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This Review is a companion to Vulnerability amongst Low-Income Households in the
Private Rented Sector in England. That report focuses on households in the bottom third
of incomes across all tenures, which make up 38 per cent of the PRS. The findings
constitute a quantitative analysis of problems associated with the PRS as they impact on
tenants in the bottom one third of incomes. The report also defines six types of
household whose characteristics mean that they are more vulnerable to harm from those
problems. The analysis shows that one third of the entire PRS is made up of households
with one or more characteristics of vulnerability, experiencing one or more of three
objectively measured problems which were: housing that fails to meet the Decent Homes
Standard, living in a property that does not meet the Bedroom Standard for the
household size, and being in after housing costs poverty.
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FOREWORD

Ten years ago, Dr Julie Rugg and David Rhodes at the University of York published a seminal
review that set out, for the first time, how the private rented sector was made up, its
strengths and its weaknesses. So much has changed in the last decade: there has been rapid
growth of the private rented sector and it has become more complex with changes to both
the characteristics of those living in it and the way in which private rented homes are
supplied.

Because of these changes, in the wider context of a national housing crisis, robust,
independent and up-to-date information is needed to enable policymakers and all those
concerned with the private rented sector (and housing more widely) to make informed
judgements and decisions. It is for this reason that we funded the same academic team to
carry out this review.

The review answers many questions about the state of play of the private rented sector, but
also highlights what still needs to be answered. A critical question is what role the private
rented sector is expected and willing to play in the wider housing system. The sector is
increasingly being used as an alternative to home ownership and social housing, but is it an
adequate alternative? Most worrying is that the evidence tells us there is a growing residual
slum tenure for private rented sector households on low incomes, whose needs are being
neglected.

For too long, policy surrounding the private rented sector has been uncoordinated.
Responsibility for renting policy sits across five different government departments, and
we’ve seen eight different housing ministers in the last eight years alone. To tackle the
wide-ranging and increasingly complex and urgent issues, the government needs to create
an overarching private rented sector strategy and the current approach of tweaking
different aspects of the sector in isolation must stop. Instead we need a clear vision for the
sector and how it sits alongside other tenures to inform all subsequent policy decisions.

The input of those who contributed to the review from all parts of the sector is encouraging
and suggests there is appetite for finding solutions. We will continue to transform the
private sector by collaborating across the sector as well as funding work that delivers proven
solutions.

Our thanks go to Dr Julie Rugg and David Rhodes for carrying out such a thorough and
insightful piece of work that can inform thinking and decisions relating to the private rented
sector. Our hope is that if this review is repeated 10 years from now, it would discover that
private renting is meeting the needs of all who live there.

Leigh Pearce, Chief Executive

The Nationwide Foundation
September 2018
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Methods and Report Conventions
Information and data are presented from a number of sources. These include:

e statistics and other information obtained from published documentation;
e statistics extracted from Government and other on-line resources;

e new analyses of primary and secondary data sets; and
e material collected from a series of briefing meetings, interviews and focus groups with
a wide range of key informants.

Sources of publicly available information, including published documentation and statistics
obtained from on-line resources are detailed in footnotes to the text.

New analyses of data are indicated in the text in table or chart footnotes. Key secondary
data sources include the 2001 and 2011 Censuses of Population, the Family Resources
Survey from the years 2000/01 to 2015/16 (2015/16 being the most recently available at the
time of the analysis), and the English Housing Survey data from combined years.

A suite of questions was included on four waves of the Ipsos MORI Capibus during February
2018, when 1,358 face-to-face, in-home, interviews were achieved with private renting
adults in England. These data are referred to as the Review Omnibus. A selection of data
from the Review Omnibus is included in Appendix 2 (AT11to AT23).

In conjunction with Census data, other secondary data sources and area classifications were
used for an analysis at the local authority level. These include:

e DWP figures on Housing Benefit caseload (Stat-Xplore),

e VOA figures on median private rents,

e Land Registry data on residential property transactions prices,

e the 2015 Index of Multiple Deprivation,

e the ONS 2011 rural-urban classification of local authority areas,

e the ONS 2011 classification of local authority area type (principally using the
‘Supergroups’),

e Zoopla lettings data (provided by Arcy),

e median gross pay figures from the Annual Survey of Hours and Earnings (place of
residence based),

e local authority and PRP average rents, and
e PiE data.

Sources and explanations are provided in footnotes to the text. Appendix 2 includes a suite

of tables including analysis of data from the Census, the Review Omnibus, the Family
Resources Survey and from UK Finance.
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Percentages in the report have been rounded to the nearest whole per cent, and values
greater than zero and less than half of one per cent are indicated by an asterisk.
Percentages may not total to 100 due to rounding. A number of figures used in the report
are based on multiple response survey questions, which means that the percentages are
likely to total to greater than 100. Unless noted to the contrary, figures in the report relate
to England.

