Funding the ‘Fourth Option’

The government’s arguments have been reduced down to just one. They say we can’t afford the same level of investment in publicly-owned housing that private finance brings in. 

There are three problems with this argument. Firstly it suggests that there is no public expenditure cost involved with their three privatisation options – there is. Secondly it suggests the ‘fourth option’ – direct investment in council housing - relies on massive increases in public expenditure – it doesn’t. And thirdly they are prepared to offer additional public borrowing - but only if councils set up arms length private companies. 

We demand a level playing field – all income from tenants’ rents and council housing capital receipts to be re-invested in council housing, and the same level of public funds spent subsidising transfer, PFI and ALMOs, to be available for retained council housing. 

This article makes the case for keeping a national, pooled, housing revenue account; 

and details several alternative mechanisms which would secure the future of council housing.

Level Playing Field

Government siphons off £1.5 billion a year from our rents in England, another £100 million a year in Wales and £200 million a year in Scotland. It isn’t right.

When housing is transferred to a private company that company is allowed to keep all the rents to spend on the homes, and is no longer required to support the historic debt of building them in the first place.

Government tell us there’s no money for council housing, and at the same time pour billions into subsidising its privatisation programme. By 2005-06 government had already spent £1.8 billion
 on debt write-off in England; and has allocated another £616 million for 2006-07
. In addition £67m has already been spent on ‘gap funding’
 and councils currently pushing transfer will need more than £380m just for gap funding (see table). In Scotland alone £1.7 billion
 of public money has already been spent subsidising transfer and the government is prepared to spend another £1.2 billion (see table on page …). (Figures for Wales are not yet available.)

The government is willing to wipe out debt to facilitate transfer, so why not for retention where tenants choose to remain as council tenants? There is no cost involved:

“This form of debt repayment is not in itself a cost to government in cash terms. The original borrowing – and the investment it funded – was a cost to government. But subsequent debt interest and repayments are transactions entirely within the public sector, so there is no net effect (cost or benefit) for the Exchequer or the taxpayer when the Treasury provides grant aid to allow repayment of a council’s PWLB loan debt. These are transfers within government.”  (Council housing transfers,

Auditor General for Scotland, March 2006)
The HRA Pooling System – Faults and Advantages

In England and Wales tenants’ rent money is pooled in a national system. In principle the idea that council housing should be a national pooled resource, where areas with more resources help those in most need, makes sense. It’s one of the core principles of the welfare state that there is a universal provision of service across the country. It also gives councils and council tenants greater lobbying power by acting in concert; and it provides a safety net against financial risk.

The present subsidy system however has many faults. It takes away local accountability because rent levels are controlled by the government; it makes it impossible to make long-term investment decisions because the parameters keep changing; and it is used as the mechanism by which the Treasury siphons off money from council housing. Tenants and councils across the country are pitted against one another (the old ‘divide and rule’ tactic) by being told that some of them are being starved of investment to help others elsewhere, when in reality £1.5 billion a year is going into the government’s coffers. None of these are faults inherent to a pooled system itself and they could all be changed without dismantling the whole system.
Costs of Opting Out

In Decent Homes and Sustainable Communities (June 2006) the government proposes to allow some councils to come out of the housing subsidy system; three retention authorities are involved in a pilot study. This amounts to a tacit recognition that the current system is unsustainable and needs to change. 

To allow opt-out would still involve a cost. For each authority which opted out the government would have to take over enough of the old debt so that the rest could be financed from rents. In some cases this would also mean providing gap funding. Secondly, removing net contributors to the system would reduce the amount available to help those in need. In 2004-05 the total subsidy paid out amounted to £689m, with only £100m of it being met by government and the rest coming from tenants’ rents elsewhere
 - a considerable cost which would fall on the Treasury after opt-out.

There is no reason why the same increased resources should not be made available through the current system without fragmenting the national public service which is council housing.

Mechanisms for Investment

“The government could: 

· introduce an 'investment allowance' to provide a revenue stream to finance borrowing. Part of the surpluses in council rent accounts could be ring fenced for investment. A modest allowance of around £100m annually (assuming interest rates of about 5%) could finance £1.5bn of investment annually. Councils have been barred from doing this since 1990. 

· redistribute to councils some of the huge sums presently earmarked to meet the various high set-up bills; debt write offs; borrowing; and other costs of Almos, PFI, and stock transfer. 

· ensure that right to buy receipts are fully used for housing investment.”

