Building post-pandemic prosperity

The economic and fiscal case for constructing
100,000 new council homes each year

September 2021

pragmatiu

advisory



% # & National
% & & Federation
% & & of ALMOs

Together we serve the interest of more than a million homes in England

Local {8

Government

Association

/rch

ASSOCIATION OF RETAINED
COUNCIL HOUSING

pragmatiu

advisory

Building post-pandemic prosperity

A report for the Association of Retained Council
Housing, Local Government Association and
National Federation of ALMOs

Clare Leckie, Rebecca Munro, and
Mark Pragnell

With research support from
Owen Fay and Anna Sayles



Disclaimer

This report has been commissioned from Pragmatix Advisory Limited and funded by the Association of
Retained Council Housing, Local Government Association and National Federation of ALMOs.

The views expressed herein are those of Pragmatix Advisory Limited. They are not necessarily shared by
the Association of Retained Council Housing, Local Government Association and National Federation
of ALMOs.

While every effort has been made to ensure that the data quoted and used for the research behind
this document is reliable, there is no guarantee that it is correct, and Pragmatix Advisory Limited can
accept no liability whatsoever in respect of any errors or omissions.. This document is a piece of
socioeconomic research and is not intended to constitute investrent advice, nor to solicit dealing in
securities or investments,

Please note numbers in tables may not add due o rounding.
Cover photo by Richard Horne on Unsplash.

Pragmatix Advisory Limited. enquiries@pragmatixadvisory.com. 020 3880 8640. pragmatixadvisory.com
Registered in England number 12403422. Registered address: 146 New London Road, Chelmsford, Essex
CM2 0AW. VAT Registration Number 340 8912 04

© Pragmatix Advisory Limited, 2021.

pragmatiu

advisory



prag

matiu

advisory

Contents

How to navigate this document

Executive summary

1. Housing challenge
Covid recovery
Levelling up
Climate emergency

Housing delivery

R

Fiscal gain

Appendix: Model assumptions and sources

16
27
42
57
67
84

98



pragmatiu

advisory

How to navigate this report

The executive summary is the gateway to the analysis and evidence in this report.
Each page in the executive summary outlines the arguments contained within one section of the main report.

Hyperlinks in the executive summary point fo where arguments are elaborated upon and evidence is presented
in the main report. Where available, these are marked by a *« " in the left margin and can be accessed by
clicking on the text itself,

To return to the executive summary from the main report, simply click the back-arrow in the top left hand corner
of the page.

pragmatil

Housing challenge

The chalenges of housing shorfages and affordabllity predate and
have been exacerbated by the pandemic.

Ower recent decades, construction of new homes has falled to keep
pace with population growth, demographics and socic-geographic
change. Housing shortage has seen residential prices and rents rise:
faster than incomes. Affordability B a problem across the board, but no
more so than for the lowest income, financially insecure, and vuinerable:
families ond individuals.

Families in
LEIEN housing need
[{/[TW  missing from
council wait
Priviy

Almaost eight million people in England are estimated to have some
form of howsing need. For 1.6 million households, social rent tenure is the:
more appropriate solution to their problems. But more thon one in fen
T — households are on council walting lists for more than five years. Failure
Households on to provide appropriate and affordable accommodation impacts
council ‘ negatively on individuals” health and wellbeing, as well as on thelr

7

waiﬁng lists for employability, education, and propensity for criminal and antisocial
more than five behaviour - and imposes wider costs on society. Poor quality homes are
years 7 esfimated to cost £2 bilion a year fo the Nafional Health Service alone.

The pandemic has further reduced the supply of new housing; over
100,000 fewer new homes, across all tenures, will be bullf by 2023 tham
would have been the case without covid. Although rates of
construction are picking up, this backiog is unlikely fo be Clecmmimii

Annual cost to 2025 or beyond.

NH SI_Df h: oor Building 100,000 new social renf lenure homes each year will not only

quality homes help address the national housing shorfage, but will fackle head-on is
impact on those families and ities most by it.

'a's
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Pragmatix Advisory has been commissioned by the Association of
Retained Council Housing, Local Government Association and
National Federation of ALMOs to evaluate the case for building
100,000 new council homes a year to support economic recovery
post-covid.
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A programme of building 100,000 new social rent tenure homes each
year will help address the challenges facing England after the covid

pandemic, whilst delivering gains to the public sector finances.
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Housing challenge

The challenges of housing shortages and affordability predate and
have been exacerbated by the pandemic.

Over recent decades, construction of new homes has failed to keep

S ~N pace with population growth, demographics and socio-geographic
Families in change. Housing shorfage has seen residential prices and rents rise
HGlf a housing need faster than incomes. Affordability is a problem across the board, but no
m|II|o missing from more so Thonl for The lowest income, financially insecure, and vulnerable
n council wait families and individuals.

lists WV Almost eight million people in England are estimated to have some
form of housing need. For 1.6 million households, social rent tenure is the
more appropriate solution to their problems. But more than one in ten

\ households are on council waiting lists for more than five years. Failure
Households on to provide appropriate and affordable accommodation impacts
council negatively on individuals” health and wellbeing, as well as on their
waiting lists for employability, education, and propensity for criminal and antisocial
more than five behaviour - and imposes wider costs on society. Poor quality homes are
estimated to cost £2 billion a year to the National Health Service alone.
yedars -
The pandemic has further reduced the supply of new housing; over
100,000 fewer new homes, across all tenures, will be built by 2023 than
would have been the case without covid. Although rates of
construction are picking up, this backlog is unlikely tfo be cleared until
Annual cost to 2025 or beyond.
NHS of poor

litv h Building 100,000 new social rent tenure homes each year will not only
quality homes help address the national housing shortage, but will tackle head-on its
impact on those families and communities most disadvantaged by it.
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Challenge of covid recovery

Having lost the equivalent of a third of a year’s output, the
United Kingdom faces the challenge of economic recovery.

Growth has picked-up quickly since lockdown restrictions
were eased, but economic activity and employment levels
are expected to remain below their pre-covid trajectory to
2025 or beyond. Future public finances have been thrown off-
course most by covid, with higher levels of public debt to last
for a generation or more.

There remains uncertainty about what will happen as the
various (largely successful) covid-period emergency
inferventions, such as the furlough scheme, are unwound.
Unemployment may not have yet peaked. Increases in
bankruptcies and insolvencies are likely. Mortgage arrears Output £36.1 bn
generally remain low but are rising, especially among buy-to-
let borrowers; repossessions have been kept low by the
government’s emergency moratorium. Nineteen per cent of
rental tenants are in arrears; evictions are expected tfo rise.
Covid has had greater health and financial impacts on Jobs (full-time equivalent) 277,000
adlready vulnerable groups and, although every region has

been impacted, already disadvantaged communities have

often fared worse. The numiber of households waiting for Wages, salaries, etc. £8.0 bn
council accommodation could hit 1.4 million.

Construction phase economic and fiscal benefits

of building 100,000 new homes °

Gross value added £15.3 bn

Building 100,000 new social rent tenure homes each year will Business taxes £0.8 bn
provide a £15 billion boost to the economy. With a large

proportion of the money spent on the construction of new

homes staying local, it can be targeted at communities that Employee faxes £1.7bn
need both the homes and the jobs. 9
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Levelling up challenge

The government has rightly prioritised improving the economic
opportunities and outcomes among disadvantaged
communities. Covid has compounded this challenge of

levelling up.
\ Government’s highest priority local authority areas for levelling
Longer council up have some of the greatest concentrations of housing need.
waitlists in high Their waiting lists for council accommodation are 56 per cent
.- s longer than those in low priority disfricts, and they have a
priority districts higher incidence of ‘urgent’ need cases. With housing costs

j accounting for over a quarter of all expenditure by families with
the lowest incomes, access to decent affordable homes is
central to the success of any attempt to level up the poorest

communifies.
Typ!ccll weekly Access to a social rent home provides families with greater
saving for _ housing and financial stability. Compared to private rental, a
hOU_Seh0|d$_ in household typically saves £37 per week in social housing.
social housing Council homes offer the potential for social mobility. The

majority of social rent tenants are under the age of 45 years,
and the share of them in employment is growing. Those in
social rent tenancy typically have higher incomes than those
waiting for a social rent home. And, social rent is an avenue for
homeownership - through right to buy, and by allowing families

Age of the

majority of greater scope fo save and accumulate wealth.

social rent Building 100,000 new social rent tenure homes each year
tenants provides opportunities to target directly communities most in

need of levelling up. Social rent housing can provide families
with stability and the potential for social mobility. 10




Climate emergency

To meet the challenge of climate change, investment is urgently
needed to improve the environmental performance of homes.

Residential buildings are the second biggest source of carbon
emissions and were responsible for 72 megatons of carbon dioxide
equivalent greenhouse gas emissions in 2020. New technologies,
like heat pumps, are needed o reduce emissions. Building homes
with these green measures designed-in is more cost-effective than 72
retrofitting to existing properties, but equipment and installation megatons
costs are currently a barrier to mass rollout in the new-build and
retrofit market. Increasing the number and rate installations will
help drive down product costs - but demand will only increase
when prices fall. Government grant schemes have been
unpredictable. There has been under-investment in the supply
chain and a shortage of engineers and fitters with green-tech skills.

Greener homes can be cheaper for tfenants. Lower running costs
of homes built to today’s environmental standards have the
potential to cut bills for occupiers, even if they already have
access to cheap gas. A family moving from an old, poorly
insulated and fossil-fuel heated home info a modern home could
save up to £500 per annum.

Building 100,000 new social rent tenure homes each year could
deliver carbon emissions reductions worth £600 million as well as
deliver savings on energy bills fo tenants. A credible construction
programme can provide consistent and predictable demand for
green-tech, encourage investment in the supply chain, especially
in training, and provide the critical mass to kick-start a sector vital
for the mass adoption of Net Zero.
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Our case studies demonstrate
both housing need and the ability

Links t tudies f hi tion: i i
inks fo case studies for each location of councils and ALMOs to deliver

4. Housing need

A Housing deliverability

Blackpool

i A&

Sedgemoor
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Challenge of housing delivery

Delivering 100,000 new social rent tenure homes each yearis a
challenge, which councils can meet.

Although local authorities” homebuilding programmes have shrunk
over recent decades, many are now reversing the trend. While
construction overall was set back markedly, public housebuilding
was the sector that showed resilience during the pandemic. And
councils (and ALMOs) are planning for future growth - with well-
established and credible development pipelines and the capacity
fo scale up in the medium to long-tferm.

To build back better, councils and the local communities they serve
need a bigger role in the post-covid era. Collaborative thinking -
authorities and ALMOs working in close partnership with local
stakeholders, developers and cenfral government, and recognising
and responding to their areas” needs and condifions - is the key to
building more.

Funding remains the biggest hurdle. The lifting of the cap on
councils” borrowing against their housing revenue accounts has
been a positive move. But private developers’ ‘section 106
contributions to social homes is under increasing pressure. If further
flexibilities are adopted for the operation of the scheme and how
councils can utilise its receipts, Right to Buy could partially fund the
building of properties to replacement those purchased by tenants.
But it does not provide a more general funding solution.

Councils and ALMOs are in a strong position to deliver 100,000 new
social rent tenure homes each year, but the public sector as a whole
needs fo think more laterally about how to fund the construction. 13



Fiscal gain

As well as helping to address key housing, covid
recovery, levelling up and climafte emergency
challenges, building new homes for social rent
bolsters government finances, and will help ease
covid’s long-enduring fiscal hangover.

Although councils cannoft typically finance the
building of new homes by borrowing against
future social rent income alone, the funding gap
can be bridged by monetising the benefits
brought to other parts of the public sector.

To better understand the potential benefits and
costs of increased construction of new homes
for social rent, we have developed a bespoke
regional evaluation model. Funding needs vary
by location and home size - and, although in
some regions for the smallest properties they are
small, councils face funding gaps against future
rent income across dwelling sizes.

While councils face a funding gap, central
government finances are improved. Moving
families reliant on benefits from private into
social rent fenancy saves the Department for
Work and Pensions money on Universal Credit
and related housing payments. These savings
more than cover the homebuilding funding
gaps faced by councils.
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The boost to Whitehall finances is not limited to
savings in housing-related benefits. The
construction phase itself yields tax receipts from
the builders and their supply chain. Thereafter, the
wider impacts of getting low income and
vulnerable families into decent, affordable and
green accommodation, including improved
health, education, employment and
environmental outcomes, translate into reduced
government spending on, for example, the
National Health Service and jolbseekers’
adllowance.

Overall, every 100,000 new social rent homes built
delivers the equivalent of £24.5 billion in tfoday’s
money to government coffers over 30 years. And
this is calculated after the full costs of
consfruction and maintenance are taken into
account. The building of new social rent homes
delivers a real rate of return to the public sector
across all regions and house sizes, and on the
basis of a wide range of alternative assumptions.

Building 100,000 new social rent fenure homes
each year makes fiscal sense. Central
government finances will be improved over the
medium and long term if grants are allocated fo
councils allowing them and their ALMOs to build
more.
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Impact on
public sector
finances

Construction costs and receipfts
Basic construction costs (long term trend costs) -£13.0bn
Additional costs for Net Zero green technology -£0.8 bn
Land costs* and stamp duty -£2.2bn
Tax rgqeip’rs from construction activity (including +€26bN
multiplier effects)

Once additional impacts on the Total net cost to public sector of construction -£13.5bn

whole public sector’s finances are Annual ongoing receipts and expenditure

faken into accounf, the Rent revenue net of management, maintenance 8360 M

construction of new homes for and veids

social rent makes sense fiscally as Ejjﬁgf (Sgcgeg‘r*gv?gjsl*ye;pﬂﬂg@fﬂ‘;mbzggggon +5241 m

well as SOCia”y and economica”y' Unemployment benefit savings + 847 m
NHS savings +£33m

Details of the assumptions used in our modelling

can be found in the appendix. Energy cost savings recouped through higher rents +5£24m
Total net annual public sector receipts +£713 m
Present value of annual net receipts (30 years) +5£23.3 bn
Present value of assets at end of life (after 30 years) +5£14.7 bn
Net present value of public sector surplus + £24.5 bn

Impact of building 100,000 social rent homes on public sector finances

England, £ billions net present value over 30 years or £ million annual
(2021 prices)
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The challenges of housing shortages and affordability predate and
have been exacerbated by the pandemic.

