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HOUSING DEVELOPERS — DEVELOPED WORLD

Abstract

In economically advanced European countries, housing development is often carried out by specific housing devel-
opers of a so called “Third Sector” which is situated between state and market. Limited-profit housing providers
may take various legal forms, but have in common to be acting according to public interest and, consequently, get
assigned subsidies of various forms or building land. Rent levels and access to their dwellings are legally restricted.
This contribution takes a closer look at some countries where limited-profit housing developers play a major role
(Austria, France, Netherlands, Sweden). In some countries in transition, there are attempts to implement similar
models of housing development. These models are shortly introduced (Poland, Czech Republic, Slovakia). We
conclude that “old” Europe can provide some important inputs how to set up limited-profit housing providers in
transition countries.
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Glossary

Social rental sector Part of housing provision set
up with the goal to satisfy the needs of those income
classes which are excluded from homeownership or
the open market rental sector.

Public private partnership (PPP) in housing de-
scribes an approach that private companies fulfil
public service obligations, such as housing provision
for defined households with need. For this purpose
they have access to public funds (state aid). Success-
ful PPP models are in place in several Western
European and Asian countries, but still hardly in any
transition economies.

Welfare Regimes Country groups that arrange their
social policy frameworks according to different
guidelines and principles. Esping-Andersen con-
ceived the social-democratic, the conservative and
the liberal welfare regimes. Often a Southern Euro-
pean welfare regime is added.

Introduction

Housing provision in developed countries is increas-
ingly formalized and institutionalized. This is due to
the fact that the supply of building land is regulated
and individuals, firms, public bodies and limited-
profit entities that engage in the production of living
space are usually embedded in a tight legal frame-
work. Yet, there are large differences in the way
housing developers operate and which sphere on a
continuum from private to public ownership they
belong to.

Housing developers usually define their product,
buy the necessary building land, coordinate and
supervise the planning and building process, ar-
range for adequate financing and place the dwellings
on the market. Sometimes they also ensure the long-
term management of the buildings they produced.

There is a whole bundle of literature on the ade-
quate classification and analysis of housing develop-
ers in relation to national housing systems (Healey &
Barret, 1990; Barlow & Duncan, 1994; Golland &
Oxley, 2004).

One very interesting such study, Barlow and Duncan
1994, analyses the process of housing development
in European states in the context of Esping-
Andersen’s (1990) classification of different welfare
regimes. Not surprisingly, there are large differences
in housing development across welfare states as
regards the average size of production firms, the
profit regimes under which they operate (building
profits, development gains), the character of land
supply (public ownership versus speculative) and
the promotional form of housing (non-profit and
self-promotion versus private sector). For example,
countries pertaining to the liberal welfare regime
(UK, Ireland) tend to have large builders and devel-
opers that rely more on speculative development
gains than on building profits and largely belong to
the private sector. Social-democratic regimes, on the
other hand, have large builders that rely on building
profits exclusively, since land-supply is under tight
public control. The operation of builders is super-
vised by non-profit developers. Barlow and Dun-
can’s very preliminary study unfortunately has not
found many successors since 1994 (exception: Ar-
baci, 2007; Keivani & Werna, 2001: 70).

For the sake of this very short introduction, it is
useful to differentiate the following formal (i.e.
through official channels of recognised institutions)
forms of housing development in developed coun-
tries:

0 Direct government housing providers, usually
by municipalities or the federal level,

0 Limited-profit housing providers, such as co-
operatives and social housing associations,

0 Commercial housing providers, often focussing
on large rental housing estates and condomini-
ums or on single-family houses,

0 Self-built housing provision.

Up until the interwar-period, housing provision was
usually carried out by commercial housing providers



and individuals. To some extent company and co-
operative housing played a minor role in some coun-
tries even before, but building activity only started
to sore once government provided adequate backing
for these initiatives. In the 1920s and 1930s direct
state provision of housing in the form of municipal
apartments started to gain a foothold in Germany
and many surrounding countries. Also in the UK,
municipal housing started to become a cornerstone
of housing provision.

