortage,
people i and they therelore adopted the untested

m 1 construction was lagging behind, Amaong the
of rent control this population growth explanation
became for a long time the most fashionable.
Fallacy of the population growth explanation
The delenders of rent control were anxlous to emphasise that



During [1983-4& the mumber of marriages in the
cities was 30 per cent higher than the average for
the 19304, Lindder such conditions il @ not
dilficult to explain why the addition of new
housing units, even though large, has  been
absorted and the shortage left unaliered.

Let us confront this ‘model’ with statistical data on housing
and population [Table &),

Timinis 4
g el P = e, |95 1918
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I Binx ms LI ] b e B u 13
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(5.4 1000 FFRL000 (ML L L
LA Tm I, B [ FEA L] [
ks A0 i 00k i, A0 Wl i

AT Bapmiein ol Fesymig ety B 1180 ooy B alleial FeSimabn = 50 WL
il g Iy deis for siler pemrs foes all = ml 2 nanes.

During the war years the rate of housing construction
was relatively low; but still high enough to increase,
marginally, the mimber ol housing units per |00 inhabltanis,
The number of housing units per 100 married couples,
however, declined alightly (from 187 to [68) dee to the
exceptionally high marriage rate during the war years,
During the years after |943, when the big shortage developed,

b the light of the above data it seemed sonsible to reject the

that the housing shortage was 4 crisis produtt of
the war years. Weo have now found that the population
explanation does not stand the test either.

w9
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Theory and forecasting

Human life B a walk into a future filled with uncertainty.
ﬂtmﬂﬂlﬂﬂhlﬂIMIMthﬂhllllﬂ:lﬂlﬂﬂﬂ!
road in front of . Therefore, the twuchstone of all
knowledge s it ability vo anticipate the future - the
forecast. 'When our astronomers can forecast hurdreds ol
years ahead the moment for an eclipse of the sun, they prove
that their conception of reality, their ‘nodel' of the universe,
is & realistic one,

The famous t, Florian ZInanecki; has

expressed this thesls in the following way:

Foresight of the future I8 the most conclusive test
of the walidity ol sclentilic theories, a Test per-
fected in experimental schence. 'Prediction’ is
this the essential link between theory and
practice.®

The meod for wnowledge and forecasis about society b far
stronger in a centrally-directed ‘planned’ economy than in a
liberal market economy., The British economist, Sir Roy
Harrod, formulated this conclusion in the following terma:

Lack of economic comprehension may not matter
0 much il the system ia largely self-working. But
when the working of the machine necessitates the
constant of the supervisor, and the
SUper v isor pot understand the mechanism,
there ia bound to be serious trouble.?

Judging from different forecasts, the decision-makers behind
the Swedish rent controls had imperfect knowledge
about the structure and function of the housing market. For
several years they that the howusing shortage was a

t of the war for many years alterwards they
thought it 1o be a product of population changes. From such
madels of the housing market they made very oplimistic
forecasts, which predicted that the shortage alter the war
wordld quickly disappear.

The following “forecast® shows how Swedens leading
official expert on housing policy ‘anticipated' future
developments as of [944;

The liquidation of the housing market shortage is a
ohce-for-all busingss, which ought to be

30
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Whlﬁﬁﬂiﬂl}!ﬂtm.ﬁu‘hm
over 5o short a period as one year,"

As we have seen, subsequent developments were very much
different.

A forecast of an enurely diflerent nature was
published by Proleissor EN F. Heckscher, at that time the
doyen ol Swedish economic history and economics:

it ia probably a general opinion that the housing
shortage 5 due to insufficient construction
activity. But this s, by and large, an enormous
mistake. In a free housing market no shortage
would exist at the present rate of comtruction
On the other hand, no rate of construction activity
can eliminate the shortage under the

order. I & like the tub ol the Danaids, from
which water was constantly ﬂu‘rﬂﬂm al a laster
rate than it could be poured in.”

| published a similar forecast a few months ear lier:

The cause ol the housing shortage s to be found
entirely on the demand side. As a consequence of
rent control and the relative reduction of the rent
- the manipulated low price - demand has
increased o such an extent that an ever-w

gap between supply and demand has developed n
spite of the high level ol construction activity,
Our great mistake s that we always seek the
cause of a shortage on the supply side, while it is
Hfmmlrwhlmﬂmﬂ'ldtm#dr
The housing shortage will be owr
lm.m“wwlmm

It will be convenient to conclude thia ssctioh with a now-
classical staternent by the late Professar Frank H. Knight,
the ‘grand old man' of the Chicago School of Ecomnomics:

I educated people can't of won't see that [ixing a
whm:m-rﬂw;rmn
mm; Hhm#h
e s e m anyihing
ﬁ-“h“ﬂlu-ﬂﬂm'ﬁ

b1
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NL SINGLE PEOPLE INVADE THE HOUSING MARKET

You need not eal the whole egg w feel it & rotten’
Fussian prover b

Aa indicated in Table § the number of housing units in Sweden
during the period 1940 1o 1973 rose by 1,520,000 (net], while

the number of mamied increased by only 683,000,
Even i every rmarricd had obtained their own home,
there would still have besn 573,000 dwellings avallable for
other proups.

Which are the groups in Swedish socety that have

Table 5 shows the size of each group at various years and the
percentage living in dwellings (houses or {lats) of their own,
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Growth of demand smong unmarr ied adalty

All housing censuses indicate that, with few exceptions,
married couples have always occupied housing units of their
own. However, it i also true - even in a froe g market
- that there 8 some ‘doubling up', for example, young
married couples with thair parents for a while, The
majority (65 per cent) of the previously married also lived in
of thelr own in 1900, Their share had increased by

I7 per cent by 1973,
The only dramatic change has been for unmarried
adults of whom only one in four occupled a dwelling of his

a2



Rydenfelc Sweden

W
Thus the supply ol dwel avallable for unmarried adults
st

have rapidly - during the 13-year period (Table
6, which is another way ol viewing the information contained
in Tabls 3.
Pl &
--...—..-.—f.l"nﬂ':n
Coples & m L Sl L
%83 Pam @ jMgE 0B Liaa 1
i Mot 1 0 jekoeE 2B Lmaae 1
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Table & shows that in both 1960 and |45 owver |
milllion immarried adults lacked housing wnits of thelr own.
The reason why the housing shortage - the demand surplus =
was relatively small as late as 9493 in spite of this enormous
reserve of demand was that only & small proportion of thess
persons were actively seeiung dwellings of their own.  The
majority either lived - and wore satisfied w0 live - with their
parents, or they rented {urnished rooms,

The majority of unmarried adults from the beginning
accepted a passive role.  The explanation of the housing

mast be sought in the fact that this majority was
later progressively tranaformed into active dwelling-scchers
who invaded the housing marke! and with energy and success
hunted and occupied homes. As indicated in Table 3, the
share of residents with their own dwelli in this group has
increased from 23 per cent in [940 to 33 percent in 1973,
The implication of this y=increased demand for
dwellings among umarrjed B i that they i
416,000 more homes than they would have done had only the
same proportion (23 per cent) as in 1980 occupled thelr own
dwellings. As the number of dwellings in Sweden increased
by a net |,320,000 from |980 1o 1973 more than 23 cent

ol the increase has thus been disposed of to
satisfy the extra demand of unmarried adults.
What has brought sbout this in the demand of
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industrial wages grew o 16 times what they were in |93
while rents Jews than quadrupled, The distortion was
particularly marked between inCcome and rents of apartment

houses built before 1942 (see Table 1)

That the share of persons with housing units of their
ﬂtmnudmdtqmmlmnp#cm
o 53 oent in 1973 by ne means implies that the
lor dwe lli:rg;l-hrd'lh was satisfied, The
queus at the housing offices was, during all
shortage years, made up of unmarried adults.

Responsivensess of housing demand 1o changes in price

In the absence of rent control the increase in demand for
rental would have boen less accentuaied and, in
ﬂutm.lttﬂﬂhwm&nmmmmu.
all depends on the ‘price elasticity’ of demand. mﬂﬂ:
to common experience, the price and income elasticity
demand for dwellings s low, as it is for mecessities like
this
o

i f

5
£

i

Eig

i

food and clothing.* N k& on basis that the supporters of
build up a deferce. H the
demand for dwellings has & low elasticity, they argue; a
felative reduction in rent levels could not have Increased
demand very much.

This general reasoning, howewer, i valid only for the
married and previouwsly married groups, For members of
these groups private dwellings are a necessity and, as a
rewilt, price and income elasticities are relatively low. The
sitvation @ different for unmarried sdults. For the majority
in this group a self-contained housing unit b somewhat of &
lunury, & mon-necessity, Young will ofien besitate i
they have the cholee between going on living cheaply and
comiortably with their parents of moving out and acquiring a
Mluﬁ their owm.

i unmarried adults occupy self-contalned housing
units of their gwn o a jlesser extent than the married is not

* Editors note: Price (or income) elasticity of demand for a
commodity is high if a given percentage in price (or
income] leads to a greater percentage in the
rﬂi demanded. Elasticity is jow if the quantity

less (in percentage termsl than the
change in price or Income. However, the empirical
evidence on the values of these elasticities does not
conclusively suggest that they are low.

5
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due 1o lower income. In fact, a comparison of income levels,
taking account of the obligations of family men - that i, the
number of persons living on one Income - shows that the
incomes of unmarried adults are as high as those of the
married. The unmarried have demanded dwellings 10 a |esser
extent because they assign a higher priority to other things,
such as clothing, amusements, travel, education, gtc,

For the majority of unmarried adults, a deelling is a
relatively dupensable commodity, and the demand [or a
commaodity af this kind is normally highly sensitive to changes
in price or income. The strong reduction in rents relative to
other prices and to incomes (resulting from rent control) has,
for this reassn, considerably stimulated the demand lor
harnes on the part of unmarr ied aduln.

The data in Table & indicate that in 1993 more than a
million wnmarried adufts in Sweden lacked housing units of
their own. This represented a very large patential demand
reserve that rent control unleashed on the housing market.
The influx of this group into the market naturally
created a dermand which far exceeded .

IV, HOUSING PRODUCTION GROSS AND NET

In many cases rent control appears to be the most elficient
technigue presently known to destroy a city - except for
bombing.!®

Deterioration of the housing stock

It is well known and documented that rent controls result in
poorer maintenance, fewer renovations and modernisations
and, therelore, in the long run in a serious deterioration in
the quality of dwellings. Because some requests for rent
increases have been granted, the defenders af contral have
peruistently contended that deterioration and slum deve-
lopment have not occurred. This argument is fallacious.

Rent contral beeds shems

As a result of contral and lower rental incame, ewners® abllity
to maintain their apartment houses has declined, In
lar; their incentive fof such upkeep which & motivated
an aesthetic or comfort paint of view has dwindled,
In a free markel there is never a shoriage of
and flats to let. I the owner in such a
his property In good condition he runs the risk of losing his

¥

E
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tenants and being et with empty flats and joxses in renial
income.  In & controlled market with severe shortages, the
owner is under no such compulsion, No matter how badly
maintained is his property, there are always long queuves of
homeless people willing 1 rent his ahabby, poorly maintained
{lats.

Since there is no economic incentive t© encourage the
owners to repair, even basic upkeep - which in the long-run is
ﬂlﬂtlrr ﬁ;rw-'ll: serious quality deterioration (e, siums)
- is neglected. A development of this kind & diflicult to
deicribe in quantitative terms, But thanks to the detailed
Swedish statistics on the number of new dwellings and the
periodic housing censusea, an important aspect of the process
can be documented (Table 7,
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Rapid Toss* of houses

What & striking about Table 7 is the rapid Increase in the
Yoss' (column ¢} up to the year |965 During the period [94]
to 1943 the net increase in the stock of dwellings was about
80 per cent of new production and the %Yoss’ only 20 per
cent. During the yoars 1961 to 1965, the net addition was
barely 50 per cent and the ‘loss' more than 30 per cent. The
Toss' in those years asumed such proportions that the
authorities appainted & special committees with instructions
to wry to explain 'the mystery of the disappearing dwell-
ings'.  Alter 193 the process of decontrol got [nto full
swing, and from 963 to 1970 the number of controlled
private houses decreased from 900,000 1o #00,000 and from
1970 w0 1973 from 600,000 to 330,000. As a consequence,
the number of Tosses’ decreased,

The anticipation of prolits s the incentive to private
enterprise to produce housing units. I this incentive s

Mo
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destroyed by regulathons, and if it is made more profitable for
the owner of apartment houses o rent his dwellings for

commercial purposes, then it is not possible to prevent - in
wﬂprﬁﬁmumr+.mﬂmu!mm@ to offices,

It was of no avall o pour armounts of public
housing bag, as long a8 we not patch up its
avall that since 1965 we had built more
dwellings per head in Seweden than in any other country
o the UN Statisticel Yearbookl. It was of no
meare than (00,000 dwellings per yoar;
when the |9%67-1972 annual Yoss’ at the same time was about
50,000, A construction ol 70,000 dwellings and & los of
10,000 would have given us the same net addition. The
system af control abvioualy caused an enormous and shameful
waste af resources.

¥. THE FALL AND REVIVAL OF SWEDSH RENT
CONTROL

The Swedish Government in 193 boldly promised that one
milllion rew disellings would be bullt during the decade LTS
1976,  Until then the hunger for rew dwellings had seemed
insatiable, and the Government did not provide for the
possibility of a surplus of bousing. Thanks 15 &n overs

ambitious programme could be fulliiled,
The gradual sbolition of remt control, plus extensive
new consfruction laid the base for a surplus that from 1970
became gquite disturbing. But a political Hromise’ & a
‘promise’ and In spite of growing surpluses the building
programme had 1o be [ulfilled. A Seedish construction
record - 110,000 new dwelling units - was reached in 1970,
after which construction went on &t a decreasing rate.
According to the soclalist Swedish Governments,
constructicn must be controlied in order 1o prevent
ups and dowrd ol private unfegulated production, Bt in

%

spite of this strict control, construction in Seeden went down
from 110,000 in 1970 to 56,000 in 1976; a decrease of 30 per
cent in six years.

The growing wacancies in the [irst years of the |97y
were one reason for the decling, but only a minor one, as rent
losses were mostly paid by the government, The maln reason
was the new control system which prevented cost covering
rents.  The were growing linancial and main-

CONBEGUENCES
tenance troubled for the |landlords - troubles a5 severe that
7
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private building of rental housing practically stopped, while
counci] budlding shrank drastically.
It was not only the volume which changed, but the
product mix as well. The share of small family houses in new
tion exploded from M per cent in 1970 to 73 per cent
197h.  This explosion had its or in the unsatisfied
demand which had piled up during the 5o jal-democTatic
era (1933-1976). The bullding of family houses was, however,
less imposing in rumbers than in percentages: 33,000 in 1970
compared 10 80,000 in 1978,  The reduction of apartment
house building wias more conspicucus: 77,000 dwellings in
1970 compared to 14,000 in 1978,

The fall and rise ol quality construction

During the years of shoriage created by rent control,
apartments of low quality in dismal environments were mass-
produced, and having no choice, the homeless lamilles |n the
quoues had 1o accept them. Following decontrol, the
growing surpluses created quite a new situationg the sellers’
market was translormed into a buyers” market. The housing
enterprises had to compete [or tenants, and this

forced the builders to use all their creativity o produce
attractive flats, During the shortage years they could [gnore
the wants and wishes of the consumers but now they had o
respond to them. Fewer ‘skyscrapers’ were built, and more
Cconstruc thon in Sweden now consists of low houses with one or
two stories and with an easy and intimate contact with the

flats will normally be more v than old ones, and s0 in
& balanced market they can tenants ondy i they offer
mﬁd‘mmm&ﬂﬂrﬂlm The bullders i

accustomed in the to the protection that
provided, are ¥ adjusting o consumer
mmlpty.
Co-operative housing

In Sweden, bullding societies own sbout 500,000 housing units
i apartment houses. Mominally, these houses are owned by
co=opef ative societies founded by co-operating families, but
n redlity these flats, with certain restrictions, are owner-
ectupied,



peex
cent. Becauss special concessiond by ermumenl are ol
enough, there must be 4 shortage [or & ol this soft 1o
be soccessful. The gradual abolition of rent contral {rom
19583 meant that the shortage reached its  maEximum
proportions about that time. With gradually shr

quewes, the market for co-operative housing deteriora

housing society a person must pay a rather large sum in cash,
and in a period of shortage people have little choice. But @
the market was permitted, by the return 1o 4 more economic
pri to provide a supply of alternatives, a prelerance lor

apartments in the private sector and for single-family
houses became evident. The demand for co-operative houses
shrank to such an extent that it olten happened that a family
wanting to move could not lind another family willing 10 take
over and pay that sum in cash that they themselves had

Ax the risks of such losses became generally known,
the demand for co-operative flats shrank still more.

There is a class of organisms called ‘pathophiles’ that
detest healthy environments but thrive on sick plants and
animals. 5 it B with council snd m-npu-;ﬂ-w rmnmrq
enterprises. They had their golden during the years w
oir market was I.:utlr | and disorganised by

re tions and shor o Dt the more the
Wmﬂﬂ. and the more market recovered its
balance the more the status of these enterps s deter lorated.

Private housing enterpeises, on the contrary, thrive
only in healthy, balanced markets and react with proneunced
‘pathephobia® against pathological environments., 'Dl.rlrfh
worst contral - and shortage - years, private housing suflered

Every time a member af a co-operative society wanted to
move, he had 1o Sell® his [lat o & rew member wanting o
take over. But up to 1969 the society board had to calculate
and approve the sum pald. No speculation’ was allowed, In

»
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the Swedish housing market there s inlenss competition
between co-pperative [lats and family homes, and here the
co-aperative wocietles lelt handicapped. Their members
wiore not allowed 1o sell at free prices, which the homes
owrery could,

50 in 1968 the big soclety organisations requested the
Social-democratic government to abolish co-operative rent
control.  The governmeni acceded and contral for the co-
operative sector wad ended from January |, 1969, From this
tirme, speculation” with co-operative flats has {lourished in a
manner similar to family homes.

Comrcil housing

From 1932 o 1976 Sweden had Social-democratic gowern-
ments with an antipathy towards private housing, whether
rl‘lllll'll'-lﬂ'l‘ﬂﬂ apartment houses or owner-ocCupied
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From shortage to surphus

in the 1970 a considerable surpius [mostly municipal)
developed, For the local authorities, this surplus was a
shocking experience. They had for several decades Lived |na
wor ld without vacancies, a world they found natural. In their
economic calculations there was no allowance - and nd funds
= for the |losses associated with vacancies.

For municipal authorities this was an sbrormal and
undesirable phenomenon meaning economic catastrophe, and
in 1972 the situation for the municipal housing enterprises
was 50 disastrous that the government had 1o hasten to their
rescue.  Bankruptcies would have meant political scandal and
1973 was an election year.

50, loans on extremely advaniageous conditions were
Eiven, and the local governments, the legal owners of the
counci] houses, had to provide extensive subsidies as well.
Up to 1973, vacancies - and vacancy losses - grew year by
year, and with them the need for loana. Most of the
borrowing enterprises are in such a precarious financial
condition that there & Litle likelibood that they will be able
to repay the interest on the loans, let alone the capital
values, The losses, therefore, will be pald by the taxpayers,

Tenants take over power

Swednh rent conirol was gradually abolivhed from (938 when
eouncil houses were exempted. In 1973, when only 330,000
out af 2,000,000 rented dwellings were s1ill under control, the
Government decided to remove the remalning controls over
the period |97 31978,

1,300,000 i tamiliea). From the begi it was one
of the mlliul defenders of m':nl. but it
eventually changed its attitude and in the last decade had
become wery critical. During the last years of controls, an
enplanation of this change of opinion emerged. The abolition
of rent control was not, an could have been expected, {ollow-
ed by a free housing market, Instend & new regulation

&l



Rent Control Costs & Conseguences
Council rents to function as guidelines

The biggest single landlord bloc was the Association of Local
Authorities which in 1979 represented 630,000 out of 700,000
council dwellings. amnhr-inr:iphnl the new system was
that sell -supporting, non-profit council rents were to function
as guide-poats for the rents In the 500,000 private dwell-
ings. As popular opinion held that big slices of private rents

this system ought to be jower rents for the tenants in private
houses, though indeed they should be self-supporting.  In

new megotiation system wsere never sell-supporting.
you tranaforen & market price into a political price; sooner or
later the buyers will refuse 10 pay Cost-cCovering prices, with
disantrous ellects for production, provision and distr ibutian,

in a free market there & equality, and a power balance
between individual sellers and buyers. Generally, this
balance is upset as soon as government interleres in the
marketl, supporting one party or the other by the use of its
power apparatus.

in the Swedinsh housing market, Government supports
the buyers (the tenants) not ondy by giving their Association
afficial status as the legal negotiator, bul also by making

i mandatory fof the landlords, As an exira
privilege, Government grants tenants legal security of wenure.

The housing crisis of 1978

Faced with such powers, not only the landlords, but Govern-
ment too had to surrender., The economic crisis with rapd
inflation created a need for substantial rent increases, but at
the same time because of economic stagnation, a hardening
resistance was met from tenants.  In the autumn of 1978 the
local autherities demanded and needed, LB crowns per square
metre, while the Association ol Tenants relused to accept
more than T crowns. A deadlock situation soon developed
with the threat of major confrontations, A conflict with
extended rent sirikes would very soon have created a
financial catastrophe {or the landlords, not least lor the |local
authorities. And for the Liberal minority government that
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took power in October, such a conflict would have meant
political disaster.

“:Jhl- Association of Tmnu.ﬂwn hﬂudﬂun mmuuﬂ
poli pressure group, disposing of more one
wotes among its members. A blackmail stuation developed
and the new government had to pay the ransom - one Billion
crowns 1 the local authorities. This was 10 [l up the gap
between the rents the authorities urgently needed and the
rents the tenants sere prepared o pay.

The surrender of the Government meant a triumph for
the Association of Tenants not only at that time but also for
the future, as it acted as & precedent, The new negotiation
system founded on self-supporting rents was thus in ruins
after only a few years.

The revival of rent contral

Il you expel the devil through the [ront door, he will
rEturm by the back entrance.
Jewish Proverb

The formal abolition of rent control never meant a return 1o
free markets and free prices, In the new system substituted
for rent control, rents are still manipulated by Government,
directly or indirectly.

In 1975 only 350,000 ocut of 2,000,000 rented dwelli
were under contral. The new system, launched in 1973
however, meant a retumn [rom to almost total contral
{co-operative housing exemp

Under the new system, the Government has to pay that
part of rents which tenants refuse to pay. A system that
moans that a majority of §,700,000 Swedes, living in farm
houses, single lamily houses and co-operative houses, through
itheir taxes, have o part of the housing costs for a
minarity of 3,600,000 Swedes living in rented houses.

As the members of the minority are as well-to-do as
those of the majority, nd social reasors can motivate the
system. From this you may conclude, that the majority in
the future will resist big government subsidies to the
minarity, Sech resistance will mean inadequate funds for
maintenance unless tenants pay market rents. Otherwise

lly deteriors accommodation, growing slum areas
and declining quality of life for the dwellers in rented houses
wiould result.

In this system one of the parties of the housing
market; the tenants, is exploiting not only the taxpayers in
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comma, but most ol all, the other party, the landiords. To
be sure exploitation like all immoral acts has general harmful
effects. Mot only do the exploited have to sulier; but the
too. The two parties in & market are like Siamess

s with a commen circulation. Any party trying 1o
exploit - blood-tap - the other one, |8 bound to suffer himsell.

Svenak sparbankatidskrift, No. 2, 1944

From the minutes of the of the Swedish Real
Estate Owners' Association in mo.

Swensk sparbankatidskrift, op. cit.

"Proximate Future of 3Sociology: Controversies in
Doctrine and Method', American Jourmal of Sociology,
May 1985, p, 316,

Britain Musl Put Her MHouss in Order’, World Review,
December 93], p.1 X

6. All Johansson in Eit genombroft, 1964 (a dedication
volume in honour of Gustav Moller; Minkster of Social
Adfairs).

Dagena Nyhater, |5 May 1963,

Hamdelstidningen, |6 December |967,

Truth and Helevance at Bay®, American Economic
Review, December 194%, p. 1,276,

16. The Palitical Economy of the New Left, 1970 (Harper &
Row, 1972L Lindbeck, a professor ol economica in
Stockholm is, like Prolessors Oskar Lange and Abba P.
Lerner, both & socialist and (partly) a supporter of a
market oconomy,
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L INTRODUCTION

Since rent contral was first introduced in the United Kingdom
4% an emergency measure during the First World War, it has
been an important and highly controversial component of
housing policy.! Applied initially as an od hoc wartime
measyre, the sccession of Hent Restriction Acty during the
next forty years atiest 10 the then political view that rent
control was a necessary, albeit temporary, imposition which
could be repealed at the appropriate moment. This moment
never emerged and even as late as 1954, landlords were only
able to raise rents by a lmited amount provided compen-
mating repairs o property were undertaken, h was only
under thie Hent Act 1937, that an clement of decontrol was
[irally permitied, This Act provided [or reni incredses lor
sormie 3 million controlled tenancies and block decontrol of
properties with high rateable values and those propertics
falling vacant and re-let. Both this Act and it intention
were short lived, for many ol the original provaions were
never actually implemented and no further measures of de-
contral enacted.® The Hent Act 1963 provided both the
basc and permanent framework for the present control of
rents with the introduction of a formal rent regulation
procedure to most of the properties decontrolled in
1957. The 5 Act embodied the notion of Tair rents’, mew
security of venure provisions, and a statytory contral system

&7
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for future regulation of rents., Since 1963, rent control
measures have been progressively extended and lollowing the
introduction of the Rent Act 978, nearly all permanséntly
rented private dwellings are now subject to rent regulation
and security of fehure provisions,

The privately rented housing sector embraces &
nymber of characteristics relevant to subsequent analysis.

1. Sae of the market

In 1%14, about 30 per cent of the total stock of 7.5 million
were let by private owners. During the inter-war
period, the proportion ol rented housing fell a1 an inCreasing
rate to about B0 per cent in 1939,  This relative decline was
mainly due to the rapid increase in owner-occupied and local
suthority housing, for H-:-hnluhnﬂ:hcumlnrluhl:r
rented housing was only of the order of 0.3 milllon.” While
1.5 million houses were sold for owner-occupation, nearly 1.0
mllllmmu'mmirnne were added to the private
rented soctor dir ied. Since that time, both the
prnpuniu-mmuuﬂ of the stock have fallen dramati-
cally, so that by 977 the was about |3 per cont
and accounted for only just over 1 million dwellings and
provided housing to some 20 per cent of all households, Sales
for owner-oocupation have been important but in contrast to
the inter-war period, there have been only 0.4 million new or
converted houses added to the private rented sector.

