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Tory Reform Group Call for Evidence on Housing 

Key Points 

1. Our core proposition is a long term government-sponsored programme to develop 100,000 new 

units a year of housing at genuinely affordable rents, alongside other tenures, to: 

 offer a pathway out of expensive and insecure private renting, and on towards ownership, 

for “just managing” households 

 bring down the cost to government of meeting the housing needs of low-income 

households; 

 address the under-supply of housing, a crucial weakness in the UK economy which has been 

so resistant to other policy approaches; 

 help address pressures on public services, notably health and social care. 

2. The longstanding under-supply of new homes is a critical weakness for the UK economy. 

 

3. Home-ownership has been declining for over a decade now, and private renting has overtaken 

owner-occupation as the prevailing tenure for working households earning between £300 and 

£600 a week. 

 

4. The cost of renting privately both takes an unsustainable slice out of the income of many lower 

to middle income households and is a driver of escalating housing benefit spending. 

 

5. Current policy, as embodied in the Housing and Planning Act, has the right intentions, but the 

policy specifics are not sound.  They will not significantly help working households excluded from 

owner-occupation, and will further reduce the genuinely affordable rented housing those 

households, and people who are unable to work, need. 

 

6. The change of government is an opportunity to reshape policy so it is more effective at 

delivering more housing, and providing routes into owner-occupation.    

 

7. It is also essential that the Government embarks on a large-scale programme of building for 

genuinely affordable rent, we suggest 100,000 new units a year.  Such a programme is essential 

to tackle the long term supply problem, would provide homes for people who cannot buy (for 

the moment at least), would offer (via Right to Buy) a route into home ownership, and would cut 

the welfare bill. 
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1. Introduction 

SHOUT (www.4socialhousing.co.uk) is a volunteer-run campaign making the case for investment in 

genuinely affordable homes and demonstrating the positive effects that such housing has on people 

and communities.   It was launched in June 2014, with support from politicians of all parties, 

including Lord Porter, Conservative Leader of South Holland District Council, and now Chair of the 

Local Government Association 

The submission draws significantly on independent analysis commissioned by SHOUT and partner 

organisations, Building New Social Rent Homes: an Economic Appraisal by the leading economic 

research company Capital Economics, published in June 2015.1  An update to the report, re-

evaluating the analysis in the light of the result of the European referendum, will be published in 

early October. 

SHOUT welcomes the Tory Reform Group’s interest in housing policy, and agrees with it that the cost 
and availability of housing are a serious problem which demands radical policy thinking.  We hope 
that this submission is helpful to the Group in developing its ideas, and would be pleased assist 
further if we are able.  Our contact is Martin Wheatley, martinwheatley10@virginmedia.com, 07722 
997246. 
 
In her speech in Downing Street, on the day she became Prime Minister, Theresa May said: 
 
“If you’re from an ordinary working class family, life is much harder than many people in 
Westminster realise. You have a job but you don’t always have job security. You have your own 
home, but you worry about paying a mortgage. You can just about manage but you worry about the 
cost of living and getting your kids into a good school. 
 
If you’re one of those families, if you’re just managing, I want to address you directly.”2 
 
Strikingly, she identifies housing as one of the main things which make life difficult for families who 
are “just managing.”   We share her view that it is a critical policy challenge for a right-of-centre 
government, with a commitment to promoting social justice and helping hard-working but struggling 
families.   The proposals we make for a reorientation of government policy and investment in 
housing are the best way of helping those families. 
 
At the same time, the need to control public spending and borrowing has not gone away.  While 
there have been signals that there will be, to a degree, a “reset” of current plans, there will need to 
be a continued focus on making sure public spending is value for money, and the long term drivers 
of upward pressure on public spending are addressed.   Our proposals would do that too. 
 
Our core proposition, a commitment to a long term government-sponsored programme of 
developing 100,000 new units a year of housing at genuinely affordable rents, alongside other 
tenures, would: 

 offer a pathway out of expensive and insecure private renting, and on towards ownership, 
for “just managing” households 

                                                           
1 Building New Social Rent Homes: an Economic Appraisal, Capital Economics for NFA and SHOUT, June 2015 
http://d3n8a8pro7vhmx.cloudfront.net/themes/5417d73201925b2f58000001/attachments/original/1434463
838/Building_New_Social_Rent_Homes.pdf?1434463838 
2 https://www.gov.uk/government/speeches/statement-from-the-new-prime-minister-theresa-may (accessed 
15 September 2016) 

http://www.4socialhousing.co.uk/
http://d3n8a8pro7vhmx.cloudfront.net/themes/5417d73201925b2f58000001/attachments/original/1434463838/Building_New_Social_Rent_Homes.pdf?1434463838
http://d3n8a8pro7vhmx.cloudfront.net/themes/5417d73201925b2f58000001/attachments/original/1434463838/Building_New_Social_Rent_Homes.pdf?1434463838
https://www.gov.uk/government/speeches/statement-from-the-new-prime-minister-theresa-may


3 
 

 bring down the cost to government of meeting the housing needs of low-income 
households; 

 address the under-supply of housing, a crucial weakness in the UK economy which has been 
so resistant to other policy approaches; 

 help address pressures on public services, notably health and social care. 
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2. Housing in the UK economy 
 
There is a very widespread consensus that the persistent failure of new housing development in the 

