


About the Manchester Social Housing Commission

The Manchester Social Housing Commission was launched in July 2024 and is convened by the Social
Homes for Manchester Coalition, a network of voluntary and community sector organisations. The
Commission joins together tenants, grassroots community organisations, campaigners, political leaders and
officers at Manchester City Council, senior public and voluntary sector housing and planning professionals,
and academics in a shared purpose: to achieve accelerated delivery of housing for social rent that is
ecologically sustainable in the City of Manchester by 2030.

We take a co-produced and evidence-based approach to engaging with the intersecting nature of the
housing, climate, and cost of living crises. Over the life the Commission, we will produce a set of practical
and financially robust recommendations to help deliver the Manchester Housing Strategy targets as well as
meet the housing growth, regeneration and decarbonisation challenges faced within the city.

Enquiries about the Commission can be directed to_sophie.king@class-uk.com

For more information, please visit www.socialhomes4mcr.org.uk/commission

About this report

Written and researched by Dr Isis Barei-Guyot (GDI, University of Manchester) and Dr Stuart Hodkinson
(University of Leeds), with support from Dr James Scott Vandeventer (Manchester Metropolitan
University) and Dr Thomas Gillespie (University of Manchester).

This report outlines the costs of a lack of social housing in England, the social and economic benefits that
investing in sustainable homes for social rent will deliver, as well as the main barriers at present. It provides
clear policy options to overcome these barriers and deliver the sustainable homes for social rent that are so
desperately needed, recommending five key areas of reform.

Enquiries about this report can be addressed to Dr Stuart Hodkinson, University of Leeds: s.n.hodkinson@
leeds.ac.uk
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Foreword from Cllr Gavin White

Executive Member for Housing and Development, Manchester City Council

Manchester has a rich and proud history of

social housing. Our first council homes were
built in 1894 at Victoria Square in the heart of
Ancoats. These homes are still in place, providing
163 council homes around an award-winning
community garden. These truly affordable, social
rent homes for local residents are vital for our
city.

In the early 1980s, Manchester had 95,000 social
rent homes, this figure now stands at 70,000,
about 30% of our total homes in the city. This is
mainly due to right to buy policies since the mid-
1980s that have not allowed councils and housing
associations the access to finance to replace and
build the social housing that our communities
need.

This Policy Brief sets out the constructive case for
a better funding model that allows councils and
housing associations the ability to have longer
term rent settlements, enhanced grant funding
from Homes England for social rent housing,
increase in brownfield land funding for social rent
homes, and further flexibility in how right to buy
receipts are used to build more social housing.

Recent changes made by the Labour government
to allow councils to use right to buy receipts
with Section 106 monies are welcome, but the
changes need to go further and allow right

to buy receipts to be used with grant monies
too, alongside ongoing reforms to Right to Buy
legislation.

Councils and housing associations also need a
funding model that prioritises the retrofit of
existing social housing by amending the VAT rules,
and tax changes and incentives to encourage
bringing empty homes back into use, ideally as
social housing.

Councils all over the UK want to spend more

of their budgets on social housing, rather

than temporary accommodation for those
experiencing homelessness; this long-term

and joined up financial investment in social
housing is the way we will solve the housing and
homelessness crisis, and build the homes once
again that our communities need.




Foreword from Zoe Marlow

Dandelion Community Food Bank Manager Wythenshawe Central Network Committee member

I've lived in social housing all my life; it means
everything to me. It’s provided me with a decent
and affordable home, predictable rent rises and
security of tenure, meaning stability for myself and
my two children, and real belonging to my local
community in Wythenshawe. But that security

has been thrown into disarray in recent years

as my personal circumstances have combined
disastrously with welfare reform and the acute
shortage of genuine social rented housing.

When my abusive partner moved out, | was left
with a growing backlog of rent arrears. | became
a full-time carer for my son who has very complex
special educational needs and his bouts of anger
turned into violence against me. Soon after, my
social landlord tried unsuccessfully to evict me.

To protect my daughter from this turmoil during
her exams, she moved in with her grandparents,
but this meant we were now ‘under-occupying’
our 3-bed house, and my housing benefit was cut
by 14% a week by the ‘bedroom tax’. As | was still
paying for my daughter’s upkeep, my rent arrears
got worse again leading to more unsuccessful
eviction proceedings. Cue more stress and a
deterioration in my son's condition.

| managed to get him into supported
accommodation 18 miles away because there
was no such specialist housing in my area and his
condition improved, but this meant more bedroom
tax - a 25% reduction in my housing benefit - and
my rent arrears were back to square one. With
my own physical health deteriorating leaving me
with mobility issues, | had to permanently move
downstairs, meaning | was paying for 3 bedrooms
that | couldn’t even use in a house that | couldn’t
afford to heat any more.

Throughout this time, | tried to move to a
smaller home and free up my 3-bed to one of
the thousands of families living in overcrowded
housing, but | was not allowed to bid for another
social home because | was in rent arrears.
Thankfully, I've finally been able to move to

a smaller home | can afford. A lot of people

are going through this. And that’s why I've got
involved in the Manchester Social Housing
Commission, to work with others to get the
millions of homes for social rent we need and
abolish the cruel bedroom tax. That is the only
way to address under-occupancy and reduce
over-crowding.
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AHP Affordable Homes Programme
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Glossary

Affordable Rent

This is a rental tenure offered by social housing
providers set at no more than 80% of local market
rents in the private rental sector.

Consumer Price Inflation

The rate at which prices paid by consumers rise
or fall over time using a representative basket of
goods and services.

Energy Performance Certificate

Records a property’s energy use, typical energy
costs, energy efficiency, and steps that can be
taken to improve a property’s energy efficiency
and reduce energy costs.

Financialisation of housing

Refers to how housing is being increasingly treated
as a financial asset for investors rather than a
human right and a social good.

Future Homes Standard

A UK government commitment for all new build
homes by 2025 to be future-proofed with low

carbon heating and high levels of energy efficiency.

Fuel poverty

A household is considered to be fuel poor if they
are living in a poorly-insulated home and the
required cost to heat their home leaves them with
a residual income below the official poverty line.

Housing Association

Not-for-profit organisations that own, let, and
manage social rented housing as well as other
housing tenures. Also known as Private Registered
Providers.

Housing Health and Safety Rating
System

A method for local authorities to assess the health
and safety risks in housing introduced under the
Housing Act 2004.

Homes England

The government’s housing and regeneration
agency that allocates funding for housing and
construction.

Local Area Energy Plan

A non-statutory, whole system approach to
delivering net zero in a particular region that maps
energy supply and demand to outline the most
cost-effective way for a local area to decarbonise.

Local Housing Allowance

Local Housing Allowance rates are used to
calculate Housing Benefit for tenants renting from
a private landlord based on the level of private
market rents being paid in a given area.

Local Plan

It is a statutory requirement for local planning
authorities to create a Local Plan to guide
decisions on future development proposals to
address local needs and opportunities including
where development should take place and where
it should be restricted.

Manchester Living Rent

A relatively new rental tenure introduced by
Manchester City Council distinct from both
Affordable Rent and social rent, ‘set at or below
the Local Housing Allowance level'.

Manchester Move
A website used to advertise and bid for ready-for-

rent social homes let by around 18 not-for-profit
landlords in Manchester.



National Housing Federation

An umbrella body representing England’s housing
associations.

National Planning Policy Framework

The UK government’s planning policies for
England. It outlines how these policies should be
applied to local and neighbourhood plans, and to
planning applications.

Private Rented Sector

Rental homes let by a private landlord (a person or
company that owns the property you will be living
in) on a for-profit basis, and subject to particular
legal regulations.

Retrofit

Retrofitting consists of changes to a home that will
make it more energy efficient and environmentally
friendly.

Right to Acquire

Enables some housing association tenants who
have had a public sector landlord for 3 years to buy
their housing association home at a discount of
between £9,000 and £16,000.

Right to Buy

Enables council tenants who have had a public
sector landlord for 3 years to buy their council
home at a discount set by how many years a
tenant has lived at a property and the region it is
located in.

Section 106 / Developer Obligations

Section 106 of the Town and Country Planning
Act 1990 (as amended) allows for agreements
focused on site specific mitigation of the impact
of development - often referred to as ‘developer
contributions’ —and include contributions to
affordable housing.

Shared Ownership

As opposed to buying 100% of a property, Shared
Ownership allows you to buy a share of between
25%-75% of your property and pay rent on the
remaining share usually charged at 2.75% of the
property value. There is an option to buy more
shares as and when you can afford them.

Social Rented Housing

Low-cost, secure tenancies rented out by local
authorities or housing associations to those
deemed to be in priority need. Rent is set through
the National Rent Regime in England at around
50% of market rents.

Strategic Housing Land Availability
Assessment

An annual assessment of land suitable for housing
development that the local authority expects to
deliver housing over the next 15+ years. Alongside
the SHLAA is a Five-Year Supply Statement which
assesses how many homes the local authority
expects to be built in the next five years,

setting this figure against Government housing
requirements.

Strategic Housing Market Assessment

An evidence-based picture of current and future

housing need over the next 20 years for different
groups calculated through a government-guided

methodology.

Temporary Accommodation

A broad term that describes temporary housing
for people who have been assessed as homeless
by a local authority and eligible for assistance,
including: B&Bs or hotels; private flats/houses;
council or housing association properties.



1. Introduction

Our first report! highlighted the urgent need

for increased delivery of social rent housing to
address England’s cost of living and housing crises.
Across England, increasing numbers of people

are denied decent, affordable and secure housing
due to a crisis that is worsening by the day in
almost every measure. Levels of homelessness
and rough sleeping have been steadily rising over
the past decade and are now on a steep upward
curve. Last year, 127,890 homeless households —
including over 165,000 children — were trapped

in temporary accommodation, a 14% spike on

the previous year and the highest on record.?
Families are crammed into overcrowded properties
riddled with damp and mould and lacking basic
facilities for cooking and laundry. Some wake each
morning not knowing where they will be sleeping
that night. Around a quarter of households will
have been stuck in this situation for more than
five years. These are life-threatening housing
conditions: a possible cause of 74 child deaths last
year in temporary accommodation.?

Beneath these extremities lies a much larger
national crisis of precarious housing and unmet
need, with sharply rising evictions and 1.33 million
households on social housing waiting lists - the
highest numbers in a decade. In Manchester,
there are almost 20,000 households on the social
housing waiting list. Having lost over 16,000 social
rented homes since 1979, the city is now almost
completely dependent on private landlords to
temporarily house its homeless population.*

Modelling commissioned by the National Housing
Federation (NHF) and Crisis estimates the need for
at least 90,000 net additional social rented homes
across England every year for the next 10 years

to address the backlog of need and meet future
demand.®> Research by Professor Glen Bramley
finds that at the Manchester scale, this national
target translates into 32% of all net additional
homes as social rent.® These new homes must be
energy efficient and sustainable to meet the UK’s
climate commitments. More housing for private
sale or even ‘affordable’ rent (80% market rent)
does little for those in temporary accommodation,
sleeping rough, or sofa surfing. Only social rent
linked to local incomes with allocation based on

need and security of tenure can alleviate the crisis.
As this report will evidence, the economic
benefits of investing in social rent vastly outweigh
the initial financial costs. The shortage of

social rent increases government spending on
housing welfare support and homelessness.
More sustainable homes for social rent will thus
deliver significant savings to the public finances
as well as increased tax revenues and direct
benefits to society through boosting construction,
employment, lowering carbon emissions and
decreasing household bills. There will also be
substantial indirect benefits through savings for
the NHS from improved health outcomes, crime
reduction, support for older people and those with
long-term health conditions and disabilities, and
better educational outcomes for children.
However, given the shortage of social rented
homes and the longstanding under-supply, there
are clearly major barriers in the way of delivering
the homes we need. These barriers to increasing
the supply of social rent must be addressed as a
matter of urgency. Alongside the recent welcome
increase in grant funding, the government also
needs to address the uncertainty caused by the
current rent-setting system, rising operational
costs, high land costs, limited borrowing capacity,
and the impact of the 2012 Housing Revenue
Account settlement on local authorities.

