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Housing investment

Overall gross social housing investment in Great
Britain rose again in 2005/06, and in real terms was
higher than a decade earlier, having recovered from
the low point of 1999/00 (Figure 2.4.1 and
Compendium Table 57).

Investment in new housing association dwellings
has increased substantially over the last two or three
years, in Northern Ireland (Compendium Table 87)
as well as in England, Scotland and Wales
(Compendium Table 59). In England the overall
level of investment has been much higher over the
last three years (at least compared to the previous
six years) notwithstanding the ending of the
favourable regime for the local authority social
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housing grant. Further increases are also planned for
2006/07 and 2007/08 (Compendium Table 63). The
outputs from that increased English housing
association investment are discussed in Commentary
Chapter 5.

Local authority housing investment in Great Britain
also rose in 2004/05 and 200/06 (Compendium
Table 58). In part that rise was funded by the sharp
increase in levels of receipts from right to buy sales in
the preceding two years. As right to buy sales are now
falling this source of funding will inevitably decline
in the next few years. The policy issues around the
value of right to buy receipts is discussed further in
the Contemporary issues Chapter 1: A financial
evaluation of the right to buy.
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In England the increased level of local authority
investment was also supported by higher levels of
central government support (Compendium Table 63).
Scottish local authorities are not constrained by the
tight revenue regime that continues to operate in
England and Wales, and can therefore potentially
make much fuller use of the ‘prudential borrowing’
regime and the abolition of direct central borrowing
controls, borrowing for housing revenue account
investment actually declined in 2004/05 and 2005/06.

In Scotland the higher level of investment over the last
two years can be wholly accounted for by the
increased use of right to by receipts (Compendium
Table 82). This reflects the financial regime that
permits Scottish authorities to make full use of right
to buy receipts, while in England and Wales
authorities are still required to set aside 75 per cent of
right to buy receipts against outstanding debt.
However, as levels of new receipts fall this will have a
correspondingly greater effect on Scottish authorities,
and they will need to make greater use of their
prudential borrowing powers in the coming years if
they are to sustain the higher level of investment
achieved over the last two years.

It should also be noted that while council housing
investment in Scotland fell in 2003/04 that was a
consequence of the Glasgow and Scottish Borders
stock transfers. If those are taken into account, there
was a small increase in investment by other councils
in the year; and the higher levels of investment
achieved in the subsequent two years should also be
viewed in that context.



Commentary

68

The same point applies more generally to the levels
of local authority investment in England and Wales.
A very substantial proportion of that investment is
applied to major repairs and improvements to the
existing stock. In England it is still unfortunately the
case that the latest data available showing the
purpose of new local authority investment is for
2000/01, but in that year HRA stock renovation
accounted for almost two-thirds of total investment.
In Wales HRA stock renovation accounted for
virtually a half of total local authority investment in
2004/05, with just over a third going towards private
sector improvements. In both cases the cash increase
in investment in receipt years should be seen in the
context of declining stock numbers, both as a result
of stock transfers and right to buy sales.

Despite those rises it remains unlikely that
government targets for meeting improved stock
condition standards will be fully achieved in
England, Scotland or Wales. In England the
government has now formally acknowledged that
while considerable progress has been made
(Compendium Table 23) it will not fully meet the
target for all local authority housing to meet the
Decent Homes Standard by 2010 (DCLG, 2006).

In each country progress towards improved stock
condition targets has been hampered by resistance to
proposals for local authority stock transfers, in cases
where this would have provided access to the
financial resources to undertake the required
renovation programmes. Of particular note in the
last year was the failure of the proposed Edinburgh

stock transfer to obtain the required level of tenants’
support.

However, some transfers have continued to take place,
although it is notable that in the last year the majority
of the stock transfers in England were of stock with
particularly high levels of required investment, where
as a result the stock either had a negative value, or a
low value that was insufficient to cover the cost of the
outstanding HRA debt. In all such cases the transfers
still make demands on public sector funding, as well
as the private finance accessed as a result of the stock
transfer (Compendium Table 68).

