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THE RISE OF

THE CORPORATE LANDLORD

THE INSTITUTIONALIZATION OF THE SINGLE-FAMILY RENTAL MARKET
AND POTENTIAL IMPACTS ON RENTERS

by Desiree Fields, Ph.D.

EXEGUTIVE SUMMARY
A $1.5 TRILLION OPPORTUNITY

Since 2012, large investment companies, mainly private
equity firms, have raised and/or invested $20 billion to
purchase as many as 200,000 single-family homes through-
out the United States. This investment space opened up

as the result of foreclosure crisis, which lowered property
values, tightened mortgage credit, increased rental demand,
and consolidated unprecedented amounts of single-family
homes under the ownership of banks and government-
sponsored enterprises. While local “mom and pop” owner-
ship has long characterized the single-family rental market,
these post-crisis conditions created new opportunities for
firms like Blackstone and Colony Capital to enter the market.
Within just a few years, single-family rental housing has
become a new institutional asset class. The recent rollout of
the first rent-backed securities has some analysts estimating
the market as a $1.5 trillion opportunity.>

RISE OF THE CORPORATE LANDLORD

As part of our Homes for All campaign, the Right to the City
Alliance aims to broaden the conversation about the housing
crisis beyond foreclosure. This generation’s crisis of affordable
housing will impact renters the most—especially low-income
people of color living in urban areas.® The rise of the corporate
landlord in the single-family market is central to understand-
ing the housing crisis renters face today. The need to bring
public attention to this paradigm shift is particularly impor-
tant in light of intensifying housing cost-burden for renters
and surging post-crisis rental demand, which together have
brought chronic housing insecurity for low income renters
to crisis proportions.

This report outlines a policy agenda based on the potential
impacts of the new single-family rental market on renters’
housing affordability, access, quality, stability, and ability to
hold landlords accountable.

Although a wide range of investors are active in distressed

property, we focus on the role of large, well-capitalized pri-
vate equity firms, such as Blackstone, because their activities
have so rapidly developed and institutionalized the single-
family rental market. Since 2012, their strategy, initially
described as “REO-to-rental” (REO, or real estate owned, the
term for properties under bank ownership after foreclosure),
has already undergone a number of innovations, including:

Leveraged purchasing

Leveraged purchasing: Global investment banks like
Deutsche Bank and JP Morgan Chase have provided credit
facilities (ranging from hundreds of millions to over a billion
dollars) to boost property acquisition.* The securitization
of rental income streams, first offered (in high demand)

by Blackstone in late 2013 and later by Colony Capital and
American Homes 4 Rent, also provide greater liquidity to
fuel additional purchasing.> Firms have also leveraged capi-
tal by taking their new rental companies public as real estate
investment trusts (REITs),® with Starwood Waypoint being
the first single-family REIT to issue public stock offerings.”

Private-label lending

Larger firms have also started providing blanket mortgages
to smaller investors, which they can also securitize. Blackstone’s
B2R (Buy to Rent) Finance offers loans to those looking to
buy anywhere from five to 1,000 houses.®

Nonperforming loan acquisition

As the REO inventory begins to dry up in key markets like
Atlanta, Phoenix, Los Angeles, and Tampa, firms have also
begun to acquire non-performing loans. Starwood Way-
point, American Homes 4 Rent, and Altisource Residential
have led the turn toward nonperforming loans as a means of
improving their financial flexibility and financing additional
growth.?

Innovations like leveraged purchasing, private label-lending,
and acquiring non-performing loans expand large firms'
presence in the single-family market and build a pipeline for
financial products like rental bonds. While such institutional
investors currently own less than 2 percent of single-family
rental properties, the fact that many of the same institutions



and practices implicated in the global financial crisis figure
now figure strongly in the single-family rental market should
give us pause.

The crisis of affordable housing over the next
generation will be concentrated among renters.

At the center of this crisis are low-income people

POTENTIAL IMPLICATIONS FOR RENTERS

Affordability

Tenants could face higher rental costs due to pressure for pri-
vate equity funds deliver returns to investors, particularly with
the advent of rental bonds. Among Invitation Homes tenants
we interviewed in Atlanta, Los Angeles, and Riverside, rents of-
ten exceeded the HUD Fair Market Rents for the area; lease re-
newals increased rents by 37 to 53 percent.® The long-distance
nature of the tenant-landlord relationship and the practicalities
of investment strategies may also increase corporate landlords'’
reliance on financial penalties, potentially limiting tenants’ op-
portunities to seek recourse in cases of hardship.

Accessibility

Corporate landlords’ limited experience means they may fail to
comply with fair housing law in how they market their proper-
ties, who they rent to, and whether they make accommodations
for people with disabilities. Overall, less than 1 percent of the
properties owned by Invitation Homes are occupied by ten-
ants with Section 8 vouchers." In our surveys of Invitation
Homes tenants in Los Angeles and Riverside, only one of 50
respondents received a Section 8 subsidy. We must also con-
sider how shifting investment priorities could contribute to
housing instability for low-income renters over the medium
and long term. What are the ramifications of the govern-
ment subsidizing such cases of speculation?

Quiality

Since institutional investors are not experienced in property
management and maintenance, housing quality can easily
be compromised. Many Invitation Homes tenants in Atlanta
expressed concern about shoddily completed renova-
tions."? Recently, a Los Angeles family sued the company

for its failure to quickly respond to water leaks, mold, and
cockroaches, which adversely affected their health.” Greater
reliance on leveraged purchasing increases the potential for
investors to experience financial distress, adding to the risk
of property neglect.

Stability and Accountability

Situated in the footprint of the foreclosure crisis, a major
concern about the new single-family rental market is the po-
tential for another speculative cycle that could end in a bust,
subjecting communities to yet another round of destabiliza-
tion.”* Tenants may be forced to move out or adjust to new
policies and practices when their home is flipped to a new
investor-landlord. There is also a need to consider how renters
can hold distant corporate landlords accountable. Invitation
Homes tenants in Atlanta, Los Angeles and Riverside report
they have never seen anyone from the company since they
moved in and are not in regular contact with their landlord.

of color living in urban areas.

SETTING AN AGENDA

The entrance of corporate investors as landlords represents
a fundamental change in the nature of the tenant-landlord
relationship in the single-family context. It is critical for
policymakers to know about and understand this shift. We
urge policymakers to take proactive measures to monitor
and regulate the single-family rental market. These policy
measures should include the following:

I
Support research and access to information about
the paradigm shift.

i) Offer greater transparency on single-family rental
market: The government should evaluate the results of
the bulk sales and make them available to the public. It
should also conduct further research on the bulk sales
related to affordability, quality, security/permanence,
and access. This can be achieved with greater transpar-
ency on the Federal Housing Finance Agency’s 2012
bulk sales under the REO Pilot Initiative.

ii) Fund and support extensive research on inves-
tor impact: Given the unprecedented nature of an
institutionalized single-family rental market, an urgent
priority is research on the impact institutional investors
have on local rental markets and renters, especially
around issues of affordability, access, and influence on
traditional landlords. This research is also critical given
that private equity players are currently more thinly-
regulated and opaque than conventional landlords
and undertake riskier investment strategies.

