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The Political Economy of Rental Housing in Spain: The Dialectics of
Exploitation(s) and Regulations
Ismael Yrigoy

Department of Social and Economic Geography, Uppsala University, Uppsala, Sweden

ABSTRACT
This paper analyses how the exploitation of tenants in Spain is boosting
income for banks, hedge funds and pension funds. It does so by tracing
the origins of the money invested in a Tres Cantos housing project in
Madrid. The paper makes the following claims: First, the exploitation
taking place in households -referred in this paper as secondary- is
increasingly related to worker exploitation, and thus this particular type
of exploitation is increasingly relevant to the dynamics of capital
accumulation. Second, the key role of secondary exploitation of tenants
in the revenue-making strategies of pension funds, hedge funds and
banks is augmented and mediated by a myriad of regulations being
implemented at the national and supranational scales. Theoretically, the
paper contests the Marxian claim that household exploitation is
‘secondary’ to the exploitation taking place in the production process.
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Introduction

One of the main features of the post-crisis housing political economy is the appetite of financial inves-
tors for rental housing and an increase in tenant displacement (Fields and Uffer 2016, Fields 2018,
Wijburg et al. 2018). As Soederberg (2018, p. 286) has pointed out, ‘the act of expelling tenants
from rental property has become one of the most pressing social issues in contemporary capitalism’.
Indeed, secondary exploitation -referred here as the exploitation taking place when a tenant (or a
homeowner) becomes an inhabitant of a specific home- in the current post-crisis context is not
only engineered through homeowner reliance on mortgages but also through tenant payments to
landlords (Fields 2018, Soederberg 2018).

Secondary exploitation of tenants has become a key aspect of the Spanish housing market,
as illustrated by the fact that evictions from rental properties have been more numerous than
evictions from owned properties since at least 2013 (CGPJ 2018). Elaborating on the above
insights, I engage with the post-crisis rental housing question by inquiring as to the nature
of the ‘exploitation’ tenants are facing as their houses are acquired by hedge funds. Related
to that, what has been the role of regulations in enabling such secondary ‘exploitation’ by
hedge funds? I seek to respond to this question by tracing the origins of one financial corpor-
ation’s (Blackstone’s) investments into a housing project in Tres Cantos (Madrid, Spain) as well as
the role post-crisis regulations have played in investment processes such as the one in Tres
Cantos.
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The paper thus analyses the multilayered economic processes and regulatory shifts which have
boosted a large-scale process of rental housing stock acquisition by financial corporations and
increased pressure on tenants to leave their homes. The article is therefore framed within literature
focused on the political economy of housing, and particularly, on the blossoming literature on
housing financialisation (Aalbers 2012, 2019, Fernandez and Aalbers 2016).

Within the literature on rental housing financialisation, the article makes one empirical and one
theoretical contribution. First, it aims to contribute to the long-standing discussion about the ways
through which the ‘exploitation’ of households takes place (Engels 1872, Pahl 1975, Aalbers and Chris-
tophers 2014). The article’s contribution is to prove that the secondary ‘exploitation’ taking place in the
household is increasingly interrelated, if not dependent on the exploitation of labour when selling the
ability towork to corporations. At the same time, it also proves that the exploitation in thewage-labour
sphere is increasingly dependent on secondary exploitation. Second, it contributes to the literature on
the role of the state in the financialisation of housing (Aalbers et al. 2011, Fernandez and Aalbers 2016,
Yrigoy 2019) by dissecting the role of monetary easing from central banks in strengthening the link
between the exploitation happening at the household level and the wider economic processes.

This study has adopted a mixed case study design. On the one hand, quantitative data from the
Bank of Spain and the Land Registry statistical service regarding evolution of mortgage loans and
the share of salaries used to pay mortgage loans has been used to grasp the post-crisis transition
from a secondary exploitation model based on extracting wages via mortgage loans to a post-crisis
secondary exploitation relying on rental payments. On the other hand, a combination of Newspaper
articles, policy documents and specially, corporate annual reports have been analysed to explore the
practices of hedge funds in the Spanish rental market, and particularly, of Blackstone and its subsidiary
Fidere in Tres Cantos project. Blackstone and Fidere have been chosen because they are respectively
the largest investor in Spanish housing (Blackstone) and Fidere is one of Blacktone’s spin-off that has
all its financial reports publicly available. The information obtained by financial reports and new feeds
has been complemented by two databases. First, Aura Real Estate database containing the main real
estate transactions in Spain has been used to track down the type of assets traded by hedge funds,
and specifically, Blackstone and Fidere. Moreover, SABI database, which contains all the key economic
information of all corporations registered in Spain, has been used to verify and complement Fidere’s
information regarding its profits and debts. The Tres Cantos project is used in the article as the
example to explain post-crisis secondary exploitation taking place in Spain for a very pragmatic
reason: it is Blackstone’s project in Spain which has raised more interest in different media outlets,
and thus, more secondary information is available. Information regarding post-crisis regulations
and pension funds has been obtained from secondary sources and particularly from official reports
mainly by the European Central bank and specialised media outlets such as The PEW Charitable Trust.

