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1.0

1.1

1.2

Introduction

Background

This report sets out ECOTEC's findings on the state and status of the private rented sector (PRS)
in South Yorkshire. The original research was conceived and commissioned by Transform South
Yorkshire in 2007 at the peak of the Buy-to-Let market and has been concluded at a time of the
greatest uncertainty in housing markets in the post-war era. Capturing an up to date position, as
best as this can be done, in a rapidly changing market, has been a key element of this work and
the focus has been on an:

e Updated policy and national trends review. We have tried to ensure that this is accurate up to
February 2009;

¢ Fieldwork conducted from a set of four case studies, a large scale survey of PRS tenants
(reported previously) and interviews with landlords.

e New primary data collected late in 2008 and early 2009

The work has been conducted by a study team comprising ECOTEC Research and Consulting and
its in-house market research team, ECOTEC Survey, and Nigel Sprigings, Lecturer in Housing and
Director of Housing Studies Programme, Department of Urban Studies at the University of
Glasgow.

Research Aims
In brief the study aimed to cover:

e The likely future market in private renting in South Yorkshire;

e The groups that should be monitored closely especially those that can be covered by the
housing market renewal policies of Transform South Yorkshire;

e The impact and effectiveness of current approaches to managing the sector;

¢ Recommendations for the development of new approaches to the management of the sector
including

methods for continuous and more consistent monitoring

consistent approaches to the issues of standards and services

ways to increase contact and involvement with the PRS

ways that the PRS can continue to meet the needs of vulnerable and low income

households without detriment to landlords, occupants, and neighbourhoods.

O O O O



1.3

The Survey of Private Rented Tenants and the Case Studies

As part of the wider project, ECOTEC were commissioned to undertake a survey of private rented
tenants in the four South Yorkshire Local Authority areas.

The questionnaire was designed to gain responses from those currently living within the private
rented sector along with those who have lived in privately rented accommodation within the last
two years. The survey collected information regarding respondents’ current homes, their previous
home, opinions on their neighbourhood and housing in the area and their future intentions in terms
of housing tenure, affordability and area preferences.

Data collected can be used to further understand the situation and aspirations of those living in the
private rented sector and can be used to consider analysis of the key characteristics in terms of
demand for privately rented accommodation in the future.

Two research methods were used to complete the survey element of this project. A large scale
postal survey was distributed in July/August 2008 with face to face interviews completed in three
selected Case Study areas in December 2008.

A total of 15,000 questionnaires were distributed to households in Sheffield, Barnsley, Rotherham
and Doncaster. Questionnaires were sent to addresses where highest proportions of properties in
the areas were rented from private landlords. This ranged from areas where between 13% and
90% of the housing stock is in the PRS. Using the percent private rented figures and extrapolating
this to the sample we would estimate that approximately 3,000 of the 15,000 questionnaires were
distributed to households renting from private landlords.

The table below details the number sent in each of the four Local Authority areas and the number
of responses received.

Table 1.1 Local Authority Area

Table 1 — Local Authority Area Households in Number Mailed Number of Responses Received

PRS' (census)

' Sheffield 18,544 6,078 184
Barnsley 6,680 2,959 68
Doncaster 7,795 2,637 53
Rotherham 5,786 3,326 56
TOTAL 38,805 15,000 361

Base: all respondents — postal survey

Issues around sample size and data reliability are addressed in section 5.

' The figures for numbers in the PRS are taken from the 2001 census, as they are the most comparable set. More
recent estimates (2007 and 2008) from local Stock Condition Surveys and SHMAs show different figures, substantially
dissimilar in some cases: Sheffield: 11,735, Barnsley: 5,082, Doncaster: 14,046, Rotherham: 7827



1.4 Report Structure

The report follows under the following headings:

e Section 2 covers national trends and policies

e Section 3 provides a commentary on the baseline position, expanding on the data and
tables we included in the proposal

e Section 4 summarises data on the operation of Housing Benefit in the PRS in South
Yorkshire

e Section 5 provides a synopsis of key points emerging from the survey and the case
studies

e Section 6 details the findings of the landlord interviews

e Section 7 sets out our conclusions

e Section 8 contains our recommendations in the form of a tool-kit for future action by the
local authorities concerned.



