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State withdrawal combined with challenges in raising private finance have led not-for-profit housing organisations in a number of countries to diversify into commercial activities as a means to generate additional income streams and cross subsidise their core social operations.  Within England, an increasing number of housing associations have looked for new forms of investment, notably from private rental housing, to generate additional cash flows and fill gaps in the housing market. Drawing on the concepts of institutional logics and organisational hybridity, the paper uses organisational archetypes to examine the different hybrid financing, governance structures and housing products that two pioneering London-based housing associations have employed to undertake private rental activities alongside their social businesses.  The paper argues that the trends identified are indicative of wider institutional change, with not-for-profit housing organisations facing difficult strategic choices about how to fund their core business in a world of lower public subsidy and uncertainty over future sources of private finances.
1. Introduction
Although the desire to curb state spending and shift responsibilities to the private sector is not a new development, following the global financial and sovereign debt crises, governments across the world have found renewed vigour in applying market principles to their respective housing systems (Nieboer & Gruis 2014).  Not-for-profit housing organisations within specific countries face a particular challenge.  While they are expected to fulfil a social mission by providing a decent home to those who cannot afford it in the market, steep reductions in state subsidies have put pressure on these organisations to become more market orientated and self-financing (Czischke & Gruis 2007, Czischke et al 2012). 
In England in particular, the not-for-profit housing sector has undergone radical reshaping since 2010, with the Coalition government introducing significant policy changes that have been accelerated by the Conservative administration elected in 2015 (HM Treasury 2015).  Prior to this phase of state retrenchment, the sector retained a high degree of certainty over its main income streams.  Housing associations[footnoteRef:1] (HAs) were able to base their business plans on government grants to support the delivery of new affordable housing, and housing benefit underwrote rental income for eligible claimants, albeit at reduced levels. The sector also benefited from borrowing a significant proportion of their debt finance from banks at historically low interest rates over the long term.  This business model has now fundamentally changed (HCA 2015d). [1:  Since 1996, not-for-profit housing organisations in England were termed Registered Social Landlords and subsequently Registered Providers, under the provisions of the Housing and Regenerations Act 2008. For the purposes of this paper, the generic term housing associations will be used.
] 

The pressures facing not-for-profit-housing organisations are not unique to the English HA sector, and from a comparative perspective, academics have noted how English HAs emulate international trends (see Gruis & Nieboer 2007; Heino et al 2007; Czischke & Gruis 2007; Czischke et al 2012; Mullins et al 2012). For example, English and Australian housing policies exhibit many similarities, with decreasing levels of government investment and increasing policy uncertainty resulting in not-for-profit housing organisations attempting to reconcile a need to diversify into commercial activities with a desire to retain their social mission (see Milligan et al, 2012).[footnoteRef:2]  Similarly, in Holland, HAs were seen to be more commercially-orientated than their international counterparts by the mid-1990s - adopting strategic business plans, diversifying their housing products and embarking on non-core activities not previously undertaken (Gruis and Nieboer, 2007; Gruis, 2008).  In the Netherlands, however, this model is in retreat as a result of deteriorating housing and capital market conditions following the global financial crisis, and from a loss of political support after the Dutch Parliamentary Inquiry (2014) questioned the legitimacy of the sector’s expansion into profit-making activity (Nieboer and Gruis, 2014)[footnoteRef:3].  [2:  Under the Australian national affordable housing agreement (NAHA), funding to the social housing sector has been substantially cut since the mid 1990s (Australian Government 2014).   ]  [3:  In 1995, Dutch HAs were granted financial independence following the ‘Brutering’ (Gross and Balancing Agreement) whereby state subsidies were substantially withdrawn. Following European Commission Directives and a Dutch Parliamentary Inquiry (2014) into their activities, HAs are now legally obliged to separate social and commercial activities (i.e. non-services of general economic interest) and “focus more on core tasks” (p.19) (Ministry of Economic Affairs 2014).  ] 