Over recent decades, construction of new homes has failed to keep
pace with population growth, demographics and socio-geographic
change. Housing shortage has seen residential prices and rents rise
faster than incomes. Affordability is a problem across the board, but
Nno more so than for the lowest income, financially insecure, and
vulnerable families and individuals.

Almost eight million people in England are estimated to have some
form of housing need. For 1.6 million households, social rent tenure is
the more appropriate solution to their problems. But more than one in
fen'households are on council waiting lists for more than five years.
Failure to provide appropriate and affordable accommodation
impacts negatively on individuals’ health-and wellbeing, as well as on
their employability, education, and propensity for criminal and
antisocial behaviour - and imposes wider costs on society. Poor quality
homes are estimated to cost £2 billion a yearto the National Health
Service alone.

The pandemic has further reduced the supply of new housing; over
100,000 fewer new homes, across all tenures, will be built by 2023 than
would have been the case without covid. Although rates of
construction are picking up, this backlog is unlikely to be cleared until
2025 or beyond.

Building 100,000 new social rent tenure homes each year will not only
help address the national housing shortage, but will tackle head-on its
impact on those families and communities most disadvantaged by it.
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Housing challenge predates pandemic
Houses have, on average, Indicators of housing need
become less affordable over England
the last two decades.

46 9
The construction of new homes has 45 8
failed to keep pace with population
growth, demographics and socio- 44 7
geographic change. 43 5
Housing shortage has seen 42 5
residential prices and rents rise faster 41
than incomes. Affordability is a 4
problem across the board, but no 40
more so than for the lowest income, 30 3
financially insecure, and vulnerable 5
families and individuals. Median 38
house prices were almost eight 37 1
fimes median annual income in
2020, up from five times the median 36 0
income in 2002. 3888338 xILerxxee

SIREILIIKKRIIRIKRIKKREKR

Lgiggﬁ“ﬁ;[rlgshﬁgsfgggi Zg mmm AdUlt population, millions (left axis)
above one million - but this figure Households on council waiting lists, millions (right axis)
fails fo capture hidden need and —Housing affordability (right axis)
household overcrowding. 17

Source: Office for National Statistics
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Hidden housing need

Rent too expensive for third of privately Index of ASEEE B G rEl e Ele

ting h holds Englond’s multiple waiting lists

ren |ng ouse most deprivation 2019/20, percentage of all
deprived Lincoln, 2019 households

« One in six communities in Lincoln are in the

highest decile of deprivation in England ‘ ’ ™ Households on ‘
: waiting list
+ 1600 existing or concealed households wish I “‘
‘ J b Households with I mLincoln

to move into socially rented

accommodation within the next five years England’s ‘ reasonable
least ‘ preference m East
+ Shorter council waiting list disguises the deprived Midlands
large numiber of households struggling to Households with I England
meet housing costs or living as a urgent needs

concealed household

Low income home ownership

Private rent affordability* Housing in
England’s affordability 2020 d'?
olanc ordc England’s poor condition
indicator oorest Lincoln, 2019
affordable Lincoln, 2019 70 . '

‘ ﬁ 6.5
I . .
England’s 5.5 England’s

most “ Lincoln East England least poor
affordable Midlands

Note: * ratio of lower quartile house prices to lower quartile gross annual workplace-based earnings. Source: Office for National Statistics
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Households in housing need by category
England, 2017/18, millions

500,000 more families with housing need than R |
. e . ny need, social rent most
recorded on council waiting lists appropriate

Almost eight million people in England are estimated Any need
tfo have some form of housing need.

Homeless
For 1.6 million households, social rent homes would be

the most appropriate solution tfo their housing
problems. This represents %2 million more households
than are registered on council waiting lists.

External condifion

Unsuitable health / age

Unsuitable family

Individuals in housing need by category

England, 2017/18, millions Unnaffordable private sector rent
8 Unnaffordable problem
7
6 Affordability problem
5
4 Concealed couple / lone parent
3
2 Concedaled single
| ]
0 Overcrowded
Overcrowded Concealed Affordability Unsuiatable Any need Any need,
total issue total total social rent
most 00 05 10 15 20 25 30 35
appropriate

Source: National Housing Federation



Length of time new social housing households were
on the waiting list in the local authority area of their

new letting
England, April fo September 2020, per cent of

households

Lessthan 1
year
More than 5 ' ‘\. 1to 2 years
years 210 3 years
410 5years 3todyears

Previous housing situation for new social housing
lettings

England, April to September 2020, per cent of
households

Other

General Needs

social tenancy
Temporary

accommodadati
on

Supported
housing

Ny

Private sector
tenancy

Owner
occupation

Living with
family / friends
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More than one in ten households are on
council waiting lists for more than five years

Insufficient council housing stock in the face of high
demand already means that some households wait
for long periods before being placed in a social rent
home.

A new home building programme would not just
benefit households already in social housing, but
those in some of the most vulnerable groups, who
have been waifing a long time for their first social
home. More than two-thirds of new social housing
lettings in 2019/20 were by tenants new to social
housing.

Household composition for new social housing
lettings

England, April to September 2020, per cent of
households

Other

Elder couple
Single female

Single elder

Couple with 7
child(ren) /

Couple

Single female
with child(ren)

Single male
with child(ren)

Single male

20

Source: Ministry of Housing, Communities and Local Government
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Homes affordable but unsuifable

7.2 per cent of households in some sort Index of Households on °°”"V‘v’2i;‘iz;slii';tgs
. ngland’s muliiple
of housing need most deprivation 2019/20, percentage of dll
. . deprived Doncaster, households
« Many homes available are not right for 2019
the residents’ needs. Greatest shortage S Households on -
is in one and two-bedroom homes a Y waiting list
» Private rent is relatively affordable in I Households with m Doncaster
Doncaster, but high levels of deprivation ) L reasonable
- . h England’s
mean there is still demand for socially [ preference = Yorkshire
rented homes deprived and The
- . Households with h Huber
+ The majority of Doncaster housing was urgent needs England
built pre-1980, with older houses more
likely to be in an unsatisfactory condition 0 5 4 6 8
Private rent Low income home ownership vt
England’s affordability affordability™ , rHou::;itgi I:
least indi 2020 England’s pPoor Col (o]
Lite =) oorest Doncaster,
affordable Doncaster, = 2019
2019 8
6
2
England’s 0 lEnngond’s
offgr]ggble Doncaster  Yorkshire &  England s et

Humlber

Note: * ratfio of lower quartile house prices to lower quartile gross annual workplace-based earnings. Source: Doncaster Council (2019); Office for National Statistics
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Housing problems impact on individuals’ Percentage of population reporting a health
health and wellbeing, and on NHS costs problem

England, 2017

General practitioners see 430,000 patients with

mental health issues related to their housing

conditions a year - costing the NHS at least £12.9 General populfion
million annually.

m Diagnosed mental health
problem

m Long-term physical health
problem

Individuals experiencing homelessness are almost

twice as likely to have a diagnosed mental health

problem, and 1% times more likely to suffer from a Hommeless population
long-term physical health problem. In 2010, the

government made a conservative estimate that the

healthcare costs associated with the homeless

population is £86 million per year. O 10 20 30 40 5 o0 70 80 90
o | amuolcostionis |

Excess cold £850 million Poor quality homes cost NHS £2 billion a year

Falls on stairs £200 million . .

P —— 216 million England’s 3.5 million homes with one or more ‘most

serious hazards’ as identified by the Housing Health

Overcrowding £2.0 milion and Safety Rating System are estimated to cost the
PESE 5.5 milfien National Health Service over £1 billion per year. This
Structural collapse £1.5 million rises to £2 billion when all homes with a ‘significant’
Electrical problems £1.5 million hazard are included.
Carbon monoxide £1.5 million ) . .
Load 14 milion An |nlvesleenT of £10 billion to improve gll poor
housing in England would save the National Health

Water supply 250 rllien Service £1.4 billion per year and pay for itself in just

Select annual cost to National Health Service over seven years, before accruing further benefits.

of hazards arising from poor housing
United Kingdom, 2016 22

Source: Building Research Establishment Trust (bottom left); Local Government Association (top right); Pragmatix Advisory calculation based on National Health Service and Shelter data (top left)



Sedgemoor

Housing stock limited and poor

Three council wards are in the ten per
cent most deprived nationally

« Seventeen per cent of children in
Sedgemoor are considered to be living
in poverty

+ Although the private rental market is
relatively affordable to locals, much
housing is in poor condition

» The council has a stock of only 4,000
homes, managed through Homes in

Sedgemoor

Private rent
England’s affordability
least indicator
affordable Sedgemoor,
2019

England’s

most
affordable

o N A OO © O

England’s
most
deprived

England’s
least
deprived

Index of
multiple
deprivation

Sedgemoor,

L N

2019

Low income home ownership

Sedgemoor South West

affordability
2020

England

pragmatiu

advisory

Households on council housing

Households on

waiting list

Households with

reasonable
preference

Households with

urgent needs

England’s
poorest

England’s
least poor

waiting lists

2019/20, percentage of all

households

m Sedgemoor
m South West

England

Housing in

poor condition

Sedgemoor,
2019

"

23

Note: * ratio of lower quartile house prices to lower quartile gross annual workplace-based earnings. Source: Office for National Statistics
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Over 100,000 new homes lost by 2023

Construction was hit hard by covid Difference between pre-covid and March
and, although it has shown signs of 2021 housing stock forecasts

strong recovery, home-building United Kingdom, thousands
remains significantly behind pre-

covid forecasts

Although starts and completions are 0 \
forecast to be higher post-covid, it is
unlikely that this will be sufficient to offset
the loss of 31,800 home completions in
the first twelve months of the pandemic.

By 2025, the United Kingdom will have
nearly 65,000 fewer homes than would
have been the case without covid. This
represents a loss of 0.2 per cent of the
housing stock. -80

The need for social rent is greater, not
lower, than pre-covid, and the impacts
of this will be compounded by the
urgent need for economic recovery, the -120
political imperative to ‘level up’

disadvantaged communities and the

log-jam on Net Zero.

-100

2020Q1
2020Q2
2020Q3
20204
2021Q1
2021Q2
2021Q3
20214
2022Q1
2022Q2
2022Q3
2022Q4
2023Q1
2023Q2
2023Q3
0234
024Q1
2024Q2
2024Q3
024Q4
25Q1

o
N N N N 24

Source: Office for Budget Responsibility



Canterbury
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More social homes needed than builf

At least 400 new affordable homes
needed per year to meet demand

» 3010 45 per cent of households are
unable to afford the cheapest private

market housing in Canterbury

« Council currently replaces homes lost to
Right to Buy, at a rate of 20-30 homes per
annum, but does not increase overall

stock

« 19.5 per cent of local population are
aged 16-24, mostly students, which
places pressure on the private housing

market
Private rent
England’s affordability
least indicator
affordable Canterbury,
2019 12
10
8
I 6
4
England’s 2
most 0
affordable

Index of

England’s multiple
most deprivation
deprived Canterbury,
2019

&

England’s
least
deprived

Low income home ownership
affordability
2020

Canterbury South East England

Households on council housing
waiting lists

2019/20, percentage of all
households

Households on
waiting list

Households with

reasonable
preference m Canterbury
. B South East
Households with
England

urgent needs

Housing in poor

England’s condition
Canterbury,
poorest Gl

| s
England’s A

least poor

Note: * ratio of lower quartile house prices to lower quartile gross annual workplace-based earnings. Source: Canterbury City Council; Office for National Statistics

25
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Change in forecast private enterprise housing starts
and completions post-covid

House building unlikely to catch up by 2025 United Kingdom, seasonally adjusted, thousands

The loss of construction output early in the pandemic

looks set to leave a lasting impact on the United . - i o i o o ol ol ol o
Kingdom'’s ability to hit government’s 300,000 homes O g I‘r l !.11 I'I |'l"L

a year by mid-2020s target. ]‘g

In the second quarter of 2020, over 24,000 private -15 mStarts W Completions
enterprise housing completions were lost with the first -20

covid lockdown. Quarterly private enterprise -25

completions are set to remain below pre-covid -30

forecasts until 2023. > & Qéb S & %@‘b > X & véb NS

Construction output forecasts relative to Shortages of materials are a concern but

pre-covid frajectory  construction may still have some capacity
England, seasonally adjusted, per cent

0% Shortages of certain building materials are increasing
-5% \ the cost of construction. Recent Office for National
-10% Statistics data shows that in the year to July 2021, the

5% cost of building materials increased by 20 per cent.
-20% The extent to which these pressures are temporary
-25% and/or can be addressed will determine short and
-30% medium term growth in home-building. But although
359, v there is evidence of quickly recovering rates of

construction in housing, output across the whole
construction sector remains below its pre-covid
frajectory. Some spare capacity remains. %

-40%

2020
2021
2022
2023
2024
2025
2026

Source: Office for Budget Responsibility (fop); Pragmatix Advisory calculations based on Office for Budget Responsibility forecasts (bottom)
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Having lost the equivalent of a third of a year’s output, the United
Kingdom faces the challenge of economic recovery.

Growth has picked-up‘quickly since lockdown restrictions were eased,
but economic activity and employment levels are expected to remain
below their pre-covid trajectory to 2025 or beyond. Future public
finances have been thrown off-course most by covid, with higher
levels of public debft to last for a generation or more.

There remains uncertainty about what will happen as the various
(largely successful) covid-period emergency interventions, such as the
furlough-scheme, are unwound. Unemployment may not have yet
peaked. Increases in bankruptcies and insolvencies are likely.
Mortgage arrears generally remain low but are rising, especially
among buy-fo-let borrowers; repossessions have been kept low by the
government’s emergency moratorium. Nineteen per cent of rental
tfenants are in arrears; evictions are expected to rise. Covid has had
greater health and financial impacts-on already vulnerable groups
and, although everysregion has been impacted, already
disadvantaged communities have often fared worse. The numiber of
households waiting for council accommodation could hit 1.4 million.