This report sets out five key areas for reform to
address these barriers:

1. Boost funding:

A long-term government funding settlement for
all social landlords through much higher levels of
grant, access to cheaper government borrowing
with longer repayment terms, and long-term rent
settlement that is fair to both tenants and social
providers.

2. Unlock land:
Pursue options to unlock cheaper land for social
housing delivery.

3. Reuse existing buildings:

Make better use of existing residential and
commercial buildings through the planning system
to deliver social rent homes at pace.

4. Financial innovation:
Support the development of alternative capital and
revenue funding sources for social rent housing.



5. Transform supply chains:

Invest in an alternative social housing supply
chain to unblock the existing capacity barriers and
reduce the costs of construction and retrofit.

The report has five main sections, each of which
is summarised in the remainder of this Section

1, the Introduction. Section 2 outlines the costs
of a lack of social housing, as well as the social
and economic benefits of investing in social
housing; Section 3 focuses on the main barriers
that are preventing social housing providers

from increasing the volume of social rented
housing in England; Section 4 outlines clear policy
options to overcome these barriers and deliver
the sustainable homes for social rent that are so
desperately needed; and Section 5 concludes the
report with recommendations for five key areas for
reform.
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2. Financing the social homes
we need: the case for investment

Increasing the delivery of good quality social

rent homes — which includes homes provided

by local authorities, housing associations (HAs)
and community-led housing organisations (e.g.
cooperatives, community land trusts) —is not
only a rights-based imperative but also creates
economic and social value. After summarising the
costs of the present lack of social housing, this
section outlines the social and economic benefits
of investing in social housing, which far outweigh
any expenses incurred by the government.

2.1. The costs of the lack of
social housing

The shortage of homes for social rent, combined
with high and rising private rents, inadequate
welfare support and low wages, is driving up
the costs of housing benefit, fuelling poverty,
compounding health inequalities, and placing
unsustainable demand on the health and social
care sector.’

2.1.1. The welfare bill

Public expenditure on housing benefit (including
the housing component of Universal Credit

(UC)) was around 15% of Great Britain’s welfare
budget in 2021/22 (£30.3 billion), a 51% increase
from 2006/07 (£14.8 billion).2 The government

is expected to spend over £70 billion subsidising
private landlords between 2024-2029,° with

an estimated £35.1 billion spent on supporting
renters in 2024/25 alone.'® These extraordinary
increases have been driven by the growing number
of housing benefit recipients in the private rented
sector (PRS) at a greater cost per household than
in the social rented sector due to market rent
inflation.** According to a 2024 New Economics
Foundation report, government subsidy of private
landlords over a five year period was expected to
be six times greater than the current Affordable
Homes Programme (AHP) 2021-2026 (£11.5
billion).*? Such largesse is particularly shocking in



light of the poor housing conditions in the PRS and
the failure of the benefit system to protect private
renters from escalating housing costs. The Joseph
Rowntree Foundation (JRF) reports that 25% of all
private renters on housing benefit are in poverty
primarily due to their housing costs, compared to
14% of social renters.®® As our first report outlined,
the expansion of the PRS to become England'’s
second largest tenure can be largely attributed to
the decline of social rented housing stock, with
many social homes lost through Right to Buy (RTB)
being converted for private renting.'*

2.1.2. Homelessness and temporary
accommodation

While housing benefit is a significant welfare
expenditure, further costs directly result from
the housing crisis. The economic and human
costs of homelessness are extremely high. The
number of people sleeping rough on a single
night increased by 20% between 2023 and 2024,
and is 164% higher since the government’s
approach to documenting rough sleeping was
introduced in 2010.%*° However, homelessness
also includes people who are sofa surfing and
the record breaking numbers of people living in
temporary accommodation, where it is common
to experience poor living conditions and extreme
instability. In December 2024, 127,890 households
and 165,510 children were living in temporary
accommodation in England.?® In Manchester,
2,704 households and 4,498 children were

living in temporary accommodation.!” Recently
published data from the APPG for Households in
Temporary Accommodation shows that between
1st April 2019 and 31st March 2024, temporary
accommodation has been a contributing factor in
the deaths of 74 children in England, 58 of whom
were under the age of 1.2 As Crisis emphasises,
social housing is key to homelessness prevention
and preventing homelessness costs less than
providing homelessness support.®

This rise in homelessness is placing further
pressure on local authority budgets that have been
eroded by over a decade of austerity.?° A report
published by University College London in 2023
calculates the net annual cost of homelessness in
England at between £5.18 billion and £6 billion

a year.?! To meet their statutory obligation to
address homelessness, English local authorities
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spent £2.3 billion on temporary accommodation
between April 2023 and March 2024, a 29%
increase from the previous year and a 97%
increase in the last five years.?? As the Centre
for Homelessness Impact highlights, taking a
longer view, there has been a 406% increase in
total spending by local authorities on temporary
accommodation between 2010/11 and 2023/24,
compared to a 145% increase in the number of
households in temporary accommodation.?

Housing benefit payments cover the bulk of

the cost of temporary accommodation to local
authorities. The maximum subsidy for temporary
accommodation in the PRS is 90% of the Local
Housing Allowance (LHA) rate for the size of the
property and cannot exceed the upper cap of £375
per week (£500 per week in London).?* However,
local authorities are increasingly having to cover
some of the shortfall between housing benefit
and the rent for temporary accommodation

from their general fund or reserves, with £1.06
billion (46%) of total temporary accommodation
costs being met through either reserves or the
Homelessness Prevention Grant in 2023/24.%

This shortfall increased by over 120% between
2018/19 and 2023/24, whilst local government
spending increased by only 24% in the same
period.? Freezes to LHA are therefore likely to
exacerbate the costs to local authorities relying

on the PRS for temporary accommodation due

to the mismatch between LHA rates and market
rents, particularly in areas such as Manchester
where private rents have significantly increased
over the last decade and are now amongst the
most unaffordable in the country. At least 81.4%
of temporarily housed homeless households are
in the PRS in Manchester,?” and the gross cost of
PRS accommodation increased by 557% between
2017/18 and 2021/22 (from £2.93 million to
£19.29 million).2 Manchester City Council’s Annual
Statement of Accounts for 2021-22 shows that the
revised net budget for council spending on services
was £572.5 million - a cut of £40.7 million - £29
million of which was allocated to spending on
homelessness.?

Temporary accommodation spending is
therefore a risk to local authorities’ financial
stability at a time when several English local
authorities have issued section 114 notices,
effectively declaring bankruptcy.®® Analysis
from the i and Inside Housing reveals that while



the high costs of temporary accommodation
are pushing local authorities to their financial
brink, private companies are profiting from this
sector.3! In 2023/24, an estimated £700 million
was transferred from the public to the private
sector through spending on commercial hotels
and B&Bs.*? This issue is particularly acute in
areas reliant on expensive nightly rate private
accommodation.

The social rented sector has the potential to
address this homelessness crisis by offering
affordable, safe, long term homes that are
allocated on the basis of need.*®* However, analysis
from St Mungo’s shows that the proportion of
single homeless people who moved into social
housing in England decreased by 44% between
2007/08 and 2017/18.3* The primary reason for
such a decline is that “there simply isn’t enough”
social rented housing.®

2.1.3. Non-decent homes and poor
quality housing

The government’s Decent Homes Standard

(DHS) is a set of minimum requirements for the
condition of homes in England and Northern
Ireland’s social rented sector, with plans in place
to update the DHS and extend it to the PRS. Living
in a non-decent home can mean being exposed
to a serious hazard that poses a health or safety
risk to inhabitants, or living in a cold, damp home,
in a state of disrepair, or without reasonably
modern facilities and services. The PRS contains
the country’s worst housing conditions, with 21%
(over 1 million homes) failing to meet the DHS in
2022/23 compared to 14% (2.2 million) privately
owned and 10% (431,000) socially rented homes.*®
The prevalence of non-decent homes in the PRS
is particularly severe in the North West, where
32% (181,000) of homes were classed as non-
decent in 2022/23, a higher percentage than all
other regions in England, including London (12%,
137,000).%

In Manchester, the situation is even worse with
one in four PRS homes non-decent, equating to
17,565 homes or 43% of the city’s non-decent
stock.® Many of those in need of social housing
will be residing in poor quality homes with
higher rents in the PRS, which the government
is subsidising through the indirect provision of
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housing support to landlords with no guarantee

of adequate housing conditions. As a policy paper
published in 2022 by the Department for Levelling
Up, Housing and Communities (DLUHC) observes,
private landlords who rent out non-decent
properties will receive an estimated £3 billion from
the government in housing related welfare.®

Alongside declining incomes and rising energy
costs, poor quality housing is a root cause of fuel
poverty and cold homes.*® The overall level of fuel
poverty in England in 2022 was 13.1%, referring to
the proportion of households that face fuel costs
above the national median level and who would be
left with a residual income below the poverty line
if they were to spend that amount on fuel costs.*
The proportion of people who are fuel poor rises
to an estimated 16.7% (36,882 households) at

the administrative area level in Manchester.*?
Households living on low incomes, with dependent
children, with people living with disabilities and
minoritised ethnic households are more likely to
experience fuel poverty.*® Being unable to afford
rising fuel costs results in cold and damp homes
and the exacerbation of health inequalities that
are most likely to affect older people, children,

and households with members who have a chronic
illness and/or disability.*

Research has demonstrated the significant

impact that poor quality housing has on health
outcomes.* The costs of fuel poverty are high,
with over 25,000 deaths a year due to living in cold
temperatures and an NHS spend of around £2.5
billion a year treating health issues directly linked
to cold and damp homes.* The environmental

and financial costs of inefficient homes are also
high; the increased energy needed to heat the
UK’s 15 million energy inefficient homes makes a
significant contribution to carbon emissions*” and
creates a significant financial burden for lower-
income households. A major increase in the supply
of sustainable social rented housing can therefore
address both the climate and cost of living crises.

The health effects of poor quality housing vary
among individuals based on factors such as age
and health status. The English Housing Survey
2022/23 shows that, within the PRS, households
with a member who had a long-term illness or
disability were more likely to live in non-decent
homes (26%) than households without (19%).%®
Recent research from the Centre for Ageing Better



shows that approximately 2.6 million of the 8
million people living in a dangerous home are aged
55 and over, and this demographic also accounts
for over half of the NHS spending related to non-
decent homes.* In the North of England, the
number of over 65s is projected to increase rapidly,
meaning that if things continue as they are, an
increased number of older people are going to live
in poorer housing conditions that present a serious
risk to their health, primarily in the PRS.*®

A BRE report published in 2021 estimates that
treating people affected by non-decent homes
costs the NHS around £1.04 billion a year.>?
Analysis conducted by the Centre for Ageing Better
indicates that over half of this annual cost to the
NHS (£595 million) can be attributed to homes
headed by someone aged 55 or over.>> With
additional societal costs relating to care, loss of
economic potential and productivity, and mental
health costs, the full cost of non-decent homes to
society increases to an estimated £18.5 billion a
year.>

2.1.4. The lack of Supported Housing

Social housing can be roughly broken into two
categories: General Needs and Supported Housing.
DLUHC defines Supported Housing as “housing
with special design facilities or features targeted
at a specific client group requiring support.”>*

This can include housing for older people, rough
sleepers and those fleeing domestic abuse. The
nature of Supported Housing means that it is

not always interchangeable with General Needs
housing stock and is in short supply with growing
demand, leaving increasing numbers of vulnerable
people without access to the quality of housing
and support they need.*®

Recently published research from the NHF shows
that a lack of Supported Housing and appropriate
accommodation for people to move into when
they are ready to leave hospital is creating a
bottleneck in the system.*® For example, the delays
in people being discharged from mental health
inpatient stays is estimated to have cost the NHS
an estimated £71 million in 2023/24.57 A separate
report commissioned by the NHF estimates that
an additional 167,329 units of Supported Housing
(including housing for older people) will be needed
by 2040 to keep pace with population change.>®

The benefits of investing in Supported Housing
outweigh the costs of the alternatives, which come
in the form of increased demand on homelessness,
healthcare services, and more expensive forms of
care.®

2.2. The benefits of investing in
social housing supply

Given the significant costs of a lack of sustainable
homes for social rent, increased and sustained in-
vestment in social housing supply will deliver both
immediate and long-term savings to the govern-
ment and widespread community benefit.