Il.
Enhance support for tenants’ rights in a changing
rental landscape.

i) Create a national tenant clearinghouse: Tenants of
landlords such as American Homes 4 Rent and Invi-
tation Homes have already begun to use consumer
review sites like Yelp and Zillow to share their experi-
ences with one another. This suggests the utility of a
national tenant clearinghouse to protect consumers
renting from corporate landlords and disseminate pub-
licly funded research on the single-family rental mar-
ket. The Consumer Financial Protection Bureau (CPFB),
given its mission to protect Americans from abuses by



financial companies, should play a role in creating and
maintaining the clearinghouse.

ii) Ensure a baseline of information and protection for
tenants at the local, state, and national levels: Ten-
ants’ rights vary significantly from state to state; there-
fore, government at the local and state levels should
work proactively to ensure that tenants, especially
former homeowners who may be unfamiliar with the
rental market, have access to information about their
rights. Wherever federal support is given to the indus-
try, tenants should have a guarantee of a minimum set
of rights. The Protecting Tenants at Foreclosure Act of
2009 is one example of this.

iii) Rethink tenants’ rights for the era of “big data”:
Support for tenants’ rights should explicitly address
the “right to research” as part of consumer protection.
For example, tenants should know and have a say in
how investor-landlords collect and use data and what
impact it has on their credit scores.

Il
Develop proactive regulations to promote the
common good.

i) Clarify and/or establish a federal role in regulating
single-family rental: The Senate Committee on Bank-
ing, Housing and Urban Affairs (CPFB) should explore
existing oversight and whether it is adequate for this
new market. The CPFB, Department of Justice, and De-
partment of Housing and Urban Development (HUD)
all have roles to play in ensuring corporate landlords
do not violate federal fair housing and fair lending laws
in tenant selection, eviction policies, disability access,
and property maintenance. Ensure baseline protec-
tions for tenants is needed, but there appears to be no
agency that is providing oversight.

ii) Ensure affordability and accessibility: Guided by
rigorous, publicly-supported research on the short-
and long-term impacts the institutionalized single-
family rental market has on housing costs for low- and
moderate-income (LMI) households, affordability
requirements should be put in place for institutional
investor-landlords. Such requirements could require
institutional investor-landlords to make a certain num-
ber of affordable units available to LMI households
depending on their local market share.

iii) Promote greater community control of housing and
diversity of ownership structures: The REO-to-rental
market should not only be a paradigm shift for inves-
tors. Government should work to promote greater di-

versity of ownership and control over land and housing
in order to prevent the dominance of high-risk financial
practices in the single-family rental market. Commu-
nity land trusts are especially compelling because they
stake participants in their local communities, while of-
fering less vulnerability to foreclosure than traditional,
individualized ownership.

V.
Generate resources to support lower income
households.

i) Implement a financial transaction fee on rental
bonds: Rental securitizations continue to be rolled out
(there have now been four issuances of rental bonds)
to strong market reception, making more such trans-
actions a strong possibility. High investor demand
for returns from rental bonds could have an adverse
impact on housing affordability, especially for low-
income renters, who already face an affordability crisis.
Without a significant burden on investors, institut-
ing a small tax of 0.1 or 0.2 percent on rental bond
transactions would create significant resources for the
National Housing Trust Fund.

ii) Introduce local and/or state taxes to ensure com-
munity benefits from investments: Progressive tax
measures on corporate landlords’ profits could apply
to investors and associated subsidiaries with large local
inventories and on profits above a certain threshold.
Funds generated could be earmarked for creating or
preserving permanently affordable housing (such as
community land trusts) at the local level. In this way,
local and state government can promote the common
good by ensuring that the financial benefits associ-
ated with the changing face of the single-family rental
market don’t come at the expense of tenants.

CALL FOR ACTION

In drawing attention to this paradigm shift in the single fam-
ily rental market and its potential impacts on renters, this
report aims to set an agenda for action by housing advo-
cates and policymakers. The transformation of single-family
rental housing from a local, “mom and pop” industry to a
global investment class should be closely studied, subject to
proactive regulation to promote the common good, accom-
panied by enhanced support for tenants rights, and gener-
ate resources that will benefit lower-income households
most vulnerable to housing insecurity. We must recognize
that land and housing are not simply financial assets, but
resources that are fundamental to the well-being of families
across the economic spectrum, communities and society,
and we must act on this insight.



INTRODUCGTION

The foreclosure crisis has added to the long-term and unmet
need for affordable rental housing as former homeowners
become renters, and economic strain and tightened mort-
gage credit delay others from buying homes. Even before
the influx of new renters, the longstanding decline in rental
housing affordability had become more acute due to rising
rents associated with the housing boom, increasing energy
costs, and lower real incomes. From 2001 to 2009 the share
of renters paying more than 30% of their income to rent and
utilities combined rose from 41.2% to 48.7%." At the same
time, the consolidation of millions of single-family homes
under the ownership of banks and government-sponsored
enterprises has created new opportunities for large inves-
tors, who have been purchasing the properties with the
intention of operating the formerly owner-occupied homes
as rental housing. This “REO to rental” market has grown rap-
idly since 2012, with global investment banks like Deutsche
Bank and JP Morgan Chase providing credit lines to fund
acquisitions by investment firms like Blackstone, and the
rollout of the first rent-backed security in November 2013.

At first glance, such investments appear to offer positive
outcomes such as bolstering property values of owner-oc-
cupied homes (the total value of which remains $3.2 trillion
below 2006 levels, despite rising values in many parts of
the country),'® re-occupying vacant properties, and easing
strained local fiscal conditions. However, the rapid devel-
opment of the single-family rental space by large private
equity firms and many of the same banking institutions that
contributed to the financial crisis should also give us pause.
This is particularly important in light of intensifying hous-
ing cost-burden for renters and surging post-crisis rental
demand, which together have brought chronic housing
insecurity for lower income renters to crisis proportions.”
Policymakers and advocates must carefully consider the
risks and concerns renters may face in an institutionalized
single-family rental market.

The institutionalization of the single-family rental market
raises questions about housing access, affordability, quality
and stability. The entrance of corporate investors as land-
lords represents a fundamental change in the nature of the
tenant-landlord relationship in the single-family context, po-
tentially complicating tenants’ ability to communicate with
and hold landlords accountable. Moreover, this market has

The institutionalization of the single-family
rental market raises questions about housing
access, affordability, quality and stability.

Policymakers must not he caught off guard
or left behind by this shift.

developed in the footprint of the foreclosure crisis, in places
that the housing collapse has left deeply unsettled for half
a decade or more. Thus beyond the potential implications
for renter households, the institutionalization of the single-
family rental market must also be considered in terms of the
consequences for homeowners (nearly 1in 5 of whom owe
more on their mortgage than their homes are worth)'® and
the risk to communities, cities and regions.

For investors, the advent of securities backed by rental
income signals a new institutional asset class, one that also
means a paradigm shift for the U.S. housing market. Poli-
cymakers must not be caught off guard or left behind by
this shift. Instead they should take proactive measures to
monitor and regulate the single-family rental market so as
to prevent another acute housing crisis. Meanwhile, lawmak-
ers must also take meaningful steps to address the ongoing
crisis renters in need of affordable housing experience every
day, which we consider more comprehensively in our report
“Rise of the Renter Nation: Solutions to the Housing Afford-
ability Crisis.""

This report provides an overview of the growth and develop-
ment of the single-family rental market, from the activities of
small investors in 2009 to the offering of the first rent-backed
security in late 2013 and the advent of private-label lending
and acquisition of nonperforming loans in early 2014. It traces
the structure of the industry, highlighting key players and the
scale and geography of their activities, and presents some of
the key concerns about the institutionalization of the single
family rental market from the perspective of renters. The re-
port also draws on pilot research on tenants living in proper-
ties owned by Invitation Homes, a subsidiary of global private
equity leader the Blackstone Group. In closing we provide
policy proposals and questions to guide further research and
advocacy on the single-family rental market.



PARADIGM SHIFT FOR
THE SINGLE-FAMILY RENTAL
MARKET

As a result of the U.S. foreclosure crisis and the impact of
the Great Recession, the national homeownership rate fell
from its 2005 peak of 69.1% to 65.2% at the end of 2013.%°

In turn, rental demand has increased as former homeowners
become renters and as unemployment, underemployment,
bad credit and tighter mortgage underwriting prevent oth-
ers from entering homeownership.