The paper is structured as follows: The first section discusses the nature of the secondary ‘exploi-
tation’ faced by tenants and the relation between such exploitation and broader labour exploitation.
It also discusses the role of regulations, and therefore, state actors in boosting and linking different
forms of exploitation. Focusing on the Spanish case, the second section explains the recent shifts
from a mortgage-based to a rental payment based type of secondary exploitation. Moreover, it
argues that secondary exploitation in rental tenancy is rooted in the need for banks to deleverage
from real estate assets, using a Tres Cantos housing project in Madrid as a case example. The third
section analyses how post-crisis regulations have forced banks to deleverage from housing assets
while boosting their profits by allowing banks to issue mortgages to new landlords buying
housing stock from the banks themselves. It argues that secondary exploitation suffered by
tenants is also in the best interest of banks, as borrowers’ (landlords) risk decreases as the rents
(and exploitation) from housing increases. The fourth section explores the relation between tenant
and worker exploitation by tracing the monetary origins of Spanish rental housing investments
and the relation between hedge and pension funds. It is claimed that in order for pension funds
to accelerate their yields and therefore allow employers to continue employing and exploiting
workers, pension funds are investing in companies that ultimately exploit tenants. It is further
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argued that the increasing reliance of pension funds in hedge funds, and therefore rental housing, is
rooted in the quantitative easing policy of central banks. The fifth section concludes by claiming that
the increasing relation between different types of exploitations is mediated by post-crisis regulations.

Linking Tenant ‘Exploitation’ with Labour Exploitation and the Neoliberal State

Exploitation and the Political Economy of Housing

Rental housing has become, in the post-crisis context, a ‘frontier’ for capital accumulation, and par-
ticularly for financial investors (Fernandez and Aalbers 2016, Fields 2018, Soederberg 2018, Wijburg
et al. 2018). The absorption of capital in housing is, in Fernandez and Aalbers (2016, p. 72) words,
‘one of the defining characteristics of the current age of financialization’. The literature on housing
financialisation has focused on two main issues related to the post-crisis evolution of rental housing.
On the one hand, fine-grained analyses of how financial corporations have acquired rental housing
stock in cities such as Berlin, Madrid or New York have been provided (Teresa 2016, Fields 2018,
Janoschka et al. 2019, Soederberg 2018). On the other hand, explanations about the rise in
rental tenancy to the detriment of homeownership have also been made available (Kemp 2015,
for example). Particularly insightful in the context of this paper is an article by Byrne (2019), who
claims that, in the context of crisis within the economies of Ireland, Spain and the United
Kingdom, rental tenancy is increasing credit provision has diminished. It has also been pointed
out how this decrease in available credit is related to the roll out of macroprudential regulations
and ordoliberal ideology, which has greatly reduced the availability of banks to issue credit
(Forrest and Hirayama 2015, Yrigoy 2019).

But despite the contraction of credit issuance for mortgage markets, a record amount of money is
being invested in housing, resulting in the increasing dispossession and displacement of tenants
(Purser 2016, Soederberg 2018, Espinoza and Plat 2019, Janoschka et al. 2019). In this particular
context, Proudhon’s (quoted in Engels 1872) notorious statement ‘as the wage worker in relation
to the capitalist, so is the tenant in relation to the house owner’ strongly correlates to what seems
to be happening in the post-crisis rental housing market. Indeed, in order to theoretically and empiri-
cally grasp how it is possible that major investments are happening in post-crisis housing despite a
reduction in mortgages, as well as understand the nature of the secondary ‘exploitation’ faced by
tenants, two key interrelated issues must be taken into account: First, the different understandings
of the concept of exploitation, and how the different forms of exploitation are increasingly related.
Second, the role of state action (through regulations, policies and institutions) in articulating the
relation between both types of exploitation.

Primary and Secondary Forms of Exploitation

Proudhon as well as the more Marxian-inclined literature on financialisation have illustrated how
exploitation not only happens within the production process but also how it takes place as a large
amount of households cannot afford an increase in rental prices and are displaced as a result
(Fields 2015, Purser 2016, Soederberg 2018, Wijburg et al. 2018). Is this Proudhonian conceptualis-
ation of ‘exploitation’ correct? From a Marxian theoretical point, Proudhon conceptualisation of
tenant ‘exploitation’ is wrong: The working class needs to sell its ability to work – the labour force
– to capitalists in exchange for a salary, and the very act of being forced to sell the ability to work
is what, in Marxian thought, is considered exploitation (Harvey 1982). This process of selling the
ability to work occurs not just in the production process but also in the civil sector (for example, indi-
viduals sell their ability to work as teachers, policemen, and so on). I refer to this form of exploitation
as primary exploitation. Following Marxian reasoning, a tenant (or any other household inhabitant)
cannot be exploited through the acquisition of housing, since the latter is a commodity bought –
via sale or rental agreement – as with any other commodity. As Engels (1872, p. 13) pointed out,

188 I. YRIGOY



The tenant – even if he is a worker – appears as a man with money; he must already have sold his own particular
commodity, his labour power, in order to appear with the proceeds as the buyer of the use of a dwelling.

Even if Engels (1872) acknowledged the landlords’ abuses of tenants, he considered what occurs in
the sphere of housing a ‘secondary evil’ since exploitation happens when the labourer sells their
ability to work in the production process. Is ‘exploitation’ then the right word with which to grasp
the increased pressure put on tenants by financial corporations, as Aalbers and Christophers
(2014, p. 382) have wondered? Tenant ‘exploitation’ may be ‘secondary’ vis-à-vis the exploitation
transpiring in the broader economy, but as has been widely shown, the suffering of tenants due
to a capitalist process is at least as emotionally profound for labourers and key to capitalists as
that faced in the production process (Purser 2016, García-Lamarca and Kaika 2016, Soederberg
2018). This is why, the process by which an increasing amount of household wages are used to
secure access to housing is referred here as secondary exploitation.

