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1.2

1.3

1.4

Introduction

The Welsh Government introduced a new rent policy for social landlords in April 2014 for
Registered Social Landlords (RSLs) and April 2015 for local housing authorities (LHAS).
The policy aimed to remove anomalies in rent setting between and within the social
landlord sectors whilst maintaining the capacity of the sector to invest in existing and new
stock.

This chapter outlines the objectives of the research, the background to the rent policy,
the rent policy itself, wider influences that may impact on the policy, and the existing

knowledge of the implementation of the policy.
Research aims and objectives

This research aims to review the current Welsh Government Rent Policy to determine
whether it is fit for purpose and achieves its original objectives, particularly in the context

of external developments.
The research objectives are to examine:

1 the implementation of Rent Policy and its impact on social landlords and social

tenants

1 the wider impact on social landlords including on the value of their stock and their

capacity to deliver housing and other Welsh Government objectives

1 external influences which impact upon the Welsh Government rent policy, social

landlords, their tenants and lenders

1 the future of the rent policy including in relation to equality and diversity,
sustainability and protection of the interests of Welsh Government, social

landlords, current and future tenants and lenders

1 how well the Rent Policy model operates and whether the policy and model

require modification

1 the views of tenants on rent levels and comparability, the rent review policy, the

role of the Welsh Government in rent setting and rent affordability

1 an analysis of the affordability implications of future rent policy.



Background
Rent setting

15 Rent setting by social landlords is controversial in terms of perceived fairness between
tenants of the same landlord, between tenants of different social landlords within the

same area, and between tenants in different local authority areas.

1.6 Whether rents are adequate to cover repairs and maintenance has long been an issue.
Ofgreaterimpor t ance si finaneial tedinee wasringradidced for housing
associations in 1989, and especially since grant levels were reduced under this new
regime, has been the role of rental income in generating housing association private
sector borrowing capacity in order to finance investment in new and existing stock.
Borrowing capacity is typically based on the tenanted market value of property, which is
in turn based on the net present value of anticipated future rental income. Thus higher

rent levels are a means for levering in additional finance for development.

1.7 The upward pressure on social rents since the 1980s has also increased dependency on
Housing Benefit, which also provides comfort for lenders, who perceived it as the
government wunderwriting the | andlordsdé rent
Government s policy of fiscal c on s otial QGrisist i on
has led to restrictions on Housing Benefit, such as the Removal of the Spare Room
Subsidy and the Benefits Cap. The introduction of Universal Credit represents another

important consideration, as it replaces Housing Benefit for working-age claimants.!

1.8 These policies cut across the boundaries of the competencies of the UK and Welsh
governments. Whilst housing policy (including rent policy) is devolved, social security
(including Housing Benefit and Universal Credit) is reserved. Discretionary Housing
Payments are funded by the UK Government, but Welsh local authorities set their own

criteria for their use.

1.9 Moreover, although social security is financed directly by the Department for Work and
Pensions, under the Statement of Funding Policy (2015) and the Concordat between the
DWP and the Welsh Government (2013) policies adopted by the Welsh Government that
lead to a disproportionate increase in non-devolved expenditure in Wales (compared to

England) may be clawed back by the Treasury. The reduction of social rents by 1% p.a.

1 When the current research was commissioned, the Government proposed to limit eligible social housing
rents to Local Housing Allowance rates, but the proposal was withdrawn in autumn 2017.
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in England could potentially impact in this way and affectWe |l sh Gover nment 0s
The Welsh Rent Policy should also be considered in the context of the Supported
Housing Review (2016) and the Equalities Act (2010).

1.10 The end of the Housing Revenue Account subsidy system for local housing authorities on
1 April 2015 provided the opportunity to reform rents across both housing association

and local authority landlords.
The Essex Review of Rent Policy

1.11  The current rent policy in Wales implements the findings of the Essex Review of
affordable housing in Wales (Essex, et al, 2008) subject to further developments arising
from consultation and experience. The new policy aims to overcome deficiencies
identified in the Review to create a fair and transparent system which overcomes service
charge anomalies and provides incentives for investment. The defining approach of the
new rent policy is to provide a framework for rent setting, rather than attempting to set
rents on individual properties. It is also intended to be revenue neutral, so that total rental

income remains unchanged.

