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	Summary:
	In April 2006 the ALG commissioned a research project to investigate and develop a local authority model for equity stakes and/ or a landlord savings plan.  A team from the LSE, headed up by Christine Whitehead and Tony Travers, undertook this project and worked with three London boroughs (Greenwich, Kensington & Chelsea, and Westminster).  
This research project has now concluded.  During the course of the research it became clear to the researchers that it was not possible to develop a local authority model at this stage as London boroughs are trying to cater for a range of objectives and a range of tenants.  

Now that the research has concluded there is a need to decide on the next steps.

	Recommendations:
	Directors are asked to note:

· The range of objectives and tenants that London boroughs could be targeting with equity stakes and/or landlord savings plans (para 3.7)

· Potential models identified in the LSE research as being appropriate for further development (section 4).  
Directors are asked to comment on
· Recommendations for action contained in the research (section 5) including the following:
· Lobbying Government for a modified Social HomeBuy scheme;

· Lobbying Government and working with other stakeholders to explore the potential and practicalities of the development of operational community and development land trusts;

· Developing a model for a London wide approach to a landlord savings scheme; and

· Developing a pilot scheme in an individual borough(s) to enable tenants to benefit from capital gains associated with regeneration.

· Whether their borough would be interested in working with the ALG over the next 6 months to take forward any of these recommendations (para 6.2)


1 INTRODUCTION

1.1 This report updates Directors on work commissioned by the ALG from the LSE to take forward its agenda on the future of social housing in relation to equity stakes and landlord savings plans.  
1.2 Directors received a report following the commissioning of this research at their meeting of 26 May.  This report advises Directors of key recommendations and conclusions from the research and asks for views on potential to develop some of the models highlighted by the LSE.  
2 BACKGROUND

2.1 Due to the high (and still rising) house prices in the capital there is now a deep inequality of housing wealth between homeowners and renters, which is transmitted from one generation to the next.  The ALG believes that one way to tackle this growing gap between the ‘haves’ and the ‘have-nots’ is to find ways to assist the poorer members of society, firstly to save, and then to enter into partial homeownership if possible.

2.2 In April 2006, the ALG tendered and commissioned a research project on equity stakes and/or landlord savings plans.  This project focused on opportunities for wealth accumulation for some of the poorest members of society.  The initial aim of the research was to explore the development of an equity stakes and a savings plan model for the local authority sector, enabling tenants to choose the most appropriate investment method for their situation.  
2.3 The ALG appointed a team from the London School of Economics (LSE), headed by Professor Christine Whitehead and Tony Travers, to conduct this research.  The research was overseen by a steering group consisting of the ALG, borough representatives and key stakeholders such as the CIH, Notting Hill Housing Trust and the Council of Mortgage Lenders, DCLG, DWP and the NHF.
2.4 In the course of its research, the LSE worked with three London boroughs: Greenwich, Kensington & Chelsea and Westminster.

2.5 This research was funded from the ALG Corporate Research Budget (£8,700) and the ALG Housing Directors Research Fund (£8,100).  This research is due to be published in the autumn of 2006 once we have received comments from the new Housing Steering Group and the ALG Chair of Housing.
3 THE RESEARCH
3.1 The overall objective of this research was to build on existing models like the CIH/Shelter Homesave model and the Government’s Savings Gateway pilots and identify opportunities for small scale wealth accumulation for council tenants, by providing incentives through rent payments to save and/or build up an equity share in property.  

3.2 The researchers held focus groups with a small sample of potential purchasers from Westminster and Greenwich.  These focus group suggest a wide range of attitudes including:

· Older households with aspirations to purchase, often with the help of family who have missed out on earlier schemes 

· Long-term tenants with secure incomes who want to buy their own home but whose capacity to pay has not kept up with house price inflation and who cannot afford to buy with current discounts;

· Tenants who have been in their properties a long time and who are looking for a step up the ladder in at least the same area.

3.3 None of these households was intending to move – so HomeBuy schemes other than Social HomeBuy were seen as irrelevant.  All of the households saw owner-occupation as desirable because of freedom and control over their own property; being on the property ladder; access to capital gains; and capacity to leave assets to their family.  But in Greenwich at least they would rather remain social tenants than leave their home.  They were mainly living in houses where they were happy to take control and pay for their own repairs and improvements either as owners or tenants.  
3.4 The research found that three main types of scheme are in play in the literature and in national policy development:

· Those that help access into owner occupation; 
· Those that support savings; and 
· Those that assist landlords and tenants through lower costs of provision. 
3.5 The first help those higher up the income scale while the second and third can reach further down the income distribution potentially to help all tenants.