Building 100,000 new social rent tenure homes each year will provide a
£15 billion boost fo the economy. With a large proportion of the money
spent on the construction of new homes staying local, it can be
targeted at communities that need both the homes and the jobs.
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An economy that’s lost a third of a year

Cumulative impact from 2020/21 to 2024/25
against pre-covid trajectory
United Kingdom, £ billion unless stated

The economy is recovering but
still remains below its pre-covid
trajectory 800

The Bank of England estimated the
United Kingdom gross domestic
product would grow by over seven
per cent in 2021. This would be the 400
fastest rate since 1941.

600

However, focus on record-breaking 20
growth is misleading as it follows a 0
2020 that saw unprecedented
reductions in the size of the
economy. -200 -
Progress is being made but -400
economic recovery must not be
taken for granted if we are to return 600
to the pre-covid trajectory.
-800

Nominal GDP  Employment,  Public sector  Public sector
tfen-thousand current receipts net debt
worker-years
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Index of real gross domestic product
United Kingdom, 2018/19 = 100

GDP and employment expected to remain 105
below their pre-covid trajectory past 2025

We have used the latest Office for Budget

Responsibility forecast as the basis for our 5
calculations. We have no reason to believe that the

OBR numbers are any better or worse than any other

forecaster, but they are the basis on which the Pre-covid
government plans expenditure. 85 Central
80
2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Employment
United Kingdom, millions in work
34.0
33.5
Current figures are still worse than in 2018/19
33.0
The number of people in work will only overtake
325 2018/19 levels in 2023/24. Similarly, the United
Kingdom'’s gross domestic product will only surpass
320 2018/19 levels in 2022/23.
315 Pre-covid
Central
310
2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 20

Source: Office for Budget Responsibility
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Public sector current receipts and
total managed expenditure
Pre-covid receipts United Kingdom, £ frillion
Central receipts
Pre-covid expenditure
Central expenditure

Future public finances thrown off-course by
covid, with impact lasting generation or more

1.2
The response to covid involved vastly increased
public sector managed expenditure, while public 11
sector current receipts fell and remain below the pre-
covid trajectory. 10
This resulted in net borrowing being 183 per cent 09
higher in 2020/21 than expected, with net debt 08
increasing as a consequence.

0.7

éO] 8/19  2019/20  2020/21 2021/22  2022/23  2023/24  2024/25

Public sector net borrowing Public sector net debt
United Kingdom, £ billion United Kingdom, € frillion
400 3.0
Pre-covid
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Pre-covid 25 Central
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250 20
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0.5
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0 00
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Index of average earnings
United Kingdom, 2018-19 = 100
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Unemployment may not have yet peaked

Throughout the pandemic, the government’s covid-
mitigation measures including furlough have kept
unemployment rates much lower than early forecasts
suggested. As these measures are unwound, the
unemployment rate is expected to rise, with the
OBR’s central scenario seeing it peak at around six
per cent next year.

But while some individuals in certain sectors may no
longer have a job when furlough ends, there may be
opportunities for them to move into other jobs as the
current number of vacancies in the United Kingdom
stands at over one million.
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Earnings will increase steadily, but are likely to
remain below their pre-covid trajectory

Both the central and downside scenarios of the
Office for Budget Responsibility’s forecast for average
earnings remain below pre-covid levels past 2025.

The OBR’s upside scenario is the only one which sees
average earnings close to their pre-covid frajectory.

Unemployment rate forecasts
United Kingdom, per cent

12
Pre-covid
10 Centrall
= = Upside
8 Downside
6
4
2
0

2019 2020 2021 2022 2023 2024 2025 2026 31
Source: Office for Budget Responsibility
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Uncertain effect of end to emergency policies

As covid-mitigation measures
are withdrawn, the impact it
will have on the economy
remains unclear

Emergency measures have kepft
people in jobs and businesses
solvent but may also have masked
or delayed some of the effects of
covid on the economy.

With the winding down of the
Coronavirus Job Retention Scheme
and Self-employed Income Support
Scheme, alongside the end of the
moratorium on evictions and Stamp
Duty holiday (amongst others), there
are varying opinions as fo the scale
of impact the ending of emergency
measures will have on workers,
businesses and the economy.

10
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Employees on furlough
United Kingdom, 2021, millions

J

PR P PP P PP D DD DD DD
?\\) (‘0® OO %O O® BO <<® @ ?\Q @O 5\) .

Source: HMRC Coronawirus Job Retention Scheme Statistics



pragmatiu

advisory

Monthly company and individual insolvencies
England and Wales, thousands

. . . 45 : :
Yet to see an increase in bankruptcies or 40 ™ Company insolvencies
insolvencies 35 m Bankruptcies and Delbt
30 Relief Orders
As a result of temporary emergency measures, 25
including enhanced financial support and temporary 20
restrictions on the use of stafutory demands and 15
cerftain winding-up petitions, both company 10
insolvencies and individual bankruptcies have been 05
relatively low since March 2020. 0.0
' o 000 0 0 00 O O O O O — — —
—_ - - - - - N & X N N N N N
_Q‘C-)_CO"—OQE_C@"GO_QE_C
2232888232888 <23
Forecast number of business insolvencies
United Kingdom, 2021, thousands
26
24
22 . . .
However, business insolvencies are forecast to
20 rise past pre-pandemic levels in 2022
18
16
5 ]
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Source: The Insolvency Service (fop), Euler Hermes (bottom)
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Expect spike in evictions for rent arrears

Repossessions remained low
while government restrictions
on bailiff activity were in place

However, repossessions are
expected to increase due to the
backlog of cases that did not occur
in 2020. Some of these cases will
have been in the pipeline since
before the pandemic began.

With more households behind on
rent, the Joseph Rowntree
Foundation estimates around a
million renting households are
worried about being evicted by
autumn 2021.

Demand for social rent housing will
e put under additional pressure by
families vacating their homes
through ‘non-renewal’ of tenancies
and being squeezed out by rent
increases.

180
160
140
120
100
80
60
40
20

Landlord possession claims in the county courts
by type of procedure and landlord

England and Wales, thousands
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Source: Ministry of Justice



Buy-to-let mortgages experienced a 35 per
cent increase in arrears on 2020 first quarter

This is likely a reflection of rent arrears from tenants
resulting in a knock-on effect on landlords’ ability to
make mortgage payments.
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Buy-to-let mortgages in arrears over 2.5 per cent of
balance as share of mortgages outstanding
United Kingdom, per cent
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Percentage of social and private renters currently in . .
arrears Nineteen per cent of renters in arrears
England, per cent

m Private rent mSocial rent

2019-20

Jun-Jul 2020

Nov-Dec 2020

According to research from the Joseph Rowntree
Foundation, up to nineteen per cent of renters are in
arrears, compared with only six per cent of
mortgage-holders.

In the first four months of 2021, Citizens Advice
observed a seventeen per cent increase in queries
relating to eviction from private rented
accommodation, compared with the same period a
year before. There has been a 36 per cent increase in
the number of people seeking help with problems in

the rental sector overall.
35

Source: UK Finance (fop); Ministry of Housing, Communities and Local Government (bottom)



Share of homeowner mortgages in arrears by over

2.5 per cent of balance outstanding
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Mortgage affordability could come under
pressure if interest rates rise
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Although many new home loans are today taken out
on a fixed rate basis, millions of borrowers remain on
variable-rate mortgages. Some of them are explicitly
linked to the bank base rate and some subject to
change at their lenders’ discretion.

For borrower with a £100,000 mortgage currently
paying a variable rate of 2.5 per cent, a one
percentage point increase will add £50 to their
monthly repayments, while a fwo-percentage point
rise would mean they needed to find an extra £100 a
month.
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Mortgage arrears remain low, but are rising

Over two million homeowners and buy-to-let
landlords have been offered mortgage payment
deferrals where covid has impacted their ability to
mMmeet payments.

An industry moratorium on involuntary repossessions
reduced the number of foreclosures in the second
quarter 2020 to just twenty per cent of those twelve
months earlier. As these temporary measures are
repealed we expect to see a spike in bankruptcies,
insolvencies and arrears.

Market short-term interest rates forecast
United Kingdom, per cent
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Length of local authorities’ housing waiting lists

England, millions of households
20
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Historic high for annual additions to waiting
lists

The Localism Act 2011 made significant changes to
the way in which families” eligibility to social housing
waifing lists were determined and, therefore, to the
length of council housing waiting lists. This makes
comparison and interpretation of data beyond 2012
froublesome.

We have calculated an estimate of the length of
waiting lists on a like-for-like basis assuming that no
changes were made in 2012. On this metric, waiting
lists are set to exceed 1.55 million households in 2022.
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Council waiting lists to hit 1.4 million
households

As with unemployment, we are yeft to see the full
social and economic implications of the pandemic
for housing needs. As covid-related income support
schemes wind down, unemployment rises and
evictions resume, more families will be forced to find
cheaper accommodation.

Along with increased rough sleeping, homelessness
and sofa surfing, the number of households on
council waiting lists is expected to rise sharply.

Length of local authorities’ housing waiting lists in
counterfactual
England, millions of households

24 Historic data
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Source: Pragmatix Advisory calculations based on Office for National Statistics and Office for Budget Responsibility forecasts
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Proportion of households that experienced a
reduction in household income post-covid by

- ethnicity Covid has had greater health and financial
. Great Britain, 2020, percent  impacts on already vulnerable groups

Behind the averages, there are real differences
between the health and economic impacts of the
GB average pandemic on individual households.

Ethnic minority households have seen their incomes
fall further in comparison to those in white ethnic
groups, while their risk of death from covid is greater.
They are also more likely to be living in overcrowded

homes.
Age-standardised death rate as a proportion of the Share of households that are overcrowded by
most deprived decile death rate ethnicity and region
| England, March 2020 to April 2021, per cent 14 = \White Brifish England, 2020, per cent
08 12 m Other than White British
0.8 , 10
0.7 | All causes Covid 8
0.6 6
Y ‘
0.3 é
0.2
0.1 <</ \$ S @ 0 O(\ <</ o <</o% \$®
S S > SN
00 %Oé %o&\ = \®\ @\ v %O& &
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Most deprived » Least deprived R o‘\é\
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Source: Ministry of Housing, Communities and Local Government (top left); Office for National Statistics (bottom left); Runnymede Trust (bottom right)



The pandemic has impacted all regions,
though in different ways

While London had the highest percentage of workers
furloughed during the pandemic, its gross domestic
product fell less than other regions. This is likely
because London’s economy is less reliant on the
industries which were hit hardest by repeated
lockdowns.

Change in gross domestic product
England, 2019-20, per cent change on same quarter
in previous year
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Percentage of employees furloughed
England, July 2021, per cent
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£15 billion economic boost from 100,000 homes

Building 100,000 new homes for Sectors by import intensity and GVA multipliers
social rent offers an important United Kingdom, 64 sectors*, 2016
macroeconomic policy lever 0% Forestry

Travel agency

@ Construction

Sectors like construction have high o) .

\ T p \ [ 3R0) Agriculture

multiplier effects’, reflecting how 10%  §3
spend in that area compounds £9 |
through the supply chain to support 0% g2 Mining

higher levels of domestic economic ° L EZ Food, drink &

. . 3 tobacco
activity and jobs. g
. ' 30% 5 Insurance
Post-covid recovery requires 5
government to shift policy from 5 &
minimising the economic damage 40% s <
caused by lockdowns to simulating g <
economic growth as the country gets -~ 2 .\o«e
back to work in the ‘new normal’. To 7 o Qoo\
achieve this, focus is needed on public E .\o‘\“\
expenditure that has the greatest 0% | S &
chance of stimulating wider economic 5 ‘e°°
growth - in the appropriate locations. s e
o >
70%
Gross Value Added multiplier
80%
1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4 2.6 2.8
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Note: * three sectors beyond 80 per cent import intensity and one beyond 2.8 GVA multiplier not shown. Source: Office for National Statistics
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There’s a big bang for every Construction Employee
construction buck sector spend

Building 100,000 new social rent Output £13.0bn £13.7 bn £9.4 bn £36.1 bn
homes each year key play a key

and targeted role in delivering
post-covid economic recovery Gross value added £5.1bn £6.0bn £4.2 bn £15.3 bn

In addition fo addressing
structural housing challenges that
have been exacerbated by
covid, it would support 94,000 jobs
and boost ‘value added’ in the Wages, salaries, efc. £2.3 bn £3.4 bn £2.3 bn £8.0 bn

construction sector by €5 billion.

Jobs (full-time

squivalent) 94,000 109,000 75,000 277,000

along the supply chain, and
where those employed in the

, . Employee taxes £0.5 bn £0.7 bn £0.5 bn £1.7 bn
constfruction sector and its supply
chain spend their incomes.
277,000 jobs are supported in this Total tax receipts £0.9 bn £1.0 bn £0.7 bn £2.6 bn
wider ecosystem, which
gengro’res £2.6 billion of new fax Construction phase economic and fiscal benefits
receipts. of building 100,000 new homes

England, 2021, £ billions (unless otherwise stated)
The overall impact on gross value
added, of £15.3 billion, is the
equivalent to over half of the
entire annual economic
performance of the city of
Birmingham.
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Levelling up
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The government has rightly prioritised imnproving the economic
opportunities and outcomes among disadvantaged communities.
Covid has compounded this challenge of levelling up.

Government’s highest priority local authority areas for levelling up
have some of the greatest concentrations of housing need. Their
waiting lists for council accommodation are 56 per cent longer than
those in low priority districts, and they have a higher incidence of
‘urgent’ need cases. With housing costs accounting for over a quarter
of all expenditure by the lowest incomes families, access to decent
affordable homes is central to the success of any attempt to level up
the poorest communities.

Access to a-social rent home provides families with greater housing
and financial stability. Compared to private rental, a household
typically saves £37 per week in social housing. Council homes offer the
potential for social mobility. The majority of social rent tenants are
under the age of 45 years, and the share of them in employment is
growing. Those in social rent tenancy typically have higher incomes
than those waiting for a social rent home. And, social rent is an
avenue for homeownership - through right o buy, and by allowing
families greater scope to save and accumulate wealth.