In the current millennium, traditional public housing
developers, so prominent in the aftermath of the
Second World War, have phased out their building
activity in favour of limited-profit housing develop-
ers such as housing associations and other forms of
housing organisations (UK, Belgium, Denmark,
France, Netherlands and Austria). This form of hous-
ing production is peculiar to some thoroughly devel-
oped countries and will therefore constitute the
focus of attention of the following sections.

HOUSING DEVELOPMENT BETWEEN STATE AND
MARKET

The functioning of these housing developers of the
“Third Sector” varies considerably across countries
(Czischke, 2009) and the stock resulting from this
development not exclusively belongs to the social
rental stock oriented at low income households but
may be accessible for middle income households as
well. There is a large variety of legal forms (associa-
tions, foundations, co-operatives, limited companies,
publicly of privately owned or under mixed-
ownership). Usually there is some form of govern-
ment control or approval of social housing develop-
ers which operate under special rules overriding
ordinary law. Often their field of operation is con-
strained to the local or regional level. In some coun-
tries housing developers of the “Third Sector” de-
pend heavily on public funding, whilst in others,
private financing is increasingly channelled towards
them (Figure 1).

************Figure 1 approx' here skekokokkskokokokkk

COUNTRY EXAMPLES

Limited-Profit Housing Associations in Austria

By providing discounted building land, grants, public
loans or tax favoured investment, the federal gov-
ernment of Austria, together with its regional
(Lander) and municipal governments has strategi-
cally promoted the development of limited-profit,
cost-capped housing with estate-based cost rents.
Limited-profit housing is procured and managed
mainly by limited-profit housing associations,
(LPHA) but also by municipal housing companies.
LPHA in Austria comprise altogether 190 housing
co-operatives, private-limited and public-limited
companies with a total housing stock (rental dwell-
ings and owner-occupied apartments) of some
865,000 units (approx. 22% of the total housing
stock in Austria). The LPHA are responsible for one
third of new residential construction. That is more
than half of all multi-storey housing construction.
With this very high market share, LPHA have not
only outperformed municipal housing, but also pri-
vate multi-apartment housing construction. The
housing associations are co-operatives or are owned
by public authorities, charity organisations, parties,
unions, companies, banks or private persons. To
avoid moral hazard, it is prohibited for construction
firms to be owners of LPHA (Amann & Mundt,
2009).

LPHA are undertakings organised according to pri-
vate law and a strict federal law. They are exempt
from corporate tax, are not classified as state or
"charitable” undertakings and are limited in the
extraction and distribution of profit and in their field
of operation. They aim at creating a housing sector
that is characterized by a legally defined long-term
binding of the built-up capital within the housing
sector and the constraint to therefore reinvest in
housing matters. The aim of LPHA is the provision of
affordable housing for large parts of the population.

In short, the limited-profit housing system is charac-

terised by four principles (Amann et al., 2009):

0 Cost coverage principle: the obligatory calcula-
tion of rents based on construction costs in
combination with rent limitation defined by the
subsidy schemes guarantee a low and continu-
ous level of rents (3-5 € /m? net).



O Limited field of action: the housing associations
have to focus on housing construction, refur-
bishment and housing management. In fact it is
an important aspect for long term success of the
system that housing associations in general
manage the houses they have produced before.

0 Binding of property - limited-profit: Housing
associations ought to make profits. But these
profits have to be reinvested: in purchase of
land, refurbishment or new construction. A lim-
ited part of the profit (max. 3,5% of registered
capital) may be divided to the owners or share-
holders.