Opportunities and constraints
3.6 None of these potential schemes can work effectively without additional powers for the local authority.  To make them work effectively and comprehensively the fundamental issue of incomes in relation to house prices has to be addressed.  However there are in principle potential savings to government from releasing existing equity.  In this context the research identified major opportunities and constraints.

3.7 The objectives identified by stakeholders included:

· Access ultimately to full owner occupation; 

· Sustaining neighbourhoods; reducing the risks for tenant purchasers; 

· Supporting those who will only ever be able to afford to buy a small proportion of their home;

· Distributing some of the benefits of regeneration to tenants; 

· Changing the dependency ethos; and 

· Reducing management costs.

3.8 The three main constraints on developing effective schemes were identified as:

· The high prices of housing in London, and particularly the rapid increases over the last few years as compared to tenant incomes;

· The rules surrounding the Housing Revenue Account and the constraints this places on local authority powers; and

· More general regulatory and administrative constraints, including FSA (Financial Services Authority) regulations and guidance.  
4 RESEARCH CONCLUSIONS 
4.1 The work done suggests that: 
· There are sub groups of tenants who would welcome both shared equity and, to a lesser extent and depending on the level of subsidy, savings schemes; and 
· There is a great deal of good will towards such schemes IF they can be made to work at scale.

4.2 It also suggests that schemes will usually have high transactions costs which will make it problematic to provide something worthwhile for the tenant with limited resources and especially those on benefit.  
4.3 With the exception of Southwark’s Social HomeBuy pilot, the relevant schemes that are actually functioning are based in housing associations and depend upon their independent powers and responsibilities.  Making such schemes work within a local authority context is far more problematic and must depend on central government’s political support, leadership, regulatory change and, probably, resources.

Cost reductions schemes - a Gold Service approach

4.4 Schemes to help tenants unable to purchase have concentrated on enabling savings from better management to be transferred to tenants (as in the Irwell Gold Service schemes) and potentially linking this to savings added to rent payments.  The research suggests that the most obvious win/win scheme is a version of the Irwell Valley gold service approach, because it is based on cost savings and efficiency.  

Savings schemes

4.5 Models already in operation include subsidised savings schemes such as Individual Development Accounts in the USA and the Savings Gateway scheme that has just been piloted in the UK.  Such schemes provide small scale assistance to save based on matching grants available to all types of low income household.

4.6 The most fully defined mixed scheme is HomeSave, developed by Shelter and the CIH, which combines matched savings, investment in affordable housing and ultimately purchase of the tenant’s own home.

4.7 There is no appetite for savings schemes unrelated to property as other options are readily available and there is little obvious benefit from local authorities acting as financial intermediaries.

4.8 On the other hand there is clear potential for a London-wide scheme which linked savings to obtaining a stake in the tenant’s home.  This would need to involve some element of matching – e.g. that savings purchased twice their value in terms of the capital asset, or that tenants doing their own repairs could turn twice the value of those repairs into a capital stake in the property.  The research suggested that the most immediate potential lies in a modified version of Notting Hill Housing’s Rent Plus scheme rather than in the more complex CIH/Shelter HomeSave model.  Notting Hill’s model sets out to encourage tenant’s with disposable income to save and start to behave like an owner.  They commit to saving and maintaining (by taking on their own day to day repairs) their property.  They accumulate a lump sum plus interest and receive a bonus for keeping home in good condition.
Access schemes – a modified Social HomeBuy 
4.9 The most well developed scheme involving subsidising part purchase of the tenant’s property is clearly Social HomeBuy.  The fact that London’s house prices are so much higher than the national average and have been rising rapidly means that on equity grounds at least there is a case for enabling households to enter shared ownership with proportions lower than 25% (to e.g. 10%).  However costs to the local authority increase as the proportion goes down.  
Access schemes – partial purchase in perpetuity (Community Land Trusts)

4.10 Other notable approaches particularly for new build have included reducing access costs by perpetual shared equity notably through a Community Land Trust holding the land.  The research suggests that with central government assistance, there is also potential for piloting Community Land and Development Trusts to provide shared equity into perpetuity and regeneration ‘bonuses’ linked to partial purchase.  
4.11 The research indicates that such an approach via Community Land Trusts can only readily be applied to new build/redevelopment and initial attempts have so far proved abortive.  Much of the current interest is in mixed developments.  The research suggests that this is an area where the ALG and its members might appropriately ask Central Government to take the lead on developing appropriate models for urban and especially inner city areas perhaps via English Partnerships.