UK to match the increasing number of households is a very significant economic weakness, and risk 

to economic stability.   Figure 1 shows that, since 1945, there have been two main phases: from the 

late 1940s to the late 1970s, when typically 2-300,000 new homes were built a year, with very high 

levels of both private and social development; and the period since.  In the last 30 years, new 

housing development has averaged less than 150,000 a year, less than 60% of the 1948-1978 

average.  In the last 15 years, it has been lower still, around 136,000 a year.  There is a very strong 

consensus that the level needed to match the increase in the number of households is between 

200,000 and 250,000 a year.  The difference between the two phases is principally caused by the fall 

in new social housing building from 140,000 units in 1977 to levels which have ranged between 

13,000 and 32,000 since 1985.3 

Figure 1 also shows house price increases over the same period. Price increases have accelerated as 

the trend in completions has fallen.  There is no sign of the market responding effectively in line with 

normal expectations of the impact of a price increase on supply.  Indeed, if anything, private sector 

completions have slowed down at the same time as the trend rate of price increases has 

accelerated.  Average completions in the 15 years 2000-14 were 115,000 a year, 15 per cent below 

the average for 1985-1999. 

 

 

The consequences of these trends for the economy and society are very extensive and significant: 

 affordability of homes for purchase has worsened, particularly so in the last 15 years.  Figure 

7 shows that, subject to short term cyclical fluctuations, the ratio of prices to average 

earnings is over 50% higher than in the previous peak of the late 1980s; 

 personal debt is increasing: national total personal debt levels now stand at £1.4 trillion or 

£53,000 per household, almost double the levels of a decade earlier and well above total 

government debt;4 

                                                           
3 Figures in this section are England-only 
4 Building the homes we need: A programme for the 2015 government, KPMG, in partnership with Shelter, 
2014, p24 
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 buying a home increasingly relies on the ‘Bank of Mum and Dad’, with nearly two thirds of 

first time buyers in 2011 depending on such assistance, compared with a third in 2005.5 

Affordability increasingly depending on the chance of access to family wealth undermines 

social mobility and decouples access to home ownership from hard work and success; 

 home ownership rates among younger people are declining steeply, with home ownership 

among 25 to 34 year olds declining from over 70 per cent to around 40 per cent in the 20 

years to 2012;6 

 pension saving is likely to fall with consequences for future pensioner poverty and 

dependency on benefits, since private renting is strongly correlated with not making 

provision for a pension.7 

 

Most seriously of all, the increasing volatility associated with the increase in trend house price 

growth is a clear risk to macro-economic stability and, alongside the growth in lending to households 

for house purchase, to the stability of UK financial institutions also. 

Looking ahead, there are downside risks to the volume of housing development, especially a further 

decline in social landlords’ building: OBR suggest that the change in the social rent assumption 

announced in the 2015 Budget will reduce social landlords’ output by 14,000 units, with sector 

bodies suggesting a greater impact.8  Although it is the intention that the extension of Right to Buy 

to housing association properties and the sale of higher value council properties should increase 

supply through the replacement of units sold, experience since 2012 suggests that one for one 

replacement is extremely difficult to achieve in practice.9   There are widespread concerns that rates 

                                                           
5 ibid, p24 
6 ibid, p25 
7 ibid, p30 
8 The National Housing Federation suggests 17,000: Briefing: Summer Budget 2015, p5 http://s3-eu-west-
1.amazonaws.com/pub.housing.org.uk/Summer_Budget_2015_-_Member_Briefing.pdf  
9 http://blog.shelter.org.uk/2016/03/right-to-buy-replacement-four-steps-to-good-news/  

http://s3-eu-west-1.amazonaws.com/pub.housing.org.uk/Summer_Budget_2015_-_Member_Briefing.pdf
http://s3-eu-west-1.amazonaws.com/pub.housing.org.uk/Summer_Budget_2015_-_Member_Briefing.pdf
http://blog.shelter.org.uk/2016/03/right-to-buy-replacement-four-steps-to-good-news/
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of private sector development will be adversely affected by uncertainty following the European 

referendum. 
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3. Policy challenges 

The trends in the housing economy described above pose significant policy challenges for 

government, not least one with the policy priorities of the current administration: 

 a decline the home ownership which Conservative governments have consistently sought to 

challenge; 

 housing is a key dimension of the challenges faced by the “just getting by” families whom 

the Prime Minister has made a policy focus; 

 current housing market trends and policy are creating unsustainable pressures on the 

welfare system and public spending. 

Housing is central to the economic, social and political challenges facing this country.  As last year’s 

Treasury’s Fixing the Foundations document says: “The UK has been incapable of building enough 

homes to keep up with growing demand. This harms productivity and restricts labour market 

flexibility, and it frustrates the ambitions of thousands of people who would like to own their own 

home.”   Recent analysis by the Resolution Foundation identifies the UK’s record on housing policy 

as a very important factor in the squeeze in living standards of people of modest means, to a much 

greater extent than the globalisation trends to which it is often attributed. 

Home Ownership 

As Figure 3 shows, there have been very significant changes in housing tenure over the last 30 years 

– to a considerable extent a game of two halves, before the early years of the millennium, and after. 

 

In the first 15-20 years of this period, the big story was a dramatic increase in owner occupation. 

Between 1985 and the early years of the millennium, the number of owner-occupier households 

increased by nearly 4.5 million.   The Thatcher government’s right to buy policy was a major factor in 

this: the corresponding main change in this phase was a decline of over 1.5 million in households 

renting from councils and housing associations.  The number of households renting privately 

changed little over this phase. 