Hence, at a time when Dutch HAs have moved to a more defensive position, confining themselves to their core functions of managing and developing housing for low income groups (Nieboer & Gruis 2014), the UK government has encouraged the diversification of HAs into non-core market activities as a means to generate additional income streams and cross-subsidise their operations (HCA 2015a and b).  Many English HAs have turned to private rented sector (PRS) investments to generate additional cash flows and fill gaps in the housing market (Chevin 2013).   Yet, whilst diversification into the PRS may allow new opportunities and enable the creation of new business models, it also brings additional risks for the sector (HCA 2012, 2015a).  
Drawing on the concepts of institutional logics and organisational hybridity, the purpose of the paper is to consider how HAs have responded to a changing institutional environment through diversification strategies, defined as approaches by which organisations enter new markets and create new products, focusing on the diversification into market renting housing in this case. Despite a growing body of literature in the field of hybrid organisational forms (see Mullins and Pawson, 2010; Mullins et al 2012), the concepts of institutional logics and hybridity have yet to be applied to the diversification of HAs into the PRS.  To date, academic study has not considered the way hybrid financing, governance structures and housing products have been used to undertake PRS activities alongside core social business activity. As Mullins et al (2012) note, there are many studies on the transformation of the English HA sector from a general macro perspective, but few on the organisational restructuring that has occurred in response to prevailing institutional logics.  As Czischke et al (2012) suggest, greater knowledge is needed about organisational responses to a rapidly changing operating environment. This paper addresses this gap by using the concept of hybridity to understand how two pioneering London-based HAs have diversified into the PRS, thus providing the first explorative analysis of this diversification strategy in practice. 
To better understand these diversification strategies, the paper uses organisational archetypes (devised initially by Gruis et al (2004), and subsequently refined by Gruis (2008), Czischke et al 2012, and Nieboer and Gruis (2014)) to analyse organisational structures and practices. Although such archetypes can be criticised on the basis that no complex organisation entirely fits within a typology, as Nieboer and Gruis (2014) contend, they are in fact useful as a tool to generate wider discussions about contrasting organisational strategies within and between countries, particularly in response to state withdrawal from the not-for-profit housing sector. In applying the classification to the English HA sector and developing the typology, the paper thus sheds important light on the contrasting approaches that the two case study London HAs have adopted and, in turn, considers the wider implications of these responses.  
2. Institutional logics and organisational hybridity
The term institutional logics, introduced by Alford and Friedland (1985), describes the contradictory rule structures and practices inherent in modern institutions that both enable and constrain organisations’ behaviour and actions. Institutions are commonly defined as the rules, norms and beliefs explaining what can and cannot be acted upon (Powell & DiMaggio 1991). As taken-for-granted culturally embedded understandings, these logics specify and justify behaviour to which organisations must conform to if they are to receive support and legitimacy (Zuker 1987).  To date, most theoretical and empirical attention has centred upon state-linked institutional logics (see Powell & DiMaggio 1991; Thornton & Ocasio 2008). Within this approach, government rules, regulations, monitoring and sanctioning activities constrain and regularize organizational structure and actions. As the prominence of market logics has grown, academic interest has turned to their effects on organisational behaviour (Scott 2001; Powell & DiMaggio 1991).  Yet as Thornton and Ocasio (2008) argue, the ascendancy of market logics does not necessarily imply a rejection of state logics, but instead a blending of the two. 
Research on institutional logics invariably adopts a field-level perspective, examining changes in the strength of influence of competing logics on individual organizations within that field. It is within specific organisational fields that institutional logics are mediated (Thornton and Ocasio 2008).  In contrast, focusing on strategies and actions at lower levels of analysis (i.e. within organisations themselves) illuminates the way in which prevailing logics of state regulation and market imperatives are played out.  As Scott (2001) argues, ‘modern organisations are active players not passive pawns’ (p.179) implying that organisations are capable of responding creatively and strategically, by restructuring organisational arrangements and production processes to meet externally generated expectations. Whilst organisations are embedded within institutions, institutions are socially constructed, with organisational decisions and outcomes resulting from this interplay (Powell & DiMaggio 1991). Extending theoretical and empirical efforts to better understand this interchange in specific fields has therefore grown in recent years and can be applied to a range of public, private and voluntary organisations.
Organisational hybridity & archetypes
Within housing studies, the concept of institutional logics has been useful in gaining insights into how HAs have responded to state and market logics and thereby combined social and commercial goals (Mullins 2006; Sacranie 2010, 2012; Mullins et al 2012).    Analysis has, in turn, been enriched through the concept of hybridity to explain emerging organisational financing, governance structures and housing products (Mullins & Pawson 2010; Blessing 2012; Mullins et al 2012; Czischke et al 2012).[footnoteRef:4] This trend towards hybridity within the sector has been witnessed internationally through the adoption of hybrid financial dependencies (i.e. mixed state and market funding); hybrid governance structures (allowing charitable and commercial activities to be undertaken) and hybrid housing products, (e.g. through traditional subsidised rental housing, shared ownership, market renting and property sales) (see Gruis & Nieboer 2014; Mullins et al 2012; Milligan et al 2012).  [4:  Hybrid organisations denote those that have significant characteristics of more than one sector – public, private and third, in which their roots primarily adhere to the distinctive principles of one of them (Billis 2010).     ] 