Building 100,000 new social rent tenure homes each year provides
opportunities to target directly communities most in need of levelling
up. Social rent housing can provide families with stability and the
potential for social mobility.
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Social home building can target local need
Covid has reinforced the need for the Levelling Up Fund
levelling up of economic opportunities across priority categories

Local authorities,
England, 2020

England

Government has already identified the areas of

England most in need of investment within the

context of the Levelling Up Fund. With lower rates of

productivity and higher unemployment, these are

parts of the country which tend to be more deprived

and have on the whole been hit harder by the Priority 1 (High)

pandemic, B Friority 2

Investing in more homes for social rent in these areas B Priority 3 (Low)
will help individual households to prosper and support
local economic growth and productivity.

The construction of new homes can be particularly
targeted to provide an economic boost where it’s
needed most - often reaching places other sectors
and interventions cannot.
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Housing stock in poor condition

Blackpool is home to eight of the ten Index of
- England’s mulfiple

most deprived wards most deprivation
deprived Blackpool,

» Blackpool has one of the greatest 2019

concentrations of socioeconomic

deprivation in England, plus an extreme

set of housing challenges, due

to decades of decline in fraditional l
tourism sectors

England’s
S , least
+ The district is characterised by an deprived
oversupply of poor-quality one-person
accommodation
« Seventeen per cent of households are
fransient, low-cost renters often in a
house in multiple occupation (HMO)
Private rent Low income home ownership
England’s affordability affordability
leasf indicator 2020
affordable BlOCprOl
2019 8
6
l 4
’ 2
England’s
most 0
affordable ‘

Blackpool  North West England

Households on council housing
waiting lists

2019/20, percentage of all
households

Households on

waiting list
m Blackpool
Households with - P
reasonable North West
preference England
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Housing in
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England’s & Blackpool
poorest 20]9'
l &
England’s o

least poor

Note: * ratio of lower quartile house prices to lower quartile gross annual workplace-based earnings. Source: Office for National Statistics
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High priority area waitlists 56 per cent longer

Households on waiting lists per 100,000 in
B ot waiting list Levelling Up Fund areas
Local authorities, England, 2020

Longer waiting list

C »

Y

Average waitlist per 100,000 Average waitlist per 100,000 Average waitlist per 100,000
households: 6,010 households: 5,080 households: 3,950
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Over half of Nottingham’s population Index of sl Zed e S I n T g

: : : : England’s multiple waiting lists
are experiencing deprivation most deprivation 2019720, percentage of all
deprived Nottingham, households

+ District has the nineteenth highest rate 2019
of fuel poverty in the United Kingdom Households on -

waiting list

» Half the population are aged under 30, 8
and one in eight are students, placing Households with
pressure on the private rental market England’s l reasonable m Noftingham

Eos preference -

- Nottingham needs 2,649 additional deprived -
homes over 2018-2023 to meet Households with | England
demand urgent needs

0 2 4 6 8
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46
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Share of households on the housing waiting list with
urgent needs and reasonable preference
England, 2019/20, per cent

Levelling Up Fund high priority areas have
longer waitlists and greater share of urgent
needs

In 2019/20, six per cent of households on housing wait
lists in high priority authorities had urgent needs,
compared to four per cent of those in low priority
districts.

Share of households on the housing waiting list in
reasonable preference categories
England, 2019/20, thousands of households
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There is a need for better data recording

Although the Confinuous Recording of Lettings and
Sales in Social Housing in England (CORE) database
provides a snapshot of who enters social housing, it
does not allow households to be followed
longitudinally from the waiting list fo the end of their
social housing tenancy.

To understand the true benefits of social rent in
practice, we are forced to rely on inferences drawn
fromn comparisons of who enters social housing and a
snapshot of all social renters at any given time.

Sources: Office for National Statistics
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include rent,

g‘rf:::ggsgﬁ:;n:ny Share of total expenditure spent on all housing costs Poorer households spend greater share of

housing benefits, by gross income decile group income on housing
rebates and United Kingdom, 2019/20, per cent
allowances

Those in the lowest income decile pay out a

. Al — significantly higher percentage of theirincome on
Highest deCllg I housing costs than higher earners.
|
573 F In 2018, households with an income in the bottfom
| ;
e ———— quartile could expect to pay more than 45 per cent
e ———— of their income on the cost of renting a median-rent
4 private rental property. According to Shelter, above
3 s 35 per cent of household net income spent on
2 | housing costs should be considered unaffordable.
Lowest decile I
0 5 10 15 0 o5 30 Prlvo’rle rent is also less offordoplg in high priority
Levelling Up Fund local authorities.
Percentage of total monthly household income Private rental affordability indicator
spent on median monthly rent by income decile England, 2019, index

England, per cent
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Barking and Dagenham
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Only social homes affordable

Third highest rise in house prices in the
United Kingdom over 2011-2021

Both the private rental and house market
are unaffordable to the local community

Barking & Dagenham has multiple
council estates, including the Becontree
Estate, home to 100,000 people in 26,000
units

Although high levels of deprivation often
leave only social housing as an
affordable option for locals, council
mMaintenance means these properties
are generally in good condifion
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deprived 2019
England’s
least
deprived
Low income home ownership
affordability
2020
Barking & London England
Dagenham

Households on council housing
waiting lists
2019/20, percentage of all
households
waiting list

Households with

reasonable
preference = Barking &
Dagenham
Households with I = London
urgent needs England
0 2 4 o) 8

Housing in poor condition
Barking & Dagenham,

2019

- :
P T
9

England’s
poorest

England’s
least poor

Note: * ratio of lower quartile house prices to lower quartile gross annual workplace-based earnings. Source: Office for National Statistics
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Share of each age group in the social
rented sector

Majority of those in the social rented sector England, 2019-20, per cent

under the age of 45 20

18
Those aged sixteen to 44 years are more likely to be 16
economically active and more likely to desire new 14
housing as they start families or move away from 12
home. 10

8
Social renters are, on average, older than private 6
renters but younger than owner-occupiers. ‘2‘

0

16-24 25-34 35-44 45-64 65-74

Share of total expenditure spent on housing
by age of household reference person
United Kingdom, 2019/20, per cent

30 Housing costs bigger burden for younger

households

20 The large proportion of social home tenants under 45

1 years is No surprise given the extent to which housing
costs, across tenures, eats into the incomes of those

1 early in their careers.

Under30 30to49 50to 64 65to 74 75 orover

25

o o O O

50

Sources: Office for National Statistics
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Proportion of social rent households in gross income Higher incomes for those in ienancy than
bands . .
England, 2019/20, per cent those waiting for a social rent home

25% In 2019/20, the median annual income of all
households lefting any social rent property was
£16,195. The mean income was £20,624 per annum.

15%
Of those households who took up new social housing
10% lettings in the year prior, the median income was just
5 over £13,000 per year and the mean annual income
? was £16,800.
. H B

20%

Under £5k fo $10k to$15k to$20k to$30k 0§40k to More This partly points fo the positive impact that having a
£5k  £10k S15k £20k €30k £40k €50k than secure and affordable home has on employability
£50k and economic activity.

Economic activity of social renters
England, per cent
The share of working people in housing for 100

social rent is growing 28

Although a large proportion of social rent properties 57)8
will understandably be occupied by retired and S0
economically inactive tenants, they are increasingly gg
home to working families. 20

10

Working people made up nearly half of all social 0 o h o
rentfers in 2019/20. This is up from a third one only Q%' Qq, \Q, \\ \%,\ \(b,\ \V\ \(0, \b, 0, \(b, \q,
decade earlier. SIS SIS SIS SR SRS S RS S N I S S )

= Working mUnemployed = Retired Other

Source: Ministry of Housing, Communities and Local Government (top right); Office for National Statistics
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Good housing provides the foundatfions

Research is clearly demonstrating how housing impacts
educational attainment, life opportunities of today’s youth:

There is considerable evidence : :
. + Stephen Ball, Karl Mannheim Professor of Sociology of
fhat poverty and the poor housing Education at the University College London, and
conditions that invariably go with colleagues found that insecure housing puts young
having barely sufficient money to people and their families at risk of needing complex
live on have a dire impact on the social services involvement and of wider social exclusion

educational chances of young

people + Diane Reay, Professor of Education at University of

Cambridge, identifies the quality of housing as a key
issue in underachievement, particularly for impoverished
working households

Liz Atkins, Professor of Vocational Education
and Social Justice, Derby University. .
What these students need is a

secure, good quality home that

\ \ \ their family can afford. Poor
Secure, good Higher Increased educational attainment is
quality educational future life inex’rricobly linked to deeply
housing achievement prospects

ingrained issues of social
disadvantage and exclusion.

52
Source: "Disadvantage begins in housing” by Liz Atkins, Derby University: https://www.almos.org.uk/viewpoint/disadvantage-begins-in-housing/
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Social rent aids people and the public purse

Access to a social rent home
provides families with both
housing and financial stability

Pragmatix Advisory has developed
a bespoke model to simulate the
impact that access to social rent
housing has on different low-income
household types across England.

The model compares expected
earnings with typical expenditure
including housing costs in both
public and private rent.

Each worker in our model earns
mMinimum wage and is paid by the
hour. Income includes both job-
based earnings and benefit
entitlements based on location,
household type and wages.

In all regions, access to a home for
social rent reduces the benefits
payments provided but allows them
to save more / borrow less.

Single-person

household

One adult

« Full-time

* Minimum wage

*One-bedroom
home

Couple

Two adults

«Both full-time

* Minimum wage

*One-bedroom
home

Single-parent

household

One adult, two
dependent
children

* Full-time

* Minimum wage

* Two-bedroom
home

Large family

Two adults,
four children

*One full-time
adult, one

part-time adult,
one part-tfime
teenage child
* Minimum wage
*Three-bedroom
home




Weekly savings or loss for single-person household
England, 2020, £ per week
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Weekly expenditure for single person household
England, 2020, £ per week
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Social rent helps households to move out of
the red

For a typical single-person household on full-time
minimum wage, expenditure is decreased when they
move into social rent. Even factoring in the
corresponding reduction in benefits, this type of
household is able to save more each week in every
case study areaq.

A social rent tenancy provides greater financial
security and a platform from which to build more
robust and prosperous careers and lifestyles - and
potentially move on to shared or full ownership
fenures.

450
400
350
300
25
200

(@}

Weekly income for single person household
England, 2020, £ per week

mm Private rent
mmmm Social rent
Job-based eamnings
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Source: Pragmatix Advisory calculations based on Office for National Statistics data
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Weekly savings or loss for couple

The average simulated household saves £37 England, 2020,  per week

per week in social housing 100
50 m Private rent Social rent
Households paying social rent save more (or lose less) o I m mm [
per week. Even when factoring in a reduction in 50 ] . .
benefits payments, the financial position of every 100
household improved when provided access to a 150
ial home.
social home 00
. @ ‘\ X Q §
Across the 36 households simulated, the mean EAE N - &S S L
, . $Q oF o O & Q ) \®\ @QQ
household in private rent lost £9.60 per week. But & & OQ\\@ N 5y ®o©
when moved into social housing, they were able to S qqf’ B
save £27.40 on average. N
Q)O
Weekly savings or loss for single-parent household Weekly savings or loss for large family
England, 2020, £ per week England, 2020, £ per week
200 100 . .
m Private rent Social rent 0 — = Private rent socialrent
150 -
= )
100
200
%0 I B l -300
0 -400
@ o &) Q S O N N\ 0 % o %) L SO N N\ S
\QOO%\ 6@0 oog} C§O (\j\\@ (\b\\o ; {\(\o \@@0 3 @O \éod:} al—Qo Ooe} <§O <@ (\&\O ; {\(\o @@0 @@o
\ '3 ) \ '3 9 N\
I P P eo&\\ ¢ Y P S %QOQ P %§ ¢ Y @ & %QOQ
x© @ &° @
N Na
P of
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Source: Pragmatix Advisory calculations based on Office for National Statistics data
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Social rent as an avenue for homeownership

Social rent is vital for many
families seeking prosperity and
homeownership

Across England, low-income
households would find it easier to
save money for a house deposit
while in social rent housing.

Seven-in-ten of our simulated
exemplar households were able to
make weekly savings in social rent
compared to just 58 per cent of
households in private rent.

Of those able to make positive
savings, households in a social rent
tfenure can save a deposit of fifteen
per cent for a flat in their local area
on average 35 per cent faster than
they would be able to if paying
private rent.

Change in weekly savings for typical low-income
households when moved from private to social rent
England, 2020, £ per week

160
B Single-person
140 m Couple
120 Single-parent
Large family
100
80
60
40
N Il ‘
, I IR
N N X N
N O o & N e & N o
S & F @ & & E
& & o) & S <@ & N ]
< Q Q %O (3&_@ QO O @
S k2
O
\l}
o)
D
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Source: Pragmatix Advisory calculations based on Office for National Statistics data
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To meet the challenge of climate change, investment-is urgently
needed to improve the environmental performance of homes.

Residential buildings are the second biggest source of carbon
emissions and were responsible for 72 megatons of carbon dioxide
equivalent greenhouse gas emissions in 2020. New fechnologies, like
heat pumps, are needed fo reduce emissions. Building homes with
these green measures designed-in is more cost-effective than
retrofitting fo existing properties, but equipment and installation costs
are currently a barrier to mass rollout in the new-build and retrofit
market. Increasing the number and rate installations willhelp drive
down product costs - but demand will only increase when prices fall.
Government grant schemes have been unpredictable. There has
pbeen under-investment in the supply chain and a shortage of
engineers and fifters with green-tech skills.

Greener homes can be cheaper for fenants. Lower running costs of
homes built fo today’s environmental standards have the potential to
cut bills for occupiers, even if they already have access to cheap gaos.
A family moving from an old, poorly insulated and fossik-fuel heated
home into a modern home could save up to £500 per annum.

Building 100,000 new social rent tenure homes each year could deliver
carbon emissions reductions worth £600 million as well as deliver
savings on energy bills fo tenants. A credible construction programme
can provide consistent and predictable demand for green-tech,
encourage investment in the supply chain, especially in training, and
provide the critical mass to kick-start a sector vital for the mass
adoption-of Net Zero.
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Green investment in residential buildings urgent

Residential buildings are the
second biggest source of
carbon emissions

But decarbonising the sectoris a
mammoth task in terms of both the
costs and scale of abatement
required. With installation prices held
high by a lack of capacity-building
in green fechnology markets, many
homeowners cannot afford to
decarbonise their homes.