The early years of the millennium brought a very significant shift in trends.  Owner occupation began 

to decline, in percentage terms from 2003, and in absolute terms from 2007.  In 2014, owner-

occupation was just over 63 per cent, nearly 8 per cent lower than in 2003.  With continuing steady 

decline in social renting, private renting increased hugely in scale, more than doubling to over 4.5 

million households between 2001 and 2014.  The increase in the number of households renting 
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privately nearly matches the total increase in households of around 1 million in this period (Figure 

4). 

 

There is very little sign that the various initiatives to support first time buyers introduced under the 

Coalition have made any impact on these recent trends. 

“Just Managing” 

The Prime Minister focused the point she made about housing in her Downing Street speech on 

owner-occupation: “you worry about paying a mortgage.”  In fact, she might have more accurately 

said “you worry about paying the rent” and “you worry about ever being able to get a mortgage.” 

Over the last 10 years, the number and proportion of households in the £15-£30,000 a year range 

renting privately has overtaken the proportion owning a property with a mortgage.  As Figure 3 

shows, the proportion of households with incomes in that income range owning a property with a 

mortgage has fallen from nearly a third to just a fifth in only 6 years, while the proportion renting 

privately has increased from 17% to 23%.  The number of such households renting privately has 

increased by over 60% in that period, to over 1.6 million, while the number owning with a mortgage 

has decreased by more than a quarter, to fewer than 1.5 million.  (The proportion (presumably 

mainly older households) who own a property mortgage free has remained roughly constant, at 

around 40%, and there has been a slight increase in the proportion renting a social property.) 

 This shift in the housing tenure of households in this income range matters for both financial and 

quality of life reasons: 

 renting takes a bigger slice out of modest incomes than buying with a mortgage, over £50 a 

week on average as the graph below reproduced from an IFS publication shows.10  The gap 

between the two tenures is also increasing;  

 

                                                           
10 Housing: Trends in Prices, Costs and Tenure: IFS Briefing Note BN161, IFS, February 2015 
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 private renting, as the market operates in the UK, is also considerably more insecure than 

owning a property, as the standard tenancy is an assured shorthold lease of 6 months.  

While many leases are, of course, renewed, the average length of a private tenancy is 18 

months.11 

Privately renting households with modest incomes are in a Catch-22: their higher housing costs 

make it difficult to save towards a mortgage deposit.  As house prices increase, so their prospects of 

being able to move into owner-occupation reduce. 

Welfare spending and dependency 

For many households, those in work as well as those who are not working, incomes are not high 

enough either to buy, or to rent privately without support through the welfare system.   In some 

cases, this is permanent: notably low-income retired people and sick and disabled people whose 

conditions restrict their earnings, or prevent them from to working at all.  In other cases, particularly 

working age households, there may be a reasonable expectation that incomes could improve at 

some point in the future, but they are indisputably not in a position to enter owner-occupation in 

the short term.    

Such households currently live both in housing owned by social landlords, normally at significantly 

sub-market rents, and in the private rented sector, in most parts of the country at significantly 

higher rents.   Despite Local Housing Allowance rates constraining the levels of private rent which 

can be supported through housing benefit, the cost to the welfare system of supporting a household 

renting privately is almost always greater than supporting a similar household in sub-market social 

landlord accommodation.  Annex A, based on analysis in Building New Social Rent Homes, compares 

the costs to the welfare system of supporting a number of different household types in different 

locations in private sector housing and social rented housing.  In 31 of the 36 cases, benefit spending 

is higher in the private rented sector than in social rented housing, in 14 cases by more than 20 per 

cent, and in four cases by more than 50%. 

                                                           
11 https://www.landlordtoday.co.uk/breaking-news/2016/5/average-tenancy-is-now-18-months  

https://www.landlordtoday.co.uk/breaking-news/2016/5/average-tenancy-is-now-18-months
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Under the 2011-2015 Affordable Homes Programme, most new social landlord homes have been 

provided at Affordable Rents, up to 80% of local market rates.  Existing social rent properties which 

become void are also, in some cases, being converted to Affordable Rent.  Analysis in Building New 

Social Rent Homes shows that, in 21 out of 36 cases, the cost to the welfare system of Affordable 

Rent is higher than social rent, by up to 80 per cent.12  The Government’s 2016-2021 housing capital 

programme shifts still further away from supporting the provision of homes for genuinely affordable 

rent, indeed more than 80 per cent of the homes supported are to be for shared ownership, not 

renting of any kind.13 

The Resolution Foundation concludes that 1.3 million low/middle income households face housing 

costs more than 35 per cent of household income – nearly all of them private renters or owner-

occupiers.14 Over the last 10 years, the proportion of people under 35 renting privately has increased 

from under 30 per cent to over 50 per cent, while the proportion in social rented housing has 

declined slightly.  In half of local authorities, a couple with one child, earning £19,000 a year, and 

living in a two bed home would face housing costs more than 35 per cent of household income.   In a 

third of local authorities, a couple earning £22,000 a year would face similar excess housing costs.  In 

16 per cent of local authorities, even a couple earning £28,000 a year would face similar excess 

housing costs.  (This analysis was carried out on 2011 data, and the subsequent stagnation in 

earnings relative to rents is likely to have worsened the position.) Over the last five years, the 

number of households accepted as homeless because of the breakdown of a private sector tenancy 

has more than tripled, accounting for two third of the rise in homelessness over that period15. 

Consequences for welfare spending 

So it is no surprise that there has been a significant increase in housing benefit caseload and 

spending.  Figure 3 shows that housing benefit paid in private sector housing has nearly doubled in 

real terms in the last 10 years, and now accounts for over 37 per cent of housing benefit spend.   