Understanding the basis for varying types of organizational hybridity has drawn academics to the role of culture within individual HAs (Manzi 2007; Sacranie 2010, 2012).  As Thornton and Ocasio (2008) note, culture is a social resource that individuals use strategically, justifying and motivating their organisational restructuring in response to prevailing institutional logics.  Organisations become infused with distinctive sets of values, identities, and styles of leadership that shape and interpret their missions, strategies and logics of investment.
Whilst acknowledging that organisations’ internal culture and strategies inevitably vary as they respond to state regulations and market competition, Gruis et al (2004), suggest that variations are primarily based on whether an organisation is essentially market-orientated or more traditional and task-orientated.  Examining both Dutch and English HAs’ strategic behaviour, Gruis et al (2004) identify the strategic objectives of a market-orientated organisation as based on a proactive search for commercial opportunities, including diversification into non-core activities as a way to generate cash flows. Such organisations regularly experiment with potential responses to emerging market logics, and, in doing so, make adjustments to their organisational structure and methods of operation.  By searching outside their core product domain and undertaking activities beyond their traditional remit, these market-orientated organisations are situated in a strong position to address wider and future housing needs. Moreover, these organisations are often creators of change to which their competitors need to respond.  Rather than isomorphism and conformity, Scott (2001) suggest that early adopters of innovation use the prevailing institutional logics to enhance their long run survival, reputation and leadership role within their field of operation.
Gruis (2008) and Nieboer and Gruis (2014) research on the Dutch HA sector and Czischke’s et al (2012) pan-European study of HAs have refined this distinction between market and task oriented organisations through identification of two further sub-categories, namely ‘societal innovators’ and ‘societal real-estate investors’.  Both types of organisations diversify into non-core activities to fund social investments, yet there are nuanced differences in their motivations.  Societal innovators justify expanding their activities ‘in the interests of society’ (Nieboer & Gruis 2014, p.5) and become more market-orientated, whilst retaining their social mission centrally within their business strategy. In contrast, the primary motivation for societal real-estate investors is to broaden their real estate portfolio by diversifying into commercial activities, undertaken in separate, stand-alone entities. 
Whilst not using the same classification, Milligan et al’s (2012) research on Australian not-for-profit housing organisations in essence, mirrors the above categories. For these researchers, the main difference between HAs is how the organisation’s social mission is best achieved.  Thus, for one group of HAs, a social purpose is the key internal driver of strategic decision-making. Although out of necessity, they may become more market-orientated, business drivers never compromise their social mission.  By contrast, the second group has a greater appetite to innovate, emphasising that a commercial business culture is critical to optimising social outcomes.      
Tensions inevitably surface, however, as HAs seek to reconcile competing social and commercial goals. For example Chevin (2013) notes different organisational behaviours in his examination of English HAs.  Those which correspond to Nieboer and Guis’ (2014) societal innovators face difficult choices in meeting their social duties to house the lowest income households whilst market logics compel organisations to move away from their social roots, particularly as they widen their resident profile. In comparison, organisations that act more like societal real-estate investors view the prevailing institutional logics as “a new era of independence and self-determination…liberating, allowing autonomy and more opportunity to cross subsidise from market rented housing” (Chevin 2013, p.1). 
Whilst acknowledging inherent difficulties in making clear-cut distinctions between complex organisational forms, Thornton and Ocasio (2008) argue that organisational archetypes are deliberate simplifications to afford comparative analysis, used as ‘yardsticks’ to compare hypothesised and actual behaviour.  Moreover, typologies are not static descriptions either, as no pure archetype exists, with organisational strategies varying over time. Instead they are intended to help inform the dynamic processes that underpin organisational change and the propensities towards certain kinds of organisational behaviour (see Mullins et al 2012). Table 1 (below) develops Nieboer and Gruis’ (2014) typology of market-orientated HAs. 
Insert Table 1
Before examining these archetypes though detailed case study analysis, some context is needed to outline the prevailing institutional logics that have compelled English HAs to enter into new commercial markets, like the PRS, whilst attempting to balance their commitment to social goals.  
3. Prevailing institutional logics and diversification activities
The explanations for a shift towards HAs exploring the opportunities offered by the PRS can be broadly distinguished between a combination of ‘push’ and ‘pull’ factors.
State withdrawal – the ‘push’ to the PRS  
The English social rented sector is primarily driven by state-linked institutional expectations expressed through the government’s Homes and Community Agency (HCA 2012, 2014a, 2015a). Following the government’s 2010 Comprehensive Spending Review, the HCA budget for new social housing was cut by sixty per cent; with government grants to be phased out after 2018 (HCA 2015c)[footnoteRef:5].  This period also saw the introduction of an affordable housing programme whereby rents on re-let and new-build HA properties must be a maximum of 80% of local market rents, alongside shorter and fixed-term tenancies under the Localism Act 2011.  Although, to date, affordable rented stock makes up a relatively small percentage of HAs’ overall housing numbers, once the policy takes full effect, the numbers will rise, particularly for new-build properties[footnoteRef:6]. With rents linked to market levels, the potential volatility of HAs’ cash flows increases, particularly if market rents fluctuate.   In addition, the Welfare Reform Act 2012 introduced changes to the housing benefit system entailing a significant reduction in subsidies for many tenants[footnoteRef:7]. Not only have these cuts impacted on tenants’ ability to pay rent, they have also introduced considerable risks to HAs’ net income, including a greater likelihood of significant arrears and bad debt (HCA 2014d).   [5:  Government capital grant allocations were reduced from previously £8.8bn to $4.4bn in the HCA’s 2010-14 Affordable Homes programme and to £1.7bn in the 2015-18 programme (HCA 2015c)]  [6:  The number of affordable rent units has significantly increased year on year, by 103% from 37,755 to 76,643 units in England and from 5,047 to 10,330 units in London between 2013 and 2014, with this trend set to continue (HCA 2014b).]  [7:  As of April 2013, annual housing benefits have been capped for working aged households to £26,000 with further reduction to £23,000 by April 2016 (HM Treasury 2015).] 