No direct quotations have been used from any face-to-face interviews, meetings or

briefings and no views have been attributed unless those views have been published in
documentation in the public domain.
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EXECUTIVE SUMMARY
Introduction

e This Review of the PRS has been funded by the Nationwide Foundation, with the
intention of providing a comprehensive analysis of the ‘state of play’ of the private
rented sector (PRS), assessing policy interventions currently impacting on this part of
the housing market, and considering possible policy options for more effective
operation of the sector. The Review uses a mix of qualitative and quantitative methods.

e The objective of the Review is to present neutral commentary on the PRS and to draw
on robust evidence. The Review regards the PRS as being neither innately problematic
nor innately beneficial: it is a market whose significance and meanings are partly
derived from developments in social housing and in owner occupation.

e There are distinctive contexts for this current Review. The PRS has expanded
substantially since 2000, but growth has slowed and 2017 saw — for the first time since
1999 — a slight reversal. Demand for private rental continues as a consequence of
decreases in overall housing supply, and problems with accessibility of owner
occupation and diminishing supply of property in the social rented sectors.

e Nevertheless, the Global Financial Crisis has created substantial appetite for
investment in the PRS at both the small and large-scale, given favourable returns
compared with other investment opportunities. There is considerable interest in the
supply of property to ‘middle market’ renters.

e Atthe same time, Welfare Reform has created difficulties for tenants in the lowest
income quartiles which continue to be felt as the roll-out of Universal Credit
progresses. Another as yet uncertain context is the impact of Brexit on demand and
supply-side characteristics of the sector.

e Itisbecoming increasingly difficult to generalise about the PRS. Overall, evolution of
the sector has introduced a degree of tenure ‘blur’, which is creating difficulties in
establishing firm boundaries about the letting arrangements that can be defined as
private rental. As the PRS and the social housing sectors continue to evolve, England is
heading for a more firmly ‘bi-tenural’ housing market of owners and renters.

CONTRIBUTION: THE CURRENT PRIVATE RENTED SECTOR

Supply

e There has been an increase in the proportion of landlords defined as
‘individuals/couples’, from 73 per cent in 2006 to 89 per cent in 2010. Review Omnibus
data indicate that there are an estimated 2.3m adults in England who are private
landlords in some form. Nine per cent of landlords are themselves private tenants. In
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addition, 1.9m individuals had been involved in letting property in some capacity in the
past.

It is helpful to develop more sophisticated category definitions of landlords, which
moves beyond portfolio size and funding mechanism. The concept of a landlord
biography is useful in concentrating attention on the dynamic aspects of letting
property over the life course. The Review suggests a categorisation of landlords to
include ‘episodic’ or temporary landlords who are letting largely as a consequence of a
life course events; pension plan landlords, looking for a long-term letting arrangement
and income for retirement; portfolio landlords actively building their holding of
lettings; and divesting landlords, who are seeking to ‘retire’ from landlordism and are
looking to sell certainly in the medium term.

It is notable that a large minority of letting behaviour can be categorised as short-term
in intent, and informal in the sense that lettings are made to friends and family.

Diversity in landlord types indicates that there will be variability in recourse to buy-to-
let mortgages and in the use of other forms of finance, and as a consequence activity in
the buy-to-let mortgage market is not always the best guide to trends in PRS supply.

For well over a decade, a stated goal of successive governments has been to encourage
institutional investment in the PRS. Build to Rent (BTR) has flourished in the last ten
years: by 2016, £15bn had been invested in the sector, with an expectation of a further
£50bn by 2020. In Q1, 2018, completed units comprised one half of one per cent of the
PRS.

A number of contexts and developments have created a propitious environment for the
expansion of BTR activity. In particular, residential returns have been demonstrably
more favourable than commercial returns since the Global Financial Crisis, and there
has been robust demand for rental property. There has been strong political support
for BTR. Further, opportunities have arisen in the relaxation of planning regulations
around office-to-residential conversions: in 2016, two thirds of completed schemes in
London were in that category.

BTR development overlaps with new incursions into the PRS by larger housing
associations (HAs) although early HA involvement in some leading BTR developments
has since been overshadowed by expansion into this market by other large-scale
investors. In 2018 it was reported that one in fourteen lettings of the ‘top seven’
housing association were let at market rates. HAs have a variety of motivations for PRS
involvement, including the generation of income to subsidise social lettings activity.
Not all commentators are in agreement that HAs should be in the business of private
market lets. At present, HA contribution to PRS stock is small, but likely to expand

In 2017, it was reported that 150 local authorities had set up housing companies. These
companies often aim to generate operating profit for local authorities to augment
general funds. Many look towards more effective investment of funds that would have
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been spent on temporary accommodation placement, and use their ‘PRS’ properties to
meet homelessness duties, although a number of models were in evidence. Again, in
comparison with the size of the PRS, the scale of such activity is small.

e Finally, supply-side characteristics of the PRS include the activity of letting agents,
which cover around two fifths of the lettings market. Surprisingly little is known about
lettings agents as an industry. Review Omnibus data suggest that letting agents are
less likely to be dealing with property at the bottom of the market, and much more
likely to be dealing with households in employment. There is widespread
dissatisfaction amongst landlords and tenants with the operation of letting agents, but
little information about whether letting agents are effective in bringing new supply to
the market from landlords who would otherwise not let their property.