Figure 5: Housing Benefit Spending 1994-95 to 2014-15 

 

                                                           
12 Building New Social Rent Homes: an Economic Appraisal, Capital Economics, June 2015, p48-52 
13 https://www.gov.uk/government/collections/shared-ownership-and-affordable-homes-programme-2016-
to-2021-guidance (accessed 13 September 2016 
14 Home Truths: How affordable is housing for Britain’s ordinary working families? Resolution Foundation, July 
2013 
15 CLG Homelessness Statistics 

https://www.gov.uk/government/collections/shared-ownership-and-affordable-homes-programme-2016-to-2021-guidance
https://www.gov.uk/government/collections/shared-ownership-and-affordable-homes-programme-2016-to-2021-guidance
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The increase in private sector HB is not the consequence of higher unemployment.  As Figure 6 

shows, the number of working households claiming HB in the private sector has risen over the last 6 

years, at the same time as unemployment has changed little (to 2013) and then started to decline 

steeply (as have non-working household private sector HB claims).  The number of such households 

has well over doubled in just 6 years, from 217,000 to 511,000, an annual average rate of over 

15%.   This is despite restrictions in entitlement, notably the reduction in Local Housing Allowance 

rates from the median rent in the locality to the 30th percentile in 2011.  It is therefore clear that the 

increase in private sector HB caseload is driven by larger numbers of low-income households, most 

of them working, living in more expensive private rented sector housing. 

 
 

The increase in private sector housing benefit among working households has adverse social and 

economic consequences beyond the impact on welfare spending.  Households in receipt of income-

related benefits normally face very high marginal deduction rates.  These can currently be up to 100 

per cent in extreme cases.  Under Universal Credit, the very highest such rates will be eliminated, 

but most claiming households will still be subject to deduction rates of over 70 per cent.16   This has 

an adverse impact on work incentives, and is inconsistent with the Government’s correct ambition 

that aspiration and working harder should be rewarded. 

Future trends 

Without policy interventions to alter recent trends significantly, it seems likely that: 

 the mix in rental tenures will continue to shift away from social landlords (especially stock 

let at social rent) and towards private landlords; 

 as a result, the number of private renting households claiming benefit will continue to 

increase in absolute terms, and will account for a higher proportion of housing benefit 

caseload.  On the trend of recent years, even further employment growth will not lead to a 

reduction in caseloads and spending; 

                                                           
16 Universal Credit: a policy under review, Resolution Foundation, August 2014, p19. 



12 
 

 the change in the tenure mix of the caseload will continue to lead to large real terms 

increases in expenditure on housing benefit. 

Some components of the current policy mix risk accelerating these trends.   Even if timely one for 

one replacement of housing association properties newly subject to Right to Buy, and of the higher 

value council homes sold to fund that, is actually achieved, the tenure mix will change in a way 

which adds to welfare costs because the Government proposes the replacement units will be at 

Affordable Rent.   If one for one replacement is not, in practice, achieved, the outcome for welfare 

spending will be even worse, as the number of social rent units, and rented sector units of all 

tenures (depending on the extent to which Right to Buy properties cycle back into renting) will 

decline further. 

Capital Economics’ analysis for Building New Social Rent Homes includes illustrative projections of 

the impact on housing benefit spending of a continuation in recent trends, assuming there are no 

policy changes to alter them. As Figure 7 shows, spending on housing benefit is set to increase 

steadily and significantly, to nearly £62bn a year at today’s prices by the end of the OBR’s long term 

review period in 2065-66.  The private sector component is the driver of this growth, more than 

quadrupling to £38bn at today’s prices.  Even during the lifetime of the current Parliament, 

expenditure on private sector HB is set to rise by over £2.8bn in cash terms.  Capital describe this as 

“fiscal myopia.”17 

 

*GDP deflator assumption 2.3% (as OBR Fiscal Sustainability Report 2015) 

Accepting that renting is the only accessible option for a substantial proportion of households in the 

short to medium term, there are a number of possible ways of reducing the expenditure implications 

of these trends: 

 reducing welfare entitlement.  In addition to the reduction in local housing allowance rates 

and other changes made during the 2010-15 Government, the July 2015 Budget includes 

further restrictions, notably a freeze in LHA rates, a reduction in the benefit cap and 

removing young people’s entitlements completely.  However, the rise in spending over the 

                                                           
17 Building New Social Rent Homes: an Economic Appraisal, Capital Economics, June 2015, p5 
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last five years shows that even significant changes in entitlement are more than outweighed 

by the consequences of the changing tenure shift and rising rents.  We estimate that the 

Budget 2015 reductions in entitlement will, roughly, save only the amount by which 

underlying expenditure on private sector housing benefit will rise.  Further restrictions in 

entitlement may prove extremely difficult to achieve without unacceptable impacts on social 

justice, rising homelessness and increasing numbers of households living in unacceptable 

conditions, and perverse upward pressures on public services, notably on councils’ 

homelessness functions; 

 curtailing private sector rents through direct regulation.  The current Government has, 

however, made clear that it does not consider this to be a workable approach; 

 enabling private sector development, especially of units for rent, at a scale which makes a 

real impact on supply, and hence rents.   However, policy experience of recent decades 

suggests it would be extremely challenging to design and implement a set of policies to 

achieve this. 

At best, these options appear only to offer a partial answer to the fiscal and economic risks 

associated with the current policy mix.   