However, as the next sections will illustrate, there is an increasing reliance on secondary exploita-
tion in order to successfully carry out primary exploitation. The argument is as follows: pension
benefits are a key component of an attractive job position, and thus, are an important element
that predisposes labour to sell its ability to work to an employer, and thus to be exploited
(Webber 2018). However, in the current post-crisis context, US public pension funds yields’ are
decreasing, and thus pension funds have channelled their idle money (money coming from
workers’ wages) into hedge funds, as the latter have the ability to find profitable niches in the
current post-crisis scenario (Rajkumar and Dorfman 2010, McIntosh 2013, Elias et al. 2016, Webber
2018). Amongst other niches, hedge funds are investing pension funds’ money and providing
returns to pension funds by buying rental housing and increasing rental prices (Fields 2018, Soeder-
berg 2018). Rental housing therefore provide returns for pension funds both to secure pension
benefits payments to their former workers; to keep the working conditions of the current workers,
and to keep job positions attractive to workers by maintaining the pension benefit schemes.

In the case of those rental units owned by hedge funds, the very origin of land rentiers money
invested in rental housing is ultimately the salaries labourers obtain as they sell their ability to
work; as the money used by hedge funds comes predominately from hedge funds (Mcintosh
2013). Without a waged labour force being exploited, not only is value not produced but ultimately
land rents are not extracted from rental housing either. Therefore, tenants living on hedge funds’
owned housing are exploited because of a previous exploitation of workers in broader economic
processes.

The State’s Role in the Dialectical Relation between Exploitation(s)

The aforementioned relation between primary and secondary exploitation is enabled by the post-
crisis regulations and monetary policies of state institutions. In other words, the progressive exploi-
tation of tenants as rental housing has become financialised cannot possibly be grasped if state
policies are not taken into account (Fernandez and Aalbers 2016, Waldron 2018). Indeed,
pension funds are currently investing in rental housing stocks and not in other commodities
because of a specific set of post-crisis economic policies which have actively pushed hedge
funds and other institutional investors into the buy-to-let housing market (Fernandez and
Aalbers 2016, Yrigoy 2019).

Note here how this post-crisis role of the state redefines the Marxian understanding of the state as
an instrument of class domination (Harvey 1978). State regulations are developed in order to actually
enforce exploitation in the production process (Harvey 1978). More recently, there have been debates
about the power relations between state and corporate actors, with regulations redefined as ‘cogni-
tive closure’, whereby corporate actors ‘seduce’ the state and therefore influence regulatory frame-
works (Aalbers et al. 2011), or ‘regulatory capture’, when corporate actors infiltrate state power
and therefore dictate regulations from within the state (Young 2012).
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But what the post-crisis scenario vividly illustrates is how the state brings together primary and
secondary exploitation. As the empirical sections will show, the monetary policy of central banks
in the post-crisis scenario push pension funds to invest in hedge funds who locate these investments
in rental housing. In the post-crisis context, workers’wages have been channelled into pension funds,
which, due to specific regulations, are massively investing in hedge funds, who also decide to invest
in housing assets due to other specific regulations (Dixon and Monk 2014, Yrigoy 2019).

This dynamic illustrates that the state should not only be conceptualised as a structure which
enforces the class power of dominant actors (Harvey 1978), but also as both a constitutive actor in
wage-labour relations (Cartelier 1982) and, to no lesser a degree, a constitutive actor which links
the exploitation occurring in different spheres of the economy. As the next section will show, in
order to understand why rental tenancy has been targeted by post-crisis regulations, it is essential
to recognise the failure of mortgage-based forms of secondary exploitation as the 2008 crisis
exploded in Spain.

Secondary Exploitation in Spain: From Mortgage to Rentals

Crisis-ridden Shifts in Housing Tenancy and Secondary Exploitation in Spain

The relevance of rental tenancy is a new phenomenon in the Spanish context since homeownership
has been promoted as the form of tenancy since the 1960s (García-Lamarca and Kaika 2016). At the
time, around eight million Spaniards emigrated from rural to urban areas, and this population cohort
was progressively politicised once they reached urban environments (López and Rodríguez 2010,
pp. 271–309). Given such a context, promoting homeownership was a way to deactivate any poten-
tial contestation to the regime (Naredo 2004, López and Rodríguez 2010). Secondary exploitation via
mortgage payments was reinforced in the 1980s through legislative changes which ended with the
possibility of having indefinite rental agreements, thus furthering homeownership and contracting
rental tenancy (López and Rodríguez 2010, Charnock et al. 2014).

Secondary exploitation via mortgage payments was accelerated in the 1995–2007 period as larger
amounts of household income became destined for mortgage-loan payments even though salaries
decreased by ten per cent in that period; by 2006, 58.22 per cent of Spanish salaries were destined to
pay off mortgage loans (Rodríguez and López 2010, p. 44, Colegio de Registradores 2018). Such an
increase in the amount of household resources directed to pay mortgage loans went hand in
hand with an expansion in the amount of mortgage debts held by households; whereas in 1999
Spanish households paid €238 billion for mortgage loans, by 2007 they paid €840 billion for mort-
gage loans (Bank of Spain 2018). This illustrates how secondary forms of exploitation occurred
prior to 2008: By relentlessly increasing the share of salaries appropriated by rentiers.