Renting is often associated with multifamily apartment build-
ings, but a significant share of renters, typically families, has
always lived in single-family homes. This share has recently
expanded: whereas 30.8% of all renters lived in single-family
homes in 2005, 34.1% did in 2011.%' The nation’s housing bust
has also expanded the supply of single-family rental hous-
ing: from 2007 to 2011, 2.4 million single family homes were
converted from owner-occupied to rental tenure, compared
to just under a million such conversions between 2003 and
2007.2 This brings the total number of single-family rental
homes to 14 million, which represents about a third of the
nation’s rental housing inventory.?

While single-family housing makes up a good portion of
the total rental housing stock, local investors and individual
“mom and pop” style owners have traditionally dominated
this market segment. However increased rental demand,
plus the consolidation of massive amounts of single-family
homes under bank ownership and continuing high levels

of foreclosure and nonperforming loans, have created new
market opportunities for larger investors to purchase single-
family homes for conversion to rental housing.

Based on data from the National Association of Realtors,
investors accounted for almost a fifth (19%) of home sales
from 2010 to 2013.** Recent research from the Federal Re-
serve suggests that business investors buying three or more
homes accounted for 6.5% of home sales in 2012, up from
less than 1% in 2004; purchases by private equity-funded in-
stitutional investors buying 200+ homes a year have jumped
significantly in the past two years.” Institutional investors’
entrance to the single-family rental sector represents a para-
digm shift for what has long been a fragmented and highly
differentiated market.

DEVELOPMENT OF THE MODEL

Starting as early as 2008 with smaller private equity firms
like Waypoint in California and American Residential Homes
in Arizona,? institutional investors have been developing a
“buy to rent” strategy (as opposed to a buy to sell strategy).
This strategy was Initially called “REO-to-rental” because it
was based on buying distressed properties at a discount and
renting them out pending home value recovery, or forming
single-family real estate investment trusts.?’ However the ac-
tors and tactics involved in buy to rent have evolved rapidly
over the past few years, with market innovations that have
extended the strategy beyond REO properties to include
nonperforming loans.

The government also got into the game: in 2012 the Fed-
eral Housing Finance Agency began piloting bulk sales of
pools of REO Fannie Mae properties to investors as a means
of getting these assets off the GSE balance sheets, with a
focus on properties in hard-hit metropolitan areas includ-
ing Atlanta, Chicago, Las Vegas, Los Angeles, Phoenix, and
parts of Florida.? The REO Pilot Initiative was meant to show
whether it was possible to stimulate private investment in
single-family rental markets by attracting large investors
with bulk sales.? The Initiative came with a comprehensive
and demanding application process, requirement for both
property and asset management experience, inability to
‘cream’ pools for the best properties, and other stipulations,
e.g. that operators have worked in the geographies in which
properties are located.

Given FHFA's relatively smaller share of the REO market, the
future benefit of such sales would be more applicable to
private market players. Government agencies hoped the Ini-
tiative would serve as a model for private sector participants,
and that they would maintain the high standards imple-
mented by FHFA.* Indeed, By 2012, large, well-capitalized
investment investors, including industry leader Blackstone,
had began to partner with smaller firms, who could provide
better knowledge of local markets.>' For example, last fall
the Starwood mortgage real estate investment trust (REIT)
purchased Waypoint’s management division to operate its
new single-family REIT.3> The recent rollout of the first rent-
backed security offerings and public offerings on single-
family REITs suggest that single-family rental has matured
quickly from its status as “emerging” institutional asset
class.®®

Alternative investment companies like private equity
funds are generally opaque, thinly-regulated, and typically
undertake riskier investment strategies. While government



FIGURE 1
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SOURCES: Jount Center for Housing Studies, State of the Nation’s Housing, 2013

agencies hoped private sector participants would adopt
the high standards of the REO Pilot Initiative, the defining
characteristics of private equity present a challenge to this
objective. This creates a corresponding need for sunlight on
the institutionalization of single-family rental housing.

At around 200,000 properties, the overall scale of their pur-
chasing is still small compared to buying by smaller and indi-
vidual investors,** but institutional investors enjoy market
advantages over would-be competitors. In-house expertise
and resources enable institutional investors to hire in-house
staff and develop proprietary software to manage property
renovations and rentals.?* Larger investors’scale and pace
of activity in target markets also offers them the potential to
secure exclusive arrangements with local real estate agents
and contractors.>®

But their chief advantage is the ability to bypass today’s
tighter mortgage requirements through raising cash cheaply
on capital markets,* allowing institutional investors to
outspend and out-scale smaller outfits. Indeed, although
REO-to-rental started out as a an un-levered industry, several
large banks, including Deutsche Bank, JP Morgan Chase,
Wells Fargo, Citigroup and Bank of America now offer financ-
ing for acquisitions by institutional investors.3® Along with

a syndicate of other lenders (including JP Morgan Chase,
Goldman Sachs, Wells Fargo), Deutsche Bank provided ap-
proximately $3.6 billion to fund Blackstone’s acquisitions; it
also arranged a $100 million credit facility for Five Ten Capi-
tal and $200 million credit line for Apollo to support their
single-family acquisition strategies.?* Bank of America and

JP Morgan Chase made a $200 million line of credit avail-
able to Silver Bay Realty Trust; Wells Fargo provided a $500
million line of credit (expandable to $1 billion) to American
Homes 4 Rent.*

Recently private equity firms have also benefited from an
influx of capital from investors like pension funds and mu-
tual funds seeking yield in the context of interest rates held
close to zero. Tasked with investing this “impatient capital’,
the greater opacity of alternative investment approaches
like private equity also allows firms to pursue risky strategies
(such as highly leveraged deals) and frequently reconfig-
ure their tactics in order to meet the demand for yield. This
demand by equity coming in and the availability of debt
leverage, combined with the status of single-family rental
housing as an incomplete market, has created several op-
portunities for market innovation.

MARKET INNOVATIONS: FROM REO-TO-RENTAL
TO SINGLE-FAMILY RENTAL

An important feature of the entrance of institutional inves-
tors to the single-family sector is the rapid development of
an array of market strategies. These offer large, well-capital-
ized firms multiple ways of expanding their property hold-
ings. In turn, expanded property holdings provide inputs
for financial instruments, such as stock shares and rental
bonds. For example, in 2012, Silver Bay Realty Trust was the
first single-family operator to go public as a REIT, raising
$245 million with the initial public offering on its 2,450

unit portfolio, which it planned to plow back into acquiring
3,100 more properties.*’ Since then, American Homes 4 Rent
and American Residential Properties have also entered this
relatively uncharted territory with similar public offerings.*?
Going public allows investment companies to raise addi-
tional capital and enlarge their portfolios of single-family
rental properties

Most recently, securitization has emerged as a new op-
portunity for corporate investors to undertake leveraged
acquisitions. In November 2013, Blackstone’s single-family
rental arm Invitation Homes issued the first security backed
by rental income, much of it rated AAA (Moody'’s Investors
Service, 2013). Structured by Deutsche Bank, the securitiza-
tion included 3,207 homes and yielded proceeds of $479
million after attracting six times as many investors as it could
accept; rental bonds could total $7 billion in 2014 and reach
$22 billion annually.* In March of this year, Colony Capital
began to market the industry’s second-ever REO-to-rental
bond, a $500 million pool.** Most recently, American Homes



4 Rent, “the largest publicly-traded U.S. single-family land-
lord’, also began marketing its own rental bond, the third
such issuance ever.*

Rental bonds offer investors like mutual funds and insur-
ance companies a stream of payments based on monthly
rental income, while giving corporate landlords leverage

to buy more homes and increasing their profits by lower-
ing the cost of borrowing. The leverage securitization offers
could double or triple returns on equity from 5-7% annually
to more than 15% a year.* Analysts estimate that up to $5
billion in rental bonds may be issued this year.”” Of course,
as we saw in the financial crisis, investor demand for such
products helped drive high-risk lending practices in order
to create the inputs (new mortgage debt) for mortgage-
backed securities. Thus a fundamental question about rental
securitization is whether renters, who are more vulnerable to
unemployment, underemployment and economic down-
turns, will be able to make timely rental payments.

