WILL RENTS RISE AFTER TRANSFER?
When councils are pushing transfer they often deliberately try to confuse fact with opinion. Some people believe that stock transfer is privatisation; some believe that it is not. Some believe that rents will rise after transfer by more than they would with the council; some do not. These are political opinions. There are facts which support both views of the matter in either case; but councils try to get away with describing their own opinions as facts and presenting facts selectively. 
Below are the facts on which we base our opinion that rents are likely to rise after transfer.

a) Only secure council tenants have the right in law to a ‘reasonable’ rent; RSLs are allowed to charge a ‘market rent’ by law and it is only government policy which currently prevents them doing so. (‘Stock Transfer, Essential Reading Before You Choose’)
b) RSL rents are higher than local authority rents (comparative information can be found on the Housing Corporation website www.rsrsurvey.co.uk) 
c) Until recently the situation regarding rents after transfer was fairly straightforward. Stock transfer landlords made time-limited ‘rent guarantees’ at the time of transfer and councils claimed that these would protect tenants. In the long term these promises were shown to be false. The National Audit Office report Improving Social Housing After Transfer shows that despite rent guarantees, rents did rise after transfer, leading to an increased housing benefit cost to the taxpayer (paragraph 3.34). See also h) below.
d) The promises made regarding rents now are no longer based on guarantees (except in Scotland) but instead on a government policy called ‘rent restructuring’ or ‘rent convergence’. In essence this says that rents for council and RSL tenants will be the same by 2012. It is to be achieved in some cases by bringing RSL rents down but in most cases by pushing council rents up. It is based on a complicated formula which includes bedroom size, valuation of the home, and average manual earnings in the area. It is further complicated by the fact that it has to be introduced gradually, bringing council rents up in a series of steps not all at once.
c) Transferred homes cost more to run than local authority homes because of the high transaction costs and the higher cost of private finance (NAO report). Of course transfer landlords have access to more resources than local authorities (they are allowed to retain all of their rents) which to some extent offsets this. But the increased management costs of supporting expanding group structures, and competitive ‘market’ salaries, coupled with the increased resources being diverted into development (and the reduction in government grant levels), along with the commercial ethos of the organisation, mean that over time there must inevitably be upward pressures on rents within RSLs which are greater than those on local authorities.
d) There are pressures on the government’s rent convergence policy from both sides. On the one hand, the punishing level of rent rises for council tenants are leading to protests from tenants and their local authorities. Rents are not just rising at unaffordable levels for tenants but are crippling councils too. This is because the extra rent is not made available to councils to spend but is taken away by the government. The net effect on councils is that they have to impose both rent rises and cuts to services. Each year when the government issues its ‘draft subsidy determination’ to councils, councils make representations to the government of just how crippling this year’s finances will be. They have succeeded in winning various concessions and forms of transitional protection. Now rent convergence has been put back five years to 2017 (letter from DCLG to Local Authorities 23/11/07).

In September 2007 the government issued a new consultation paper “Mechanism for setting Guideline Rents in Housing Revenue Account subsidy 2008-09 and 2009-10”. This paper acknowledges that the increases in rent which were being demanded under rent convergence are at punishing levels which are simply unaffordable for council tenants. The paper proposed changing the current rent convergence system so that convergence is much later than 2012, leading to much less steep rises for tenants. Most significantly, the paper acknowledged that whatever system is chosen, rent convergence will not be achieved.
On the other hand, RSLs are lobbying to be allowed to raise rents higher than the convergence formula would allow them to. Housing associations (RSLs) do not want their rent rises curtailed. They successfully lobbied when the formula was first set up to keep rent rises ½% above inflation instead of inflation only, which would have made more sense. The National Housing Federation is once again lobbying government to be able to increase rents by more than rent convergence will allow them to. See Public Finance 21/09/07

http://www.publicfinance.co.uk/news_details.cfm?News_id=31364 and

The Guardian 05/12/07

http://www.guardian.co.uk/society/2007/dec/05/guardiansocietysupplement.housing
e) There are loopholes in the rent convergence policy as it stands. Firstly, new tenants moving in after transfer are not protected by the rules on increasing rent gradually.  They can be charged at ‘target rents’ straightaway. There are examples where new tenants have been penalised: “Tenants were promised rent guarantees under the stock transfer proposals and this was a key ‘selling point’ of the entire stock transfer plan. However, since the transfer vote it has become apparent that such guarantees were in place for sitting tenants only, not potential tenants. Stock transfer, therefore, effectively involves the establishment of a two-tier rent system, with the sons and daughters of existing tenants facing the prospect of considerably higher rents than their parents in the event of them signing a new tenancy agreement” (Mooney & Poole 2005)
f) In the majority of transfer proposals, proposed tenancy agreements (the only part of the offer document which is legally enforceable by tenants) do not include a guarantee which reflects the convergence policy. They could perfectly easily (and some proposed tenancy agreements do) include a clause that rent will only go up by inflation plus 0.5% plus £2, every year until 2012. Again, in the majority of proposed tenancy agreements, service charges are not even covered by the first year’s guarantee. So, if any part of the rent is separated out and described as a service charge, that charge can be imposed over and above any limited increase.
g) The third and final loophole involves the valuation method which the landlord uses to calculate the rent formula. In the words of a Tenant Participation and Advisory Service (‘TPAS’) adviser: "changing the valuation method and therefore achieving higher 'Target rents' can [drive] a horse and carriage through the rent policy guidance and guarantee as valuation is not a fixed science... I have spoken with large Housing Associations on this issue and they clearly understand how the Jan 1999 valuation method is the loophole in the government's rent setting policy. It's the great unspoken, it is never publicly aired, let alone discussed however. They can comply with the Government guidance parameters but also achieve higher rents, sometimes much higher rents. It's not good news for Tenants." (email from Tony Bird, TPAS ITA in Brighton, to Anne Kirkham, Department of Communities and Local Government, 09/08/06)

h) Examples where rent guarantees (under the old system) have been broken:

Scottish Borders

Three years after the Scottish Borders transfer:

“Rents in Large Scale Voluntary Transfer RSLs are now running higher [4%] than the Scottish Average RSL [3.8%]. Scottish Borders [SBHA] had the highest increase of 5.5% despite a promise of inflation plus 1%....

http://www.communitiesscotland.gov.uk/stellent/groups/public/documents/webpages/cs_011553.hcsp#  Top Of Page Click on A9”
(From press release by tenant group Highlands Against Stock Transfer issued on 1st October 2006)

Basingstoke 

Investigation by a Basingstoke councillor who had sat on the board of stock transfer association Kingfisher HA shows that the comparison on rents made in the offer document doesn’t hold true 10 years later. See ‘BDBC Transfer’ by Cllr Ian Tilbury.

Hackney 

Following a partial transfer in Hackney to Canalside (a joint project between Community HA and Metropolitan HA) the landlord planned to re-designate 47 flats as key worker housing, in order to raise rents far higher than the guaranteed levels. When 2 tenant board members protested at this, they were expelled from the board. See:

http://www.insidehousing.co.uk/news/article/?id=113804 

(We also have a mass of hardcopy evidence on this including correspondence with the Housing Corporation etc)

Glasgow

When tenants transferred in Glasgow they were promised that rents would not rise by more than inflation only up to March 2008 and then by not more than inflation plus 1% from 2008 – 2011. However in March 2006 Glasgow Housing Association began consulting on a rent restructuring scheme which while keeping the overall increase within these limits is likely to mean that individual rents would rise by more than the original guarantee. See:

http://www.gha.org.uk/content/default.asp?page=s4_1&newsid=692&newstype=n1_1