Demand

e ‘'Snapshot’ demographic statistics of renters are often less helpful than a sense of the
role that renting plays in longer-term housing biographies. People are renters for many
reasons, and often a stay in the PRS is a precursor to movement into owner occupation
or social rented housing.

e EHS data on the dynamics of demand indicate that the PRS is playing a less
pronounced role as a destination for new households, which includes families or
individuals moving to live independently. Between 2006/7 and 2016/17, new household
formation declined numerically from 360,000 to 290,000 households.

e In2006/7, 48 per cent of new households were private renters, and 32 per cent were
owner occupiers; in 2010/11 these proportions were 68 per cent and 14 per cent
respectively. In 2016/17, the proportion of new households becoming renters had
dropped back to 51 per cent, and new owner occupiers risen to 26 per cent.

e There has been an increase in the number of private renters aged 35-44, although this
increase does not in itself account for a drop in the number of owner occupiers in this
age category, which fell from 2,855,000 to 2,092,000 between 2008/9 and 2016/17.
Younger renters are living in the parental home for longer: in 2016/17, 14 per cent of all
households comprised a couple or lone parent with at least one independent child; no
time-series are available to chart this trend.

e Households are living in their current tenancies for longer. In 2008/9, 39 per cent of
households had lived in their current tenancy for less than a year; in 2015/16, this figure
was 26 per cent. The proportion who had been living in their property for three to five
years increased from 18 to 30 per cent over the same time period. There was a marked
increase in tenancy lengths for families with dependent children.

e Despite growth in the incidence of renting and length of time in the tenure, much of

the evidence on housing preferences points to a continuing strong desire to own
property. According to the EHS, the majority of younger people aged 16-24 years old
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expect to buy. The expectation was lower in the bottom quintile of rents but still
comprised a substantial minority of respondents.

Since 2008/9 the strongest reason commonly cited by private renters for not expecting
to purchase related to affordability. According to EHS data, ‘It is unlikely that | will ever
be able to afford it’ was given as the reason by 56 per cent in 2008/g, rising to 70 per
cent in 2015/16. The proportion of respondents citing ‘pro-renting’ reasons for not
expecting to buy dropped from 35 per cent to 18 per cent over the same period.

Overall, the data suggest that the growing percentage of private renters does not
necessarily reflect more positive attitudes towards the tenure.

The PRS comprises an extended series of demand markets, each of which has
characteristics and issues which merit separate analysis. In summary, key points of
interest are:

- Increasing investment, to the point of saturation in some areas, in purpose-built
student accommodation; studio apartments as an emerging and largely supply-
driven trend within student housing developments; growing concerns relating to
affordability in PBSA;

- Increasing investment in BTR developments aimed at young working singles and
couples, and in particular innovations around ‘co-living’ products offering reduced
space standards but with compensatory shared living space;

- The Housing Benefit market shrank as a proportion of the PRS overall, markedly
amongst younger tenants, although the proportion of working HB tenants has
increased substantially; around half of all HB claimants in 2017 were in the top one
third of local authorities with the highest claimant numbers, indicating that a large
proportion HB tenants are in HB-dominated markets where landlords may have
fewer alternative letting groups;

- The use of temporary accommodation to meet homelessness need has grown
since 2012, with a larger proportion of lettings at more expensive ‘nightly rates’;
changes have been made to central government funding to local authorities using
TA;

- A‘shadow’ PRS with very high levels of criminality is in evidence, where criminals
may be using rental property to undertake Housing Benefit fraud, illegal ‘rent to
rent’ subletting, trafficking and drug dealing; this part of the market requires active
police intervention;

- Eighty per cent of recent migrants to the UK from overseas live in the PRS, and this
proportion is higher in London; lower-income migrants are often disadvantaged in
the PRS as a consequence of housing rights and responsibilities and language
difficulties; there are concerns that ‘right to rent’ regulation is further
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disadvantaging migrant renters who may be more likely to fall into the more
informal and shadowy PRS;

- Arrangements to meet housing need amongst asylum seekers provokes questions
on the ways in which statutory demand and procurement both sanctions and
encourages the supply of substandard accommodation, especially in low-demand
rental markets where landlords would be unlikely to find alternative tenants;

- Thereis interest from the BTR sector particularly in meeting the needs of ‘middle
age, middle market’ households with children;

- Households with a HRP aged 65 and above decreased as a proportion of renters
between 2000/1 and 2015/16 from 14 to 8 per cent. Overall numbers increased
from 301,000 to 354,000; 21 per cent of older renters were still in work; 45 per cent
of older renters are in receipt of Housing Benefit;

- Finally, there has been a decrease in some kinds of letting activity, evidencing an
increased marketization of the PRS: there has been drop in the proportion of tied
lettings in the sector and in the numbers of lettings from a relative or friend; the
incidence of rent-free lettings has also fallen, although there are still over 200,000
households in ‘rent-free’ lettings.

Geographies of renting

e Between 2001 and 2011, the number of all households grew by six per cent across
England, but the PRS grew by 65 per cent. This growth was not even: strongest
growth was evident in the West Midlands region, at 83 per cent, and was more
muted —relatively — in the South West region at 49 per cent.

e The largest 2001 to2011 growth in PRS size occurred in areas with the highest gross
yields, and also in the most deprived areas.

e The sector was smaller in locations classified as ‘largely rural’, at 14 per cent, and
larger in ‘urban with major and minor conurbation’, at 19 per cent. The sector was
much the largest in Greater London: in 2011, 22 per cent of the entire PRS in
England was located in this area.

e According to Review analysis of the EHS, 27 per cent of PRS properties fail to meet
the Decent Homes Standard, but there was regional variation. Stock condition was
worst in the West Midlands than in any other region, at 40 per cent non-decent.
Reasons for this being the case are uncertain, since the PRS stock there is not
proportionally older than in other regions, particularly in comparison with the North
East, where 19 per cent of stock was non-decent.
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The median cost of rectifying non-decency in the West Midlands was the lowest, at
£1,481 per property, compared with £3,686 in Greater London and £2,268 for
England as a whole.