0 Control: Self control through umbrella organisa-
tion, supervision through provincial govern-
ments.

The present system of social housing finance in Aus-
tria provides guarantee-like effects, even without
using explicit guarantees. This derives from the
combination of public subsidies (low interest loans,
annuity grants), the prior role of limited-profit hous-
ing associations in new construction and the effec-
tiveness of housing banks (“Wohnbaubanken”).
Therefore, limited-profit housing associations are
regarded as low risk borrowers. The guarantee-like
functioning of the housing subsidy scheme in all its
complexity - financial support as well as control and
supervision - is responsible for the very good condi-
tions limited-profit housing associations face on the
capital market.

HLM in France

The social rented sector in France is centred around

the concept of subsidised rent projects, called “low-

cost housing” (Habitations a Loyer Modéré: HLM).

The associations providing HLM vary in legal form,

ownership and management. Yet, some general

features of HLM providers can be distinguished

(Levy-Vroulant & Tutin, 2009).

0 They receive supply-side subsidies for building
new dwellings or buying and refurbishing exist-
ing ones, but no subsidies to cover operating
costs.

0 The social rental housing supply is financed
mainly through off-market long-term loans, with
the aid of state subsidies and local authorities.
There are three broad types of social housing,

corresponding to the three types of loans used
to fund them. They each have different income
ceilings controlling access and charge lower to
higher social rents.

0 Theloans are obtained from a public bank
funded by deposits in the housing savings
scheme. Guarantees are provided for these loans
by local authorities or by a mutual fund. In addi-
tion, off-market loans are provided from an em-
ployers’ fund financed by a housing tax on
wages. HLM often benefit from state and local
land subsidies.

0 HLM organisations can take various legal forms:
HLM Public Offices, HLM Public Planning and
Construction Offices and privately-run HLM
(capital companies, subject to commercial law -
they). Some HLM also take the form of semi-
public companies, foundations and co-
operatives, part of which focus on home-
ownership.

0 HLM are designed in a way that a sound finan-
cial balance is maintained. They are managed
according to public accountancy standards, with
(in the case of privately-run HLM) profit-limits
to a certain share of capital invested. HLM or-
ganisations are financially and legally controlled
by the Ministries of Housing and of Finance, and
they are monitored so that their activities con-
form to their social objectives

0 The allocation of HLM dwellings is subject of
family circumstances, housing conditions and
income. Local authorities are allocating a per-
centage of the housing stock according to their
access criteria.

From these general concepts it is quite clear that the
system of HLM in France has many similarities with
the Austrian Limited-Profit Housing Associations, as
described in the previous section. Yet, one important
difference remains in the funding, which in Austria
relies on capital market sources to a much greater
extent. The HLM-scheme was used as a model when
introducing the TBS system in Poland (see below).

“Woningcoporaties” in the Netherlands

Nowhere in Europe limited-profit housing is more
dominant than in the Netherlands. It is owned and
carried out by housing associations (“woningcorpo-
raties”), which in many cases are foundations with-



out real owners. These have to act on a commercial
basis, but any profits they make must be reinvested
in housing. They participate in one of six perform-
ance areas, such as providing target groups with
suitable housing, maintaining the standards of
homes, ensuring financial security and contributing
to the quality of life in neighbourhoods (Boelhou-
wer, 2007). Housing associations are very flexible
and may buy and sell their dwellings on the market.
After a process of deregulation, in 1995, housing
associations became financially independent
through the so-called “grossing and balancing opera-
tion” (“brutering”). Over the last decade, the stock of
limited-profit housing remained stable (around 2.4
million), because the number of sold and demol-
ished dwellings more or less equalled the number of
new-built and purchased dwellings. At present,
there are around 500 housing associations with a
tendency of mergers due to efficiency reasons.

