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English housing investment plans
An outline of the ODPM’s housing investment plans

is set out in its departmental investment strategy for

the years 2005–2008, and the main elements of

those plans are shown in Compendium Table 63.

Total government support for housing investment

has been increased following the 2004 Spending

Review. The budget for investment in new housing

schemes through the Housing Corporation will

continue to rise over the years to 2007/08, while the

support for investment in existing council housing

will continue at broadly the same level over the

years 2005/06 to 2007/08.

One notable feature of the plans is that the budget

for borrowing by ALMOs is now at much the same

level as for all other councils with retained stock that

is not managed through an ALMO (for further

details on ALMOs see the Contemporary issues

article by John Perry). Furthermore (as seen in Table

2.4.1) provision for council investment to meet the

Decent Homes Standard accounts for less than a half

of overall planned council borrowing. 

It is increasingly difficult to track total government

expenditure on housing. This is a consequence of

both policy developments, with the growth of

programmes such as the New Deal for Communities

where expenditure on housing is only one part of

their wider objectives, and the new style ODPM

annual reports which focus far more on performance

and targets, and give far less detail about budgets.

Budget information is set out against broad targets,

with limited information about the individual

programmes that might contribute to meeting those

targets (whether in full or part). 

Overall local authority housing investment

(including ALMOs) also continues to rely on

significant inputs of locally determined resources,

primarily through the application of ‘useable’ capital

receipts from right to buy sales. There is also some

continuing investment funded by direct rental

contributions to capital programmes from the

Housing Revenue Account (Compendium Table 69).

Together, those local resources accounted for about a

quarter of total local authority housing investment

in 2004/05, and are likely to account for a similar

proportion in 2005/06. However, in the next few

years the availability of local resources to

supplement centrally allocated resources is likely to

decline significantly. Rental contributions to capital

programmes have already declined to less than a

third of the peak level (£622 million) applied in

1995/96. They will continue to decline under the

impact of the rent restructuring regime.

More significantly there will be a substantial fall in

the level of right to buy receipts, both because the

housing market cycle has peaked, and because the

regional and local caps on right to buy discounts are

now making the right to buy far less affordable. In

2004/05 receipts exceeded £3 billion, generating

Table 2.4.1 Regional housing pot allocations for 2006/07 and 2007/08 
£ million

Region 2006/07 Allocations 2007/08 Allocations

Decent Other Decent Other
Affordable council council Affordable council council

housing homes investment Total housing homes investment Total

North East 40 18 29 88 42 18 31 91

North West 112 11 126 250 112 11 126 250

Yorkshire & The Humber 68 28 51 147 70 28 56 154

East Midlands 74 20 31 125 92 19 32 143

West Midlands 98 32 56 186 100 31 62 193

East of England 157 15 19 191 199 15 26 241

London 842 210 53 1,105 842 210 123 1,175

South East 354 11 20 384 390 11 20 421

South West 118 8 32 158 163 7 33 203

England 1,863 354 416 2,633 2,010 351 507 2,870

Source: ODPM website.
Note: All figures are rounded to the nearest £1 million.
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£750 million useable receipts (with the ‘set aside’

receipts offsetting a very large proportion of total

central government support for council housing

investment in the year). Sales receipts have since

fallen, and are likely to fall even more sharply from

2005/06 onwards.

As a result of falling receipts, and the continued

squeeze on direct rental contributions to capital

investment, overall gross local authority housing

investment is likely to decline from the £4.3 million

level estimated for 2005/06 despite the increased

levels of central government provision. There is,

however, some potential for councils to boost

investment levels under the ‘prudential borrowing’

regime, if they can achieve savings on management

and maintenance costs that free up revenue funds to

underpin additional borrowing.

Nonetheless, it remains clear that some of the

councils not opting for the ALMO or stock transfer

routes, to access increased resources, will find it

difficult if not impossible to reach the government’s

decent homes target by 2010. 

Allocations
The precise split of resources between objectives and

programmes is no longer entirely determined at the

central level. Rather, the split of resources between

funding for new housing schemes through the

Housing Corporation, and funding for local

authorities to invest in their retained housing stock,

depends on the division of the ‘regional housing

pot’. The regional allocations for 2006/07 and

Figure 2.4.1 The capital and revenue regime for council housing in England

Source: Financing Council Housing, Audit Commission.
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Council rents in Scotland vary sharply from one

council to another. They do not follow in any way

the variations in earnings or property values from

one part of Scotland to another. Rather, they

reflect the variations in the historic levels of

accumulated housing capital debt for council

housing as between one council and another, and

differences in decisions about the extent to which

tenants rents are to be used to support new

investment.