However, mobilising such a large amount of household income towards mortgages was unsus-
tainable in the long run: At some point, the appropriation of salaries by rentiers could not be
further increased as a minimum share of salaries is imperiously required to cover other basic
human needs. In fact, official data claims that up to 91.5 per cent of gross disposable income (avail-
able income after paying taxes) in Spanish households was being used in 2007 to pay mortgages and
other debts (Bank of Spain 2018). To put it simply, household resources were simply not enough to
cope with the ever-increasing rise in housing prices, and thus, Spanish households had difficulties in
repaying loans. As a result, the share of non-performing loans increased in Spain from a record low of
0.7 per cent in 2006 to a maximum of 9.38 per cent in 2013 (Statista 2018).

Not surprisingly, the moment the secondary form of exploitation via expansion of mortgage
markets could not be further increased was the moment the global financial crisis erupted.
Without the ability to expand secondary exploitation through mortgage loans, the rate of homeow-
nership started to (slightly) decrease in Spain – from a historical peak of 80.1 per cent of homeowner-
ship in 2007 to 76.7 per cent one decade later (INE 2018). At the same time, the amount of issued
mortgage loans diminished as Spanish bank liquidity dried up (see Figure 1) (Charnock et al.
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2014). As the possibility of exploitation via mortgage payments continues to disappear, rental
tenancy has been increasingly regarded as a locus for secondary exploitation. Arguably the most pro-
minent symptom of such an increasing role for rental payments as a central mechanism of secondary
exploitation, is that for the first time in Spanish history there are currently more people being evicted
from rental housing than from owned housing (CGPJ 2018). Indeed, by the end of 2018, those people
evicted due to rent arrears represented 65.1 per cent of cases, whereas those evicted due to non-
payment of mortgages represented 29.5 per cent of the total (CGPJ 2018).

Post-crisis, Rental-based Exploitation and the Banks’ Need to Deleverage: The Case of
Fidere-Blackstone in Tres Cantos, Madrid

The positioning of rental housing as the main source of secondary exploitation has taken place as
global financial corporations have massively acquired real estate portfolios across a variety of
countries in the West such as the United States, United Kingdom, Ireland, Greece and, to no lesser
extent, Spain (Alexandri and Janoschka 2018, Wijburg et al. 2018, Yrigoy 2018, Janoschka et al. 2019).

Between 2012 and 2018, €147 billion in non-performing loans (NPLs) backed by real estate assets,
as well as real estate assets themselves, were acquired by hedge funds (Auraree 2018). Within the
financial corporations acquiring housing assets, one company stands out: Blackstone. By 2018, Black-
stone had acquired 100,000 rental housing units in Spain, becoming the largest landlord in the
country (Arroyo 2018). The sellers of these assets were first and foremost Spanish banks in need of
deleveraging from NPLs and/or real estate assets in order to cope with post-crisis financial regulations
and pay off debts to its European lenders (Yrigoy 2018, 2019). Hedge funds have also obtained a large
amount of NPLs from SAREB; a semi-public asset manager created in 2012 which acquired NPLs and
real estate assets worth €51 billion belonging to the Spanish banks (Byrne 2015, Yrigoy 2018). There
is, however, a third important niche in which hedge funds have secured large stocks of rental
housing: The acquisition of social rental housing owned by real estate developers. Hedge funds
target these projects because they are sold at bargain prices, as many of the owning companies
were bankrupt real estate developers which had also been involved in large development projects
remaining unsold on the housing market (López and Rodríguez 2010). Hedge funds are aware that
social housing has controlled prices which last several years – between three and seven depending

Figure 1. Amount of household mortgage loans and share of household rents used to pay mortgage loans. Source: Bank of Spain
2018, Colegio de Registradores 2018.
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on the region – but after this period passes, landlords are able to either sell the house or increase the
rental prices at their discretion.

What happens then once hedge funds have obtained rental housing? Technically, global financial
corporations acquire and manage rental housing stock under real estate investment trust (from now
on REIT) schemes. REITs are publicly listed companies whose main activities are the management of
income-producing real estate assets such as rental housing (Waldron 2018, p. 209). The primary
advantage of REITs vis-à-vis other investment vehicles in Spain is an exemption on corporate tax,
an exemption on rented properties tax and an average 95 per cent discount on an average assets’
transference tax (Yrigoy 2018, p. 607). Moreover, in the Spanish context, REITs are meant to be an
instrument particularly fitted to rental housing since REITs are subjected to the so-called 80/80/80
rule. That is, 80 per cent of an REIT’s revenues must come from rented real estate assets; 80 per
cent of assets held on an REIT’s balance must be rented real estate assets and 80 percent of the
income must be distributed to REIT’s shareholders (Fidere 2018). As a result of this state-enforced
regulation, REITs have mushroomed all over the country, becoming the managers of hundreds of
thousands of housing assets to be placed on the rental market.