Pressures on the sector were intensified following the Conservative majority victory in the 2015 General Election, with the government introducing proposals to extend the Right to Buy to housing association tenants and to reduce HA rental levels by 1% per annum over a four year period (HM Treasury 2015).  These radical policy measures have increased the volatility of HA income cash flows and have strongly affected their business plans and financial forecasts. They have, in turn, intensified the pressure on HAs to seek new sources of funding, primarily from private institutional investors and consider other forms of investment, such as PRS housing, to fund their future development programmes.   
The rise of market logics - the ‘pull’ into the PRS 
The English HA sector has long developed hybrid financing, governance structures and housing products (see Malpass 2000; Mullins & Pawson 2010). Yet, HAs today face much starker decisions about how to restructure their organisations in response to prevailing institutional logics. Diversification into the PRS, in particular, results in new organisational risks, not least the exposure to fluctuations in the wider housing market and uncertainty in raising finance from the capital markets.  The Montague report (2012) commissioned by the government, however, waylaid such concerns, stressing the way PRS investments could generate extra income for HAs, as “a natural complement to HAs’ existing activities”. Organisations were therefore seen to “have the potential to become key players in the development of bespoke private rented housing” (p.10).  Diversification into private renting was also seen to fill a gap in the market, with the report demonstrating how the sector is set to grow, as households struggle to access mortgages or affordable rented housing. HAs were, in effect, encouraged to extend the housing tenure and services they offer, and in doing so, expand their customer base to include people who had not previously seen HAs as a natural landlord (Chevin 2013).      
Following Montague’s (2012) recommendations, the government launched a number of programmes to stimulate the PRS in response to growing demand pressures but also as a way to encourage institutional investment into the sector and, in doing so, support HAs in their diversification activities. Yet as Ferrari (2014) comments, attempts to expand the PRS are not new, with at least thirty years of attempts to encourage institutional investment, most of which have had “lukewarm success to date” (p.11).  Despite this record, the Government’s £500m ‘Get Britain Building’ programme was announced as part of its Housing Strategy for England in November 2011, aiming to unlock stalled sites and address housing providers’ difficulties in accessing development finance (HCA 2011).  This programme was followed by a government commitment of a £1bn ‘Build-to-rent’ fund coupled with establishing a PRS Taskforce.  In the first funding round, a third of the successful bids were awarded to HAs.  Moreover, to date, a quarter of the funds have been awarded to London, where the greatest backlog of PRS stock exists against a mounting affordability crisis (Bill et al 2014, HCA 2015b).
Given HAs’ comparatively strong balance sheets as well as their asset management expertise, record of professional services to tenants, and ability to support stand-alone capital needed to finance such developments, expansion into the PRS is seen as legitimate territory for HAs (Chevin 2013). Thus, Alakeson (2012, 2013) advocates the benefits of housing providers diversifying into the PRS, particularly as UK domestic rents are at an all-time high and in the light of historically low UK interest rates. The PRS has the capacity to generate low risk returns, particularly in areas of high property values, such as London. Yet, there are also challenges inherent in transferring costs and risks to providers like HAs, especially if they have little experience and untested market intelligence (Bill et al 2014 and ULI 2014).
Organisations inevitably respond differently to the prevailing market and state-linked institutional logics (Scott 2001).  In addition, within the state logics, conflicting regulatory logics often ensue (Thornton & Ocasio 2008). On the one hand, the HCA supports organisational hybridity and the setting up of unregistered profit-making subsidiaries to deliver HAs’ commercial activities, such as PRS investments.  An unregistered subsidiary is not constrained in its activities by charitable rules and creates tax efficiencies for the company.  On the other hand, these alternative, unregistered vehicles lack direct government accountability.  HCA (2012, 2014a, 2015a) Regulations therefore insist that HAs provide assurances that their social housing assets are not put at risk and that the public value within them is protected[footnoteRef:8]. [8:  HCA ‘The Regulatory Framework for Social Housing in England’ (2012) Governance Element para.1.4 states that non-regulated vehicles should not prejudice activities of regulated providers.  HCA ‘Regulating the Standards’ (2014) para 5.1 sets out a more explicit expectation that regulated parents ensure their non-regulated subsidiaries do not create excessive risk to regulated assets – there is therefore indirect accountability imposed on unregistered vehicles.
] 