The mass deployment of green
technologies such as heat pumps
could lead to a significant reduction
in upfront costs for domestic-sized
systems. This would not only help to
meet emissions-reduction targets
directly, but also fo drive down the
price of retrofitting.

£400

£350

£300

£250

£200

£1580

£100

£50

£0

0

g pertCO2e

Average abatement cost

Forecast average cost of abatement by subsector
United Kingdom, 25 subsectors, 2050

e Residential buildings:
Energy Efficiency

5

N
Non-residential ‘(\@
buildings: District heat o
&
Non-residential buildings: Energy 6’\0‘
efficiency & behaviour change \,\e
\009 Residential 6
Shipping: Fuels ‘005 buildings: Heat
O
50
0‘9
S

10

Removals: Bioenergy with
carbon capture & storage

Required abatement by 2050 under CCC net zero pathway
MtCO2e

15 20 25 30 35 40 45 580 55 60 65 58

Source: Climate Change Committee. Note: subsectors with negative average abatement costs per tCO2e not shown



Residential buildings responsible for 72
megatons of carbon dioxide equivalent
greenhouse gas emissions in 2020

Reducing the cost of retrofitting is vital to meeting the
government’s commitment to reduce the United
Kingdom’s greenhouse gas emissions to net zero by
2050.

27 million existing homes will need to be made low-
energy, low-carbon and climate resilient by this date.
To meet their targets, the government must develop
capacity for renewable technologies.

Predicted emissions from buildings in 2050 assuming
various heat pump shares
England, 2050, megatons of CO2e per year

250 E Non-residential Residential Indirect emissions

200

150

100

50

0 B N -
0 per cent 20 percent 40 percent 90 percent
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Emissions by sector
United Kingdom, 2020, CO2e

Transport

Shipping Residential
buildings
Non-residential
buildings \
Land use »
sources Monuécgg’ruring
construction
Waste and
F-gases
Fuel supply Agriculture
Electricity
supply

New technologies, like heat pumps, needed
fo reduce emissions

Almost 80 per cent of dwellings in England and Wales
use mains gas tfo power central heating; just three per
cent of new dwellings used heat pump technology
for central heating in 2018/19.

Cumulative emissions could be reduced by 728
megatons of CO2e by increasing the heat pump
share to 90 per cent by 2050. The government has
committed to 600,000 heat pump installations a year
by 2028 and the Climate Change Committee
recommends 1.1 million a year by 2030, but neither is
sufficient to reach a 90 per cent share by 2050.

Source: Climate Change Committee (top); McKay Carbon Calculator (bottom)
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Ratio of cost of green measures in new build and
retrofit for equivalent outcome
United Kingdom, 2020

Building homes with green measures more
cost-effective than retrofitting

It is also easier to make new builds more resilient to
Flood resilience & resistence

the impact of climate change, such as higher
temperatures or flooding, than to adapt pre-existing
properties.

Investing in new homes suitable for climate change
now will save money in the long-term. However, we
cannot rely on new builds alone to reach net zero
emissions in residential buildings, as 80 per cent of the
buildings we will use in 2050 have already been
consfructed.

Heat pumps 10.0%
Solar photovoltaic: systems 18.6%
Residential lithium ion storage 12.5%
Gas with carbon capture & storage 2.2%
Industrial carbon capture & storage 11.5%
Offshore wind 10.3%
Onshore wind 5.9%
Power to hydrogen (alkaline electrolysis) 17.7%

Estimated learning rates associated with green technologies

medsures

Water efficiency measures

Passive cooling measures

ASHP & ultra-high falbric
efficiency

o0 01 02 03 04 05

Increasing installations will help drive down
product costs

Ramping up capacity in the sector and providing a
predictable business environment is vital to the
creation of a self-sustaining retrofit market in the
future.

With a conservatively estimated ‘learning rate’ of ten
per cent, the cost of heat pumps decrease by ten
per cent for every doubling of installed units.

Source: Climate Change Committee (top); REFLEX project (bottom)
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Green grants have been too unpredictable

Market uncertainty stunts
growth of new low-carbon
heating technologies

The most often cited barrier to
greater investment in low-carbon
heating is the lack of a clear
government policy trajectory for
decarbonising heat in buildings.

The piecemeal nature of
government grants for greener
homes - both in the new build and
retrofit markets - has created
frictions in the markets for low-
carbon heating solutions. This is an
issue because order volume is
crucial to incentivise investment and
bring market prices down.

Renewable Heat Incentive
2014 - ongoing

Green Homes Grant
2020 - terminated early in 2021

Home Upgrade Grants
2020 - ongoing

Electrification of Heat Demonstration Project
2020 - ongoing

Clean Heat Grant
Expected 2022

Selection of government programmes and grants for green technologies
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Green incentives do not solve supply-side
issues Lack of trained engineers and plumbers

In 2008, the then Department for Business, Enterprise Difficulty of refrofitting fo
and Regulatory Reform identified six barriers to air existing buildings
source heat pump installation.

Geographic coverage
Thirteen years on there has been no formal review of - fravel requirements
progress, but our interviews in the sector point to Neko6d
limited progress generally and an acute lack of planning

frained engineers and plumbers especially. Barriers o air source

Electricity . _
supply heat pump installation
capacity United Kingdom

Additional FTE requirements for each qualification
level and specialist skill

United Kingdom, thousands Training needed to scale up installations

300
250 There are currently fewer than 4,000 heat pump
200 installers in the United Kingdom, compared to more
than 130,000 existing heat system installers. Upskilling
150 existing heating system installers to install heat pumps
100 would take roughly one week of training.
50
0 The unpredictability of government energy policy
2020 2025 2030 2035 2040 2045 2050 and green grorlﬁs programmes “r.n'TS i pu3|nes§es
, . " and individuals” willingness to train-up and invest in
TrustMark retrofitters General construction tfraining th technol
Window installation Renewables specialisms € new recnhnology.
Smart metering m Electricals
®m Heat pump installation m Hydrogen boiler conversion 62

Source: Department for Business, Energy and Industrial Strategy (top); Climate Change Committee (bottom)
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100,000 new homes accelerates cost reductions

A defined homebuilding programme would Indicative air source heat pump price reduction with

and without 100,000 additional installations
offer a steqdy source of demand for green- United Kingdom, thousands of installations per
tech skills and trades annum (leff) and £ thousands per heat pump (right)

The construction of 100,000 social homes with

aftention paid to their green credentials will bring 800 8
much needed predictability to low-carbon 700 c7
technology orders, stimulating investment in market !
capacity. 600 £6
A predictable and assured demand for low-carbon 500 . 5
heating technology will give private contractors 400 ca
confidence to invest and train - and establish a .
robust supply chain. In addition, as the number of 300 £3
installations grow, economies of scale will kick-in and .
help reduce the unit costs of green technology for 200 . . 2
both new builds and retrofit.

100 €1
From a technological perspective, current green 0 <0
energy systems are relatively well-developed. Further 2020 2021 2022 2023 2024 2025 2026 2027
reductions in ‘factory-gate’ prices are possible as
market scale increases, but they will likely be only mmm= Heat pumps in 100,000 new homes
incremental. Nevertheless, overall ‘installed” costs Number of heat pumps installed per annum
can be eXpeCTed tfo fO” as the number Of qucﬂlfled — Price per heat pump with 100,000 new homes

fitters increases. Price per heat pump without 100,000 new homes

63

Source: Pragmatix Advisory calculations based on Department for Business, Energy and Industrial Strategy, Heat Pump Association and REFLEX data
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Low running costs of heat Average annual fuel savings with a heat pump
pumps have the potential to relative to other fuels
cut bills for those currently United Kingdom, € thousands
using electric storage heaters 16
by 70 per cent Electricity = Coal m=Oil mLiquefied Petroleum Gas = Gas
A well-designed heat pump system 1.4
should not need fo rely on any
additional sources of heat, and 1.2
when installed to the relevant
standards and in a well-insulated 1.0
home, running costs should be
comparable to those of a gas or oil 0.8
boiler. ‘
This will help to deliver cost-effective 0.6
carbon savings while ensuring
homes are thermally comfortable, 0.4
support clean growth and tackle
fuel poverty by reducing fuel bills. 0.2

00 . ]

Air source heat pump Ground source heat pump

64
Source: UCL analysis of DECC data
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Estimated energy cost savings for median
new build when compared with median
existing dwelling

England, 2018-19, £ per year Improved condition and building standards
sop Houses =fats provide energy cost savings of up to £500 per
288 annum
288 In 2018/19, both the median estimated carbon
100 dioxide (CO2) emissions and estimated energy cost

0 for an existing house in England and in Wales were
& S @ more than twice as high as those for a new house.
<é‘® (x\ (\(\ Q\O@ @00 @0 %(@ \/Oo S‘& \& 9
N <° . @C& Ogé@ & \6\ < %00
N N 3
40&5 “
Median estimated I Running cost per
ype of Cost of fuel per .
Hioner eneroy Local authorities, Sl

England, 2019, £ L L e T 16.36p 4.19p

pump
Ground source L
heat pump Electricity 16.36p 3.99p
Electric storage -
heater Electricity 16.36p 16.69p
Lower energy Gas boiler Gas 4.17p 4.26p
cost LPG boiler LPG 7.19p 7.57p
Qil boiler Qil 481p 5.06p

Typical operations costs for common heat generators
65

Source: Office for National Statistics (fop and bottom left); Evergreen Energy and Energy Savings Trust (bottom right)
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Emissions reductions worth £600 million by 2050

A programme of building new
green social rent homes will
support efforts to deliver a Net
Zero economy

The reduction in emissions resulting
from 100,000 families living in @
modern heat-pump warmed home,
rather than an older property fuelled
by gas, would be worth £600 million
(on the basis of ‘central’ non-tfraded
values of carbon).

Designed in from the outset, new
council-built homes can have
efficient and green technologies,
such as air source heat pumps,
installed, while the fabric can be
insulated to optimise its thermal
characterisfics.

Building new homes to this standard
will incur higher costs. There is wide
variation in number quoted, but an
average of £8,000 per home
appears reasonable.

Impact of heat pumps in place of gas boilers over 30
years with different non-traded sector carbon values
England, £ thousands per dwelling net present value

Standard air source heat pump
9 Hybrid heat pump
Gas absorption heat pump

Low carbon value Central carbon value High carbon value 66
20

Source: Pragmatix Advisory calculations based on Department for Business, Energy and Industry Strategy data
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Delivering 100,000 new social rent tenure homes each year is a
challenge, which councils can meet.

Although local authorifies” homebuilding programmes have shrunk
over recent decades, many are now reversing the trend. While
construction overall was set back markedly, public housebuilding was
the sector that showed resilience during the pandemic. And councils
(and ALMOs) are planning for future growth - with well-established
and credible development pipelines and the capacity to scale up in
the medium o long-term.

To build back better, councils and the local communities they serve
need a bigger role in the post-covid era. Collaborative thinking -
authoritiesand ALMOs working in close partnership with local
stakeholders, developers and central government, and recognising
and responding o their areas’ needs and conditions - is the key to
building more.

Funding remains the biggest hurdle. The liffing of the cap on councils’
borrowing against their housing revenue accounts has been a positive
move. But private developers” ‘section 106" contributions to social
homes is under increasing pressure. If further flexibilities are adopted for
the operation of the scheme and how councils can ufilise its receipts,
Right to Buy could partially fund the building of properties to
replacement those purchased by tenants. But it does not provide a
more general funding solution.

Councils and ALMOs are in a strong position to deliver 100,000 new
social rent tenure homes each year, but the public sector as a whole
needs to think more laterally about how fo fund the construction.

67



pragmatiu

advisory

Councils must have bigger role in the covid era

Public housebuilding showed greatest
resilience during pandemic

The number of homes built by local authorities, as
distinct from housing associations and private
developers, has fallen dramatically since the 1970s
and early 1980s. Similarly, officer capacity at councils
fo deliver homebuilding programmes has reduced.

Nonetheless, public housebuilding has held up well -
and better than private development - through the
pandemic.

With the business and funding models of both
housing associations and private developers
substantially weakened in the covid era, councils will
be central to the success of any stimulus package for
local housebuilding - especially in the government’s
identified priority areas for Levelling Up.

If 100,000 new homes for social rent are to be
delivered each year, councils will need o scale up
and innovate - and quickly. But there will also need
to be flexibility and joined up working with other
stakeholders in central government, in housing
associations and in the construction sector.