2. Landiords and terants

Only very limited aggregate data exists on the types, age, and
incomes ol landlords and tenants. According to the 1971
Census, there was 8 wide diversity of households in rented

and & marked contrast in types of tenant in furnished
{resident and non-residemt landlords) and unfurnished
(regulated and controlled) tenancies, as delined under the
1963 Rent Act and discussed later. Tenants in the
unfurnished sector were typically elderly, on low incomes,
and had their homes over many years. By contrast,
the fum sector comprised tenants who were typically
young, sngle, mobile and with above average incomes for
their age groups. A recent sample survey by Paley® in 1976
ol selected local arcas of England and Wales containing more
privately rented houssholds than owner-occupled households,
revealed that landlords fell into several distinct group
resident landlords |2 per cent, non-resident landlords 33 per

&8
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cent, companies 23 per oent, charitles and housing
asmociations |3 cent, non-charitable trust and executors
& por oenl, public bodies 7 per cent. Compared with
individual landlords, corporste and other organisational
landlords each mended o own & number of premises.
Bifferent types of landiord had different motivatiorns [oc
letting and Paley detected three broad groupa: (a) lettings

landlofds were regarded as part ol the
landlords own home and they were nol in general looking w
an economi feturn on the value ol

meed or for emplovess and

on properly occupied was sought;
and (c) lettings made by non-resident individuals and
companies (in total over &0 per ceni of landlords) were in
general viewed in erms of an economic investment. These
landiords commanly felt that an adeguate rent should cover a
return on the value of the ty and very lew consldered
the Hair’ rent received as uate.

3. Age and condition of dwellings

According to the 1971 England and Wales Hous Condition
Survey, 70 per cent of privately rented dwellings wore built
belore [919 compared with less than 33 per cent of the
CRTeeT -aCCupied and less than & cent of the local authority
housing stock. The majority ol the remaining 30 per cent of
privately rented houses were built in the inter-war period.
Some &0 per cent of privately rented houses lacked one o
more basic amenities;, 3 per cent were in disrepair, and 20
per cent were statutorily unfit fer habitation.

4. CGeographical distribution

The geographical distribution of the privately rented secior s
uneven and tends to be concentrated within the larger inner
city wreas. London alonwe accounts for over 13 per cent of
privately rented dwe and about 37 per cent of all house-
holds in furnished ngs.* A nuinber of the larger
University cities contain & relatively high proportion ol
privately let dewllings,
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Il THE PRESENT LEGISLATIVE FRAMEWORK

The Rent Act 1963 was a major influence on the form of
supply of rented accommodation between 1963 and 1976 lor it
created two separate markets for privately let accom-
modation as a result of the wvital legal distinction between
unfurnished and furnished housings.  Lettings by private
jandlords of unfumished dwellings with a rateable value st
the time not exceeding L400 in Greater London and L200
elsewhere were to become regulated tenancies and subject 1o
Tair rent’ registration and security of tenure, This security
af wnure provided for a regulated tenancy to be tranaferred
twice & members of & enanty lamlly at his death. The Talr
rent’ was to be determined by Rent Officers and, i subject 1o
appeal, devermined by a local Rent Assessment Commitiee.
In fact, the 1963 Rent Act distinguished three separate

categories of renied accommodation - the regulited
unfurnished markel, the ted Tumnished market, and
the ald controlled housing - was 0 be gradually phased

into the new regulated sector.
Criteria lor Tair rent’

The determining criteria laid down for the assessment ol a

Halr rent’ were ol critical comegquence [or rental housing:
fa) In determining for the purpose of this Act what rent
Is or would be a fair rent under a regulated tenancy ol a
dwelling house, regard shall be had, subject to the
following provisions of this section, to all circumstances
(other than personal circumstances) and in particular to
the age, character and locality of the dwelling house
and 10 it state of repair.
(b} For the purposs of the determination it shall be
assumed that the numnber of persors seeking to become
tenants of similar dwelling houses in the locality on the
terms {(other than those to rent) of the
regulated tenancy B not substantially greater than the
number of such dwelling houses in the locality which are
avallable for letting on such terms.

Linder (a) a Yair' rent is determined by relerence to
the attributes of the property and not the [linancial or
personal circumstances of the tenant, Indeed, the ability of
the existing tenant t pay his reni, i.e. his personal
circumstances, o specifically excluded from consideration.
Under (b) the scarcity value ol the accommodation s to be



would be achieved in the long run at the equilibriom level.

However, the implication of the above interpretation i that,

unless long-run equilibrium assaming a periectly competitive

mar i already achieved, the “fair rent' i permanently

below the market clearing rent and conditions are created

wherehy there 5 mo incentfive for landlords o increass the
BCCD

supply af mmodation. Moreover, the introduction of
rent :inrm: o 1972 for those families on [ow Incomes
may

eTpreted to megn that a Yair rent' 3 a rent which
o 5

Under the Rent Act 1974, the distinction between
furnished and unfumished Genures was abalished as the
provisions of the Hent Act 1963 were applied to [umished
tenancies. While the Rent Act 1970 was originally conceived
as a way of contralli the relatively free market ol
furnished tenangies the ellect of the legislation waa to create
new loopholes., No longer was the |egisiative distinction
between urniahed snd onfurnished sccommadation 1o be the
determinant [or regulatory purposes; but since 1978 it has
rested ann the residential status of the jandlord.
Specifically, that a resident landlord can, subject 1o certain
conditions; be exempt from full control. MNearly all other
sccommodation which 5 let B now subject io both rent
regulation and security of tenure provisions., The only
exemptions are in cases of bed and breakiast accommodation,
flats for letting to studenis by recognised educational
institutions, and accommodation peimarily used for hallday
it pUrpOsEE. This islation has recently beoen
CONSD in the Rent Act 1977 and there s little doubt
that the private rented sector in the LLKE. s practically
unique in having = much complex legialation formulated and
implemented by successive Governments on the basis of
either pure political dogma or wnsubstantiated conventional
wisdom. Indesd, the increase in the size and complexity of
rent controel has been nversely related to the

E
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could be employed to either ellectively condemn o condons
policy to date. The very few recent studies that have been
undertaken in the LLK. have examined the ownership
characteristics of the remed sector in Lancaster' and
Edinburgh® and recemtly Maciennan'® has examined u-
short-run supply effects of the Rent Act 1976 in
Mhuuwuwuwmihruhrmmlﬂ
the effects of the many in legisiation and no
cohlistent of comprehénsive Croverntent data o
rent levels (apart from aggregate dats on reglstered renta),
Vacancy rates, of on the composition snd income of either
tenants or landlords.

Bl GOVERNMENT POLICY OBIECTIVES

In 977, the Labour GCovernment announced its intention to
review the workings of the Rent Acts and published a consal-
tative document on The Review of the Renis Acts. The
document included a number of objectives which the Govern-
ment argued had o be met in the submission of any new
proposals which sought a meversal of the declire In the
number and quality of privately rented

la) o safeguard the interests of existing private

tenantsg

(b} 1o ensure that it private rented houses are properly

S e T S housing

to the ient use of ahd to

Nt S

might be available for only short lets)

(d) 1o enssre that the methods and criteria lor the

determination af rents are lailored t© meet the

difticulties faced by landiord and tenant;

(e} to simplily the law on private renting and to make

for a speedier and more elfective resolution of

landiord ftenant tesy and

() to provide for a leghlative framework which

maintains a fair balance between the interests of

tenants and landiord #0 that private rented

accommodation can contribute elfectively v mee

hnulﬁtmﬁllﬂﬂ-hlmwhﬁnﬂﬂmguﬂnmz

forms involving, and scceptable to, existing landlords

and thelr tenants.

This Review was never published before the defeat of the
Labour Government in 1979,  The new Comservative Governs

n
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ment has not, to date, either repudiated or amended these
objectives but has ted that the security of tenure
provisions at least may amended in future legislation, It
is clear, however, that the new Government ia at least
mmlchmmmtﬂmm-duwlyﬂ
rented accommodation.

Government and hbusing

Governiment attempts o increase the supply of rented
accommaodation stem primarily from the considerable existing
financial commitment to housing and the nability of Govern-
ment o iIncrease current level of provision. The growth and
cost of housing programmes for both local suthority and

urilnnchlbmhuulfghubtﬁﬂ:ﬂuiﬁhrlﬂtmmnm
years'! and now represents nearly ten per cent of total public
expenditure.  Notwithstanding this growth of expenditure,
the rapid increase in homelesnesa and the present record
levels of waiting lists for local authority housing suggests
that a large group of individuals and families continue to face
problemns ol accesa 0 housing.

Before a theoretical analyiis of the notion of & *lair
rent and the policy choices facing Government are explored,
some consideration should be given to the mutual compati-
bility ol Government objectives in the private rented housing
sector and additional aspects which appear to us 1o seriously
militate against either the stability or expaniion of the sector
while rent control exists.  First, it is frequently argued by
adherents 1 the maintenance of remt comtrol that it
contributes to & higher general housing standard, This
appears  somewhat paradexical for housihg consumgtion
depends upon the stock of existing dwellings. W rent control
is removed, the ity of rental housing may well be
reduced, but actual overall consurmption of housing, at Jeast
In the short run, would not be affected since the supply i
relatively inelastic. In [act, it & the imposition of rent
control which results in an increase in consumption by tenants
of other goods and services a3 a result of the income and
substitution eflects and the spill-over of unsatisfied demand
in the rented sector o other markets. Moreover,
i modation :Tiu m.p-u- uﬂmﬁ i)
BCICOTT 11 then
tamilies whe would, in a I’rumu'ﬂet.uim#ub-h-:#mrﬁ
h smaller Mlhrﬂ. Secondly, a rent which denies a full

return will neither encourage new construction nor

hﬂlmfmmﬂ-ﬂhth‘ltn:h.. During periods of rapid
73
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;
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by landiords. Fourthly, rent control militates
against mobility of labour. Tenants will not only be
reluctant 1o vacate a controlled tenancy but will have great
difficulty in muul comparable housing elsewhere in
conditions of excess demand. Similarly, control will militate

new entrants 1o the markeil, and recent evidenceo
suggests that search costs for accommodation can be
considerable. Finally, given Government objectives and
the marke! constraints and characteristics of rented housing,
it can be ar that & return to an unconltrolled marke
ufiless over many years, & not likely 1o prove at
scceptable 10 any Government. At the other extreme,
proposals for the municipalisation of the rented sector — are
unlikely o be politically acceptable or, indeed, financially
feanble.

What Is leasible, however, s the development of
policies which accept, at least in the short run, the reality of
rent control and attempt, Liscal measures to at worst
retain the current stock of intact and, at best,
revitalise and increase the supply of rented housing.

T4
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IV. AN ECONOMIC INTERPRETATION OF A FAIR RENT'

While the notion of a "air rent' is an evident central
component of LLK. housing policy, its theoretical derivation
and relationship 1o economic forces is obscure,
The model represented in Figure |, embraces the
Iul.lmriainmwhm
housing units are homogeneous with the same site
vahm and each family can anly possess one dwelling
unit,
[{:1] is the actual stock of housing 1o rent and 5§ 5
Hl::}#ﬂh' inelastic shart-run supply curve, L
fc) 5,5, & the long-run spply curve assuming a
perfectly competitive market with all firms haviig the
same |long-run average cost curves and no tech-
mological or pecuniary externalities.

(-]
— & FoueE
il
” A
- =
v
Dty Te T e i B picnd

Editor’s note: This section i of a lairly theoretical nature
and may be amitted by the lay reader.
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In a perfectly competitive market, Py is the Yair rent’
because it would be the rent in the absence of scarcity under
conslant cost conditions, e, the jong run perfectly
competitive equilibrlum rent level. Thus P, the “fair rent’,
s defined as the level where, in the absence ol abnormal
citcumstances, need would be equated to supply with neither
tenant penalised. Under this determination
assumes that OT families

£
i3
;

An initial situation of disequilibrium b awumed in the
model with P, rent prevailing as the “fair rent’. While OT
imnuﬂumwwﬂur‘m;qi',.mlrinﬂHMt
run s only O35, Therelore, the short run at least,
equilibrium can only be achieved at a rent of Py In the long
run, assuming & perfectly competitive market, new entrants
would ensure that a rent of P, would ultimately be attained

m!ﬁhmmurd; rom left o right. Since no

oby lous -run solution presents itsell, given the control ol
rent of P, the State is faced with a number of possibilities
but they all pose difficulties.

Rent contral at P, would represent a perpeluation of the
hlr rents’ and theoretically implies the

prevents them iting' the short-run shortage. While the
rent is falr’ in that it fully meeta the long-run supply price of
OS5, units, it in no way provides an incentive o suppliers o
increase supply, even in the long run.  Moreover, it s
potentially unstable, lor landlords are well aware that there
wﬂ&.pmphwdurgmmtmtdhnrmﬂnm
accordingly attempt to circumvent rent legislation,
Moreaver, ance the rent s controlled at Py, it will be palitic-

T
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ally difficult remove the control for there will be an

]
excess demand of 5, T (OT families are willing and able 10 pay
the “fair rent’) and a queve will emerge.

. FERmE .
oty s
)

" .

-] T
Dmsiry wrvin b rord par S i

the case ol those landlords who attempt to evade
law, some of the enhanced consumer surplus will find its
bock to them. A black market will emerge with such
practices as key-money and paymeni lor [ixtures and [it-
tings. Some families are even willing 0 pay in excess of a
rent of P,. lLandlords will also attempt to increase utility
from ra by prejudice (colour, creed, a ban on children
and pets, eic.) in order to reduce the potential risks of being
suddenly subject o rent regulation. Mevertheless, without
Governiment lsion ol housing, 5, T families will still go
homeless or forced 1o share housing in extended family

B Control rents at P,

A Yair rent’ set a1 P, would represent market equilibriom in
mmumﬁwrqurmm Moreover,
it has the advantage that it offers landlords some inducement

e



Rent Control Costs & Consequences

to expand spplics in the Jong run under increasing cost
conditions and consumers are not belng asked to pay more
than the normal’ long-run cost.  On the other hand,
shortage of 5. T units would still remain with 5, T homele
the short run and ZT in the long run.

|
S®

C. Hﬂll’“ﬁl‘hﬂ?'

This would mean effective abandonment of ‘fair renta’ in the
short run, given the expectation that in the
labrisam be achieved at Py, In the short
mmwﬂmuﬂlm.ﬂmhﬂMH
eniry, would apparently be a strong incentive o

OZ units. No rationing other than the ability and willingness
fo pay % necessary or probable but, even
there would remain unmet need of IT.

D. Subsidise demand

Umnder this stra y the State could abolish rent cantrols but

that ' outstrip ability to pay and so subsidise
demand sither at a (lat rate per unit of housing o ad valorem
subsidy. In Figure 3, the removal of controls at P, and the
o FOUAE o

&

e e o e

TEmr = el e -
B A N e Y T -

3 ]
subsidising of demand by P,
rum, increase rents to P,

5
3
g
A
% 5
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demand curve o the right would yield a rew briim level
which coincided with need of OT units at rl'l'llﬂpi
Bath DD and D, D, demand curves will kink® &t OT units for
ﬂummma;muﬂrﬁ;tﬂ |, except that in the
case of DD, it b asumed that every lamily with asistance
:mwlumact Py Demand, therelore, is perfectly
inelastic up v and including the Tair rent’ level ol Py,
mmhwnldmhdll!mhlmﬂw
tenants payment of rent of P; and the |landlord's receipt of
Py. The relative pjrumﬂ- tenant and the landlord will
depend upon the elasticities af and demand.  In figure
), the tenant is now paying P, P, than he would have in
the former equilibrium position :nd the landlord s receiving
P,y more. The greater the elasticity ol supply and the
I:rru.-r the elasticity of demand, ithe greater will be the
relative galn 1o the tenant from any given subsidy and vice-
versa. In the case of an ad valorem subaidy, the gap between
the two demand curves would widen or narrow depending
whether the subaldy was progressive of regressive, T

¥. CONCLUSIONS

Clear]y data on the actual position and shape of the demand
and supply curves [or housing to lef s critical, but there has
been little rigorous analyus of elasticities nI! demand and
supply undertaken in the UK. LS studies'® caloulate
elasticities of dernand of the order of 0.9 and price elas-
ticities of supply in the range of 0.9 and 0.7 in Iree market
conditions, Of particular relevance in the LLK., will be the
future status of the landlord, government controls, and
returns on alternative investments.  Although this paper has
concerned itsell with analysis of the elfects al remt contral,
it canndt be deduced that it has been the principal or even a
major Iactor in the contraction of the privaiely
rented housing sector. ¥ tenants have undoubtedly been
attracted out of fthe private rented secior into owner-
occupation through aspiration and rising real incomes.
Moreover, there has been ‘undair® competition from the
heavily subsidived local authority housing sector.  Other
lactors affecting the decline of the privaiely rented sector
t include taxation policy in respect of both Landlord and
tenant, urban clearance and redevelopment programmes; and
the goneral political uncertainty surrounding the rented
sector durlng the post war period.
Futire projection ol households secking privately
rented accommodation will be inflluenced by the tastes and

™
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willingress of people 1o live in extended family groups, future
m'ﬁ.ﬂ divorce rates, and the availlability, condithons

of housing in alternative sectors, especially the
mﬂmmmﬂmuﬂm-ﬂmﬂ;mhlm
markets, There is little doubt; however, that many families
will continue 1o be uhable o secure owner-occupied housing
and remain ineligible for local authority housing.

The recent consolidation of existing rent legialation in
the Rent Act 1577 may nmevertheless be predicted to
:um'thmtlummmr relating 1o a landlord's ability to
reposseas or dispose of property when desired, and have an
important Impact on investment, maintenance and le
declsions, Paley's survey'? revealed that of those
interviewed, &) per cent said they would re-let a vacancy
occurring al the address and U9 per cent said they were pre-
pared to re=let U the whale bui became vacant. Only I3
per cent of landlords intery, in 1976, expected their
holdings to increase during the next three years and these
landlords were mostly charities o subsidised housing awo-
ciations. Where a decrease in the landlords lettings was
expectod, the mosi common reason, given in 64 per cent of
casss, was that it was no longer scohomic o let
modation. The next most common reason, given in
cent of cases, was that landiords felt there was too
restriction in the lorm of legislation or officialdom
generally,  Landlords, when asked to select the one most
helptul change 10 existing legialation, seemed most concerned
about rent levels - 38 per cent chose higher rents, rents
finked %o costs, less tax on rent inCome or 4 more frequent

to contain risks by let to more transient and adjust
the jevel of housing serv provided. Either one of these
effecty is luﬂh:llﬂl mw mjlltltg against the Government's

furnished accommodation &t a decent standard with Tull
security of tenure for ‘poor farmilies' within that secior.

All these demand and supply infleences which have
been studied serve o emphasise that the models examined in
this paper make simplistic assmptions regarding the shape ol
both the demand and supply curves, and the homogeneity of
the units traded. Moreover, It assumes that the State |s in a
position 0 identily the demand and supply relationships at
different rent levels.  This paper has, therefore, explored
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Just one interpretation of & fair rent® and it B clear that any
economic interpretation is fraught with dilficulties for the
legal delinition provides considerable scope for highly
subjective interpretations.

i
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L THE PRE-19% SITUATION
Mew South Wales

Australias first experience with rent control was almost
certainly the Mew South Wales Folr Rents Act, [915.' The
history and operation of this Act are discussed in the paper by
H.¥. Evatt included in this walume. Evait cxpressed
gualified support for the New South Wales legislation on the
basis that the adverse effect of the Act [adding its quota o
the causes ol the housing shortage'), was posibly outweighed
by its cllect of Keeping ‘rents al a reasonable rate during an
exceptionally difficult period; and acted as a valuable de-
terrent 1o the building "profitesr.'

The New South Wales Act was only partial in its cover-
age, excluding lcases of three years of more or where the
rent was more than three pounds per weesk. The Act set out
a righd formulation for the determination of rents, An
‘opportunity cost' was calculated by applying an interest rate
10 the buildings capital value and adding the costs entailed by
a list of specified outgoings such as rates, land tax; repairs
and maintenance, insurance, depreciation and a vacancy
allowance. Any Tair rent' o determined (indeed, any rent
1 within the ambit of the Act) was not to exceed the
- rent prevailing as of the lirst day of 191&; except in
special circumstances, The landlord had to show reasonable
cause for gjecting a tenant,

7



Rent Control Costs & Consequences

The Act atiracted considerable attention; both in
Australia Hmwm mmiqht‘ Whitman writing in
{925 was quite with the tion, suggesti
il*l'uﬁ!ﬂh-ﬂunumlnmumw[tthlwiTlm]
dur the wor [because] fair rent courts were established
and definitely instructed with reference to the net returns
which might be allowed to landlords’.!  Evait reports on
some of the Australisn commentaries on the Act including
criticam by the long-since defunct inter-3tate Commission,
and an ex-Premier of New South Wales who suggested ihat
any person building rental housing in future ‘deserved 10 be
sent to Callan Park, a well-known lunatic asylum.'

The Faoir Rents (Amendment) Aet, 1592, made some
minoe amendments 1o the New South Wales |egislation, and
outlawed side paymenta swuch as Wey money* and discrimina-
tion against tenants with children.

A 1926 amending Act explicitly set out a series of

on which: an eviction could be made. These included
allure t© pay rent, being a nuisance to nelghbours, using the
premises for immoral or illegal purposes, and reasonable
requirement by the owner lor personal occupancy of the
prem s,

A non-Labour Covernment was elected i 1927, and
reft contral was an election isswe. The leader of the new
Government, Mr Bavin, pledged substantial decontrol in his
policy speech. The 1928 Fair Hents (Amersdmant) Act
provided that the legislation should cease to have any effect
after July 1, 1933, Dwellings built during or after 1928 were
exempted and the 1913 standard rent was dropped. The
duration of rent determinations was reduced to one year.
The Fair Rents {Amendment) Act, 1913-1928 was completely
removed from the statute books in 1937,

In the meantime, the depression had intervened leading
to two early Acts - the Reduction of Rent Act, 1931 which
reduced rents by 22.5 per cent though it had allowed for
volintary reductions since June M, 1930; and the Ejectmeonts
Postponement Act, 1931 which among other things cutlawed
‘spuatting’. The Londlord and Tenant (Amendment) Act, 1932
also t with the postponement of ejectments and the
reduction of rents,

There was mot, for any practical purposes, any form of
rent control in New South Wales on September 3, 1939, but
the War was soon o change that.



Victoria

Victorias first brush with rent control was its 1938 Fair
Rents Act. Th'm bvurTa.ban and Slum Abolition
Board in it First ( Report (1938) had espressed some
dmmay that '?- increass had led 1o
rent inCreases. 5 the Victorlan 1956 Board ol
inquiry, referring back this 193 experience, ‘some
machinery B . . . necessary o ensure that landiords do not,
without justilication, use thelr dominant positlon to deprive
tenants of the benefits of increased income™. The Heport of
the Housing Investigation and Shum Abalition Board led o the
1938 Act.

The 1938 Act was Emited to houses with capital value
af 300 or jess in Melbourne, Ballarat, Hamilton and
Shepparton.  Either a landlord or tenant could apply for a
determination, but rents could not be determined at more
than |0 per cent of current capital value and a determination
could remain in force from six months to two years. Those
who drafted the (938 Falr Renta Act of Yictoria realised that
it was useless to control rents without ale controlling
evictions, and so the |93 Act allowed evictions on such
grounds as: failure 10 pay rent; lailure to take reasonable
care ol premises; using premises for dlegal purposes; and
reasonable reguirement by the lessor of the premises for

on by himsel or for a close relative. At least 28
days® notice had to be given to sscure an eviction,

el and

According to Butlin in his book Waor Economy the Queensiand
Covernment had had (in 1939) a syatemn of rent control since
1920, and this had been tightened up in [934.%

il. RENT CONTROL DURING THE SECOND WORLD WAR

Alter ihe outhreak of war, the gquestion of rent control was
dincussed at the September 1939 miers' Conference. The
outcome of the Conference was the introduction of National
Security {Fair Renta) Regulations by the Federal Government
which gave the States executive power o freeze rents at the
August 31, 1939 level. States could set up Fair Rents Boards
to make determinations at the reguest of either Landlords or
tenanti.

Prescribed grounds for eviction were fallure w0 pay
rent, lallure to take reasonable care of the premises, use of

¥
1]
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g
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sought a determination had pro-
tection' under the Regulations, Butlin also reports, however,
that ‘many tenants would prefer o pay higher rent than risk
aviction and bad relations with their landiords’,’

"Fair renty’ can be st in one of three ways - a mechan-
istic basin, a Dexible or & mixture of the two. The
MNew South Wales Fair Act of 1939 employed a mechan-
istic basis of rent-setting where the leghlation provided the
‘ingredienty’ (the {actors © be taken into account) and the
‘recipe’ (how the factors were to be combined, as in a
formuld). The tribunal was 10 use a proscribed (nterest rate
and an ascertained capital value to calculste g money return
and was © =id to this, specified outgoings, depreciation and
an allowance for vacancy. This mechanistic [ormulation
contrasts with the |96 New South Wales' Londlord and
Tenant (Amendment] Act, which provided only a set of
ingredients to which the controller was © have regard o',
The way the factors were to be combined was not specified.

South Ausiralia froze rents as at September [, 939
and allowed rent increases only where there were Improve-
ments o structural alierations. Western Australia pegged
rents at the August 31, 1939 jevel and allowed increases only
by appeal 1o the Supreme Courl [or premises with values in
excess of k2,000, Eviction controls similar to those in the
Commanwealth tions were imposed in both states.

Mew Federal Regulations were introduced in March,
1940. As before, there was no compuliion for the states o
adopt them. HRents were (rozen at the December 3, 1980
level and a determindtion from & Falr Hents Board was
réquired o vary & rent. Eviction provisions remained
substantially as they had earlier. Queensland, Victoria and
Tasmania continued with the Federal Regulations and South
Australia and Western Australia had thelr own rigid rent anc
eviction control laws. MNew South Waley' Fair Rents Act was
& matter of some concern o WMe coOMMmentators a8 its
legislation was relatively weak.