The role of major credit rating agencies in the meltdown is

also well-documented, with their flawed models and drive
for market share and fees accounting for inflated ratings of
instruments backed by risky loans.* The eager market de-
mand with which Blackstone’s first rental securitization was
met suggests they could be the rating agencies’ new golden
goose, raising concerns about the data and motivations
underlying rental bond ratings. For example, there is incom-
plete historical data on single family rents and vacancies
over economic cycles, with Morningstar relying on limited
proxies for rents (with only four years of data) and vacancies
(using multifamily vacancy and capitalization rates going
back to 1990) in its AAA rating of this new asset class.*

Despite the lack of historical data on the single-family
rental market and the limited track record of large invest-
ment companies in managing large, geographically dis-
persed property holdings, the liquidity gained with the use
of leverage has allowed firms like Blackstone to develop
spin-off strategies that expand their presence in the single-
family market and continue building a pipeline for finan-
cial products. One example is the creation of specialized

FIGURE2: PERCENTAGE OF ATLANTA-AREA HOME PURCHASES BY INSTITUIONAL INVESTORS

In Atlanta, one of the metropolitan areas institutional investors have targeted most heavily, such buyers accounted for 17-25% of monthly home purchases in 2013
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private lending institutions to provide smaller investors with
financing to scale up their portfolios. Blackstone’s B2R (Buy
to Rent) Finance is one such unit, offering loans starting at
$10 million.* In turn, these blanket mortgages may also be
securitized, further increasing returns for the issuer. With the
addition of debt aggregated from smaller operators (multi-
borrower deals), the market for rental bonds could reach $20
billion annually.”

Now that foreclosure starts have dropped to their lowest
levels since 2006, another innovation is emerging in the sin-
gle-family rental model: to expand their property holdings,
investors have started acquiring nonperforming loans.>
While the Federal Housing Finance Agency has completed
a small number of bulk sales of distressed loans,** investors
have mainly acquired properties at bank auctions, trustee
sales, and from smaller investors, a tactic allowing them to
more precisely target properties meeting their investment
criteria.>* However banks are now making more nonper-
forming loans available for bulk sales due to new federal
rules that make it more expensive to hold them.>

Starwood Waypoint, American Homes 4 Rent, and Altisource
Residential have led the turn toward nonperforming loans as
a means of improving their financial flexibility and financing
additional growth. Starwood Waypoint recently completed
the purchase of its sixth pool of nonperforming loans,
achieving significant cost savings compared to buying prop-
erties themselves.* Given the drive to expand rental prop-
erty holdings and proliferate new financial products backed
by rental income, such acquisitions raise a clear concern that
investors have a greater incentive to pursue foreclosure and
rent properties back to their former owners than to modify
troubled loans.”’

SCALE AND GEOGRAPHY OF CORPORATE
INVESTMENT IN SINGLE-FAMILY RENTAL

Institutional investor activity in the single-family market
increased from 5.18% of all home purchases in January
2011 to a peak of 8.11% in January 2013; as of December
2013 their activity had fallen to just under 8% of all home
purchases.*® Overall, major institutional players including
Blackstone Group/Invitation Homes, American Homes 4
Rent, and Oaktree Capital/Carrington Holding Company
have raised and/or invested $20 billion to purchase approxi-
mately 150,000 single-family homes, representing 6-12% of

distressed home sales from 2012 through mid-2013.%°
Although institutional investors currently hold only 1.5%

of single-family rental properties, with the introduction of
rent-backed securities and other forms of leverage, their
presence in the single-family rental market is expected to
continue expanding through 2015.%° Moreover activity has
not been evenly distributed throughout the U.S. Rather,
institutional investors descend on selected markets to
undertake fast-paced, high-volume purchases that pick the
market clean.®’ For example, Blackstone/Invitation Homes
purchased more than 1500 properties at foreclosure auction
in Atlanta last spring.5? After starting in markets in the west-
ern U.S,, investors shifted eastward as inventory decreased
and prices began to shift upwards in markets like Phoe-

nix, and because more inventory at lower prices became
available in the Midwest and eastern U.S. as the shadow
inventory has worked through the foreclosure pipeline.®

In addition to low price-to-rent ratios and large volumes of
distressed homes that allow them to achieve scale, investors
are drawn to markets with a strong outlook for economic
and employment and larger properties in neighborhoods
with good schools.®

Thus far, institutional investor activity has been most
dramatic in the Atlanta, Phoenix, Los Angeles, Chicago, Las
Vegas, Tampa, and Charlotte metropolitan areas. Accord-
ing to data from Corelogic, in 2012 institutional investors
accounted for more than 20% of home sales in Phoenix
and Charlotte, and approximately 19% of sales in Las Vegas,
18% in Atlanta; 16% in Tampa; and 12% in Los Angeles.®®
More recent estimates using RealtyTrac data suggest that in
2013 institutional investors were responsible for 17-25% of
all home purchases each month in Atlanta, and 10-31% of
monthly home purchases in Las Vegas.®

POTENTIAL CONSEQUENGES FOR RENTERS
AND GCOMMUNITIES

Despite the relatively small number of single-family rentals
institutional investors currently own, their tactics stand to
have a large impact on local housing markets because of the
concentration of the highest levels of investment activity in
a handful of markets. The institutionalization of the single-
family rental market in the footprint of the foreclosure crisis
merits consideration of impacts on renters as well as broader
consequences on community stability and security.
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The implications of this shift in the rental market are of spe-
cial significance for people of color, women and immigrants.
African-American and Latino households experienced a dra-
matic loss of wealth as a result of the foreclosure crisis, with
their ejection from homeownership into the rental market
contributing to intensified competition for affordable rental
housing. Reflecting racialized disparities in homeownership
declines, people of color, particularly Hispanics, will account
for the majority of the anticipated growth in rental demand
over the next decade.’” The burden of eviction and lack

of housing access, as well as the health impacts of over-
crowded and poor-quality housing, falls disproportionately
on people of color, women and immigrants.®® The commodi-
fication of single-family rental housing by financial actors
threatens to intensify the ongoing rental crisis for these
populations.

Yet because this market has emerged so recently and is de-
veloping so rapidly, we lack adequate information about its
consequences. Could converting formerly owner-occupied
single-family homes to rental housing alleviate affordability
pressures by adding to the housing supply? Will gentrifica-
tion result as investors upgrade properties and increase
rents, thus worsening affordability issues and contributing
to displacement? Could investors’lack of management
experience and investment practices contribute to housing
decline and neighborhood instability?%® These potential
outcomes are not mutually exclusive, and will depend to a
great extent on how local, state and federal government and
regulatory agencies, consumer protection groups, housing
advocates, and communities themselves respond to and
engage with the newly-institutionalized single-family rental
market.

In this section of the report we draw on pilot research with
Invitation Homes tenants in Atlanta and Los Angeles and
Riverside,”® media accounts, and reports from financial

The growth of the rental securitization
market may increase investors’ appetite

for yield, resulting in higher rents.

analysts and credit rating agencies to consider the potential
consequences of an institutionalized single-family rental
market for renters and communities. This analysis in turn
shapes our recommendations for setting a policy and advo-
cacy agenda for the single-family rental market.