The case of the housing project in Tres Cantos illustrates how the shifts in housing ownership have
taken place and the consequences of these shifts for tenants. Madrid’s regional government and the
city council of Tres Cantos decided in 2005 to develop a social housing project on a plot of land
owned by FCC, one of the largest real estate developers in Spain (Azcárate 2018). In March 2007, a
thousand newly finished houses were raffled to four thousand young adults under the age of 35
(Serrato 2018). Even though the project was promoted by the regional government of Madrid, the
building, promotion and rental payments were carried out by FCC (Azcárate 2018). Social housing
rental agreements in the Madrid region are signed for seven years with the option of purchasing
the house once the agreement has ended (Azcárate 2018). In December 2013 FCC sold a thousand
Tres Cantos social houses to Fidere, a REIT wholly owned by Blackstone. For five consecutive years
after Fidere/Blackstone acquired this housing project the rents which could be extracted from
these housing assets could not be increased as the project was considered social housing, and
thus, the form of tenancy and rental prices could not be changed. Yet the classification of the Tres
Cantos projects as social housing ended in December 2018. This means that as of January 2019
onwards, Fidere has been able to increase the rental prices or sell the housing units at its sees fit
(Chiarroni 2018, Simón Ruiz 2019). Fidere has given the tenants three options: First, tenants have
the option to continue the rental agreements with an ‘update’ on the prices. Average rental prices
in the project will gradually increase from the current €560/month to €700/month in January 2019
and to €800/month by 2021. According to Fidere, however, the price increase will not reach free
market prices, estimated to stand at €900/month (Chiarroni 2018). Second, Fidere provides the
option of selling the houses for €180,000 each, the same dwellings which were bought by Fidere
in 2013 for an average €72,000 (Chiarroni 2018). Last but not least, Fidere allows the tenants to
leave the house once the contract ends in December 2018 (Fidere 2018). The Tres Cantos case of
accelerated secondary exploitation is by no means unique; similar processes have actually taken
place in several other housing projects across Spain.

How Spanish Banks Have Benefited through Post-crisis Regulations from Primary
and Secondary Exploitation

Post-crisis Bank Regulations and the Role of REITs in Banking Deleverage

Why such urgency from banks to sell hundreds of thousands of housing assets to global financial cor-
porations even if the rents (and therefore the exploitation of tenants) extracted from housing is
increasing? The need of banks to deleverage, and the representation of these assets as highly deva-
lued, is rooted in the introduction of post-crisis regulations, which blamed the economic crisis largely
on banking systems (Ertürk 2015, Langley 2015). Indeed, one of the first consensuses reached after
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the 2008 economic meltdown was the need for tighter regulations on financial actors such as private
banks in order to decrease its (failure) risk (Ertürk 2015, Langley 2015, Christophers 2016). This
momentum for tighter regulation was crystallised in the Basel III and IFRS 9 agreements, through
which the assets held on the banks’ balance sheets are weighted according to their default risk (Chor-
afas 2012, García Montalvo 2018).

Basel III is a regulatory framework concerning banks, agreed upon by the Basel Committee on
Banking Supervision (BCBS) in 2010, and it has been introduced by national regulators since then.
The key principle of the agreement is that the assets a bank has on balance are classified according
to its default risk. Each bank is obliged to reach a minimum threshold of high-quality assets and not
surpass a maximum threshold of risky assets (Langley 2015, García Montalvo 2018). As Langley (2015,
p. 90) has explained, with Basel III

probabilistic calculations of the default risks of different asset classes were placed within risk-weighting cat-
egories. So, for instance, all government bonds held on the asset side of a bank’s balance sheet were given a
zero percent risk-weighting, and corporate loans came with a 100 percent risk-weighting.

Such risk-weighting criterion was reinforced in 2018 with the approval of the International Financial
Reporting Standard (IFRS) 9 model (García Montalvo 2018). This model consists of a shift in bank
accountability, from considering the devaluation of an asset after the fact towards a model which
accounts for expected devaluation of a bank asset before it takes place (Novotny-Farkas 2016,
Bholat et al. 2017). Under this a scenario, Spanish banks are obliged to sell the assets (either to
financial corporations or SAREB) so as to adhere to the regulations and thus avoid bankruptcy
(Yrigoy 2018, 2019).

In principle, there is no way for banks to avoid such tight regulations: If banks do not accomplish
the asset risk-weighting imposed through IFRS 9 and the BCBS, the possibilities of getting funded via
the European Central Bank (ECB), the interbank loan market or other secondary markets is closed
(Yrigoy 2018, 2019). But such regulatory control on banks and their involvement in housing
markets was watered down with the emergence of REITs and the subsequent involvement of
banks in the former. Interestingly enough, banks’ awarding of mortgage loans to REITs and acquiring
REITs shares is not in contradiction with the IFRS 9 and Basel III regulatory frameworks as the main
criteria in ascertaining the risk level of banks’ assets is to look at the chances of converting these
assets into liquid money (Chorafas 2012). Even if REITs are holding on balance the same type of
assets considered extremely risky when on the balance of banks, banks are not penalised for
having shares in REITs or issuing mortgages to REITs (Chorafas 2012). This is because REIT-rooted
assets, even if they are distressed housing assets, are ultimately backed by large pools of liquidity
managed by global financial corporations such as Blackstone; thus, REITs are considered to be
non-risky corporations.

Where do these hedge funds’ ‘pools of liquidity’ come from? Mainly from workers’ savings, which
are invested into hedge funds via pension funds (McIntosh 2013, Agrawal and Lim 2020, The PEW
Charitable Trust 2017). Note here how banks are benefiting from exploitation taking place in the pro-
duction process: The larger the amount of wages placed into pension funds and subsequently placed
into hedge funds, the more power hedge funds have to invest in REITs, and the more opportunities
banks have to be involved in housing markets via issuing mortgages or purchasing minor shares in
REITs (Cinco Días 2017). However, banks are not only taking advantage of the pension fund strategy
to invest in hedge funds, they are also benefiting from the increasing secondary exploitation carried
out by REITs in the Spanish housing rental market.