¥
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Labor Party in power

Alter the Australian Labor Party came o power in |98], new
National Security and Tenant) Regulations were
intraduced and be imposed compulsorily on any State
and in The Territories. The ewviction provisiohs were
considerably tightened up and applied universally, The rent
control provisions {roge rents at the August 31, 1939 level
unless altered by a determination (to be based on such things
ms capital value, the Commonwealth Bank overdralt rabe,
rates, taxes, insurance, repairs and malntenance spending,
rents on comparable premises, any services [ded, justices
and merits of the case, and hardshipl. tions
applied immediately (November 1961) in New Wales,
replacing the existing weak controls, and subsequently were
adopted in the Australian Capital Territory (December |941],
Tasmania (February 19462), Victoria (March 1942], Queensiand
{April 1942) and the MNorthern Territory (January 1943),
Western Australia and South Australia continoed their own
legmlation without interference from the Commonwealth as
it considered the state legislation to be adequate.

A pew set ol Commonwealth Hegulations was intro-
duced In June 1945, and one of it main features was the
extension of controls to shared accommodation’, Seriakl
changes were also made o the evichion providons including
the requirement for a4 Magistrate t© have regard 1o alter-
native acrommodation in conalder whether bo ke &N
order o quit., I [9%6 and |9 o minor amendmernts
pocurred, buf  the situation remained substantially wn-

« The Regulations ceased to exist entirely in 1943,

The effect of the Regulations had been 10 keep rents
virtually static over the period ram the g of the War
until 1948 During the war itsell, rents lon § and ¥ room
houses) rose only by 1.0 per cent while the 'C° Series Index® as
a whole rose 213 per cent over the same period. It was
known, however, that illegal payments such as key maney'
and above-fent Fums were quite common.

o The 'C' %ries Betall Price Indes was the {orerunnsr af the
current "Consumer Price Index® (CPIL.  The C Series index
had base 9I3-1%EF = |,000. The rent component
encompasved rents of & and 3 room houses.
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Verdict of ecomaomists
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the same year he argued that
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Another commentator on the wartime regulations was Ronald
Mendelsohn who gives two completely different views In one
that measures o regulate fents ‘can have no
level of rents, which is determined by the

and the coat of producing them.
creates a housing shortage™®,
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the regulation can . . . be justified on the ground that they
have prevented a probable future price rise' and that vent
control must be considered as an integral part of general
housing policy . . 1%

. THE END OF COMMONWEALTH REGULATIONS

As ol early 1948, the Commonwealth Landlord and Tenant
Regulations applied In all States and Territofies except the
e most westerly States which had their own legislation
This soon changed with the removal ol Commonwealth power
to regulate rents and prices.

The Nationmal Security Act lapsed at the end of |96
and rent/eviction controls were included under the Defance
(Transitional Provisions) Act. A succesaful challenge 1o this
legislation in the High Court led the Federal Government to
seok 4 change in the Constitution through a Referendum 1o
reflain poarmanent power over rents and prices. This
Referendum, held in May [948, was lost by the Federal
Government and the power to legisiate in this area was
consequently restored to the States in August |968. The
Commomaesalth retained the power 1o contral rents and prices
in the Territories.

South Australia and Western Australia continued their
own legislation after |#%8 while the other States all adopted
legislation containing eviction provisians virtually identical 1o
those in the wartime Commonweoalth Regulations, The rent
contral provisions were als very similar, kn
Dueensiand where the Londlord and Tenant Act {([1948)
controlled only réents of houses, whereas the other S5tate Acts
also encompassed [lats.

The Australian Capital Territory's Landiord and Tenant
Ordinance was ntroduced in 1969, It carried on the
providions of the Commonwealth Regulations except for one
important difference; all premises bullt or leased after
March 1, 193 were exempted from rent controls save for a
woluntary' fair rent determination which could be sought by
either landlord or tenant from the rent controller, bul was
binding once made. Eviction controls wers continued.

It is important 1 note that all States, being com-
pletely free to legislate in the area of landlord and tenant,
decided 10 continue with systema of rigid rent and eviction
controls,
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Verdict of economists

Commentators on the rent control Bsuee at the time of the
trimsition from Commonwealth to 5State leghlation were
cohspicucus by their absence. in 1948 R. L Downing
publahed an Economic Record article on policy im
which he completely ignored rent control, while in his book of
the same year; Housing and Empl #ni ji was only men-
tioned incidentally.’®  This is a little difficult o understand
in the context of bianket rent control of privately rented

IV. DECONTROL IN THE 1930

Except for Western Australia, there were five years of State
legisiation belore the first chinks in the armour of rigid rent
control appeared. Western Australia was the Lirst State o
decontrol, beginning the process in 193] and completing it in
1935, All States made some moves towards relaxing controls
during the fifties, for instance in relation w0 decontrolling
pew lettings (Victoria in (953 and New South Wales in 1934),
allowing proportional rent rises (Victworia, Queensland and
South Australia) or slowly freeing up evictions (Mew South
Wales). By the end of the decade, three States (Western
Australia, Tasmania and Victoria) had all but decontrolled
completely while South Australia and Queensland had gone a
long way towsrds decontrol. New South Wales still had a
considerable way o go in 1960,

Western Australiay Icrease of Hent (War
Hestrictions) Act, 1939-530 was continwed after the War by
contlhuance Bills which In some cases [ncorporated slight
amendments. The Renis and Tenoncies Provi=
sions Act No &7 of 1931 continued the effects ol the former
Act, but in a considerably restricted form. This Act decon-
trolled all new leases, allowed contralled rents 10 be ralsed by

b L]
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up to 20 per cent and put rent determinations on the basis of
current value less depreciation. The Act was
amended in 193} w0 the effect that from May |, 1934,
landlords and tenants could i# on & rent. Both parties
still had recourse to & rent determination based on Current
values if agreement could not be reached.

Tasmania allowed a 20 per cent rise in dwelling rents
in 1930 and additional increases in 1952, At the end of 1933,
Tasmanias Londlord and Tenmont Act lapsed and was not
renewed. However, in 1936, new provisiens in the Fair Rents
Act re-imtroduced elements of control. Even so, Tasmania
can be counted amongst those States which had largely
decontrolled by the end ol the 19505,

In 1933, Victoria decontrolled all new lettings and all
lnases on dwellinga not let between 1940 and 1958, From the
beginning of 1933 all dwellings let in 1950 at LI 10s or more,
became subject 0 an agreed rent and, i no voluntary agree-

capital value coild be ht.  Several amendments were
made i the 1933 and Tenant {Amendment) Act,
which wai @ operate from mid-1936.  Written leases af
three years or more could be subject to an agreed rent and
dwelli that became vacant could be re-let withou! &
mmzﬁ, determined rent.  The base rent (that i, the rent
prevailing fn 1940) could be increased by wp 1o 23 per cent.
The most crucial step came in 1939 when an amendment
allowed rents on most dwellings to be fixed by agreement.
Falling an agrecrment, & determination baked on current
values could be sought. Certain leasws of a resptual group of
‘prescribed premises’ still came under legialative protection
and rent contral provisions.  These included, for example, all
premises [eased betwesn 3ist December 190 and Ist Feb-
ruary |93 which had not been re-let for any time to another
tenart, or had become vacant o had been excluded from the
protection by an Order ol the Governor in Council published
in the Government Gazette.

In South Australia, an independent commities ol
nquu']rrq:wudmlﬁlwulnuﬁt. 1939 values were
sbandoned as the basis for “Lair rent’ determinations. The
rent the was instructed to use

-.“h‘ Il,Hlllrl'-'ll; wgmmuum* H‘Ihﬁ
nnn. A 22.3 per cent addition to the base rent was
in 1931 and this was extended to 27.5 per cent in 1934 and 1o
a full third in 1955, Written leases for Two years of more
mumudtmmm#ﬂm]mlﬂnﬂihdmm
were exempted the lollowing year. These latter amendments

3
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elfectively decontrolled all rew leasss, whether an new oF
previously unlet premises or where vacant possession had
been attained on previously let dwellings. South Australia
entered the 19608 with & lairly mild [orm ol control, similar
to that exiting in Tasmania and Western Australia.

In Queensland, as in New South Wales, rent control
remained mare rigid than in the other States, An amending
Act of 1957 allowed an increase of 20 per cent in the control-
led rent of dwellings which were under lease in 1942, the
basis of determination being the 1948 value, which replaced
the previously used 1962 capital value, Dwellings lirst leased
after 1957, and premises which were leased after that date,
but which had not been leased during the previous three

were exempted from control.  Any other jeases made
after |57 were to be free of control i the parties agreed bn
wri

mﬁhﬂ South Wales was the laggard in decontral.  That
State spurned the option used in the orher States of allowing
a percentage increase in all rents.  The other five States all
moved either to current values nrtnlnl' ar values, at
mome time during the Lfties, but New South -Ilil-pﬁ‘li-lttd
ﬁnﬂﬂdh‘vﬂhl!l’lmimw as the basis of rent deter-
minations. Nevertheless, it did make three significant
changes to ity Londiord ond Tenant (Amendment) Act in the
fifties. The first major reform was ﬂn:uﬂmmlﬂl of
all new i and of leases which had not previously
let. Secondly, a 1956 amendment allowed decontrol on
dwellings where vacant possession had been attained by the
volantary quitting of the tenant or i eviction had occurred on
certain grounds.  Both of these changes were made by
amendments under Section 3A® of the Act. Finally, in 1938,
me#wﬂmumvmunm
the Auwstralian Capital Territory, wery Htile
WMH::I!}&NMWMM The ene minor
change was a [932 alteration which served w0 include as
wrotected persons’, those involved in the Korean conlbct.
interest in rent control by Australian economists
during the 1950s was minimal. One item by three econcmists
D ane, OM. Hocking and LE. lsaac) from the
University of Melbourne appeared in the Melbouwrne Age of
April 13, 1933 and argued for the abolition of rent controls in
¥Yictoria. They argued thai the shoriage of housing was an
artdicial oreation which would be largely silved by the

* See Chapter | by Helen Nelson for further details.
%
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removal of rent control.'*
¥. THE SIXTIES
New South Wales

The big event of the I%60s was the slow decline ol rent
control in Mew South Wales. By the end of the decade, rent
control was virtually a dead Bsue throughout Australia.
Even where lacilities existed, thess wore very little used. In
wome States, there were vestiges nl ‘old control' mani-

restriction. Despite this, a rey lE'I'EI" writing from the
vantage point of 1970 would have (erroneously, as it trans-
pired) dismissed rent control as a thing of the past.

in Mew South Wales, there were still 207,000 control-
ied dwellings in 1960, represent about two-thirds of all
private rentals still extant.'”  The State was governed by the
Australian Labor Party from 948 o 1963 and, in 960, this
Governmeni directed a Royal Commisaion to inquire into the
Landlord ond Tenani (Amendment) Act, [963-1958. The
Commiission reported (n 1961 and recommended: (i) that rent
control be abolished for lukury premises, (i) a milder form
of control for premises remaining under control, and (ili} & 60
per cent rise n the rent ol Controlled premises., The
Commisalon's recommendations were not accepted.

Rent control nearly lost its teeth in 1964, Thie was
not due to Government action, but rather 1o
challenge. In 193 the Supreme Court of New South W
confirmed that the Fair Rents Courts should not consider
current capital vahie when making determinations, The (939
value (or value al constrction if bullt after 1939 was to
remain the appropriate walue. However in 968, the High
Court of Australia reversed this decision and determinations
began 1o be based on current values. Following an extremely
complex series of eventa this n changed and there was a
reversion o the use of 1939 This often-cited atfair
B usually remembered by the 1963 Supreme Court case,
Rothborne v Abel, which began it. Meanwhile, some amend-
ments to the Act had taken 2 i 1964, Section 17A
was added which allowed and Enants o agres on a
rent, if they wished. Soon after came the ‘wealthy fenant’
provision which meant that if a tenants income exceeded a
given amount (Unitially $6000 per annum) he could be asked 1o
agres on A rent based on current values, or be decontralled.
Betore 1964 it had been possible to get an eviction o it could

w7
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be shown that a tenant was betier able o provide himsel
with accommuodation than could the landlord.  Major amend-
ments were made 0 the Act in 1963 when inheritance of
tenancies was limited to a spouse, sub-letting was made
illegal, and other anomalies cleoared up.

e and

was the other State which had not substantially
decontrolled in the 1930s. Decontrol eccurred In 1957 such
that only those houses which were let of leased during the
three year poriod ending on December |, 1957 remained under
ald contrel.  Unti the end of 1970, either the landiord or
tenant could apply w a Falr Rents Court for & deter-
mination, A Stipendary Magiatrate asscssed the rent s as
gilow a retum of six per cent ol the capital value alter
allowing for outgoings, services provided by the lessor, and a
vacancy allowance. Al the end of 1970 all rent conhtrol in
Quesnsland ceased after the amendment of the Landiord and
Tenant Acts, 1948 to 196] and the enactment of the
Termination of Tenancy Act, 1970,

The other States

In Vicworia, there were still vestiges of control.  In addition
1@ a diminishing number of tenancies under old control’, there
remained a facility for setting ‘lair rents'. The Rental
Investigation Bureay (RIB} could recommend a [air rent
e nation after & complaint from a tenant. The BIB still
operates today, negotiating seitlements and recommending
some cases (o a8 Fair Hents Board. Falr rent doberminations
allowed an & per cent return on capital value phs an
allovwance for mate sipenses by the landiord bncluding
rates, land tax, 20 per cent depreclation on furniture and an
allowance for agemts fees. Capital value was estimated
from a mumber of sources, including sales of comparabie
premises.

South Australia retained some ‘old contrel’, but with
rents based on current values (unlike New South Walesh Al
the end of 1962 the Landlord and Tenant (Control of Renty)
Act was replaced by the Excessive Hents Act under which a
determine whether the

9B
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The Australian Capital Territory made mo changes to
its Ordinance in the 1960s. Rent control had however,
become a dead ssue as the small base of controlled dwellings
dwindled and very lTew new determinations were made under

the oluntary” system.
VL THE 1970s

The seventies withewsd something ol & revival of contrals on
the rental housing market.  Traditional rent control came
and went in the Australlan Capital Territory. Some form of
controls were also imposed in Darwin alter Cyclone Tracy
devasiaied the city on Christmas Day 1978, John Singleton
and Bob Howard in Rip Van Ausiralio discuss the possibility of
a ‘matural economic recovery' in Darwin brought about by
market foroes. They observe however, that the authorities
imposed rent contral; . . « lorbade people to repaic thelr own
houses, and dithered about letting contracts for the building
of mew houses. As a result it ‘was over a year belore a

new house was bullt™?®  in many ways, post-cyclone
Darwin can be compared 0 San Francico after the 1906
earthquake as discussed by Friedman and Stigler. Thee
contrast with the burcaucratic bungling in Darwin & striking.

Most impoartant however, has been the intreduction af
a milder lorm of contral in several States. This form ol
intervention is sometimes given the soft-sell label of ‘rental
market regulation’. The Baues raised by thew regulaiory
activities are comsidered in Part 11 of this book.

The Australian Capital Territory

In August |973, compilsory rent conirol was re-introduced in
thw Australian Capital Territory. [In many ways, the system
was similar o that which prevailed during the war years.
Premises that were leased on January |, 197 were able to
have their rents pe at the level prevalling at that date,
unigss or until lined by a determination, Lessors of premises
jeased between January 1, 1973 snd August 9, 1973 had three
months from that date o apply for a determiration. Lessors
of premises leased after 9, 1973 had 23 dayn from the
date of the letting o apply a deterrnination,

The Rent Controller was to ‘have regard o' a number
of factors in making a determination. The capital value of
the premises at the beginning of [37) was omne of these
isctors. The Lst of factors s a familiar one except that the
Controller was not instructed 1o take into account the ‘justice

b
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and merits’ of the caser rent setting was supposed to be more
objective. “w:nm provisions of the 1948 Drdindnce were
incorporated.

Faollowing a change of government, the Ordinonce was
amended in 1976 and compulsion was removed from the
legisfation. in addition to making applcations non-
compulsory and removing rent-pegging until there had been &
determination, the 1976 amendments made other changes. A
woluntary® system of fair mu restored where
determinations, based on current {not at a prescribed
ammﬂhwthmunmuwmmhﬂd
for one year only. there was no determination in
force, the landlord was required fo give notice 90 days in
mivance of a propossd rent incCroass, The amended
Ordinance placed a limit on the amount of a security bond at
b weeks rent. These changes took the Australian ital
Tmm:nrmwudﬁﬂhhdummmﬂmuf the
reforms by the Henderson Poverty Inquiry.?

The imposition of rent control in Canberra attracted
considerable attention from many quarters. The then Real
Estate and Stock Institute of Australia published a study of
these contrals which was thorough and objective and stimiu-
lated considerable debate on the lssue of rent control.’?  The
Priocities Review 5taff in i1s Report on Housing condemna
Canberra's rent control as it expected conifola to
rental investment below what it would otherwise have been'.
« « benefit a few aflluent tenants’ , . . Yiscriminate againat
potential low-income or HIh-rrt tEnanta’ and encourage
evasion or contempt ol the law'.”

One of the majr effects of controlling rents in
Canberra was an adverse effect on renters in the adjacent
and uncontrolled wen of Queanbeyan in New South Wales.
Queanbeyan provided about one-guarier of ihe rental accorm-
madation in the Canberra-Cusanboyan ares, even though it
had only about 10 per cent of the combined papulation,
Queanbeyan attracts many ol the poorer tenants in the ares
and rent control in the AJC.T. had the effect af tramferr|
msch of Canberra’ unsatisfied demand to Queanbeyan
raisng rents there in an extraordinary fashion., The relative
rent movements are shown in the {ollowing Tabie.

In a very real sense, it can be said that part ol the
mdm:mﬂlmﬂmhummpmm
able to cope - the poor tenants of Queanbeyan.t
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Tabile 1

Cuarterly Canberra and Queanbeyan Private Rent indexes
(December 1973 = 10O}

Canbeerra Chossanbey an
1973 Jure 9r.i2
Septe mber 98.90
Deceiniber 100.00 100,00
1974 March 106,80 1000, 00
Juine 10180 110,05
Seple mber 19160 1s.2%9
December 162,00 115,33
973 March 102.90 121.17
T 10510 123,96
September 106.20 125.70
December 107.90
1976 March 110.%4
Juiree Li3 R0

Sources:  The Canberra Index is the Rent, Privately Owned
Houses and Flaty' Sub-Group from ‘Consumer
Price Index, Index MNumbers (or Groups, 3ub-
Groups and Special G Canberra' (ABS,
Canberra, various b The Cueanbeyan
Index s from a sample of rents on 16}
Queanbeysn flats taken from the fles of Allen
Curtis & Partners, Queanbeyan,

Rent control - | 980 on

In 1980 there are still pockets of ‘old control' in Australia,
particularly in Sydney and Melbourne. 'While traditional rent
contral, with its long and involved history seems to be all but
gone, new control or renial market regulation’ = I8 begianing
to pervade the country. (Certaln aspects of the history and
elfecs of old control are the subject of this section of the
vilieme.
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A ‘Fair Rent’ Experiment
in New South Wales*

H.V. Evatt

L INTRODUCTION

The land history of Australia in general, and of the State of
Mew South Wales in particular, bears little ressmblance to
that of keland. Yet the same idea of a Falr Rent to be
determined irrespective of contract which was advocated by
Parnell in 1578, and was adopted by Gladstone in the Iriah
Land Act of IBE], was canvassed gbout ten years ago in the
varjous Australian Labour Parties as a posaible slution ol the
problem of housing the people. Partly owing to their natwral
position, but chiefly to intentions] forcing of the lines of
trade communication towards them, the cities ol Sydney and
Melbourne were by 1510 grow to extremely large
proportions relative to the States Mew South Wales and
Victoria, of which they were the respective capitals, This
growth was becoming mare pronounced in the case of Sydney,
which in pre-Federation days could not rival Melbourne [n the
posseasion of local industries, and was n {act primarily the
clearing=-house and importing centre of it Statc. The
development of manufacturing under the unilorm Australian
Customs Law Incresased the industrial lfe ol Sydeey to a
great extent, and created the housing problem of yesterday
and today, The Labour Party was returned o power in New
South Wales in 1310, and in response to repeated demands

Ll

From the Joumal of Comporative Leghiation and
International Law, Third Series, Volume I, Part |, 1920,
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Rent Congrol: Costy & Conseguences

from the Trade Unjons the Government introduced a Fair
Rents Bl in 191), which passed through the Legislalive
Assembly, but was rejected by the Upper House. In the
general elections held in December 1913, one of the issues of
the appeal to the ple was that rejection, and the Labour
Party was with an increased majority. The Lm
House recognised the constitutional position and a rew
Rents Bill becarme law In 1913

Haock-rentng

Prior to the passing of the Act the Government had attemp-
ted to assist the Sydrey City Council, which had demalished
certain slum areas, but lacked the necessary authority to
construct new buildings in place of the old. The assistance
took the form of certain garden-suburb experiments, designed

to relieve the congestion. Thia stion was becoming
serious, and was keenly felt early in 1914, Along with it
came a good deal of rack-renting’, a used in Australia

iven to agents by hungry home-seckers in order 1o secure

llings, and private builders, afraid both of further
Goverrunent housing exper iments and of threatened increases
in the cost of materials and labour, were not eager 1o relieve
the situation,

At this period came the war, and by the middle of 1713
rents had eased somewhat when the effect of the absence of
Australian troops began tw© be felt. It was at this juncture
that the Fair Rents Bill was reintrodoced.

The chiel object ol the Cowernmment in introducing the

&N existing 'ridt-rmﬂniﬂ Aa
mentioned above, the rents wwards the end of 1913 were
lower than those at the beginning of that year. This was

H
£
g
g

that at least the Act would deter unscrupulous landlords from
scting unfairly, and that therefore it would provide a vidluable
protection to the tenant.
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Opposition to the Bill of 1915

The Bill was strongly opposed on the grounds that it
interfered with the sconomic law of supply and demand', that
it attempted the impossible in endeav o fix & rental,

ol the Court. One critic, 5ir Joseph Carruthers, H.l...{‘.. ln
ex-Premier of Mew South Wales, even od that alter its
sure and certain failure the Act be burned by the
comman hangman, and declered that a person building in
future deserved o0 be sent to Callan Park, a well-known
Syoey lunatic asylum. The arguments against the Bill did
ot prevail, although ceftain important amendments were
suggested in the Lpper House, and accepited by the
Covernment., Australian public spinion & ssldom disturbed
by the fear that a definite practical proposal may offend
against Tundamental economic laws', i it & seen that the
scheme & criticised seems 1o be lair n Its projected
operation and worthy of a trial. The Labour Farty in power
at the time was still Sociallstic' in the way suggested by
Metin in his phrase 'Socialisme sans doctrines', Thedr theore-
tical objective, providing for the socialisation of all the
means of production, distribution, and exchange, was still
kept in the background, and prominence was given W the
immediate fighting platform consisting of delinite practical
schemes, Quorum magma pard the Failr Rents Aet, 1913, 5‘1
that Act, reports the Inter-5tate Commission of Australis)
the right of the landowner, recognised as & cardinal one jor
many centuries, to get what renial he can for his property, is
displaced by a Statute of 23 sections’. Let us glance for a
moment af the provisions of the Act.

I. THE ACT OF 1913

The Act is intituled inder alia "To provide for the deters
mimnation of fair rents lor certain dwelling-houses, and 1o
enforce such determination’. It applies 1o all premises leased
wholly or partially for residence by & leisen, and includes any
part of such premises separately leased, |t applies therelore
o flats, al very few applications have been made in
those cases, also 1o shops attached to & dwelling. Leases
exceeding three years, or leases gt & rent of more than theee
pounds a week, are excluded from the operat Jnuul Act.
The Act binds the Crown; and its ald has been sought
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by twenants holding from the Government asuthority in the
Rocks area of Sydney, where after resumption and demalition
of & large slum area new dwellings were erected.

Dwellings ordinarily leased for summer residences are
not subject o0 the Act, which has not yet been extended
outside the metropolis of Sydney. The various Sydney sea-

a3 that of the Supreme Court of MNew South Wales in its
comman-law jurisdiction, but i practice litthe oral evidence
is adduced, and the Magistrate & pgulded by the four malin
siatutory detlarations - those of the landlord, the tenamt, and
the two experta mentioned below.

The caloulation of the Falr Rent

The Act provides a definite scheme for the determination of
the fair rent of a dwelling.

(a) The unimproved of the land & first ascertained.
This value b defined to be the capital sum which the fee

simple of the fand might be expected to realise il offered for
116
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tale on such reasonable terma and conditions s a bona [lde

therean or appertaining thereto had not been made. The
Court in the ascertainment of this value b asisted by an
expert Government land valuer, who makes a declaration, and
i attends {or cross-examination,
ib) Court next estimates the cost of erecting a similar
dwelling-house on the land &t the time of the ication, and
deducts such falr and reasonable sum as may allowed for
depreciation of the actual dwelling the fakr rental of which is
being determined, In this assessment the Court is assisted by
its second expert, a Government architect, who makes a
declaration, and gives an estimate of depreciation allowing
for the age, condition, construction, and letiable value of the
ehwe LLing.
(c) The capital value of the dwelling-house is then obtained
by adding the value of the land obtained in (a) to that of the
dwelling obtained in ().

next calculation s that of interest on the capital

not more than 2.3 per cent above such rate. The Courts
interpretation of this provision |5 that the reference to the
Commonwealth Bank shows the intention of the Legislature
1o adopt that rate as the standard, and that the 1.3 per cent
margin s to be considered only In extracrdinary
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above, the lollowing items are added by the Court in order to
fix the lakr annual rentals

{a} The annual rates as levied by Local Government, Water,
and Sewerage authorities.

{b) The annual taxes imposed by State and Commonwealth on
the land or the income derived thereimom,

(e} The amaunt estimated to be required annually for repairs,
ineluding palnting, maintenance, and renswal,

(51 Truuﬁu]ma&ﬂ-hﬂdm

(e} The amount estimated a3 annual depreciation in the value
ol the bulldings where such depreciation s shown @ have
diminished their letting value. This allowance enables the
landlord to eatablish something analogous o A sinking fund
based on the lettable lile of the dwelling.

) The amount (i any) the Court may allow for the
estimated time per year when the dwelling-house is
untenanted. To ascertain this item the Court takes a period
of two years immediaiely preceding the date of the
application as a guide.