4. Current policy: the Housing and Planning Act 2016 

We agree with the then Secretary of State Greg Clark’s statement, at Second Reading of the Housing 

and Planning Act, that “for many years now, we have not built enough homes in this country. That is 

true of successive Governments and has been true for many decades.” We support the way he 

defined what he hoped it would achieve: “our purpose and intent in this Bill is to increase the 

number of homes.” 

However, we do not believe the Act will achieve the Government’s aspirations.  In fact, it will reduce 

the stock of genuinely affordable housing, because it is based on a set of serious misconceptions: 

 shifting already existing, or planned, homes from one tenure to another, and altering the 

terms and conditions under which people occupy their current homes, on which much of it 

focuses, will not increase total supply; 

 the Starter Homes product is seriously flawed: they are not really affordable. Research by 

Shelter has shown that they will be unaffordable in over half (58 percent) of local authorities 

across the country for families earning an average wage. Families on the National Living 

Wage will only be able to afford a Starter Home in two percent of local authorities. They will 

substitute for homes which are genuinely affordable – homes for below-market rent and 

established low cost home ownership options currently supported through planning 

agreements.  Lower income households will therefore have less access to genuinely 

affordable housing, and more will have to live in expensive and unstable private rented 

housing, at greater cost to the taxpayer in housing benefit.  Starter Homes let private 

developers and landowners off the hook: the financial impact of providing them on a typical 

development seems likely to be less than providing affordable housing under the current 

system.  The Bill forces councils to focus on Starter Homes, regardless of the evidence of 

what kinds of housing are most needed locally, contrary to localism and the emphasis of the 

National Planning Policy Framework on councils planning for local need on the basis of 

objective evidence.  Both developers and the lending industry have expressed concerns 
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about the feasibility of implementing the legislation, the latter leading to last minute 

Government concessions during the Bill process; 

 making home ownership affordable for housing association tenants and others at the cost of 

losing substantial amounts of genuinely affordable housing will worsen the position of low 

income and vulnerable households, including many struggling to get by on wages which are 

way below what could support owner-occupation – the Prime Minister’s “just managing” 

section of the population; 

 raiding the asset base of council landlords to finance housing association right to buy drives 

a coach and horses through the reform of council housing finance enacted in 2012, with 

cross-party support, under which councils took on additional debt as the basis for a 

permanent settlement which enabled them to plan their housing businesses into the 

medium term, including investment in much-needed new homes.  That investment is likely 

to cease, or be very much reduced.  Automatically selling valuable assets is not part of sound 

business practice for any property owning business, public, private or charitable; 

 rents in social housing are not subsidised. They meet the full cost of management, 

maintenance, renewal and debt service.  Charging higher rents to households with earnings 

as low as £31,000 a year (“Pay to Stay”) is a tax on hard work and aspiration and is likely to 

compound the impact of reductions in tax credits on hard-working families on modest 

incomes. 

Government amendments made in the Act’s latter Commons stages: 

 take away security of tenure away from new council tenants (preventing councils from 

offering long term, stable, housing; 

 introduce unjustified and damaging differences between social tenants in council and 

housing association properties: council landlords (only) will be required to introduce Pay 

to Stay and fixed term tenancies; 

 offer two for one replacement of council properties sold in London, but there is no 

guarantee they will be genuinely affordable.  Moreover, the Government has not shown 

how its proposals, as a whole, will reimburse housing associations for right to buy 

discounts and secure one for one, let alone two for one replacement; 

 enable the Secretary of State to define “affordable” in any way he chooses. 

The policy underlying the Act was also extremely underdeveloped at the time it was introduced, and 

insufficient clarity emerged during its passage.  As a result, Parliamentarians were not able properly 

to understand what its impact, costs and benefits will be: 

 much of the critical detail was left to secondary legislation.  For example there is nothing 

on the face of the Bill guaranteeing the full reimbursement of housing associations for 

Right to Buy or the one for one replacement of housing association and council 

properties sold, to which the Government says it is committed; 

 the Government has not explained how important elements of its proposals (for 

example sales of higher value council homes) will work; 

 the Impact Assessment contained almost no useful quantification of the expected effect 

of the legislation on the number of homes, on the people who live in them, or the 
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financial costs and benefits to government and others.  In particular, it does not set out 

the vital core arithmetic around the sale of housing association properties and higher 

value council properties, how many homes are expected to be sold or where, nor how 

one or two for one replacement will work, financially or practically.   

Meanwhile, elements of policy already in place, such as the 2012 reinvigoration of the council Right 

to Buy, remain seriously flawed in their implementation.  More than 45,000 council homes have 

been sold under the Right to Buy since 2012, but only just over 7,000 replacements started.18 

5. Where do we go from here: Homes for Hard-Working Familes? 

We suggest the change of government offers an opportunity to re-evaluate current policy critically, 

to ensure: 

 the delivery mechanisms behind the Government’s correct ambitions to see a big increase in 

housing development, and to increase home-ownership, are evidence-based and sound; 

 new development, and decisions about existing housing, together provide for the needs of 

all sections in society, being realistic about what they can currently afford, while also 

providing workable routes to progress into home ownership; 

 recognising the validity of social housing as part of the tenure mix. 

This involves both reshaping some elements of current policy, and a bold new policy of large scale 

public investment in genuinely affordable rental housing. 