AFFORDABILITY

The U.S. rental affordability crisis, now going strong for more
than twenty-five years (cf. NLIHC Out of Reach 2014), has only
worsened since the end of the Great Recession, with median
rents outpacing median incomes in 90 metropolitan areas”!
and half of all renters paying more than 30% of income for
housing (up from 38% in 2007).> Given this ongoing and
worsening affordability crisis in the U.S. rental market, any sea
change in the private rental market should be scrutinized for
its impact on housing affordability. Of particular concern here
is the advent of the same kinds of financial engineering that
contributed to the scope and severity of the mortgage and
financial crises of recent years, such as the securitization of
rental income streams and how pressure to deliver returns to
investors could translate to higher rental costs and other fees
for tenants. As the Center for American Progress’® has pointed
out, the growth of the rental bond market may also increase
investors’ appetite for yield, and encourage higher rents as
aresult. An important question is the extent to which rental
securitization of geographically dispersed properties creates
new interdependencies among renters in different markets.
For example, if returns are lower than expected in one market,
could renters in other parts of the portfolio face increased
housing costs?

Affordability concerns in the single-family rental market are
not limited to rental securitization. The ability for institutional
investors to quickly penetrate and establish a large inven-
tory in local markets may allow them to corner the market
and raise overall rents: in Tampa, almost all of the properties
owned by Blackstone subsidiary Invitation Homes are more
expensive than the average Tampa rental.”* While median
rents in the Atlanta metropolitan area are $1050, among a
group of 25 tenants of Invitation Homes interviewed recently,
the typical rent was $1300 a month; in February 2014 a number
of their tenants received lease renewal offers that would set
monthly rent at $1785 for the first year (37% increase) and $1856
for the second year (43% increase), or $2050 for a month-to-month
lease (53% increase).” Surveys of Invitation Homes tenants in
Los Angeles found that at $1843, the median rent paid was



slightly less than 2013 HUD Fair Market Rents of $1921 for a
three-bedroom (the most common size home of survey respon-
dents) in LA County; however nearly half of respondents
reported they were paying more than they had expected for
rent.”® Given the terms of lease renewals in Atlanta, these ten-
ants could easily face rents exceeding $2500 a month upon
renewal. In Riverside, Invitation Homes tenants surveyed were
paying $1663 a month, which exceeds 2013 HUD Fair Market
Rents of $1577 for a three-bedroom home for the county. This
is a concern given that 30% of renters in Riverside devoted
more than half of their income to rent in 2012 (up from 21%
in 2007), and because victims of the housing crisis in Los
Angeles have been migrating further inland in search of lower
housing costs.””

If other types of landlords follow the lead of institutional
investors, this could set a‘new normal’ of higher rents. In ad-
dition the entrance of industry leaders like Blackstone to local
markets can draw in other investors, generating competition
and heightened turnover. The growth of investor demand for
rental properties, and the not-unrelated housing recovery,
increases acquisition costs, which in turn may affect afford-
ability for tenants.”

In addition to higher rents, responsibility for landscaping,
washer-dryers, pest control and other maintenance costs as-
sociated with single-family rental housing may add to tenants
housing cost burden. Furthermore the need for investors to
produce a steady income stream from their rental holdings
means tenants are also subject to financial penalties for being
on a month-to-month lease and paying rent late ($250 and
$200 per month respectively, according to a lease from an
Atlanta-area Invitation Homes tenant). Late charges are not
uncommon, but the corporate structure of institutional inves-
tors, non-local nature of the tenant-landlord relationship, and
the exigencies of investment strategies may increase corpo-
rate landlords’ reliance on such penalties and limit tenants’
opportunities to seek recourse in cases of hardship. To wit,

a former homeowner renting from Invitation Homes in Los
Angeles explained she wished her landlord was “more willing
to make arrangements”and had “more empathy”.

ACCESSIBILITY

The extent to which the institutionalization of single-family
rental housing will affect housing accessibility is another
concern about the impact this new market stands to have on
renters. As corporate practices formalize the tenant-landlord
relationship, renters who do no not conform to investors’

’

Corporate ownership may increase landlords’
reliance on financial penalties and limit tenants’

opportunities to seek recourse in cases of
hardship.

risk criteria may be excluded from access to housing on the
basis of their immigration status, criminal record, or eligibil-
ity for housing subsidy. While any landlord in the private
rental market may exclude tenants based on such factors,
when landlords with large property holdings engage in such
biased behavior, the barriers to access may be greater.

Reports have been mixed on the extent to which tenants
with Section 8 vouchers have been able to access homes
owned by institutional investors. Overall, less than 1% of the
properties owned by Invitation homes are occupied by ten-
ants with Section 8 vouchers.” An Atlanta realtor working
on behalf of tenants with the government subsidy reported
that large corporate landlords had repeatedly rebuffed her
inquiries about units for Section 8 tenants.2® However recent
research out of Phoenix indicates that over time, institu-
tional investors in the area have increasingly rented to those
with Section 8 vouchers.®' In our own surveys of Invitation
Homes tenants in Los Angeles and Riverside, only one of 50
respondents received Section 8 subsidy.

Corporate landlords’ limited experience means they may be
failing to comply with fair housing law in how they market
their properties, who they rent to, and whether they make
accommodations for people with disabilities. Clearly corpo-
rate landlords must be in compliance with fair housing laws
in order to ensure equitable access to housing. However
this issue is complex, and must also be considered against
the potential for how a shift in investment priorities could
contribute to housing instability for low-income renters over
the medium and long term, and the ramifications of govern-
ment subsidizing such cases of speculation.

A related concern is the potential role data and technol-
ogy may play in housing access. Invitation Homes tenants
are pre-screened for a minimum 2.5:1 gross rent-to-income
ratio and a minimum 25% net income after rent and bills;
negative credit accounts and unpaid collections; history of
foreclosure and eviction; and criminal history, with Atlanta-
area standards excluding not only felons, but those with a
history of misdemeanors.8? Credit and criminal background
checks are standard practice in the rental industry, but some
tenant screening bureaus also provide information from a
wider range of sources, including whether prospective ten-
ants have ever been involved in litigation with a landlord.

continued on page 16
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continued from page 13

Regardless of the nature of the case or its outcome, this can
lead tenants to be “blacklisted” by landlords, even if they
were using tenant law to protect themselves from discrimi-
nation or to advocate for their rights.® The rise of “alternative
credit scores” based on rental, utility, and cell phone pay-
ment history®* add even more potential data points to the
screening process. For example, in a recent partnership, Riv-
erstone Residential, which carries out property management
for Blackstone's single-family rentals, will contribute its data
on rental payment history to credit rating agency Experian,
making it the first to include such data in its credit reports.®

The importance of data on tenants and prospective tenants
to price risk and project returns is likely to grow as investors
advance rental securitization and public offerings,® generat-
ing questions about the potential for data to narrow housing ac-
cess on possibly questionable grounds. Moreover, investors'’
data systems are still in development and renters in Atlanta
have reported on-time rent payments being mistakenly
flagged late in the system. Such data collection practices
and computerized interfaces in the newly institutionalized
single-family rental market could affect how tenants fare on
alternative credit scoring mechanisms, potentially impacting
future access to both rental housing and homeownership
opportunities.

HOUSING QUALITY

Another set of concerns for renters and communities relates
to the potential for institutional investors to affect housing
quality. Large investors are engaged in ongoing acquisition
across multiple markets and their portfolios are in various
stages of renovation, leasing and maintenance as they build
up their property management infrastructure and processes.®”

As many observers have noted, institutional investors do not
have a track record in property management and maintenance,
and there is no industry precedent for large-scale single fam-
ily renting.88 These factors create many potential openings
for housing quality to fall through the cracks. For example, a

A lot of the repairs seem like rush jobs.