The Act goes on fo make the very important o,
which seriously qualifies the sbove method ol calculating the
annual fair rent, that, excepting where circumstances which
render an increase equitable are proved to the satisfaction of
the Court, the fair rent shall not exceed the rent at which the
dwelling was let on the first day of January 191 3%

ks
0

that rents in Sydney were af an ﬂh‘lﬂ‘dhuﬂglum lewel
towards the end of 1916 and the beginning of ing
year, War had broken out in st of 1918, but the depart-
ure of Australien soldiers had Tﬁ;hle:ﬂt:tm
lowering rentals, until some time near middle of 1913,
On January 1, 1913, rents were higher than in August of 1916
of in August 1913, Comnsequently although the provision set
out has had the effect of stabilising rents, stability has been
maintained at & high and not at a low level. The same policy
had been sdopted in a British Statute - the Increases of Rent
and Morigage interest Act, 1915 - which was passed for the
period of the war and six months thereafter. In his interpre-
tation of the provision, the Magistrate of the Pair Rents
Court has apparently dealt with ‘the circumstances which
render an incresss equltable” under three main classes, viz:

a2



Evate "Fair Rent” Experiment

{a) Cases in which the rental as at January |, 1913, was
based on or family as distinct from business

daruary 1, 1915, owing to the heavier
incidence of taxation or 1o other reasons.

The following case dealt with by the Court lllustrates
how the provision s applied;

k
The total capital value of the dwelling was
estimated an: 60 0 O
6.3 per cent. on this value had to be caloulated
in sccordance with the method already explained
and canme tor

B S b
-

=
B
=

Total as arrived at under the Act

The Court estimated this wtal (L5 [R) & being
equivalent to a rental of 235, per week, It then had to apply
the proviaion al present under consideration, wiz. the rental
as at January |, 1915 This rental wan | T bd. per week, and
the Magistrate had then © consider whether there were
circumstances rendering an increase equitable. h was
proved that in 1713 the annual rates and taxes and the cost af
repairi came o L7 13%. |ld., and it is seen [rom the above
figures that the present burden to the landlisrd in rates, taxes,
and repairs s bI8 35,1 1d.  The Court therefore estimated the

o
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Induce persons desirous of investing in property to build new
dweliings rather than to deal in houses construcied before
1215, The Court has very seldom refused to increase the
rent of dwellings conatructed since that year and to which, af
course, the provision cannot be applied.

In the case of a dweling occupied by two of more

5
?
:
:
]
3
g
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the dwelling, and then adds an estimated fumiture rental,
The determination of the fair rent ol the dwelling has

foroe for a period between alx months and three years as the

Court directs, and i no such direction & made, {or theee

years, In practice the Court always fixed the period at
twelve months.

While the determination B in force, the rent must
remain as fixed notwi of ownership or

the dwelli or else that his outgoings in respect of the
chared i uﬁmm
erms of covenants in existing or sub leases of
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to take the benelit of the At are made mill and vaid,

Froceedings of the Court

On an average the Court sits once a weel, and deals with

about seven applications In about two hours.  From

commencemeant of the Act in 1916 to June

have beon 1,301 applications to the Court. from
e

pending applications the figures as o the opsration of
At are as follows:

Mumber of cases - Hent reduced AT
LA = Rent increased 82
W% N = Mo jurisdiction &0
s = Withdrawn 241
L AL = Rent mat alvered Frs

Total, apart [rom pending applications I 199

In the maprity ol cases in which the Cowrt had mo jur-
Isdiction the objection was on the ground that the tenant was
in arrears. The smaliest increase in rent granted was éd. per
week, the largest |0, and the average increase ls. 8d. The
smallest reduction was Gd. per week, the largest ds., and the
average deduction 3. lid.  The ligures given show 182 cases
I which the rent was increased, but it muat be remembered
that the application usually comes before the Court after the
landlord has notified his intention to increase the rent, and
that probably the usual Increase so notified la lor more than
Is. Bd. per the average increass granted by the
Court. The figures for the first six months of the present
year taken alone show that there were [ cases aof increase

a3 against 3 cases where the rent was reduced; this
illustrates what s undoubtedly a fact - that within the provis-
lons ol the Act the landiord is treated fairly by the Court.
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e = of a mass of dwellings in owr cities
which faill short of the meancst standards of health
and camiort, and which constitute a serious social
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cent of the capital value on which the Court commenced its
determination was entirely insufficient, and that at least &
per cenil should be taken as & nett rental rate.  Although, as
we have already seen, the official valuer to the Court
estimated that the landlord was getting a gros return of 10
per cent under the Act, this [igure was keenly disputed. In
view of the weight and body of this evidence there can be no
doubt but that the Act has increased the disinclination 1o
imvest particularly on the part of the “speculative builder®
who before the war provided a large ion of the rew
gwelling-houses 4t rents within the of the industrial
classes’. This conclusion of the Inter-State Comrnission
seomns quite justified, and indeed it s clear that the object
of the Act was 1o deal only with the rival claims of landlord
and tenant, and that the Court secka only a present remedy
to the dispute between thoss ties, and has Gttle regard
for the future l.l‘rﬂ:ﬂu’hhnl.mﬂﬂprq:ﬂlp

But, as was also pointed out by the Commission, the
sarme disinclination 1o irvest exists both in Brisbane and |n
Milbairne, where there are mo Falr Rents Acts, ahd so The
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very close analogy to Sydney, In Melbourne buliding for
investment has been checked 10 at least as great an extent
as in Sydney. In the third place the gencral couses of the
decling in building have operated throughout Australia more
or les unilormly. Those cavses have been the dilficulty ol
obtaining money for the purpose owing to the general
financial position, the greatly increased codis of materials
and labour, and possibly a certain amount of deCouragement
caused by the working of certain sections of the Federal
Land and Income taxes which apply of course throughout the
Commonwealth,

Sydney has been subject to all these general in-
[luences, and no doubt the Fair Rents Act has sdded a little
o their cumulative effect. But the Act is ceriainly not the
causs cousans of the present housing crisis, which extends
throughout all the sastern and southern cities of Australia.

On the other hand, the Act has worked both smoothly
and inexpensively.  The number of cases given abowve in
which the rent was reduced does not fully (llustrate the very
considerable part played by the Fair Rents Court in keeping
down rents during the difficult war period. Further, the
provision fixing the general standard as at January 1915 has

about the stability which was desired, and generally,
the Inter-State Commission & fully pestilied in s
conciusion that "the Act has been a jormidable bulwark
againat raising rents where no additional ser vice i given by
way of accommodation or equipment, and this deterrent
operation of the Act represents ita most  valuable
achievement®.

It is not possible, therelore, w pronounce linal judg-
ment as to the effect of the New South Wales experiment.
The expected lall in the price of bullding requisites, which
has not yet eventuated, will make the way clear to a more

nz
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Chapter 7

Post War Confusion

(i) The Institute of Public Affairs (Vic)
(ii) & (iii) The Bank of New South Wales
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Post War Confusion
(i) Rent Control*

Hent control is a classic example ol where government inter-
ference with the [roe price mechanism can do  almost
irreparable damage. Maintained long after the dis-
appcarance of the emergency conditiors which justilied its
introduction, it has inflicted grave social injustice on a small
minority, and has delayed the provision ol adequate housing
facilities for the great majority. Some protection agminst
unfair rents was provided under Victorian Law well belore the
Commonwealth began to0 endorce nation-wide rent-pegging
under its war-time powers. As part of & comprebensive
system of controls aimed at stabilising incofmes and diverting
resources to war purposes, rent control for a time worked
tolerably well. In broad, rents in Victoria were at
19460 levels, or, subject to 1o rent tribunals, ated
upwards 10 a maximum of et of |940 capital value of
properties (l.e., after allowing for rates, insurance,
maintenance, depreciation and other costs).

50 long as prices ruling in the commenity and hence
rnnp-ﬂr values remained fairly steady, & celling on fents
mposed litthe hardship on landlords, But the devastating
effects of war-time finance on the price level could not be
permanently deferred. With the return of peace, wage-
pegging became politically untenable, subsidies were lapered

* From the IPA Review published by the Institute of Public
Attairs (Vic.) Vol. & Ne. 3, July-September 1934 pp. 73-79,
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doubled; they are now about five times pre-war levels.
capital valuation of dwellings and business preim jses let after
19%3 was related o actual construction cost, but practically
mathing could be built by private investors because of building
controls and other restrictions.

Adwer the defeat of the Prices Referendum in 1948 the

Sates despite the fact that they were utterly brrelevant io
1948 conditions.,

The easing of control

In |95 the Government of Western Australia removed con-
trols on all houses rented after December, |930, altered the

pre

ceiling was raised & further 10% in 1931. Remt control
leginlation in Western Australia lapsed on April 30th, 1954,
but has since been restored, retrospective to May 1st.

Following the recommendations ull.ipu:hlr.blh:
committes, Tasmania granted a 20% rise in
nﬂl!!nrhhmunr_-mnumliﬂ Aﬂnlmﬂ
increases were permitted in |932 and restrictions over the
renting of business premises have been virtually removed.

South Australia set up an independent committes of
enquiry in 1951, and, as a result of its report, abandoned the
pr of pre-war capital valuations and authorised its
rent suthority, the Housing Trust, to grant inCreases in
rents of up to I2.3 per cent. The controls were further sased
in 1933 and all restrictions over the renting ol business prem-
ises were removed. CQueensland and New South Wales have
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per cent in ¥; they have rmen by only & per cent In
Me lbourmne, from tightening up on sub-leting abuses,
making It sasier lor home-owners to .mlhnu.;
from control certain new tenancies and, in the case
busingss premises, all tenanc ies taken on leases of three

or longer, Victoria has made no attempt to remedy the
glaring injustice 10 lessors who have W pay |35 wages for
maintenance and repairs, but barely recoup 1939 rents.
Since pre-war the general price level In Victoria has
increased by 131 per cent, average weekly wages by 216 per
cent and building costs by 400 per cent,

Tabile 1.
Weekly Hents of Four and Five Roomed Houses
s Incr.
19 195 %
Sy drery 33 rafh 21
Melbourne 2173 22/% [
Brishar= 192 T 18
Addelaide 1901 T 12
Perth 199 17/ 8 0
Hobart Hre . B" |
* March, 193,

Mote; Rentals of new houses completed since the end ol the
war - mainly Housing Commission homes - are ot
i Dusched.

Source: Commaonwealth Statistician

The effects of rent control

Incame
income atributable to private landlords for dwelling rents
had (allen from about & per cent in |'938-39 to jeas than | per
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cent today. Rents have lagged so many laps behind costs
that few landlords are able to make repairs or
to their properties. The cost of this type of work has risen
much more than other costs because of the dearth of skilled
tradesmen and materials.  Many tenanted houses and business
premises are falling into discepair for lack of proper
maintenance. Whether driving down the main shopping block
or side residential streets, In most of the older suburbs of
Melbourne one s met with a picture of almost unrelieved
dinginess and dilapidation, Government attention is
concentrated on the erection of new housing, oblivious to the
fact that the stock of old houses is being hastened to
premiature decay through rent control.  Landiords are not by
any means always well-to-do.  An analysis of taxation statis-
tics shows & far greater concentration of incomes from rent
in the low Income brackets than lor any other 1ype ol
property InCome. The truth of the matter & that many
elderly and others of small means have in the past
i their life's savings in house property to provide for
their declining years. They now find that, because of rent
contral, they are obliged to live on a mere pittance and are
also unable to ‘cash in' on high post-war property values
because they have practically no righta of repossession.
(hwners, especially deceased cstates, have in many instances
been {orced ta sell at whatever price the tenant was prepared
to pay alnce under the Act he has first option to purchase.
Because of the high premium (of vacant possession, tenants
are often able to make a substantial gain through resale.
The continuance of rent control has a bad psycho-
logical effect on investment in house property for rental
purposes. Although technically free from control, moat
investors do not relish bullding at the present high level of
costs coupled with uncertainty about the future of rent
control legisiation. The provision ol new houses for letting
has virtually become a State monopoly, and under present
conditions it s likely to remain so, from the burden
on the State budget and the inability of Government hou
to keep up with demand, there B a strong case on broad
grounds for the retention of some degree of privame letting ol
houses. Rent control s bringing about a revolution in home
ownership. The wpply of privately rented houses Is falling
rapidly each yoar through sales to tenants
occupiers. Thus many people seeking o rent a home are
boing lorced against their wishes and, ultimately possibly
against their interests, © purchase on heavy mortgages.
These people are of ten obliged to erect cheap weather-board

1%
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hmm:hﬁm:nuumwmm;mm
uﬂh‘um the community cost of providing sewerage,
electr :

ty and transport.
Al the mame time a the outer areas are being
uneconomically extended, rented in the inner suburbs

i being under-utilised. The number ol persons per dwelling
is now substantially lower than belore the war, and this is
largely attributable 0 rent control. Hmm;[mﬂnn have
A strong interest in remaining in thewr existing lings, even
though their families may have grown up. Moreover, since
rents are 3o low there Is no greatl incentive to take & lodger
o help out.  Removal of rent control over private dwellings
would pave the way to the equalisation of dwelling rents for
houses of similar type, whether privately or government
owned, Rents now depend not such much on the size or
location of dwellings but the date of their first construction
or letting. This has created the greatest inequity between
Huu:hg Commission tenants whose rentals range all the way
from 136 per week lar dwellings let in 1939 10 rearly L6 per
week today,

Bussiress prembues

Owners ol property et for business purposes suffer equally
with other landlords [rom inadequate rentals and inability 1o
maintain and renavate their premises.  Since the majority of
busingis tenancies are o short term leases, rents cannot be
Adjusted without approval lrom the Fair Rents Court; nor
can fenants be evicied (o modernise premises of o demalish
old structures and erect rew buildings without its consent.
Ramshackle establishments are thus permitted o remain on
wtes ideally suited W rnew office blocks, hotels and shogn.
The services which the city urgently needs are not likely to
be provided under exiating conditions. Toe date not one single
new bullding has been Linished in Melbourne since the war,
With the removal of restrictions and the introduction of
American cost-saving methods of comatruction, investors
might again be prepared to thum their attention © city real
estate. The longer this is delayed, the further will
Australian cities drop behind the developments accurring in
the main cities in overssas Countries.

Rents and the cost of living

The main argument advanced against any relaxation of rent
control is that it would mean a sharp rise in the cost of living
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modation occupled by w and salary earners in
Melbourne. This explains why the Index shows an incredse in
rents @l & mere § per cent since 1939, whereas the rise in
costs ol housing accommodation for the majority of people
would be substantially greater,

At present less than hatf of the accommodation

r ents, Both the South Australisn and Tasmanian
ttees of enquiry draw attention 1o the high rents being
paid for shared tion due to the ineflectiveness o

the proportion dmﬂﬂﬂm%hﬂt
expenses wonld be

be sbout four in every live. This majority would therefore
have no moral or economic claim for an adjustment in their
incomes should rent control be eased. At the moment the
average controlled rent on four and five roomed houses &
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22/6. A ncrease of 50 per cent in rents would mean that the
minarity enjoying the benslits of these rents would still be
paying only 33/6 a week compared with the L) or L& by
Housing Commission tenants and others,

H the cost-of-living Index were allowed w alfect
wages, a 30 per cent rise in controlled rents would increass
wages all-round by 12/- a week in spite of the fact that the
living costs of the majority would remain unaflectsd. It
would surely be the height of folley w disturb general price
and cost stability on the [limsy ground that & favoured minor-
ity - already paying far less for their housing than everyane
else - would be adversely affected,

A new policy for rents in Victoria

The complete removal of rent control would overcome the
principal econamic difficulties - the shortage and wame of
rented housing lacilities, the inequitable diversity of rents,
unsightly business premises, retarded city development and
ihe premature decay of valuable national assets through
inadequate maintenance - and in the Jang run would be highly
beneficial. However, with housing rentals it is not suggested
that this should be done at one lell swoop. But an immediate
rise in Victorian rents of something like 40 to 3 per cent
woild be justified as a first instalment towards the eventual
elimination of contral.

(i) implications of Rent Control*

Government control of house rentals has aroused controversy
over the rights of landiords and tenants which have been
distorted by continued inflation. Of impartance with
the question of equity are the effects of rent control on the
full use of existing housing and on the bullding of new houses

* Bank of New South Wales Review, No. |2, February 1933,
pp. 10-13.
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for a rapidly expanding population. LUnder current conditions
many people find it beyond their means, or inclinations, to
buy their own houses, yet the same high costs and the

af afficial control make the construction of hames
for rental unattractive for the private investor. Would more
homes be bullt i economic lactors of supply and demand for
housing were allowed 1o determine the level of all renta?

at the outbreak of war In 1939, Common-

wealth rent control pegged house rentals at current
jevels as part of a plan o avoid any profiteering from war
circurmatances and to help keep down prices.  As long as
other controls kept the general level of prices and incomes
fairly wieady, no serious injustice was done
Yet, a3 with all controls in conditions of scarcity, serious
abuses developed, particularly with new lettings, to the
detriment of would-be tenants.

I recent years, however, average wages and other
incomes have risen sharply, most controls have been relaxed
of removed, but cwners of rental properties have received
little comparable benelit. Indeed, they have been laced with
higher rates and also higher payments for repairs, not only
becouse the scarcity of materials entailed the long delerment
of malntenance, but also by reason of extremely high cosis
and wages lor that type of work. Recent amendments 1o
reni control provisions have taken some account af thess
increasad costs, but fthey stopped short of awarding
substantial increases in net earnings 1 owners of house
properties, in line with other increasea in incomes and living
costs throughout the community.

Fiating rents

Rent contral 8 mow administered by the various States, for
the Commonwealth abandoned its wartime defence powers
over prices and rents after the adverse result of the |94
referendum, By that time awkward presiuces were beginning
to appear, and the emphasis of rent control turned gradually
{rom universal pegging at pre-war levels towards the determ-
ination of Yair renta® for individual properties of which
certain States had some pre-war experience. The generai
basis of computation of a falr rent’ was to allow a net return
10 the owner ol about 3 per cent on the value ol the property,
with additional amounts to cover actual rates and insurance
charges and estimated allowances lor maintenance
depreciation, and rent collection. For pre-war dwellings the
value on which net return was calculated was, and still & in
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some States, the valie ruling in 1939 or 1940, For new
houses actual cost was ally adopted. Only in Western
Australia, South and Tasmania has there been any
substantial in administration of rent control. In those

arbitrary pre-war mariet value,
Rigidities and injustices

Despite these sféps towards more Hberal administration the
continued existence of rent control has created extremely
rigid conditions in the letting of houses. Persons who have a
house rented contirsously belore the war may still be
paying the same rental, though they go in fear ol being Tair
rented’, but they would be unwilling to move to another area
because of the extreme difliculty of securing tenancy of
another house. For this reason older people whose children
have left the family home may be otcupying a house
substantially larger than their present needs or desires, and
may in fact pay a lower rental than they would for a new but
much smaller house. In these circumatances, too, they have
a positive fingncial discouragement from building a new house
lor themselves at current costs while they are enjoying a

relatively low rental. nEwWCOmers W e
market, ex-servicemen, newly married persons, or growing
families, have been able 10 In a pre-war rent-controlled

dwelling; others have the difficult choice of living with
parenis, buying a high-cost post-war home, il they can
linance i1, paying high rentals for inadequate temporary
accommodation or waiting indefinitely for a State-built
house, the rentil of which, incidentally, would be based on
contemporary bullding costs.

Parallel with rent controls go varous restrictions on
an owner's rights o gain posacasion of his pr y and to let
it to whom he will, Cenerally he i laced the difficult
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different from those of today. In some States it b continued
largely out of palitical prejudice against property owners, and
only two States have endeavoured W have the subject
properly analysed by independent commissions, Undoubtedly
there are landiords who own large blocks of rented property,
but political animus againat thern also affects large number
of small property owners, The |ndustrious and provident
retired person relying on his modest block of flats or pair of
to keep him independent of the old age pension has
been penalised by a relatively Lixed income From rents which
has fallen steadily behind the rise in Hving costs.

Econamics of housing

E

Apart from questions of equity as between owners and
tenants and between property investors and other sections af
the community; rent conirol has t effects on the
state and quantity of housing avail to accommaodate the

Wl
and about 8000 were bullt lor

§ virtually ol the 4000 lor renting wers con-
structed by the State Housing Commission.

It & true that direct government restrictions on
buildings lor investment may have been responsible lor
stopping some private bullding of rental flat and houses alver
the war, but in the main it would seem that possible investors
in the new rental properties have not considered the 3 per
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cent return allowed under rent control sufficient to balance
the risks involved - in particular the risk of being treated
unlairly by some future government lreege on rents. In
addition, in the last year o %0 mounting building costs would
L TFE Y ¥ would-be investors o doubt whether the tenants
they might obtain could continue to meet a rent yielding an

Thus private investment in housing has been limited o
those whe bought their own houses, accepting a lower return
on thesr equity | could be obtained in other
investment, perhaps ignoring the fact of depreciation and in

of malntenance with their own

i
5
%
i

:
:
:

In the post-war period the benelits to house builders of
rates of interest were swallowed up by the sharp
rise in all building costs. The latter were a direct reflection
of shortage of skilled labour and building materials in the
lace of demand banked up since the sarly war years and re-
inforced by relatively easy money conditions. It might be
argued that in the circumstances further demand from would-
be landlords would have merely forced up costs further with-
out adding w0 the wtal number of houses built. Yet if an
adequate supply of homes for rental had been assured lewer
individuals would have attempted io bulld lor themselves,
overloading themselves with debt and pushing up building
prices in thelr desperate attempts to build,
As it happened, the great bulk of rental housing has

prevent rents absorbing an unduly large proportion of a
tenant’s incoms in the lower wage-sarning groups, rents on
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offers obvious opportunites for greater building efficiency.
The shortage ol public loan funds also helps 1o tip the scale in
favour of private bullding, but here, as in other farms ol
investment, the refurn must be appropriate W the oullay,
riak, and supervision involved, In currently restored
itive conditions; rent contral is an anachronism; |is
tion would help stimulate investors' confidence and
general housing activity.

iif) Rent Control and Property
(h Investment*

Of the 2.5m dwelling units which house the Australian populs-
tion of nearly 10m, about &00,000 units are occupied under
tenancy contracts arranged 1 a large extent between
individual property owners and individual tenanta, The terma
of occupancy and the amount of rent are subject I various
limitations under State laws which survive from emergency
wartime legalation ol the Commonwealth Government.

In some States, however, elernents of these laws have
links with social tion ol the depression years in the
early "thirties. In all States the laws, usually under the old-
cliched and emotional title of Landlord and Tenant Acta, have
been steadily amended in recent years in a way which has, in
general, allowed varying increases in the rentals of old
properties, eliminated rent control for newly-bullt houses,
and reduced the types of tenancy subject o the lawi. The
amondments have also given property owners greater

tunities to ferminate tenancies o obtaln possession ol
their properties ¢lther o live in or © sell with vacant posses-

Mo miformity, however, exiats betwesn the States n
the range of tenancies still covered, in the way fair rents are
dgetermined, o in the rules governing termination of
[ The complexities of some of the aws are

] Bank of New South Wales Rewiew, MNo. 33, November
1938, pp. L1-1%
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State variations

fn New South Wales, Victoria and Queensland, where control
& more detailed and rigorous than elsewhere, the maost
important class of property affected b that fenanted con-
tinvously since 1939, In each of these States the property
cwner B generally allowed W raise rentals only to cover
InCreases in regular outgoings on the property, such as rates,
and to permit a larger allowance for repairs, which may o
may not cover actual expenditure. In a large proportion of
cases, however, the owner is prevented from gaining anything
like the full benelit of the capital appreciation of his asset.
He b not allowed in most Instances 1o terminate the tenancy
in order to sell the property at its current market value, but
is compelled 1o leave the tenant in possession and 10 accept a
return of § to & per cent on a lictitious valuation of the
property. In New South Wales this i the 1999 valuation, in
Yictoria the 1940 valuation plus 23 or ¥ per cent, in Queens-
land the 1948 valuation. As current market value of the
property with vacant possession is often thiee times as high
ad the figure used by rent control, the real effect s 1o allow
property owners only a very low net return on the real value
of their property,

In each of these States the rigidity of the control has
been eased off in the last lew years. For example, in New
South Wales the controls do not apply to houses construcied
since [958, and business prem ses erected since |957 and new
lenancies may now be excluded. In Victoria all business
premises not previously let have recenily been (resd and
OWTHTE May raise exinting rents 20 per cent and place the
anus of approaching the Court for a rent determination on the
tenant. In each ol these States, too, the rights of certain
classes of property owners to gain possession of their
property, and therelore realise on the capital appreciation of
their Investment, have been restored, and it B now
permissible in some cases for an owner L0 pay a tenant & foe
o vacale ises,

In th Australia, Western Australia, and Tasmania
the control does mot insist on a rigid basing of rental on a
fictitious capital valuation, but allows the controlling
authorities o consider many factors, including the level af
other rents, This ogether with the ellect al an
easier housing situation and rules which allew owners to
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regain possession, has altered the emphasis of rent control
from a discriminating and uneven price control 1 & means of
preventling gross abuse of a tenant's need.

only & reluctant increase in returns, while prices, wages, and
retums on many other forma of investments have trebied,
The rent element of the 'C' Series retail price index rose only
mewmﬂlwfmhhmum:

the community, those who happen to be renting older
houses. In the emergency of wartime such arbitrariness
might be justified. But

poasibie
housing i it s thought desirable. This principle is recognised
by provision in the Commaonwealth-State scheme for
subsidising from public revenue those whose tamily income is
judged inadequate to pay an economic rent.

Eects of rent coniroal

Two very noticeable effects ol rent control have been, first,
the virtual elimination of new investment in rental housing,
and, secondly, lalling standards of maintenance together with
minimuwm modernisation in tenanted houses. In the absence
of new private building [or rental purposes, a large expansion
ol individual home building was necessary to cope with the
rapid growth of family formation. 5tate housing &uthorities
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were responalble for almost all building for rental.  Thus,
betwoen the two post-war census dates the number of
dwellings owned or being rose by about 30 per cent,
but the number of tenancies fell slightly, despite the scale of
government housing activities.

Table 2
Census of Dweilings

Nature of Oocupancy 1933 1947 1958
Owner 604,413 Bl8.023 [,021,818
Purchaser by

Instalments 189,627 187,877 333,093
Tenant 615,812 812,730 799,230"
Other 100,219 T3,171 &9, 234
Total I, 309,67 | 1,873,623 2,043,421

* Including 79,376 government housing units.