Reshaping current policy 

Our specific suggestions about what this should mean are: 

 a broader set of solutions to the challenge of enabling people currently priced out of owner-

occupation to buy a home.   Councils should be under an obligation, in their planning and 

housing roles, to promote development which achieves this outcome, but they should 

determine, on the basis of local knowledge of incomes and the housing market, the most 

suitable mix of new development to achieve this, including, crucially, the balance between 

products which lower the cost of first-time purchase, and products which are initially for 

rent, providing a pathway on to ownership.  Localis have recently published some interesting 

proposals for the latter kind of product;19 

 ensuring that council homes sold under the Right to Buy, and housing association homes 

sold under the new Voluntary Right to Buy, are replaced one for one, on the basis of the 

landlord’s assessment of the type of property required to meet local needs; 

 selective sale of existing properties is a legitimate part of any social (or other landlord’s) 

approach to property management, but councils should not be required to sell higher value 

properties as directed by a national formula; 

 councils should be allowed to decide for themselves, like housing associations, whether to 

introduce “Pay to Stay”, and fixed term tenancies, weighing up the potential benefits in 

                                                           
18 Right to Buy Sales in England: April to June 2016, CLG, September 2016 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/554529/Right_to_Buy_sales
_in_England_2016_to_2017_quarter_1.pdf 
 
19 Turning Generation Rent into homeowners, Jack Airey and Liam Booth-Smith, Localis, September 2016, see 
especially pages 5-6 
 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/554529/Right_to_Buy_sales_in_England_2016_to_2017_quarter_1.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/554529/Right_to_Buy_sales_in_England_2016_to_2017_quarter_1.pdf
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terms of additional income and creating additional vacancies for those on the waiting list 

against the potential bureaucracy, apparent penalising of aspiration and success and 

undermining of mixed communities. 

Public investment in new genuinely affordable rental housing 

Building New Social Rent Homes models and costs a programme of new development building up 

from current levels to 100,000 from 2020-21.  On this basis, it would deliver approximately 270,000 

new homes in the five years to 2019-20 

Modelled policy: key assumptions20 
Of 100,000 new units: 

 3,000 delivered via planning obligations 

 12,000 self-financed by councils and ALMOs 

 12,500 delivered by councils and ALMOs with central government grant 

 72,500 delivered by housing associations with central government grant 

 80% of new properties occupied by households who would otherwise be claiming HB in 
private sector 

 rents set according to rent formula in force in March 2015 

 new homes allocated geographically according to current relative demand for housing 
benefit 

 underlying economic assumptions (short term) OBR March 2015 and (long term) OBR July 
2014 

 

Capital Economics judge that a steady build-up to this level would be reasonable, bearing in mind 

the lead times for development and for the necessary expansion of supply chains and labour 

supply.21  We would add that any policy commitment of this kind would need to be supported by: 

 a robust delivery plan, including such issues as maintaining land supply, and ensuring 

sufficient vocational training for the construction sector; 

 ensuring that responsibility for delivery is clear, and those responsible have the powers and 

capability to make it happen.   A strong option, in areas where devolution to combined 

authorities takes place, would be to make delivery part of the role of the combined 

authority, building on the model of the devolved arrangements already in place in London, 

and agreed for Greater Manchester. 

Capital’s analysis is also based on extremely cautious assumptions.  It would have been possible, for 

example, to make higher assumptions about delivery via developer contributions, or the provision of 

land at less than full market cost. 

The weighted average scheme viability is shown in Figure 8 below.  The NPV per new social rent unit 

is £68,000 (if housing a household otherwise in the private rented sector) and £55,000 (if housing a 

household otherwise paying Affordable Rent).  Even disregarding the market value of the property at 

year 25, there is a small positive NPV for units housing a household otherwise in the private rented 

sector. 

                                                           
20Building New Social Rent Homes, p32-34 
21 ibid, p33 
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Figure 8: National weighted average of scheme viability by estimated distribution of current 

housing benefit claimants’ bedroom requirement and location22 

 

The PSBR benefit or detriment of the policy is calculated as: 

Savings in welfare expenditure + higher tax revenues from construction activity – grant aid and 

additional borrowing by councils 

The analysis also takes account of the interest savings or costs of lower or higher government 

borrowing resulting from the policy. 

On that basis, Figure 8 shows the impact of the proposal on the public finances.  In the policy’s 

earliest years, the additional cost of financing new units will exceed the policy’s benefits, peaking at 

a net addition to PSBR of £2.9bn (0.13 per cent of GDP).  Break-even is estimated to be reached in 

2034-35.  Thereafter the net benefits increase, to reach more than 0.6% of GDP by 2065-66. 

Figure 8:  Impact on annual public sector net borrowing as a percentage of nominal gross domestic 

product 

 

                                                           
22 ibid, p34 
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Figure 9 shows the benefits to public sector net debt. The impacts are negligible in the early years of 

the policy.  At peak, in 2030-31, net debt would be just 0.5 per cent of GDP higher; by 2065-66, it 

would be 5.2 per cent lower. 

Figure 9:  Public sector net debt as a percentage of nominal gross domestic product 

 

While there will be, of course, a strong focus in the Autumn Statement on the next five years, it is 

also important for decisions to have an eye to the longer term.  OBR’s Fiscal Sustainability Report 

shows very clearly that the public finances face very significant risks over the next quarter century, 

arising from the ageing population and declining North Sea Revenues.23  A policy approach which has 

such a positive net present value over the same timescale should therefore be given very serious 

consideration, even at a modest short term net cost. 