112 I n order to protect housing associationsd b
rent policy adopts a Onati onal ingthe HAeaateragev er a
to allow for the convergence of rents towards the HA average rather than the average of
both sectors. The rent policy began for housing associations in 2014/15 and for local
authorities in 2015/16 (after they had left the HRA subsidy system).

External influences on rent policy
Wider Welsh Government objectives

1.13  Supporting private borrowing through appropriate rent levels and safeguarding
organisational viability are necessary for social landlords to meet future housing needs
and contribute to the target of delivering 20,000 new homes from all sectors (13,500
social rented) set out in the programme for government (Welsh Government, 2016a,
2016b). The policy is developed further in Prosperity for All (Welsh Government, 2017),
which includes a commitment to end the Right to Buy to preserve the stock of social
housing Mor eover, the policy should also suppoc
Objectives such as Ai mprov|[ing] access to s
(The Welsh Government. 2016c¢).



Relationship with UK Government

1.14 HM Tr e a@0isayShatement of Funding Policy (SOFP)s t at e svhete ldexision®
taken by any of the devolved administrations or bodies under their jurisdiction have
financial implications for departmentsoragenci es of the UK governn
whose decision leads to the additional costwi | | me e t (HM Treasury,c20154, @
6). A concordat between DWP and the Welsh Government (2012) committed each to
good communication with each other and to alert each other regarding proposals for new
policy initiatives and changes to existing policies that would directly impact on the other's
areas of responsibility. Social rents regulated by the Welsh Government and Housing
Benefit are inextricably linked. Rent Policy can potentially have an impact on the relative
levels of government spending between Wales and England through additional benefits
spending where England has adopted a policy of rent reduction while Welsh rents are
rising. However, it is worth considering whether the relative rent movements should be
assessed over a longer period, rather than just post the English decision to reduce rents

by 1% a year for four years.

1.15 If HM Treasury considers expenditure on Housing Benefit in Wales to be
disproportionately higher than in England, HM Treasury reserves the right to reduce
Welsh Government budgets by a compensating amount, potentially reducing funds for
other elements of the programme for government. This Rent Policy Review will consider

the potential for this situation to arise.
Welfare reform

1.16  The recent decision not to go ahead with proposals to base eligible rents in the social
sector on the Local Housing Allowance rates that are set for Broad Rental Market Areas
(BRMASs) (HM Treasury, 2015b) has lifted a considerable risk from social landlords. While
this has been widely welcomed, were this or a similar policy to be introduced in the
future, it would reframe the nature of debate on rent policy, with potential impacts
especially for social landlords in BRMAs with relatively low market rents compared to

social rents, which are commonly in less prosperous areas.

1.17  The UK Government has now withdrawn its proposal to extendthe 6 s har e d
accommod attotbersocialadcter §HM Treasury, 2015b). This would have
impacted on single social tenants aged under 35 by limiting their eligible rent for Housing
Benefit to that of shared accommodation T a property type that is extremely rare in the

social sector.r The r emov al entitlendeat oftpeopi@aged 48521 to housing



support (a decision reversed in March 2018) was a further source of concern among
landlords at the time of the study fieldwork.

1.18 The UK Governmentd snpact assessment of the Welfare Reform and Work Bill
concluded that the existing £26,000 benefit cap had increased incentives to work and the
proposed reduction to £20,000 in Great Britain and £23,000 in Greater London further
increase these incentives (DWP, 2015). The lower cap was deemed to strike a balance
between claimantséand taxpayerséinterests. | n a O st at i thisveasestimatedn me n
to increase the number of claimants affected from around 30,000 to 120,000 across
Great Britain. Affected claimants not moving into work would have their benefits reduced
by a median of £50 per week. £800m would be available for Discretionary Housing

Payments over a five-year period.

1.19 The impact assessment showed issues in relation to equalities mainly related to gender:
64% of claimants affected would be single women, the majority of whom will be lone
parents. The existing cap disproportionately affected black and ethnic minority
households, at least in part because these households are more likely to live in larger
households. Government suggested mitigation would be achieved through flexibility of

delivery of mainstream services and the use of Discretionary Housing Payments.
Supported Housing Review
1.20 The Supported Housing Review (Blood et al, 2016) estimated that by the end of 2015:
1 651,500 accommodation based supported housing units in Great Britain,
1 6% of these in Wales,

1 71% of the supported accommodation units across Great Britain housed older

people,
1 housing associations provided 71% of all units.

