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5. Conclusions and Recommendations

¢ In light of the characteristics of the local rental market and accumulated international
experience, we estimate that the development of a long-term rental market could contribute to
broaden the range of housing products and meet the needs of a broad range of populations.

e An improved rental market could make things easier for many households that are not
able to come up with the down payment needed to purchase a home and provide suitable
housing that meets their needs and provides long-term stability.

In light of the above, a number of initial recommendations are presented below.

1. None of the presented alternatives is independently capable of meeting all of the goals
and, therefore, in order to develop a long-term rental market, evidence indicates that a
combination of strategies that complement one another should be implemented.

2. The current policies at the national level carry very heavy economic costs and, at this point,
they are not aimed at a range of populations, certainly not populations with low to medium
incomes. In light of the rental prices presented in the tenders for projects that have been
initiated to date, such as the tender in Herzliya that is evaluated in this document, those
expected to benefit from the apartments available at supervised rents are households with
medium-high incomes (Decile 8), as those households are the ones that will be able to afford
these apartments (even after the benefit) without spending an unreasonable portion of their
income on housing. We recommend improving the existing national strategies, including
mechanisms of direct and indirect financing, so that the social returns will be greater, in
light of the substantial public investment involved.

3. Policies intended to regularize landlord-tenant relations carry a relative advantage due to their
ability to produce a long-term rental market in a broad manner fairly easily. We recommend
considering the rapid implementation of this strategy to improve the entire rental market
and as a tool to support and complement other strategies.

4. Local-level policies have an advantage when it comes to the creation of positive externalities
and in terms of their role in urban-development processes. These policies also provide an
opportunity to address the needs of populations with medium (and even low) incomes. We
recommend that local authorities make use of these tools, even if, in terms of the overall
market, these tools are limited in their ability to effect broad, comprehensive change.
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Our analysis of these alternative strategies according to all of the criteria is presented using
a color scale:

Red - The alternative does not meet the criterion at all or carries a significant disadvantage
in this area.

Yellow — The alternative partially meets the criterion.

Green — The alternative fully meets the criterion.

Conclusions of the Comparison of the Different Alternatives

Government Amendment Municipal Municipal Regularization
Tenders for 101 to the Alternative A: | Alternative B: | of Landlord-
Long-Term Planning and Units Built and | Ownership Tenant
Rental Projects | Building Law Operated by Shared by the | Relations
the City City and the
Contractor
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Tel Aviv-Yafo will be rented to eligible households as affordable-housing units, according to
the policies set by a municipal steering committee and authorized by the city council.

3.4 Regularizing Landlord-Tenant Relations

On 3 April 2014, the Ministers’ Committee for Housing Issues decided to prepare a legal
memorandum to “improve the existing legal framework for residential landlord-tenant relations
and produce a legal framework that ensures fairness, reasonableness and a level of certainty in
legal relations between the parties.” As this legal memorandum has not yet been published, this
document makes reference to the Proposed Law for the Regularization of Apartment Rentals
in Israel, 2014, which was presented by MKs Hilik Bar, Stav Shafir and Orly Levi-Abekasis as
an option to be evaluated alongside other strategies for advancing a long-term rental market.

4. Comparing the Alternatives

Different strategies complement one another in different ways and the weak point of one may
be the advantage of another. At the same time, there are also a number of points of tension
(trade-offs) between the different proposed alternatives:

¢ Tension between Immediate and Broad Implementation and the Limited Expansion of
the Housing Supply — The regularization of landlord-tenant relations could have a broad
effect across the market and quickly lead to the development of conditions favorable for the
establishment of a long-term rental market. This type of intervention could have a dramatic
positive effect, but could also negatively affect the property rights of landlords today and the
supply of apartments in the future, among other things. On the other hand, new construction
carried out as part of the three other presented alternative strategies might have a smaller
effect and take longer to implement.

¢ Tension Between Public Development and Reducing the Direct Cost to Taxpayers — As
the presented alternatives demonstrate, the greater the governmental authorities’ involvement
in the development of a project, the greater their say in the design and planning aspects
of that project (and, in particular, the greater their ability to affect the accessibility of the
development and the mixture of different types of units) and counter any negative effects
on the distribution of capital. On the other hand, naturally, the greater the involvement of the
governmental authorities’, the greater their direct financial obligation and the subsequent
political difficulty of implementation.

In light of the complementary characteristics of the different alternatives, it is possible that a
particular combination of these options could supply a comprehensive solution to achieve the
different goals of long-term rental housing. However, even if such a combination of strategies
is employed, attention will need to be paid to several issues that are not addressed by any of
these strategies.

¢ None of these alternatives provides an answer for populations with low to medium incomes.

¢ None of these alternatives ensures that these units will possess the features needed to meet
the relevant range of needs (in particular, accessibility and urban regeneration).

¢ None of these alternatives addresses the general shortage of housing in a meaningful manner.
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apartments rented out at reduced rents will be rented only to “eligible” households, in
keeping with current government policies.