Secondary Exploitation as a Method of Boosting Bank Performance through REITs

By 2018, the estimated amount of mortgage lending from Spanish banks to REITs had escalated to
€20 billion, with around 20 per cent of the real estate acquisitions carried out by Spanish REITs
being funded by Spanish banks (Salces and Simón 2018, Valencia Plaza 2018). Furthermore, even
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if Spanish REITS are largely controlled by global financial corporations, Spanish banks also have min-
ority stakes in these REITs (Cinco Días 2017, Casillas 2018). If SAREB is an instrument envisaged to
encourage more deleveraging of toxic assets on the part of banks and thus cope with post-crisis
global regulations (Yrigoy 2018), the roll out of REIT regulation in Spain has been conceived to
create demand for the assets that banks have had to sell due to the implementation of Basel III.
Indeed, only after REITs were established was the transference of distressed assets from banks to
hedge funds made considerably easier (Alexandri and Janoschka 2018, Yrigoy 2018). Thus, it is in
the banks’ own interest to award mortgages to REITs as it facilitates the transaction of distressed
assets from banks to REITs. As stated above, whether REITs have acquired rental housing assets
through banks, SAREB or heavily indebted developers (such as, for instance, FCC, the former
owner of the Tres Cantos housing project), banks have been the primary beneficiaries of such trans-
actions since they have been able to rid themselves of toxic assets and therefore conform to post-
crisis regulations (Yrigoy 2018).

But the blossoming of REITs has a complementary advantage for banks in which secondary exploi-
tation of tenants is of key relevance. Indeed, secondary exploitation leads to a low debt-to-income
ratio for REITs, which ensures that REITs are able to maintain access to credit and thus allow banks
not only to strengthen their credit issuance but also maintain and disguise their influence (and rev-
enues) in regard to housing markets, bypassing global regulations hampering them from doing so
(Yrigoy 2018, 2019). The case of Fidere (the REIT owning the abovementioned Tres Cantos project)
can better illustrate the point: As Fidere increased the number of housing assets purchased via mort-
gage loans, its amount of debts increased from €80 million in 2014 to more than €467 million in 2018
(Fidere 2018). But despite the increase in Fidere’s debt, its debt ratios vis-à-vis income has rapidly
decreased as mechanisms of secondary exploitation in spots such as Tres Cantos have been
pushed forward: If in 2014 Fidere’s debt-income ratio was 18:1, the same ratio had decreased to
8:1 by 2017 (Fidere 2018). From the point of view of banks, it is critical to lend to companies which
are not heavily indebted, as bank asset (such as issued credit) risk is weighted by post-crisis regu-
lations, such as Basel III or IFRS 9, dependent on variables such as borrowers’ debt (Langley 2015).
There is, therefore, a close relation between bank deleveraging and the issuance of credit for REITs:
Not only have Spanish banks sold as many housing assets as they could to REITs as a way to clear
their balance sheet, but at the same time they have awarded REITs the necessary mortgages to
buy the distressed real estate assets sold by banks. Secondary exploitation in this context ensures
that the mortgages banks award REITs are accepted as non-risky assets by post-crisis regulations.

In sum, global regulations have pushed banks to get rid of assets while national regulations
regarding REITs have guaranteed the continuation of the link between banks and housing markets
as banks are now, as before the crisis erupted, the main lenders to landlords.

From Hedge Funds to Pension Fund: Linking Primary and Secondary Exploitation

The Origins of the Money Underlying REITs and Hedge Funds: Linking Tenant and Worker
Exploitation

Beyond substantially helping to improve bank balance sheets and thus invigorate mortgage markets
(Fernandez and Aalbers 2016), REIT regulations allows pension funds and, no less so, hedge funds to
reach rental housing, one of the few profitable investment niches available in a context of low interest
rates (Byrne 2015, Fernandez and Aalbers 2016, Waldron 2018). As REITs help pension funds to reach
rental housing, they are one key state-sponsored device which helps to link primary and secondary
forms of exploitation.

In the case of Fidere, its ability to pay mortgage payments and dividends ultimately relies on Black-
stone’s economic strength. Indeed, in 2018 Blackstone reached an agreement with a ‘foreign financial
actor’ to inject into Fidere the necessary amount of money to pay back its mortgages, carry out
refurbishments, and award Fidere’s shareholders a €120 million dividend (Ugalde 2018).
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Who is the mysterious ‘foreign financial actor’ helping Fidere to pay mortgages and dividends?
From where do hedge funds such as Blackstone acquire the money required to run REITs such as
Fidere? Blackstone and similar global financial corporations usually create ad hoc fundraising vehicles
in order to fund asset acquisition (see Figure 2) (Kaplan and Strömberg 2009). For instance, Fidere’s
owner is Blackstone Real Estate Partners Europe IV L.P, a fundraising institution owned by Blackstone
which raised $8.2 billion to invest in distressed real estate assets across Europe (Blackstone 2015). All
the publicly known investors are US-based pension funds, such as Pennsylvania’s Public School
Employees’ Retirement System (which invested $100 million in the fundraising vehicle), North Caro-
lina’s Department of State Treasurer (which invested $150 million), the New York City Police Pension
Fund and the Texas Permanent School Fund of the Texas Education Agency (with a $75 million invest-
ment) (Glodfelter 2013, Pennsylvania School Retirement System 2013, Texas Education Agency 2014,
NYC Police Pension Fund 2018).

Not only is tenant exploitation in places such as Tres Cantos dependent, and therefore ‘secondary’
(In Engel’s jargon), on worker exploitation in the US economy, but the exploitation which policemen,
firemen and teachers across the eastern and southern US coasts are facing is increasingly dependent
on the exploitation of tenants in spots such as Tres Cantos. In this regard, good job conditions –which
amongst other aspects, encompasses pension benefits-, are of paramount importance to maintain
current workers and to recruit new workers into the public sector. It is therefore vital to maintain
pension benefits to have workers willing to sell their ability to work to the public sector, and second-
ary exploitation of tenants has become one of the main ways by which pension funds obtain reven-
ues, and thus can maintain their benefits for workers (Webber 2018).