2.0 National trends and policies

2.1

2.2

National Issues and Trends

This section briefly considers a range of topics within and related to the Private Rental Sector
(PRS) in the UK. The purpose of this is to create the context in which the current study was
undertaken and to illustrate the extent to which the findings reflect similar or different conditions
found elsewhere in or across the UK. Inevitably national averages aggregate very variable local
level conditions while detailed figures at local level (the number of Buy-to-Let mortgages in an area
for instance) are not available and therefore cannot be subject to direct comparison. Sources of
data also conflict depending upon sample sizes and the objectives of the survey and some
evidence is more readily available (e.g. BTL lending, arrears etc) than others (total PRS
acquisitions in any given period are not recorded anywhere). However, it remains useful to
understand, as best we can, the extent to which South Yorkshire is aligned with national trends.

The following paragraphs will therefore cover:-

e Growth trends in the PRS, the legal framework and its consequences for tenants

¢ Indicators of the impact on the wider housing market

¢ Indicators of the impact wider market conditions have on the PRS

¢ Landlords, their markets and intentions and consequences for tenants

¢ National policy debates on the PRS including the Law Commission review of the legal
framework and the Rugg/Rhodes Review of the PRS.

Growth Trends in the PRS

Government policy on housing tenure has given priority to owner occupation for many decades.
The PRS has been, in many ways, the poor relation regarded as a residual tenure catering for
specialist needs at very high levels of the market (predominantly in London) or more commonly the
low rent sector of the market including student lets.

Following a long period of decline driven by a range of housing policy and economic factors, the
sector reached its low point in the UK in the late-1980s, with just over 7% of all stock (although
sources vary on the absolute size and proportion of stock). Figure 2.1 below shows the extent of its
recovery based on official figures that may even underestimate the turnaround (Sprigings 2008).
The policy stimulus for PRS growth came in the late 1980s when the then Conservative
government removed rent control and greatly reduced security of tenure through the creation of
Assured Shorthold tenancies for new lettings. The attraction of this for landlords is obvious.
Needing no actual grounds for possession of the property once the initial contract period has
expired, landlords feel confident of their level of control over the property and therefore feel



confident to invest in property purchase for rental. The consequent high level of turnover
(discussed below) may be detrimental to other policy objectives such as sustainable communities.

Figure 2.1 Number of dwellings in the private rental sector in England (thousands)
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While landlords’ powers have increased obviously the tenants’ rights have reduced. Many people
now live in the sector with no certainty of having a home beyond the 4 week notice period after
which mandatory possession grounds could be called upon that require no default on the part of
the tenant. One result of this is that the modern PRS, growing rapidly through a decade of house
price inflation, has attracted landlords who are primarily property investors seeking capital yield on
sales that can be secured quickly rather than rental yield through a long term tenancy. Interestingly
national data shows that loss of assured tenancy is a growing proportion of homelessness cases
(even though it is a declining number at the moment).

Figure 2.2 Assured shorthold tenancies and homelessness
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Of more recent concern is the increase in mortgage arrears and fraud in the BTL market and the
resulting repossessions leading to eviction of tenants who may well have been paying rent but lose
their homes because the landlord did not use the rental income to pay the mortgage. The
increased scale of this risk emerged in the last quarter of 2008 (CML data) and the long term
trends will be difficult to predict but impacts should be monitored locally through homeless
presentations.

Nationally, the private rented sector is varied. It houses professionals in prime city centre
apartments and unemployed people in bedsits, along with many people between these two
extremes. Again the patterns of use of the PRS have changed. Rugg and Rhodes (2008) produce
extensive tables in Appendix 2 of their report showing changes in the characteristics of the sector.
For example the dependence of the PRS on Housing Benefit (HB) has declined significantly in
numbers and as a proportion between 1993/4 (581,000 HB cases comprising 34% of the PRS) and
2005/6 (455,000 cases and only 19% of the PRS). Local changes in the HB level market show,
where there is data available, that the sector to be growing. This is explored in more detail in
Section 4.