50

45

40

35

30

25

20
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10

0861

Gg6l

Private Enterprise
Local Authorities

0661

Permanent dwellings completed
England, quarterly, thousands

G661

000¢

Housing Associations

G00¢
0L0¢
Gl0C
0c0c
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Subsftantial capacity for new builds

Council house building recent
developments, current projects
and short-term pipeline
Barking & Dagenham

The Crown
House
Development
(in progress)
400 new homes

West
Gascoigne
(in planning)
850 new
homes

East
Gascoigne
(in progress)
526 new

Cook Road

(in progress)
92 new temporary
homes accommodation
flats

The London Borough has the capacity to deliver at least 22,640 new
homes over 2019-2029

+ Council’s land portfolio covers much of the borough, both residential and
industrial sites, with intention to acquire more

* Maqjority of development is being undertaken by Be First, an innovative
‘arms-length” organisation owned by Barking & Dagenham Council

+ Be First aims to have built 50,000 new homes, creating 20,000 new jobs, by
2037

Changes to local authority-owned housing Share of dwellings located
stock in local authority owned by

2019/20, percentage of local authority- the public sector
owned stock England, 2020, percentage

Englang of all dwellings
H | ondon 30
Acquisitions [ |
m Barking & 25
Dagenham 20
New builds [ | 15
10
. 5
Demolitions . 0
Barking & England
-4.5-4.0-3.5-3.0-2.5-2.0-1.5-1.0-0.5 0.0 0.5 Dagenham
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Source: Be First; Office for National Stafistics
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New orders for construction
) ) ) United Kingdom, seasonally adjusted, 2018=100
Public housing continued through the

pandemic 160
140
Although the value and volume remained lower than 190
that of private housing, new build public housing saw
much less fluctuation over the past eighteen months. 100
. . . . , 80
Like for like construction orders for private housing
dropped sharply in Q2 of 2020 and have remained 60
below 2018 levels. In comparison, new orders for 40 . .
. . . Public housing
public housing have held up, and experienced Brvato hous
steeper growth in the first quarter of this year. 20 rivate housing
0
2018 2019 2020 2021
Value of construction new housing orders New orders for construction, volume seasonally
Great Britain, £ billion adjusted growth rates
Great Britain, per cent change on quarter a year
7 ago
Public housing Private housing 9
6
5 , 2021 Q1
All constfruction | 2020 Q4
4 |
® 2020 Q3
’ Private housing e " 2020 Q2
2 I
1
0 Public hOUSIng _-
N & o o}
S S S S N o N\ o
P P P PP > 03 > 0% -40%  -20% 0%  20%  40%
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Source: Office for National Statistics
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Ready fo accelerafe new builds

Council house building recent
developments, current projects
and short-term pipeline
Sedgemoor

funding

Rosewood
Close
(completed)
4 new homes
for social rent

delays, not construction capacity
Quantock
Close
(completed)
3 new homes
for social rent

Ringstone
(completed)
11 new homes
for social rent

Alh?gt?b':;‘::' Changes to local authority-owned housing
: stock
INn progress,

5( nepw r?ome)s 2019/20, percentage of local authority-

for social rent owned stock

England
" m South West
Acquisitions r m Sedgermoor

Penlea House,

_ New builds

-B"dlgwq-fer Wl'l'hy Cu“er, h

(in planning) Bridgwater
36 new flats for i
e (in progress) D liti
social ren 9 new homes SIOITons i
for social rent
05 0.0 0.5 1.0

20

15

10

Sedgemoor development team just approved for Homes England

+ Main obstacles to development are bureaucracy and pandemic-related
* No large-scale development projects undertaken to date - largest
completed site is at Ringstone, providing just 11 units

« Adequate supply of skilled workers and contractors in the region, especially
with work on Hinkley Point due to begin, but sourcing materials expensive

Share of dwellings located
in local authority owned by
the public sector

England, 2020, percentage
of all dwellings

Sedgemoor England

Source: Sedgemoor District Council; Office for National Statistics
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Councils already planning for growth
Local authorities and Council house building by local authorities with top 50 biggest
ALMOs have a development plans
development pipeline and England, number of dwellings, thousands
the capacity to scale up in
the medium to long-term 60

The development plans of fifty

local authorities in England

demonstrate their infention to %0 Housing Company

build more than 61,000 new

homes between 2020 and 2024, ® Housing Revenue Account
This will be three and a half 40

fimes the number of dwellings

completed in the previous four

year period. 30

This substantial increase in new

builds signals their ability to 20
manage and deliver a

significantly increased build
programme when funding is 10
available.

2014/15-2018/19 2019/20 - 2023/24 7

Source: Inside Housing
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Already investing in new builds

Council house building recent
developments, current projects

and short-term pipeline

Aldgate Nottingham
Close + Nottingham City Homes manages stock and is also the main delivery

(in RnightsiClose vehicle for new council housing. They have received over £26 million in

(in progress) 0o
e 20 new funds from the council since 2018

Ambitious council building programme partly driven by stock lost
through Right to Buy

homes homes

Tunstall 650 homes have been built over the last five years, 185 are in progress and

Drive ‘, 1oy 2 215 are at a pre-contract stage

i Bestwood
in progress
( 1p7 ngw ’ Development

homes (in planning) + Energy efficiency of council homes being improved to reduce fuel poverty
Up to 500 new
homes

Changes to local authority-owned housing Share of dwellings located
stock in local authority owned by

2019/20, percentage of local authority- the public sector
owned stock England, 2020, percentage

Lenton Area .
Development of all dwellings
(completed
2018) 142 England 30
affordable Former Morley Acquisitions 2 . -
homes School Site m East Midlands 25
(completed m Notfingham 20
2018) New builds
39 new homes 15
for social rent 10
Demolitions 5
0
-0.5 0.0 0.5 Nottingham England

73

Source: Nottingham City Council; Office for National Statistics
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Collaborative thinking key to building more

Collaboration is helping councils

break through barriers to
developing housing

Local authorities that work in
partnership with housing associations
and developers are successfully
addressing concerns over
competition for land and resources,
and skills deficits or construction
capacity.

The Local Government Association
report Delivery of Council Housing:
Developing a stimulus package post-
pandemic argues for combined
government and council working to
deliver a new generation of 100,000
high quality social homes a year. It
discusses the policy measures and
reforms necessary for this to form part
of the post-pandemic response. (See
next page).

*Evaluate projects on
whole public sector basis
*|t's tfaxpayers’ money
whether on central
government or council
accounts

*Develop council and
wider public agencies’
capacity to release land

*Open up dialogue 1o
allow transfer of public
land assets to councils

*Share best practice and
capacity between councils,
housing associations and
the private sector

Photo by Tolu Olubode on Unsplash
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Finding capacity for new builds

Council house building recent
developments, current projects
and short-term pipeline
Blackpool

Former Hoyle
House
(2019)

19 new homes

for social rent

Grange Park
(in planning)
131 new
homes

Queen’s Park
(2018)
191 new
homes, 88

affordable
rent
apartments

Foxhall
Village
(in progress)
79 homes for
affordable
rent

Troutbeck
Crescent
(in progress)
75 new homes
for social rent

Biggest constraint on new builds is land - can’t build big sites

+ Asset management strategy plan to build 200-300 new homes and acquire

450

+ Six blocks of bedsit flats have recently been demolished and the remaining
two in stock are earmarked to be demolished next to make way for new

builds

+ Blackpool Housing Company responsible for new builds and Blackpool
Coastal Homes looks affer operations for existing stock

« In March 2020, Troutbeck Crescent suffered a ten-week delay. However,
Grange Park remained unaffected, starting contractor interviews soon.

Changes to local authority-owned housing
stock

2019/20, percentage of local authority-
owned stock

Acquisitions ® England
® North West
Blackpool
New builds
Demolitions
20 -15 -10

-0.5

0.0

0.5

Share of dwellings located
in local authority owned by
the public sector

England, 2020, percentage
of all dwellings

20
15

10

1.0 Blackpool England
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Councils are ready for change and to deliver more

Local L8

Government Delivery of Council Housing: Developing a stimulus package
Association post-pandemic recommendations:

» Bring forward and increase £12 billion extension of
Affordable Homes Programme announced at Budget

De|ivery of council housing 2020, with an increased focus on homes for social rent.

. . * Increase grant levels per home to maximise number of
Developlng a_StImUIUS package schemes that are viable, and reduce timescales involved
post-pandemlc in administering of grants.

» Provide additional grant investment to compensate for
lost cross-subsidy from market sales.

« Promote options for innovative funding mechanisms to
support council-led housing delivery including the UK
Municipal Bonds Agency.

» Investment in a further phase of the One Public Estate
programme, to include further round of Land Release
Fund identifying surplus public land and combatting
barriers which otherwise make land unusable for
development.

IDe 2020  Set up a "COBRA’ for jolbs and skills so government
departments and agencies, local government, sector
and frade bodies can co-ordinate and mobilise a

response which increases capacity of the building sector.
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But funding remains the biggest hurdle

Liffing HRA borrowing cap was positive move

The liffing of the Housing Revenue Account
borrowing cap in 2018, which allows local authorities
to borrow against expected rental income, has had
a positive impact on planned levels of council house
building.

It has allowed local authorities to scale up build
numbers from those seen in the previous four years.
Several councils, such as Liverpool, have reopened
their account and begun building homes directly for
the first time in a generation.

Local authoritfies have shown that when increased
funding is made available they are able to
accelerate building.

Nonetheless, the impact of lifting the borrowing cap
is not enough on its own to facilitate building the
number of new social homes that are required to
meet demand. In particular, financing larger
developments is still a challenge. Local authorities
have sites that could be taken forward, but the
Housing Revenue Account is inadequate to fund on
a larger scale.

30

25

20

15

10

(&)}

Operating margin of local authority Housing
Revenue Accounts
2017/18 to 2019/20, per cent

2017718 2018/19 2019/20
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Source: Social Housing
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New builds focus on redevelopment

Council house building recent
developments, current projects
and short-term pipeline

Lincoln

Markham
House
(in progress)
5 new homes
for social rent

Queen Elizabeth
Road
(in planning)
325 new homes
for social rent

Western Growth
Corridor
(in planning)
Up to 3200 new
homes

Rookery Lane
(in progress)
42 new homes
for social rent

Most projects on disused sites, which must be demolished and
redeveloped

» Easiest option for smaller projects is to use land already owned by the

counc

il e.g. allotments, car parks

* Rookery Lane site has drainage and wildlife constraints, leading to a high
total scheme cost and increased risk from Right to Buy loss in the future.
Project is moving ahead due to lack of other viable sites

+  Ambitious development in the Western Growth Corridor as part of Lincoln’s
Housing Strategy for 2020-2025 provides some scope for expanding council
housing stock, but likely through developer contributions

Acquisitions

New builds

Demolitions

Changes to local authority-owned housing
stock

2019/20, percentage of local authority-
owned stock

England
m East Midlands
d H Lincoln
-1.0 -0.5 0.0 0.5 1.0

25
20
15
10

Share of dwellings located
in local authority owned by
the public sector

England, 2020, percentage
of all dwellings

Lincoln

England 78

Source: City of Lincoln Council; Office for National Statistics



Developer contributions to social
homes under pressure

Almost two-thirds of new social rent
homes were built through section 106
developer contributions in 2019/20.

Although the proportion of social rent
outlined in local plan affordable housing
policies is protected, policy changes
mean that 25 per cent of section 106
developer contributions are now to be
allocated to the First Homes scheme.

Without new funding mechanisms, this will
result in a loss of 22,700 homes for social
rent by 2026.

A commitment to build 100,000 new
social rent homes per year would not only
help the government reach its home
building farget, but also plug this gap.

The government’s current package of
housing market initiatives are supporting
the post-pandemic resale market and
may stimulate some new-build
developments. (See next page.) But it
provides little or no support for those in
need of safe and affordable rental
properties.

O = Nwbh O o

35

30

25

20

15

10

5

0
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Il other socic t . .
o ?rj( e Homes for social rent completions
w5106 (partial grant) Engl(]nd, thousands
$106 as proportion of all social rent (right scale)
100%
80%
60%
40%
20%
R 0%
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Homes built under section 106 obligations with and
without First Homes policy
England, thousands of completions

e

Pre-covid forecast

Pre-covid forecast with First Homes
e Post-covid forecast

Post-covid forecast with First Homes

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 79



Provides grant funding to support the
capital costs of developing
affordable housing for rent or sale

Allows people to buy a home with
only a five per cent deposit, with a
government equity share up of to
twenty per cent (up to 40 per cent in
London), until equity loan is repaid

Part of Affordable Homes Programme
- enables social housing fenants to
purchase an equity stake in their
home, new model begins at 10% with
ability to staircase 1% annually. Pay
rent on the remainder of the property

The scheme offers first time buyers a
30-50% discount on new housing.
They are the government’s “preferred
discounted market tenure”. Designed
to replace Help to Buy. Sale price cap
is £250,000 after discount has been
applies, £420,000 for London

New infrastructure levy to replace
S106 contributions.

Reducing local housing plans
development fime and requiring
every area to have a local plan.
Revamp planning process to be
clearer. New housing need
calculation and expanding permission
in principle

£€11.5bn funding available 2021
through 2026 - intended to fund
180,000 homes total, only 36,000 per
year

Average of 42,717 properties per
year since infroduction in 2013
Programme will end with Help to Buy
in 2023

17,020 homes in 2018-19. Not a
widespread tenure, around 1% of all
households but growing - was 34%
of new affordable housing supply in
2018/19

Homes coming from existing Section
106 contributions - minimum 25 per
cent of Section 106 contributions to
be “First Homes’

Government have pledged 19,000
new homes available by the mid-
2020s

Enables faster and easier delivery for
developers, but scale of new build
dependent on private demand

pragmatiu

advisory

Largest investment in affordable
housing since 2010, funding supports
sustainability of new affordable
housing supply

Enables lending for buyers, does not
meet rental need

Supports limited buyers, does not
meet rental need

Initial deposit can be as low as
1.25%, lower than equity loan
Limited demand and complex, e.g.
with regard to reselling

Supports first time buyers, does not
meet rental need. Opportunity cost
as it takes funding away from
affordable housing provision

Only 10% of working Londoners
could afford cap price

Minimal impact on developers, no
additional financial cost or support

Unclear how changes will unfold,
e.g. how new infrastructure levy will
work. Government will respond to
planning white paper consultation in
autumn 2021

Summary of qualitative evaluation of current housing policy initiatives

Source: Pragmatix Advisory analysis and research
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Doncaster

Building as capacity allows

Boundaries of Local Authority
District
Doncaster
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Council House New Build Programme has £100 million to fund housing

projects in areas with need

+ Local Plan target of building 920 new homes per annum has been
significantly exceeded for the past four years, with a slight dip down to 960

built in 2020 due to covid

+ Increasing pressure from challenge to find viable sites and staff with
technical capability, although Doncaster Council does have some in-

house architects

» St Leger Homes of Doncaster manages over 20,000 homes for Doncaster
Council, with responsibility for all new build stock

Changes to local authority-owned housing
stock

2019/20, percentage of local authority-
owned stock

Acquisitions
|
New builds
]
Demolitions
-0.5 0.0 0.5

England m Yorkshire and The Humber m Doncaster

18

17

17

17

17

Share of dwellings located
in local authority owned by

the public sector

England, 2020, percentage

Doncaster

of all dwellings

England
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. . m North East i -

More flexible use of Right to Buy cash can = North West Annul R'QE;;TO?Q' ecelpts
partially fund replacement new build, but it’s 400 5 forksbire ancl The Humber

West Midlands
no panacea East of IIEngIond

. . . 300 London

Right to Buy receipts can help partially fund the South East
building of new social rent homes - or at least the
replacement of the properties lost from the stock 200

through the sale to tenants.

The current discounts available to tenants to 100
purchase their social rent home at below open
market values meant that council receipts from the
sale can be well below the cost of replacing the
property - especially for long-term residents with, say,
twenty years of tenancy.