1 inWales, 55% of supported housing for older people provided by housing

associations; 41% by local authorities.

1.21  Welsh Social Rent Policy applies to sheltered housing for older people, but not to other

forms of supported housing.

122 Ther e was considerabl e concern amongst provi
intention to continue to fund core rent and service charges for supported accommodation

through Housing Benefit or Universal Credit, but to limit payment to the level of the
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applicabl e Local Housing All owance rate. Ad
this provision would be provided to the Welsh Government (Freud, 2016).

1.23  The UK Government withdrew the proposal to apply LHA rates to social housing
(including sheltered accommodation) and issued a policy statement and consultation on
the future funding of supported housing (DCLG/DWP, 2017). The statement provides for
a O6Shel t evhichdould banetrggard to eligible service charges and come into
effect in 2020 in England. The UK Government aims for a model of sheltered rent that
&eeps the funding for sheltered and extracare housing in the welfar
(DCLG/DWP, 2017, p. 20) and has committed to work with the Welsh Government to
ensure that this new approach works with Welsh supported housing. The Welsh
Government (2017) highlights concern regarding definitions and consistency in
application oftheterms 6 s peci fi edd and O6supportedd housi

Accommodation Review which differ from terms used in Wales.
Human Rights Act and Equalities Act

1.24  The Human Rights Act 1998 defines public functions and the duties of public authorities
in relation to those functions (lesislation.gov, 1998). Case law has established that the
allocation, management and termination of social housing fall under this definition and
although not all RSL activities will be covered by the Human Rights Act, setting rent

levels is a public function. (Welsh Government 2017).

1.25 The Equality Act (legislation.gov.uk, 2010) identifies protected characteristics against
which discrimination is illegal. Under the Act, the public sector equality duty (PSED) to
eliminate unlawful discrimination; advance opportunities and to foster good relations
came into effect on 5th April 2011. This should be achieved through removing or
minimising disadvantage; taking steps to meet needs and encouraging people from
protected groups to participate (Equality and Human Rights Commission, 2017).

Implementation of the Rent Policy
The Rent Policy

1.26  The rent policy was implemented for RSLs in April 2014 and for LHAs in April 2015. Here
the existing data on the implementation of the rent policy are reviewed. Detailed
guantitative analysis of social rents and their movement since the implementation of the
rent policy is discussed later in this report. Here we highlight some key broad trends

which have emerged.
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Table 1.1: Policy expectations for rent increases

TRB Expected Rent Increase Discretion

Plus up to £2.00 p.w. for some

Above Less than CPI +1.5% . .
properties if rent restructuring

Plus up to £2.00 p.w. for Business Plan
Within CPI1+1.5% commitments or for some properties to
achieve differential in stock

CPI +1.5% plus up to
£2.00 p.w.

Below

Note: TRB = target rent band
Source: Welsh Government (2016d)

1.27  The then Minister set the annual uplift for social rents at CPI +1.5% for the period
2014/15 to 2018/19. Landlords are then expected to increase their average rents by
varying amounts depending on whether they are above, within or below their target rent
bands (TRBs) as shown in Table 1.1.

Table 1.2: Number of RSLs above within and below Target Rent Band, 2014/15  -2018/19

TRB 2014/15 2015/16  2016/17 2017/18 2018/19
Above 5 5 4 2 1
Within 25 25 30 31 32
Below 7 6 2 3 3

Source: (Rent Policy Tables prepared by KAS issued with notification letter from Welsh Government to landlords
annually 2014 to 2018)

Note: TRB = target rent band

Base = 37 for 2014/15; 36 for other years

1.28 Table 1.2 shows that the majority of RSLs were within the TRB at the start of the period.
There has been movement toward the TRB from RSLs above and below the band. One

RSL has fallen out of the target rent band.
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Table 1.3: Number of Local Housin g Authorities above within and below Target Rent Band,
2014/15-2018/19

TRB 2014/15 2015/16  2016/17 2017/18 2018/19
Above 1 0 0 0 0
Within 1 2 2 5 5
Below 9 9 9 6 6

Source: Rent Policy Tables prepared by KAS issued with notification letter from Welsh Government to landlords
annually 2014 to 2018
Base = 11

1.29 Table 1.3 shows that the majority of LHAs were below their target band in 2014/15.
Several LHAs have moved towards the TRB but a majority are still below target level.
This slow movement reflects the safeguards which were put in place to protect tenants

from too steep a rise in rent.