Partly in response to those pressures, and last year’s
Audit Commission report (Audit Commission, 2005)
the government has now proposed - in principle - to
provide a greater measure of financial freedom for
‘excellent’ local authorities and ALMOs (arms length
management organisations), that would take them
outside the tightly configured redistributive financial
regime that applies to local authorities in England.
Details of these arrangements are proposed to be
worked up jointly with six authorities. While this
approach will be welcomed by the small number of
‘excellent’ authorities that qualify, all the resulting
investment will continue to count as public
expenditure and will therefore have to be found from
the DCLG budget, albeit that it removes direct
financial controls from the authorities concerned.

The new HRA regime
Outturn housing revenue account statistics are now
available for 2004/05, which is notable as the year

after the changes to the subsidy regime in England
and Wales, that ended the link between housing
subsidy and housing benefit subsidy for council
tenants.

For England, Compendium Table 69 shows that
this resulted in total housing subsidy falling from
£3,730 million in 2003/04 to £770 million in
2004/05. However, as Compendium Table 70
shows in the years up to 2003/04, by far the greater
part of the total subsidy figure represented housing
benefit subsidy. Those costs have now been
switched to the budget of the Department of Work
and Pensions.

For Wales, the position is a little different. While
the combined housing subsidy figure for 2003/04
was £185 million, in 2004/05 this had flipped over
to a negative subsidy (i.e. surplus) of £82 million.
The councils in Wales deemed to be in notional
surplus under the subsidy formula are now
required to make cash payments to the Welsh
Assembly, rather than to apply those surpluses
towards the costs of housing benefit.

In turn, the Welsh Assembly is effectively required
to make a transfer payment to H M Treasury to
compensate them for having taken on the direct
costs of housing subsidy for council tenants in
Wales. While this follows the normal conventions
in government when financial responsibilities are
switched between departments it creates a rather
bizarre anomaly in the financial regime for
devolved administrations.



Thus, in Wales, the Assembly effectively gets £82
million a year deducted from the financial resources
it would otherwise have available under the ‘Barnett’
formula, because in the years up to 2003/04 it had
previously covered part of the costs of housing benefit
for council tenants from its HRA accounts.!

In contrast, Scotland, which was never required to
contribute towards the costs of housing benefit from
its HRA accounts, gets the full Barnett formula
settlement. So, while the direct link with housing
benefit subsidy in Wales may have ended, its financial
effects continue in a revised form, and Wales
continues to be treated less favourably than Scotland
as a result.

At some time in the future the whole financial
basis of the devolution settlement will need to be
reviewed, as the ‘transitional’ Barnett formula
cannot be applied forever. However, there is no
reason why the anomalous treatment of housing
benefit subsidy costs as between Scotland and
Wales should not be ended ahead of such a wider
review. In terms of the overall housing budget in
Wales £82 million a year would make a very
significant difference.

Private sector rents

After a delay of some years it was pleasing to be
able to report that the Rent Service had
recommenced publication of statistics on private

Housing expenditure plans

69

rents for households claiming housing benefit
(The Rent Service, 2005).

However, the publication was neither available in
spreadsheet format, nor did it provide regional or
national data. The Review is pleased to be able to
rectify that omission, and Tables 2.4.1 to 2.4.4 set
out the contractual rents, by region and size of
dwelling, for each of the four years from 2001/02
to 2004/05. It is also pleased to report that the
Rent Service will shortly publish the equivalent
2005/06 data, and that this will provide regional
and national data, and will also be available in
spreadsheet form.