— Invitation Homes tenant in Atlanta

majority of Invitation Homes tenants in Atlanta had expe-
rienced maintenance problems, expressing concern about
shoddily completed renovations before they moved in,

lack of responsiveness to requests for repairs, and difficulty
getting clarity about who is accountable when repairs and
maintenance are needed. This is especially concerning when
maintenance problems have clear ramifications for health,
such as failing to respond adequately to issues like mold,
something Invitation Homes tenants in Atlanta and Los
Angeles have experienced.?* In fact, a Los Angeles family
recently filed a lawsuit, alleging that their health suffered as
a result of the rental company’s failure to quickly respond to
water leaks, mold, and cockroaches.”®

With fewer ties to the community, nonlocal investors may
invest less in property renovation and upkeep than local
owners, and be more likely to ruthlessly abandon the prop-
erty once it is no longer profitable.” This kind of “dumping”
is particularly relevant to bulk purchases and large buy-

ing sprees, in which investors may dump later properties
deemed uneconomical for their market strategy.”

Indiscriminate buying by institutional investors can threaten
housing quality: the Federal Reserve Bank cautions that
overestimating rental demand and/or spending more on
improving, leasing, or managing homes than comes in from
rental payments may lead investors to cut back on prop-
erty maintenance.”® Greater reliance on leverage, such as
securitization, further increases the potential for investors to
experience financial distress, adding to the risk of property
neglect and pressure to liquidate properties.** Compared to
smaller or local investors, large institutional investors may
be less vulnerable to the reputational threat associated with
poorly maintained properties, and therefore more difficult
for tenants to hold accountable for housing quality.



STABILITY AND ACCOUNTABILITY

The potential for property dumping, neglect and liquidation
due to financial concerns also raises the question of housing
stability for renters. If indiscriminate buying by institutional
investors pushes up prices and ultimately make the value of
investments fall, the pressure for investors to flip property
will grow, potentially creating another speculative cycle that
could end in a bust, subjecting communities to yet another
round of destabilization.*> These processes may force tenants
to move, or they may find themselves having to adjust to
new policies and practices, e.g. for reporting maintenance
requests, when their home is flipped to a new investor-
landlord (much as homeowners often found their mort-
gage servicer changing frequently as loans changed hands
among financial actors). Some tenants, such as those renting
properties from Key Properties/BLT Homes, which sold 1400
Atlanta-area homes to Blackstone last spring in the single-
family rental industry’s largest bulk acquisition, have already
undergone this challenge.®® Low-income renters, including
those with Section 8 vouchers, may be especially vulnerable
to housing instability caused by property dumping and
portfolio selloffs.

Beyond the implications for housing stability at the house-
hold level, we must also attend to the risks to stability,
recovery and accountability that neighborhoods and
communities face in connection with corporate investment
practices in the single-family rental market. As firms like
Blackstone, Colony Capital, American Homes 4 Rent and
Starwood Waypoint eagerly develop this market, another
speculative bubble could destabilize the same communities
struggling to recover from the foreclosure crisis and reces-
sion, which were largely brought on by high-risk financial
practices. When a handful of investors control broad swaths
of local communities, it is critical that these communities
have opportunities to hold investors accountable for the
local impacts of their business practices. Given that Invita-
tion Homes tenants in Los Angeles and Riverside uniformly
agreed they did not have regular contact with their landlord,
and many had never met their landlord in person at all, the
institutionalization of single-family renting clearly poses
challenges to tenant-landlord accountability. Such concerns
were echoed by Invitation Homes tenants in Atlanta, who
commented on the company’s impersonal “corporate” style,
such as having never seen anyone from Invitation Homes
since the day they moved in.”’

Invitation Homes should have more dedication
toward tenant needs.

They don’t care ahout tenants.

- Invitation Homes tenant in Riverside and Los Angeles

1



SETTING AN AGENDA
FOR THE SINGLE-FAMILY
RENTAL MARKET

Because the institutionalization of the-single family rental
market is such a new phenomenon, developing relevant
policies is a challenge, although it seems clear that additional
information and ongoing monitoring is needed. Moving for-
ward policymakers and housing advocates should focus their
efforts on research, rights and regulation to ensure this rental
market paradigm shift does not worsen the rental affordabil-
ity crisis and destabilize communities still contending with the
effects of the foreclosure crisis and economic downturn.

1. PUBLIC SUPPORT FOR RESEARGH TO GET
OUT AHEAD OF THIS PARADIGM SHIFT

Given the thin precedent for an institutionalized single-fam-
ily rental market, a major and immediate priority is federal
support of more extensive research on the impact institu-
tional investors have on local rental markets and renters.

i. Offer greater transparency on single-family
rental market

The Federal Housing Finance Agency’s REO Pilot Initiative has
completed three bulk sales: 699 properties in Central, North-

FHFA has not clarified how the goals and objec-
tives of the pilot program will be achieved, or how
the agency intends to monitor and assess the
performance of the pilot.

— 2013 Office of the Inspector General audit of the Federal

Housing Finance Agency’s REO Pilot Initiative

east, Southeast and West Coast of Florida; 94 properties in
Chicago; and 970 properties in Arizona, Florida and California.
However the bid process was sealed and while the initiative
includes extensive reporting requirements for investors, FHFA
has not provided updated information since November 2012.
A 2013 recent audit by the Office of the Inspector General
recommended improved oversight of the program.*®

There is a need for greater transparency on REO Pilot Initiative
activity to date, which could be achieved through additional
public disclosure of information about the bidding process,
releasing data from required reports, and opening up further
research opportunities on the Initiative. This would afford
comparison of a more tightly regulated, publicly-controlled ap-
proach to REO disposition with the buying sprees of deep-pock-
eted investors in the same markets, particularly of factors like
evictions and rent increases. Evaluation and additional research
on bulk sales may provide important early results that help
policymakers get out ahead of this paradigm shift and develop
effective policies for the new single-family rental market. Greater
transparency on sales, management and business strategy is
desirable throughout the single-family rental market, particu-
larly because of the opacity enjoyed by alternative investors like
private equity funds.

ii. Provide public funding for research
on impact of investor activity

Beyond the REO Pilot Initiative, the federal government
should support research on how investor activity affects local
rental markets and renters, especially around issues of housing
affordability, quality, security, stability, and access. Because
many of the institutional investors involved in the REO-to-
rental market are private equity players, who invest in private
property and companies, are not required to disclose their
returns, and often undertake riskier investment strategies, the
need for sunlight on this market is great. This is especially im-
portant because the REO-to-rental model has taken off most
in the areas struggling to recover from the foreclosure crisis,
making due caution and careful monitoring a key concern.
For example, information on the ability of renters with Section
8 vouchers to access properties owned by institutional inves-
tors is mixed,” and should be evaluated over the long-term in
tandem with the development of the market and investment
strategies over time.

Public support for research is also imperative given the recent
establishment the National Home Rental Council by inves-



tors Blackstone, Starwood Waypoint, American Homes 4

Rent, and Colony Capital."® The NHRC plans to “represent the
interests of the owner-operators of professionally managed
single-family rental homes, their employees and the residents
and families who rent from them”in their mission to “educate
the public, the media and policymakers about the economic
value of the industry!™®" This advocacy push from within

the industry makes it critical that observers from outside the
industry also have opportunities to educate the public, media
and policymakers. Ideally, a research council on the single-
family rental market should be assembled, with a priority

for meaningful participation and agenda-setting by social
scientists and urban planners as well as renters, homeowners
and community-based organizations within the largest REO-
to-rental markets (including Atlanta, Phoenix, Los Angeles,
Tampa, Las Vegas, and Charlotte).