Figure 2.3 below shows the changing pattern of Assured and Assured Shorthold tenants on HB
(taken as an indicator of affordable rent levels) and this shows a growing number over the past 6
years (but rapid growth of the PRS overall means that this is a declining proportion of PRS stock)

Figure 2.3 Housing Benefit and the Assured PRS tenancies

Assured Shorthold and All Assured tenancies on HB as volume and as % of PRS on HB

600 40
+ 35
500 +
—_— 1B
300 4 -\ ,/ 2
n T 25 —8— Assured Shorthold
a S I ortnol
s A /. F volume
Boo T A T 20 o | —#— AllAssured volume
& e
m 15 % Assured Shorthold % on
foo 1 ] HB
v L 10 gp All Assured % on HB
100 T
rs
0 + + + + + + 0
1996/%4 1996/96 1997/98 1999/00 2002/03 2004/05 2006/07
Year

Also on the demand side, the PRS has become a key source of affordable housing for newly
forming households. Furthermore, PRS housing is often the only viable source of affordable
housing for black and minority ethnic (BME) groups whose area preferences have not traditionally
tended to extend to social housing estates. There is some evidence of this in the survey results for
Sheffield and the Sharrow case study (in Section 5).



In terms of the stock of the PRS, again Rugg and Rhodes (2008) provide comprehensive statistics
showing the reducing proportion of the PRS that is older (pre-1919) housing (from 48% of the PRS
in 1993/4 to 36% of the stock in 2006/7. However the reduction in volume of the pre 1919 stock is
only around 160,000 dwellings and the proportional change seems to be partly due to the growth of
purpose built flats in the PRS, growth that accelerated after 2000.

Ownership of PRS stock is equally varied with studies reporting between 1m and 1.2m landlords in
the UK at the moment, the majority of whom own less than five properties. The rate of growth in
new landlords locally is reported later where Housing Benefit data has been used to record
changes in the number of landlords they have contact with for HB purposes. Again this only relates
to a particular portion of the market but may also be indicative of wider market trends.

This increase in PRS supply is not fully explained by any single factor but rather by a series of
factors including increased demand from a mobile population (young professionals, migrant
workers, increased student numbers), job insecurity for lower income workers making mortgages
unavailable, increased household formation due to relationship breakdown, readily available
funding through BTL, and reduced supply of social housing through RTB and reduced lettings to
name a few of the more significant factors.

However one of the key drivers of PRS expansion is obviously the motivations of the people who
decide to move into the market. Rugg and Rhodes (2008) indicate a significant increase in the
proportion of landlords entering the sector for investment reasons (1993/4 48% rising to 70% in
2006). Again the percentage figure masks the growth in actual numbers; 70% of the 2006 number
of landlords is a far higher volume of landlords seeing their role as primarily investment than the
48% of their 1993/4 number. This may have significance for the management of the sector if fewer
numbers of landlords see service provision as part of their motivation. The greater use of agents
for management purposes (Rugg and Rhodes 2008) may also reflect this change and concerns
about service levels in this sector lie behind their call for mandatory regulation of this industry “to
ensure better quality management standards”. However, it is worth highlighting that, from the
findings of the survey, it is clear that there is little correlation between the quality of the landlord's
service / condition of home, and 'localness' of the landlord. Landlords who lived outside South
Yorkshire (who we could assume to be more likely to be property investors) deliver no worse a
service than locally-based landlords.

Investment led acquisition activity has almost certainly been stimulated by the availability of loans
and Buy-to-Let (BTL) mortgages, first introduced by the Association of Residential Letting Agents
in 1996, that have become a popular investment option and indeed are now a recognised part of
personal financial planning. The period from 1999-2006 saw BTL borrowing increase from 2% to
9% of the mortgage market — approaching a billion pounds worth of outstanding mortgage debt in
2006. The sector has also grown through other forms of finance, such as purchases made by
lettings companies and cash buyers, showing that the scale of change has been significant and
probably greater than BTL and other data sources currently indicate (Sprigings 2008).



Figure 2.4 Growth in buy-to-let borrowing across the UK: total outstanding borrowing (£m)
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As recently as May 2007 there were over 4000 BTL mortgage products available on the market.
Many of these set less stringent conditions than normal mortgages due to reduced regulation of
them by the FSA. It was easier to become a landlord with a bad financial history than it was to
become an owner occupier and press reports (Guardian 11th March 2009) indicate a growing rate
of collapse of mortgage frauds valued at over £700m/year since 2007 and new reports coming in to
specialist police teams “daily”. Also the amount of any loan was not limited by the income of the
borrower: it was assumed that rental income could be generated to cover mortgage costs and
some of the lender websites in the early days of BTL..

Even in the currently constrained market the BTL element of the PRS is holding its own. Figure 2.5
below shows that over 2008 there were around 103,00 BTL mortgages for initial house purchase:
this is a figure that will dwarf social housing new supply for the period.. Obviously the significance
of this is in the extent to which the PRS is an expanding supplier to markets shared with social
housing (see Table 2.1) below for comparative growth). However, it should be noted that this does
not give the full picture of relative supply levels, as the substantial majority of BTLs will be reuse of
existing buildings, whereas social housing supply to contribute to new stock.