Despite its independence from the government, the
limited-profit housing sector is subject to two ‘safety
bodies’, the Guarantee Fund for Social Housing
(WSW) and the Central Housing Fund (CFV). Both
are financially independent from the government
and act as guarantors to housing association loans,
which results in loans that are cheaper than those
available on the capital market. Associations must
register with the WSW and undergo a credit check.
The fund is now financed by contributions from
housing associations, who are required to set aside a
certain amount, in case the assets of the WSW fall
below a minimum level. If, for any reason, a housing
association is not able to meet the financial demands
of the WSW and is unable to obtain funds, it may be
eligible for financial support from the Central Hous-
ing Fund (CFV). The CFV maintains financial super-
vision on behalf of the Minister of Housing and may
restructure financially weak associations. In return,
associations must consent to undertake reorganisa-
tion in order to establish financial stability. Once CFV
support is accorded, the association can once again
apply for membership and, in turn, WSW loan guar-
antees.

An internal supervisory body advises management,
monitors the work of associations and takes action
where necessary. Although central government

withdrew from the field, the Minister of Housing still
retained some powers of intervention. The Minister
of Housing also has the power to block plans by the
associations that were adopted without his prior
permission. The associations endeavour to show
that they act responsibly to society by promoting
transparency of their policies and encouraging col-
laboration with others. A very recent decision of the
EU Commission (Dec. 15th 2009) demanded a
clearer separation of commercial and social activi-
ties of housing association and ensured that the
allocation of dwellings is conducted in a transparent
and objective manner, focussing more on a pre-
defined target group of socially less advantaged
persons. Other than that, the Commission confirmed
the operation of Dutch housing associations to be in
line with EU competition law.

Municipal housing companies in Sweden

In Sweden, providing adequate housing is the re-
sponsibility of the municipalities. Most municipality
have their own independent non-profit housing
company. SABO is the federation for the municipal
housing companies (www.sabo.se) and now in-
cludes approx. 300 member organisations. These
member organisations own and manage around
780,000 dwellings all over the country (18% of the
total stock, 2005). Since the early 1950s municipal
housing companies are run as independently as
possible from wider municipal budgets and are usu-
ally organised as limited companies. Municipalities
have the primary responsibility for planning and
supplying good housing for the local population and
those who wish to move to the area, while the fed-
eral government is responsible for providing the
necessary legal and financial instruments.

Municipal housing companies combine commercial
aims with social responsibilities and may only en-
gage in a business activity if it is conducted without a
prospect of profit and is essentially concerned with
providing municipal amenities or services for the
residents of the municipality. The social responsibil-
ity of the municipal housing companies today pri-
marily means that they focus on offering good-
quality, safe housing at a reasonable cost. The dwell-



ings are allocated by the housing organisation itself
or by a housing association run by the municipality.

New construction by the municipal sector roughly
corresponds to its share in the total housing stock
(around one fifth). It is funded on the open credit
market, with loans sometimes backed by municipal
guarantees. A typical project might be financed up to
90% of building costs by long-term loans, the rest is
covered by the housing company’s own capital
(Turner, 2007).

The solidity of municipal housing companies has
improved over time as their net worth, ie. their
assets minus liabilities, averaged 20% in 2005. The
recent increase in property values contributed con-
siderably to the rising solidity of municipal housing
companies. The return on capital invested is around
6-7%. It is usually reinvested in building activities.
Municipal housing associations’ rents are set by
negotiation with local tenants’ associations and
function also as a benchmark for the rent levels in
the private rental market, which has in the past
caused problems with EU-law on competition and
level playing fields.

In addition, there is a very particular system of hous-
ing co-operatives in Sweden. HSB and Riksbyggen
are the main actors in this sector, both of which are
umbrella associations for many small co-operatives.
Housing dependant on these co-operatives is equiva-
lent to 700,000 apartments or 17% of the total hous-
ing sector. HSB currently represents close to half of
this market.

TRANSITION COUNTRIES

In a study commissioned by the EIB, the Hungarian

research institute Ecorys (2005). resumed housing

policy development in CEE and SEE countries as a

general model (Fehler! Verweisquelle konnte

nicht gefunden werden.):

1) In the first period of transition, housing construc-
tion is reduced to owner-built, particularly single
family houses. The traditionally rather strong
state involvement in financing, building, alloca-
tion and management decreases sharply. Hous-
ing production drops drastically, privatization
and restitution take place.