To date, the proportion of PRS properties represents a comparatively small proportion of the total HA stock in England. Table 2 (below) shows that less than 2% of total stock is classified as market renting.  
Insert Table 2 
However, the figures provided undoubtedly under-represent the actual number of PRS units managed and owned by HAs. If the work is carried out in an unregistered subsidiary then it goes unreported in the HCA Statistical Data Returns (HCA 2014c). The aggregation of data also masks individual organisational strategic decision-making and the next sections therefore provide detailed analysis of two contrasting approaches to diversification taken by the case study organisations.
4. Research methods
Given the wide variations between HAs and difficulties in drawing generalisations, case study approaches have often been used to analyse individual HA organisational structures, behaviours and activities (see for example Gruis et al 2004: Mullins 2006: Manzi 2007; Gruis 2008; Sacranie 2010, 2012; Milligan et al 2012; Morrison 2013; Nieboer & Gruis 2014).  As Yin (2009) writes “the essence of a case study is to illuminate the decisions, why they were taken, how they were implemented and with what results” (p.13). 
Comparing HAs necessitates excluding as much as possible the differences caused through factors related to the organisational context (Gruis, 2008).  The sample of HAs was therefore restricted to those operating in similar market conditions, namely London, where the propensity to be market-orientated is greatest (Morrison 2013).
The research entailed in-depth case studies of two London-based HAs.  The selection process was purposive (Yin, 2009) based on an initial examination of London-based HAs’ annual reports, press releases and discussions with practitioners and experts in the social housing sector.  This allowed a preliminary investigation into which London-based HAs were seen as “front-runner” organisations, either by diversifying into PRS investments sooner than others or else through the business model they had adopted. The aim was to purposely select HAs that loosely fitted into Nieboer and Gruis’ (2014) market-orientated categorisation, namely societal innovators or societal real-estate investors, in order to test the conceptual assumptions and to analyse how far the categorisations can assist in an understanding of organisational behaviour.  
In-depth, semi-structured interviews were conducted with the CEOs and the company development directors from the case study organisations. The purpose of the interviews was to “provide ‘insider’ perspective on how organisations are responding to their opportunities and responsibilities” (Milligan et al 2012, p.1). The main themes were coded, drawing on Crossan and Til’s (2009) analytical framework (as recommended by Czischke et al 2012) that distinguishes HAs by a range of variables. These were classified according to three specific categories. Firstly, ‘motivator’ variables (primarily organisational purpose) that included the way in which prevailing institutional logics had influenced decisions to diversify into the PRS. The second type were ‘descriptor’ variables (such as governance structure, business model and nature of activities), which focussed on the hybrid financial arrangements, governance structures and housing products adopted. ‘Behaviour’ variables (namely organisational performance in meeting aims and objectives) formed the final category that considered, in particular, the key risk exposures faced in entering the PRS and how these were mitigated; the HAs’ future plans with respect to PRS investments and how these were balanced alongside social responsibilities. 
To validate the accuracy of what was said, the HAs’ Board of Directors were also consulted, via written correspondences, to confirm the CEO’s statements and to consider the extent to which a shared business culture existed. Interpretations of results were tested through analysis of documentary evidence, including the annual reports, financial accounts, HCA Regulatory Statistical Returns, company press releases and CEO public pronouncements including articles written in professional journals. This form of analysis makes use of a variety of texts, including the spoken and written word used in documentation and press releases issued by the organisation in order to probe the taken-for-granted ‘way we do things’ and explain the organisational cultural values, strategic priorities and logics of investment (Thornton & Ocasio 2008). 
5. London HAs case study evidence 
The motivator factors 
The two London-based HAs were both founded in the 1960s as not-for profit (Industrial and Provident) Societies with similar aims and objectives to provide social rented housing to those on low incomes, homeless households and groups with special needs, primarily in and around London area, largely achieved by utilising previous government funding.   Notting Hill Housing Trust (NHH) owns around 27,000 housing units (57% of which are classified as social housing) and Thames Valley Housing (TVH) owns 14,900 units (34% of which are social housing). The CEOs confirmed the financial pressures they faced, particularly since government support for the HA sector has waned (notable since 2010).  Whilst the government’s welfare reforms had exerted pressure on the HAs’ business planning, the full impact of these changes had yet to be felt.   Of more immediate concern, were government funding cuts and increased policy uncertainty, resulting in difficulties in making sufficient returns on their development programmes.  
As with the HA sector both nationally and internationally, both organisations responded to this changing institutional environment by adopting more market-orientated ways of working. For both, the prime motivation to seek new markets and to diversify into the PRS was to provide a way to generate extra cash flows to cross subsidise their core social business. Yet the business model each adopted was fundamentally different, with NHH conforming to societal innovator traits and TVH operating more as a societal real estate investor.
The Descriptor factors 
(i) Contrasting hybrid financing and governance structures 
NHH was one of the first London-based HAs to enter into the PRS, in 2004, when the present CEO was appointed (Thorpe 2013).  Its approach was initially experimental and less strategic as it had little experience or familiarity with such investments – “we were complete novices” (NHH).  The HA took professional advice from the British Property Federation and brought a housing manager from a private PRS company onto its Board of governance to increase expertise in this area. A wholly owned, profit-making PRS subsidiary, named ‘NHH market rentals’ was established, governed by the parent company’s Executive Board of Directors, (in the future this is to be given a separate brand name).  Since 2010, the PRS business has contributed around £10m in net surpluses that have been donated to the charitable parent group which owns and manages its social housing and other assets (such as shared-ownership and key worker properties) (see figure 1 below).  These resources, in turn, helped to fund NHH’s development programme, including around 300 affordable housing and 400 shared-ownership units per annum.   
To date, NHH owns and manages 700 PRS units, using £100m of its reserves, as well as traditional bank borrowing on historically low interest rates secured against its existing assets.  In 2013, NHH was one of only three HAs successfully to obtain investment from Round 1 of the HCA’s ‘Build to Rent’ programme, securing £18.3m in total (Hollander 2013). The CEO and the Board members acknowledged that the organisation needed to build up its reputation and brand in the PRS in order to attract private institutional investment in the future. As the CEO stated: “Entering the PRS ended up being a good experiment and the NHH Board has agreed to build up the portfolio, aiming for 1000 units by 2016”.
In contrast to the NHH approach, TVH’s hybrid organisational structure was markedly different and its PRS business model was the first of its kind in England (Thorpe 2013).  In 2009, the HA took the strategic decision to reposition and restructure itself, in light of the government’s reduced commitment to the HA sector.  The parent company retained its ethos as a non-profit, HCA-registered organisation yet relinquished its charitable status, and, in doing so, relaxing the restrictions on commercial undertakings.  TVH’s social housing and other social assets are, instead, owned and managed in its charitable subsidiary. 
Insert figure 1 
Whilst TVH entered the PRS market significantly later than NHH (in 2012), from the outset the parent company used £30m seed capital to establish a fully branded, profit-making subsidiary company, named Fizzy Living that sat under the parent company, alongside their charitable arm (see figure 1 above). Recruiting senior staff from the private sector ensured they were able to benefit from access to new financing, property development and asset management skills.  In 2013, £40m debt funding from a capital investment fund was secured against Fizzy Living’s assets and one year later, £200m equity (from Silver Arrow, a subsidiary of the Abu Dhabi Investment Authority) was secured in a “landmark funding deal” (Stephen 2014, p.1). Board members fully supported the rationale for subsequently setting up a joint venture company with the investor.   The shared values of the organisation were summarised by the CEO:
“the world is changing and we are now well placed. Other HAs borrow against their existing social housing assets to fund commercial activity.  Most have larger amounts of unsecured stock than we do.  Yet this strategy can put their social assets under risk if anything goes financially wrong.  We have a different mind-set, we have set up a stand-alone, joint venture company with our investors which enables our commercial activity to be ring fenced and so protects our social housing assets. We are explicit in our intent – make profits then cross subsidise to fund our social purpose”.    
Securing this large institutional investment within two years of operation allowed Fizzy Living to accelerate its commercial aspirations, building up a PRS portfolio relatively quickly.  It also liberated TVH from the need to enter HCA’s ‘Build-to-rent’ bidding rounds and compete with other HAs for government funding.  As Fizzy Living’s director acknowledged, “this investor’s cash injection is gold dust”.  Two Executive Directors from TVH (the CEO and the finance director) and three Silver Arrow investors are on the Board of governance.  This hybrid governance structure, in turn, has enabled the company to benefit from the investors’ global expertise in running commercial enterprises. 
Institutional investors were prepared to take the risk in Fizzy Living because of its strong brand identity and “clarity of purpose” (TVH), which other comparable HAs entering the PRS were thought to lack.  The parent company had a proven track record in asset and property management services and strong financial covenants[footnoteRef:9], offering the HA a competitive advantage over comparable private PRS companies. As the company director stated “we were a safe pair of hands and an attractive proposition to our investors”. [9:  Fizzy Services Management Company sits alongside Fizzy Living Joint Venture, undertaking its asset management, development services and property management for a fee from Silver Arrow.  It also receives a performance fee which incentivises TVH to grow this commercial subsidiary (Stephen 2014).   ] 