2. ENHANCE SUPPORT FOR TENANT RIGHTS TO
REFLECT A CHANGING RENTAL LANDSCAPE

Because of concerns about housing quality, stability, and
accessibility associated with the paradigm shift toward an
institutionalized single-family rental market, there is also a
need for more robust support of tenant rights at the national,
state and local levels.

i. Create a national tenant clearinghouse to discern
broader patterns in tenant experiences

Industry leaders like Blackstone and Colony Capital have
purchased extensively in hard-hit markets across the West,
Southwest, Southeast and Midwest U.S. Given the wide-
ranging geography of corporate landlords’ investments in
single-family rental housing, a major question about the
REO-to-rental model moving forward is tenants’ ability to
hold potentially distant landlords accountable for housing
conditions and related issues. Renters have started using
consumer review sites like Yelp' and Zillow'* to share their
experiences with corporate landlords and warn other renters
about issues with overcharges and difficulty resolving main-
tenance requests.

This suggests the utility of a national tenant clearinghouse
where tenants, housing advocates and grassroots organiza-
tions can access data (e.g. on rent increases and evictions)

They constantly lost our payments, mis-filed
them or mis-posted them.”

| have placed numerous maintenance tickets,
none of them were ever taken care of.

Invitation Homes is not willing to put out the
money for a DEGENT and SAFE job, they hire the
cheapest company they can to do ‘patch up’
jobs.

Yelp reviews by Invitation Homes tenants
in Woodland Hills, California.

from publicly funded research on the single-family rental
market and information about national, state and local ten-
ants rights. Such a clearinghouse could also provide a means
for tenants in disparate cities to connect with each other

to document their experiences, allowing them to discern
broader patterns by aggregating issues and problems. There
is some precedent for this: tenant activists formed the Na-
tional Tenants Union in 1980; never able to secure adequate
funding, it soon faded away.'® However the national scope
of private equity investment in single-family housing re-
quires careful attention to how tenants and rental housing in
all target markets fare under this new business model.

The Consumer Financial Protection Bureau (CPFB), with its
mission to protect Americans from abuses by financial com-
panies, should play a role in creating and maintaining a na-
tional tenant clearinghouse to protect the rights of consum-
ers renting from corporate landlords. Information tenants
provide to the clearinghouse might be used to document
relationships between particular investors and housing dis-
tress. This could promote awareness of the role of banks in
financing such investments, and be taken into consideration
by federal and state banking regulators. Data tenants and
grassroots groups access from the database could be used
to advocate for local level tenant protection laws.

ii. Clarify tenant rights and remediation process at
the local, state and national level

Tenants rights also vary significantly from state to state;

therefore government at the local and state level can also
work proactively to ensure that tenants, especially former
homeowners who may be unfamiliar with the rental mar-
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ket, have access to information about their rights. In areas
private equity funds have targeted most aggressively, local
government should reach out to tenants with information
about their rights and the process to follow if they believe
their rights have been violated, and also post this informa-
tion in a highly visible place online. This process should also
include information about how to document and report
housing code violations, how landlords are required to
respond and in what time frame, and what recourse tenants
have if landlords do not comply with these requirements.
Such measures offer a safeguard against potential harass-
ment and support housing stability, quality, access, and
affordability. Moreover, they reinforce the role of the public
sector in these concerns.

iii. Rethink tenants’ rights for the era of “big data”
Furthermore, support for tenants rights should explicitly ad-
dress the''right to research’as part of consumer protection.
Advances in technology have integrated data collection and
research into everyday life. Indeed the development of rent-
backed securities depends on the ability to accurately price
risk, including tenants’ nonpayment of rent, which requires
systematic data on the tenant pool. With more lenders using
this kind of big data to develop “predictive risk” credit rat-
ings based on nontraditional payment histories such as rent
and utility payments,'® tenants should have the right to
know and participate in how investor landlords like Black-
stone use such data. Technical errors that mistakenly log on-
time rental payments as late are not only inconvenient, but
could create difficulties in accessing future housing, mort-
gage credit, and car loans. However consumers face ongo-
ing difficulties in correcting errors in their credit histories
and credit rating agencies have no incentive to change this
aspect of their business model.'® Corporate misjudgement
associated with recent high-profile consumer data breaches
highlights additional vulnerabilities and the need to rethink
consumer protection for the era of big data.’™”

3. DEVELOP PROACTIVE REGULATION
T0 PROMOTE THE COMMON GOOD

Lawmakers should also develop effective oversight and con-
sider avenues for regulating an institutionalized single-fam-

ily rental market. Federal, state and local government can all
play a role in promoting the common good by attending to

concerns around housing affordability, quality, accessibility,

and stability in the single-family rental market.

Because the institutionalization of the single-family rental
market is such a new phenomenon, developing relevant
policies is a challenge. One place to start is clarifying the
federal role in regulating the single-family rental market,
especially around concerns related to the securitization of
rental income. Secondly, lawmakers should move to de-
velop affordability requirements for these owners if research
shows that large investors hamper rental affordability in
local markets. Finally, regulators should undertake efforts

to promote affordable and sustainable community owner-
ship of distressed properties that enhances local control and
wealth creation by keeping capital circulating within the
community/city.

i. Clarify the federal role in regulating
single-family rental

While oversight for private rental housing is typically the
responsibility of local and state government, REO-to-rental
significantly changes the paradigm of this market. There is

a need to clarify what role, if any, the federal government
currently plays in regulating the market for single-family
rental housing (beyond extant rules under the Fair Housing
Act and the Section 8 program). The Senate Committee on
Banking, Housing and Urban Affairs should explore existing
oversight and whether it is adequate for this new market. In
this process, Congress should conduct field hearings engage
local government, housing advocates, and tenants in “feed-
ing ground” cities and regions to gain a deeper understand-
ing of where and how new regulations might intervene, or
existing policies brought to bear in new ways. For instance it
would be useful to shed light on whether Community Rein-
vestment Act (CRA) provisions apply to credit facilities that
CRA-regulated institutions such as J.P. Morgan Chase pro-
vide to institutional investors to fund acquisitions. This could
provide an important avenue for tenants and advocates

to register concerns about how banks’funding of property
acquisition by institutional investors affects local communi-
ties. If not via CRA, we need a means by which investors and
banks can be held accountable for neighborhood impacts
resulting from their business practices.

The CPFB, Department of Justice, and Department of Hous-
ing and Urban Development (HUD) all have a role to play

in ensuring corporate landlords do not violate federal fair
housing and fair lending laws in tenant selection, eviction
policies, disability access, property maintenance, etc. But
there appears to be no agency that is providing oversight.



The CFPB should evaluate whether it has the authority to
intervene in this arena, where large corporations stand to
have a substantial impact on a great number of consumers.
If the CFPB has no authority to provide this oversight role,
Congress should give it authority to do so, or create another
agency to fill that gap. There is a need to ensure a baseline
of protections for tenants. The Protecting Tenants at Fore-
closure Act offers a good precedent; it should be extended,
include a private right of action in its protections, and the
federal government should designate the CFPB as the
agency to oversee, develop any necessary regulations, and
enforce its protections.

This is also a time to consider how the federal government
might open pathways for regulation at the local level. For
example, single-family homes are frequently exempt from
rent control laws; moreover in many places state law pre-
empts the possibility of rent regulations at the local level.

In the interest of housing that meets the needs not only of
investors but also residents and communities, the federal
government could create an exemption allowing local juris-
dictions to enact rent regulations for single-family homes
undergoing foreclosure between 2008 and 2013.

ii. Ensure affordability and accessibility
of single-family rental housing

Guided by rigorous, publicly-supported research on the
near- and longer-term impact the institutionalized single-
family rental market has on housing costs for low- and
moderate-income (LMI) households, affordability require-
ments should be put in place for institutional investor-land-
lords. It would be important to use a measure of affordability
in sync with neighborhood income levels, rather than the
larger metropolitan area. Such requirements could peg re-
sponsibility to serve LMI households to institutional inves-
tor-landlords’ market share (e.g. proportion of local single
family rental market controlled by investors corresponds to
number of LMI households they are required to serve). This
would help to offset the potential for investors with large
holdings to exercise undue influence on local rental prices.