Indeed, finding attractive yields for pension funds in the context of low – or even negative – inter-
est rates is not an easy task (Sender 2018). Traditional investment niches, such as bonds or stocks, are
decreasing, whereas alternative investments by hedge funds are increasing their yields (The PEW
Charitable Trust 2017, Dizard 2019). In such a context, Hedge funds are the players who can
obtain for pension funds the necessary yields which allow the later actors to keep paying benefits
to workers and thus to maintain the mechanisms of primary exploitation.

The next section explains why pension funds find rental housing – and not other traditional invest-
ment niches (for pension funds) such as government bonds – particularly worth investing.

Quantitative Easing: The Monetary Policy that Links Primary and Secondary Exploitation

Pension funds have always channelled idle money into niches worth investing (Clark 2000). Yet the
amount of liquid money amassed by all types of financial corporations (including pension funds) in

Figure 2. Origins of the money invested in rental housing acquisition. Source: own elaboration.
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the post-crisis years and its focus on real estate has happened at an unprecedented scale. Indeed,
global financial corporations raised $453 billion in 2017, eclipsing the $414 billion raised in 2007
(Summerfield 2018). Investors have such a large amount of money available to invest because the
anti-crisis policies of central banks in the European Union, United States, United Kingdom and
Japan have focused on creating new money – so-called quantitative easing – which has ultimately
trickled down to pension funds first and hedge funds after. This is why, nowadays, and despite
the economic crisis, there is ‘too much cash chasing too few deals’ (Garret 2018).

Indeed, by means of the so-called quantitative easing policy, it is estimated that more than $12
trillion in new money has been created by central banks across the globe (Cox 2016). In the Eurozone
alone, the ECB has created €2.6 trillion which has been spent buying up government debt, asset-
backed securities and covered bonds (Carvalho et al. 2018). In the early stages of the economic
crisis, governments issued bonds in order to deal with the crisis situation and bailout banks (Bank
of Spain 2017). These bonds were sold at high interest rates – 7 per cent in the Spanish case – as
governments badly needed extra sources of funding to carry out its own anti-crisis policies
(Langley 2015, p. 43). At the same time, such high yields made government bonds an attractive
asset worth investing in for pension funds, who massively acquired those bonds (Langley 2015).

But since 2015, quantitative easing policies have shifted in their approach, focusing instead on the
acquisition by central banks of the government bonds held by pension funds, insurance companies
and other holders, instead of acquiring mortgage-backed securities issued by banks (Claeys et al.
2016, Positive Money 2019). As a result, the yields of new bonds issued by governments sharply
decreased (Positive Money 2019). As Hudson (2012, p. 352) pointed out, ‘The federal reserve is
flooding the banking system with so much liquidity that Treasury bills now yield less than 1 per
cent’. As a result of this acquisition, the income of pension funds, and the workers benefiting from
pension fund plans, has decreased together with the decline in government bond yields; thus,
cities and/or states, which themselves have deficit problems, have increased their contributions to
the pension funds (Dizard 2019). Moreover, government officials in the United States have been
attempting to reduce pension benefits to workers in order to alleviate public budget contributions
to public pension funds (Dizard 2019).

Unleashing quantitative easing means that pension funds have had an enormous amount of liquid
money which must be invested somewhere in order to continue extracting rents. In a context
whereby the budgets of public bodies are restrained and bonds have decreasing yields, real
estate, and particularly housing, has emerged again as an asset worth investing in for pension
funds. But how could pension funds or insurance companies possibly utilise real estate assets? It
has been made possible primarily through the existence of hedge funds, which have fixed the idle
money coming from pension funds into profitable assets such as rental housing (Invest Europe
2018). At the same time, as quantitative easing has reduced government bond yields, it has increased
housing yields by fuelling a price increase (Jenkins 2018). As Jenkins (2018) has argued,

The biggest inflationary driver [of housing prices] has been the programme of quantitative easing [which has]
held back yields available on government bonds and other high-quality debt, pushing investors en masse into
riskier asset classes. Real estate has been a natural focus.

This quantitative-easing rooted need to find profitable niches for pension funds has been the ulti-
mate driver leading to an increase in secondary exploitation through rental housing – the more
exploited tenants are, the more pension funds get into alternative investments, such as rental
housing, as these are considered highly profitable (Brav et al. 2009, Agrawal and Lim 2018).
However, such investments in rental housing does not guarantee higher yields for pension funds
in the long run. As the report of The PEW Charitable Trusts (2017, p. 1) points out,

Greater investment in equities and alternatives can provide higher financial returns but also bring heightened
volatility and risk of shortfalls. The volatility inherent in public funds’ investment strategies can be seen in
more recent results as well, with large funds posting fiscal year gains of over 12 percent in 2013 and 17
percent in 2014, but only 2 percent in 2012, 4 percent in 2015, and 1 percent in 2016.
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What is more, hedge funds are increasingly accessing the managing boards of pension funds in order
to better supervise pension fund investments into hedge funds; once in control of a pension fund
board, hedge funds tend to maximise the share of income that ends up their own hands and mini-
mise the share that actually goes to the hands of employees (Brav et al. 2009, Agrawal and Lim 2017,
The PEW Charitable Trusts 2017, Dizard 2019).