3.2 Amendment 101 to the Planning and Building Law

On 18 March 2014, a comprehensive amendment (Amendment 101) to the Planning and Building
Law — 1965 passed second and third readings in the Knesset. One goal of this amendment was
the granting of an incentive to developers to encourage the construction of residential buildings
for long-term rental on private land by authorizing increased construction in long-term rental
projects; “long-term” meaning for a period of at least 10 years. This amendment does not set
reduced rents for units in these projects, but does limit how rents in those buildings can be
increased over the rental period.

3.3 Alternatives for Local Governments

¢ Inthe vacuum created by state policies, in certain cities and in Tel Aviv, in particular, municipal
policies have been developed to advance affordable housing in the form of long-term rentals.

e The City of Tel Aviv-Yafo has adopted policies that define affordable rental housing as
housing whose costs do not exceed 25% of the net income of a household in the seventh
income decile.

e The City’s policy is to advance affordable housing for eligible households that do not own
homes, on land owned by the City or by the Israel Land Authority. While this process is not
intended to provide an answer for segments of the population who find themselves in lower
deciles, those households are not prevented from applying for this housing.

The City’s housing policy has been implemented in two models that differ from one another
in fundamental ways, in terms of the level of involvement of the local authority. These models
will be discussed below as two separate alternatives.

3.3.1 Municipal Alternative A — Units Constructed and Operated by the City

In this model, the municipality constructs the affordable-housing units through the municipal
company Ezra V’Batzran on municipal land and is responsible for the full cost of the construction.
The municipal company Ezra V’Batzran is responsible for evaluating the eligibility of potential
tenants, carrying out a lottery for potential tenants, assigning the apartments to lottery winners,
collecting rent (at affordable-housing prices) and making sure that residents do not abuse their
rights to the units and rent them to any third party.

3.3.2 Municipal Alternative B — Units Co-Owned by the Municipality and a Contractor

In this model, the municipality allocates city-owned land through the publication of public tenders
offering private developers the opportunity to buy leasing rights to that land. This sale of rights
is carried out within the framework of a deal for mixed-use construction (i.e., residential and
commercial) at sites identified by the municipality. In this type of deal, the City of Tel Aviv-Yafo
receives a number of constructed residential units from the winner of the tender, as specified
up-front in the agreement with that private developer. Within the framework of the tender, the
competition between private developers is on the basis of the share of the development that
will be held by the City of Tel Aviv-Yafo. The units that remain in the possession of the City of
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2. Methodology of the Analysis: Assessing the Impact of Different
Alternatives - Goals and Objectives

2.1 Methodology of the Impact Assessment

This methodology requires the definition of policy goals, which will also serve as criteria for
the comparison of different alternatives, the formalization of the alternative strategies within
the set of tools available for government use, analysis of the alternatives in light of the criteria
and, finally, the comparison of different alternatives using a multivariable analysis.

2.2 Criteria for the Evaluation of the Alternatives

1. Ability to create a long-term rental market that will not be structurally limited in terms of
time or scope

2. Ability to increase the share of the market in long-term rentals and the general supply of
housing

Ability to provide solutions for populations with medium to low incomes

Cost of the public subsidy

Ability to provide housing solutions that are accessible to public transportation
Scope of financial assistance for eligible households

Ease of implementation

© N o O &~

Ability to yield positive externalities
3. Alternatives Included in the Analysis

3.1 Government Tenders for Long-Term Rental Projects

The government began to apply the declared policies when, in early 2014, it published three
tenders to market land for rental housing: in Herzliya, Ramat Hasharon and Haifa. These three
tenders were published in accordance with Decision No. 1310 of the Israel Land Authority
(December 2013). The main points of that decision are as follows:

a. The state markets lots that it owns via tenders, which will be awarded to the developer who
offers the highest price for the land. (The tender does not specify a minimum price.)

b. The developer is required to build housing units on the land (at his own expense) that will
be rented out for a period of at least 20 years. After that 20-year period, the developer may
sell the units on the free market.

c. All of the units in the project will be rented for a minimal period of three years and for no
more than 10 years. The developer is obligated to rent out at least 25% of the units at a
reduced and supervised price that is 20% below market price. The remainder of the units
can be rented out at market price.

d. The size of the reduced and supervised rent payments will be determined separately for
each of the three rental projects (in accordance with the market price in each area). The
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1.3 Israel as Compared to the Rest of the World

¢ |naninternational comparison, the proportion of the Israeli population living in rental housing
is slightly lower than the OECD average and similar to that seen in English-speaking countries
such as the US, Great Britain and Australia.

e The customary duration of rental contracts in Israel (one year) is relatively short and similar
to what is customary in the US and Finland.

e The fact that individual landlords, as opposed to institutional landlords, dominate the private
rental market in Israel is not unusual. However, there are almost no institutional landlords
in Israel and there are examples of countries in which institutional landlords account for a
more significant share of the market.

