Funding the ‘Fourth Option’
Ministers talk up the complications of housing finance to avoid and delay reaching a settlement to the long running dispute over providing the ‘Fourth Option’. The HRA (Housing Revenue Account) subsidy system takes ‘negative subsidy’ from the majority of councils, and gives some positive subsidy to a few. But this should not distract attention from the fact that nationally we are all being robbed. Tear away the mystique and the principles are simple. All the money generated by tenants rents and capital receipts should be ring-fenced for the running costs of existing and to build new council housing. Council housing can no longer be treated as a Treasury cash cow.

GOVERNMENT ROBS COUNCIL HOUSING

Government starves council housing of funds in two ways. Firstly, they rob our rents and capital receipts. From 1990 to 2003 £13 billion was siphoned out of council tenants’ rents to subsidise other government spending: a deeply unjust system known as ‘Daylight Robbery’. Campaign pressure forced reform and an increase in resources through the Major Repairs Allowance (MRA). But the robbery continues. That’s why we’re demanding that all our rents are ring-fenced nationally to be spent on the running costs of our homes.
How Government Robs Our Rents

In 2008/09 each tenant will pay £3,120 per home in rent (£6.1 billion nationally) but only receive £2,391 per home (£4.7 billion national total) back in services. Government lets councils keep just £1,720 per home (£3.4 billion) for management and maintenance and £671 (£1.3 billion) for major repairs. Nationally, this means the government will rob tenants to the tune of £1.4 billion this year, and it’s increasing. (Figures from DCLG subsidy determination 2008/09) 

Government Robbery of Capital Receipts

•”Receipts from the Right-to-Buy sales of council housing that have yielded around £45 billion – only a quarter has been recycled into improving public housing.” (Joseph Rowntree Foundation 01/12/05) 
• Stock transfer has produced £6.08 billion ‘Total Transfer Price’ – money which comes from council housing and should have been reinvested in council housing. (UK Housing Review 2006/2007

Second, having robbed our rents they then offer them back to us – with strings attached. Billions of pounds in public money is poured in to subsidise transfer. If councils privatise their homes a valuation is worked out based on   tenants getting higher standards of repairs and improvements than under the maintenance and MRA allowances.

If the valuation is positive then it goes towards paying off housing debt – but any ‘overhanging’ debt is written off by government; and in many cases (where the valuation is negative) millions of pounds of dowry payments or ‘gap funding’ is poured in as well. Councils retaining their stock or where   tenants vote no to transfer are denied these subsidies – there is no level playing field between council housing and privatisation. It’s financially  unjustifiable and morally wrong.

REPORT ADMITS THE ROBBERY

Under pressure to sort out housing finance, government in June 2006 launched a ‘self financing’ pilot involving six local authorities. The results have just been published: ‘Self-financing of council housing services: Summary of findings of a modelling exercise’ (Department of Communities and Local Government, March 2008).

The councils modelled figures based on the existing subsidy system, and exposed its weaknesses and injustice. 

Even councils presently receiving net subsidy will soon be in negative subsidy. For example Hounslow, a London borough, will be in negative subsidy by 2010/11. The amount which each council tenant will be paying to the government in 30 years time will range up to £4000+ a year for the majority.

The report is damning evidence that current allowances are set well below the minimum investment need identified by stock condition surveys – and far short of the aspirational standards used to calculate stock transfer valuations.

“The work has also demonstrated…anticipated levels of future subsidy … are not sufficient to maintain a sustainable level of housing services within the HRA subsidy system.” The report identifies that current allowances “undercuts basic in- vestment needs by 43 per cent over 30 years” (Inside Finance, March 2008).

In December 2007 Ministers finally admitted that because rents are rising higher than expenditure tenants will have to pay a tax of £180 million to the Treasury in 2008/09. This is set to increase significantly, reaching nearly a billion per annum by 2022. (Parliamentary Answer, 18 December 2007)

This is on top of the more than £1 billion each year which government has already been taking from council Housing Revenue Accounts. Ministers claim that this is used to support historic debt. But since council tenants neither own the asset or control capital receipts from the sale of council housing we should not be responsible for servicing the debt. So government will soon be robbing tenants to the tune of £2 billion per year – and rising.

HOUSING FINANCE REVIEW – AN OPPORTUNITY AND A THREAT

In December 2007, anticipating the criticisms which would be levelled at the Housing Revenue Account subsidy system following the self-financing report, government announced a wide-ranging review of the system. The review is due to report in June 2009 – not soon enough for tenants – but it is an opportunity for real change which we need to use as a focus for campaigning.

We mustn’t let the government use the review to come up with another strategy designed to fragment the system, reduce our collective bargaining power, and drive councils towards a new ‘business’ model that sees them behave more like private companies, while conceding little to relieve the financial pressures on council housing.

DANGERS OF OPT-OUT

‘Opting out’ or self-financing is the latest attempt by government to try and fragment the campaign for direct investment.

Council housing needs more resources. But breaking up the national housing

system involves serious risks for tenants. The present national subsidy system means that if interest rates or inflation change government bears the risks and councils are protected. As the report makes clear, councils becoming ‘self-financing’ would be expected to become much more commercial, through ‘efficiencies’ (read ‘cuts’), private finance, building houses for outright sale to generate income for improvements.