According to FRS data, average rents increased by slightly more than incomes
between 2000/1 and 2015/16, leading to a slight decrease in affordability from 0.28
to 0.29 over that period. There is regional variation in this figure: in the northern
regions, affordability increased slightly from 0.27 to 0.26; in London there was an
decreased in affordability, as the ratio rose from 0.34 to 0.39.

At the local authority level, affordability ratios are highest in the least deprived local
authorities, at 0.34, and lowest in the most deprived, at 0.30. Low levels were also
evident amongst areas classified as ‘services and industrial legacy’ (0.23) and ‘town
and country living’ (0.26). The affordability ratio was high in ‘ethnically diverse
metropolitan living’ (0.46).

As the proportion of households living in the PRS increased, so the level of
deprivation also tended to increase: within each region, the most deprived areas
had the largest PRS.

The localised geographies of private renting can also be understood using more
narrative accounts. Local authority responses to a call for information on local
market characteristics indicates that further research is necessary on the ways in
which local economies and housing forms configure the PRS in particular locations.

POTENTIAL: POLICY INTERVENTIONS

Additional supply and finance

Up until 2015, the availability of interest-only buy-to-let mortgages and the ability
to offset mortgage interest against taxation created a markedly benign context that
facilitated the growth of holdings amongst landlords seeking to expand their
portfolio.

The expansion of the PRS has not contributed substantially to overall net increases
in housing stock although demand from landlords for property to let can increase
builder confidence in bringing property to the market. Fifty-nine per cent of
landlords in the Private Landlord Survey 2010 purchased their last property from
existing housing stock. In addition, it is estimated that over 500,000 social housing
properties originally sold under Right to Buy are now let in the private sector.

There is as yet little certainty around the impact of taxation changes on portfolio
decisions of pension plan and portfolio landlords. Some landlords are not as yet fully
aware of and understand the tax changes. For example, in 2016 it was reported that
48 per cent of landlords were not conversant with changes to the deductibility of
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mortgage interest. Furthermore, surveys relating to landlords’ decisions to sell may
well reflect their response to perceived change in the market: in Q1, 2018, 28 per
cent of landlords reported a fall in demand for rental, compared with eight per cent
in Qz, 2015.

e Asection of the market will remain unaffected by the changes, in comprising
‘episodic’, short-term landlords, landlords with unmortgaged properties, and
landlords that are companies. At greater risk will be landlords who have used a BTL
mortgage to purchase property and who may face a drop in net rental income to
meet mortgage payments. Portfolio landlords at an early stage in their letting
career and servicing a high level of debt and more property transactions may also be
at risk from higher losses through taxation.

e The taxation changes are unlikely to have diminished the appetite for small-scale,
individual, residential investment.

e The principal definitional framework for Build to Rent is to bring new property to the
market, specifically for rental. Supply to the market from this source is unlikely to
fall in the near future, and it is worth now giving greater consideration to what is
being delivered to the market via this mechanism.

e There are three areas where additional information would be welcome: first, there is
limited availability on achieved rents and the possible inflationary impact of those
rents on local markets; and second, it is uncertain how far BTR developments are
meeting local housing need, or importing need from outside the borough. The
industry cites ‘obstacles’ to development, which generally comprise the relaxation
of statutory requirements around the proportion of affordable units within
developments, or on space requirements. Thus, a third area where additional
information required is to chart the outcomes of local negotiations, and monetize
the level of subsidy secured by offsetting affordability requirements.

Regulating the sector

e Overall, there has been an improvement in property quality in the PRS, in line with
property quality improvements across all tenures. Improvement cannot be
explained wholly by an increase in the influx of newer properties to the sector.

e Itremains the case that a higher proportion of PRS properties fail to meet the
Decent Homes Standard. Although this proportion has dropped since 2006, the
number of non-decent homes has remained relatively stable since that time, at
between 1.29m and 1.35m.

e According to Review analysis of EHS data, some properties were much more likely
to be non-Decent compared with the sector average of 27 per cent. These include
converted flats (52 per cent non-decent), and dwellings constructed before 1919 (47
per cent non-decent). For all properties constructed post-1980, 12 per cent were
non-decent in the PRS, compared with seven per cent social housing and five per
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cent owner occupied property. Even amongst properties in the highest rent quintile,
19 per cent were non-decent, compared with 36 per cent in the lowest rent quintile.

A mixture of explanations has been forwarded to explain why properties continue to
to be non-decent in the PRS, including factors relating to property type, landlord
experience and intent, local authority proactivity with regard to enforcement, and
the nature of the local market. No robust evidence has been proposed that assesses
the relative strength of these factors.

There is currently no regulation that defines a minimum standard for property
deemed suitable for letting, although the local authority can enforce compliance
with the Housing Act 2004 if a property is inspected. Property quality is assessed
according to the Housing, Health and Safety Rating Standard (HHSRS), which is a
complex, risk-related assessment. A review of the HHSRS is currently out for
consultation, since there are concerns about whether the system is adequately up to
date, and if it is sufficiently straightforward to be understood by tenants and
landlords.