An evaluation of the economic case for building
100,000 new social rent homes a year conducted
by Capital Economics in 2015 found that in almost
all circumstances it is economically and fiscally via-
ble once the future savings to the government are
considered.®® Research conducted for Shelter and
the NHF by the Centre for Economics and Business
Research (Cebr) estimates that the initial govern-
ment funding (£11.8 billion) needed to construct
90,000 social homes in one year will be fully paid
back in 11 years through the significant savings and
additional tax revenue produced, and will go on to
generate a net benefit of £11.9 billion.5! Overall,
constructing 90,000 homes every year for 10 years
would generate a net benefit of £51.2 billion, with
the funding for construction costs being paid back
in just 3 years.%?

2.2.1. Reducing the cost of housing
and the welfare bill

Social rents offer tenants savings of around £9
billion a year compared to the cost of rent in the
PRS, as well as around £6 billion in savings for the
government in lower housing benefit payments.®?
Increasing the supply of social homes will thus
enable people to move out of expensive and poor
guality homes in the PRS that are currently being
subsidised through housing benefits, creating the
potential for significant welfare savings. A report
from the Centre for Homelessness Impact and the
Chartered Institute of Housing finds that moving
in-work private renters receiving housing support
into a social home would save an estimated £1,100



per person per year in benefit payments.*

In addition to these direct savings, the higher
employment associated with stable and good-
quality social housing could also produce indirect
welfare savings through a reduced number of UC
claims.% Cebr’s estimates indicate that providing
90,000 new social homes could reduce annual
UC claims by £1,218 per household, totalling
£3.3 billion in savings to the government over 30
years.® A similar analysis shows that the value of
ensuring enough social tenancies are available
to meet need includes £129.5 million in annual
savings due to reduced UC claims, as well as £1.8
billion generated annually through increased
employment (£1,667.9 million) and reduced
presenteeism (£22.2 million) and absenteeism
(£106 million).%”

These combined direct and indirect benefits from
building a new generation of social homes could
amount to as much as £7.8 billion in welfare
savings over 30 years.%®

2.2.2. Savings from reduced
homelessness

Investing in social housing is critical for preventing
homelessness and reversing the growth in
temporary accommodation. A major boost to
social rent will speed up the rehoming of homeless
households, reducing the demand for expensive
and poor quality temporary accommodation

in the PRS.%° Local authority savings would be
particularly significant in areas with a high reliance
on private sector accommodation for temporary
accommodation provision, such as Manchester.

Cebr estimates that 90,000 new social homes a
year would reduce local authorities’ spending on
homelessness services by £245 million annually,
totalling £4.5 billion over 30 years.” The bulk of
these savings comes from the reduced demand for
temporary accommodation (£4 billion), with the
remainder attributed to reduced administrative
costs (£493 million).”* A building programme

for social homes at this scale can also end child
homelessness for good, address the poverty that
is increasingly associated with housing costs in
the PRS,’? and reduce the number of people living
in overcrowded accommodation by providing the
right sized homes for families.”
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2.2.3. Health and social care savings

Building new sustainable social rented housing

at scale will address the interrelated housing,
climate, and cost of living crises, which offer

major social and financial benefits for health and
social care. Lower energy costs from more energy
efficient social homes will reduce vulnerability

to fuel poverty and the exacerbated health
inequalities associated with cold and damp homes.
Social homes can also produce savings through
improvements to other aspects of physical and
mental well-being, including fewer drug (£48.2
million) and alcohol (£88.1 million) issues, fewer
falls for the elderly (£10.5 million), reduced
incidence of childhood asthma related to living in
damp conditions (£2.4 million), and fewer visits to
the GP (£47.9 million) and A&E (£829.4 million).”
This totals a potential savings of £1 billion per year
to the NHS.”

Further, the Centre for Ageing Better estimates
that addressing the issue of poor quality housing
for older people could directly save the NHS and
social care sector over £1.5 billion a year.”® Just
removing serious hazards (known as Category

1) from older people’s homes could save around
£595 million a year, repaying the necessary
investment in just eight years.”” Investing in
Supported Housing will also shorten hospital stays
and give others quicker access to the treatment
they need, generating savings of around £53-65
million a year.”® Local authorities could also save
around £50 million a year by helping the elderly
to stay independent and out of residential care for
longer.” Investing in high-quality sustainable social
homes can therefore relieve some of the pressure
on stretched NHS and adult social care budgets,
while also providing individuals with access to the
support and homes they need.

2.2.4. Environmental benefits and
energy savings

Reducing the carbon emissions from homes is
critical for meeting the UK’s target to achieve

net zero by 2050% and Manchester’s target to
become a zero carbon city by 2038.% This means
all new homes must be zero carbon and include
on-site renewable energy production wherever
possible. The Future Homes Standard (FHS), which
comes into effect in 2025, aims to reduce carbon



emissions by 75-80% in new build homes. The
reduced reliance on gas under the FHS, coupled
with higher insulation and ‘“fabric first’ standards,
will make new build homes far cheaper to run,
which is both critical for tackling fuel poverty and
ensuring more environmentally friendly homes.®?
Research from the Home Builders Federation (HBF)
estimates that under the FHS new build properties
reduce energy usage and bills by 55% and carbon
emissions (tonnes) by 60%. The average annual
energy bill savings for new home buyers are over
£2,000, which increases to £2,600 for houses.®?

Alongside the decarbonisation of new housing
developments, a long-term retrofitting policy

that targets the lower-income households most
likely to live in energy inefficient homes is also
necessary to meet net zero targets.® The Northern
Housing Consortium (2024) estimates that £2.4
billion investment is needed to improve the energy
efficiency of social homes in the North to EPC C,
and £53.03 billion to fully decarbonise the social
housing stock.® Research from the IPPR North and
the Northern Housing Consortium has estimated
that decarbonising the housing stock could create
a potential 77,000 new jobs in the North, 37,000 of
which would be in the North West.®

Government funding for both new build and
retrofitting social rent to net zero standards

will also act as a catalyst for scaling up supply
chains and building capacity that will benefit all
housing sectors, while also developing a skilled
retrofit workforce that will address the ‘green
skills gap’ in the UK’s housing sector.?’” A report
from the Centre for Social Justice highlights that
the transition to a low carbon economy has the
potential to create over 700,000 net new jobs by
2030, with the decarbonisation of social homes
creating an opportunity to spread the benefits of
decarbonisation to lower income communities
through sustainable employment with low barriers
to entry.®®

Taking a nature-first approach to social housing
development offers additional benefits to the
environment, tenants and communities.®°
Biodiversity Net Gain (BNG) regulations mandate
that all major developments deliver a BNG of
10%, meaning that wildlife habitats are left

in @ measurably better condition than before
development started. Through the inclusion

of green infrastructure and biodiversity, social
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housing developments can exceed biodiversity
targets and address socio-economic inequalities in
access to green space.

2.2.5. Economic impacts of
construction

Cebr’s analysis reveals that constructing 90,000
social homes will directly generate additional tax
receipts for the Exchequer amounting to £2.5
billion through the increased economic activity in
the construction sector.”’ Increased construction
can also generate knock-on economic activity
elsewhere in the economy, which produces further
tax revenues.’* House building is a key source of
national employment and building more social
homes would create long-term, predictable
employment for the construction industry and

the supply chain that supports it.> Constructing
100,000 social homes could create 228,000 jobs in
the construction sector, as well as 228,000 indirect
jobs for those working in supply chains.*

2.2.6. Wider benefits

There are benefits of investing in a social house
building programme beyond those set out above.
Research conducted by Capital Economics in

2019 estimated that every £1 invested in the
construction of a new social home generates £2.84
in the wider economy through direct, indirect and
induced impacts.® Increased grant funding for
social housebuilding supports the government’s
wider housebuilding goals and creates certainty
for the construction industry and social housing
providers.% Evidence shows that due to the
counter-cyclical nature of social housebuilding,
social home delivery continues during periods

of recession that are associated with a decline in
housebuilding.?® Building sustainable homes for
social rent can therefore serve as a counterbalance
for England’s economy during periods of instability
or recession.

Many of these wider benefits result from people
gaining access to the stability and improved
conditions of a social home, such as being more
likely to find and keep jobs.?” Recently published
analysis from Shelter reveals that the private rental
market is unaffordable to key workers in a large
majority of the country. Increasing the supply



of genuinely affordable housing to key workers
will help to ease recruitment and retention
challenges in essential services.®® Cebr estimates
that the increased employment resulting from the
construction of an additional 90,000 social homes
will generate £8.9 billion in present value over 30
years.%

The stability associated with social housing can
also be connected to improved educational
outcomes, counteracting the negative impact of
housing insecurity and poor conditions within
the PRS and temporary accommodation, which
contribute to issues such as absenteeism, sleep
problems, and academic stress.}® Cebr suggests
that supplying an additional 90,000 social homes
could save £2.7 billion over 30 years by reducing
the number of children who don’t end up in
employment, education or training.? Clifford,
Hulbert and Yeung estimate the value of improved
educational outcomes and earning potential for
children living in social housing at £137.6 million
a year.’®> Making social housing more widely
accessible will also address the stigma that has
come with the sector’s residualisation.'®

Living in social housing also reduces the likelihood
that people will be involved in, or be victims of,
crime, producing savings of up to £497.4 million a
year.1® Building a new generation of sustainable
social homes could produce £3.1 billion in savings
from lower crime over 30 years.%
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3. The barriers to delivering
sustainable homes for social
rent at scale

As the previous section showed, investing in
sustainable homes for social rent is a win-win
scenario for everyone. However, there are
currently significant policy obstacles in the way of
this. An inquiry into the finances and sustainability
of the social housing sector launched in June
2023 revealed the significant financial pressures
providers are facing. Many of these pressures
apply to the sector as a whole, while others are
specific to housing associations (HAs) or Private
Registered Providers (PRPs), and local authorities.
This section focuses on both financial pressures
and other barriers that are preventing social
housing providers from increasing the volume of
social rented housing in England.

3.2.1. Barrier 1 - Capital Funding

Building social rent at scale with rents set at
around 50% of market values is impossible
without sufficient grant funding.!® In the post-
war heyday of council housing, local authorities
built millions of homes through grant-supported
borrowing. This subsidy effectively bridged the
gap between the cost of building — paid for by

a local authority taking out 60-year loans from

the Public Works Loan Board (PWLB), an agency
of the Treasury providing access to cheaper
finance than direct market borrowing — and the
rental income. Governments paid a fixed cash
sum per dwelling per year. Until the mid-1970s,
government did not really seek to control the total
amount of borrowing by individual councils and
that meant councils could build as many homes
as they wanted. Councils could also set their

own rent levels and use rental income to support
their building programmes. From 1964, with the
creation of the Housing Corporation, government
also began to provide financial support to
charitable HAs with 100% development finance.?’
This model enabled six million social rented homes
to be built, and social landlords used the rental
income to manage and maintain their homes,
supported by additional central government
funding.