Figure 2.5 BTL advances in the credit crisis

Buy to let gross advances including remortgages (col3) and new
purchases only (col 4)

Gross House
advances purchase
in period
number number
2006 Q3R 99,400 56,840
Q4R 75,500 39,810
2007 Q1R 81,300 43,130
Q2R 88,200 47,300
Q3R 93,100 48,690
Q4R 83,500 44,230
2008 QiR 74,900 33,640
Q2R 69,900 31,700
Q3R 41,700 20,590
Q4R 36,700 16,930

Source: CML Table MM17

Table 2.1 RSL completions and BTL acquisitions 2006-08 by quarter

Year and RSL New Completions  BTL Mortgages for house PRS minimum gain on
Quarter CLG Table 211 purchase Social renting
CML Live tables
| 2006 Q3 6,090 ' 56,840 50,750 |

2006 Q4 7,150 39,810 32,660

2007 Q1 7,700 43,130 35,430

2007 Q2 5,470 47,300 41,380

2007 Q3 5,930 48,690 42,760

2007 Q4 7,760 44,230 36,470

2008 Q1 8,630 33,640 25,010

In several studies only half (at most) of landlords have indicated that they use BTL mortgages to
fund their acquisitions. Other landlords use cash from sales, equity release funds, normal business
loans and other sources. What this means is that the BTL acquisitions figure could be only half of
the total PRS acquisition activity and that a significant shift in UK tenure patterns is continuing
without any significant debate on the desirability of this change or the possible consequences. If
this is the case then the estimates of the size of the PRS at the moment may be significantly below

10



the actual level (all the data available comes from sample surveys where, for a variety of reasons
the sample may not fully reflect the growth of the sector in recent years — see Sprigings 2008). The
anomalous (compared to the Census) figures in footnote 1 may also reflect this.

Further evidence for the overall scale (but local variability) of this expansion comes from Fitch data
published by the Financial Times in April 2008. Amid concerns about “high risk” mortgages and
their effects on the banking sector, they published a map and table of the concentrations of both
sub-prime and BTL mortgages by post code area. The table below shows the main concentrations
of BTL in London but other areas also have significant exposure. For BTL mortgages to take up
such a high proportion of all outstanding mortgages in these areas, the proportion of total
acquisitions over recent years must have been much higher. And again it is worth noting that this
table shows the concentration of BTL mortgages, not the total concentration of the PRS as a whole
although it is likely that the areas BTL funded landlords target are likely to be the same as the
areas targeted by other investors/landlords.

A study of new housing supply in London in 2005 showed that only 30% of new supply was being
purchased by owner occupiers. Rugg and Rhodes cast doubt on the rigour of this study but the
figures reflect those reported in other studies undertaken by ECOTEC/Sprigings. Developer reports
remain the only source of data unless door to door surveys are done as was attempted in
Newcastle or, as sometimes happends in the context of Strategic Housing Market Assessments,
strategic bodies purchase comprehensive Land Registry data that indicates the location of the
purchaser if the dwelling is not to be their home. These research figures are individually
inconclusive about the scale of the PRS and its rate of growth but collectively they show that
significant rates of growth have occurred nationally and that local concentrations are even more
significant.

Table 2.2 Concentrations of BTL mortgages by postcode.

Large BTL mortgages as % of all BTL Rank (1 = highest proportion of BTL
postcode area  outstanding mort mortgages)
I London E I 28 l 1
London SW 21 8
Manchester 16 13
Leeds 13.5 17
Bristol 13.45 19
Liverpool 12.4 26

Source: Financial Times using Fitch Data.

The South Yorkshire area did not feature very high on this Financial Times list with the main
postcode areas of Sheffield, and Doncaster being 80th and 84th in the ranking with 7.8% and 7.7%
of outstanding mortgages due to BTL.