¢ The level of governmental intervention in the Israeli rental market is quite low in comparison
to most OECD countries. There are no limits on rents in the free market and the level of
governmental involvement in landlord-tenant issues is minimal.

1.4 The Status of Landlord-Tenant Relations and Long-Term Rentals in
Israel

1.4.1 Procedures for the Eviction of Tenants Who Do Not Pay Their Rent

In a situation in which a landlord cancels a rental contract due to the tenant’s non-payment
of rent and the tenant does not leave the property, the landlord must appeal to the courts to
sue for the eviction of the tenant. After a ruling has been issued, steps can be taken through
the Bailiff’s Office to execute the ruling. In Israel, the process of canceling the rental contract
due to the non-payment of rent (which must be preceded by a warning period during which
the renter did not correct the problem) through the eviction of the recalcitrant tenant can take
more than 100 days.

1.4.2 Legislative Attempts to Encourage a Long-Term Rental Market

In recent years, a series of laws have been advanced aimed at furthering the development of
a long-term rental market. These include:

¢ Income Tax Law (tax exemption for provident funds on income from residential long-term
rental units), 2012, which states that a provident fund that owns at least 100 “long-term
rental” apartments in one building or in several buildings can choose to take advantage of
a tax exemption on rental income from units that it owns.

e |aw to Encourage the Construction of Apartments for Rent, 2007, which grants tax incentives
such as an exemption from the betterment tax upon the sale of land rights and grants
possibilities for considering depreciation as a deductible loss for income tax purposes.

e Amendment 67 (2009) to the Law to Encourage Capital Investment, 1959, which grants tax
benefits to new rental buildings.

e |tis estimated that the benefits granted within the framework of these laws contribute 1,500
residential rental units to the national market each year.
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This document presents and analyzes the steps that the government has taken to advance
the market for long-term rental housing in Israel. This document presents the government’s
policies through a discussion of three central issues:

e How does Israel compare to other countries in terms of the development of a long-term
rental market?

e What policy tools are currently being used in this area at the national and local levels?
e How can we estimate the expected effects of the use of these tools?

A summarizing outline of the document is presented below.

1. Background to the Development of Long-Term Rentals in Israel

1.1 Characteristics of the Residential Rental Market in Israel

e In2013, 611,000 Israeli households were living in rental housing. These households accounted
for 26.5% of all households. The main group of renters lived in units rented on the private
market (about 22% of the households) and the remainder lived in public rental housing or
other rental housing.

¢ Young households are the main group of renters and the percentage of the population living
in rental housing decreases by age.

e The percentage of renters decreases as the level of income increases and stabilizes at
around 15% in the eighth decile.

¢ There are notable differences between different geographic areas. For example, while renters
account for nearly half of the households in Tel Aviv, in nearby Holon they account for only
a quarter of all households.

1.2 The Increase in Housing Prices and the Relationship to Long-Term
Rentals

e Between 2008 and 2012, the average purchase price of an apartment in Israel rose by 47.5%.

e Between 2008 and 2012, the average rent increased by 41.1%, while the net monetary
income of households increased by only 18.7%.

e Among the populations that have found themselves renting housing instead of purchasing
homes following this increase in prices, we can make particular mention of young families
with small children. Thirteen thousand such families have been added to the rental market.

¢ |naddition to the burden on households, the high price of housing discourages the development
of investment in a long-term rental market. The return on residential rentals in Israel is similar
to the return on residential rentals in Great Britain (about 3-4%), but lower than the return on
purchased residential units (around 6-7%). As long as housing prices are expected to rise,
the economic profitability of purchasing residential property to be rented out will decrease
(as compared to selling the property).
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= The Affordable Housing Center

The Affordable Housing Center was established to develop knowledge and new tools in the
field of housing policy and to advance policies that help medium- and low-income households
secure adequate and affordable housing. The Center has been a part of the Faculty of Law of
Tel Aviv University since January 2014 and is operated by a staff that includes professionals
from the fields of law, planning and economics.
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The Alrov Institute for Real Estate Research

Established in 2013, the goal of the Alrov Institute for Real Estate Research is to provide
researchers, students, executives, entrepreneurs and regulators with up-to-date knowledge
on essential aspects of real-estate theory and practice. The Institute aims to improve efficiency
and competition in the Israeli real estate sector, to encourage entrepreneurship, to enhance
transparency and, thus, to contribute to welfare and economic growth in Israel.

The Working Group

This document is a result of the work of the members of a working group that was assembled
by the Affordable Housing Center and the Alrov Institute and worked together over the course
of April-August 2014 to examine the following question: Why is there no long-term rental market
in Israel? This document summarizes the group’s work and showcases the work that has been
done by the group’s members:

Amit Haquin, lawyer and LLM student

Gal Yeshurun, Master’s degree student, Economics

Pavel Jelnov, PhD student, School of Economics
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