Table 1.4: Non-Compliant RSLs: Variation of RSL mean rents from Target Rent Bands

Year Below (E p.w.) Below (%) Above (£ p.w.) Above (%)
2014/15 -1.88 -2.50 1.81 2.3
2015/16 -1.55 -1.97 1.29 1.6
2016/17 -0.53 -0.70 0.98 1.2
2017/18 -0.53 -0.63 0.50 0.6
2018/19 -1.57 -1.80 0.06 0.1

Source: (Rent Policy Tables prepared by KAS issued with notification letter from Welsh Government to landlords
annually 2014 to 2018)

Table 1.5: Non-Compliant LHAs: Variation of local authority mean rents from Target Rent
Bands

Year Below (£ p.w.) Below (%) Above (£ p.w.) Above (%)
2014/15 -3.63 -5.0 0.43 1.0
2015/16 -4.45 -5.6 - -
2016/17 -3.39 -4.1 - -
2017/18 -4.27 -5.0 - -
2018/19 -3.72 -4.2 - -

Source: (Rent Policy Tables prepared by KAS issued with notification letter from Welsh Government to landlords
annually 2014 to 2018)
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1.30 Tables 1.4 and 1.5 show the average extent to which rents are above or below the TRB
for RSLs and LHAs in pounds per week and as a percentage. Of organisations which
were below the TRB, on average, RSLs have been closer to the target band than LHAs
in each year, both in percentage and monetary terms. The percentage and monetary
level to which RSLs are below the TRB have reduced annually, except in 2018/19. For
LHAs, the percentage and monetary gap below the TRB have fluctuated each year.
RSLs which are below the TRB came very close, with an average of only £0.53 in
2017/18 although the figure for 2018/19 has risen to £1.57. LHAs are further from the
TRB, with a mean shortfall of £3.72 in 2018/19. The largest amount which any LHA is
below the TRB is £11.02 in 2018/19.

1.31 Only one LHA was above the TRB in 2014/15 and this was only by £0.43 per week. None
have been above since then. More RSLs were above the TRB level but the percentage
and monetary value above the target have fallen each year. In 2018/19 only one RSL is
above the TRB and this by only £0.06 per week.

1.32 It can be concluded that the mechanisms for moving rents to within target bands appear
to have been largely successful. By 2018/19o nl'y a few | andl ordsoé r
TRBs, mostly to a minimal extent. At the same time, movement has not been abrupt and
so the few landlords which still have a significant way to go (over £11.00 per week in one
case) are not being forced to move at a speed which would adversely impact on their
tenants. The remainder of this report goes on to explore whether the rent policy has met
its original aims including reflecting local market and stock condition and affordability

while safeguarding viability and promoting investment.
The report

1.33  The remainder of the report is structured as follows. The research methodology is
detailed in Chapter 2. The findings of a comprehensive landlord survey are reported in
Chapter 3. The views of tenants are discussed in Chapter 4, followed by the findings of
nine landlord case studies and six stakeholder interviews in Chapter 5. A quantitative
model of rent setting is established in Chapter 6 and options for changing the parameters
to better reflect affordability are examined in Chapter 7. Conclusions and

recommendations follow in Chapter 8.
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2. Methodology

Online survey of landlords

2.1 An online survey was developed and made available for landlords to complete in Welsh
or English. The survey link was emailed out to all 47 landlords with properties covered by

the Welsh Government rent policy.

2.2 The survey was undertaken during July 2017, with follow-up qualitative telephone
interviews with 32 landlords taking place between July and September 2017. The
telephone interviews collected more in-depth information about landlord views on the

policy implementation and impacts.

2.3 A further nine landlords were selected as case studies, based on segmentation analysis
(described below) with the remaining five landlords not able to engage in the qualitative
research during the fieldwork period.

2.4 A total of 44 completed surveys were received from 47 organisations. As two
organisations each completed on behalf of group structures (containing a total of five

individual entities), this was a 100% response rate.