1
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Consequences of PRS growth for users of the sector

This growth in the PRS has benefits in increasing the flexibility with which housing needs can be
met and there is evidence that residents in the PRS are increasingly working adults who need this
flexibility. However they are not the only users of the sector. The survey and case studies
indicated substantial pockets of those outside the labour market that rely on the PRS. and one
reason why understanding and monitoring the PRS is increasingly important for local authorities
and housing policy agencies is the impact on social cohesion that a growing PRS with high “churn’
may have on neighbourhoods as well as the effects of low security on single parents and other
vulnerable households. Most studies report much higher than average cross tenure levels of
mobility in the PRS but varying significantly between areas. For example in West Yorkshire
Hickman et al (2008) report Outside Research data showing that in Leeds and Calderdale the
proportion of PRS tenants moving within the past 6 months was 31% and 22% respectively,
compared to a national average of about 12% of households moving each year. The survey
confirmed these high levels of 'churn’ with, for example, only 11% of Sheffield PRS residents
planning not to move. Having said this it is clear that there are some pockets of long-term
residents (for example in Rotherham), willing or not to remain in the sector.

While a high proportion of PRS tenants move voluntarily for a wide variety of reasons, the English
Housing Survey shows that 18% of movers in the PRS move because their previous
accommodation (in the PRS) was no longer available to them. This is a high percentage of
enforced movement and we need to see if the recent rise in BTL landlord arrears increases this
figure. Figure 2.2 above has already shown that an increasing proportion of homeless applications
come from the loss of assured shorthold tenancies. An enforced or voluntary contraction of the
PRS in the current financial climate could have a further significant impact on social housing and
other affordable housing demand in areas with high PRS exposure as well as increasing the social
instability of areas with a significant PRS tenure base. Alternatively it is possible that even if
landlords wish to sell off their investment stock to cut losses there may be no market to sell into.
This may mean they would be keen to enter leasing arrangements with local authorities and RSLs
to increase social supply in the short term.

Landlord arrears and repossessions affecting houses are a distinct possibility in the current
climate. CML data on the final quarter of 2008 (CML 2009) indicates that BTL repossessions are
now 1300/quarter and 12.5% of all repossessions. With repossessions predicted to be around
75,000 in 2009 that implies over 9000 BTL repossessions nationally. Tenants are extremely
vulnerable in this situation but so are owners in shared buildings and Glasgow and Salford
Councils have already had to intervene in situations where the failure of landlords to pay charges
in multiple ownership buildings has threatened the loss of communal services. It may be that
further demands will be made on the public sector as the full effect of the recession on the
PRS/investor market emerges.

A long term consequence of PRS growth could be declining stock quality. The PRS has always
featured in national housing surveys as the tenure with the greatest concentrations of poor quality
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stock. Landlords have improved this recently, but through the acquisition of better quality of stock
rather than through investment in improvements. It remains a feature of the PRS as a business
that periodic improvement expenditure is rare. Many long term landlords interviewed in recent
projects have indicated that they use periods of rising prices to offload poor quality stock and to
acquire better stock (for which they have no long term investment plans). Landlords new to the
business also tend not to have long term stock improvement plans but simply use NHBC
guarantee periods on new dwellings as securing quality for the period before they sell again to re-
invest any capital gains. This may prove to be a particular problem for new city centre flats
developments where long term maintenance of buildings is shared with many owners and where
adequate arrangements for communal and structural repairs may be lacking. It is rare in this
author’s experience for any sales agents for this type of property to understand the insurance and
maintenance implications of such lease agreements either administratively or in terms of costs.

Indicators of impact of the PRS on the wider housing market

The NHPAU responded to concerns about the impact of BTL on house prices with a study that
sought to model the effects. Their conclusion was that the impact of BTL on house prices (that
were rising rapidly at the time) was around a modest 7%. There are obvious difficulties in trying to
isolate the effects of one single factor on house price rises. Other factors would have included the
availability of 100% (and higher) mortgages reducing the need for deposits, increased pressure on
the market for houses as new supply switched to emphasise flat developments, higher rates of
employment, increased available of family equity to part fund purchases or provide student
offspring with homes.

When considering the impact of PRS expansion on the wider housing market it is therefore
important not to attribute causal effects where these are, in fact, almost impossible to determine.
But some correlations seem to make it likely that the impact of PRS growth on the wider housing
market has greater than the 7% price rise attributed to it and that it extends to influencing the type
of new supply coming on line which, in turn, has increased pressure on the traditional housing
market.

The first point about PRS acquisition (especially but not exclusively using BTL funds) is that it does
not rely on the income of the purchaser. While house prices were booming lenders would often be
satisfied that rapidly rising capital values would make up for any rental loss. It was also assumed
that target rents could be achieved but agents have often reported target rents to be aspirational
rather than achievable.