Active enforcement includes the mandatory licensing of houses in multiple
occupation (HMOs) and selective licensing schemes, which permit local authorities
to bring all privately rented properties in a designated area into a licensing regime.
No recent national evaluation has taken place of licensing schemes introduced
under the Housing Act 2004. The fact that the Act concentrates statutory attention
on certain types of property means that outside the selective licensing areas, and
where properties are not designated HMOs, there is no effective scrutiny.

As a consequence, bringing poor property standards to the attention of local
authorities becomes the responsibility of individual tenants, although multiple
reports have underlined tenants’ unwillingness to complain about standards.

Poor management practice is harder to quantify than a failure to meet objective
property standards. The principal issue is landlords’ not undertaking routine
maintenance and/or responding in a timely way to requests for repair. Indeed,
tenant expectations in this regard are very low.

The list of activities falling under ‘poor management practice’ is extensive. Many
activities have provoked targeted intervention including protection from illegal
eviction, deposits schemes to prevent unfair retention, and protection from
retaliatory eviction. Further intervention has aimed to increase tenants’ access to
their rights and responsibilities, and to reduce letting fees charged to tenants.

Some lessons can be learned from these kinds of targeted intervention. There is a
need for caution: tight targeting on particular issues carries increased risk of
unintended consequences, and as separate measures accumulate then difficulties
emerge with regard to complementarity. In addition, targeted interventions
generally pay little attention to modes of enforcement. Local authorities are under-
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resourced, and tenants — who often view poor management as integral to the
experience of renting — see little point in complaining.

® Extended discussion attaches to the need to amend assured shorthold tenancies
(ASTs) to increase tenant security. Any change must encompass all relevant aspects
of this tenure type including the initial tenancy length, rent liability during any fixed
term, rent increases within the tenancy, notice period for the end of the tenancy,
and 'no fault’ eviction using s21 notices. Attempts to improve tenure security by
altering just one or two of these elements are unlikely to be successful.
Improvement in tenure security should acknowledge that both landlords and
tenants see different elements of ASTs as being necessary to the mitigation of risk,
particularly given dissatisfaction with forms of redress available through the court
system.

® A number of alternative approaches have been mooted as a way to improve
management practice, but none provide a comprehensive solution:

- Increasing the use of letting agencies offers little guarantee of
improvement, given widespread dissatisfaction with the practices of
many letting agent, who may be as ‘amateur’ as the landlords they serve;

- Build to Rent offers higher management standards where it is in the
commercial interests of the developer; at present, competition in the
market means that providers aim to develop customer satisfaction;

- Voluntary accreditation lacks effective market penetration;

- Rogue landlord databases are an as yet unproven method for improving
property standards;

- Mortgage provider intervention is an as yet untested route to secure
improvements in property quality and management; and

- Itisunlikely that tax incentives can be sufficiently well targeted to meet
the parts of the market that are the most problematic.

® The law relating to private renting is problematic in three major ways:

- thereisalack of a strategic focus, with a tendency to accrete layers and
inconsistencies on where responsibilities lie within local authorities adds
further confusion; the lack of strategic focus means that the sector is
vulnerable to wide swings in regulatory intent, driven by political
exigency;

- thelaw contains omissions and is generally out of date;

- and there the law too often relies on tenants to complain or bring actions
against landlords.
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® Even where the law is unambiguous, there is a lack of effective enforcement. It is
estimated that fewer than two per cent of all PRS properties were formally
inspected in 2013/14. Cuts in central government funding have in many cases led to
areduction in the size of enforcement teams dealing with a PRS that has doubled in
size in some local authority areas. There has been only limited discussion on the role
of the police in contributing to the task of enforcement, particularly where there is
strong evidence of criminal activity.

® There are multiple and confusing pathways to redress, depending on the type of
complaint: it is understandable, therefore, that many tenants have a low level of
awareness of their options when problems occur with a tenancy. Again, the
Government has launched a consultation on the possible introduction of a single
redress scheme, perhaps created by expanding the scope of the Housing
Ombudsman. The need for a specialist housing court has been mooted, but its value
to tenants may be limited without appropriate access to legal advice.

Meeting the needs of low income renters

e Excessrents are not endemic in the open market PRS, and the majority of tenants
meet their rental payments without financial difficulty. Fewer than 10 per cent of
tenants are in arrears with their rent.

e Some demographic groups do pay a higher proportion of theirincome in rent,
compared with others, including groups that are more vulnerable to harmin the
sector: affordability ratios are higher where the household reference person (HRP) is
unemployed (0.48 per cent) or a lone parent (0.35 per cent).

e Policy responses to rent affordability issues have tended to be focused on the needs
of ‘middle income’ renters, and have been targeted at controls on rent increases
during the course of the tenancy. The Government has also expressed a strong
commitment to delivering rental properties at ‘affordable’ levels. This means an
increase in the supply of property in some instances only slightly below the market
level, rather than at a rent that would be affordable by a household on the minimum
income.

e Strong rent control is exerted in the housing benefit market via an absolute cap on
local housing allowance payments to the tenant, and a current freeze on rental
increases during the course of the tenancy. These controls operate to the detriment
of the tenant. There has been a progressive mismatch between the asking rents and
the level of LHA support available to low-income families.