While socially desirable for many reasons, an expansion of
private home building has some economic drawbacks. [t has
led ¥ people into burdens of debt which they might well
have erred w0 avodd O rental homes had been avallable.
The trend towards private home ownership has made demands
on the banking system for a heavy proportion of longer-term
housing finance, and so limited the loans available for other
AT PO 8. Investors who might have invested in rental
licmﬂmhﬂwﬂhMHﬁilm

s other avenues via stock exchange, while thase
who owned rent-controlled property, found their asset
virtually Irozen. It might be said, therefore, that the forced
movement towards more extensive home ownership has
introduced greater rigidity into the financial structure.
Possibly it has also brought about less mobility of labour, for

people are less willing to move t© new locations when,
because of the absence of suitable rental accommodstion,
they are obliged 1o sell their own house and buy another,
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The Politics of Decontrol
in New South Wales

Helen Nelson

L INTRODUCTHON

The “temporary’ rent control meassres introduced in New
South Wales (NSW) during World War Il in order 1o meet an
emergency situation have long outlived the emergency.
Today, more than thirty years after the cesmation of
hostilities, the legislation continues to operate. [is applica-
tion has been narrowed from virtually the entire private and
business and commercial rental market to, in 1975, an esti-
mated 13870 dwel 5 or tely two por cent of the
total number of mimm contro] fas survived
alt neither the Labor Government ([941-63) nor the
Liberal Government (1965-T6) nor the current Labor Govern-
ment (1976 ) has ever advocated a policy of permanency,
Rent control has a political significance that gives it a
mamenturn of its own and an unintended longevity. It & an
lssue that deals with an area of basic human necessity -
shelter. In addition, it is an issue that carries a heavy hist-
orical burden. The debate surrounding the conflict between
landlord and tenant bs one that traditionally evokes passionate
debate. As Brown reports * . . . even a group composed
mainly of lawyers can become excited and overheated when
rent control or its abolition B discussed, Th-f;l.ﬂnu
animal breaks loose {rom the detached professional mind',®
The release of political passions & not uncommon in
debate surrounding issues that seek redistribution.  Rent

13
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control s redistributive in the sense that it represents legis-
lative inerference in the ‘normal’ law regulating the landiord
and tenant relationship %0 as to effect a reallocation of the
rights and obligations of the respective parties. Rent control
restricts the amount of rent that a landlord can demand and
it imposes limitations upon the landlord ability to reposses
his property. [ thus impinges on the landlord's exercise ol
the ‘normal® privileges of property ownership and in exchange
alfers the tenant increased security of tenure., presenting
a biss in favowr of the tenamt and negating ownership rights,
rent control poses a threat to the established « R
mhﬂ:;mﬂmﬂpmrnrtyuwﬂﬂu.u{
the capitalist system, It is the ‘threat’ it presents that gives
rent control it special political flavour.
This chapter examines the palitics of rent control with
reference to the case of the NSW legialation.

. BACKGROUND

The N5W Landlord and Tenant [Amendment) Act, [948, had
its origins in the Second World War. ©On 2 September [939,
shortly after the outbreak of war, Australian Commonwealth
leaders and the Premiers of all States met to discuss wartime
controls, It was resolved that in order to avoid rent inflation
and exploitation of the shortage ol housing accommadation in
areas surrounding military camps and wartime industries, the
States would co-operate with the Commaonwealth in setting
zﬁrnﬂmimﬂy!w rent contral, On 29 Septem-
939, the Commonwealth, acting under lh-mc;ai:r
psued the National Security (Fair !
The regulations were [niroduced in the
Austrafian Capital Territory and the Northern Territory and
sdopted in Vicworia, Queensland and Tasmania.  Separate
State legilation was introduced in NSW, South Australia and
Western Australia.’
In May 1981, a Labor Gowvernmeni was returned in
NSW. R.R. Downing, Minister of Justice, drafted new rent
contral legislation o replace the ‘meagre’ provisions of the
previous Government's 1939 Act.  In October, belore the new
hill was ready, & Labor Government under the Prime
Ministership of 1L Curtin was peturfed a1 the national [evel.
At Curtin's instigation, Downing conferred with Commaon-
wealth officials and the proposed NSW legislation was used as
the basis {or revision of the Com th regulations, The
new National Security (Landlord ond Tenant) Regulations
were introduced on 28 November |94 and were put into

(L1
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operation in N5W immediately. They remained in force until
i1968 when the Commaonweoalth withdrew from the fHeld
following the defeat of the prices and rents referendum of
That year,

Controls by the States

Following the enforced withdrawal ol the Commonwealth
rent control regulations, all 5tates enacted legialation to
ensure some form of continued State control. It was [eared
that unless subjected to regulation, remt levels would rise
sieeply, affecting not only individuals but having abwo &
damaging effect upon the price structure generally. It was
agreed further thal tenants were entitled 1 wome protection

evictlon. The priority given to the war effort had
resulted in a severe post-war accommodation in all
States and especially in the most populous, NSW. 1967,
evictions in the Sydney, Newcastle and Wollongong areas had
totalled 3,082, an average of almost sixty per week, and the
rumber was expected o increase in (968, The N5W Housing
Commission had belore it 8,900 applications for emergency
sccommodation. Emergency facilities were streiched o the
mit and the Commission claimed that it could not make any
impact upon the problem unless there was & decrease in the
mumber of evictions.

The MSW Act passed in [968 was similar in content to
the Commonwealth regulations. It operated |n respect ol
‘prescribed premises’, which were defined in terms wide
enough to include all urban property with the specific exclu-
sion of the Crown, the Housing Commission, lcensed
premises and holiday premises. Rent determinations were
made by Fair Rents Boards constituted by a stipendiary
magistraie, © in the case of shared accommodation,
whers the Hent iroller acted. The Act did not stipulate
any set formila for the determination of renis.  Section 21
merely set ocut the matters to be considersd by the Board. In
practice; the formula used was the same as that evolved
under the regulations, whereby controlied rents were caloul-
ated Irom a basic rent, based on rates payable as at 3]

August 1939, plus outgoings.

Eviction controls

The most radical departure from the regulations, and
most confroversial section of the slation, was in
provisions dealing with eviction controls. That there shou
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be some restraint wpon evictions was not contested, The
dispute concerned the extent of the protection to be aflorded

the NSW Landlord and Tenant Act, 1899, if a
is properly given and the landlord can prove his
tive but w an eviction

i
H
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o grant or refuse an order was thus
left to the discretion ol the court. In practice, the court had
held that in cases where the hardships of landlord and tenant
mﬂnhﬂnmnﬂndlﬂmﬂmmhhrﬂnﬂru
ontit o obtain an eviction order. Section 70 (2) of the
NSW Act went [urther, ’Wﬂmmﬂhmw
colld be granted on any other than regli on the
part of the tenant unless the landlord provi the tenant
with reasonably suitable abernative accommodation.

i
i
2
i
a
g
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dation shortage, it effectively vetoed the landiord's right to
reclaim his own property and stemmed the tide of evictions,

ML  AUSTRALIAN LABOR PARTY IN GOVERNMENT,
198 1-1965

The NSW ALP Gowvernment, [961-1963, was a government of
moderates. I never advocated rent control as & permanent
policy, There was no ideclogical commitment to such a
policy. The right wing of the party dominated the machine
and there appears o have besn no great interest in reform
palicies, Labor spokesmen generally scknowledged that rent
control was no more than a necessary response 1o extra-
ordinary economilc clrocumstances, It was seen as an
interference in the normal' law of landiord and tenant and in
the normal' economic lile of the commumity. It waa
regarded as a temporary policy, necessary only in order o
meet the demands of an emergency housing situation, A
mmwwmhwmmww
any move that hinted ol decontrol, but their opposition never
mandested ltseld in advocacy of rent control as a social

policy.
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it there was no coherent ideclogical commitment o rent
control, there was, nevertheless, a set of ill-defined partial
idealogies’ or political ideas that permeated the party's
mhmm Firstly, the of tenant
e Blllmant of many oid bsss ted Siagamt.
!-lu:mdh mu-rwau.lﬂﬂmu-tﬂludum' This was
muted by the number of small® landjords (that i, those who
owned only one or perhaps two tenancies), who were known to
sulfer adversely under the leghlation. But though there was
for the small’ landlord, the historical baggage made
udllilu:r.dturnp-lﬂrm:huthlﬂLF agree I any
decision that repressnted a gain for the landlord - and thus, &
loss for ihe existing tenant.

Frear of evictson

An additional theme that came across constantly in the
par liamentary debates was the lear of evictions. [t was
particularly real for those who had withessed the mass evic-
tions of the depression of the 1930s and was the rationale
behind section 70(2) (the alternative accommodation pro-
vision) and other stringent eviction controls, particularly
those placed on new ownera 'Ilhum-un"pnphmh
ready cash', were clearly identified in the minds of soeme
parliamentary speskers with the new settlers arriving in the
post-war wave of Immigration - there are several mierences
in the debates o cases where, for instance, '‘Good Australians
were cast inte the street o make way for foreign

immigrants.”™

Considering the clectoraie

Finally - and perhaps; most importantly - any amendment to
the Londlord ond Tenant [Amendment) Act had to be viewed
in the light of pragmatic considerations sbout the lkely
impact on the electorate. mmmm:m-dm
increass in rents or for easler eviction of
tenants from con be most keenly felt in

éi



Rent Control Costs & Consequences

areas such as Paddington, Darlinghurst, Randwick, Bondi,
Leichhardt, Balmain, Drummoyns and Mewiown.
With time, as protected tenants came increasingly o accept
controlled rents as the norm; the political consequences of
ralsing rents became more
Fear of the electoral consequences, fear of mass
evictions and an eiement of anti-landlordiam were t© be
constanis in Labors response to the [ssue, However, the
Government could not ignore the pressures for decontrol that
began fo emerge in the early |93,

Investment in rental acoomodation

All wartime controls on operations were [lited in
Ocwober 1952, When a boom in hiﬂdh‘lruhm:?hl.lqﬂh
materialise, remt control began o a scapegoat for the
continuing accommodation ahortage. It was claimed that
rent contral compounded the shortage by repelling private

discouraging

the housing demand, there was no guaranies that the

industry had the capacity to meet the demand quickly.
Against this uncertain gain in rental investment, the political
decontrol were daunting - decontrol contained the
tenants evicted, an the street and unable
o find altermative housing accommodation. There would
have been also a backlash against greatly increased rentals.
Public housing resources were stretched to the llmit

and could not be relied wpon w fill the gap. Housing Com-
mission priorities were, anyway, directed towards home-
owner ship, The [irst Commonwealth-State Housing
introduced by the Commonwealth Labor Govern-

ment in |943, had the fsion of low rental housing as its
prime objective. But maintenance costs and electoral
pressures meant that there was little opposition when the
Menzies Liberal Government changed the terms of the

lus
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Agreement in 1936, (They switched the o one ol
home-ownership by providing easy terms [or the sale of
Commission houses and by directing a portion of the funds
away from the 5tate Commissions 1o co-operative housing
societies, The mowe was endorsed by the NSW Labor
Covernment, which, in 1936, agreed 1o the propodal that the
Hmﬂummﬂmmmtpumpuumﬂmlw
sale and 20 per cent for rent.)

Towards decontral

50 jong as the opponents of rent contral could ink contrals 1o
the hﬂ.llinil'm‘a,m isave of decontrol could not be

the rent control pollcy sat uneasly beside the
pelicy o promote home-ownership. There was, therefore,
for the Labar Government, & line balance between the
pressures for decontrol and those favouring retention of
contriols,

The first option, total Lfting of controls, was not
feasible. There was o certainty that it would resolve the
accommodation shortage. The political consequences of a
decision that left tenants wvulnerable 1o evictlon at a time
when the supply of socommodation was oritical eere oo
Fisky 10 test, Nor could tenants be eipected 10 tolerate &
sudden move by landlords for increassd rents, which would be
the nevitabde result O restrictions were lifted while the
housing shortage persisted. Tenants represented a sub-
stantial, albeit declining proportion al the electorate:r the
1947 census revealed that 08.2 per cent of private dwellings
in N5W were occupied by tenants; in |936, the figure was
¥7.9 per cent.

Deconfrol was 10 remain Bnked w the supply of
accommadation, The Royal Commission appointed to
enquire into the rent control legislation in | 360 reparted that,
in the situation then current, ample accommodation was
available lor those in the middle and upper-income groups but
that there remained a shortage of accommodation at rents
that -Ft within the economic capacity of the lower-income

By the late 1960s, the lack of alternative housing
lnr;lmlu:hd enants ynable to meel market rents was o
present, even for a Liberal Party government, an insurmousnt-
able barrier to the total withdrawal of contrals.

i uprdated. a
dwelling, calculated an 1939 values, was used as the basis for
45
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all rent determinations for the dweiling; any change to the
baslc rent would invalve considerable recalculation in each
individual case. Rent control had created already & lar
enough administrative |oad. In 1952, there were 13,
applications for rent adjustments; in 1934, the number was

to reach 30,000 and there was a conalderablo
waiting time before cuses could be heard.”

A third option, and that taken by most other State
Governments, -uummmurwwga
general percentage increase on all controlled rents o
mmmnmmmmm Press

T c;-hh-tpﬂpwh‘? grant increases in
lﬂ]-'nd were blocked in caucus. Az stated above,
the controls remained in force, the les attractive this
- provious - option became. After a long periad af

allocated 1o other areas of consumer spending.
Labor's solution was to instigate a pattern ol decontrol

was made in 193 with the Iinnut-u:ﬂm:iﬁ. This
section exchaded from the of the Act any dwelling
house the construction af began after the date of the
amendment] dwelling houses ﬂ-tmhﬂ-mﬂ
construction at that date; and thoss that had not been et

during the period between the introduction of the Common-
wealth regulations (7 December 1941) and 16 December 1954,
Prior to 193, rent control had been universal in its

Action by landiords

Following the |93 amendment, landlords began w0 form
themselves into pressure groups in order to campaign for
increased decontrol.  In 1934, the Home Owners' League was

(L1
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formed. It was followed by the Landiords' Justice
Association (formed in 1957) and the Flat and Property
Owners' Association of N3W. Initially their demands were
modest - an increase in the rate of controlled rent, special
concessions for landlords in special circumstances and so
O The Sydney Morning Herald drew attention to the
moderate nature of the proposals and moted the adsumption
underlying them, namely; that the State Government had no
intention of abolishing rent control.  Meither; according 1o
the Herald did the Liberal Party: each party now had too
many supporters who were ‘dolng wvery well’ out ol the
landlord and tenant tion and the woting power of land-
jords was relatively g8

At the same time; arguments that remt control was
having a detrimental alfect on the supply of accommodation
were gathering momentum. In particular, there were claims
that & number of dwellings were being left vacant becauss
owners were unwilling o take in new tenants ynder rent
conirol conditions,  Potential landlords were reluctant o
enter & market in which they ran the risk of losing control
over the use of their property. Real estate agents were sald
o be advising their clients against letting [lats that became
wacant, Also, the requirement that leases of premises
decontrolled under section 3A be registered with the Rent
Controlier, allegedly made investors remain wary of entering
into housing commitments as there was no guarantes that
restrictions would not be reintroduced.

The Labor Government reacted in [958 with a long and
complicated measure that in effect decontrolled houses and
flats of which owners regained possession on court orders
obtained without the necessity of the tenant being offered
alternative accommodation. That s, dwellings where
tenants vacated voluntaridly or were evicted on grounds of
their own default could now be re-let &t market renis.

Again, the pattern was o protect the easisting tenant
Mi

The response highlighted the political sallency of the
Issue within the ALP., Anti-ministerial forces within caucus
gnd from the indusirial wing of the labour movement con-
demned the move. Efforts to force the withdrawal of the
bill incloded deputations t© the Premier, unfavourable
motions passed at ALP zone conferences and the farmation of
an Anti-Eviction and Tenants' Protection Committes umder
the leadership of Eddie Ward, The dispute threatensd to
split the State party and o spill over nto the Federal
arena. A seftlement was reached only alter the intsrvention
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of the Federal leader, H.V. Evatt, and the introduction of a
number of ‘safeguards’ in the jegislation.

‘Creeping decontrol’

The 1953 amendments introduced Creeping decontrol' where-
by tenancies were released as they became vacant. It was a
form of decontrol that, as stressed already, had the political
adv. of not disturbing = terants. It also limited
the application of rent control further by restricting its
to an ecxisting clientele; a3 that clientele
minished, either through vacation of prermises or
natural causes, the premises they occupied became eligi
for me-etting as part of the normal private rental market,
But it was also indiscriminate in I application. It created
different classes of tenants and of lardlords, The cutcome
was that flat buildings, lor Instance, were occupled by
enants paying different rents for similar sccommodstion.
Whereas some tenants, including wealthy tenants, were
paying rents based on pre-war values, others, including young
martied couples, migrants and other newcarners to the rental
mariet, were paying market rents. Similarly, landlords of
controlled premises continued to receive rents based on pre-
war vijues and, if selling their premuses, could not sell for the
same capital value they would have recoived had they had
vacant possession. Landiords of similar but decontrolled
premises suffered none of thess hmitationa. As H.Y. Budd
put itr Tt would be just as logical to make some law 1o
provide that plumbers whose mames began with A should do
jobs at half-price for people whose names began with H. 48

The irony of Labor's policy ol decontrol was that while
it weighad heavily on the small landlord, it favoured the rich
landlord. With his property and assets, he could take advant-
age ol rent control by buying up controlled premises at prices
below the market value, pay the tenant 1 vacate (or gain
possession by less reputable means), and then ressll with
vacant posssssion st a4 prolit. As a big landiord was the only
one bkely o have available alternative accommodation, he
was also moce likely o be able to gan possession through
eviction than the small one-house owner.

Creeping decontrol gave landlords an incentive o get
rid of protecied tenants. Alter the |93 amendment, -
gations of harassment of tenants became Increasingly
mmaon in the parliamentary debates, Those named were
certain large property owners and developers, but there i no
reason 0 doubt that small® owners also indulged in simidlar

LuB



Nelsor: Decontrol in NSW

tactics, M was said that the victims were usually widows
living alone. mmwuuymmmm

d of

delays and complications in eviction cases; and the payment
by landlords of amounts varying 46,000 to 520,000 in
order to gain vacant possession.'®  Although many ol the
alleged malpractices were contrary t© public mores, the
were not necessarily, in strictly legal terms, illegal. The
small number of prosecutions Hq-rud through indicates the
difficulties of policing the Act.

Wealthy tenants

Becauss protection of sitting tenants was based an occupancy
rather than tenants' means or need for housing protection, no
Account was taken of tenants’ increaung income, By the s
I#50s, the leginlation had created a new class of racketeer,
the wealthy tenant, The Royal Commission Heport cited the
case of a bullding of thirteen {lats where certain of the [lats
consisted of three bedrooms, a large Lving room, hall, dining
room and closed verandah, kitchen, a separate bathroom, a
scparate shower room, and two tollel rooms. Those Hats in
the building that were subject to rent contral were et at
rents between $19.20 and $24.60 per week while decontrolled
rents were approximately 536 per week., Among the tenants
beneliting from the controlled rents were one who had
occupied ' ¥ senior position with a large industrial
concern of wor ide importance’, a ‘chairman of directors
ol a substantial public company' and 'a widow ol substantial
medns o income derived from a well-known COmpany trading
in Sydney in popular brands of motor wehicles',

Complex legislation

These developments caused the legislation to fall into
increasing disrepute. The xity of the legislation was a
further cause for criticlsm derbion, Thirteen

bills were introduced during the period |948 to 1963  Most
were measures desigred 1o block loopholes revealed through
U but inevitably in an area renowned for the amount
of Nrigation it attracts, the band-aid approach 1o legislative
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amendment tended merely fo reveal new joopholes and
anomalies to be tested In the court, which, in turn, Invariably
trought forth decisions demanding further

attention. The Act acquired a reputation as one of the most
complex on the statute book. [t was described varicualy as
Yhe State’s most confused law’, legislation’, a leginlat-
ive monster” and a ‘maxe in even lawyers hositate”,  An
example of the corvoluted language al the tion - it
use of ‘foo-language’, sccording ™ one critic!® - is section
113 (&), which was inserted in order to clarily the wording of
section 113 (3

113 (4} For the purpose of subsection three of

:
:
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i

sort of complicated provisions
almost unworkable and furthermore, discouraged potential
landiords from making accommodation available.1%

Commission had estimated that there were Iy
5,000 protected pensloner tenants, of whom 3300 Llved
alone and were on the pension as their sole source

soner tenants., Commission had already a long waiting
list ol applicants for aged persons’ units, Nor was a rent
ubdy scheme the number of Lkely applicants and
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The Gowernment oould, however, take steps o deal
with wealthy tenants. N1 Mannix, who had replaced R.R.

based on controlled rent plus & premium,. Tenants of an
estimated 0 per cent of controlled busines and commercial
premises had entered into such agreements.??  The impact of
the new legislation on wenants of private dwellings is diflficult
to assess.  The bill was introduced in December 1960, at the
general election in May 1963, a Liberal Government was re-
turned 1o office and prepared the way [or more drastic
decontrol measures.

IV. LIBERAL PARTY IN GOVERNMENT, 1965-1976

A Liberal Govenmment was elected to office at the State
general election held on | May 1963, Adthough in the period
immediately lollowing the war the Liberals accepted the need
for emporary rent control, they had opposed [rom the begin-

the severest of those provisiond in Labors inlation
that restricted a landlords access W repossemion of his
property. They opposed in particular the infroduction of
section 70 (2) (the alternative accommodation provision), the
restrictions on a new owner's right to lssue a notice to quit,
the isions regarding Inherited tenancies, and those

tenants to prolit from subletting.

It was quite contrary to Libera] political beliels w©
advocate Increased tenant protection. ©On the
uu-rhmzﬁm:nuum-ﬂudnmu-mn
seives too closely with the landlord's cause. Electorally; the
Liberal Party was highly vulnerable on the Bsue. The Labor
Party made full use of election advertissments with headings
such as Home-hurgry citizens are going o be exposed © the
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Wary ol the electoral support for rent control, the
Liberal Party throughout the |930s was lorced into the
p-:ihttq_nf promising 10 maintain rent control if returned W
office, It was not until the election af 1963 that the Party
was confident B advocate decontral, At that
election it adopted recommendations of the Royal Com-

would be increased by &0 per cent. Alter the election, they
clalmed that the proposals were partly responsible for their
defeat at the polls. Liberal Party post-election study
reported that the rent proposals had been a vital issue and
h&-uﬂhkhdﬂuhmlfmuﬂhm
the Liberal position in three others.
Henceforth, Liberal Party policy asdopted Labor's
stance that rent oontrol was i 2 srvice t© a
particular group in the community
not be mltﬂm;i tive form of housing
asiistance was made available. When a Liberal Govern-
ment was slected to office in 1965, it was with the promise
that there would be no general increase in controlled ren
during their first term of government.

-
-
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Administrative action
The election commitments restricted the Liberal Gowvern-
ments ability to introduce decontrel.  Alsa, whilst

(defined as those whose gross income was 56,000 or more)
were warned that if they did not voluntarily regotiate new
rents, they might be decontrolled completely, The
procedures Imtructed the Rent Controller, an an

maire soeking information as to the tenant's income, and
the incomes of all other residents over 2| years of age.
Tenants who qualified as ‘wealthy tenants’ were then required

o enter N an agreement o pay a new rent, based on
132
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current value.?”  Peter Clyre, a longstanding protagonist of
the legislation, described the H'mrﬂt‘lpth'. a2 ‘not
disaimilar hhuﬁmﬂhhﬂrhwuurpﬂum
when they are secking a voluntary confession’®?

The Liberal Party control of the Upper House in
iI9L The introduced that year eliectively
removed protection m all but the hardcore, namely, the
low=-lncoime and pensioner protecied temants unable te [ind
alternative accommaodation for themselves. The leghlation
incorporated the wealthy tenant procedure into the Act
through the ntroduction of Division $AA. 0 [uture, current
market rents could be demanded from tenants whose income
reached a prescribed level. In 1963, the wealthy tenant level
was 56,000; in 1968 this was reduced to 54,000, Nt was
inCreassd 1‘“ o $6,000 in July, 1973 and currently (1980)
stands at $10,000. Section 5A was revised to extend the
categories of decontrolled premises; all business and
commercial premises were decontrolled; section 70 (2], the
alternative accommodation provision, was repealed;  the
proviuons regarding grounds for issuing a notice to guit were
revised and ewtended; and the right o carry on & tenancy
after the death ol the lessee was limited to members of the
immediate family.

The 1968 legislation shifted the direction ol the rent
control provisions away from protection of sitting tenanis to
a policy that placed the onus on the tenant 10 prove that he
or she was Incapable of meeting market rents and therglore
warranted continued protection. Alter |98, occupancy was
no Jonger sulficient guarantes al continued protection. The
mw of the provisions introduced to deal with wealthy
tenanis'? and thelr subsequent impact on protected tenants
met ittle reslstance. By 1968, the legisiation had become a
mockery and rent control had lost [ts potency as en elecioral
inEwe.

The Act continbes to be a source of litigation,
although nol on the same scale as prior to (96K There are

protecied tenant. Long term, the main beneficiaries of ren
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premises in NSW. The Royal Commission appointed in
1960 to enquire into the Impact of the remt centrol
:!:lh:-‘rhdmtll.rﬂjdﬂmrﬂhdmnmm

ted  suburbs, The first official murvey was
authorised by the Liberal Government in 1966, It was
conducted by the Remt Contral Office and was based on
its records of applications for fair rent deter-
minations.  Since then, figures have been kept up-to-
date as new controlled premises come w0 light and
others are decontrolled. There & mo doubt, however,
that an unkrown number of controlled premises has
never been the subject of an application to the Rent
Contral Office and, furthermore, that an unknown
mumber has never been properly decontrolled via regist-
ration of a section 5A jeass.
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Rent Control in Microcosm
The Case of Canberra

The Real Estate and
Stock Institute of Australia
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Rent Control in Microcosm
The Case of Canberra*

L AIM OF RENT CONTROLS IN THE AC.T.

The responsible Minister at the time of the introduction of
rent controls in the Australian Capital Territory was the
Hon, K.E. Enderby, M.P., Q.C. In assessing the elfects of
these rent controls it was considered most relevant to know
the aim in introducing them. Consequently Mr Enderby was
asked if he would give the reasons for the introduction ol
these controls and the essential paragraphs of his reply are
reproduced here with his permissions

| caused the system of rent control to be re-
activated in the AJC.T. at a time in 1973 when
there was & great shortage of rental accom-
modation and when the rentals being charged were
unreasonably high.