However, from 1980, this model was radically
changed, marked most notably by the gradual
ending of government capital support for new
council house building, restrictions on borrowing,
and the introduction of the RTB policy, which
gave tenants the power to buy their council home
for a large discount. Local authorities gradually
lost rental income from the effect of the RTB,
while central government took 75% of the RTB
capital receipts to pay for the ‘historic debt’ of
building the homes and prevented local taxation
from being used to fund housing.'® Government
also took control of councils’ Housing Revenue
Accounts (HRAs) with the creation of a national
Council Housing Subsidy System that made
assumptions about rent levels, management
costs and maintenance needs, and redistributed
rental income from local councils deemed to be
‘in surplus’ to those deemed to be ‘in deficit’.2%®
These controls worked to prevent local authorities
from investing in the development of new social
rent homes.'® Government controls on local
authorities’ HRAs remained in place until the
2012 debt settlement under the Localism Act
2011.1! Although local authority borrowing is
now technically possible through the HRA and
PWLB; policy changes, rising costs, and austerity
measures have all undermined the financial
assumptions of the 2012 HRA settlement, leaving
many councils with unsustainable debt and
declining surpluses.*?

Meanwhile, the capital subsidy provided to the
HA sector to build new homes has significantly
declined. Average government grant rates have
fallen from around 75% of the costs of building
social rent homes in the early 1990s to around
39% after the global financial crisis in 2008.12 Since
1988, HAs have had to borrow commercially as
part of a mixed funding model with HAs expected
to obtain increasing amounts of the capital funds
for construction from private financial markets.'*
As well as loans from high-street banks, some HAs
raised bonds. From 1990, successive governments
increasingly looked to the planning system and
‘planning gain’ from development to increase

the supply of social housing. The Town and
Country Act 1990 introduced Section 106 (S106)
agreements, legally binding agreements between
local authorities and developers. S106 agreements
provide a means to get social homes built by
capturing increases in land value when land is
awarded residential planning permission to secure
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community benefits.!*> However, local authorities
have increasingly acted as facilitators of private
development, resulting in planning permissions
being given to developers without a requirement
for social returns such as affordable and social
housing.''® As Shelter observes, where agreements
for contributions are made, developers tend

to meet their planning obligations with more
expensive tenures such as Shared Ownership and
Affordable Rent.*’

This brief history helps to understand why the
current funding picture for new social rent, set
out in Figure 3.1, is a complex jigsaw puzzle of
insufficient grant, private finance, homes funded
by developers through S106 agreements, and

cross-subsidy from social landlords’ own surpluses,

including from developing and selling low-cost
homes or shared ownership, or private rent, selling
off land and other assets.

There has been a welcome increase in government
funding for new social rented housing since 2018,
and a positive shift in prioritising the remaining
AHP fund for social rent by the new gov-ernment.
The government’s recent announcement of a £39
billion 10-year AHP is a welcome de-velopment,
providing that the majority of homes delivered are
for social rent.

However, a sustained increase in funding for social
housing delivery is still necessary to meet housing
need. By way of illustration, an estimated £14.6
billion in capital funding is needed each year over
a 10-year period just to meet social rented housing
need,!® yet the 2021-2026 AHP equated to only
£2.3 billion per year over five years with funds
provided for a range of tenures.!®

Insufficient grant funding is not the only barrier
present in the current funding model. A 2022
report from Shelter highlights that the rules
governing how the AHP is allocated contribute

to the deprioritisation of social home delivery in
favour of other types of ‘affordable housing’.!*® The
AHP includes a ‘cost minimisation’ rule, meaning
that bids that deliver the most homes for the least
amount of money are prioritised.*?! As social rent
homes require higher grant than other ‘affordable’
tenures due to the increased gap between social
rents (typically around 50% of market rates),

and construction costs, grant is more likely to be



allocated to other tenures, despite the greater
backlog of unmet demand for social rented
homes.?

Moreover, the ‘net additional homes’ requirement
reduces the amount of AHP funding where there is
no net increase in housing stock,'? such as where
social rent homes would be provided through

the refurbishment or conversion of existing
buildings. Increasing the number of high-quality
social homes to meet housing need cannot be
limited to building additional homes when there
are issues with the quality of existing stock.
Addressing these issues involves the retrofit or
replacement of existing social housing stock that
is below environmental and building safety and
guality standards. Analysis from Savills estimates
that out of a total social housing stock of around
1.3 million homes in the north of England, over

Figure 3.1: The current funding jigsaw for social rent
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100,000 homes may require replacement or major
upgrades in the short to medium term.'* A failure
to replace homes now will merely displace the
associated costs into the future at greater expense.
Changes to the net additionality rules in the AHP
would therefore enable social landlords to address
issues with the quality and sustainability of existing
stock by replacing homes.

3.2.2. Barrier 2 - Uncertain income

To invest in both new and existing homes, social
housing providers use the anticipated income
from social rents to secure debt financing and
make business plans.? As grant funding only
covers a percentage of the cost of building new
social homes, social landlords must borrow against
future rental income to make up the shortfall.!?



It is therefore important that alongside any grant
funding provided through the AHP, social landlords
can be sure of the income they can expect from
social rents over the long-term to invest in both
additional and existing social homes.'?” However,
unexpected reductions in the government-set
maximum social rent that tenants can pay, caps
on maximum social rent below inflation by the
government,?® and welfare reforms since 2010
have reduced social housing providers’ expected
income and disrupted development plans.

Between 2002/03 and 2015/16, local authorities
and HAs set rents according to the government’s
rent convergence policy, which sought to gradually
bring council and HA rents into line with each
other. This policy was necessary as council and
HA rents were the product of two different rent
setting systems that significantly diverged, with HA
rents generally being more expensive. It worked
as follows: for each property type a formula rent
was calculated that would act as the ‘target rent’
to be achieved by the end of rent convergence;
the formula was complex but essentially was
based on an average rent for the social housing
sector modified by a local income weighting,

a bedroom size weighting and a local property
market weighting with local incomes given more
weight to counter property market inflation in
certain areas; the rent would then be uprated

by Retail Price Index (RPI) + 0.5% + £2 each year
from 2001/02 values to the current year to give
the formula or target rent. If a property became
empty, the landlord could move to the formula
rent immediately and increase it by RPl + 0.5%
each year thereafter. This provided some level of
certainty about rent levels to support borrowing
and long-term business plans to build and
refurbish their stock.

Over the last decade, the government has made
unexpected policy changes that have reduced
social rent or capped it below inflation.'?® The
Coalition Government announced in 2013 that
from 2015/16 social rents would now rise by the
Consumer Price Index (CPI) + 1% each year for 10
years. This was then abandoned in favour of a 1%
a year rent cut for four years (2016/17 to 2019/20)
to save £1.4 billion by 2020-21 in reduced Housing
Benefit expenditure. The rent cut was then
replaced with a five-year settlement (2020 to
2024) of CPI + 1%. However, the pandemic was
followed by high inflation and tenants were facing
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an 11% rent increase for 2023/24; the government
decided that this was unfair and announced rent
increases would be capped at 7% in 2023-24.13°

Written evidence submitted by DLUHC in 2023
acknowledges that the rent cap has increased the
scale of financial challenges faced by PRPs.13! A
policy briefing from the NHF shows that between
2016 and 2024, social rents fell by 14.7% in real
terms due to these changes.'®? This means that in
2023, HAs received almost £3 billion less in rental
income than if rent levels had remained as they
were in 2015.% This rent reduction will continue
to affect social housing providers’ finances
because the starting point from which any future
percentage increases build upon is now lower.13*

Uncertain and lower than expected rental incomes
have been further affected by welfare reform.

The Regulator for Social Housing (RSH) highlights
that social landlords’ rental income is often
supported by housing benefits, with changes to
benefits policy and the administration of benefits
therefore creating uncertainty around future rental
revenue.'* Housemark has warned that if just 5%
of the UK government’s planned welfare reforms
result in unpaid rent, arrears could increase by as
much as £240 million.**¢ Such an increase in rent
arrears will be detrimental for the well-being of
social housing tenants and place additional strain
on social housing providers’ finances.

3.2.3. Barrier 3 - Land

A 2020 report from the Housing, Communities and
Local Government Committee (HCLGC) described
the cost of land as “one of the most significant
barriers to delivering more social housing.”**’

As a result of high land costs, social housing
providers struggle to compete in bidding wars
with housebuilders and private developers who
can offer more for the land when proposing to
build for market sale.'3® Between 2011/12 and
2014/15, the top 10% of local authorities in terms
of land values experienced an estimated 70% drop
in the numbers of new affordable or social rented
homes, compared to a 20% drop across the rest of
England.!*

A 2024 review by the Competition and Markets
Authority concluded that the UK’s under-supply
is caused by an over-reliance on the speculative



development model of private developers buying
land and seeking to sell parcels of that land at a
profit.}*° For the developer to realise this profit,
the housing must be sold at a premium to cover
the build and land purchase costs and required
contributions under S106 and Community
Infrastructure Levy. This incentivises developers
to “slow building and drip feed homes onto

the market to maintain high house prices and
protect their profit margin”, known as the market
absorption rate.!*! Supporting this argument, a
2024 study found that more than a million homes
handed approval since 2015 remained unbuilt,
equating to roughly one in three over the period.}*?

Historically, alongside government funding, mass
council housing was facilitated by a planning
framework introduced under the Town and
Country Planning Act 1947. The 1947 Act enabled
the state to compulsorily purchase land at levels
close to existing land value, and, alongside powers
provided within the New Towns Act 1946, enabled
the establishment of the New Towns. The state
used these new powers to acquire cheap land for
social housing.** However, the Land Compensation
Act 1961 changed this approach by introducing
‘hope value’ into compulsory purchase, namely
the value that is added based on the potential
planning permission a piece of land could have
gained for other residential uses in the future,
when purchasing land through a compulsory
purchase order (CPO). Hope value drives the

cost of land higher than is viable for most local
authorities seeking to build housing for social rent.
The Centre for Progressive Policy finds that hope
value can increase the value of plots of land by up
to 275 times on average.**

The Levelling-up and Regeneration Act 2023

gave local authorities the power to use CPOs

to remove hope value when acquiring land for

a development in the public interest, including
building affordable housing. However, some
barriers to their effective use of CPOs to tackle the
housing crisis remain; Centre for Cities highlights
that the requirement to obtain approval for the
removal of hope value on a case-by-case basis
from the Secretary of State creates uncertainty
on what exactly ‘public interest’ constitutes,
which can be addressed by introducing automatic
conditions under which local authorities can
exercise CPOs without hope value.’* There is also
the concern that local authorities are not in a
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financial position to spend more on land, even at a
reduced price, necessitating a concurrent increase
in grant funding for social house building to allow
authorities to take advantage of these changes.#
For local authorities to make the most effective
use of CPO powers to address the housing crisis,

it is recommended that they start with large-scale
developments that provide social housing where it
is most needed.

Public land can be used as a subsidy for social
housing development, addressing the barrier
that high land costs present to social housing
delivery.’* However, data from an Ordnance
Survey commissioned to monitor the progress
of homes built on the land released through
government programmes between 2011-2020
shows that of the land sold to developers with
scope for 131,000 homes, only 2.6% were for
social rent.'®

Current legislation also constrains the ability

of local authorities to use public land to
subsidise social housing development. The UK
Local Government Act 1972 dictates that local
authorities must achieve the ‘best consideration
reasonably obtainable’ when disposing of public
land, unless ministerial consent is granted to sell
at below market value. This was updated in 2003
when local authorities were given permission

to dispose of land at below best consideration
without ministerial consent if they considered this
strategic to ‘economic, social or environmental
well-being’. However, the guidance specifies that
the undervalue of the disposed land should not
exceed £2 million.

3.2.4. Barrier 4 - New and Rising
Costs

In addition to reduced expected revenue streams
and new uncertainties about future income,
social housing providers are also facing new and
increased costs. Recently, costs have risen due to
high inflation and sudden energy bill hikes, delayed
maintenance and other works from the Covid-19
pandemic, supporting tenants with increasingly
complex needs, and increased borrowing costs
and higher insurance premiums related to
building safety issues.'* In addition, several major
cost increases have impacted social housing
providers, including necessary investments in



fire safety remediation, housing quality, and
decarbonisation.'*

The financial pressures have arisen from new

fire safety standards in 2020, following the 2017
Grenfell Tower fire. A 2024 report from the
National Audit Office (NAO) estimates that fire
remediation will cost social housing providers
£3.8 billion from their own resources.’! These
pressures are particularly intense in urban areas
such as Manchester where large numbers of flats
require building safety works.*2 The government’s
announcement in June 2025 that £1 billion will be
invested in remediation funding, which the social
housing sector will have the same access to as the
private sector, is therefore welcome.