¢ Information on shortfalls does not in itself indicate how tenants and landlords are
responding to changes to the level of HB payments. There is little evidence that
tenants move in response to a shortfall between the rent and the LHA,; rather,
tenants tend to reduce their household expenditure on essentials. This strategy fails
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in the long term, as tenants become unable to accommodate both a shortfall and
price inflation on food and utilities.

The roll out of Universal Credit (UC) is likely to exacerbate tenants’ financial
precarity. This is particularly the case since the accompanying sanctions regime
places tenants at increased risk of a sudden fall in benefit income, so undermining
any ability to meet a housing benefit shortfall. Landlords have experienced an
increase in arrears where tenants are in receipt of UC, and express dissatisfaction
with the delays that are currently associated with UC. The National Audit Office has
called for a better understanding of linkages between Welfare Reform and
homelessness.

One response to the problems faced by tenants unable to secure affordable private
rented accommodation has been a growing number of access or *help to rent’
schemes. These schemes vary substantially in ownership, management, scale of
operation and targeted client group but all aim to facilitate access to sustainable
PRS tenancies as a way of meeting housing need. The majority of local authority
areas will have at least one kind of scheme. Schemes devise a package of services to
offer to landlords to encourage them to give tenancies to households in receipt of
housing benefit.

One recent innovation is to mobilise large-scale institutional social capital to
purchase properties which are then let to households in receipt of housing benefit.
This innovation aims to pay an agreed low return to investors from rental returns
and capital uplift on the properties purchased.

There is widespread agreement on the value of help to rent schemes, which are
periodically ‘re-discovered’ as a solution to homelessness. Statutory funding for this
kind of work has tended to be available as part of short-term government
programmes, without the security of a long-term statutory funding commitment.
The short-term nature of the support undermines scheme development, which
generally rests on forging long-term relationships with landlords which ideally might
involve their developing a new portfolio exclusively for scheme use.

In disaggregating the services offered by schemes that help people to secure
tenancies, it is evident that there can be some confusion around the financial and
support needs of tenants requiring help. Some lower-income tenants simply require
financial assistance to pay the deposit and rent in advance required to secure a
tenancy. Concern to ensure that support mechanisms are in place for all scheme
tenants has confused issues around the cost and viability of help to rent schemes.

The 2008 Review indicated that problems had started to arise with ‘incentive
inflation’, as local authorities competed to secure properties for use as temporary
accommodation. TA remains a rather confused area of local government activity in
terms of funding, and in the liberty given to local authorities to purse alternative
approaches to securing TA. This situation might become either more complex or
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simpler as the Homelessness Reduction Act increases pressure on local authorities
to interact with their local housing markets.

Overall, it is difficult to estimate how many tenancies are supported by a mediation
scheme of some description. This intervention constitutes a solution, but also a
problem for two reasons. First, mediated tenancies tend to rely on landlords making
what is effectively a charitable contribution: social investment capital accepts lower
yields than would be available in the open market, and schemes often secure small-
scale landlord co-operation because they want to help homeless families. It seems
optimistic to expect that a large proportion of private renters in the bottom two
income quintiles will be accommodated by appealing to landlords with philanthropic
motives.

Second, mediated tenancies also distort the market: many landlords will
increasingly expect to receive incentives in order to let to tenants in receipt of LHA.
Such is the nature of demand from some statutory agencies, landlords of some of
the worst properties are still able to secure tenants for properties that they would be
unlikely to let in the open market. Further, these arrangements often create
tenancies with rents that are inflated beyond tenants’ ability to pay the rent
independently, from earned income.

Both types of intervention obscure the heart of the difficulty: the benefit system no
longer supports low-income tenants to pursue their own, unmediated pathways
through the rental sector.

CONCLUSIONS

The PRS is complex and evolving, prompting new understandings of what it means
to rent and to let property.

The size of the sector is less important than its configuration and the changing
nature of the needs that are being met. There are too many households in the sector
that would prefer to be in other tenures. There are cost implications for not meeting
those preferences: many privately renting households may be heading for a long
retirement in the sector, with inadequate pensions to cover housing rented at
market rates; and it is uncertain whether housing a large proportion of low-income
tenants in the PRS is the most cost effective approach to meeting housing need.

Property conditions in the market remain poor relative to other tenures. There is a
disproportionately high percentage of households with babies and infants living in
the PRS, and there is a particular concern for the longer-term health consequences
of living in damp, mouldy property with poor thermal comfort.

The regulatory framework for private renting is out of date, and in need of radical

revision. Other frameworks also require attention: planning pays inadequately
nuanced attention to the complexities of the PRS, and the local housing allowance
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system is based on Broad Rental Market Area boundaries that are wholly out of
date.

London’s PRS dominates the narratives that sit around renting, but the capital is not
the only story. Renting is configured differently in different types of area: problems
are not the same, and solutions have to be flexible enough to accommodate
difference.

Parts of the PRS constitute a globally-traded asset class; private renting is a part of
almost every housing biography; and being a private landlord is becoming
commonplace amongst households on middle and high incomes. Private renting is
by no means a marginal activity. There is a need for policy interventions that are
more neutral: overtly ‘pro’ or ‘anti’ PRS measures always distort the market. A more
neutral approach increases the precision with which it is possible to understand
problems and define appropriate solutions.