Secondly, BTL funded acquisition has tended to be concentrated in particular segments of the
housing market as shown in figure 2.6 below. This concentration on particular property types also
implies concentrations in particular areas so even if the overall effect of BTL lending has been only
a 7% increase in prices, the effect at many neighbourhood level locations must be higher as
landlords/investors with less constrained borrowing capacity vied with each other for attractive
stock. This is also shown by the concentration of investment in particular postcode areas shown
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above. The key issue for price inflation is the volume of money being channelled into particular
markets and the more the routes for investment flows the more significant the impact is likely to be.

Thirdly, this concentration of PRS acquisition has been in segments of the stock that would
normally have attracted first time buyers whose incomes would have sustained or limited prices for
these property types. CML and other data confirms the extent to which first time buyers can no
longer compete without family help, another indicator that BTL lending along with other PRS
acquisition activity has had a greater than 7% impact on price rises.

Figure 2.6 BTL acquisitions by property type

BTL Properties by type, UK (2004 to 2006)
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Fourthly, a likely impact of BTL lending is a significant shift in new supply away from houses and
towards flats (Sprigings 2008). This has also been driven by supposedly “green” objectives of
higher densities and brownfield site development but many agents selling city centre flats have
indicated the importance of the investor market for this type of stock. A DTZ report on Leeds shows
“In 2000, 86% of all new build properties in the Leeds District were houses and 14% flats. In 2006,
this has changed to 74% flats and 26% houses.” Such a switch has the effect of reducing the size
and attractiveness of the stock involved in annual transactions and thus increasing the pressure on
the stock of existing houses that come to market. National and local data on affordability ratios
show rapidly reducing affordability for lower income households since the turn of the century.

Lastly, the availability of BTL mortgages and the attractiveness of property investment for others
with independent funding sources has added a significant number of purchasers to a market where
supply is severely constrained and does not (in volume terms) respond to increases in demand.
The building industry is happy to turn increased demand into increased profitability rather than
increased supply. It may be that BTL/investor/PRS acquisition activity has begun to replace the
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first time buyer as the base and lower rungs of the “property ladder”. If this is the case then we
have entered a new phase in housing market dynamics and the effects of a downturn may not
follow previous patterns at all.

Looking at local level data for Sheffield (using Zoopla website, see bibliography) the credit crunch
induced price fall seems to have affected all property types but the larger fall is occurring at lower
values (terraces and flats). The Rightmove website (see bibliography) which has a large stock of
PRS property advertised indicates that there are well over 1500 properties available within 5 miles
of Sheffield and around 1300 of these are below £600/month. Websites are often used as
indicators of the current state of the market but my own experience indicates that many properties
here will already have been let or sold but have not been removed from the site.

Indicators of wider market impact on the PRS

Markets are a series of feedback loops affecting price, supply, and demand over time.
Consequently effects are not only one way. Landlords seeking capital gain from their investment
rather than rental yield are dependent on the wider house purchase market fuelling that growth.
Thus the advent of 100% and 120% mortgages for first time buyers and others helped to generate
the returns for investors that stimulated further investment. It may also be that if BTL / investment /
PRS expansion has stimulated price growth over the past ten years it has helped to sustain itself
as a market segment.

As government has promoted home ownership as a way to secure unearned wealth to safeguard
an individual’s long term welfare, the logic of owning more than one property has become equally
clear to many as the growth in investment motivated PRS ownership illustrates (Rugg and Rhodes
2008). This strategy for individuals and government has relied heavily on over-supply of money
and under supply of dwellings as the crucial combination that drives rapid price rises. For investors
and landlords the development of a wide range of mortgage products designed to help them cash
in on this bubble had helped to sustain, well beyond many analysts predictions, the bubble that has
now so spectacularly burst.

It is not clear what happens next except that press reports currently indicate contradictory views:

e That this is a “good time” for investors as there are many bargains for those with cash. Auction
sales are up nearly 50% with transactions taking place at 40%-80% below valuation. It is
unlikely that the market overall will suffer this level of adjustment so the potential for huge
capital gains has not reduced as the average market price has fallen. This view was highlighted
in some of the landlord interviews

Or

e That this is the end of the line for most PRS/BTL investors at least in the short term because the
funding streams have reduced dramatically and the investment gains have diminished.
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There is also evidence that as price rises force lower income households out of the purchase
market, the housing demand is transferred to the PRS. If the expansion of the PRS proves to have
raised the bar permanently in terms of the house price to incomes ratio for lower earners, it may
also have served to generate its own market. Again, if this emerges as one of the outcomes of this
market adjustment then many of the standard measures (affordability ratios etc) will have to be
adjusted to reflect the new reality, but national and local housing strategies will have to address the
impacts of a steadily increasing PRS.