To date, Fizzy Living owns and manages 313 PRS units, with a pipeline of over 550 homes and with the intention of growing its portfolio to 1000 units by 2016.  As a Board member acknowledged: “The company is still building up its pipeline and will become profitable from management fees and returns on its portfolio by 2016”.  
Any profits realised will be donated to its charitable subsidiary and used to fund a development programme consisting of around 500 affordable housing units per annum.   As the CEO commented:
“the expansion of over 500 PRS units per annum is not at the opportunity cost of affordable housing.  The longer term profits of this business stream will allow more affordable housing to be built along with other commercial profits” 
(ii) Contrasting hybrid housing products
Not only have the two organisations adopted different hybrid financing and governance structures in order to diversify into private renting, the housing product on offer was also fundamentally different.
NHH initially grew its PRS portfolio through acquiring existing tenanted stock from other London-based HAs and PRS management companies. It has also purchased new-build properties from private developers at discounted prices, when “they were willing to sell in bulk and get cash-in-hand during the recession” (NHH). Its portfolio is therefore highly diverse in terms of tenant profile, property quality, rent levels and location. A Board member acknowledged that some of the three-bedroom properties have experienced letting difficulties, partly attributed to NHH’s lack of market intelligence, with PRS stock being “highly sensitive to exact location and clients’ needs”. 
In line with a societal innovator orientation, NHH’s strategy is to let properties to a diverse range of tenants in housing need, with its target market being “single people and families who may need some help with housing benefit to pay rent but are broadly self-sufficient” (CEO cited in the Parliamentary Review 2014). To date, almost 11% of NHH’s rental income from its PRS stock is derived from housing benefit. On one (182-unit PRS) scheme, acquired with existing tenants, 22% of the rental income comes from housing benefit.  Whilst only one-year assured short-hold tenancies at present are offered, it is intended that more security through three-year tenancies will be offered once the business brand has become more established (Fearns 2014).  NHH has also looked at options to provide more affordable PRS rents by fixing rents at no more than £1000 per month, but so far this has not been viable in the London market.  As the CEO and Board members acknowledged, focusing on the right PRS product and its brand identity is critical for the organisation to reduce void periods and compete in the PRS marketplace. 
In contrast to NHH, TVH acted from the outset as a societal real-estate investor, ensuring that its commercial and social missions were not conflated. Its PRS portfolio has grown through acquiring part-built properties from private developers that were prepared to sell to TVH as private rentals as a way to improve occupancy rates and instil market confidence. Properties acquired in Canning, Epsom, Popular and Stepney Green in London were let within three to six months, as a result of their close proximity to public transport and amenities, and thus were popular locations for PRS tenants.
TVH’s explicit intent was to target young professionals – “the 30+rentysomethings” by providing additional services, such as concierges, gyms, and underground car parking to attract a clientele that envisage the PRS as a lifestyle choice in London.  Rents are set at competitive market rates, with one-year assured, short-hold tenancies and upward-rent-reviews only.  Despite the target market being more mobile, there have been minimal voids, to date.  Unlike NHH, none of Fizzy Living’s rental income is derived from housing benefit.
By being fixed on its commercial mission, focusing on a defined market segment and having strong branding, the organisation has obtained a strong commercial lead relative to comparable-sized HAs entering PRS investments.  As NHH noted, “Fizzy Living has won the brand war”.  Commenting on NHH’s letting difficulties and mixed marketing messages – TVH noted: “an organisation cannot be all things to all people”.  
Contrasting behaviours: Mitigating risk and future diversification plans
The two organisations acknowledged difficulties in building up their PRS portfolios through new-build acquisitions, as market conditions have fundamentally changed.  As NHH CEO argued: 
“Developers are no longer selling homes in bulk at a discount to us for the private rental market as they can capitalise on soaring prices in London and sell directly to owner occupiers.”
It was also difficult for London-based HAs to build for rent, despite government recommendations (discussed above) (Montague 2012; ULI 2014). Escalating land prices and construction costs in London and fierce competition from private developers for sites, meant that HAs experienced considerable difficulty in buying land for development, whether for affordable housing or PRS (Savills 2015).
Given the strong market conditions witnessed in the capital, NHH’s strategy was to concentrate on acquiring sites in comparatively cheaper (outer London) locations.  In line with a societal innovator orientation, NHH’s core social functions and with this, its social responsibilities to its lowest income tenants remain a prime motivational driver in its strategic decision-making.  The organisation is therefore prepared to sell its PRS stock “if the figures do not stack up” (NHH).  A Board member summarised the HA’s business outlook:
“From the beginning, we took the view that the PRS offers some flexibility as an investment.  The business is over ten years old, and whilst we are committed to growing it in the medium term, it may make sense for the wider aims of NHH to sell all or parts of the PRS portfolio”.  
In contrast to NHH, TVH was more optimistic that it could buy sites to both build up a PRS development programme in and around London, and extend the Fizzy Living brand further afield.  Despite working within a highly competitive market, Fizzy Living company director argued “if we get the right angle to compete, we will find opportunities to buy sites”. 
Given its hybrid governance structure, TVH was also able to draw upon its investor’s global experience, giving the organisation confidence that its PRS assets would be tradable on capital markets in the future.  Compared to NHH, the organisation was therefore determined to retain these assets over the longer term.  The CEO summarised the business outlook, which was fully supported by the Board members: 
“the world is changing, we need to get the HA sector thinking with new ideas.  As an organisation, we are not going to stand still.  We are cutting edge. We are in this PRS business for the long term”.
6. Discussion
Modern organisations’ structures and actions are manifestations of the wider institutional environment (Powell & DiMaggio 1991; Scott 2011) and within the English HA sector, a shift from state to market logics, accelerated by state funding cuts, has resulted in a growing reliance on market activities to cross subsidise core social functions.  As Thornton and Ocasio (2008) contend, specific organisations make use of the prevailing logics to frame their strategic behaviour to secure their legitimacy and long-run survival in different ways.  Empirical results from this research support these theoretical arguments.  