In doing this | sought to maximise the oppor-
tunities of low and middle income earners in need
al rental accommodation o have access to that
accommodation at a reasonable rent.  The markel
in rental accommodation in Canberra in 1973 was
not working in that direction.

* Adapted from Rent Controls: A Study of the Effects of
Rent Controls in Caonbarra published in 1975 by the then
Real Estate and Stock Institute of Australis. The
selec tion is basically Chapter 7 (Conclusions) of the study.
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The thinking behind my action was to imit the

ies for exploitation which exisied at
that time, while providing substantial increased
funds for the construction of substantially
increased guantities of rental accommodstion.
Unfortunately the land boom and the inflationary
situation that hit Australia during late 72 and
throughout 1973 meant that the presture on our
resources was such that the increased funds did
not produce the increase in the number of houses
built. That pressure on resources has only
recently diminished and it is confidently hoped
that the inCreases in numbers ol houses and flats
will shortly be seen.

Restraint of rent inCreases

Certainly rents in the private sector in Canberra have not
risen nignilicantly since rent controls were introduced, while
there have been noticeable rises throughout the rest of
Australia. Ewen i to the average rent I3 added the admini-
strative costs in the public and private sector arising from
the implementation of the Ordinance, the effective increases
in rents are still being restrained moch more than is evident
elsewhere in Australia.

The low and middie income earmers

Governments have sccepted as a social responsibility the
provislon ol housing for low InCome earners. Most low
income earners find their rental accommodation through
h-mlilunmmumkﬂuhhtithmrﬂ
Government in the Australian Capital Territory and the
Maor thern Territory.

Considering that in the Australian Capital Territory
more than hall the rental accommodation is provided by the
Government, it s dilficult © [ollow the reasoning behind
mm:z rent controls which atfect only the private
e o7 0 prevent the rents [rom rising when this class of
rental accommodation has been and remains beyond the low
income earner.,

Restraining rents below the free market equilibrium
level may offer some reliel to the middle income earner, but
it becomes a matter of definition. U the middie income
earner is considered to be a male on average weekly earmnings,
which at the time rent controls were introduced was $143,30
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this and rent controls do not relieve it; except that
with rapidly r wages and fixed rents the middie income
earncr and for that matter, the low income earner, will

eventually be able to afford 10 rent in the private sector = the
only problem being that there will be little private rental
accommodation available.

the construction of greater guantities of rental
accommodation. For various reasons; ome of which are
mentioned by Mr Enderby, the construction in the public
secior has mot met the need nor has it been Keeping pace with
the increase in population in Canberra.

Rent controls do not really affect the Canberra low
income earner whose needs are met by the public sector,
The middle inCome sarner may gel ome reliel but he B not
catersd for by the public sector and must still struggle i he
is 1w rent in the private sector,

It & the high income carner that s been helped as
the rept controls hawve restrained the housing component of
his' Uving cost, [t does seem odd that the controls best eip
those who can best afford to pay.

I INVESTMENT
Loss ol private investors

It woild seem howewer, that a fundamental point has been
missed in the introduction of these rent controls.

It is well known from overseas experience and from
experience in Australia, when rent controls existed during and
after the Second World War, that these controls will drive out
the private investor. Insuificient recognition appears to
have been given to this matter and the result is undoubtedly
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that private investors are abandoning Canberra.
Even il the ent had manag

wery marked increase in government rental accommodation o
offset this loss in the private sector. This loss in the private
secior would be absojutely disasirous in areas outside of
Federal Government control where 73 per cent of rental
accommodation b provided by private investors.
Mmhmﬂrmﬂwmgﬂlﬁ

introducing

s gobpn b oo oy s oo
shortage of rental accommodat a-a

which is greater than anywhere else in Australls and this can
be attributed only to the introduction of rent conirols,

Supply and demand

It is widely accepted by economists that the introduction of
controls merely treats the sympioms and not the causes of
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o do
because of the vast numbers that will respond.
It is a basic economic fact that excess demand can

prevented rents from rising unduly was to have had a marked
increase in the provision of rental sccommodation. While
the public sector made some attempt in this regard, there
would be a need for substantlal Increase from this sector, as
well as the private sector. In addition to & large injection of
public funds lor housing, the increase could have been

sbout 47,000 dwellings in Canberra so the 771 dwellings
completed by the public ssctor between | October 1973 and
30 Seprember 197% added only a little over |.6% 1o the total

stock,

There would be a need for a masive increase in public
expenditure to overcome the reduction in private expenditure
on rental accommodation. As it B, at this stage the total
construction of renml accommodation B just not kesping
pace with the growth of Canberra. With the downturn which
5 taking place in bullding in the private sector, which i
unrelated to specific Canberra problems, and the projections
of population growth, it seems that the accommodation
shortage can only get worse in Canberra.

Additiona! dintentive

It would ssem also that one new tax by the Australian
Government will exacerbate the situation in Canberra.  This
tax will affect investment throughout Australia but the
critical situation in Canberra is certainly going to be that
much worse, The tax B a surtax on income that b derived
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from rents.®* With this new tax introduced it wouold ssem
that the sector's problems in meeting the private
i fO llllm Canberra are going to increase even further
and rental accommodation will became ewen shorter,

0. RENT SETTING
Fair rent

There have boen a number of methods applied in attempting
to determine a fair rent.

The mechanistic formula which was used by the Hent
Controller can give a figure unacceptable 1o a tenant or o a
landiord. It was only one guide used by the Rent Controller
in making his determination but it included arbitrary 1

for return on valuation, malntenance; eic, and can y be
unrelated to reality.
mm:&qwﬂmmmdﬁm a fair
rent now relies heavily on statements made n L
Abel.! In a press statement of 22 January 1973, the Rent
Contraller said:
In Rathborne ¥ Abel the High Court (per Barwick
C.3) said that the direction to have m the
list of matters was no more than a tign o

consider esach of fthe matters and determine
whether any or any particular weight should be
given to them.

The Chiel Justice also sakd that the wide
discretion granted by certain sections of the
legislation would make the adoption of some
mechanical formula by which to calculate the fair

rent highly inappropriate.

Consequently the Rent Controller considers he is
bound mot 0 determine fair rents by means of a
formula; but 1o consider the matters in Section 20
disjunctively . . «

The Controller does give great weight 1o the renta
af comparable premises in the locality.

* Editor’s note: As it happened, this tax on uncarned
income’ was not introduced,
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However Rathborne V Abel was related to & situation of
relatively few rent controlled properties in an otherwise {ree
market. In that situation, comparable rents could have had
soiTe ficance but where the market is tomlly controlled,
as In a, then comparable rents are meaningless
because they are nol determined in a free market.

It is noted in passing that despite the Chiel Justicey
statement regarding the inappropriateness of a mechanical
formuls, it continues today o bo used by the Rent Contral-
ler's Otfice and the Fair Rents Board in Sydney, New South
Wales, for determining & fair rent on the declining mumber of
premises still controlled.

In the Introduction to Verdict on Rent Control,” there
Is comment on this matter:

Unfortunately, there is also an inevitable tendency
for air® rents o be determined by the Yair' rents
already established for comparable properties in
the arca. This form of economic incest s com-
mon o most [orms of valuation bassd on statutory
rules. ‘What it meana in effect & that situations
of shortage are mot only perpetuated but also
likely to be exacerbated unless further Compen-
satory rules® are established.

In these circumstances there & little comiort 1o
be drawn from the cbserved result that many
applications to Rent Officers have produced
increases in rent.  What matters for nvestment
incentives s the return achieved: not whether
rent has been increased but by how much. &
reduction in a rate of alide downhill does nothing
much for morale i everyone else is climbing.

While controls remain in & totally controlled rental accom-
modation situation, only the use of & formuls affers scope lor
determ a fair rent. A fair rent can be readily

:
i
}
|
E_
;
5
.
E

can sasily be atforded by other simple leghlation which does
not generally interefere with the market.
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I¥. SIDE EFFECTS
Black market

There seems no doubt that the community B mow
experiencing undesirable practices such as bribes, key money
and the ike. The provision of more rental accommodation
and the elimination of rent contrals will eliminate the hiack
market,

Properiy managerment

Propert t is becoming, or in some instances has
One tendency s for fees o rse o that property
managers ever-increasing overheads can be met f[rom
FEALE. The return o the owner will therefore
diminish providing further disincentive to invest.

A second tendency ia for there W be fewer ty
managers. n—--muummtmw.uwm-
the owner tempararily wansferred {rom Canberra and wishing
to let his homme, in obtaining these services.

Group accommoda tion disappear ing

The rent controls will virtsally eliminate accommodation for
groups uniess there B recognition by the authorities that a
higher risk i Involved for the landlord.

The rotion seems established in the minds of those who

propose landlord and tenant legislation {anywhere, not just in
Canberra) that there exivis a very unbalanced stuation of an

for unnecessarily cumbersome and costly introeduction of remt
controls in Canberra. The truth is that, while examples o
the contrary can always be found, tenants are well aware of
their rights and responsibilities and avenues for correcting
injustices, and landlords seek a reasonable return on their
investment from reliable tenants.

Hemoval of controls
The rental accommodation shortage has become critical in
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Canberra and i rent controls are suddently abandoned there
B likely to be an increase in renis, This simply lllustrates
another classic economic objection 1 controls - when the
controls are eventually removed the situation can be worse
than that which existed before the controls were introduced,
The present rental situation s not going o be
correcied by government expenditure and the situation is
rapidly getting worse. Private investment in rental accom-
modation s essential and & prerequisite B the removal of the
rent controls. But they will now have to be phased out, and
adjusted during the period © provide a reassnable return,
whilst there & a substantial encouragement o invest.
Existing high interest rates provide a further
discouragement o investment at present but they could
return 0 acceptahle levels within the time taken o
dismantle the rent controls and ™ make the land avallable.
The provision of low interest [inance o prospective
home owners would reduce thelr requirements for rental
accommodation and [urther ease the situation,

V. CONCLUSIONS

A major elfect of creating a housing short because of the
marked reduction in  the cowtruchion of rental
accommodation by private investors has been demonstrated in
the Canberra situation. One interesting result of the study
has been the short time within which efiect has become

Other effects have become apparent too: the emer-
gence of & black market, matiers related o
criteria and some of the elements of waste. It is also
obwious that the controls have not been effective in helping
the low income earner and do in fact provide more benefit to

Although there have besn reports of some landlords
reducing maintenance, it s (oo early lor sccelerated property
deterioration W have bocome gp-'-nt. However the
existence ol the effect s well established and there s no
reason to expect that Canberra can avoid it,

Hecommenda tions

There b clearly a need for some urgent actions within the
framework of a coherent housing policy:
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1.

The first i ®™ make vast inCreases n the supply of

to ehcourage the private investor to once again bulld
rental accommaodation in Canberra. The retention af
rent controls will alone prevent this action,
50 long as rent controls remain in force, the
determination of the fair rent must be related W an
e
s

increased government allocations o home loans, lower
interest rates on housing loans, and increased value of
loans or other assistance 10 overcome the deposit gap.
Rent controls must be phased out during which period
the restored incentives to private (nvestment
allowed to take eliect so that the supply ol rental
accommodation catches up with the demand.

More efficient and equitable means shoukd be introduced
o asajst Jow inCome earners, such as a rent scbaidy.
This will allow a [ree market to operate and lvestment
will not be driven away.

NOTES

A Lingbeck, 'Rent Control as an Instrument of Housl
in ALA. Nevitt (ed.) The Economic Probiema
Macmillan, New York, (967, p. 3L
LH Ge ‘On the Economic Effects of Rent Control
in Denmark!, in ALA. Nevitt (ed.), op eit., p. 85,
Australlan Law Journal Reports, Yol. 38, pp. 293-307.
F.G: Pepnnance, 'Fifty years, live countries, ons lesson’,
Introduction to; Arthur Seldon (ed), Verdict on Rent
Control, Institute of Economic Affairs, Loondon 1972, p.
NW.

168



Chapter 10

Wheeling and Dealing
Under Rent Control

R.H. Webster

[69



Wheeling and Dealing
Under Rent Control*

R.H. Webster

In actual practice, residential rent control has the reverse
effect o that intended by those who impose it. While
existing tenants become an elite group, there are many who
suffer as a result of controls. The most seriously effected
come from those groups comprising young couples who want
to get married, families on low incomes who cannot get a
Government house, young people starting out in their careers,
students; newcomers to a city, pensioners and widows, While
protected from high rents, they cannot find & home.

Few people understand the real implications of rent
confrols. Those who have had long and intimate experience
of this type of legislation know that there are inevitable and
inesca side-effects which counter any advantages. It is
a constant source of wonder to those who have closs ex-
perience of rent control that any Labor Government would
permit ity much less advocate it. | would go as far to say
thlltltﬂlmﬂﬂin!withuhh:hlhﬂbunmhﬂ'hm
brings out the worst characteristics of human nature more

# This paper s an amalgamation of two s written by
B.H. Webster in 1973, They woere thmMIi.r.,uH
Dealing Under Rent Control' and Rent Control - Who
Really fits?. They were offered to a Canberra news-
paper at the time rent control was in operation in the
Australian Capital Teritory, aa Mr Webster wished 1o
warn of the dangers Inherent in rent control. The news-
paper refused to publish the papers, disbelieving their
contents.
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Rent Control Costs & Consequences

than the control of renta.
Rent control undoubiedly leads 1o a shortage of rental
accommodation. The advantages of a manipulated low rent

and it |s rever again available for rental. Furthermore, no
new houses will become available. Who would |eave money
invested in a rent-controlled house when riskless and less
bothersome lnvestments yield a higher return?  The exodus
of private Investors means that the provision ol rental
housing is left 10 the Government.

There will be a queve for every house that becomes
avallable. Landiords, who get the same rent whoever they
ildiess couples, relatives or friends.
Those in need will go homeless or make other, less

g
5
g
E
3

943 Landlord and Tenant Act disasirous CONSeqUEncEs,
ty of opportunity to study the mess. Because of my
job as auctioneer for the st real estate agents in the
country, | was right in the middle of it.

The pegging of rents at 19139 levels, while building
costs and all prices had inflated, was at the root of the
problem. Most tenants had grealer equity i the property
than the owner. Hence the battle for tenancies became a
savage struggle with big rewards for the victors.  The
inevitable Sharpies' made fortunes lrom the cruel and often
criminal  exploitation of desperate and  [rustrated

23
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wimesses, an under-the<lap sale of fumiture st an inflated
price, a substantial gift in mo way oonnecied with real
estate. There seemed to be no shor of methods ol
evasion and no chance of proving an il ty. Both parties
were equally guilty in law.

Two af people not restricted by the legislation
were returned servicemen with no money and large families,
and Totally and Permanently Incapacitated (T.P.L] people.
They could chtain vacant possession of a house they owned, |
knew one character who cashed inoon this,

When he saw a cheap tenanted house advertised for
sale he would make a detailed inspection, wearing shabby
clothes and a Digger's slouch hat, prominently displaying a
T.P.L badge and with several grubby kids in tow. Tenants
were always well aware of the |egislation and he would
frighten them into believing that if he bought they would get
ne compensation, and would be evicted immediately. MHe
would make & tough arrangement with the tenant 1o get him
to quit voluntarily. Then he would buy the place for peamits
at the auction, because il the fenant did not bid there waa
rarely any competition, except [rom speculators, who
attended overy auction in the hope that a tenant would not
bid too high. | suspected he was a phony. He locked healthy
mqjihlrlﬂhmmmmmﬂlﬂmthmm

inspections,

* Editors note: I the tenant was s aware of the special

of the T.P.l. penaloners, then why didn't he bid

against them at auction? This strategy would ssem T be
in the best interests of the tenant.

13
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Ta regain possession

Some tEnancies went oh into the second generation ol
famibes, which was or through several jucrative
changes of wenancy was not. The landlords seldom

protracied _
to allow landlords possession if they could prove that
the tenant was wealthier than the landiord. It wok some
proving! _
The Act provided that the mortgage gaining possession
the mortgagorys defoult in payment o fallure o
with the mortgage conditions could eventually get an
eviction order. 'Without this clause no owner ol & tenanted
house would have been able o ralse money on the security of
the house becsuse his equity and control weren't good
enodgh. Andther clause stated that i & landlord alfered o
sell the house at a ‘reasonable’ price and under conditions
which he could afford, the tenant had t© buy or face
ictioh. %50 the canny landlord would offer 1o sell the house
on

pay ing. The reasonable price was the Yaluer-Generalh
valuation which, while only about hall market value, was still

which would resull in the owner outlaying more the rent
he could recoup. He would of ten unwil have to sell
a

the nant, who was in the box =81 in deal and got
windlall.

they purchased a block of rew, vacar [lats in Neutral
Bay, one of the lew built then. The newcomers were

bonded T the company for two years, but as soon a5 that
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employed.

exercised in their efforts 1o close the loopholes the ingenuity
ol the Sharks’ was equal %o the occasion. Books could be
written about the double-crossing, reneging and violence
which followed the rich wial of hot-maoney', and the devious
deals that took place.

Besides 13 emotional and sociological appeal, rent
control B said to have attractions ay a redistributor
wealth. It must be the most inefficient, costly, and ca
method ever devised.

fa
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Regulation: History
and Overview

Robert Albon

L RENT CONTROL AND RENTAL MARKET
REGLILATION

Remt contral

Ad it has besn known in Australia, rent control involves the
very righd regulation of dwelling rents; coupled with severe
constrainis on & landlordS ability o evict  tenants.
Commonly, rents have boen [rozen at the jewvel which pre-
valled at a prescribed date and a rent controller i frequently
given the task of making rent determinations based on the
capital value of the lling &t that prescribed date.
Increased outgoings (on rates, insurance and maintenance) are
normally accounted [or in making determinations. However,
the use of base period capital valuei has the effect of holdi
capital values down o levels prevailing at the prescr
date. Where free marketl capital values are rising (as they
typically have where rent control has prevailed), there is a
big incentive for landlords o evict tenants and sell their
properties o an owner-occupker, yel they are frustrated by
eviction controls which only allow the landlord r of ropos-
sesslon on certaln grounds (such as inability of tonant to
pay rent or the landlord requiring the dwelling for his own

jon),  The specified 8 have commonly only
prov A prima facie ground for eviction and considerable
ntice has Typically been required,
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Rent Control: Costy & Conseguences
itental market regulation

Rental market regulation’ usually involves some form af rent
control which is not particularly rigid. For example: tenants
may have the right to seek a Yair rent' determination based
on the dwel current capital value; annual rent inCroases
rmay be li o some maximum percentage; the periodics-
ity of remt increases may be restricted; and considerabie
notice of rent increases may have W be given. The regu-
lators do, however, refrain [rom blanket rent {reezes and rent
determinations based on wwealistic base period capital
walues.

Severe eviction controls are part of the regulator's
portfolio, Regulatory legislation specilies allowable grounds
for eviction and periods ol motice required W attain
evictions, Landlords may be able to get around these
controls by raising rents in an attempl o encourage a tenant
to leave woluntarily’. However, this may not be possible
where there 5 also ome form of control on rents o rent
increases.

Inter ference and superyision
in addition ™ rent and eviction controls, regulators attempt

the security bond system be a popular candidate for
attention. Security bonds are often seen as i hangover from
the days when %ey money' was demanded from tenants seek-
ing to lease controlled premises. Their real purpose, is, of
course, 0 act as an insurance policy. Often the regulation
limits the size of a security bond to some maximum, usually a
multiple of the weekly rent. In addition, the government
may establish & bond bank' and require all bonds to be |
with this fund. The regulators may then supervise the
ﬁutrnﬂhﬁuwruu-whmmmmn
Lo .

Ancther area of intervention & in relation o fepairs,
in some cases, tenants are able to withhold rent payments to
{inance repair they deem necessary. Regulations regarding
repalrs may take other forms as well, such as compulsory
repair orders.

The regulatory machinery may contain other items.
For example; the right of entry ol the landlord or his agent
may be controlled; parties 1 a tenancy agrecment may be
required 0 enter & written lease arrangement; parties may
be forbiddén from ‘contracting out' of provisions in the
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legislation; and discrimination (for example, on the basis of a
potential tenant having children) & often outlawed.

While even many proponents of rental market reguls-
tion are aware of the horrors of ‘rent control’, they can see no
wrong in Yegulation'. Indeed, by some mystical process,

rental market tion i believed to create benefits for
both wnants and 2. It b alittle difficult o concur
with this ¥hew.

Implications of regulations

The possible implications of rental market regulation are dis-
cussed at length in this section by Ross Parish who concen-
trates on the shori-run effects of the enactment of the
regulations proposed in the Victorian Residentiol Tenancies
Bill of 1978, In the shori-run a subtle form of market
adjustment can be to take place. The enhanced
rights of tenants will lead o an increased demand lor rental
accommodation while the extra costs borne or anticipated by
jandlords will cause them to etk higher rents. I the market
s allowed o adjust in this way, rental housing will become
mare scarce while rents will tend o roe. However, theso
adjustments may be thwaried: conitrols on eviction may
prevent dwellings from being withdrawn and controls on rents
may cause rents not to rise. I rent control provisions are
widely used, then de [acto rent control may subsequently
arise. Hent control {proper) is also a strong possibility if
policy-makers respond 1o the short-run effects on rents by
stiflening up controls on rents.

. OVERSEAS CASES
Canaada

The early and enthusiastic involvement of certain Canadian
provinces with rental market regulation makes it possible to
dub this type of legialation, with some ustice, the 'Canadian
Disease'. The provinces which enacted regulatory tion
include Ontario, British Columbia and Quebec. Lario's
laws were lirst enacted in 1970, A debate has taken
place in Canada, the extent of which can be gauged by
wmh‘ﬂ-mm#ﬂﬂmdﬂ-m
Council on Social A The CCSD has argued

for what it calls vent regulation’ while groups like
the Fraser Institute? and the Urban Development Institute
have been firmly opposed to such legislation. Victoria's
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Rent Control Costs & Consegquences

Community Committee on Tenancy Law Reform has drawn
heavily on the alleged success of Canadian legislation to
bolster its case for reforming Yictorian landlord and tenant
law,

L5 A and LLK.

In the United States, Mew York Citys rent control has
attracted much attention, and a system of controls in Massa-
chusetts has long been in operation. Very recently, however,
a mania for regulation has swept the country. The pro-
ontral movement has been able to boast the vocal support
such celebrities as Jane Fonda who has argued |
e .

:
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Uinited Kingdom has tried to deline Tair rent’ objectively and
beis wery righd sscurity-ol-tenure provisions.

Mew Lealand

In New Zealand, there seems to be considerable support for
regulation ol the landlord and tenant relationship, legilation
having besn enacied in 1972 and 1973, In two recent art-
iches, B.H. Easton, and R. Stephera, were broadly in {avour of
some form of contrel.’  Easton saw ‘rent controls as a viable
form of social policy’,* while Stephens suggested that “some
Imﬂhﬂmﬂruﬁmunlm'ﬂhnmhd.uhm
criticlsms are less applicable’ Support lor regulator
legisiation alw seems o come [rom the . i{
a collection of studies on landlord and tenant law, P.B. A, Sim
anets that the Social rationale of rent control lies in the fact
that . . . land &5 & commodity which we all need but cannot
afford © own’.' Sim also amerts that landlords have a
bargaining superiority over tenants. With Yact® ke thess,
the case {or some form of control seems beyond dispute.
Soon after the Labour Government came to power in
1972, they established Hent Review Regulations, and Rent
Review Authorities were set up within the Department of
Laboiir. Tepants could appeal against rent increases which

1B
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had occurred since April | 1972 (inclusivel and only rent
Increases which could be shown (o be due o increased coals
were allowed. The Regulations also imposed maxima on rent
payments in advance and on bonds, disallowed evictions where
tenants had made an application wnder the Regulations,
allowed tenants 10 FECOVET ANy EXCESS  payments, and
disallowed ‘contracting out' from the provisions of the

Hegulations.
The lationa evoled little response lrom tenants.
According to and Harris, the ‘government was clearly

expecting a great number of applications, and must have been
disappointed (and perhaps more than a litthe bemused) when
only 208 applicationa for review were received by early
February 1973 . .."" Not 1o be deterred, the government
work on the Hent Appeal Act which came into force on
wary I, 1978, This Act has all the characteristics of the
archetypical rental market regulation scheme. Remt Appeal
Boards were established to set ‘eqguitable renta’ namely; ‘that
rent which . . . a reasonable landlord might expect o receive
and & reasonable tenant might expect 10 pay. Hent deter-
minations did not have 1o be sought and remained in lorce for
iZ2 months when made. In relation fo evictions, the Act said
littie. Ewictionas were disallowed i the enant was exercming
his rights under the Act (e.g. applying for an ‘equitable rent'
assemment), and in practice this has meant that & landord
attempling o gain possession has had 1o prove that he was
doing a0 for reasons other than those resulting from a tenant
exerciuing his rights under the Act, The Act, like the
Regulations, placed a limit on advance rent payments and on
security bonds. Receipts had to be given lor all payments
and tenants could deduct excess payments' fram their rent.
Payment of key money, and discrimination against tenants
with children was made illegal.

. THE ORIGINS OF AUSTRALIAN RENTAL MARKET
REGULATION

Commission ol Inquiry inte Poverty
M we seek internal origing of rental market regulation in

Australia we need ot ook beyond the Comimission ol Inguiry
into Poverty® and the growth of the consumer protectiohist

# Often known as the Henderson Heport after its Chalrrnan
Prodessor R.F. Henderson aof Melbourne Liniversity.
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movement. Quite clearly, advocates of this kind of interfer-
ence ih the private rental market see it simply as another
branch of tonsumer protectionism’. Rental housing i3 one of
many products where consumers are susceptible to falling
prey o avariclous traders. 1 was inevitable that the cldest
bogey-man of them all - the landlord - would eventually
attract the attention of these ‘guardians' of the consumer's
interest.

The Poverty Commission was clearly not in favour of
rent control, despiie iohs miade 0 it that *there should
be 4 major extension measures ol rent control’.
Control waa rejected for three reasons: (i) landlords will
have a clear incentive to get rid of their tenantst (i) remt
contral 'can lesd o landiords atte to cut costs by not
spending money on maintenancey and ‘even more rious
i the overall elfect of a sharp reduction in the supply of
rental accommodation”, I can only concur with the
&rmlﬂm-lmilmﬂmml‘-lﬁnﬂqmﬂutmﬂ
control is in the long-term interest of tenants’.!