The financial risks are considerable. The council would take on a huge debt to buy itself out of the subsidy system, and depend on private lenders if things go wrong.

‘Opting out’ is another attempt to ‘separate strategy and management’, a government mantra for which they have no evidence of benefit. In reality it is a recipe for higher costs, less co-ordination, and buck-passing. Tenants want more joined-up thinking, not less!
Councils (with or without ALMOs) and their tenants can lobby collectively for better resources. In the last ten years we have won the introduction of the Major Repairs Allowance, and postponement of the deeply unpopular ‘rent convergence’ from 2012 to 2017.

The danger is that the government will dangle some kind of carrot – a payment to represent the ‘transfer of risk’ perhaps – in front of councils and tenants to get them to accept ‘opt out’, repeating the divisive strategy they used with ALMOs.

We need to ensure that the outcome of this review is not a two-tier system where extra resources are tied to self-financing or any other strings. Instead we need the principles we have been fighting for: ring-fencing and a level playing field.

All of us need a long-term sustainable future for council housing. Whether our council has retained its management or has an ALMO; whether it’s urban or rural; in positive subsidy at the moment or negative; with-debt or debt-free – we all have a strong common interest in winning the ‘Fourth Option’ and a sustainable future for council housing.

WHAT WE WANT – FUNDING THE ‘FOURTH OPTION’

The changes needed to implement the ‘fourth option’ are simple and clear. 

Ring-fence tenants’ rents 

Ring fence all the money that belongs to council housing (tenants rents, ‘right to buy’ and other capital receipts) to be used for the management, maintenance, repair and improvement of council housing and for building new council homes Council rents are set to rise via ‘rent convergence’ but “Tenants face paying an ‘extra tax’ because the council housing finance regime is likely to go billions of pounds into surplus…rental increases will dramatically outstrip the amount of money… to manage and maintain their homes” (Inside Housing, 16 November 2007).

Investment Allowance

Fund an ‘investment allowance’ as first discussed in the ODPM’s own blue skies review of housing finance (The Way Forward for Housing Capital Finance, August 2003). 

In 2004 the Local Government Association and unions put forward a proposal that ‘good’ performing councils should be able to access the extra money available to ALMOs direct. This would not cost a penny more in either cash or borrowing terms than ALMOs.

The Labour Housing Group proposed a “Retained Management Option” ringfencing the extra money raised through rent convergence. In 2006 they identified an additional £600 million per year government takes from council tenants that could provide ‘headroom’ to support Prudential borrowing as an alternative to privatisation.
Provide a ‘level playing field’ on debt so that authorities where tenants keep the council as their landlord get debt written-off (or taken over) on the same terms as those who sell their homes

The Audit Commission report (Financing Council Housing, July 2005) described existing housing finance rules as “perverse” and argued that the current system is not equitable. The report addressed the issue of the small number of authorities with high levels of debt, recommending “giving a specific focus on solutions for those authorities that currently rely heavily on the system”. “Writing off debt owed by local authorities to central government has no effect on the financial position of the public sector as a whole, or on any of the fiscal aggregates.”(Parliamentary Question, 19 January 2006).

“Historic debt from housing spend is generally believed to be about £7,500 per property. This is already public sector debt. Much of this is funded from the Public Works Loans Board (PWLB). Yet if all authorities had opted to transfer their housing stock to a Registered Social Landlord, as encouraged by the Government, then large elements of that debt would have been picked up by the Treasury anyway. Why shouldn’t something then be done centrally about local authority housing debt?” (Ken Lee, Director of Resources, Wigan and Leigh Housing Company and Chair of CIPFA’s Local Authority Housing Panel).
Bring allowances up to the level of need

Set Management & Maintenance Allowances (M&M) and Major Repairs Allowances (MRA) at a level that supports actual costs According to the Moonlight Robbery campaign, the most authoritative analysis of what management and maintenance (M&M) allowances should be was done by the Building Research Establishment commissioned by Government. (See   www.communities.gov.uk/publications/housing/estimation.) The BRE’s findings. That gives the total shortfall of £2,250 million.

Spend our money on improvements

Respect tenants choice and stop wasting vast sums of public money on one-sided expensive PR campaigns promoting privatisation Over £70 million was spent on the set-up costs of transfers from 2005-2008 (Parliamentary answer, 10 March 2008).

Providing more council housing would save on housing benefit: “public spending on bricks and mortar subsidy for council housing [fell] from £5.6 billion in 1980/81 to just £0.2 billion in 2002/03. Over the same period of time total expenditure on housing benefit rose from £2.7 billion in 1980/81 to £8.6 billion in 2002/03” (UK Review 2005/2006).

Continual Improvement Task Force

Encourage best practice by funding a genuinely independent tenants movement in each authority and establishing a Continuous Improvement Task Force to pool expertise from different authorities around the country to help other councils improve their services. After discussions leading up to the 2004 Labour Party conference, Treasury officials endorsed the proposal for investment in council housing so long as extra public money was clearly linked to ‘good’ (two star) performance. Our suggestion of a ‘Continual Improvement Task Force’ would help authorities with less than two stars access extra investment.