Whilst both case study organisations responded to the prevailing institutional logics by diversifying into the PRS, they adopted different hybrid financial arrangements, governance structures and housing products.  Moreover, the way they justified their course of action was dependent upon distinctive sets of cultural values that reaffirmed their strategic direction and logics of investment (Manzi 2007; Sacranie 2010, 2012). 
In NHH’s case, the organisation demonstrated a strong propensity towards societal innovator traits.  Diversifying into PRS out of necessity, its profit-making subsidiary remained an integral part of the organisation, relying on debt funding from banks leveraged against the parent company’s social housing and other assets.  By way of comparison, TVH acted as a societal real-estate investor from the outset, diversifying out of choice and strategically positioning itself through organisational restructuring by setting up a profit-making joint venture company with its private investor to undertake PRS activities. This hybrid-financing model allowed its commercial activities to be ring fenced from its charitable subsidiary, thus protecting social housing assets from undue risk.  In addition, its hybrid governance structure offered the company greater business skills, autonomy and self-determination (Chevin 2013).
Whilst both organisations’ strategic directions were embedded within the prevailing logics, they met externally generated expectations through different strategic and creative responses (Scott 2001), and in different ways allowed their commercial and social missions to be retained.  Tensions may arise, however, as the two HAs reconcile their different courses of action (Chevin 2013). For a societal innovator, social responsibilities remain the key internal motivator (Milligan et al 2012).  NHH will therefore not compromise its duties to house those on lower incomes, offering a hybrid housing product designed to meet both existing and future tenants’ needs.  Importantly, it was prepared to sell its PRS stock if sales generate greater surpluses for the core social business. For TVH, acting as a societal real-estate investor, the organisation was determined to hold on to its PRS assets, in anticipation of their tradable worth over the longer term. TVH was therefore seen as a ‘creator of change’ (Nieboer & Gruis 2014), providing a fully branded PRS product targeted at young professionals, offering a challenge to other HAs and private organisations to respond in order to remain competitive in the marketplace.   
Table 3 summarises the key differences between the two case study organisations, drawing upon Crossan & Til’s (2009) analytical framework. Whilst organisational structures and behaviours were markedly different, both these ‘front-runner’ HAs were, in effect, ‘early adopters of innovation’ (Scott 2001), either by diversifying into PRS investments sooner than other HAs or by the business model they have chosen to adopt.  Using the prevailing institutional logics that motivated the two HAs to diversify into the PRS not only helped them to ensure their long term survival but also meet their overall aims and objectives (Crossan & Til 2009).  Lessons can therefore be learnt from these two case study organisations for other HAs that have not yet diversified into the PRS with respect to the key risk exposures entering into the PRS and how they might be mitigated.
Insert table 3
7. Conclusion    
The degree of regulatory and financial independence that allows not-for-profit housing organisations to define their mission, core tasks and pursue diversification strategies varies by country, with organisations in England having enjoyed greater freedoms than many of their European counterparts (Heino et al 2007; Czischke et al 2012).  Although considerable variety of not-for-profit organisations exists within and between countries, Gruis and Nieboer (2004) argue that an examination of diversification strategies adopted by ‘front-runner’ organisations to fulfil their social mission “provides models for others yet to develop such strategies” (p.1). 
However, as Milligan et al (2012) contend, a shift in HA operations to non-core activities witnessed, for example, in both England and Australia, comes at a time when a cautionary tale has emerged from the Dutch’s HA sector’s “foray” (p.5) into commercial real estate ventures.  The Dutch counterparts have curbed their market activities, in part under government duress, and are refocusing their business on core social functions (Nieboer & Gruis 2014).  In contrast, in England, the combination of less state funding and policy uncertainty has placed considerable pressure on English HAs to restructure and diversify into market activities, including private rental investments, as a means to generate vital additional income streams.  
The concepts of institutional logics and organisational hybridity demonstrate how these external pressures have driven two London HAs to develop hybrid financing, governance structures and housing products to allow them to diversify into PRS investments (Mullins et al 2012). Organisational archetypes help to capture differing structures and practices as organisations react to the prevailing institutional logics and deliver both social and commercial returns (Nieboer and Gruis 2014).  Not only does the classification allow comparisons between organisations operating in the same context (in this case London), it also provides a means for further, systematic discussion about the strategic positioning of different organisations in an era of minimal (or zero) public funding across England and within different country-contexts. 
Current UK government policy has explicitly dissolved the boundaries between the different forms of rented housing, through encouraging an expansion of the PRS and by setting rents on HAs’ new developments at prevailing market rates.  Yet, as Ferrari contends (2014), if this trend continues, it “in essence, spells the end of the principle of social housing as an alternative to the market” (p.8).  As HAs continue to develop more complex hybrid organisational structures and diversify into the PRS, the provision of rented housing, by type, cost, and ownership become essentially blurred.  On political grounds, the implications of this trend, particularly if not-for-profit housing organisations are no longer able fulfil their social obligations to provide housing to those with least ability to pay, thus warrants continued investigation in England, drawing on experiences in other countries as well.
The tensions created by competing institutional logics have become increasingly pronounced in England, following the Conservative majority win in the General Election 2015.  Pressures to diversify activities have become exacerbated now that HAs have been required to reduce their annual rental income by 1% over the next four years and sell their stock through Right-to-buy to sitting tenants (HM Treasury 2015).  A number of market-orientated HAs have diversified into PRS investments, and others are likely to follow across England, if they are to sustain a development programme and find alternative income streams to support their businesses in the absence of public subsidy (HCA 2015a&d). On practical grounds, much can therefore be learnt from those who have already restructured and diversified into market activities, like the PRS, to ensure these organisations’ long run survival. The dilemmas facing the English HA sector are new, and perhaps unforeseen, with housing academics and policy makers within England and beyond observing the organisational responses as this new, unchartered direction of travel unfolds.
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Table 1: Conceptual organizational archetypes of market-orientated HAs
    Social orientation---------------------------------------------------Commercial orientation
	Societal innovator
	Societal real-estate investor