While these variations do reflect past and present

decisions by local councils the net results are

difficult to justify on an equitable basis when

rents are compared between one council and

another. Thus, for example, average council rents

in Edinburgh were £49.44 per week in 2004/05,

46.4 per cent higher than the £33.77 per week in

neighbouring Midlothian. Yet, average earnings in

Edinburgh are only 13.5 per cent higher than in

Midlothian. 

The differences between the anomalies in England

and Wales on the one hand, and Scotland on the

other, are the differences between centralism and

localism. Neither structure, in itself, ensures that

there will not be anomalies. 

Alternative approaches
One alternative approach, that is under

consideration for ALMOs, is to restructure the

debt for the local council stock, so that they can

then operate without any future requirement for

subsidy. In effect, that process would involve a

2007/08 were announced in August, and are set out

in Table 2.4.1. In practice these involve only a very

small overall shift of resources between programmes

when compared to the original ODPM plans (as

shown in Compendium Table 63). 

The HRA Regime
Earlier this year the Audit Commission published an

important report assessing the operation of the

current capital and revenue regime for council

housing in England (Audit Commission, 2005). It

provides a very succinct description of the complex

ways in which that regime operates, and highlights

both fundamental conflicts in the regime’s

objectives, and a number of detailed anomalies and

perverse incentives that arise in its detailed

application. It also includes a brilliant graphic

showing how the regime is structured, and this is

reproduced here as Figure 2.4.1.

The fundamental conflict in the regime is between

the principles of resource accounting, with its focus

on incentivising councils to operate in a business-

like and efficient manner, and the complex

redistributive financial framework that switches both

capital and revenue resources from ‘low need’ to

‘high need’ councils on the basis of a series of

(mainly) notional formulas applied to the resources

and requirements of each authority. 

The Audit Commission report highlights a number

of anomalies that arise in this process, and is

particularly critical of the formulas applied to assess

stock conditions. Such anomalies are, however,

difficult to avoid in such a centralised regime that

is constrained to use universally available (or

generated) data, rather than data from individual

landlords.

The Audit Commission is also critical of the way

the regime operates as a form of national rent

pooling, with revenue transfers from low debt

authorities. This is highlighted for councils that are

increasing rents as required by the rent

restructuring formulas, in order to cover the

matching net subsidy reduction, but do not as a

result have any increase in the income. 

The rent formulas are centrally imposed (albeit

valuations are undertaken by individual landlords)

and represents a government view on the

reasonable current value of council properties,

rather than reflecting the actual debt and

expenditure levels of the individual council. This is

complex, and not easy to explain to local tenants.

(For a discussion of rent restructuring see the

article by the editor in the 2004/05 edition of the

Review.)

However, freeing up councils from the

redistributive framework would be very expensive

for central government, and would not in itself

guarantee that council housing services operated

on a more equitable basis for tenants in different

areas. This point is easily made by looking at the

position in Scotland, where the HRA regime has no

redistributive formulas of the kind that operate in

England and Wales.
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transfer of debt from local to central government,

with the level of supportable debt being calculated

on a similar basis as applies in stock transfer

valuations.

While the focus of the ALMO deliberations have

been on authorities where central government would

take on more debt in order to enable the ALMOs to

increase their borrowing for investment without

requiring future subsidies, there is also a case for

applying the same logic for councils that currently

make (directly or indirectly) capital and revenue

transfers to ODPM. In their case, ODPM could offer

the option of a ‘buy out’ from the current

redistributive financial regime.

In other words, they could make a capital payment

to ODPM, that would relieve them from the

obligation to make any further revenue or capital

transfers, and they would then be placed outside the

current subsidy regime. In a sense this would be

similar to the arrangements where councils

undertaking stock transfer pay a ‘LSVT levy’ to

ODPM to (at least in part) compensate from the

future revenue transfers they are removing from the

national pot.

This would then remove the anomalies (and

irksome constraints) of the current subsidy regime,

while making it more feasible for government to

fund, and through the common debt framework

providing a measure of equity between tenants in

one area and another. There would, however, still be

difficulty in reconciling such an approach with the

controls inherent in the government’s adoption of

a maximum target for public sector net borrowing

of 40 per cent of GDP (see Compendium Table

13).