Landlords, markets and intentions

The great unknown for those responsible for housing strategy development is how the current crop
of PRS landlords will respond to the house price fall and to any lagged fall in rental income
(reduced household income through recession, PRS oversupply as houses do not sell as is
currently reported in London). Over the past few years many studies report landlords claiming to
have long term intentions to remain in the PRS market. This has been repeated in trade surveys
(RICS, ARLA etc) so while the overall housing market supported long term capital gain, we can be
fairly sure that landlords intended to remain long term suppliers (while often changing their actual
stock to secure capital gains as cash).

Now the market is very different. Landlords may hope to remain in the PRS supply market but they
may be affected by factors such as repossession if they are unable to pay mortgages or divert
tenants’ rental payments to other financial needs. Loss of capital gain in some markets (flats seem
most vulnerable) may cause landlords to seek exit from the PRS, over time. Locations with a high
level of PRS may prove to become “low demand” neighbourhoods as management practices and
property types lead to rapid social and environmental decline in high density areas. A “market
rescue” package similar to that of the early 1990s could see RSLs owning stock they would never
have been allowed to build.

These are all unknowns but it is unlikely that local landlords, whatever they report, will be able to
resist national trends. If the BTL lenders feel that their fingers have been burnt through the BTL
experiment then funding may be withdrawn (the range of products available has already reduced
dramatically). However it may be that lenders will simply be more cautious, opening up the
possibility of the increased value of local accreditation schemes and highlighting the value to them,
and the professional landlord, the benefits of good regulatory practice and high standards. This is
an opportunity for local policy makers and may be vital in securing long term supplies of adequate
affordable housing to meet local needs. This is reflected in our recommendations.

The next section outlines some of the general policy issues and debates at national level along
with recent interventions in the PRS. It remains pertinent to state at this stage of the report that the
most common “business model” in the PRS has capital accumulation and yield at its heart. This
means that the successful landlords in the sector are heavily dependent upon rising values that
mask under-investment in maintenance, and constrain access to ownership for many first time
buyers. Indeed the PRS may have replaced first time buyers as the base of many local housing
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purchase markets. If this turns out to be a long term trend of tenure change then it is important that
interventions are devised that ensure standards for the users of the sector. Local level partnerships
may help to initiate models for this, but national level action will also be necessary to remove some
of the highest levels of vulnerability and worst practices. There is certainly no “business model” for
the PRS that provides consistent incentives for customer service quality and security across the
sector. It is at local level that these interventions are likely to have to be determined.

National policy context

A number of public policy themes cut across or interface with the PRS. Launched in 2005,
Sustainable communities: Homes for all recognised the increasing importance of the sector in
offering flexible housing options to support dynamic housing markets and greater labour market
mobility. However, as stated above, there are potential conflicts with this agenda and the high
levels of churn in the PRS.

Sustainable communities cemented some of the specific provisions made by the 2004 Housing Act
to ensure effective management and enforcement within the PRS. These included introduction of:

¢ the Housing Health and Safety Rating System:;

e mandatory HMO Licensing;

e selective licensing powers for local authorities; and

¢ interim and final management order powers for local authorities.

Local authorities will all have some experience of operating these new regulatory powers and will
have views on their effectiveness and best methods of operation. In addition, there is a specific
target for the proportion of vulnerable households in the private sector homes which meet the
Decent Homes Standard. Tackling non-decency in the PRS is recognised as offering distinct
challenges for policy makers and practitioners alike.

Additionally the CLG supported a major review study of the PRS (Rugg and Rhodes 2008) that
assembles a wide range of data on the PRS nationally that consolidate the findings of many recent
research projects at local level and repeats many of their recommendations (but giving national
level emphasis) including:-

¢ the need for a sound evidence base: the PRS is not closely monitored in terms of its changing
scale, stock and markets and this makes it hard to devise any appropriate evidence based
support or interventions.

¢ A need for “better understanding of managing rented housing” along with recommendations for
mandatory regulation for managing agents.

¢ Devising methods to encourage the expansion of the P