Table 2.1: Survey response rate, by landlord type

Provider Sample  Returns Response rate
LHA 11 11 100%
RSLs 36* 33 100%
Total covered 47 44 100%

* 33 RSL returns cover 36 providers

Landlord type and location

2.5 Figure 2.1 shows the profile of the 44 landlords?. Responses were received from 22
traditional housing associations and 11 Large Scale Voluntary Transfer housing
associations, which were previously local authority landlords. There were 11 Local

Housing Authority landlords with retained stock.

2Question: To be able to compare different | andluyogrs, we
organisation. ls it aé Response options: A Large Sc
A traditional Housing Association (HA)? Local Housing Authority (LHA) T a local authority which holds
housing stock? (60Otherd option also provided

15



Figure 2.1: Landlord type

Traditional HA

LSVT

Total

LHA

‘III

10 15 20 25 30 35 40 45 50

o
3]

Source: Rent Review survey, July 2017

2.6

2.7

2.8

Focus groups with tenants

The original aim was to undertake six focus groups with tenants across Wales. These
would enable the research to take place in a number of settings and with different types
of tenants. The tenants were sampled to capture their views taking account of
demographic and household composition, location, type of social housing (local authority

or registered social landlord), and whether they were in receipt of housing benefit.

Analysis of the National Survey of Wales (NSW) data revealed that the sample of social
tenants agreeing to be re-contacted for further research was geographically widely
dispersed. This meant the scope to recruit focus groups that met the criteria above was

not possible in smaller rural authorities.

A review of the sample dataset indicated that it would be feasible to conduct three focus
groups 1 one in each of Cardiff, Swansea and Wrexham, areas that all had at sufficient

contacts from the NSW. The sample frame was also increased by using the 2016-2017

and the 2017-2018 survey data. This enabled the focus groups to include people who

paid full rent or people who were on Housing Benefit. It also allowed a mix of age groups.

16



In-depth interviews with tenants

2.9 In addition to the people whose views were captured in the focus groups, 20 in-depth
interviews were conducted with tenants more widely dispersed throughout Wales. This
enabled the inclusion of a wider range of local areas and people in very remote areas.
These 20 interviews included four interviews with Welsh speaking tenants (in Gwynedd,
Denbighshire and Powys). The remaining 16 interviews covered a range of locations to
capture lower rent areas like the Welsh Valleys and more dispersed settlements like
areas of Mid-Wales. Interviews were undertaken with tenants in Caerphilly, Conwy,
Flintshire, Isle of Anglesey, Merthyr Tydfil, Monmouthshire, Neath Port Talbot, Powys,
Rhondda Cynon Taf and Torfaen.

2.10 Advance letters were sent out to householders to invite them to participate, before
potential respondents were invited to participate by telephone. Respondents were
recruited based on broad quotas to ensure a mix of respondents from different household
types, locations, type of social housing (local authority or registered social landlord) and

whether in receipt of housing benefit.

2.11  Atotal of 43 respondents participated across the focus groups and in-depth interviews.
The characteristics of the respondent sample are shown in Table 2.2 to Table 2.4. This
shows a mix of respondents across age, sex, household type and location, with a spread
of tenants in council and housing association properties. Tenants paying part or full rent
(who were expected to know more about their rent) were purposefully sampled, so there

were fewer tenants on full housing benefit.

Table 2.2: Age and sex of tenants in qualitative research

Age Female Male All
16-24 2 1 3
25-34 3 2 5
35-44 4 1
45-54 8 5 13
55-64 3 5 8
65-74 2 3
75+ 2 2
All 24 19 43
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Table 2.3: Household type and Housing Benefit (HB) receipt - tenants

Household type Full HB No HB Partial HB All
Couple 0 9 2 11
Family 1 7 5 13
Single person 8 6 5 19
All 9 22 12 43
Table 2.4: Hous ehold type and type of social landlord - tenants
Household type Council  Housing Association All
Couple 6 5 11
Family 7 6 13
Single person 10 9 19
All 23 20 43

The Case Studies

2.12  The purpose of the case studies was to allow more detailed insights into the impacts of
rent policies on a sample of landlords that together broadly covered the spectrum in
Wales. It allowed us to pursue issues in greater depth and to bring these out to enrich the

study and make it better informed.
Case Study Selection

2.13 The detailed survey data collected from housing organisations was used to conduct a
segmentation analysis to determinei f t her e wer e d@mveichucasa $tudygr o u
selection could be based. Cases were grouped into clusters where they are significantly

similar to each other, and significantly different from other clusters.