It B alss sasy 1o agree with the Commisalon when it
mdintaing that the market mechaniam does operate, with
irmperfections for private rental housing', and suggests that
‘many of the problems of low InCome private renters result
from their low incomes'.!!  Here the agreement must stop,
for in spite of these wvery senalble obdservations, the
Commission spoils it all with the following:

The cheap private rental market has many other
unsatisfactory aspects such as  insecurity of
tenure, llegal retention of bond money, biased
leases, and legislation which gives temants few
legal rights. Sackvilie will be proposing
legal the

f

B
Bureamu., These bodies would be vested with the full
complement of regulatory powers. The solation was
simple.  All that was needed was for each State to enact the
M ASATY on, and whe could resiil thla panaces?
The Poverty Commission's proposals attracted consi-
derable support from some quarters. For example, the
Avstralian Institute of Urban Studies published & Report of &
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In line with their past record of experiments with rent control
jation, Mew South Wales was the fifst Mate W oacil.
tion provisions were tightened up comsiderably in 1977

such that a court order was necessary w© effect an eviction

or not. Penalties for illegal

300 for an individual and 53,000 for a

Board w adm the security bond system, the effects ol
which are analysed by Alan Mitchell'® in an article in the
Sydney Moming Herald.

South Australia also acted early and its leglslation, the
Residential Tenancies Act, 1578 conforma quite closely to the
Henderson model and carries over rént-setling powers {rom
the lormer Excessive Renis Act. A Hesidential Tenancies
Tribunal was sstablished to adjudicate on dispuies beEtween
landiord and tenants and o el rents - i desired by the
tenant. The size of bonds was limited to a maximum of
three weeks rent, bond money had t© be deposited with the
Tribunal, and eviction controls were tightened upt*

The ALC.T. and Victoria

The Australian Capital Territory has also been active in a
regulatory direction. Al the same time as the removal ol
compulsory rent control in Canberra, the Rent Control
Ordinance was altered to include some of the Poverty
Commission recommendations. MNot content with a partial
adoption, there has been lobbying from within the Depart-
ment of the Capital Territory to go further and fully
implement the Henderson proposals. These eflorts have so
far boen resisted.
Mot o be left behind, Victoria introduced its own
Residential Tenancies Bill, 1978 which attempied 10 cover
The draft bill was immense, ruming to 38 pages
and left no stone unturned in |3 atiempt 0 enact the mast
comprehensive legislation possible. Every weapon in the rent
s arsenal was there. The likely eifects of this
legislation are analysed further by Ross Parish in this section.
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A new and wotered-down version of the Bill was Introduced in
1379, but has not yet been enacted,

Disputation low

What i curious about the implementation of rental market
regulation is that it has arisen in the context of very little
disputation between landlords and tenants. On this matter

bursement. & can scarcely be doubted that the effect of
regulatory legislation will be W provoke friction between
landlords and tenants rather than to reduce it.
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The Economic Effects of
Victoria’s Residential
Tenancies Bill

Ross Parish

Author's Mote
This article analyses the Victorion Residential Tenmncies Bill
of I9TA. The Cowermiment and recetved mamy
mibmissfons from the public this BIL, It was

withdrown and reploced by o new version in December, 1878,
and further amendmants have been foreshadowed. | have not
altered (except trivially) my text to take account of
thess changes. This s partly becouse the origimal Bill
remains of interest (if only as an Awful Eromple), but mainty
bocauss | belleve my analvsis of =sch matlters as rend
rogulation; the role of security deposits and minimum notice
provisions, ele., remains valid, and b generally applicable to
- P g of the egregiousty
many e

objectionable features of tha I8T8 Bill hovwe been removed.
For sromple, the [alr-renting procedures are o be mode
avallable only to tenants whose rents have been increased or
fram ﬂmﬂ:ﬂl. sErvices, o [ocilities have been
withdrawn, rent v to be deemed excessive only if
mignificantily higher than [for comporable premizes; rent
increasss ore o be permitied af six (rather than 12) manth
intervals, or on change of tenant; the minimum period of
notice of eviction withoul couse ia fo be four, (not six)
months; landlord's consent 5 to be required for assignment or
mib-letting; the number of punishable offences has bean
reduced and a0 have some of the macimuwm fines.
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Rent Control Cousts & Conseguences
L INTRODUCTION

Conswmear protec tionists have recently turned their artention
to residential tenants, and pew landlord-tenant legisiation has
been enacted in several Australian states. Victoria was the
latest to move in this direction, a Residential Tenancies Bl
having been introduced in Parliament in December 1974,
where it remained tabled while public reaction to it was
sught.

Although the Attorney-General not surprisingly,
described the Residential Tenancies Bill as being ‘very even-
w.hmmnhmmhrﬂmﬁhuumu

Certalnly the authors of the lhp:rt of the
{;nnmh:r Committes on Tenancy HReform' (henceforth
Report) had no doubts that existing law s ‘plainly blased

tenants’, and their recommendations (many ol which
were incorporated in the Bill - albeit in & watered down form
in ome [nstances) and their rhetoric embodied a view of
landlords and tenants not far removed from  Victorian
melodrama.  Furthermore, the Attorney-lGeneral has sald
that since present law has virtually no provisions establishing
tenants’ righta * . . any balanced legislation 5 golng t© be
seen 0 be talking more about tenants' rights than about
landiords’ righm’,

The principal “tenant protection’ [eatures of e Bill
wiere the inge

* provision for the Talr residential premises
by Residential Tenancies Tr

* jimitation of the frequency of rent increases to once
In twelve months;

* prescribed minimum periods of notice that would give
the tenant - In the Attorney-Generals words -
‘greater security of tenure than any other legislation
in Australla%

* provisions regard assignment and sub-letting of
premises which subatantially the landlord's
control over the disposition of his property;

* [mitation of the value of security deposits (bands')
to one month's rent. (Bonds would also have o be
held in approved interest-Dearing trust accounts, with
the interest being expropriated by the State.)

These provisions, while benefiting tenanis, would clearly
harm landlords. Indeed, in almost all cases the benelit to the
tenant consists of the loss by the landiord of some of hia



Deernand and supply analyils

Enasctment of the Bill would increasse the costs and riks of
being 4 landlord, I would also enhance the security and the
rights generally ol tenants. Unless they were prevented
from doing so, rents could be expected to rise, at least in the
long run, since both supply and demand forces would be
operating in this direction. The rental accommodation
supply curve, and its demand curve, would both shift up-
wards, The net effect of these changes on the equilibrium
quantity of rental accommaodation, and on the wellare of
landiords and tenants, would depend on the relative size of
the two shifts. There are throe possible outcomes, depicted
in Figure 1.

Thee first possiblé resulf, equal shifts in the tewo curves
(Figure la} is the neutral case. This cutcome requires that
tenants' valuation of, and willingress t© pay for their
increassd rights be equal fo the additional costs borme by
landiords.  Adl of the additional costs would then be passed
on to tenants in the higher rents, with no change in the
guantity of sccommaodation rented. Landlords would on
average be no worse off since they would be fully reimbursed
for their higher costs; and tenants would be no betier off,
since they would be paying as much for ther new rights as
these rights were worth o them,

second outcome (Figure Ib) would lollow if
tenants valued their new rights more highly than the cost of
r::lrmmg-u. Rents; and the quantity of accommodation

o Would both rise, and both landlords and tenants would
be better off.

The third possibility (Figure lc) is the reverse of the
second, Tenants are not willing to pay as much for thelr new
rights as the provision of these rights cost landlords, Rents
would rise, the ity ol accommodation rented would fall,
and both landlords and tenants would be worse off.
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Pariske Vietoria's Tenancies Bill

For the second outcome to obtain, it would have 1 be
supposed that landlords and tenants are currently failing to
esxploit contractual opportunities that would be mutually
beneficinl, That is, a landiord who offered & tenancy
contract that protected temants’ rights In the manner
envisaged by the Bill would be able 1o charge a rent that
more than compensated him for his jncreased risks and
codts. Or a tenant proposing such a contract could reach
agrestment with & landlerd on rent that was less than the
value af the contract to the tenant. Now while it may be
that market participants are s whservient o habit and
tradition that they fail to recognise the opportunities for such
gaina from trade, this seems unlikely, more particularly as
rental contracts have changed over time in response 1o
econamic forces. (For example, during the recent period of
rapid inflation the term of fixed-term |eases tended to be
reduced from 12 to & months) Furthermere, even if the
invisible hard were to be somewhat palsied, there is little
reason for thinking that the government fist would be more
successful in guiding landlords and tenants to new, mutually-
beneficial arrangements,

In my view the most Ekely outcome i the third: |
doubt whether the increased costs and risks experienced by
landlords would be matched by a similar or greater increass
i tenanis’ willingness to pay.

Lack of tenant dermand lor change

There does not seem 1o be any widespread demand by tenants
for the new rights offered them. Rather, the demand has
come [rom the Community Committes, which cannot be said
to have articulated the views ol tenants, lor amang its |7
members, only two were representatives of tenants'
asmociations - asociations which themsslves would speak for
only a minarity of tenants. The Committes, which contained
no landlords' representatives, was dominated by social service
organisations and radical groups.” Its Report was oriented
almost exclusively wward the problem of poor tenants, and
reflected the of radical consumerism, Both the
soCial service and the radical consumerists
believe that their clients (the poor and consumers in general)
are incapable of looking after their own interests, and that
improvements in  their welfare require paternalistic
interventions by the State. The Report - and, in large
maasure, the Bill - thus reflect the views of particular elites
as w0 what tenants, especially poor tenants, should want, or
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skotched b the optimistic outcome: it assumes that rents
continue t be determined largely by market forces,
Tribunals exerc thelr power to control rents

€
g
4.

with respect t© only a minority of cases where the
existing or proposed rent was deemed fo be excessive.
However It is quite possible that the Tribunals would come to
play a much more active role, and issue rent-fixing orders for
many enanted premises, so that something close © general
rent control would come Into effect. The consequences
would then be much more adverse for landlords, for prospect-
ive tenants, and for the supply of rental accommodation and
it efficient allocation, the only gainers being existing
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clearly an important one, and will be discussed below, But
before embarking on a detailed analysis of some of the Bill's
provisions, two general types ol defence of the proposed

ion against the sort of criticism | have made of it

legislat

deserve to be mentioned, and disposed of.

Unconvincing arguments

One argument B that some changes that favour
tenanis and ostensibly disiavour in reality benelit

the latter as well as the former. For example, reasonable
security of tenure for tenants has been cited as something
capable of benefiting both parties, since greater security for
tenants encourages them to take betier care of the
premises,. While such a tendency may operate, it does not
follow that the met effects of greater security of tenure are
benelicial 1o landlords, since it also (nvolves costs for land-
lords. It seems unlikely that compelling lendlords o give
their tenants greater security of tenure would be beneficial
to landiords. For it 10 be 30, it would have W0 be supposed
that landlords were ignorant of their own sel-interest, for
otherwive they would have offered the greater security volun-
tarily. The attribution to economic agenis of irrational
behaviour & rather presumptuous, and an unconvincing basis
Lor argument or analysis,

The second argument for denying that the
legialation would result in a smaller stock of rental accom-
midation and higher rents runs as [ollows. Only bad' land-
lords have anything to fear from the Bill: ‘good' or Yair
landlords, who constitute the vast majority, would be un-
aifected. In the Community Committesy words:

How will such (2. Yair) landlords be affected by
the present proposals? It is true that all landlords
will have fewer Yights' to act unfairly than
before; but U they are fair landiords, none of the
obligations in the new laws will require them to
act differently or do more than they will now be
prepared to concede s fair. Nor should the new
laws allect profits because landlords of this kind
will presumably not be charging excessive rents.
On the whole it B true to say that fair landloeds,
ﬁiﬂmnrlm:,m-mhuumm

consumer laws.
(Report, p.71.)
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This u!ummi B, ol course, tmumlogically true i Yair
landiord' is defined as one who would be perfectly happy with
the sdditional constraint imposed on him by the Bill. But i
that is how [t B to be taken, | doubt whether any but a tiny
mipority of landlords - or manufacturers - would qualify as
Tair'

Furthermore, even i it were true that the Bill did not
impose ‘any more rigorous duties on a landlord than those that
any reasonable landlord would already be undertaking' it is
simplistic to argue that such landlords woulkd not be adversely
affected by the proposed It is not just & question of

The Bill provided for the investigation by the Director of
Consumer Affairs (on application by a tenant or on his own
initiative) as to whether a rent is excessive, and for the fixing
of the rent by a Resldential Tenancies Tribunal, On the face
el it, this does not represent a major from the current
situation, whereby tenants can ask the Irvestigation
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luck. This is because the procedures are simpler and seem to
be slanted very much in favour of the temant, tenants
mﬂummmmmmﬁhrwut
Secur of tenure, In of the new arrangements
would be attended by much publicity, and enactment of the
Bill is likely to engender an adversary climate of opinion.

Provisions regarding ‘excessive rents'

The Bill provided that any tenant who Teeils' that his rent s
excessive may ask the Director of Consumer Affairs 1o
investigate the rent. The investigation shall be made
‘without unnecessary delay’. Furthermore, the Direcior may
undertake an investigation on his own initiative, without a
complaint having besn made. [If the Director believes the
rent to be excessive, he shall try to get the landiord 1o reduce
the rent. (The Bill does not specify what the Director should
do il he believes the rent to be not excessive - perhaps it was
not envisaged that this contingency would ever arise!) I the
rent s not sufficiently reduced within a reasonable time, the
tenant may apply to a Tribunal for an order declaring the rent
to be excessive and fixing it a1 a lower level. Such an order
Wwill be made ‘uniess the landlord satisfies the Tribunal that
the rent is not excessive' i.e, the onus of prool is placed on
the landlord. However, the Bill in section B1(4) also aliows
the Tribunal o refuse o make an order where the landiord
satisfies it that

(a) the remt has not been increased since the tenant
went info socupationg
(B} the tenant knew atl the time he went into

{c) having regard 1o all the circumstances surrounding

which separated the making of the application and

the I-unthph-qhnhnmf::mu-wd-’wl
in the interest of justice o be refused,

Presumably these clauses were a small concession o the view
that tenants are responsible adults capable of entering into
enforceable contracts and that their incentive to exercise
erdirary prudence hmmﬁw rental agreement should

i immediste acces to fair-

course of events the landlord can ever make out ground (b,
201
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The relevant

General has sald that in essence, rent is
Thia could be taken to mean, for example,
ive of whether the level reached was
above or below the ‘market® level.

gn increass in the rent should not be

irrespect

LOFhEy
siive Il it & above the market rent’

e
sections of the Bill are consistent with ths intention, except

for (77(h)) which directs tho Tribunals to take into account
increases since the tenant went Into oCcupation of

tmzu

any rent
hm“‘.ﬂ

How might these procedures work in practice?

Every housing unit is unique in some respect, and one cannat
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cxpecl an oulide arbitrator 1o be as sensitive 10 the par-
a dwelling or 1o the nuances af -
ofcuplers. Hence, the determination of
rents by reference to freely-negotinted market rents for
comparable premises in the same locality B a rough-and-
ready procedare. It i simllar in principle W the valuation of
the ‘comparable sales' approach. This
works tolerably well, but it must be remembered that it is not
rormally used to determine a Wransaction price. Property
valuations are usually carried out for ra purposes, of o
provide a ball-park estimate of market for buyers ar
sellers: actual transaction prices are ordinarily arrived at by
market processes of making bids and affers at auctions and /or
private negotiations. And il valuations get out of line with
market prices, they tend subsequently to be corrected.

By contrast, fair renting does determine some trars-
action prices, wir those rents [lived by the Tribunals.
Furthermore, it Is bound to affect market rents as well, and
since fair rents are based on market rents; induced changes in
the latter will tend to be fed back to the {ormer.

The notion that Yair' rents can be determined
reference to “the rent payable for comparable premises in the
locality', without affecting the level ol market rents,
false. To speak of "the” market rent for a class of premises ia
misleading, for there B always a range of rents, and ‘the'
market rent must be conceived as some sort of average
valug, Rent fixing by the Tribunals will tend t© remove the
high observations from the observed range of

E
"
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completely stilled,. Since downward adjustments in fent
would not be interfered with, the net effect would be to
depress market rents.

Finally; landiords are [kely w0 be inhibived from asking
for high rents lor (ear of being taken to (and by7) a Tribunal.

The main point to emerge from this discusalon is that
it is falss » believe that by fixing some rents al ‘market’
levels, interierence with market forces and the general level
of rents can be avoided. The interference might be trivial o
it might be substantial, its magnitude depending on a number
of {actors, but particularly an (i) the proportion of tenants
seeking rent reductions; (i) whether and to what extent
Tribunaly exercised their discretion not to make orders where
rental agreements had been freely entered into be tenants;
{iii) rent levels set by the Tribunals; lv) landlords®
to the actvities of the Tribumais; and (v) the hypothetical rate
of unconstrained inCreass (n Money rents.

Some proponents of the Bill clearly beleve that the
Tribunals' rent-fixing powers would be used only to lower a
lew egregiously high rents extracted by greedy landlords Irom
ill-informed or otherwise exploitable tenants. The fact that
rents, when contralled, would be fixed by reference 1 market
rents lor comparable premises b, on the face of i,
reassuring, but this feature on closer analysis, is seen 1o be a
most dublous saf.

Same critics of the Bill argue that if it were enacted,
it would not be long before most residential tenancies in
¥ictoria were subject w0 rent control.  They paint to the
fact that any tenamt who Yeels' his rent to be excessive may

the Tribunal; that there B little deterrent to his
so since the Tribunal cannot award costs against
unjustified applications by tenants; that the onus of proving
the rert to be not excessive is put on the lendlord; and, most
importantly, that by seeking and obiaining a rent order lrom
a Tribunal a tenant can obtain greater security of tenure.
This last effect arises from a provision of the Bill which
denbes the landlord the right to terminate an agreement
without giving a specified reason when the premises are the
swbject of an investigation by the Director or a Tribunal, or
ﬂilrﬂ'lt-li'l:i.l'lﬂ:ﬂhl’h!l‘!hﬂlu This means that tenants
of such premises can only be given notice to vacate on
grourds prescribed in  the Bill, whereas ftenants of
uncontrolled premises may be given sz montha' notice
without the landlord being required o give any reason. I
short, the costs 1o the tenant of approaching a Tribunal are
negligible, and the possible gains substantial.



the threat of severe control would remain, with consequential

The way to avold rent control is 1o have improved legislation
fair 1 both parties." Even if we amume, along with
Professor Henderson, that the rent regulation proposed in the
Bill would not have the nasty effects of general rent control,
his argument is unconvincing. The many tenant protection
leatures of the Bill would cause rents 0 rise. Surely &
miliew of accommodation shortages, rising rents, and of
agitators urging tenants to assert their new rights would be
maore conducive D demands for general rent control than is
the present situation. The demand might be met,
sponianeously as it were, by the activities of the Tribunals
{who might be expected to be influenced by the general
climate of opinion), without further legislation being
required, Or; it would be a simple matier o amend the

comparable premises but without regard to & scarcity

would do the wick - and would, moreover, be

ing a precedents in the [97% Rent Act of the Linjted

Kingdom, fair rent is defined as & rent established in & free
market! without a scarcity premium.”

Following a Canadian mode]

ﬁuﬂﬂnmﬁhiwﬂurnp_ﬂﬂcwbmhﬂlhﬂmi
that enacted in Ontario in [970. The Ontario reforma were
singled out for high praise In the Community Committee’s
Report, and have subsequently been referred to with approval

Henderson, who also has asserted that they did
have the effect of leading to withdrawal of funds from
rental market. The facts of the matter appear to be as
. First, the Ontario ‘reforms’ af 1970 were lollowed
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in 1973 by legislation (Residential Premises Rent Review Act)
mnunmmg;ruhmlpﬂwﬂwm.
Profemsor Henderson's y that having improved legis-
lation far to both parties’ B the way o avoid rent
control was certainly ot confirmed by events in io.
Second, there hms been a decline in investment for
rental purposes in Ontario in recent years. However,
apinion of the Ontario Minister for Housing, this

g€
FEy
37

be attributed w0 high interest rates, escalating arvd
more recently, to the introduction of rent contrel. I i his
judgement ‘that the modifications 1o the Landlord and Tenant
Act, par W have not been an important consideration in the
building decline’, R i evidently this stalement, made in a
letier o

Limitation of rent inCreases

As well as secking to reduce 'excessive' rents by direct
controls (and by the threat of their being invoked) the Bill
sought to moderate rent rises generally, by obliging landlords
MulﬁdﬂiwﬂrmmHﬂlrﬂhtm.nﬂhr
ting the {requency of rent inCreases to no mare than once
in twelve montha. The latter restriction applies; irrespective

nhny;:hmfuinhumthrdﬂnmt.
5 that landlords are reluctant to

increase the rents of existing tenants Iyt they preler
to keep rents stable {or a reasonable per To the extent
that this s the case, restricting the frequency with which
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in line with current market conditions than is a stting tenant,
who might be quite out of touch with the market. Timing

rent increases; as far as posaible, with in wenants may
thus simply be a means of reducing friction landlords
and tenants. Under the Bill, the landlord flexibility in this

necessarilly hold rents down. § market rents were expecisd
o rise over the year, this expectation would tend o be
embaoadied in the rent bargain concluded between landlord and
tenant, 5o that it would approximate the anticipated average
market rent for the period.' Two other considerations tend
o work in opposite directions. Since there is nd Hmitation
on the lrequency of rent reductions, these might be forced on
landlords by unfavourable market changes at any time. The
situation i thus asymmeirical with respect io roes and [alls
in rent, and hence the net elfect of the Umitation might be
for rents o be lower, on average. But, on the other hand,
lardiords mi seek a risk premium, in the form of a b
average of rent, 1o compensate for the chance of "
being adversely alfected by unanticipated market develop-
meEnts.

The purpose of lImiting the frequency, and requiring
long notice of rent inCreases can only be to hold down market
rents., Many othor provisions of the Bill have the same
intent. To the extent that these intentions were realised,
tenants would be bettéer off and landlords worse off.
However, tenanis would als inour some olisetling costs.
For one thing, landlords are usually willing to trade off some

ikely w0 pay the rent regularly and not destroy the

» The existence of various pressures, including a
tent threat of rent control, might encourage landlords fo
moderate their rents but also o be more selective in their
cholce of tenants. Discrimination against those who do not
wem o be good tenants |3 thus likely to be more severs.
Second, with rents below market-clearing levels, occupancy
rates are likely 1o be high, and a tenanty ability to change his
place of residence easily, 1o be reduced.
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MNotice

The purpose of giving notice of your intention of withdrawing
from a contractual agreement of indefinite length is to
reduce the costs and inconvenience o the other party of your
withdrawal. From the point ol view of the receiver of
notice, the longer - and from that of the giver of motice, the
shorter = the mimimurn reguired period of notice, the befter.

At present tenancy agreements normally treat both
parties symmeftrically with respect to minimum notice. In a
month-to-month agreement, a month's notice by either party
is usually The Bill would change this, as it would
reguire 8 in most circumstances to give tenants
longer notice than tenants are obliged to give landlords. A
summary of its provisions s given in the table

the
[olksw p«E-

h‘Hw | provided that & tenant may erminate a ten-
ancy without giving a reason on & daya' notice, but a
must give & months' notice. In the case of fi
urmﬂ-u.ﬂumﬁmﬁumhmﬂmﬂlmm
which the agreement ends. Landlords are entitled to give
shorter notice (zero to |8 days) i tenants are in breach ol the
agreement, o 60 days' notice i vacant possession of the
properly B reguired for certain specilied purposes.  Tenants
on fized-term tEnancies may give 18 dayy’ notice i the
lardiord is in breach of the agreement, A minor paint is that
s fxed-term agreement can be truncated by the fenant
receiving B0 days' motice i the property i acguired by a
public authority, but not otherwise. [ breaches of duty by
tenant of landlord, or non-payment of rent by tenants, are
remcdled before the motice expires, the notice can be
disregarded (except in cases where breachws have been
comimitted previousiy).

The Bill did not give the landlord vacant possession
bejore 4 sale, but gave the purchaser given vacant posssssion
fon &0 days' notice o the wenant) after a sale. This failure
has been criticised by the Real Estate and Stock Institute of
Yictoria; on the grounds that ', . . the desire 1o sell a property
is probably the most cornmon reason for a landlord wishing to
obtain vacant possession, and a sale may be pre by
dif ficulties of inspection and by buyer resistance. In addition
mnﬂmbﬁweuhhmmmtlmmhdrmmu
the owner's desired time of possession.'’

Either party o a fixed-term agrecment can give not-
loe terminating it belore it has run iis full course  the other
party i in breach of the agreement. In addition, a tenant

i
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may apply o a Tribumal {or release from the agreement on
the grounds that either a change in his place of work o in his
financial position make it necewmary or desirable that he lve
in other atcommodation.

MiEnimrn mnoice
o be given by:
Type of notice Landiord Terant

Motioe without specified grounds 6 montha® |6 days®
Hml-:ﬂ on apecified grounds

- endangering safety of neighbours or

malicious damage to property Immediate Mills
= |4 days or more arrears of rent 15 days [ PN
= ather breach of duty by tenant L days Al
= breach of duty by landlord Mol i& daysé
=  compulsory aoquisition by public

author ity &0 days [[WW
= demalition &0 days® el
= substantial repair or

ey tion * &0 days® fi. &
= wse of premises for business other

than letting &5 & residence 60 daya* Male
= occupation by landiord or his

immediate family &0 days* el
= 10 give vacant posscasion 1o a

purchaser 60 days* i,

= to resume occupancy of landlordys
principal place of residence at
end of fived term agreement I4 days* Fil ol

®  PBuat not ooner than the expiry date of & faed-term

nfmmqrr:

# Fized-terrm tenancy only

** ‘Substantial' means (a) the need for & written permit from
the relevant authority, (b) need for premises 1o be vacant
for more than 30 days, and (c) expenditure af not jess
than 70 per cent of market value of premise.

The Tribunal may permit the landiord %o recover from the
fenant reasonable costs incurred as & result of the tenant's
carly departure. I a landlord gives notice that specifies a
vacation date later than the end of a lined=term agresment,



the tenant is entitled to remain in y unkil the later
date, U a temant gives his 1§ days' notice less than 1§ days
before the end of & fined-term he does not have

|— |
:
%
4
:
:
2
:
:
g

enacted it would be sasier in Victoria to divarce your spouse
than to get rid of your tenant!