Social housing providers must also dedicate
resources to ensuring that their stock meets

the DHS. Investment in improving the quality of
existing social homes is of critical importance, as
has been tragically highlighted by the death of
two-year old Awaab Ishak from exposure to damp
and mould in his social home in Rochdale in 2020.
A 2022 report from the Levelling Up, Housing and
Communities Committee (LUHCC) points to the age
and design of social housing stock as a key source
of disrepair, with much of the better-quality stock
being sold under the RTB policy.**® The nature of
social housing stock therefore increases the cost of
meeting the DHS.*>*

Social housing providers are also expected to meet
net zero targets by 2050 and energy efficiency
targets by 2030, both being critical for addressing
the climate emergency. The estimated cost of
decarbonising social housing is £36 billion for HAs
and £23 billion for local authorities, which comes
on top of existing spending plans.’>® As a 2024
report from the LUHCC states, it is challenging to
meet these costs “through borrowing or private
investment as these financial routes do not usually
return cost savings for the investor”.1*¢

In January 2025, the RSH reported that substantial
and necessary investment in existing homes

has weakened the social housing sector’s

financial position, with a continued trend of
reducing financial performance in HA financial
performance since 2018.%7 In the absence of
sufficient government grant funding for new social
homes, the scale of investment needs and new
regulatory requirements for existing homes creates
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competing pressures on social housing providers’
finances, with many scaling back the output of
new homes as a result.’*®

3.2.5 Barrier 5 - Capacity

Like HAs, local authorities use rental income to
borrow money to fund social housing delivery.'*®
Local authorities can, in theory, bridge the gap
between grant and the cost of development by
borrowing from the PWLB at a discounted rate.
The 2012 HRA self-financing debt settlement
enabled local authorities to use any rental
surpluses for improving services, new build or
stock improvements.'®® However, to make sure
that HRA surpluses were not used for extensive
borrowing that would count towards national
debt, a debt cap on each local authorities’ HRA
debt was included in the settlement, before
eventually being abolished in 2018.%%! The 2012
HRA settlement was underpinned by a series of
assumptions about financial inputs that were
subsequently undermined by significant and
unexpected changes that central government

has made to rents policy, increases to the cost

of borrowing from the PWLB, cuts to housing
benefits, the reinvigoration of RTB and the
additional operational costs discussed above.®?
The undermining of the 2012 HRA settlement has
left local authorities facing severe financial
pressures after a decade of austerity with
unsustainable debt levels.'®3 Since a peak of £467
million in 2014/15, local authority’s aggregate HRA
surpluses declined to -£88 million in 2021/22, with
turnover remaining at similar levels.'®*

HAs, in contrast, have much greater freedom

to borrow. The 1988 Housing Act gave HAs

the freedom to supplement government grant
using private finance, and debt accounts for the
majority of the social housing sector’s financing.'
However, increased borrowing can result in high
leverage, or gearing,'® that undermines HAs’
capacity to invest in new homes. Interest rates
have also risen significantly since 2022, increasing
the cost of borrowing and exacerbating the
deterioration of HAs’ interest coverage.'®’% The
RSH reports that in 2023/24, PRP interest cover
has fallen below 100% and the cost of servicing
debt exceeded net earnings for the first time since
2009.1%°



Issues surrounding borrowing and the increasing
additional costs related to building safety, quality
and sustainability create financial pressures that
undermine HAs’ capacity to take on additional
debt and reduce the viability of potential social
housing development schemes.'’® For many HAs,
the availability of debt is not necessarily an issue,
it is high gearing and low interest coverage that
constrain their ability to take on additional debt.!’*
Modelling from Legal & General and the BPF
published in 2022 shows that whilst there is still
some headroom on gearing cover, HAs can only
deliver 77,000 homes a year within internal policy
limits on interest coverage.!’?

Local authorities face additional barriers to
increasing social housing delivery related to
shortages of skilled staff, while the sector faces
wider capacity issues with delivering sustainable
social homes. Having not directly delivered social
homes at scale since 2012, local authorities lack
the necessary in-house skills and resources to
increase delivery.’ There are also barriers to
delivering new build and retrofitted sustainable
social homes related to the ‘green skills gap’ and
supply chain issues.'* The shortage of people with
the skills and training for jobs that contribute to a
sustainability and net zero transition, known as the
‘green skills gap’,'’®> along with a lack of capacity in
the supply chain, constrains the delivery of new
sustainable homes.®
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4. Policy solutions for funding
and delivering new sustainable
social homes

To increase the supply of sustainable social homes
at the scale and pace required to address housing
need, innovative options for overcoming barriers
to delivery must be considered. As this section
will set out, potential solutions relate to boosting
funding, unlocking cheaper land, making better
use of existing buildings, financial innovation, and
investing in an alternative supply chain. Some of
these options will require changes at the national
scale, whilst others will require commitment and
flexibility at the local authority level.

4.1. Boosting funding

Scaling up social rent housing supply requires a
fundamental rethink of the funding landscape for
social landlords. The 2025 Comprehensive
Spending Review (CSR) has confirmed £39 billion
for the 10 year successor to the AHP, which will
be in place between 2026/27 and 2035/36."’

A 10 year social housing rent settlement from
2026 at Consumer Price Index + 1% has also

been announced, with a consultation on social
rent convergence to follow.'”® This long-term
government funding settlement and increase in
grant are welcome, but to meet the scale of social
housing need, must be accompanied by changes
to rules around acquisitions to facilitate delivery,
clear targets for social housing delivery, support
to increase local authority capacity, and measures
to ensure that the rent settlement is fair to both
tenants and providers.

4.1.1. Higher levels of grant and
changes to rules

A significant and sustained increase in national
grant funding for social housing delivery is
necessary to meet housing needs. For example,
Shelter analysis calls for the government to invest a
minimum of £30 billion to £38.2 billion for the first
five years, specifically earmarked for social rent
delivery. The lower range of this level could deliver



180,000 social rent homes over a 5 year period,
where higher grant levels estimated would deliver
188,000.'7° The range is also closely aligned to
other modelling and representations throughout
the sector including the NHF and the Chartered
Institute for Housing.

The announcement of £39 billion for the AHP
over a 10-year period, double the current
budget, is therefore a welcome step-change in
grant funding. However, with over 1.3 million
households on social housing waiting lists,® it
will not enable social rent delivery to reach the
levels of need, and there are currently no clear
targets for the proportion of the £39 billion that
will be earmarked for social rent. Alongside this
investment, additional support should also be
made available for brownfield land supply, site
assembly, and remediation. To ensure that the
social homes delivered are high-quality and
sustainable, investment should also be conditional
on social landlords building to fabric first, zero
carbon standards and a focus on building safety.

Current funding rules from Homes England’s AHP
that favour net-additionality need to change so
that social landlords can also address retrofitting
needs and rightsizing in the existing stock that
does not always increase supply but ensures
existing homes can last longer. More funding is
needed to upgrade and replace existing stock that
does not meet environmental and building quality
and safety standards. A joint programme by Homes
England and the Department of Energy, Security
and Net Zero should create a funding framework
that goes beyond a focus on additionality.
Including a mix of delivery methods will increase
flexibility and empower social landlords to engage
in a combination of new build, acquisition of
existing properties, and upgrading and replacing
existing social housing stock. The current system is
split between these two departments and must be
reconciled to maximise both delivery and quality.
The self-financing debt settlement for local
authority HRA introduced in 2012 that has created
unsustainable debt and limited investment in
social housing for local authorities needs to be
reformed. Local authorities should be given
increased access to low-cost borrowing for
investment in social housing stock via the PWLB.
This funding should include longer term and
flexible repayment options, and must be made
accessible to other prospective providers, like
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community land trusts working in partnership with
local authorities

4.1.2. Long-term rent settlement with
convergence mechanism

The government’s announcement in the 2025 CSR
that the current social housing rent settlement,
which allows rents to rise by up to 1% above the
CPI each year, will continue for ten years from

1 April 2026. This provides social landlords with
more certainty, helping with business planning,
borrowing and investment. A consultation on

a rent convergence mechanism as part of this
settlement is to follow the CSR, presenting the
opportunity to implement measures to ensure that
social tenants do not bear the brunt of increases in
social rent.

As Shelter argues, any inflation-linked rent
increases must include corresponding financial
protections against unexpected inflationary
increases in both the initial rent settlement and in
future changes to the way social rent is calculated
to avoid pushing households into rent arrears

and homelessness.’®! They recommend that
economic and equality impact assessments be
carried out before the next settlement is finalised
and any rent increases must be accompanied by
the abolition of the benefit cap and bedroom
tax.'®? To ensure that households are not pushed
towards homelessness,'®® rents must be increased
gradually and remain below the formula rent
value. Actions should also be taken to mitigate the
effect of rent increases falling disproportionately
on households whose rents are not entirely
covered by benefits. It is also critical that tenants
are actively involved in discussions about rent
increases that will result in them facing greater
costs.'8

Finally, to increase financial certainty for social
housing providers, the RTB policy needs further
reform. While the question of abolishing this
policy remains contentious, recent changes - such
as increasing the tenancy qualifying period from
3 years to 10 years and amending the maximum
discount - are welcome.



4.2. Unlocking cheaper land

There are a range of options that government can
pursue to unlock cheaper land for social housing
delivery.

4.2.1. CPOs and hope value

To increase the scale and quality of social housing
delivery, the high land values that reduce the
viability of social and affordable housing must be
addressed. In the past, government intervention
to make land available at below market value

has kick-started almost all major social housing
programmes both within and beyond Europe.®®
Reform of the Land Compensation Act 1961,
which sets the conditions of CPO powers for local
authorities, is needed to remove entitlement to
hope value and enable public bodies to acquire
land through CPO at close to its current, lower
agricultural or industrial use value.®

To address weaknesses in the Levelling-up and
Regeneration Act 2023 (LURA 2023), which gave
local authorities the power to remove hope value
when acquiring land for development in the public
interest, new legislation should further specify the
conditions under which local authorities and other
public bodies can undertake compulsory purchase
without paying hope value, such as by revising

the definition of ‘public interest’ to include land
for social housing construction that will reduce
homelessness and the number of people on local
authority waiting lists for social rent housing.

Current legislation also constrains the ability

of local authorities to use public land to

subsidise social housing development. The UK
Local Government Act 1972 dictates that local
authorities must achieve the ‘best consideration
reasonably obtainable’” when disposing of public
land, unless ministerial consent is granted to sell
at below market value. This was updated in 2003
when local authorities were given permission

to dispose of land at below best consideration
without ministerial consent if they considered this
strategic to ‘economic, social or environmental
well-being’. However, the guidance specifies that
the undervalue of the disposed land should not
exceed £2 million. The legislation on land disposal
should be modernised to give local authorities and
other public bodies explicit consent to use public
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land to subsidise social housing delivery. This
might include granting land at no cost or as patient
equity to a social housing provider or Community
Land Trust.

Local authorities and combined authorities often
lack accurate data on fragmented public land
holdings within city regions. This poses a challenge
to the effective coordination of public land to
address local housing need. Combined authorities
should be required to establish city regional ‘land
commissions’ to facilitate cooperation between

all public landowners, including utilities, churches,
public transport providers and Network Rail. These
bodies can map public land assets and coordinate
their use to maximise social, environmental

and economic benefits, including social housing
delivery.