Access schemes - Regeneration equity (access to capital gains on partial purchase
4.12 A simpler version from the point of view of London tenants would be to increase discounts on Right to Buy and/or to freeze prices (or increase them only by general inflation) at the point of initial purchase.  
4.13 Both of this option and a community land trust model are wholly dependent on central government.  The research suggests that the approach under discussion in Greenwich, by which tenants in a specific regeneration project might benefit from specific capital gains, might provide a way forward although it would require central government permission.

Final conclusions
4.14 The research concludes that in part, the demand is weak because of the modest spending power and weak political position of low-income homes.  However, the complexity of existing housing governance, ownership, financial advice legislation and local government funding arrangements make progress doubly difficult.  
4.15 Only a fully-committed government could truly make broad progress in the delivery of asset-linked savings schemes.  Yet, the political salience of housing in Britain means the issue could easily and unexpectedly become more visible.  This research is a start.  The political environment is moving in this direction.  But any potential scheme will need a champion.  

5 RESEARCH RECOMMENDATIONS FOR ACTION
5.1 Recommendations for action fall in the research report fall into three groups:

· Discussion with and lobbying of central government
· ALG London wide initiatives

· Piloting specific schemes

Discussion with and lobbying of central government
5.2 The vast majority of possible schemes cannot be brought to fruition without central government involvement and sponsorship.  Immediate pressure points where lobbying might be appropriate include:

· Enabling discounts to be paid on additional tranches purchased by tenants rather than simply on the initial portion purchased under Social HomeBuy;

· Enabling tenants to bear only their proportion of repairs and maintenance costs through the continuing maintenance subsidy;

· Requesting that central government discusses with the FSA and mortgage lenders the way forward for enabling responsibility for repairs and maintenance.

5.3 More fundamental issues for discussion with central government include:

· Modifying Social HomeBuy to allow the possibility of lower proportions;

· Increasing the discount to London tenants to address the issue of absolute versus proportional benefits;

· Examining the case for transfers of property to match savings and/or repair and management responsibilities;

· Enabling the development of a London-wide local authority ‘Rent Plus’ scheme;

· Enabling the pilots to be set up to address the potential for regeneration ‘bonuses’; and

· Encouraging the development of operational Community and Development Land Trusts.

ALG London wide initiatives
5.4 The most immediate areas where a London-wide approach led by the ALG has obvious potential are in respect to:
· Variations on the ‘Rent plus’ approach to match savings or other tenant inputs;

· The development of appropriate gold standard models.

5.5 Both of these can be developed in more detail fairly rapidly with input from stakeholders and central government.

Piloting specific schemes
5.6 Finally the research recommends developing a pilot scheme in the context of regeneration which enables tenants to benefit from the capital gains associated with regeneration.  The research identifies Greenwich and possibly Barking and Dagenham as being the most appropriate pilot local authorities.

6 NEXT STEPS

6.1 The ALG is keen to work with London boroughs to take forward this research and the recommendations for action.  Directors are asked to comment on the recommendations for action in the research and in particular on the following:
· Lobbying Government for a modified Social HomeBuy scheme with the ability to purchase 10% shares in London;

· Lobbying Government and working with other stakeholders to explore the potential and praticalities of the development of operational community and development land trusts;
· Developing a model for a London wide approach to a landlord savings scheme along the lines of Notting Hill Housing’s Rent Plus model; and

· Developing a pilot scheme in an individual borough(s) to enable tenants to benefit from capital gains associated with regeneration.

6.2 It is envisaged that any action taken to take this research forward would need to be in the six months in order to be able to feed into the CSR 2007.  Directors are asked to indicate whether their boroughs would be interested in assisting the ALG on any of the recommendations for action outlined above.  
7 EQUALITIES IMPLICATIONS

7.1 It will be very important to consider the equalities implications of this new policy initiative especially given that a large proportion of the intended recipients will be from BME communities and/or single parent families or disadvantaged through health problems or disability.

7.2 As part of the research we will require the project team to consider the equalities implications of the issues raised and the model proposed.  It may be necessary to carry out a full equalities impact assessment once a model has been developed and piloted in the next stage of this project.  