Lawmakers must also carefully consider the relationship
between extant affordable housing programs, particularly
Section 8, and the institutionalization of the single-family
rental market. The expansion of single-family rental hous-
ing would seem to offer a new source of housing for those
with Section 8 vouchers, potentially broadening the base of

affordable rental housing (provided investors comply with
fair housing laws, which regulators should monitor closely).
While one avenue to pursue here could be requiring new
corporate landlords to set aside a portion of single-family
units for Section 8 voucher recipients, this would also repre-
sent a significant government subsidy for investors, offering
them a steady flow of rental income to pay off bondholders
and continue to fuel acquisitions. Rather, corporate land-
lords’ profits might be subject to a progressive tax that could
be used to support the National Housing Trust Fund and/or
efforts that support local control of land and housing, e.g.
community land trusts.

iii. Promote greater community control of housing
and diversity of ownership structures

The REO-to-rental market represents the concentration of
properties once owned by residents in the hands of large,
well-capitalized private equity firms. Alternative investment
approaches like private equity are less transparent than
traditional approaches, and often pursue risky strategies to
meet demands on equity coming into the deal. With this

in mind, we should be cautious about concentrating large
amounts of property under private equity ownership. The
rapid pace of market innovation and the rush of many of
the same financial institutions responsible for the foreclo-
sure crisis to fund private equity’s property acquisition also
suggest troubling parallels to the dynamics that created the
mid-2000s housing bubble. It took less than two years from
the time industry leader Blackstone entered the market at
the start of 2012 for foreclosed, single-family homes to be
transformed into a new institutional asset class by securitiz-
ing rental income in late 2013.

The REO-to-rental market should not only be a paradigm
shift for investors; government should work to promote
greater diversity of ownership and control over land and
housing in order to prevent the dominance of potentially
high-risk financial practices in the single-family rental
market. Community land trusts are especially compelling
because they stake participants in their local communities
while offering less vulnerability to foreclosure than tradi-
tional, individualized ownership. [75] It is the proper role
of government to intervene during times of crisis. Now the
government has the opportunity to act to prevent a crisis
before it happens, while also addressing the longer-term
crisis of housing security and affordability for renters. We
should take this opportunity to develop alternatives that lift
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up housing as home, rather than pursuing the same kinds of
marketized approaches that destabilized communities in the
first place.

4. GENERATE RESOURGES TO SUPPORT
LOWER-INCOME HOUSEHOLDS

i. Implement a financial transaction fee
on rental bonds

Rental securitizations continue to be rolled out (there have
now been four issuances of rental bonds) to strong market
reception, making more such transactions a strong possibil-
ity despite a lack of clarity about whether the market will
continue to grow based on fundamental demographic shifts
(e.g. preference for rental, stagnant wages, tight mortgage
credit, increased labor mobility) or decline as home prices
approach normal levels. However, as discussed in Section I,
high investor demand for returns from rental bonds could
have an adverse impact on housing affordability, especially
for low-income renters, who already face an affordability
crisis. One way to intervene here would be to implement a
financial transaction fee on rental bonds. Since the financial
crisis, many countries have debated and/or introduced such
fees, and civil society groups argue that a small tax of less
than half of 1% could help restore a frayed social safety net.
A number of such bills have been introduced in U.S. Con-
gress, but have made little headway thus far. However it is
critical that the financial sector not be allowed to pillage the
single-family sector without being held to account for how
their activities affect the housing security of renters (many
of whom are former homeowners). Without a significant
burden on investors, instituting a small tax of perhaps .1 or
.2% on rental bond transactions could create a significant
amount of resources for the National Housing Trust Fund,
which is targeted to rental housing and extremely low-in-
come households, but has not been fully funded since being
established in 2008.

ii. Develop state and local level requirements for
corporate landlords to add to affordable housing
inventory

State and local government can also intervene in the single-
family rental market to generate resources for lower-income
households. While corporate investors currently own only

a small share of single-family rental properties nationwide,

their strategy has been highly segmented geographically.
This means that some investors and their subsidiaries have
large property holdings in a small number of markets,
including Atlanta, Los Angeles, Phoenix and Tampa. Law-
makers should work to counterbalance the outsize influence
investors may have on rental affordability in such markets.
State and/or local government could explore establishing re-
quirements that investors (and their subsidiaries) with a local
inventory of 100 or more single-family rental properties set
aside a portion of their holdings to be affordable to renters
making below 50% of area median income.

iii. Introduce local and/or state taxes for corporate
landlords to ensure community benefits from
investments

Finally, city, county, and or state governments should ensure
that the profits corporate landlords generate through their
investments in single-family rental housing also serve to
benefit local communities. Because of the existing rental af-
fordability crisis as well as concerns about how the institu-
tionalization of single-family rental will affect housing secu-
rity, state and local government should institute progressive
tax measures on corporate landlords’ profits. Such measures
could apply to investors and associated subsidiaries with
large local inventories, on profits above a certain threshold,
with funds generated earmarked for creating or preserving
permanently affordable housing (such as community land
trusts) at the local level. In this way, local and state govern-
ment can promote the common good by ensuring that the
financial benefits associated with the changing face of the
single-family rental market don’t come at the expense of
worsening rental affordability concerns.



CALL FOR ACTION

The foreclosure crisis and Great Recession have substantially increased rental
demand as former homeowners become renters and others are barred from home
purchase by poor credit and tightened underwriting standards. The communities
hardest-hit by foreclosure have endured years of decline and social and economic
instability in the wake of the crisis, and today nearly one out of every five home-
owners with a mortgage owes more than their homes are worth. Since 2012,
leaders in the alternative investment industry, such as Blackstone and Colony
Capital, have poured over $20 billion into purchasing foreclosed properties and
converting them to rental use. This could appear to be a win-win, providing supply
for new rental demand and stabilizing local property values. However, the institu-
tionalization of the single-family rental market by private equity funds, aided by
the same global banking giants implicated in the fraud and excesses that shaped
the worldwide financial crisis, should be viewed with caution.

In just a few years, large investment companies have rapidly developed not

only the single-family rental market, but also new institutional asset classes like
single-family REITs and rent-backed securities. The loss of millions of proper-

ties to foreclosure and the possibility of a shift from an “ownership society”to a
“rentership society” represents an opportunity for investors, but may threaten the
housing security of renters and further undermine communities still struggling to
recover from the 2008 crisis. As outlined in this report, the institutionalization of
single-family rental housing could translate to higher housing costs for tenants as
new corporate landlords strive to deliver returns to shareholders and investors in
rental bonds, while also raising concerns about the impact financial risks may have
on housing quality and stability. A larger question still is the implications of having
large swaths of land under monopoly control by non-local owners, who may be
difficult to hold accountable, and whose objectives may conflict with those of the
community.

In drawing attention to this paradigm shift in the single family rental market and
its potential impacts on renters, this report aims to set an agenda for action by
housing advocates and policymakers. The transformation of single-family rental
housing from a local, “mom and pop” industry to a global investment class should
be closely studied, subject to proactive regulation to promote the common good,
accompanied by enhanced support for tenants rights, and generate resources
that will benefit lower-income households most vulnerable to housing insecu-
rity. We must recognize that land and housing are not simply financial assets, but
resources that are fundamental to the well-being of families across the economic
spectrum, communities and society, and we must act on this insight.
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