In addition to the public sector benefits, there would be benefits to households.  Capital estimate 

the average benefit to households at £942 a year.24 

In our view, the case for a programme of the kind we propose rests principally on the direct positive 

impact it would have on the public finances, and on the under-supply of housing in the economy.  

However, there are other significant potential benefits, for health, educational attainment, and to 

reduce demands on social care and health through well-designed, well-located new homes for older 

and working age disabled people.25 

We recognise there are a number of likely concerns about pursuing such a policy. 

First, it requires additional spending over the short term. (Though, as we show above, the policy has 

very significant benefits over the next 30-50 years (and a continuation of current policy generates 

extremely serious costs.)   We recognise this is a concern for the Treasury.  Our response is as 

follows: 

                                                           
23 Fiscal Sustainability Report, Office for Budget Responsibility, June 2015, p8-9 
24 Building New Social Rent Homes p37-38, including benefits in different sizes of property and location. 
25 ibid, p46;  Are housing associations ready for an ageing population? , Martin Wheatley, Smith Institute,  
2015 
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 the impact is very modest and would be viewed by the markets much more positively than 

incurring a similar impact for other purpose.   The PSBR impact peaks at the end of the 

Spending Review period at 0.13%.   While the term ‘investment’ is often misused in relation 

to the public finances, investing in new housing is among the most genuine and sustainable 

investments the public sector can make.  Unlike other kinds of public infrastructure, homes 

are a tradeable asset, with an easily realisable market value.  Once built, the management, 

maintenance and debt service associated with social homes are met via the rent which 

tenants pay.  Capital’s advice, based on their experience of the bond markets, is that 

additional borrowing for this purpose would be positively viewed in the City, both because 

of its clear benefits in terms of medium term fiscal sustainability, and because the under-

supply of housing is recognised as a key economic risk;26 

 there are ways the policy could be implemented without any short term upward pressure 

on the PSBR.  There is a strong case, based on international practice, for excluding public 

corporations’ borrowing from the target definition of PSBR.  The policy case for this is the 

very different character of borrowing to invest in an income-generating asset with a 

realisable market value, as opposed to borrowing for welfare or public sector pay, or even 

spending on less marketable forms of infrastructure.27  Such a reclassification would unlock 

the very considerable investment capacity in the balance sheets of council and ALMO 

landlords, enabling, on very cautious assumptions the delivery of 60,000 new homes over 5 

years without central government grant or any impact on target PSBR.  Using the full 

potential balance sheet capacity could enable the delivery of up to 230,000 new homes.28  

Finance for additional council or ALMO homes, and for housing association homes, could be 

provided through a housing investment bank partially backed by the Treasury (see Figure 

10).  Finance provided through such a mechanism would not impact on the PSBR.29 

Figure 10: Funding platform to mitigate the impact of additional borrowing on public sector net 

debt 

  

Second, it may be that current national social rent policy needs updating, for example to ensure that 

there is a more consistent relationship between the widely varying distribution of earnings in 

localities, and the rent charged for different types of social property.  The modelling for Building 

New Social Rent Homes is based on the current formula.  We are clear in our view that social homes 

should be genuinely affordable to people earning towards the lower end of the local range.  

                                                           
26 Building New Social Rent Homes, p41 
27 ibid, p41 and Let’s Get Building, John Perry, National Federation of ALMOs, 2012 
28 Let’s Get Building, p19-20 
29 Building New Social Rent Homes, p42 and Increasing Investment in Affordable Housing, Capital Economics, 
2014 
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However, we see considerable merits in the ‘Living Rents’ proposals recently proposed by Savills, in 

association with the Joseph Rowntree Foundation and National Housing Federation.30  

Third, some see the lifetime tenancies (with succession in some cases) which have been standard in 

social housing as resulting in a sub-optimal match between properties and those most in need.  

While we see the force of this argument, there are clearly many households in social housing 

(including lower-income older people, and people who are long-term disabled) for whom a lifetime 

tenancy is appropriate.   However, like rent policy, there is room for debate about the extent to 

which lifetime tenancies are the most appropriate offer for other types of household, and we 

support councils and housing associations having discretion to offer other kinds of tenancies. 

Fourth, focusing investment on low-rent housing may seem counter to the high priority Government 

attaches to increasing owner-occupation.  We explain earlier in this submission why, in our view, a 

strong set of policies addressing the high cost of rental housing is also vital (and should be put in 

place alongside policies supporting owner-occupation).   In addition, investment in rental housing 

can support owner-occupation in two ways: 

 rents below current, often cripplingly high, market rents, should enable more households to 

save so they are in a position to fund a deposit on house purchase; 

 via Right to Buy, households can start out renting and then progress into owner-occupation; 

 it would be possible for a proportion of the investment we propose to be channelled into 

formal rent to buy schemes along the lines of Gentoo’s Genie scheme,31 provided that they 

are structured in a way which enables the developer to replace sold properties. 

Moreover, there is no reason why the economy and policy cannot support high levels of 

development across all tenures.  As section 2 of this submission demonstrates, the high levels of 

government-supported investment in housing between the 1940s and 1970s were delivered 

alongside much higher levels of private building than currently.  Housing associations and councils 

have a track record of delivering a mix of tenures, through mixed-tenure developments and joint 

ventures.  It is likely that a viable approach to delivery would involve similar mixed tenure 

development, which we would support, because it leads to balanced, sustainable, communities.  

Much higher levels of housing development across tenures should trigger improvements in 

productivity across the whole construction industry, by offering greater scale for new technologies 

to be used, training and apprenticeships to be properly supported and financed, and new ideas to be 

tested. 