	Broad range of activities, continuous renewal of its products and services and social return 

Social mission as key driver of strategic decision-making 


Commercial activity undertaken out of necessity – business drivers should never compromise social duties to house lowest income households

Social duties centrally situated within parent group  

Commercial activities secured against social assets 

Tension in reconciling social and commercial goals  


	Emphasis on continuous renewal of its real estate portfolio and on financial return 


New operating environment seen as liberating - allowing autonomy and opportunity to create surpluses

Commercial activity undertaken out of choice – commercial ethos critical to optimize social outcomes


Social duties undertaken in charitable subsidiary 

Commercial operations as stand-alone and separated from social activities

Appetite to innovate & experiment with market trends and widen tenant base.  Creator of change in sector















(source: Nieboer & Gruis 2014, adapted by author)

Table 2: English HAs’ diversification into the PRS (total stock per annum)
	
	General needs
	Market rented
	Market rented as a % of total
	Total

	2006
	154390
	36573
	1.75
	2079515

	2007
	1620476
	38573
	1.77
	2178229

	2008
	1713124
	40767
	1.77
	2296368

	2009
	1776095
	45208
	1.89
	2379728

	2010
	1825510
	50318
	2.06
	2437005

	2011
	1896853
	56683
	2.24
	2526639

	2012
	1949565
	47881
	1.85
	2586115

	2013
	1979874
	48701
	1.84
	2634917

	2014
	2002180
	49829
	1.87
	2666053


(Source: HCA 2014c)

Figure 1 Comparison of HAs’ hybrid business models for PRS investments
(i) Notting Hill Housing Trust
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(ii) Thames Valley Housing
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Key:
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= gift-aided surpluses   [N.B. both HAs have other subsidiaries (e.g for property sales) and TVH has an operational company Fizzy Living Service management company. Yet for the purposes of this diagram they have been excluded]

Table 3 HAs’ hybrid organisational structures and PRS diversification strategies
	
	Societal innovator:
Notting Hill HA
	Societal real estate investor: Thames Valley HA

	Motivator: Prevailing institutional logics
	Social logic of greatest significance 
	Market logic of greatest significance 

	Descriptors:
Hybrid governance structure


Hybrid financing






Hybrid housing product
(i) Building up PRS portfolio 




(ii) Target market
	

Governed by NH Executive Board Directors

Borrowing against social housing assets.
Profits to charitable parent company 
Use of own reserves, traditional bank borrowing and government loan finance


Purchase of tenanted existing properties and property acquired off-plan from developers at discounted price
Development in less expensive outer London locations

Strong social mission “in interests of society”:  client group: those who may need help with housing costs
Percentage of total rental income derived from housing benefit 
Considering 3-year time-limited tenancies to offer more security
	

Joint Venture with investor (Silver Arrow) 

Ring-fenced PRS investment

Profits to charitable subsidiary 

Use of seed capital from parent company and debt funding from capital investment banks


Property acquired off-plan from developers at discounted price
Development in and around London – plans to extend beyond 



Strong commercial mission & “creators of change/competitors to follow” client group: young professionals – lifestyle choice 
Charge market rents & 1 year AST
Provide add-on services e.g. concierge/gyms/underground car parking
No rental income derived from housing benefit

	Behaviours:
Mitigating key risks
	Need a clear brand/marketing strategy
Difficulties in letting – need right product to reduce voids/churn  
Need to develop a strong track record for investors
If PRS returns less than property sales as way to generate surpluses would sell PRS stock 
	To build on brand reputation & customer loyalty 
Income threshold – what are tenants willing to pay?
Operating costs relatively high
Need to sustain strong track record for investors
Will NOT sell – hold over long term & considers PRS as “tradable assets” in future


(source: author – sub-headings adapted from Crossan & Til, 2009)










Notting Hill Parent company 
(HCA registered/charitable status)
(owns/manages SH and other assets)


Notting Hill PRS subsidary 









Thames Valley Parent company
HCA registered/non-charitable status)


Fizzy Living PRS subsidary (Joint Venture company with Silver Arrow investor)


Thames Valley HCA- registered Charitable subsidary (own/manages social housing & other assets) 
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