RECOMMENDATIONS

There needs to be a fundamental change to regulation of the PRS. This change
should be based on ‘road map’ of required interventions to meet an overarching
strategy for the sector. The strategy should be devised through an extended
programme of consensus-building amongst a wide range of policy stakeholders,
dismantling government departmental siloes which prevent effective policy co-
ordination.

There is a profound lack of information on how the PRS works as a market, at both
the national and local levels, and where and how particular interventions have
impacted on effective operation of those markets. Sector interventions are too
often based on London problems and then extrapolated to other types of area. Any
strategy for the PRS needs a strong evidence base, to create robust benchmarks
that can be used to assess progress.

There needs to be an entirely new regulatory framework for the PRS. The current
law is confused and contradictory. The law should be revised and simplified. A new
approach to letting should reframe this activity as a neutral consumer transaction.

The Review recommends the introduction of a combined national landlord and
letting agent register. It should not be legal to let property without being on the
register. A small, tax-deductible charge will be made for being on the register, which
will also fund the operation of a national redress scheme, which both landlords and
tenants will be able to use. Selected statutory agencies would have access to the
register, which will be used to ensure effective communication on new policy and
best practice. Where landlords or agents are found to be in contravention of
property or management requirements, points will be lodged against the landlord or
agent number, open to public view. The accrual of points may then lead to a

banning order.
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All property should be required to be fit for letting: a property ‘MoT’ certificate will
indicate that the property has passed independent inspection. Securing the licence
would be a tax-deductible business expense, and the licence would cover
requirements including gas and electrical safety. All properties would be required to
meet a minimum property standard: a new standard should be established in
consultation with the industry, environmental health professionals and tenant
representatives. Properties would be inspected annually.

The licence would be issued by independent property inspectors, much as registered
garages can issue MoT certificates. Providing these serves constitutes a new
business opportunity at small, medium and large scale; local authorities may also
offer this service in an entrepreneurial capacity.

Existing regulation around mandatory, additional and selective licensing should be
replaced by simpler regulation: all property used as a HMO should be registered as
such with the local authority, on payment of a small fee set nationally. These
properties would remain subject to ‘MoT’ requirements, suitably amended for
shared property. Registering the property as a HMO would allow local authorities to
monitor broader neighbourhood and planning impacts that travel beyond issues
relating to internal property quality.

These suggestions remove the burden of property oversight from local authorities
and from tenants, and create a more neutral environment for judging property
condition.

Reform to the redress system, through expanding the remit of the Ombudsman and
creating a specialist housing court, should take place only after thorough
exploration of how problems are dealt with through existing modes of redress, to
assess the likely nature and scale of problems that any new redress scheme would
have to accommodate.

The Review recommends that any suggested changes to security of tenure need to
take into account all the elements that constitute assured shorthold tenancies. Any
change to the current system should await evaluation of the impacts on landlord
and tenant behaviour of change to the tenure system in Scotland.

Welfare Reform is undermining the economics of the bottom end of the PRS, with
longer-term impacts that are not yet well understood. The LHA functions as a
remarkably crude form of rent control, with consequences that are proving
punishing to tenants. If the PRS is going to be used to accommodate low-income
renters, then the current system needs to work in co-operation with landlords.

Notwithstanding the need for change in housing benefit regulations, it is strongly
recommended that the Government undertakes a thorough review of how best to
meet the housing needs of low-income tenants, with a particular focus on tenants in
receipt of benefit. That review must take place as a joint endeavour between
MHCLG and DWP, and take place as a matter of urgency. It is unlikely that the
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desired impacts of the Homelessness Prevention Act and new Government targets
to reduce homelessness will be achievable without such a review taking place.

Active local management of the PRS needs to be supported through the
introduction of best practice guidance. It is suggested that lessons be learned from
the operation of the National Practitioner Support Service, which has been effective
in creating peer-supported performance indicators for the delivery of homelessness
services at local authority level.

There is a widely held view that the PRS is facing severe skills shortages in
commercial housing management and in enforcement activity. The Department for
Business, Energy and Industrial Strategy has a role to play in auditing the skills
required to support an evolving PRS, and to ensure that the PRS is delivering
adequate property management and quality standards.
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Al. INTRODUCTION

1.1 The Review task

This Review of the private rented sector (PRS) has been funded by the Nationwide
Foundation, an independent charitable organisation, and has been carried out by the
Centre for Housing Policy within an agreed set of parameters. The aim is to obtain a better
understanding of a growing and maturing English PRS, and in doing so replicates the
methods of a previous Review published in 2008.* The PRS has changed considerably in the
intervening period.

Renting privately is often characterised as an interim measure, mainly for younger
households seeking a degree of flexibility. The earlier review confirmed that, in actuality,
the PRS contained a number of distinctive niche markets and demand groups and wide
variation in letting arrangements and practices. Since the start of the century, the PRS has
accommodated an increasing number of families whose access to social housing has
become more limited, and who often could not afford owner occupation. Questions have
therefore arisen about the ability of the sector to offer secure, good quality, affordable
housing for households with children seeking longer-term tenancies.