First, it ignores the relative frequency with which the
parties are traumatised (more soberly, subjected 1o cost and
inconvenience) by receiving notice. My guess ia that
landlords are given notice far more frequently than they give
it. M this is so, the aggregate cost and [nconvenience
sufiered by landlords [rom recelving short notice from
tensnts may well excesd that suffered by tenants from
teceiving short notice from landlords.

Second, It ignores the cost imposed on the landlord by
requiring that he give the tenant long notice. A landlord
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landlords, would produce net benefits to tenants and
|andlords taken together.' Tenants would benefit, in the
first natance, but landlords would be disadvantaged. I the
long run, the increased costs impesed on landlords would be
passed an to tenants in the [orm of higher rents.

Ansigriment and sub-letiing

Under exnting law, leases may and commonly do contain I-
covenant whereby the tenant ia prohibited [rom

sub-letting all or part of the premises uhhmtu'nw-dhrd'-
consent. The law also provides that Such covenant,
condition, or agreement shall, unless the lease contains an
eXpress provision o the contrary, be deemed to be subject to
a proviso to the effect that such consent shall not be
wnreasonably withheld, and that no fine or wam of money in
the nature of & fine shall be payable [or or in respect of such
licence or consent'. Many standsrd-form leases do, in [act,
contain mn ‘expresa provision W the contrary', irdicating a
desire by landiords o retain absolute discretion as to who
stall occupy their premises,

According o the Bill, tenanty shall not or b=
let without first getting the landlord's consent, specilies
a penalty of $300 for doing so without permission. However
= ard also under pain of penalty of 53500 - a landiord shall not
unreasonably withhold hin consent. The landiord may not
make a charge for giving his consent, and to withhald consent
becayse the tenant refuses 1o pay a charge is deemed to be
urmeasonable withholding of consent. {Siandard-form leases
alien provide that the tenant shall pay all costs and expenses
reasonably incurred by the landlord or his in connection
with the application for suich consent.) a landlord
Ilﬂhhhhmmhhuhmmudhhlum

withheld H: wnless he proves otherwise; and in

E:ﬂ""" son alleges that as assignment or sub-
%ﬂtﬂhﬁl landlord's consent, the onus of proving
on shkall lie upon him. A Tribunal, on a tenants
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application, can make an order authorising an assjgnment or
bl without the |sndiords consent, provided the
Tribusnal satisfied that the landlord has withheld his
consent, and the landiord has not satisfied the Tribunal that
the withholding of consent was
Thuepmnlwdﬂlﬂimmlrlnhummhunl
contral by the landlord over the disposition of his properiy.
A wenant could, in elfecy; chooss his successor, unless the
landlord was able © convince the
for not wishing 1o let his premises
tenant weres reasonable.

Secur ity deposits

The Bill would Omit the value ol security deposits to a
maximum of one months rent, reguire them 1o be held in
interest-bearing trust asccounts at approved institutions,
expropriate for the purposes of the State the interest so
garned, and require the landiord to make any claim againat
the deposlt, or refund it, within seven days of the tenant
vacating the premised.

In his second<reading speech, the Attorney-General
referred to the question of security deposits as ‘one ol the
maat contentious matters in the landlord/tenant relation-
ship, The Community Committes in its Report (pp.4é-T)
roundly condemned security deposits, claiming that they fare
widely and rightly regarded as a major area of exploitation
and discontent in landlord-tenant relationsy  alw, that
although the bond system has advantages lor landlords, it I a
burden upon tenants and serioualy conflicts with the object-
bees @l a reasonable social housing policy'. The Commities
also stated (misleadingly, in my opinion) that ‘9t is probably
true that the modern bond system in Victoria b a descendant
of the iliegal %ey money' payments which wers commonly
demanded in the post-war era’,

The charscwersation of the security deposit systoem as
a ‘major area of tion and discontent' does not jibe
very well with data (derived from a survey conducied by the
Heal Estate and Stock Institute of VictoriaP® which indicate
that 36 per cent of deposits are returned in full, and that no
more than & per cent al fenants jose hall or more of their
deposit.  Admittedly, these data do not throw any t on
how much hassle might be irvolved in getting one’ it
relunded, nor do they apply to non-H.E.5.L lettings, but they
do nol suppori the contention that deposis are a form of
rental peemium.
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The Community Commitiee’s antipathy 1o bonds, ared
the Government's proposal to limit thelr value and tax them,
seam o me o be wrongheaded, and based on an incomplete
and misleading analysis of their role. To say that bonds are
‘s very sighilicant cause of disputes and bad leeling between
Iandlords and tenants’, s, &t least in part, 0 confuse cause
with effect. Disputes and bad feeling are bourd to arise in
landiord-tenant relations for all sorts of reasons, including
differing conceptions of what constitures air wear and tear’,
damage, cleanliness, propsr maintenance, etc, With a bond
syitom ihese disputes, or & large subset of them, are Tocussed
on the bond, But getting rid of bonds would not ushes in an
efa ol sweetness and lght in landiord-tenant relations:
disputes would still arise, but would centre on some other
instrument or |nstitution or remaln unresslved and contribbe
1o & higher cost structure in the industry.

To say that the bond system ‘penalises the great
i jor ity ut!mdmumm:mchmqrmmihw
rent in full'' s the exact opposite of the truth. The system
penalises bad' (or potentially Bad) tenants, either by
constraining their impulses o damage or peglect the |legssd
property o notl to pay the rent, or by exacting a money
penalty i they do give in t© these impulses. Under ihe
insurance scheme proposed by the Community Commities the
costs of bad tenants' behaviour (property demage, rent
defaults)l would be borne by all tenants equally and by
taxpayers generally.'? Private, umsubsidised insurance
schemes would spread the coats across all tenants, although
some  rough-and-ready apportionment of the cosls n
accordance with Lability could be achieved by such devices as

substantially eroded, it & t© be espocted that property
 Cheaning costs, and rent defaults would (ncrease and
that costs would be borme by tenants generally.
The Bill envisaged a mixed scheme, allowing tenants

the choice between a securily of limited slze, and
insurance. It seema likely that bad tenants would end o opt
for the insurance scheme as being the least costly alternative
- at least initially. insurance premiums could then be
expected to rise, and insurers to attempt o vary premiwms in
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In such circurmatances it s minority and deviant groups that
tend to lose out, Hence far from it being (as is claimed) a
means of discrimination in the housing market, the bond

the Residential Tenancies Bureau and the Tribunals, which
are intended 10 provide a low-cost means of arbitrating and
resalving wolld presumably help redress this
problern, and it might be that the operations of these now
institutions would make the bond system redundant. This,
however, cannot be determined in advance. U the Bureau
and the Tribunals did jde ‘cheap justice’ that was

generally thought o be {air by landiords and tenants, then
they might find [t mutually advantageous to remove security
deposits from rental contracts, and the bond system might
wither on the vine., Or, again, it might not: the new
institutions might not live up o expectations, or even if they
did, a place might remain for security deposits, since dealing
with these institutions would still entail some costs and risks.

21%
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An objection 10 security deposits raised by the
Community Committes is that St is unfair that landiords
should have a legal self -help remedy when no similar remedy

ded for the mﬂu-mﬂq the landiord
per nlhhputnt :mm't'll pmtnﬁlm
have some appeal, part ly i one ﬂ!'lmlur"

lﬂ-rl:rlthlt Muhnnl‘hnﬂt

of having their bond withheld unjustifiably, the demand for
rental accommodation will be less than i their rights were
better protected. (Fewer people will become tenants; and the
amount they are willing t© pay in rent will be less). On this
account rents will tend o be lower. And il security deposita
allow landlords to. proteci themaslves, W some degree,
against tenants; the supply of rental acoom-
modation will tend o be greater than f they had less
protection, and on this accownt rents will aiw terd o be
lower. Hence the market will take account of the lop-slded
nature of the contract and will tend 1o redress the balance of
the whole situation, via the determination of the price. N
the balance of rights b changed by legal ‘reform’
compensating changes in price can be expecied o occur,

I¥. OTHER PROYISIONS OF THE BILL

Space does not permit a full description - let alone analysis -
ol the Bill, which runs to almost 100 pagei. Same of its
features, other than those analysed above, are listed below.

Repair of premises

The landlord would be reguired © Keep 'the rented premises
in & reasonable state of repair’. Fallure to do o could result
in a Tribunal ordering a reduction in the ent or a refund of
rent already paid; the landiord to carry out the repairs within
a stated time; and/or the rent to be paid into the Residential
Tenancies Fund until the repairs are comple ted.

A tenant would be permitted © make urgently
required repairs and recover their cost from the landlord,
provided the costs are reasonable and do not exceed two
manths® rent.

Discrumination against tenants with children
The Bill would outlaw discrimination against tenants with
213



A landlord who required a security deposit would be
o provide the tenant with & condition report on the leased

with administering the Act would be able o perform their
duties with comparable alacrity.

Pemil ties

The Bill provides that a wide range of acts or omissions by
landlords and tenants may be punished by fines. Many more
af the punishable affences are applicable to landlards than to
tenants, Some examples follow, the ligure gquoted being the
rraxirmum fines
*  discrimination againat tenants with childeen, $1,000;
*  failing to ensure the tenant has quite onjoyment ol the
premises without interruption by the landlord, 51,000;
*  requiring tenant 9 redecorate, repabr, improve, or
alter premises as a condition for continuing or
renewing an agreement, $3500;
*  making a falwe statement in & notice ol entry, or &
;ﬂ" misleading statement in a notice to vacate,

*  entering ;nmu.lﬂ otherwise than in accordance with
the Act, 3500;
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*  failure ®© give tenant a copy of written agreement
within 18 of signing, $200;

*  fallure w tenant rotice of landiordy change of
address,

¥. PHILOSOPHY OF THE BILL
Lasrsel o - bt relationshup

Under exiiting law and practice, the landlord-tenant
relationship in an agrecment, & voluntary asscciation between
two parties in which a flow of housing services la exchanged
for a flow of money. The law places certain constraints on
what the parties may agree to, and on what sither of them
may do by way ol enforcing the agreement. Bul within these
constraints, the parties are iree 1o contract as they please.

The Bill would greatly rarrow the area of discretion in
tenancy agreements. While not going so lar ay 1o prescribe a
standard contract, it would nevertheless impose a high degree
of standardisation. The freedom of the parties to negotiate
miitually-agreeable terma; trading off one contract dimension
for another, would be much circumscribed,

For landlords - but mot for ehants, who would
generally be better olf in this respect - a second and more
serjous loss of freedom b the increased Gkefihood that they
would have o participate in involuntary relationships with
the other party. At present, the maximum period that a

might have to participate invaluntarily ln an agresment
n determined at the outset by the terms of the contract
specifying the duration of any lived-term lease and the
minimum notice requirement. (At least this s true for the
tenant: & landlord may be forced by a recalcitrant tenant o
remaln b an involuriary relationship lor the additional period

o secure an eviction order). The Bill, by requiring
of lords much longer periods of notice than B customary,
by its provisions regarding sub-letting and assignment, and by
it fair procedures and associated eviction control,
would increase the frequency and duration of periods in which
the landlord would prefer, but be unable, to terminate the

The traditional view of the landiord-tenant relation-
ship is that it s an assoclation voluntarily undertaken of
mutually-agreeable terms and voluntarily maintaired o long
as it m desired by both parties. The contrasting view,
espoused by the Community Committes, i of an association
which, while it might (but need not necessarily) be initiated

7



contractual terma be determined, and diaputes resolved, by a

third party, since, il the landlord cannot withdraw his hsset,
he his no bar power whatsoever. We loow from
expeTience in and elsswhere that the voting power

of wenants ensures that a regime of rent and eviction contral
i3 used to expropriate much of the landlords interest in his
property, and leads to a cessation of investment in rental

The proposed |egislation would increass the costs and risks of
being a landlord, in the following ways:

*  Loss of interest on security deposits

*  Limitation on the amount of security the landiord may
require of the tenant by way of deposit or Insurance

* Increased obligations regarding record-keeping and
manager jal input generally

*  Increased obligation to keep premises in good repair

* Risk af having o pay a fine and compensation to a
Tenant

¥ Optimal tming of repairs, renovations, etc,; hampered
by Umitations on frequency of rent increases

*  Greater probability of disputes with tenants having an
outcome that & unsatislactory from the |andlord's
point of view. This arises from Emitations on the
landlords right to terminate tenancy agreements

?Ehnﬂhmhrhw-umdﬂmnhru

*  Longer periods of involuntary association with a wenant
* Likelihood of more disputes with tenants: timing of
rent increasss will t=nd to increase friction betwesn
the parties; and general ‘consciousness-raising' among
renmnts will cause them to be more assertive

Heduved control over choice of tenants becauss

Z18
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wmamm tenants with
provisions regarding sub-letting and

mmhmﬁrmwﬂdhmﬁdhmn
rents to rise, particularly in the run. However a number
ol the proposed H.muuh;'hlrummmu-u

rents below et-Cclearing levels. These are the fear
mhiunﬂw:ﬁm-:wmhrl
tenant; limitation of the f[requency, and the long notice
required, of mnt increases; and deterioration of the
landlord's bargaining position vis-a-vis sitting tenants. (This
arises mainly from the latters greater security of ‘enure),
These pressures are of course additional to any direct rent-
fizing by Tribumals.

M landiords were forced or induced o charge lower
rents than the market would bear, they would naturally seek
to reduce thelr risks by being more selective in their choice
of tenants, I any case, the whole thrust ol the legialation
would push them im this direction, since enhancement of
tenants’ rights makes the unsatisfactory or vexatious tenant
mare difficult © deal with. Hence the new legisiation would
increase landiords’ discrimination against Yisky' tenants. In
an unconstrained market environment, members of groups
that are discriminated against can compensate for their
unpopularity or their perceived riskiness by paying & higher
rent, and hence can usually secure accommodation. But this
opportunity would be closed I them under effective rent
regulation of the type in the Ball; since any premium
designed %0 compensate landlord for additional peroeived
risks associated with a particular type of tenant would make
the rent excessive in the eyes al the the tors.
result more high-risk tenants would be the
private market and bocome dependent on public housing, and
members of ethnic minorities would become more dependent
upon accommodation provided by members of their own
cammunitiss.

i te legislation were snacted, tenants could expect
o experience some combination of higher rent, shortages of
sccommadation; and more severe dhuimnlﬂmqlhuthi;
risk tenants. Thumnr-r-rlimrmmw
rent regulation, the more serious would

dscrimination become. tenania with mno
meed o move housse woulkd hl'-m!nmmmt
conhtrol.  Prospective new tenants, mobile y Bnd high-

risk tenanis would be worss off. Thess effects on t=nants
would be more serious in the long run than in the short run.
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It is very doubiful whether tenants and displaced
tenants would lind their new rights sufficient compensation
for these costs.,

Initially, landlords would probably experience reduced
rates ol return and hence capital losses (or reduced capital
gainal. In the long run, rates of return might be restored by
shrinkage of the rental sector, but adpstment along thess
lines could be fampered greatly Uf rent and eviction control

Landlords would be expected to become,
on average, ougher® and more inclined to resort to extra-and
quasi-legal means of dealing with tenants,

Bill is likely © have perverse effects,
beneliting neither tenants (on average) nor landlords. The
costs of administration, borne by taspayers lincluding those
who the 100 per cent tax on security deposit interest)
would not be negligible. The only obvious beneficiaries
would be the buresucrats,

:
i

NOTES

t. Victorian Council of Soclal Services, Reforming
Victoria's Tenancy Laws, Melbourne, 1978.
The following organisation: were represented on the
Caommunity committes: Victorian Council of Social
Services; Heal Estate and Stock Institute of Victoriap
instityte of Applied Economic and Social Research,
Melbourne University; Women's Liberation Halfway
House Collective; Royal Australian Planning
institute; The Salvation Army; Tenants Union af 5t
Kilda; Law Institute of Victoria; Australlan Union of
Students; Tenants Unlon of Victoria and Housing
Commission Tenants Uniong Youth Cooncil of
Victoria; Councll for the Single Mother and Her
Child; Action and Resource Centre. Four members
were described as elected community representatives.,
L8 Draft Submisalon by the Property Owners Association
ol Victoria in the matter of the Residential Tenancies
Bill. (mimea)
Ronald F. Henderson, Victorian Tenancy Law Refarm,
Submisaion to Attorney-General of Victoria, 21.12.78.

¥

This is implicity recognised in the Bill, where one of
the factors to be taken into accoumt in determining
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not permitted to require rent increases
o Eenancy 1, the period lor which he
will not be able to the rent’. (Clause 77 (i)).
Real Estate and Stock Institute of Victoria, Submission
on Resl ial Tenancies Bill, |978, p. 62.
of their existing agreements oblige many
maonths notice, not the [0 days

!

were obvious, for thén one would wonder why such
arrangements had not risen spontanecusly. There &
nothing 1o stop parties to tenancy agreements agreeing
o asymmetrical clauses regarding length of notice,
but 30 far as | am aware, they invariably do

ot
And published in the Real Estate ond Stock Joarnal,
April 1973. The data are also cited In Community
Committes's Report, p. 50.

Community Committees Report, p. 47,

The Committee recommended that 'a government
guaranteed system of insurance of rented premises,
operated by the State Inaurance Office, should replace
the present bond system’y and that ‘the maximum
premium cost payable by tenants should be 45  Any
higher cost, and any operating losses, should be
subsidised by the Government, if necessary from
Commaonwealth-5tate housing funds, as a legitimaie

Report, p. 79).
Community Committeey Repart, p. 47,
A friend who r had occasion to house his family
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Conclusion
Robert Albon

Very strong case against controls

The case rent control ia very strong. The major
abjec tive of rent control must be the bestowal of benefits on
tenants - in other words, a redistribution of income towards
the occupiers of privately-rented housing. Most would see
that redistribution as being of the "Robin Hood' type, going
from rich to poor. However, there are many problems with
this form of redistribution. The burden of the transfer falls

Rent control creates many coats in the quest to effect
& capricious transfer to some people. Mot the least of these
is the adverse effect on the supply of rental housing. This
harms mainly seeking to become tenants - a
weak and diffuse group, whose plight it 5 all to casy w
overlook. The lucky sitting tenants get all the benefits, but
their subjective valuation of the benefits s less than the
difference between market and controlled rentss  hence
landlords' lomes will generally exceed tenants’ benefits, The
other costs of rental control include the ineff
associated with labour immobility and the costs of
administration.  All in all, it & difficult not 1 concur with
Websters conclusion that rent control as a redistributor of
wealth, is the ‘most inelficient, costly and callous method
ever devised',

|
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Some might argue that, while Yent control' is not a
\good thing’, ‘rental market regulation' is necessary 10 protect
the rights of tenants. The arguments in this volume tend to
disfavour regulatory intervention, largely because it does nat
seem 1t be in the interests of most tenants.

These conclusions may seem o be negative or even
destructive. However, the intention is not o leave the

are

the rental housing market which largely due to the
incomes al may private tenants. This also happens to be
view of the Henderson Report into Poverty. I there is a
desire to alleviate these problems then we should their

only some private tenants have low incomes. Others in the
community alse sulfer from poverty. Shouldnt we be
concerned about these people as wellT Western societics use

ing old-age and other pensions, subsidised health schemes, tax
:Lni,rlntmunl.pwliclnuﬂmm

Alternative policies more desirable

Why not scrap this plethora of complicated and admini-
stratively unwieldy devices and replace them with one simpie
scheme?  Milton Friedman, Lord Harris and many others
have strongly sdvocated a negative (or reverse) incorne tax
(NMIT) which would eflectively provide a minimum Income lor
all. This propesal has many advantages, not the least being
that it attacks the basic cause of poverty - that is, it is
directed at low [ncome. I addition, the NIT-type scheme
would be far less costly administratively, lreeing valuable
resources for other 5 thus Bver yore
potentially better off. e should also keep in mind the
interesting empirical observation for the United States,
known as "Directors Law' which notes that most ex
redistribution bolls down to the socially uselesa procesa

income backwards and forwards between middle-
income Iamilies. Very little 'Robin Hood' redistribution &
observed 10 oTCur,

Suppose, however, that the housing market is, lor some
reason 1o be the medium of income rediatribution. Would we
be led o recommend rent control in these circumstances?
The answer i an unequivocal ‘no' Various alternative
policies are available including subsidisation of tenants (hous-
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to satisfy a strict

ion
The policy that has attracted most attention is the
of housing allowances to low-income [amilies.
hile not measuring up © a NIT, a properlysun scheme
would have many adavantages. The attraction of the housing

¥
consider the finesse with which a housing allowance can be
directed at the poorest [amilies as compared with the
bluntness of rent contral as an instrument for the alleviation

ol poverty.

Rent control and rental market regulation, in any of
their many forms, are not policies which can
cammand sement and the evidence presenied in this

volume certainly lends weight to this assertion.

227



Glossary

BOND - Sometimes known as a security bond’, An amount
of money & tenant is required 10 put up as security against
damage or default of rent payment. It may be held by the
landlord or his agent. In New South Wales and South

Australia bonds must be with a government agency
krown as a ‘rental bonds board',

CAPITAL VALUE - The market value of a property at a
particular paint of time. Capital value is usually thought to
be related to the present value of a stream of net rentils.

COMPETITIVE MARKET - A market where there are many
mnnm-umm-anwyuu-imh
enough o humhﬂirﬂm:!lutmwhw guantity.

CONTRACT - An agreement made between two parties which
sets out the rights and obligations of each party.

DEADWEIGHT LOSS - A loss in potential cutput due to a
misallocation of resources. A tax ona commiodity might, for
example, force resources out of production that
commodity into less valuable uses, This loss in value is a
desdweight hoss,

DEMAND - The willingness w pay for quantities of a good.
Demand is usually thought of as a schedule of prices and
guantities. Willingress o pay for another unit will usually
decline as quantity increases.

EFFICIENCY COSTS - Synonymous with DEADWEIGHT
LOSS

EQUILIBRIUM - A balance of economic lorces between
demand and supply such that there s no tendency for a
change in price o quantity.

EVICTION - Process of ejectment of & tenant from his rental
dwelling.

FAIR RENT - A legal term aften used to describe the legal
maximum rent on a4 dwelling set by a rent controller,
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HOUSING STOCK - The total quantity of housing services (o
dwellings) in a aphical area. The stock of housing
sErvices may be by the addition of new dwellings or

INELASTIC SUPPLY - A situation where the quantity
supplied of a godd responds less than proportionaltely 1o any
change in its market . It is sometimes loosely used to
mean that the gquantity supplied is totally unresponsive to
changes in price - a condition which is often alleged %o be the
case with housing.

KEY MONEY - This s a sum of maney required by a landlord,
mw_ﬁmmm{w.nm:m. Eey

rights and obligations associated with the agreement,
LEASE - The agreement between a landlord (the lessor) and
tenant (the lessee) whereby housing services are exchanged
for a rent
LESSEE - See TENANT
LESSOR - See LANDLORD

MARKET - The ‘place’ where a commaodity s traded such that
the wishes of demanders and suppliers are reconciled in an
equilibrium price and guantity.

OPPORTUNITY COST - The cost of an activity in terma ol
the alternatives foregone by pursuit of that activity.

OUTGOINGS - Term used to describe the direct expenses
involved with a landlord supplying housing services to &
tenant. These comprise rates, maintenance expenses and



Glossary
insurance,

PRICE CONTROL - The impesition of a legal maximum (or
sometimes minimum) price at which a commodity can be
traded. U the price control b effective it will create a
shortage. Rent control is & particular kind of price controi,

PRINCIPAL TEMANT - Where a tenant sub-lets part of his
dwelling t© a sub-tenant, he becomes the principal tenant,

PROFITEER - Literally someone who makes profits, but
usually there s & connotation of excess profits made in ome
‘unethical manner'. That is, there b an alleged element of

exploitat ion.

PROFITS - Proflits may be divided into two types - hormal’
and ‘super-normal'.  Normal profits are those which neither
atiract new entry o, or stimulate exit from, an activity.
Super-normal profits (or excess profits) are those in excess of
rormal profits, These may arise due to manopoly power or
they may be a more transitory phenomenon arising due to the
equilibration of a competitive market. The latter are usually
krown &3 quas -rents,

REDISTRIBUTION - The process of transfer of income or
wealth from one group In the community to another group.
In the process deadweight losses may well be involved.

RENT - The per period payment required by a landlord, fram
a wenant, in return for the provision of Services.
There may be other rights and obligations o the
contractual arrangement between and tenants. The
term ‘rent' sometimes is used to describe monopoly profits.
This is not the sense in which we use it here,

RENT CONTROL - A legislative form which usually involves
() the imposition of a legal maximum on rents which rmay
constitute a rent freeze andfor the availability of Yair rent
determinations. (i) The control of evictions such that they
are only allowable on certain grounds alter a certain period
ol notice has been given to the tenant, The Yemt control’
part of the legislation is a form of price control.

RENT CONTROLLER - Authority or individual vested with
the legal responsibility of controlling renta.

131



Remt Comirol: Cosix & Consequences -

RENTAL MARKET REGULATION - Legislation which can be
distinguished from Yent control' but which does involve some
controls on rents and evictions, This type of legislation
controls other aspects of the landlord-tenant contractural
arrangement inclhuding security bands, repairs, landlords’
rights of entry, discrimination, eic. Hental market

i closely related to ‘consumer protection' and sees
the tenant as a consumer of housing services requiring
protection from landiords.

(ususlly controlied) price. For example, rent control may
create a shortage of housing services.,

SITTING TEMANT - Literally a tenant in occupancy but mane
commaonly a tenant in cccupancy when rent control i in force
and may entail & connotation of reluctance on the part of the
tenant o move,

SUB-LEASE - The leasing arrangment between a principal
tenant and a sub-tenant whereby the principal tenant allows
the sub-tenant wse of housing services in retum for a
tourﬂ-ln:w The process of granting a sub-lease
sometimes known as sub-letting.

SUB-LETTING - Process of granting a sub-lease,

SUB-TEMANT - Tenant who rents housing services from
another tenant (the principal tenant) rather than directly
from the landiord.

SUPPLY - A schedule of prices and quantities of a commadity
reflecting suppliers' w s to provide the commaodity ina
market. The wupply pr will reflect costs ol provision
including a normal profit.

TEMANT - The party to an agreement with a landlord where-
by the landlord supplies the use of housing services fo the
tenant in return for a rental payment. There may be other
rights and cbligations associated with the agreement.
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