Prudential borrowing in Scotland
2004/05 saw the commencement of the prudential

borrowing regime for local authority housing in

England, Scotland and Wales, and this was

discussed in this chapter in last year’s Review. As is

made clear in the Audit Commission report the

options for councils in England and Wales remain

fairly tightly circumscribed under the new regime,

despite the abolition of direct borrowing controls. 

In contrast, councils in Scotland have no

redistributive financial framework to deal with, and

very few central controls. In that context councils

with relatively low rents and levels of debt have

been offered a very significant opportunity to boost

their spending on major repairs and improvements,

and in 2004/05 investment in council housing

increased by over £100 million to £451 million

(Compendium Table 82). This is a very substantial

increase in a single year, but much of the increase

was a result of the increased availability of receipts

from council house sales. 

It should also be noted that while council housing

investment in Scotland fell in 2003/04 that was a

consequence of the stock transfers in Glasgow and

Scottish Borders. If those are taken into account,

there was a small increase in investment by other

councils in the year.

Private finance
The Review endeavours to show the extent to

which private finance now supplements public

sector finances in supporting new housing

investment. This is important, not least in terms of

making comparisons over a long run of years that

both precede and follow the advent of the

financial regimes that combine public and private

finance. 

Thus the tables in the Review setting out levels of

new provision for housing association investment

include estimates of the levels of private finance

likely to be secured to match the provision of

public sector grants (Compendium Tables 59, 76

and 83). The Review also shows the levels of

private finance raised for stock transfers in

England (Compendium Table 68). 

This does not, however, give a full picture of the

levels of private finance available for housing

investment. The total private finance facilities

available for English housing associations stood at

£33 million in March 2004, and some £24 million

of those facilities had already been drawn upon to

support new investment (Housing Corporation

and National Housing Federation, 2005).

This finance supports not only new building but

investment by stock transfer landlords, and other

associations, on major repairs and improvements,

and the global housing association accounts

(Compendium Table 71) show that by 2003/04

this was running at some £676 million. 
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Rents and earnings
In the past it was traditional to measure rents

against a benchmark of male manual earnings.

That measure has become increasingly

anachronistic over the years, and the latest annual

earnings surveys no longer provide data based on

manual and non-manual occupations. The four

rents and earnings tables in the Review have

therefore all been revised this year, and the

earnings benchmark applied is average earnings for

all full-time workers. 

This measure has been adopted primarily for

consistency, as this data is available for England,

Scotland, Wales and Northern Ireland for all years

back to 1980 (or 1981) when those tables begin. It

should be borne in mind, however, that working

tenants in the council and housing association

sectors typically earn well below average levels, and

the ratios are not representative of their earnings, for

which no consistent data is readily available over

that time period. The rent to earnings ratios are thus

primarily useful in showing changes in government

policy on subsidised rent levels over time, rather

than as measures of affordability for tenant

households in any one year.

Those long-term changes in council rent to earnings

ratios are shown in Figure 2.4.2. This shows rents

being increased relative to earnings at the beginning

of the 1980s, and then again at the beginning of the

1990s. The dip in rent to earnings ratios in the mid

and late 1980s (other than in Scotland) reflected the

then prevailing financial regime where most councils

were out of subsidy, while at that time central

government did not have in place any redistributive

mechanisms of the kind criticised by the Audit

Commission, and thus rents were in the main

decided locally rather than centrally.

The financial regime introduced in England and

Wales in 1989 changed all that, and enabled the

then government to resume their push towards

higher rents. This process continued through to

1997, and the change of government. Since 1997

the Labour government has essentially adopted a

policy of increasing rents by a little more than

inflation, but by less than the annual growth in

average earnings, and this is reflected in the slight

easing of rent to average earnings ratios shown in

Figure 2.4.2. 

While ODPM only determines rent policy for

England, its decisions provide a baseline that the

devolved administrations in England, Scotland and

Northern Ireland have to take into account, since if

they decide to increase their rents more rapidly

than ODPM decide for England, they will then

incur costs (to cover the increased DWP

expenditure on housing benefit) from their

devolved budgets. 