2012- 2013- 2014- 2015- 2016- 2017- 2018- 2019- 2020-
13 14 15 16 17 18 19 20 21

Meanwhile, even more flexibility is needed for

councils using Right to Buy receipts. They have been
unable to replace homes on a one-for-one basis North East 113 85 39 20
given they can only be used to fund 40 per cent of

new build costs, and less than half of money from norin est v 1 “ %
council house sales has been set aside for Yorkshire & Humber 12 77 %7 5
replacement housing. Local authorities voice further sgt lEle s e 7 Y/ ‘2
concerns about their inability fo cross-subsidise using West Midlands 110 17 47 42
Affordable Homes grants alongside Right to Buy East of England 125 162 137 137
receipfs. London 181 253 226 226
Right to Buy is at best a partial answer to council South Eost 190 183 128 128
homebuilding funding gaps, and sometimes a South West 117 137 76 74
disincentive to it. Consequently, partnership working Build costs and receipts from Right to Buy scheme if sold
with centfral government to agree a funding solution today with ten, twenty and 30 years of qualification
is required. England, £ thousands per dwelling current prices 82

Source: Ministry of Housing, Communities and Local Government



Canterbury o
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Potential for housing Herne Bay identified as main area for affordable development in recent
Whitstable developments around main
: i years
High demand for population centres
second homes from Canterbury
South London residents * Much of Canterbury’s rural and coastal hinterland is protected or too
el SUelelY expensive, making viable sites scarce

expensive for council
developments ) ) ;
+ Development along the corridor towards Herne Bay has potential, but will

require further investment in infrastructure, such as dual carriage-ways

« Council currently only has capacity to replace houses lost to Right to Buy,
at arate of 25-30 homes per annum, with no further expansion in stock

Herne Bay
Limited
developable land

left, and poor . . i
transport Changes to local authority-owned housing Share of dwellings located

connections to stock in local authority owned by
City of Canterbury 2019/20, percentage of local authority- the public sector
owned stock England, 2020, percentage
of all dwellings

Acquisitions . Al
15
New builds ] 10
Canterbury England
e.g. Mountfield Park is 5
a planned Demolitions | m South East
development of up to m Canterbury
4000 homes, but will 0
not add to council 0.5 0.0 0.5 1.0 Canterbury England
housing stock 83

Source: Canterbury City Council; Office for National Statistics



Fiscal gain
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As well as helping to .address key housing, covid recovery, levelling up
and climate emergency challenges, building new homes for social
rent bolsters government finances, and willhelp ease covid'’s long-
enduring fiscal hangover.

Although councils cannot typically finance the building of new homes
by borrowing against future social rent income alone, the funding gap
can be bridged by monetising the benefits brought o other parts of
the public sector. Moving families reliant on benefits from private into
social rent fenancy saves the Department for Work and Pensions
money on Universal Credit and related housing payments. These
savings more than cover councils” homebuilding funding gaps.

The boost to Whitehall finances is not limited to savings in housing-
related benefits. The construction phase itself yields tax receipts from
the builders and their supply chain. Thereafter, the wider impacts of
gefting low income and vulnerable families into decent, affordable
and green accommodation, including improved health, education,
employment and environmental outcomes, franslate info reduced
government spending on, for example, the National Health Service
and jobseekers’ allowance.

Overall, every 100,000 new social rent homes built delivers the
equivalent of £24.5 billion in today’s money to government coffers
over 30 years. The building of new social rent homes delivers a real rate
of return to the public sector across all regions and house sizes, and on
the basis of a wide range of alternative assumptions.

Building 100,000 new social rent tenure homes each year makes fiscal
sense. Central government finances will be improved over the medium

and long term if grants are allocated to councils allowing them and

their ALMOs to build more. 84
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100k new social homes offer £24.5 billion to HMT

As well as helping to address Two scenarios for impact on public finances of building
key housing, covid recovery, e ol T ‘°°’°°T° s°|°'°' ’e“*3h00mes*
levelling up and climate ngland, illions net present value over 30 years
emergency challenges, 40
building new homes for Construction Annual net benefits Asset value
social rent bolsters 50
government finances 0
Rent receipts plus future savings to 0
government expenditure,
especially on benefits, more than 0
compensate for the initial costs of
construction. 10
Each year of building 100,000 new 20
social-rent homes will improve the Covid recovery period (c. 2021-23) Longer term
public finances over three
decades by the equivalent of Period of construction** Covidrecovery Longterm
£24.5 billion in foday’s money. Total net cost of construction -£15.4 bn -£13.5bn
There is sTrong grgumenT for the Present value of annual net benefits (30 years) +£25.2bn +£23.3 bn
Qovemmem fo review and - Present value of assets af end of life (affer 30 years) +8147bn  +814.7bn
increase grants to local authorities )

Net present value of public sector surplus +£245bn +%245bn

to build new social rent homes.

, : . o~ , 85
Notes: * Based on ‘“status quo’ regional allocation of new homes. ** *Covid recovery’ numbers reflect

short-term (2021-23) conditions. Source: Pragmatix Advisory calculations



Rents alone cannot fund building homes

To better understand the
potential benefits and costs of
increased construction of new
homes for social rent, we have
developed a bespoke regional
evaluation model

This model assesses the economic
viability of the public sector building
new homes for social rent as
opposed to a fiscal appraisal for
councils in isolation. We compare
the future rental income councils
would receive, against estimates of
the costs of construction, land
acquisition and taxes.

Even accounting for the present
value of future rental income
streams, funding gaps remain in all
regions. Future rent receipts alone

cannot remunerate the construction

of new homes from an economic
perspective.

North East

North West

Yorkshire &
Humiber

East Midlands
West Midlands

East of England

London

South East

South West

Build costs
(excluding
temporary covid
price spike)

-£113,000

-£117,000

-£112,000

-£114,000

- £110,000

- £125,000

-£181,000

- £150,000

-£117,000

Land costs

and tax
(assuming no
developer, public
land or other
contribution)

Present value
of future rents

(less costs of
mainfenance
and operations)

-£11,000 +£117,000
-£21,000 +£120,000
-£19,000 +£114,000
-£18,000 +£118,000
- £27,000 +£121,000
- £54,000 +£140,000
- £90,000 +£164,000
-£71,000 +£142,000
- £40,000 +£123,000

pragmatiu
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Gap to
economic
viability*
(excluding any
end of life asset
sale receipts)

- £15,000

- £26,000

- £25,000

- £22,000
- £24,000
- £47,000
-£115,000
- £87,000

- £42,000

Typical public sector funding deficit on building new homes for social rent before
wider public gains are considered
England, £ per dwelling net present value over 30 years

Note: * this figure is different to the Homes England grants which we would expect to be greater than this.
Source: Pragmatix Advisory calculations using Office for Budget Responsibility and industry forecasts
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Funding needs vary by location and home size

There are gaps to economic 3 bed 4 bed
. - 1 bed flat 2 bed flat
viability across the full range of house house

dwelling sizes, although in

some regions for the smallest North East +£13,000 - £1,000 - £24,000 - £39,000
properties they are small North West +5£10,000 - 5,000 - 32,000 - 52,000
In order for construction to proceed, Yorkshire & + 8000 - £7.000 - £34.000 - $53 000
sources of funding in addition to Humber ' ‘ : ‘
rental income are needed. These ,
can include: East Midlands +£9,000 - §7,000 - £33,000 - £53,000
- SeCTiOﬂ 1068 ond oTher developer West Midlands +£11,000 - 84,000 - £36,000 - £58,000
conftributions, although these are
in decline East of England +£9,000 -£11,000 - £56,000 - £88,000
= Central government grants London - £22,000 - £61,000 - £136,000 -£197,000
based on the wider socio-
economic and fiscal benefits South East -£10,000 - £36,000 - £92,000 -£133,000

authority and wider public sector

resources, including land holdings Typical gap to economic viability on building new homes for social rent

England, £ per dwelling net present value over 30 years

87
Note: * assuming no developer, public land or other contribution, and zero asset value after 30 years.

Source: Pragmatix Advisory calculations using Office for Budget Responsibility and industry forecasts
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Wider public sector gains more than plug gap

Maintenance
Costs to local costs
government net of social

rents Management
costs

Construction
costs

Saved Net benefits to local and

central governments are
Saved unerggrlglcirpen’r Carbon depicted above and
housmg emissions below tpe arrow,
benefit savings respectively

Benefits to central
government

88
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Weekly benefits paid to a single parent with two
dependent children on full-time minimum wage

Benefits paid are lower when households are Local authorities, 2020/21, £ per week
in social rent accommodation p = Private rent - Socidl rent
. . . 300
When low-income households are in private rental 250
accommodation, the government has to pay more 200
in benefits fo cover their housing costs and basic 150
needs. 100
50
No’ronlydoesplocmgThesgfomllles in more 0 xE QT =T 3 B 2 £ & £ 9 T £ 5 2
affordable, social rent housing reduce these costs, o2 8 3 3 2 5 § 2 2 8 ¢ & o =
i g C = = '
but it means the rent goes to local authorities rather 5 8 £ e85 25 8567 5%
than private landlords. 28 ® 3 o g Z 235 7 ¢
e &
Weekly benefits paid to a married couple with four Weekly benefits paid to a single earner on minimum
dependent children with one full-time and two part- wage
fime earners on minimum wage Local authorities, 2020/21, £ per week
Local authorities, 2020/21, £ per week 120
500 i
m Private rent Social rent 100 - ang’re rent A typical low-income single-
400 80 Social rent person household is ineligible
300 for benefits when in social
60 housing outside of London
200 40
100 20 I I
€5 T » § @ £ © € ¢ £ £ £ O ES g g s & 5 2 £ ¢ 5 t 5 2
528 3 5 5 58 % 3 38 8 B £ 592 3§ % 5 8% 28588 g 8 ¢
€6 g 2 ° ¢ 8 5 ¢ 2§ 3 5 = 5 €68 2 ° 2 8 5 ¢ 2 ¢85 8% ¢ 3 g
5o B o % [ T o 5 T = 50 9 = o % D = = 7 =
=23 88 23827 ¢ F=28 88 23587 ¢
» 5
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Source: Office for National Statistics
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Future savings in central Rental income Housing benefit
government expenditure on funding gap*  Housing benefit  savings greater
housing-related benefits are befocrl_e asset savings than funding

isposal gap?
more than enough to offset the
initial funding gaps North Eaist -£10,000 +£18,000 v
Although future rental incomes North West -£15,000 +§27,000 v
alone cannot typically remunerate
the construction of new social rent Yorkshire & Humber -£15,000 +£21,000 v
homes, increased fax revenues and
reduced costs elsewhere in the East Midlands - £13,000 + £20,000 v
public sector make such an
investment fiscally sound. West Midlands -£11,000 + £40,000 v
These new homes will require East of England - £20,000 +£47,000 v
additional funding over and above
the discounted value of its future London - £69.000 +£171.000 v
net rent stream.

, o South East - £51,000 +£82,000

In every region, this is more than
offset by the present value of future South West _£22 000 + £55,000 v
savings to housing benefits, universal
credit and temporary Impact on public finances of building and leasing new social rent homes
accommodation costs. (assuming no developer, public land or other contribution) in long-term scenario

England, £ per dwelling net present value over 30 years
%0

Source: Pragmatix Advisory calculations
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Whitehall finances boosted by wider impacts

The fiscal boost provided by Rental Higher t Public
. . . e income Housing igher fax sector
social housing is not limited to funding/gap” benefit receipts i
housing benefits savings before asset savings angevr\:gi?; before asset
disposal disposal

There are tax receipts from the original
construction activity - worth £2.6 billion
for every 100,000 homes built.

North East -£10,000 +£18,000 + £64,000 +£72,000

North West -£15,000 +£27,000 + £64,000 +£76,000

Once the homes are occupied, there

benefit - as many new tenants see their

employment prospects improve. East Midlands - £13,000 + £20,000 + £63,000 + £70,000
By moving peop|e out of poor quo“fy West Midlands -£11,000 + £40,000 + £60,000 + £89,000
homes and into 100,000 new social

conservatively estimated £33 million

every year. London - £69,000 +£171,000 + £78,000 +£180,000
And annual ngings of £24 million in South East -£51,000 + £82,000 + £69,000 +£100,000
energy bills will be achieved by moving

pren3|vely heated housing STOCk, and Impact on public finances of building and leasing new social rent homes
infto modern Net Zero homes. Savings (assuming no developer, public land or other contribution) in long-term scenario
that could be recovered through England, € per dwelling net present value over 30 years
higher rents. 91

Source: Pragmatix Advisory calculations
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Overall, building 100,000 new social rent Impact on
homes delivers £24.5 billion to government public sector
coffers over 30 years
y Construction costs and receipfts
The net cost of the initial construction phase is £13Y2 Basic construction costs (long term frend costs) -£13.0bn
billion. BUT this Is quickly recovered Th.rOUQh over ) Additional costs for Net Zero green technology -£0.8 bn
£700 million per year of net rent receipts and savings .
to public sector expenditure. Land costs* and stamp duty -£2.2bn
Tax receipts from construction activity (including +€26bN
In addition, the new housing stock will still have multiplier effects) '
S|gn|f|gonf VO!Ue affer a standard 'nveSTmer?T Total net cost to public sector of construction -£13.5bn
appraisal period of 30 years. Based on continued - - -
social rent use, the 100,000 homes would be worth AL Cge iy EEIAD Gl S ane D
almost £15 billion in foday’s money. Rentf revenue net of management, maintenance 8360 M
and voids

These DOT'ODOI es?ﬂmo’fes are based on '”Creos,'ng Housing benefits and temporary accommodation co41
council house building evenly across England in line savings (75% previously on LHA housing benefit) - m
with the current geographical distribution of Unemplovment benefit savings e
development. But this ‘status quo’ needn’t be 2o g
maintained. For example, more focus could be NHS savings +833m
placed on construction in priority areas for levelling Energy cost savings recouped through higher rents +824m
up. This will likely reduce the overall fiscal benefit, i .