There is not always strong consensus on the value of the PRS to the wider housing market,
and policy interventions can be ambiguous and contradictory in intent. The sector has
grown against a backdrop of stagnation in the overall housing supply and it has been
proposed that fiscal and planning support for PRS could help counter England’s housing
shortage. At the same time, increasing numbers of households experiencing a protracted
period of renting privately and difficulties in accessing owner occupation is deemed to
signal a ‘broken’ housing market.?

Questions on the operation of the sector come at a time of a recent slowdown in the
growth of private renting and change in the scale and importance of different demand
groups, modes of supply and markets. Supply elements of the market have diversified:
‘Build to Rent’ (BTR) — nascent in 2008 — has expanded and will continue to expand as early
developments contribute market knowledge encouraging further investment. England
remains a nation of small landlords, but the context of small landlordism has shifted. Many
more landlords are now in possession of largely unmortgaged portfolios, but recent
changes to landlord taxation have created a less benign context for small landlord portfolio
growth. Finally, Welfare Reform has brought substantial change to the economics and
affordability at the bottom end of the PRS, contributing to increased homelessness and
tenancy unsustainability.

The PRS continues to be viewed as a problematic sector. Since the 2008 Review, successive
English governments have introduced legislative changes with the objective of improving

1 Rugg, J. and Rhodes, D. (2008) The Private Rented Sector: Its Contribution and Potential, York:
Centre for Housing Policy.
2 Fixing Our Broken Housing Market 2017, Cm 9352, 5.
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property quality, management standards and tenant security. At the same time, the
devolution of housing functions to Scotland, Wales and Northern Ireland constitutes an
opportunity to learn from variation in policy approaches to problems in the PRS.

The terms of reference for this Review are to:

e provide a comprehensive analysis of the ‘state of play’ of the PRS;
e assess policy interventions currently impacting on this part of the housing market; and

e consider possible policy options for more effective operation of the sector.
The Review has employed five principal research methods:

e analysis of secondary data sources including the UK Census of Population, the English
Housing Survey and the Family Resources Survey;

e asurvey of private tenants and landlords, undertaken through a suite of questions
added to a national omnibus during the first quarter of 2018;

e anextended series of expert and stakeholder briefings, interviews, focus groups and
meetings, which have been used to help frame an understanding of operational
aspects of legislation, regulation and finance and practice, for example, in
homelessness prevention services;

e adesk-top review of over 250 items of grey literature, industry reports, parliamentary
briefing papers and parliamentary committee reports; and

e acallforevidence on local housing markets, aimed principally at local authorities but
accepting reports from other stakeholders.

The Review seeks to be entirely neutral, and to draw on robust evidence. A great deal of
discussion about the PRS carries political connotations and can be burdened with negative
historicimages. Commentators, academics and lobby groups often present information
that can carry a more or less explicit agenda. The Review does not view the PRS as either
innately beneficial or innately problematic. It is a market, and the significance and
meanings of that market are in part derived from developments within the owner occupied
and social rented tenures: the PRS has to be viewed in this wider housing context.
Questions remain as to whether the PRS can deliver the values attributed to other parts of
the housing market as they diminish in relative size, and these questions are integral to the
current review.

1.2 Change in the PRS since the Global Financial Crisis

Beginning in the 1990s, there was a reversal to a long period of decline in private renting.
The reasons for the decline and upturn have been discussed in detail elsewhere.3 While the
total housing stock in England increased by one eighth between 2000 and 2017, the share
of stock that was privately rented has more than doubled, from 2,089,000 to 4,786,000
dwellings (Chart 1.1). Between 2000 and 2017, the PRS increased from about ten to twenty

3 Kemp, P. A. (2004) Private Renting in Transition, London: CIH.
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per cent of the total housing stock in England. The rate of growth has been variable, with
the biggest increases in local authorities that had hitherto tended to have a relatively small
private rental market (Map 1.1). Strongest growth in the number of PRS dwellings occurred
in the ten years before the Global Financial Crisis (GFC) in 2007-8. Since 2008, year-on-year
PRS dwellings growth has slowed considerably, from an average of six per cent a year cent
between 2009 and 2012 to an average of three per cent a year between 2012 and 2016. In
2017, there was a slight drop in the number of PRS dwellings, which was the first time the
sector had contracted since 1999. The owner occupied sector slightly increased.*

As the PRS has expanded, demographic changes have occurred within the sector including:

e anabove-average increase in levels of employment and self-employment amongst
tenants;

e anabove-average increase in household incomes amongst tenants; and

e agrowth the number and proportion of households containing dependent children.

Private rents have increased since 2000 by more on average than both earnings (across all
tenures) and the rate of inflation (Chart 1.2). Average house prices have in turn increased by
considerably more than private rents.

4 GOV.UK DCLG Live Tables on Dwelling Stock, Table 104: Dwelling stock by tenure, England
(historical series).
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Chart 1.1: Stock of dwellings in England, 2000 to 2016
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Chart 1.2: PRS rents, house prices, earnings, and CPI
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Map 1.1: Growth in the PRS from 2001 to 2011 for local authorities
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1.3 Explaining recent growth in the PRS

Recent growth in the PRS is reflective of factors that include —amongst other things —
problems with the wider housing market and encompass the broader impacts of the GFC.
The factors and the nature of their impact have changed over time. Arguably, rapid
expansion of the sector pre-GFC reflected ready access to credit for landlords and
expansion in demand for rental property from key groups including students, migrants, and
young professionals. More recent, slo