Fifth, there is a concern about the association between social housing tenure and a range of poor 

outcomes for households.  It is very difficult to disentangle cause and effect, the scarcity of social 

housing in recent decades having resulted in allocation decisions which mean a very high proportion 

of new lets are to vulnerable households.  However, we see it as a vital part of the social landlord 

role to promote opportunity and aspiration.  We would welcome a discussion with national and local 

government, and others, about how a large-scale programme of development can be managed 

alongside programmes, involving landlords and other local partners, to support residents into work, 

to promote learning for all ages, and to overcome poor health and other barriers to full participation 

in society.  The Government’s intention for significant devolution to some local areas at least would 

provide a good context for the development of effective local strategies and service provision for 

                                                           
30 Living Rents – a new development framework for Affordable Housing, Mark Lupton and Helen Collins, Savills, 
June 2015 
31 http://www.ownageniehome.co.uk/what_is_genie  

http://www.ownageniehome.co.uk/what_is_genie
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overcoming entrenched vulnerability and lack of opportunity.   A stable (if not permanent) tenancy 

with a reliable professional landlord, at a genuinely affordable rent, means vulnerable people can 

focus on improving their lives without the distraction of facing frequent moves, living in poorly 

maintained properties, or seeing increased income swallowed up in high benefit withdrawal rates. 

Sixth, how well does a national programme of investment of this kind fit with devolution to sub-

regional groupings of local authorities? Building New Social Rent Homes attempts an illustrative 

analysis of the benefits and costs of large scale public investment in social housing.  It does not get 

into questions of delivery, and should certainly not be read as implying that delivery should be highly 

centralised.   While the consequences of housing under-supply affect almost all parts of the country, 

the scale and nature of the challenge varies from place to place.  It would also be vital for decisions 

on the location and type of new housing to reflect the understanding of local housing and labour 

markets of employers, private and social developers and councils.  We note that, when publicly-

funded investment in housing on this scale was previously undertaken, it was largely delivered by 

local government, within a national policy framework.  Housing investment and delivery has already 

been devolved to the London Mayor, and the Greater Manchester and Cambridgeshire devolution 

settlements also include more control over housing investment.   The self-financing reforms to 

council housing finance which took effect in 2012 were also an important devolutionary reform, and 

(if councils were to be allowed to borrow up to prudent levels against the value of their existing 

stock) would provide one important mechanism through which new supply could be delivered.  

Other mechanisms discussed in this submission (like a housing investment bank) could potentially be 

delivered independently in devolved local areas, if central government were prepared to permit it.  



22 
 

Annex A 

Benefits payable to example households in social rented and private housing 

Drawn from Building New Social Rent Homes: an Economic Appraisal, p48-52, which gives complete 

details of each example. 

Analysis completed before July 2015 Budget.  Does not therefore take account of proposed 

reductions in entitlement, notably reduced Overall Benefit Cap.  Households which could be subject 

to the reduced cap shown with pink shading. 

 
 
 

Household type Household income 
(per year) 

Benefits at social 
rent (per week) 

Benefits at private 
rent (per week) 

Additional benefits 
cost for private 
rent* 

Camden Single, 2 children £0 £392.04 £518.30 32.2% 

Single £6000 £129.08 £249.26 93.1% 

Couple 1 child £12000 £230.57 £384.18 66.6% 

Couple, retired £3000 £333.62 £453.80 36.0% 

Brent Single, 1 child £12000 £194.34 £299.17 53.9% 

Single £0 £205.89 £179.01 -9.8% 

Couple, 3 children £6000 £384.93 £520.83 35.3% 

Single, retired £0 £288.62 £360.61 24.9% 

Milton Keynes Single, 2 children £12000 £281.27 £336.63 19.0% 

Single, 1 child £6000 £249.14 £304.50 21.4% 

Couple £0 £222.11 £253.72 14.2% 

Couple, retired £0 £342.53 £374.14 9.2% 

North Devon Single £6000 £67.88 £49.49 27.1% 

Single, 1 child £12000 £194.34 £201.91 3.9% 

Couple, 2 children £0 £380 £425.33 14.6% 

Single, retired £3000 £199.04 £209.46 5.2% 

Leeds Single, 3 children £6000 £453.91 £510.95 12.6% 

Single £0 £161.56 £152.85 -5.4% 

Couple, 1 child £12000 £176.84 £204.21 15.5% 

Couple, retired £3000 £272.99 £293.68 7.6% 

Allerdale Single £12000 £53.33 £53.33 - 

Single, 2 children £6000 £351.95 £55.82 1.1% 

Couple, 1 child £0 £308.40 £312.27 1.3% 

Single, retired £0 £253.56 £247.01 -2.6% 

Oxford Single £6000 £97.43 £152.31 56.3% 

Couple, 1 child £0 £335.16 £417.14 24.5% 

Couple, 4 children £12000 £440.51 £616.25 28.5% 

Single, retired £3000 £222.62 £277.50 24.7% 

Leicester Couple, 3 children £12000 £329.79 £356.08 8.0% 

Single £0 £169.50 £151.15 -10.8% 

Single, 1 child £6000 £245.73 £246.25 0.2% 

Couple, retired £0 £337.92 £340.22 0.7% 

Gateshead Single £6000 £62.38 £78.39 25.7% 

Single, 2 children £0 £325.24 £347.23 6.3% 

Couple, 1 child £12000 £244.04 £260.80 6.4% 

Couple, retired £0 £326.69 £342.70 4.9% 

 