A New Economics Foundation report published in
2024 finds that removing hope value alongside
strengthening developer contributions would
reduce the cost to government of building 90,000
social homes a year (the figure widely quoted as
being necessary to meet housing need) by £4.5
billion, equivalent to a 23% reduction in cost.*®’
Reforms to remove hope value could also allow the
same amount of public grant to build an additional
27,000 social rent homes per year.'®® A report
from Civitas in 2018 estimates a 38% reduction

in the cost of a 100,000-home public building
programme under alternative land compensation
arrangements. 8

France, Germany and the Netherlands provide
examples of how CPOs can be used to secure
land for affordable housing. The Centre for
Progressive Policy and Centre for Cities highlight
that local authorities use CPO powers for public-
led land assembly in these countries, enabling
them to purchase land when they need it and at
existing use values.’ In all three countries, CPOs
must be justified by the public interest, which
includes the need to improve the affordability

of housing; however, these powers are rarely
enforced as the threat of a CPO is enough to de-
incentivise landowners from holding out against a
development plan.'*!



4.2.2. Public land

Public land is an asset that can be more effectively
used to reduce the cost of social rent supply.

The New Economics Foundation estimates that
using public land in a social housing programme
could reduce the grant levels needed by 62%.%
Manchester is a city with historically high levels of
public land ownership,*** creating the potential for
public land to be used as a source of revenue for
increasing social housing delivery.'®*

Local authorities have also used the increase in
land values and house prices as a way to self-
finance social housing delivery.’®> Arms-length
local housing companies set up and wholly-owned
by local authorities are used to acquire, develop
and manage mixed-tenure developments on
public land*®® without the restrictions on their
ability to deliver new homes created by HRAs and
RTB legislation.” The returns from the sale and/
or renting of private market homes can be used
to cross-subsidise the construction of affordable
and social homes. Here, local authorities act

as property developers to maximise the value

of public assets.'*® However, recent research
commissioned by the Public Interest Law Centre
and focusing on the housing emergency in London
highlights that the financial viability pressures
associated with this self-financing approach can
have negative consequences for the amount,
quality and cost of social housing.**°

There are, nevertheless, positive examples of

the use of local housing companies to address

the lack of social homes in cities. In Salford,

the council’s local housing company Dérive was
established in 2017 to increase the number of
affordable homes in the city by capturing uplifts

in value on public land. Dérive is funded by grants
from the city government that come from the
significantly higher S106 contributions required
from developers than have been obtained in
Manchester, and will be paid off through the rental
revenue generated through cross-subsidisation.?®
As Purcell and Ward observe, the approach to land
value capture being taken in Salford represents a
more redistributive form of local governance.?*

Investing public land into partnerships as a means
to increase revenues and deliver social housing
necessitates a change in approach to public land
disposal to prioritise the use of this land for social

housing rather than to obtain the highest price.?*?
London provides an example of an alternative
approach of applying a more ambitious on-site
social housing policy to public land: since 2017,2%
a threshold has been initially set at 50% (compared
to the usual 30%) of low-cost rented homes, either
social rent or London Affordable rent, where there
is no portfolio agreement with the Mayor. Lloyds
Banking Group suggests that as an alternative to
investing public land for free into land assembly
vehicles, it can also be invested as equity for a
long-term financial return.? It finds that just 1% of
the land owned by local government could provide
the equivalent of £2 billion in patient equity, an
amount required to unlock 100,000 additional
social homes.

Better use of public land disposal for long-term
public benefit can also enable the donation or

sale of land to self-builders and community land
trusts at a discount. Community Land Trusts

act as a land value capture mechanism for
community purposes, maintaining affordability

by placing legal restrictions on the future resale

of land and buildings that are held in trust for

the community.2® Marklake Court in London is

a community-led development of 27 social rent
homes built on a site containing 12 unused garages
in 2018. The Leathermarket Joint Management
Board, set up by elected state residents,
established a Community Benefit Society that used
Community Land Trust rules to bring forward social
homes on public land.?°® The land was transferred
to the Community Benefit Society on a long lease,
allowing the community to lead the project and
manage the completed housing while Southwark
Council retained the freehold.?’

4.2.3. Public-led land assembly

Public-led land assembly is an alternative to

the current model of public land disposal that
can increase social housing delivery.?®® Land
assembly involves forming a single site from a
number of separate parcels, which might not

all be under the same ownership.?*® There are
multiple recommendations for the use of public-
owned development corporations to strategically
assemble undeveloped or derelict land, which
can then be rezoned for residential or commercial
use.?’ This rezoning would create an uplift in
land value that can be borrowed against to fund



infrastructure investment, which will produce
a further uplift in land value. Investment in
infrastructure can be used to produce serviced
plots to be released for the construction of
affordable and social housing.?!!

For land assembly to provide an effective means
for capturing public land value, there will need
to be a political commitment to giving planning
authorities stronger powers of zoning to direct
what land is used for, as is the case in Germany
and the Netherlands.?*? In the Netherlands,
municipal governments are responsible for
producing a zoning plan every 10 years in which
parcels can be zoned specifically for social
housing,?'® or the allowable density for parcels
owned by housing associations can be increased.?*
In Rotterdam, the municipal zoning plan specifies
the appropriate price level for new housing in
each neighbourhood, and mandates 20% social
housing across the city.?** Zoning land for social
housing exerts a downward pressure on its
market value and lowers the total development
cost, ¢ effectively constituting a discount for
developments that provide social homes.

A 2020 report from the Housing Communities and
Local Government Committee (HCLGC) highlights
the role that Homes England could play in
acquiring, assembling and unlocking land for social
housing delivery if given additional funding.?!’
The New Economics Foundation outlines how

a Public Land and Housing Corporation could
provide a potential vehicle, coordinated nationally
but delivered at a regional level, to strategically
assemble public and private land for developing
social housing.?*® This corporation could directly
develop large urban extensions and new towns
with a target level of social housing, in line with
the Labour government’s current plans to begin
12 new towns in England by the next election,

led by regional development corporations.?*®
Strengthened CPO powers, as discussed above,
are necessary for a public corporation to purchase
private land at use value to deliver social homes
in the public interest as part of the land assembly
process.

There are examples from other countries of how
public corporations use land to increase the supply
of affordable housing.
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In the Austrian city of Vienna, the City Council
has supported new social housing delivery
since 1984 through the provision of land, using
the Land Procurement and Urban Renewal
Fund - or Wohnfond - which operates as a non-
profit, financially independent land banking
and development organisation that prepares
sites for social housing development.??°

Vienna has also introduced compulsory tender
procedures and mandatory development
competitions for developments larger than 200
units as a way to reduce construction costs.?*

In the French city of Montpelier, a
development company called SERM is co-
owned by the municipality and the state
investment bank.??? Through public-led land
assembly in a series of priority development
areas, or ZACs (Zones d’Amenagement
Concerte), SERM has been able to use

the uplift in land values to support high,

and sometimes higher than the national
requirement, proportions of social housing.??

Singapore’s large-scale public housing
programme??* has given the majority

of the population access to affordable
homeownership. The Land Acquisition Act
(1966) gave the government powers to acquire
land for public use at its existing use value.
Around 90% of land in Singapore is now
publicly owned, compared to around 30% in
1949. Public land is allocated to the statutory
board responsible for public housing, the
Housing and Development Board, which acts
as a private developer?® and has built over

1 million high-rise flats. Singapore’s national
planning authority, the Urban Redevelopment
Authority, manages land sales in the form of
long-term leases for residential, commercial
and industrial development.??* Competitive
land auctions are used to lease land to public
and private developers for a limited time
period and for specified uses.??’ The large-scale
delivery of public housing delivery in Singapore
has therefore been essentially subsidised
through the acquisition of land at low costs
and its subsequent leasing.??®



4 3. Reusing existing buildings

The existing stock of housing can be better utilised
to address the shortage of social rent homes, the
poor state of homes in the private rented sector,
the large number of long-term empty homes
across the country, the challenges associated with
retrofitting and the specific problems of under-
and over-occupancy in all sectors.

4.3.1. Converting long-term empty
and non-decent homes

Historically, the acquisition of existing properties
by local authorities and housing associations
played an important role in meeting housing need
in England, averaging around 10,000 a year in

the 1990s.%2° Acquisitions can be a cost-effective
way to increase the supply of social rent homes
that avoids the challenges associated with land
acquisitions and developer contributions, and

will be most effective in low demand areas with
higher numbers of empty homes.?*° However, it is
now an underused tool, with levels of acquisitions
dropping below 1,500 a year over the last
decade.?®!

With higher interest rates, increases in rent
arrears, and higher housing standards pushing
private landlords to sell their properties,?* social
housing providers have the opportunity to acquire
and convert this stock into social rented homes.
Long-term empty homes also feed into the housing
crisis by decreasing the available supply of homes
and pushing up rents.?* Across England there

are 265,061 homes that have been empty for six
months or longer (Oct 2024), 1,700 of which are

in Manchester.** England has one of the oldest
housing stocks in Europe, creating the prospect
for an increasing number of below standard
homes in the PRS to be left empty.?> Retrofitting
these homes back into use as social rent will

both help to tackle the human and financial costs
of lengthening waiting lists and the temporary
accommodation crisis, and will directly address
the cost of living crisis through lowering household
bills.23¢

In 2020, the Affordable Housing Commission
recommended the use of a National Housing
Conversion Fund to make grant funding available
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for social landlords and community-led housing
organisations to acquire and convert homes to
social rent.?’” This could work in addition to the
existing AHP budget?®® or as part of it, as was

the case in the AHP 2011-2015. A policy report
published by the Fabian Society in 2023 suggests
that £15 billion of government funding over 10
years could support the acquisition of around
500,000 private rented properties by social
housing providers, focusing on properties that
are long-term empty or below the DHS.%° This
investment would more than pay for itself given
the poor quality of England’s housing stock, which
a BRE report estimates is costing the NHS £1.4
billion a year.?%°

It should be a requirement that council tax
premiums charged on empty and second homes
are ringfenced to fund the acquisition and
conversion of homes for social rent by social
landlords and community housing organisations.?*
North Yorkshire Council have approved a 100%
council tax second home premium, which will

be used to direct an extra £1 million towards
affordable housing that community-led housing
organisations can bid for a share of.*> The JRF
also highlights that the high borrowing costs for
community institutions can be overcome if central
government works with social lenders to provide a
lower-cost form of borrowing.2*

The government should also reinstate the Empty
Homes Community Grants Programme. In Vienna,
private landlords can access public assistance for
refurbishment on the condition that they charge
social rents for 15 years, a practice referred to

as ‘gentle urban renewal’.?** Exempting those
selling long-term empty homes to a social housing
provider from Capital Gains Tax is another possible
incentive for private landlords to voluntarily sell
their properties,?*> as would further increases in
the council tax premiums that can be charged on
long-term empty homes.?*¢ Where owners of long-
term empty homes refuse to sell, strengthened
CPO powers will provide local authorities with an
important tool. In addition to incentivising the sale
of properties through tax exemptions, reducing

or removing the VAT from refurbishments and
energy-efficiency improvements can also support
an acquisitions strategy by lowering the costs of
acquisitions and conversions for social housing
providers.?



To address the shortage of homes of the right
size, grants should be provided for extensions
and de-conversions to facilitate the rightsizing

of over-occupied households. Finance should be
provided for local authorities to buy back family-
sized properties sold through RTB, and to support
households with the process and cost of moving.
Rightsizing is only a viable strategy if LHA rates
allow overcrowded households to move to larger
properties and there is an investment in building
larger social rented homes and specialist homes
for older people in the right places in the long-
term.