, T . . . , Total net annual public sector receipts +£713 m
but not materially. Our indicative ‘levelling up
programme is worth £22.8 billion against the £24.5 Present value of annual net receipts (30 years) +£23.3 bn
billion stafus quo. (See next page.) Present value of assets at end of life (after 30 years) +514.7 bn
In the near-term in the wake of the pandemic, Net present value of public sector surplus + £24.5 bn
constfruction costs are higher than their long term Impact of building 100,000 social rent homes on public sector finances
frend. These higher ‘covid recovery’ period costs England, £ billions net present value over 30 years or £ million annual

have little impact on the overall fiscal case for (2021 prices)

homebuilding. (See next page.)
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Regional distribution of 100,000 new homes

Status quo

Focus on levelling up priority

areas

Timing of construction Covid recovery Long term Covid recovery Long term
Construction costs and receipts

Basic construction costs (covid recovery: 15% increase) -£15.0bn -£13.0bn -S14.2 bn -€12.3 bn
Additional costs for Net Zero green technology -£0.8 bn - £0.8 bn -£0.8 bn -£0.8 bn
Land costs* and stamp duty -£2.2bn -£2.2bn -£1.8bn -£1.8bn
Tecf|f><erCeT<S:)eip’rs from construction activity (including multiplier +€26bN +£26DbN +€240n +€24bn
Total net cost to public sector of construction -£15.4 bn -£13.5bn -£14.4bn -£12.5 bn
Annual ongoing receipts and expenditure

Rent revenue net of management, maintenance and voids +£369m + 8369 m +£356 m +£356m
Housing benefits and temporary accommodation savings

(long term: 75% previously on LHA housing benefit. 100% +£320m +£241Tm +£268 m +£202 m
covid recovery)

Unemployment benefit savings +847 m + €47 m + 847 m + €47 m
NHS savings +£33m +£33m +£33m +£33m
Energy cost savings +5824 m +£24m +5£24m +£24m
Total net annual public sector receipts +5£792 m +£713 m +5£737 m + £662 m
Present value of annual net receipts (30 years) +£25.2 bn +£23.3bn +£23.2bn +£21.7 bn
Present value of assets at end of life (after 30 years) +£14.7 bn +£14.7 bn +£13.7 bn +£13.7 bn
Net present value of public sector surplus +£24.5 bn +£24.5bn +£225 bn +£22.8 bn

Impact of building 100,000 social rent homes on public sector finances
England, € billions net present value over 30 years or € million annual (2021 prices)

Notes: * assumes a 50 per cent public/third party land contribution. Source: Pragmatix Advisory calculations.
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Fiscal impact of building one typical* new home for social rent

England, £ per dwelling net present value over 30 years
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*Note: a typical new home for England is determined based on a regional allocation that scales up current build rates. Source: Pragmatix Advisory
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New homes deliver real returns for taxpayers
The building of Covid recovery period build costs Longer term build costs
new social-rent
homes delivers a lbed 2bed 3bed 4bed Al lbed 2bed 3bed 4bed Al
real rate of return
. North East 41%  34%  33%  33%  34%  51%  44%  41%  39%  4.3%
to the public
sector across all North West 42%  38%  32%  35%  36%  52%  A7%  39%  40%  4.4%
regions and house :
sizes yorkehire & 40%  3.6%  29%  82%  34%  49%  44%  37%  3.8%  42%
In almost all cases, East Midlands 4.2% 3.8% 3.2% 3.5% 3.7% 5.2% 4.7% 3.9% 4.1% 4.5%
the real public sector
rate of return is above West Midlands 4.6% 4.5% 3.6% 3.9% 4.3% 5.5% 5.2% 4.2% 4.3% 5.0%
the reasonable
benchmark of 3% per East of England 4.8% 4.5% 3.7% 3.8% 4.4% 5.5% 5.1% 4.1% 4.0% 4.9%
cent per annum.
London 58%  52%  41%  39%  51%  61%  53%  41%  37%  52%
South East 43%  41%  32%  3.6%  39%  49%  45%  34%  3.6%  43%
South West 48%  46%  39%  42%  A44%  55%  52%  44%  44%  50%

Real annual rate of return to the public sector in long-term scenario
England, real rate of return over 30 years
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Case stacks up on alternative assumptions

The appraisal model has been
used to test a range of
alternative assumptions and
identify the extent to which the
overall findings are sensitive to
them

Reasonable variations fo the
underlying assumptions do not
change the key conclusions.
Building 100,000 new homes for
social rent delivers a significant
positive benefit to public sector
finances and generates a positive
real rate of return for taxpayers.

Public sector
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Real annual

surplus rate of return
Central case assumptions o
(long term trend construction costs) sz b L
Central case assumpfions, excepf......
60 year evaluation (not 30; borrowing at 82 plbs o
above central rates not 69 bps above) Gl o e
Only public land used (not 50 per cent) +£25.8 bn 5.6%
No stamp duty land tax (not four per cent of land +$24.5bn 4.7%
acquisition) ' e
All borrowing at central government rates (not + €262 bN 4.7%
council borrowing at 69 bps above) ' e
All borrowing at 100 pbs above central rates +£23.9 bn 4.7%
90 per cent new tenants received housing benefit +£25.8 bn 5 0%
or temporary accommodation (not 75 per cent) ' e
Local Housing Allowance rises at one per cent p.a. +£223bn 4.3%
(not two per cent) ' e
Without exchequer benefits from increased +£220bn 359
construction and multiplier activity ' e
Assets sold at open market value (not Existing Use + €528 bn 6.9%

Value - Social Housing)

Public sector surplus and rate of return from construction of 100,000 new social rent
homes under different assumptions

England, £ billions net present value over 30 years (unless otherwise stated)
Source: Pragmatix Advisory calculations
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Fiscal case remains solid under Homes purchased by social rent tenants
Right to Buy, although scheme through Right to Buy scheme after ..... S
changes could improve returns 10 years 20 years 30years purchased
The Right to Buy scheme offers tenants  Current scheme B4 bon A bon e bon LS b?

. . . 5.6% 4.8% 5.3% 4.7%
the opportunity to buy their council
homes with a discount to its open Current Right to Buy scheme discounts are reduced by .......
market value. The discounts increase
with the length of tfenancy. £11.4bn £21.5bn £37.5 £24.5 bn

ALl 5.7% 5.0% 5.3% 4.7%

Upder current ngh’r tfo Buy scheme £12.2bn £239bn S40.1 $04.5 bn
discounts, properties that are 50 per cent 6.0% 5.5% 5.5% 4.7%
purchased by tenants will still deliver a -
fiscal benefit - regardless of how long Public sector surplus and rate of return from 100,000 new homes

' ‘ when sold under the Right o Buy scheme after ten years, twenty
info the tenancy the fransfer is made. years and at the end of the evaluation period

Indeed, our analysis suggests that the England, £ billions net present value
returns to the exchequer could be

greater on average than having the

property remain in social rent.

If Right o Buy discounts were made
less generous, the fiscal surplus and
returns from building new council
homes can be further increased.

Source: Pragmatix Advisory calculations based on Office for National Statistics data






Central case assumptions

Borrowing rates and evaluation:

« Central government borrowing rate 1.0% p.qQ.

« Local authority borrowing rate 1.69% based on
Equal Instalments of Principal (EIP) rate with
repayment in 30 years of 1.89% p.a. (as of 26 July)
with 0.2% reduction for Certainty Rate

« 30-year evaluation period

Occupancy:

« Voids and/or arrears (i.e. no rent receipts) 5% of
the year

*  Maintenance and management costs as a share
of rent 15% based on council experience

+ Covid-recovery scenario: 100% of new social
housing occupants previously received housing
benefit or housed in femporary accommodation;
long-term scenario: this reduces to 75%

+ 1.3% of housing benefit claimants capped
* LHA remains set at 30th percentile of rents

* 1-in-10 social dwellings taken up result in an
occupant not requiring previously claimed
unemployment benefit

pragmatiu

advisory

Inflation rates:

Private market rent (and LHA) 2.0% p.Q.
Temporary accommodation costs 2.0% p.qQ.
Unemployment benefit 2.0% p.a.

Social rent 3.0% p.a. based on assumption of
Consumer Price Index at 2.0% + 1.0%

Inflation of maintfenance and management costs
3.0% p.q.

NHS costs 3.8% p.q.

Construction:

Stamp duty land tax (SDLT) 4% applied to land
acquisition

50% of land provided at zero cost from public
sector, section 106s or other sources, with no other
section 106 or developer contributions

Where English totals are provided, build
programme uses ‘scaling up’ allocation between
regions (see slide 11)

Covid-recovery scenario: basic construction costs
temporarily increased by 15%
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I ST T TN T R

Local authorty density m-m-m-m-

London 127
England excluding London 140 Q0 100 80 50 40 35 30

Development density by region, size of dwelling and population density of local authority
England, dwellings per hectare, 2020

ocoroumonysersy | n | tov | wion | tov | on | v | or | v _
North East 5014 7,072 7,019 7,956 14,038 15,911 20,054 21,215
North West 9,438 14,999 13,213 16,873 26,427 33,747 37,752 44,996
Yorkshire & Humber 8.440 19,515 11,816 21,954 23,632 43,909 33,760 58,545
East Midlands 7.828 14,405 10,960 16,205 21,919 32,411 31,313 43,215
West Midlands 14,322 21,031 20,050 23,660 40,100 47,321 57,286 63,094
East of England 33,191 34,595 46,467 38,920 92,934 77,840 132,762 103,786
London 69,416 43,762 97,182 61,266 194,365 122,532 277,664 175,046
South East 33,805 51,770 47,327 58,242 94,654 116,483 135,219 155,311
South West 19,839 25,523 27,775 28,713 55,550 57,426 79,357 76,568

Land values by region, size of dwelling and population density of local authority

England, £ per dwelling, 2020
"L | ¢ H rity sity based o
O 100
RUCLAD CIOSSIfICC}‘HOr\ H\qh
density” are RUC S Source: Pragmatix Advisory calculations and estimates using Council Officer interviews (fop); Valuation Office Agency data (bottom)
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North East 79.000 83,000 101,000 106,000 129,000 135,000 151,000 158,000
North West 82,000 86,000 105,000 110,000 134,000 141,000 157,000 165,000
Yorkshire & Humber 80,000 84,000 103,000 108,000 131,000 138,000 154,000 162,000
East Midlands 83,000 87.000 106,000 112,000 135,000 142,000 159,000 167,000
West Midlands 81,000 85,000 104,000 109,000 133,000 139.000 156,000 163,000
East of England 31,000 96,000 117,000 123,000 149,000 157,000 175,000 184,000
London 145,000 136,000 186,000 175,000 236,000 222,000 277,000 261,000
South East 83,000 87.000 106,000 112,000 135,000 142,000 159,000 167,000
South West 107,000 113,000 138,000 145,000 176,000 184,000 206,000 216,000

Construction costs by region, size of dwelling and population density of local authority
England, £ per dwelling, 2020

*Local authority density base o)
Office for National S stics
‘RUCLAD’ classification. *High
density’ are RUCLAD 4-6 areas Source: Pragmatix Advisory calculations and estimates using Valuation Office Agency data and Council Officer interviews
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North East 84.42 74.47 97.52 86.88 111.38 138.08 146.61 138.08
North West 89.43 88.60 108.57 108.23 127.04 127.30 164.36 165.44
Yorkshire & Humber 84.23 83.65 101.71 104.33 115.58 121.23 152.45 150.80
East Midlands 86.30 84.13 107.32 104.89 122.46 119.46 160.01 162.00
West Midlands 101.85 86.99 128.24 107.01 147.53 126.18 193.48 164.17
East of England 120.90 111.60 150.88 140.14 179.77 168.28 229.95 218.75
London 259.08 191.92 312.64 241.56 370.14 295.20 440.27 365.36
South East 138.29 129.55 174.58 162.33 206.14 197.07 281.12 265.09
South West 110.42 102.57 139.35 130.74 167.86 156.66 218.38 201.35

LHA rates by region, size of dwelling and population density of local authority
England, £ weekly per dwelling, 2020

*Local authority density based o
Office for National S stics
‘RUCLAD’ classification. *High
density” are RUCLAD 4-6 areas Source: Pragmatix Advisory calculations and estimates using Valuation Office Agency data. Estimate of 30 percentile of market rates
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North East 70.00 76.00 83.00 89.00
North West 72.00 78.00 85.00 91.00
Yorkshire & Humber 69.00 75.00 82.00 88.00
East Midlands 72.00 78.00 85.00 91.00
West Midlands 74.00 80.00 87.00 93.00
East of England 87.00 94.00 101.00 108.00
London 103.00 111.00 118.00 126.00
South East 87.00 94.00 101.00 108.00
South West 75.00 81.00 88.00 94.00

Formula social rents by region, size of dwelling and population density of local authority
England, £ weekly per dwelling, 2021

Source: Pragmatix Advisory calculations and estimates using Office for National Statistics data and Ministry of Housing, Communities and Local Government guidance
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North East 5,700 8,000
North West 11,200 14,000
Yorkshire & Humber 8,200 10,000
East Midlands 8,900 10,000
West Midlands 13,000 15,000
East of England 12,100 12,000
London 14,000 8,000
South East 15,800 8,000
South West 11,100 15,000

Indicative allocation of 100,000 home building options
England, New social rent homes per annum

Source: Pragmatix Advisory and Ministry of Housing, Communities and Local Government
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T oo T 2b0d | sbed | 4vcs M | ibod | 2bod | 3bod | 4bod

North East 83,000 84,000 86,000 87,000 North East 37,000 37,000 38,000 38,000
North West 108,000 110,000 112,000 113,000 North West 43,000 44,000 45,000 45,000
Yorkshire & Humber 95,000 97,000 28,000 100,000 Yorkshire & Humber 39,000 40,000 40,000 41,000
East Midlands 120,000 122,000 124,000 126,000 East Midlands 50,000 51,000 52,000 53,000
West Midlands 119,000 121,000 123,000 125,000 West Midlands 48,000 48,000 49,000 50,000
East of England 217,000 221,000 224,000 228,000 East of England 83,000 84,000 85,000 87,000
London 332,000 337,000 343,000 348,000 London 83,000 84,000 86,000 87,000
South East 208,000 212,000 215000 218,000 South East 69,000 70,000 71,000 72,000
South West 155,000 158,000 160,000 163,000 South West 54,000 55,000 56,000 57,000
Open market property value Existing use value - social-rent housing

England, 2021, £ per dwelling England, 2021, £ per dwelling

Source: Ministry of Housing, Communities and Local Government, Office for National Statistics and United Kingdom House Price Index
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