2) In the following years legal reforms are under-
taken, the banking sector establishes and devel-
ops mortgage instruments. The private sector re-
covers with the development of owner-occupied
apartments. The authors include the present
situation in Romania and Bulgaria in this stage.

3) Subsequently, the states develop subsidy poli-
cies. This is the case in CEE countries and Croatia
today.

4) A final stage is described as having re-established
social housing schemes and urban renewal poli-
cies. As a complementary sector, the non-profit
sector with housing co-operatives, housing asso-
ciations and housing corporations may operate
under some kind of government supervision, en-
joying government subsidies.

seokokkskokokokk Figure 2 appI‘OX. here skokokkeskokokokokskokok
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summarizes the dynamics of housing delivery sys-
tems throughout the stages of transformation. Only
around a decade after the beginning of the transfor-
mation process, the lack of housing development
triggered by the reduction in public sector develop-
ment is increasingly balanced by private developer-
built housing construction and, in some countries, by
the emergence of non- or limited-profit housing
production.
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Yet, in general, although construction of owner-
occupied apartments has recovered, this is not the
case for rental and especially limited-profit afford-
able housing (Tsenkova, 2005). The sharp decline in
public housing in the 1990s did not recover at all.
Municipalities are only active in housing construc-
tion in a few countries (e.g. Poland). Generally, the
public sector still tries to avoid being involved once
more in housing construction, as it disposed of own-
ers’ obligations by privatising big parts of the rental
stock (Hegediis, 2007)

The profession of rental housing developers is not
established in the majority of CEE and SEE countries.
Currently, housing developers are often subsidiaries



of construction companies. Their primary interest is
to employ their own construction division and to get
returns on investment as soon as possible. Long
term investments are neither their core business nor
in their interest. Affordable rental housing develop-
ers in contrast must have a long term perspective. So
far, only some attempts at a non-profit or limited-
profit housing sector can be observed.

The Polish TBS-Model

In 1997, Poland introduced a rental housing con-
struction programme aimed at municipalities. Some
100,000 units have been constructed so far. The
administration of this programme is carried out by
the state-held BGK Bank and finance consists of
long-term interest-subsidised loans (3.5% double-
indexed). Construction is realised by non-profit
housing associations (TBS), owned by municipali-
ties, and by a few co-operatives. The rental apart-
ments are targeted more at middle than at low in-
come groups. Subsidies are subject to 30% private
equity funding and the remaining 70% of funds are
contributed by the National Housing Fund (KFM),
which is financed predominantly out of the state
budget. Since 2002, the funding was to a large part
provided by state-guaranteed loans from the EIB
and the CEB (Le Blanc, 2009). The large requirement
for public outstanding loans amounts to a consider-
able problem. Also, within the political debate, insuf-
ficient targeting of the subsidies has been criticised,
because objective criteria for the allocation of these
very cheap dwellings are lacking. Narrowing the gap
with market conditions is increasingly needed.
Therefore co-financing and refinancing with com-
mercial banks and the issue of domestic bonds
should be considered to relieve the pressure of
budgetary funding. Meanwhile, production output of
the TBS sector has decreased strongly.

Co-operatives in the Czech Republic

In the Czech Republic, neither social housing nor
non-profit housing associations are legally defined.
Yet, in 1995, special subsidy programmes for new
“quasi-rental” municipal housing construction ap-
peared, with total subsidies amounting to approxi-
mately one quarter to one third of average dwelling
construction costs. The programme allowed for the
creation of co-operatives (PPP) between municipali-