4.3.2. Commercial to residential
conversion

The relaxation on planning controls in 2013

made it easier for developers to use Permitted
Development Rights (PDR) that do not require
developers to obtain planning permission to
convert commercial properties such as offices into
homes.?*® Savills reports that office conversions
delivered an additional 73,575 homes between
2015 and the summer of 2022.2*° Although
concerns have been raised about the standard of
homes completed using PDR, as well as the lack of
S$106 contributions for social housing as developers
were freed from this obligation,?° commercial to
residential conversion remains a potential avenue
through which to increase the supply of social
housing. To maximise the benefit of this approach
to increasing social housing provision, the need

to deliver more homes must be balanced with the
need to provide high quality homes in the places
where residents want to live, can afford, and can
access necessary community infrastructure.?! The
Chartered institute of Housing sets out three key
areas that must be addressed if PDR conversions
are to play a role in addressing the housing crisis:
PDR standards must be strengthened to ensure
developments are of high quality; Local authorities
must be able to give greater direction over where
conversions take place; and Conversions should
be required to contribute to affordable housing.??
Without the introduction of mechanisms to ensure
that housing created through PDR are subject to
social housing requirements, there is a risk that
commercial to residential conversions will feed
into rather than address the housing crisis.
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4.4. Innovating finance

The government must support the development of
alternative capital and revenue funding sources for
social rent housing as well as reforming existing tax
and financial rules. This can provide new sources
of capital funding for the delivery of social housing
and other public infrastructure, incentivise the

use of land for social housing, and make the local
property tax system fairer by shifting the burden to
those with greater asset wealth.

4.4.1. Closing viability loopholes in
the planning system

At present, a key funding source for social rent
housing involves Section 106 contributions from
developers to ensure developments benefit local
communities. However, developers can apply for
exemptions to their Section 106 obligations if a
financial viability assessment shows profitability
will be impacted. This accounting process is
heavily skewed in favour of developers. It is
essential to fully close the financial viability
loophole in national planning guidance. A national
requirement for developer contributions should be
used to set a non-negotiable minimum.

4 .4.2. Land value tax

The introduction of a land value tax (LVT) is a
possible route for unlocking cheaper land for
social housing delivery. LVT does not take into
account the property built on the land, meaning
that landowners are not disincentivised from
making any improvements. A fixed LVT, or a land
value increment tax, can therefore capture any
increase in land values resulting from public
infrastructure investment or the granting of
planning permission for community benefit.>** In
2018, the Centre for Progressive Policy estimated
that if the post-tax windfall for landowners and
other stakeholders that comes from being granted
planning permission was redirected to help fund
infrastructure investment and affordable housing,
up to an additional £214 billion could be made
available over the following 20 years, with the
potential to fund around 100,000 affordable
housing units per year.?*



4.4.3. Reform property taxes

Capturing land value through reform to property
taxes is another option available to increase
funding for social housing. Research from Shelter,
The Fabian Society, and The Social Market
Foundation points to the inadequacy of the council
tax and stamp duty land tax (SDLT) systems in
England.?® Council tax rates are calculated based
on property values from April 1991, which have
been sorted into eight bands. The way the system
has been constructed means that higher value
properties are charged a smaller percentage of
their value than lower value properties, placing a
larger burden on lower-income households.

Redesigning a fairer property tax system is a
possible avenue to increase the funding available
for social housing delivery.?*® Shelter proposes

the model of Proportional Property Taxes (PPT),
which would replace council tax and SDLT with

a progressive levy on the cost of property.>” A
report from the Social Market Foundation suggests
that replacing council tax with a new system of
this type would require a more regular valuation
system to re-value properties every three years,
based on its average value over that period.*® This
would stabilise the income that councils receive
and ensure that residents are not charged based
on temporary increases in their home’s value.?*® In
addition to shifting the tax burden from occupiers
to owners in line with countries such as Australia,
Canada, Ireland and New Zealand,*®° a proportion
of the PPT proceeds could be ringfenced to raise
revenue for social home delivery.?*

Changes to property taxes can also be used

to ensure that housing is brought forward
expeditiously once planning permission has

been granted, which is not guaranteed within
the current planning system. Shelter suggests
that reframing planning permissions as ‘planning
contracts’ can enable local authorities to levy
council tax on unbuilt sites in proportion with the
number of unbuilt homes for which permission
has been granted on that site.?®> PPT could also
be used for the same purpose if implemented.?®3
The Local Government Association (LGA) has also
supported the introduction of powers to support
local authorities in charging 100% council tax
once a site’s planning permission has expired.?* In
addition to discouraging speculation, this holding
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cost is a potential source of additional revenue for
delivering social homes.

4.4 .4. Increased tax on international
residential investment and multiple
homes

Increasing the taxes designed to discourage the
speculative practices that undermine access to
the housing ladder for many in the UK is an option
for increasing social housing delivery in lieu of a
complete reform of the property tax system as
discussed above. More specifically, increasing the
stamp duty surcharge on international residential
property purchases and the purchase of multiple
homes could raise significant revenue.
International investment in residential property
has been steadily increasing in England, with

the number of UK properties owned by non-UK
residents tripling between January 2010 and
August 2021.25 In Manchester, international
investment is particularly evident in the expanding
Build-to-Rent (BTR) sector, where homes are
constructed specifically for private rent.

There are useful examples from countries such as
Singapore, Canada, Ireland and Australia showing
that increased taxes on international residential
investment could provide a source of revenue

that could be used to tackle the housing crisis by
increasing social housing supply. The property tax
for non-residents was doubled to 60% in Singapore
in 2023 and in Canada, non-residents must pay

a 25% tax in Ontario and a 20% tax in British
Colombia. Currently, there is a 2% stamp duty
surcharge on residential properties in England and
Northern Ireland bought by non-UK residents.2®
The Labour party’s commitment to raising the SDLT
paid by non-UK residents to “reduce speculative
pressures in places like London and Manchester”2¢’
has been followed by a 1% increase to a 3% stamp
duty surcharge. This is welcome, but there is

scope to further raise this surcharge to increase
the revenue available for social housing delivery.

A Social Market Foundation report estimates that
a 25% tax based on the value of purchases made
by non-UK residents would bring in an additional
£855 million.2®®

In the 2021 to 2022 English Housing Survey,
2.1 million households reported having at least
one second property, 60% of which were in the



UK.2% There is a stamp duty surcharge incurred

by owners of multiple homes that has recently
increased from 3% to 5%. The NHF has suggested
that this 2% increase in stamp duty on multiple
homes may be enough to deter wealthy investors
who view properties in cities such as London and
Manchester as desirable long-term investments.?”°
However, there is evidence to suggest that
further increasing the surcharge would also raise
significant revenue that could be directed towards
social home delivery.

The New Economics Foundation recommends that
both stamp duty surcharges for non-UK resident
residential investors and multiple homeowners
should at least be doubled with the potential to
more than treble government expenditure on
social and affordable house building, equivalent to
grant funding for an additional 18,600-31,100 new
social homes.?"*

4.4.5. Housing and Regeneration Tax
Credit

Tax incentives offer a financing option that has
scope to complement the existing AHP and
encourage private sector investment in social
housing in the UK. An investment credit such as
the Lower Income Housing Tax Credit (LIHTC) used
to provide affordable housing in the US provides a
useful model. This system works by providing tax
credits, or tax ‘breaks’, to large scale investors or
‘sponsors’ in return for the provision of additional
affordable housing.?’? The LIHTC is regarded as a
successful policy for developing subsidised rental
housing in the US, maintaining political support in
the long-term and contributing to the construction
or refurbishment of at least 2.5 million affordable
homes since its introduction in 1986.

In the US system, Congress sets the national tax
credit limit and allocates the tax credits to every
State according to its population.?’® Tax credits

are provided to housing developers with eligible
affordable rented housing projects, who can

then sell them to investors in return for equity
finance,?’* creating a market in tax credits.?”> The
competitive bidding process for credits determines
the rate at which they are purchased, with a
higher LIHTC corresponding with a greater amount
of equity investments raised.?’® The credits that
can be claimed for each project are limited to
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expenditure that falls within the qualifying base,
which excludes the cost of land and other indirect
costs.?”” LIHTC investment therefore tends to
cover around 50-60% of total project costs, leaving
the remaining 40-50% to be covered through

a combination of hard and soft loans.?”® This
financial structure reduces the dependency on
rents for the repayment of loans.

Developers can use the funds received from
investors and loans to construct or refurbish
units, the rents of which have to be set at
affordable levels and let to tenants below the
income threshold for at least 30 years after the
project is completed.?”® This is divided into a 15
year ‘compliance period’ followed by a 15 year
‘extended use period’.?® Credits can be claimed
in equal amounts every year for 10 years once
the housing is made available to tenants. Should
a developer fail to meet regulations in the
‘compliance period’, the credits can be revoked to
varying degrees.

While extensive institutional change would be
required to implement such a system in the UK,
adapting the LIHTC system to the UK context

can build on the lessons learned from the US
experience to overcome some of the financing
barriers to increasing the supply of social housing.
The Housing and Regeneration Tax (HART) credit
was designed by a UK housing association and a US
housing consultancy in the early 2000s; although
never implemented, the HART credit was endorsed
by the NHF.?#1 The HART credit system would
function similarly to the LIHTC in practice, offering
a pound-to-pound reduction in taxes payable to
investors in social housing.?®?

The key benefits of using an incentive tax to
increase the supply of social housing would be
closing the funding gaps in construction costs

and rent levels without upfront costs to the
government whilst transferring risk of non-
completion to the private sector. The pay-for-
performance structure and option for clawback of
credits also act to ensure that the private sector
will enforce compliance.



4.4.6. Leaseback agreements and
REITs

Sale and leaseback agreements in the social
housing sector generally involve investors
purchasing a number of properties and leasing
them to housing associations for 30 to 50 years, at
which point the assets are returned to the housing
association for a repurchase fee.?®® While the
institutional investor receives an income during
the lease period, this tends to not be linked to

the rental income that the housing association is
receiving from the properties.?®* For investors who
don’t want to directly buy and manage properties,
a Real Estate Investment Trust (REITs) is a company
that owns and manages properties for them. Social
REITs operate as a form of leaseback model in
which housing associations can generate a capital
sum by selling assets, or properties, into the trust
and potentially continue to manage the properties
through a management contract that provides
additional revenue.?® These funding models offer
housing associations a capital-light option to
generate significant additional funds. For investors,
the housing benefit that underpins inflation-linked
social rental streams is seen as reducing the risk

of non-payment.®® Another attractive element

of REITs for investors is potential exemption from
corporation tax on the profits made from their
rental properties.

The shortfalls of leaseback models have been put
into stark focus by the considerable challenges
faced by Home REIT, which has been active since
2020 and specialises in accommodation for

people experiencing homelessness. Several of the
REIT’s social housing provider clients have gone
bankrupt, and the trust has fallen into significant
debt after struggling to collect rent for its
properties, which span over 100 local authorities
and 10,000 residents. This case accompanies other
reports of poor service delivery and failure to meet
regulatory standards within properties leased

by REITs. It is therefore necessary to seriously
consider whether the financial gains that can be
made through leaseback models outweigh the
sizable risks shifted onto social housing providers

and indirectly passed on to social housing tenants.
287
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4.4.7. Renewable energy as revenue
stream

The installation of renewable energy systems in
social homes not only helps social landlords to
address fuel poverty but provides a potential
source of revenue to reduce some of the financial
pressures they are under. The Feed-In-Tariff

(FIT) scheme was launched in the UK 2010 to
promote the use of renewable energy. The FIT
scheme worked by providing an on-going payment
to those who installed a range of renewable
energy systems, including photovoltaic systems,
also known as solar panels.?® The take-up of

the scheme was so high that the government
significantly reduced the value of the tariff in 2016
and introduced a mechanism to further reduce
the payments over time,?® before closing the
scheme to new entrants in 2019. The reduction

in subsidy had a significant impact on both lower-
income households and social housing providers.
The FIT scheme was replaced by the Smart Export
Guarantee (SEG) in 2020, with payments now
coming from energy suppliers rather than the
government. This has resulted in significantly
lower payments, with energy suppliers paying 13%
of the value gained by using solar power in 2024
compared to 33% paid to solar panel owners at the
end of the FIT scheme in 2019.2%° A report from the
Resolution Foundation shows that since FITs were
cut, solar panel installations have become more
concentrated in higher-income areas.?** However,
the government’s target to fit solar panels on all
new-build homes in England by 2027 presents an
opportunity to maximise the benefits of renewable
energy for lower-income households and social
landlords.