However, in terms of current affordability for

council and housing association tenants a more

appropriate benchmark would be lowest quartile

earnings, or even lowest decile earnings, but

unfortunately these figures are not available all the

way back to the beginning of the 1980s. They are,

Figure 2.4.2 Council rents steady relative to average earnings
14

12

10

8

6

4

2

0

Ra
te

s 
as

 a
 %

 o
f a

ve
ra

ge
 e

ar
ni

ng
s

1981 1984 1987 1990 1993 1996 1999 2002 2004

Wales

England

Northern Ireland

Scotland



however, available for more recent years, and Table

2.4.2 shows the much higher council rent to

income ratios that result from comparing rents

with lower quartile earnings (for all full-time

employees), rather than average earnings, for the

years from 1998. It is also noticeable that while the

rent to income ratios for Scotland, Wales and

Northern Ireland all decline over this period, the

ratio for council rents in England is virtually

unchanged relative to lower quartile earnings. This

reflects the slower rate of growth of lower quartile

earnings over the period, relative to average

earnings.

For readers of the Review who might wish to

examine housing association rents relative to lower

quartile earnings, or the changing regional profiles

of council and housing association rents in

England, lower quartile earnings figures for the

years from 1998 are set out in Table 2.4.3.

These are all drawn from the Annual Survey of

Hours and Earnings, which is the new revamped

version of the previous New Earnings Survey. This

now provides a far more comprehensive range of

earnings data at the local as well as the regional

level, and on a place of residence as well as a place

of work basis, and is an invaluable resource for

local housing market analyses. 

Private sector rents
After a delay of some years it is pleasing to be able

to report that data from the Rent Service on private

rents for households claiming housing benefit is
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Table 2.4.2 Council rent to lower quartile earnings ratios

Ratios 1998 1999 2000 2001 2002 2003 2004

England 17.5 17.5 17.5 17.5 17.4 17.5 17.4

Scotland 15.7 15.4 15.6 15.4 15.5 14.8 14.8

Wales 17.7 17.9 17.5 18.0 17.4 17.1 17.3

Northern Ireland 17.3 17.1 17.1 17.0 16.8 16.8 16.6

Note: Earnings are lower quartile earnings for all workers in full-time employment.

Table 2.4.3 Lower quartile gross earnings for full-time employees
£ per week

1998 1999 2000 2001 2002 2003 2004

London 300.00 311.30 326.30 340.70 354.10 369.50 383.90

East 242.80 251.30 259.80 273.10 283.10 295.30 306.60

South East 251.60 264.10 275.20 289.30 302.60 312.70 322.70

South West 227.60 232.40 243.10 253.70 264.90 277.50 287.00

West Midlands 230.80 239.60 248.80 259.50 268.90 277.40 286.10

East Midlands 224.60 235.20 240.00 250.00 264.90 274.80 281.40

Yorkshire & The Humber 225.00 231.60 239.20 250.00 262.30 275.80 281.60

North West 227.60 236.00 244.90 253.50 265.90 274.90 284.20

North East 218.40 228.10 234.20 241.30 248.90 257.70 268.70

England 241.60 249.70 260.00 272.20 284.10 293.20 304.50

Scotland 225.40 237.20 243.40 255.00 264.90 274.70 285.00

Wales 220.90 228.20 240.00 243.70 251.60 263.10 277.50

Northern Ireland 207.70 220.00 229.20 236.60 247.20 254.80 266.00

Source: Annual Survey of Hours and Earnings.
Note: Place of work based lower quartile earnings for all full-time employees.



once more being published. A very substantial

volume has now been published giving annual data

for the years 2001/02 to 2004/05 (The Rent Service,

2005). However, while this is an invaluable source

of data on local trends in the private sector it

unfortunately does not include data on national or

regional trends (except as graphs), and it has not

therefore been possible to include any figures in this

year’s edition of the Review. It is, however, hoped

that those national and regional figures will be

made available shortly, and if so they will be

included in the Spring update of tables on the

Review’s website.

References
2004 Private Finance Monitoring Bulletin, Housing Corporation
and National Housing Federation, 2005.

Financing Council Housing, Audit Commission, 2005.

Valuation Report for the years 1 April 2001 to 31 March 2005, 
The Rent Service, The Stationery Office, 2005.

Key Reading
Annual Report 2005, Office of the Deputy Prime Minister, The
Stationery Office, 2005.

Resource Accounts 2004-05, Office of the Deputy Prime
Minister, ODPM website, 2005.

Departmental Investment Strategy 2005-2008, Office of the
Deputy Prime Minister, ODPM website, 2005.

Commentary

70