Table 2.4.1 Regional private assured rents by size of dwellings 2001/02 Table 2.4.2 Regional private assured rents by size of dwellings 2002/03
Referred rents in housing benefit cases £ per week Referred rents in housing benefit cases £ per week

Number of rooms All Number of rooms All
Region 1 2 3 4 5 6(+) lettings Region 1 2 3 4 5 6(+) lettings
East 50.14 76.48 94.97 105.05 116.12 141.57 85.14 East 68.39 85.93 102.03 10730 112.77 136.79 98.86
East Midlands 37.02 66.33 73.49 81.38 90.68 122.63 67.70 East Midlands 57.62 64.64 75.85 80.50 89.30 124.55 77.06
London 122.11 12418 16424 190.97 206.74 224.88 146.63 London 125.86 147.23 177.47 202.83 2243.37 283.20 172.87
North East 55.54 65.46 74.79 80.38 88.87 107.75 71.19 North East 61.49 67.80 74.39 79.61 93.82 132.75 72.27
North West 52.15 68.09 80.10 86.14 91.48 104.55 74.50 North West 62.79 69.41 79.24 85.87 9336 113.97 80.56
South East 67.54 87.61 113.71 129.84 142.70 174.64 100.74 South East 83.42 100.53 122.64 132.00 140.76 174.25 116.25
South West 54.59 74.68 9250 103.94 113.89 143.98 82.26 South West 69.90 83.59 104.48 11547 126.57 169.73 101.78
West Midlands 48.74 69.36 82.49 88.73 9499 118.80 77.01 West Midlands 58.81 75.77 88.83 88.75 96.16  113.42 85.01
Yorkshire & The Humber ~ 49.57 63.47 73.36 79.02 84.45 101.78 68.89 Yorkshire & The Humber ~ 77.74 67.80 83.49 89.11 99.85 143.93 85.61
England 68.1 78.6 95.83 108.27 116.28 138.17 88.32 England 83.63 9222 103.76 106.96 118.67 159.39 103.10
Source: Valuation Report April 2001 to March 2005, The Rent Service.
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Table 2.4.3 Regional private assured rents by size of dwellings 2003/04

Table 2.4.4 Regional private assured rents by size of dwellings 2004/05

Referred rents in housing benefit cases £ per week Referred rents in housing benefit cases £ per week
Number of rooms All Number of rooms All
Region 1 2 3 4 5 6(+) lettings Region 1 2 3 4 5 6(+) lettings
East 60.54 90.85 111.16 12759 124.13 160.42 104.65 East 57.52 95.21 118.81 132.00 14452 179.80 107.02
East Midlands 57.82 70.77 80.95 94.98 93.21 70.03 77.69 East Midlands 62.53 74.36 86.70 93.48 99.67 59.71 80.78
London 127.80 156.56 189.41 222.17 24936 318.14 178.23 London 13229 161.76 198.62 232.26 266.58 347.18 187.11
North East 63.28 71.28 79.11 84.12 93.58 117.67 77.36 North East 64.99 73.93 83.27 88.32 97.85 125.96 79.75
North West 63.81 73.85 84.93 91.63 95.74 110.84 81.00 North West 67.10 75.13 85.51 93.51 98.06 114.11 81.31
South East 79.50 102.74 128.27 147.18 165.76 219.11 118.51 South East 78.93 104.14 131.08 149.14 171.83 217.80 120.00
South West 68.74 86.87 107.36 122.88 145.03 177.83 100.59 South West 65.71 89.57 109.96 124.17 142.07 178.02 99.96
West Midlands 58.97 78.80 92.64 97.25 106.78 130.94 87.10 West Midlands 59.50 82.58 97.14 10359 111.20 138.91 91.34
Yorkshire & The Humber  64.50 70.21 81.17 84.52 93.27 139.67 78.72 Yorkshire & The Humber  56.61 70.45 80.95 86.12 9336 118.02 76.36
England 81.14 9236 109.83 119.21 131.72 167.68 104.09 England 80.69 94.01 11427 130.72 14249 174.16 106.72
Footnote Key Reading

1. This loss is technically part of Annually Managed
Expenditure (AME) rather than the ‘Departmental
Expenditure Limit" (DEL) for the Welsh Assembly.
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