Although not designed specifically for the social
housing sector, the FIT scheme created a source
of guaranteed financial revenue for around

25 years, enabling social landlords to create

a financially viable scheme and/or reinvest
revenue into improving other stock.?*> The
Resolution Foundation’s recommendation that
the government consider a means-tested scheme
for subsidising the cost of borrowing for the
installation of solar panels, as well as ways to
prevent the low export rates for some consumers
under the SEG,*? could be a means to support
social housing providers.



As the price of battery technologies have begun
to decline,®* combining battery storage with
solar panels has emerged as a possible model for
social landlords to generate a source of income
that can be used to cross-subsidise retrofit work,
overcoming the challenge created by the loss

of the FIT scheme. Analysis from Buro Happold
and THFC demonstrates the financial benefits to
tenants when batteries are used in combination
with solar panels, alleviating fuel poverty by
significantly reducing energy costs.?*® A battery
storage system can store solar energy when
generation is high and release this energy for use
when generation is low and demand is high.?®
Energy suppliers can also pay tenants to export
energy stored in their batteries to the grid during
times of high demand. This system can therefore
offer benefits to social housing providers, tenants,
and the environment. A £2 million pilot project
running between 2019-2021% from HA Together
Housing combined solar and battery systems on
a variety of property types in East Lancashire and
provided tenants with an opportunity to access
Time-of-Use tariffs, providing a useful example
of how renewable energy sources can be used to
create revenue sources whilst offering tenants
energy savings.

Aggregating the excess energy from properties
with battery storage into a ‘virtual power plant’
allows these properties to function as a single

unit to help to balance the grid.?®® A £13.8 million
project® called Homes as Energy Systems (HAES)
has trialled the use of a virtual power plant
comprising over 1,000 properties in Greater
Manchester.3® The ‘virtual power plant’ software
platform, provided by a project partner, aggregates
the returns from residential solar, battery and

heat pump technology across the properties, with
greater revenue being generated by the virtual
power plant when properties are more energy
efficient.?® The virtual power plant model allows
social housing providers to benefit from economies
of scale that create greater income potential.
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4.5. Invest in an alternative
supply chain

Social housing delivery is hampered by multiple
supply-side barriers (e.g. labour, materials, land),
and over-reliance on private developers and
building firms, slowing and minimising supply.
Under the current system, private developers
acquire land and build homes on a speculative
model.?°? A report from Shelter underscores that
private developers must “slow build-out and
drip-feed the market” to sell homes at a premium
price and realise a profit after land and build
costs.?® The result of speculative development

is that housebuilding fails to address housing
need.*** To address these issues, the government
must invest in creating a diversified public-social
housing supply chain, decoupled from private
development.

A HCLGC report published in 2020 highlights

that local authority planning departments lack
the necessary resources and skills to build at

the scale they have in the past.3® A key area
where government support is needed involves
upskilling: local authorities, non-developing HAs
and community housing organisations must be
equipped with skills, resources and capacity to
initiate, manage and deliver new schemes of
sustainable homes for social rent. This could build
on the Four Million Homes*% and Community
Land Trust Network®**” approaches, but must be
adequately supported through significant increases
in funding to be delivered at scale.

It is also important to develop new approaches

to delivery, including through investing resources
to enable the development of public-common
partnerships3® in which local authorities, HAs and
community housing organisations agglomerate and
procure together to generate economies of scale.
This might involve, for example, placing land in a
Community Land Trust that acts as a partner in any
development taking place within the defined area.
It could also involve the deployment of public land
through a joint venture between local authorities
and HAs to maximise social housing delivery, with
the public sector maintaining the freehold on

this land whilst drawing on the skills and capacity
within the HA sector.3®



Nationally, it is necessary to develop and

promote a clear strategy to support construction
innovations, most notably Modern Methods of
Construction (MMC), which has been widely
recommended to address supply chain issues,
speed up the delivery of high-quality sustainable
social homes and provide economic and
educational opportunities for workers in the
construction industry.2® MMC refers to the off-site
construction of homes, or significant elements of
homes, in factories.?!! The Chartered Institute of
Housing highlights that MMC has the potential to
make a significant contribution to housebuilding
targets and generate economic growth across

the UK.3*2 However, government support, such as
dedicating an increased proportion of the AHP to
MMOC, is needed for MMC to overcome current
barriers to growth.3!* Additionally, prioritising local
sourcing of construction materials would not only
encourage local employment, but also help move
towards the decarbonisation of supply chains.

Construction and supply chain barriers would also
benefit from a clear procurement process. An
important step would be implementing Shelter/
Arup’s proposals®'* for Homes England to procure
a social housing specific contractor framework

for Council direct delivery that all HAs, local
authorities and Combined Authorities can access.
This would set maximum rates for materials for
each year, ensure standard contract templates
and terms and conditions, and be open to the
SME housebuilder market. A new Social Housing
Contractor Framework through Homes England as
recommended by Shelter could provide certainty
and confidence in long term planning and could
also be used to give local authorities access to
pre-qualified suppliers whose ability to deliver high
guality homes has been confirmed, designating
them the preferred supplier in a procurement and
contracting process.’?®
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5. Conclusion and
recommendations

Addressing the overwhelming scale of social
housing need in England requires a political
commitment to delivering a new generation of
sustainable social homes. Alongside the welcome
increase in grant funding, the government also
needs to address the uncertainty caused by the
current rent-setting system, rising operational
costs, high land costs, limited borrowing capacity,
and the impact of the 2012 Housing Revenue
Account settlement on local authorities. To
address these barriers and increase the supply of
sustainable social homes in the short- and long-
term, this report recommends five key areas for
reform:

1. Boost funding

Despite some positive developments, the current
grant funding framework continues to limit social
housing providers’ ability to address the scale
and urgency of social housing need. While the
increased AHP grant funding announced in the
2025 CSR is welcome, a clear target must be set
for the proportion of this funding that will be
allocated specifically to social housing delivery.
Scaling up social rent housing supply requires a
fundamental rethink of the funding landscape for
social landlords. This includes several elements:
the level of central government grant, as well

as the rules around it; access to low-cost public
borrowing and longer term repayment plans; and
a new approach to setting social rent increases.
Any inflation-linked rent increases must include
corresponding financial protections for tenants to
avoid pushing households into rent arrears and
homelessness. As part of this, the benefit cap and
‘bedroom tax’ must be abolished immediately.

2. Unlock land

High land values remain a major barrier to
increasing social housing delivery. Historically,
government intervention to reduce the cost of land
has been key to major social housing programmes
worldwide. Today, such intervention should
include: establishing dedicated public corporations
for land assembly for social housing; updating
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legislation that governs public land acquisition

and disposal; and launching city-regional land
commissions to coordinate public land use. City-
regional land commissions can map public land
assets and coordinate their use to maximise social,
environmental and economic benefits, including
social housing delivery.

To address the ‘hope value’ that drives up the cost
of land higher than is viable for local authorities
seeking to build housing for social rent, new
legislation is needed that further specifies the
conditions under which local authorities and other
public bodies can undertake compulsory purchase
without paying hope value. Changes to legislation
should include a revision of the definition of
‘public interest’ to include land for social housing
construction that will reduce homelessness and
the number of people on local authority waiting
lists for social rent housing. The legislation on

land disposal should also be modernised to give
local authorities and other public bodies explicit
consent to use public land to subsidise social
housing delivery. This might include granting land
at no cost or as patient equity to a social housing
provider or community land trust.

3. Reuse existing buildings

Historically, the acquisition and conversion

of existing properties has made a significant
contribution to social housing stock in addition to
‘new build’. Today, better use should be made of
existing residential and commercial buildings to
deliver social rent homes at pace.

The existing stock of housing can be better utilised
to address the shortage of social rent homes, the
poor state of homes in the private rented sector,
the large number of long-term empty homes
across the country, the challenges associated with
retrofitting, and the specific problems of under-
and over-occupancy in all sectors. The conversion
of commercial properties such as offices into
social rented homes is another avenue that can
be explored through the creation of a Property
Conversion Commission, which can ensure that
converted homes meet building safety and decent
homes standards.

Owners of long-term empty and non-decent
homes should be incentivised to refurbish and
convert their homes to social rent, such as through



the National Housing Conversion Fund. Grants
should also be provided for extensions and de-
conversions to facilitate the rightsizing of over-
occupied households, as well as finance for local
authorities to buy back properties sold through
RTB and support households with the process and
cost of moving.

To lower the costs of acquisitions and

conversions for social housing providers, the

VAT from refurbishments and energy efficiency
improvements that will result in an increase in the
supply of sustainable social homes should be fully
reduced. The council tax premiums charged on
long-term empty and second homes should also
be used to fund the acquisition and conversion of
homes to social rent.

4. Financial innovation

Innovative solutions should be pursued to provide
new sources of capital funding for the delivery

of social housing and other public infrastructure,
incentivise the use of land for social housing, close
the financial viability loophole in national planning
guidance, and make the local property tax system
fairer by shifting the burden to those with greater
asset wealth.

Options to provide new sources of capital funding
include changes to the tax system that enable local
authorities to levy council tax on unbuilt sites,
replacing council tax and SDLT with a progressive
levy on the cost of property, increasing the

stamp duty surcharge on international residential
property purchases and the purchase of second
homes, and introducing a system that provides tax
credits - or tax incentives - to large scale investors
in return for the provision of additional affordable
housing.

By reinstating the FIT scheme, revenue can be
generated from existing social rent housing stock,
enabling social landlords to generate additional
income whilst addressing fuel poverty through
cheaper energy bills for tenants. Public investment
to support the use of a ‘virtual power plant’ model
in existing social housing stock is another option
that will enable social housing providers to benefit
from economies of scale that create greater
income potential.
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To incentivise the use of land for social housing,
ambitious changes to the way in which land
value is treated should also be pursued. Options
include the introduction of a land value tax, or
land value increment tax, to capture any increase
in land value resulting from public infrastructure
investment or the granting of planning permission.
Vesting land in Community Land Trusts is another
way to ensure that any uplift in the value of

land can be reinvested in social housig and local
community well-being.

5. Transform supply chains

Social housing delivery is hampered by multiple
supply-side barriers (e.g. labour, materials, land),
and over-reliance on private developers and
building firms, slowing and minimising supply. To
unblock existing capacity barriers and reduce the
cost of construction and retrofit, investment in an
alternative social housing supply chain decoupled
from private development is needed.

A key area where support is needed involves
upskilling: local authorities, non-developing HAs
and community housing organisations must be
equipped with skills, resources and capacity to
initiate, manage and deliver new schemes of
sustainable homes for social rent. This could build
on the Four Million Homes3'® and Community

Land Trust Network3'” approaches but must be
adequately supported through significant increases
in funding to be delivered at scale.

It is also important to develop new approaches to
delivery, including through investing

resources to enable the development of public-
common partnerships in which local authorities,
HAs and community housing organisations
agglomerate and procure together to generate
economies of scale.

Finally, construction and supply chain barriers
would benefit from a clear procurement process.
The government should mandate rules for
procurement for social housing construction, such
as rules around preferred suppliers, prioritising
local sourcing of construction materials, boosting
local employment and creating social value.



Financing social housing for the
21st century

The policy directions outlined in this brief provide
a clear route forward for financing sustainable
homes for social rent in England. Some of these
policies require national government intervention,
but others can be implemented by councils and
local authorities, including in Manchester.

The right to safe and sustainable housing, denied
to too many people, can be restored through bold
and ambitious government action to finance and
deliver social housing fit for the 21st century. A
robust social housing policy regime as outlined
here will provide clear benefits that far outweigh
the costs of implementation. The Manchester
Social Housing Commission endorses the adoption
of these policies as a matter of urgency.
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