Such a quantitative easing policy cannot last forever as there is a high risk of inflation (Claeys et al.
2016, Rogoff 2017). In fact, the risk of inflation has for the moment been restrained due to the low
interest rate policy which has gone hand in hand with quantitative easing policies (Sibbert 2010,
Claeys et al. 2016). But two important limits appear here: First, inflation can hardly be controlled
even if interest rates are at a record low (Claeys et al. 2016). Second, increases in rental prices
cannot be increased indefinitely; so far, rental increases have multiplied evictions in rental tenancy
and the average salary amount destined to pay housing rentals among Spanish families is 42.1 per
cent, which is well above the EU average of 26.1 per cent (CGPJ 2018, Eurostat 2019). If this rise con-
tinues to increase, it will soon reach the same threshold of salaries used before the crisis to pay mort-
gages loans, thresholds which proved to be unbearable for households and therefore for the whole
economy. Hedge funds are fully aware of such limits and ready to keep profiting once rental pay-
ments cannot be further increased. Blackstone is very clear that once the rents in rental housing
cannot be increased anymore it will aim to sell its housing stock in Spain to other landlords, as it
has done in the United States and the United Kingdom (Wijburg et al. 2018, Williams 2018, Simón
Ruiz 2019).

In the Spanish context, it will be difficult to sell housing to local stakeholders if the mortgage
market is not revitalised, something which cannot be done as long as interest rates are not increased.
But, in the event that interest rates increase, a policy of quantitative easing will have to stop otherwise
inflation will sky-rocket. A double movement regarding monetary policy will therefore be needed in
the years to come: As the massive creation of money has the risk of ending up in an inflationist
turmoil, a quantitative ‘tightening’ of the money issued by central banks will increasingly be required.
Yet for the time being Blackstone and similar funds have increased their investments in the Spanish
rental housing market – global financial corporations invested a historical record of €62 billion into
Spanish housing acquisition in 2018 – and have kept increasing rental-based secondary exploitation,
gaining as much in rents as possible while the quantitative easing policies stand.

Concluding Remarks

The article has shown how Engels (1872) claim that household ‘exploitation’ is ‘secondary’ to the
exploitation taking place in production must be reconsidered in light of Spain’s recent rental
market patterns. Secondary ‘exploitation’ of households has become more and more relevant in
boosting pension fund income and thus helps to boost workers’ exploitation. In fact, it could be
the case that individuals are facing an increase in rental prices caused by the acquisition of their
dwelling by an REIT ultimately backed by money from their own pension fund. The very same
person would be facing shifting returns from the pension fund because their landlord is increasing
the rental prices. Technically, a tenant may face displacement because of the exploitation he/she
is suffering as a worker; this is the dialectical relation between primary and secondary exploitation.

Such an increasing relation between primary and secondary exploitation is taking place because
of the monetary policies carried out both by the US Federal Reserve and the European Central Bank.
Indeed, Quantitative easing is the state regulation which ultimately encompasses the rhythms of
primary and secondary exploitation. Not only do regulations coordinate the rhythms of exploitation
in the workplace and the household but there is also a dialectical relation and continuity in the regu-
lations aiming to restructure the role of housing in the post-crisis economy and the different forms of
exploitation suffered by households (see Table 1). First, banking regulations such as Basel III aimed to
deleverage banks from housing assets. As banks deleveraged, REITs were created in Spain. As hedge
funds landed in the country, there has been increased pressure on tenants, exemplified in this article
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through the case of Tres Cantos. This is possible because quantitative easing policies have placed the
idle money of institutional investors into pension funds instead of other traditional niches such as
bonds or stocks (Agrawal and Lim 2017, The PEW Charitable Trusts 2017). Such a regulatory roll
out shows not only the state role in ensuring the interests of what Harvey (1978) labelled the ‘domi-
nant class’, but it also illustrates the coordinative role of the state in directing the mechanisms of
worker and tenant exploitation taking place.

What will be the next step once quantitative easing ends (due to the risk of inflation)? In the
Spanish case, the reliance of hedge funds on rental-based secondary exploitation may change
once quantitative tightening is fully implemented (JLL 2019). Still, as the flow of quantitative
money eventually stops, the strategies of global financial corporations may possibly shift. Their
short-term strategies may yet be to further toughen the mechanisms of rental-based secondary
exploitation. The acquisitions of rental housing by these corporations and subsequent processes
of eviction and displacement may keep increasing for a few years. But ultimately, once mortgage
markets have recovered, hedge funds such as Blackstone will likely be willing to increase its extrac-
tion of rents via housing sales. In order to sell houses, hedge funds will have to first empty their
housing stock via massive rental increases leading to evictions. This is the difficult balance these cor-
porations are playing as of 2019: On the one hand, the need to maintain the rent stream from housing
rentals so as to keep enlarging their housing portfolios, and on the other, the need to empty these
housing units so they can be rapidly be sold when the moment comes.
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Table 1. Post-crisis regulations and its impacts on exploitation.

State-led instrument/
Regulation/Policy Goal Impact on exploitation

Basel III/IFRS 9
(Supranational)
SAREB(National)

Deleverage banking system from toxic
assets.

Increasing default of households’ mortgage payments

REITs (National). Facilitate landing of hedge funds into
national housing markets

Increase rental prices & tenants displacement

Quantitative Easing Stimulate economy/ direct idle money
towards rental housing

Increase rental prices& tenants displacement/
uncertainty on workers’ pension funds’.

Source: own elaboration.
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