(Janet Sillett, ‘A Level Paying Field’, The Guardian 28th September 2004)
Investment allowance

The ODPM proposed “The ‘investment allowance’ would be an amount calculated on the basis of some assessment of need, which would provide ‘headroom’ within the HRA which an authority could use to take advantage of the new prudential borrowing regime.” (The Way Forward For Housing Capital Finance, August 2002). 

This is how traditional council borrowing has been supported by government (the Housing Investment Programme credit approvals). It would work in the same way as ALMO funding – the government would provide an annual allowance, to cover the interest and capital repayments on Council borrowing to meet the Decent Homes Standard. The investment would be paid back over a 30-year period and would, like an ALMO, be public sector borrowing. Councils would retain ownership and management, and would not need to set up a separate private company to manage their homes. UNISON has shown that the cost of using an investment allowance to clear the backlog of work needed to bring homes up to the Decent Homes Standard is easily affordable from the £2 billion surplus generated annually by council housing.

Debt write off

Removing debt from local authorities’ current housing revenue accounts (HRA) would allow many to invest extensively in existing and new council housing. 

When the Deputy Prime Minister promised to review housing finance, in debates before the Labour conference vote in September 2004, debt write-off formed the first part of that review:

“Housing Minister Keith Hill told Inside Housing this was one of the choices to be looked at in the review which Deputy Prime Minister John Prescott agreed to in talks on the eve of the Labour conference. Mr Hill said: ‘One of the arguments is that, since when you have a stock transfer the debt is written off, that the same could apply to local authorities.” (Inside Housing, 8 October 2004)

The principle of a ‘level playing field’ for council housing demands that debt write-off be available in all cases (not just to subsidise privatisation) or none. 

Ring fencing national HRA and capital receipts 

In 2005/06 council tenants paid on average £2,646 each in rent but only received £2,077 of services. The government takes all of the rent income from local authorities and decides how much to give back to cover management and maintenance (Management and Maintenance Allowance, or M&M) and major repairs (the Major Repairs Allowance, or MRA). The average figures for England and Wales in 2005/06 show that councils were only allowed £1,460 for management and maintenance, and £617 for major repairs. That leaves £569 per tenant not spent on current or future council housing.

The proceeds from ‘Right to Buy’ receipts in 2003-4 were £2.0 billion, of which councils were allowed to keep only £0.7 billion, known as “usable” receipts. The government’s £1.3 billion take funded the housing capital investment programme (Supported Capital Expenditure, previously Basic Credit Approvals) of only £0.75 billion.  So another £0.55 billion a year was taken out of council housing nationally. 

The Money’s There… 

There are plenty of places the government could find money to improve council housing and meet its manifesto commitment:

· Income received from stock transfers, though scandalously undervaluing council housing and land to give it away for next to nothing, has nonetheless produced £5.86 billion ‘Total Transfer Price’ which should be reinvested (UK Housing Review 2005/2006).

· “: the abolition of mortgage interest tax relief (MITR)… has boosted tax receipts by £30 billion, plus a further £3 billion each year; 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; … Stamp Duty on property sales… last year brought in £6.5 billion” (Joseph Rowntree Foundation 01/12/05).

· £13 billion was taken out of council housing between 1990 and 2003 through the ‘Daylight Robbery Tax’. That’s almost 2/3rds of what was then needed to bring all council homes up to the Decent Homes standard.

· Council rents are set to rise via ‘rent convergence’ but Ministers say “There are no plans to ring-fence rental income within the national housing revenue account”(Housing Minister, Yvette Cooper, PQ answer 25/01/06)

· Government is offering subsidies to private developers to build so-called ‘affordable housing’. The Mayor of London suggests mortgages based on an income of £47,000 per annum meets the criteria!

· The housing benefit bill is unnecessarily driven up by transferring homes into the RSL sector and by needlessly raising council rents to the same level to make transfer more attractive: “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).
· £3.6 billion is on offer to pay for housing PFI schemes 

Lesley Carty is Secretary of Camden Defend Council Housing
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Some of the authorities applying for gap funding to subsidise transfer





Berwick-on-Tweed		£6 million


Braintree			£4 million


Brighton & Hove		£120 million


Castle Morpeth		£14 million


Havering 			£12.9 million


Liverpool			£135 million


Manchester			£43.7 million


Sefton				£35 million


Torridge			£12 million





TOTAL			£382.6 million





(From: Inside Housing 11/08/06)