ties and participants (future tenants): a municipality,
with the help of a commercial developer, secured the
state subsidies. The remaining costs of development
were covered by down-payments from future ten-
ants and by commercial mortgage loans. Though a
right to buy was allowed only after 20 years from
the year of completion, the share in a housing co-
operative could, under valid legislation, be liqui-
dated immediately, resulting in a quasi-ownership
structure. Even though this programme helped to
increase new construction considerably, it was
highly criticized for several reasons. Amongst these
were the emergence of a black market in rent-
regulated municipal dwellings and the illegal “sale”
of rental contracts on rent-regulated municipal
apartments, carried out via fictitious dwelling ex-
changes. Also, there were no limitations concerning
the maximum cost per m2 or the maximum area of
the dwelling and no means-testing was applied in
the allocation. Owing to this body of criticism, the
system was largely amended in 2003. The co-
operative form was forbidden, cost and income ceil-
ings were introduced and the participation of pri-
vate capital was further encouraged. Apartments
constructed with this state subsidy now have to
remain in the ownership of the municipality and
have to be used for the purpose of housing based on
a lease right. Only some income groups (lower-
incomes) may become tenants in such apartments,
on condition that they do not own any other real
estate intended for housing. The rent level corre-
sponds approximately to cost rents. The subsidy
programme for “quasi-rental” municipal housing has
contributed considerably to the high rate of new
construction in the Czech Republic.

The Slovak non-profit housing scheme

Only 4% of the Slovakian housing stock is consti-
tuted by municipal dwellings and 14% by co-
operative dwellings. Due to the scarcity of social
housing, rental contracts with the municipalities are
generally limited to three years. As a result, the ex-
isting law on non-profit organisations was amplified
on the subject of housing. The tax reductions that
were introduced benefit associations and co-
operatives, but they do not apply to capital compa-
nies. Owners may be municipalities or private indi-
viduals. Nevertheless, only housing associations that



are predominantly owned by municipalities may
receive state subsidies. They also have to respect
specific building cost caps. After a set-up period of
several years, in 2004 and 2005, the first two hous-
ing associations following this model were founded.
One of them is owned by the city of Bratislava (90%)
and Istrobanka (10%). The other one, based in the
Northern Bohemian city of Martin, received impor-
tant help from the Dutch housing fund DIGH (Dutch
International Guarantees for Housing). These two
associations have just begun building activity. The
foundation of these associations met with consider-
able difficulties. Approbation from the local authori-
ties had to be obtained. The authorities are con-
cerned about a capital outflow and so have estab-
lished strict control mechanisms.

Summary and Conclusions

In economically advanced European countries, hous-
ing development is often carried out by specific
housing developers of a so called “Third Sector”
which is situated between state and market. Lim-
ited-profit housing provides may take various legal
forms. Yet, they have in common to be acting accord-
ing to public interest and, therefore, get assigned
subsidies of various forms or building land. Rent
levels and access to their dwellings are legally re-
stricted.

Analysing the opportunities to establish affordable
limited-profit housing in CEE countries, two impor-
tant prerequisites can be named. First, the operation
of limited-profit housing developers must be defined
by law, as building up assets is promoted by public
funding. Second, a sound financing model is re-
quired.

Limited-profit housing development is designed as
alternative to private housing and also to public
housing. These developers are managed on a private
market basis, but have to accept thorough public
supervision and auditing. Over the years, business
operations may generate substantial assets. This
results in economically strong companies with a
sound and secure position on financing markets and
markets for construction services. This also requires
strict regulations regarding the treatment of profits

and assets. Therefore an adequate legal framework
has to define that profits should be made, but must
be reinvested in housing.

The [IBW (Institute for Real Estate, Construction and
Housing Ltd., Vienna) and DIGH (Dutch International
Guarantees for Housing) have designed a financing
model, following the principles of a Housing Finance
Agency for Countries in Transition (H!FACT) to-
wards the implementation of an affordable rental
housing market in several CEE countries. The fun-
damental aim is to provide inputs out of housing
systems in “old” Europe for an efficient framework
for the operation of limited-profit developers.

See also: Housing Finance: Transition Societies
(408), Economies of Social Housing (105), Co-
operative housing ownership (487).
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