2.14  The variables used in the cluster analysis model, based on the survey results were as

follows:

landlord type
the perceived negative or positive impact of the concentration/spread of the stock

1
1
1 whether average rents are within the Target Rent Band
1

views on the effectiveness of transition arrangements
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1 the perceived level of negative impact on tenants of Local Housing Allowance on
rents, in properties with service charges (based on the number of property types
with a negative impact expected)

1 the perceived level of negative impact on tenants of Local Housing Allowance on
rents, in properties without service charges (based on the number of property
types with a negative impact expected)

1 the overall perceived impact of the Welsh Government policy (based on the sum
of scores across all items - the ability to widen rent differentials, flexibility/control
over rents, the level of rent increase that can be applied, the actual rent level
charged and the affordability of rents)
the number of welfare reform mitigation measures in place
the overall perception of how well the rent policy has achieved its aims?®

for housing associations, the number of local authorities operated in.

2.15 The rationale for selecting these variables was to cover a range of landlord
characteristics, experiences and views across the survey results. A cluster analysis was
undertaken on these attributes looking at possible models with 3 or 4 clusters. The 3-
cluster model separated the respondents more evenly i with 20 in cluster 1, 17 in cluster
2 and 7 in cluster 3. This was more useful than the 4-cluster model which offered more

complexity but no greater clarity.
Cluster 1 Profile

2.16  More LSVTs, more negative and more adversely impacted by location; 8 of the 11 LSVT
associations were in Cluster 1, along with 9 of the 22 traditional housing associations and
3 of the 11 local housing authorities. These landlords typically operate in more urban

areas and in a single location, though some had 2-4 locations.

2.17 There was a mix of urban LHAs and middle-sized RSLs in this cluster and more LSVT
associations than in the other clusters. 11 of the 20 landlords said that their mix of
locations had a negative impact on their rent policy (often due to being in a single local

authority).

3 This was based on the sum of scores across all the policy effectiveness items 1 reflecting local variations
in affordability and housing market values, reflecting variations in the type/size of the stock, reflecting
variations in quality and location, providing a more equitable distribution of rents for social tenants across
Wales, ensuring viability for individual social landlords, being fairer to tenants in terms of the rents
charged for equivalent homes across landlords and providing convergence of rents over a period of time.
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2.18

2.19

2.20

2.21

2.22

2.23

2.24

2.25

These landlords were generally well-prepared, in terms of business planning and

mitigation, with very mixed views about the impact of the rent policy i half positive and

half negative. They were also generally more negative about t he rent pol i cy
effectiveness than the other clusters.

Cluster 2 Profile

LHAs, rural landlords, landlords that were more positive about impacts and those who
were using the rent policy, including 8 of 11 LHAS, were in Cluster 2. There was a mix of
preparedness in terms of business planning and mitigation for welfare reform in this
cluster. They tended to have adopted the rent matrix and had already de-pooled service

charges.

However, there was a mixed profile with half not yet within the Target Rent Band (TRB)
and some uncertainty about how effective transition had been. There were also
expressed mixed views about how the spread/concentration of rents impacts on local
rent policy i 6 said the impact was positive, 10 said there was little impact and 1 said this

was negative.

There were more landlords in this cluster that with rents further from the TRB than in the
other clusters. Overall, Cluster 2 landlords were generally more positive about the

potential impact and effectiveness of the policy.
Cluster 3

Group structures and multi-LA providers. Cluster 3 landlords operated in more locations
and were all traditional housing associations. There were 7 landlords in this cluster,

mai nly national providers or | andl oocatias. wi t h

These landlords were all within the target rent band and so often said they did not know
how effective the transition arrangements had been. They were more positive about the

impact their locational spread had on their local rent policy.

These landlords are generally well-prepared in terms of planning, analysis and mitigation
activity and positive about the potential impact of the policy. They are less positive about

the effectiveness of the policy meeting its aims, though.
Final Selection

The principles behind the selection were determined in consultation with the Welsh
Government but the identities of the organisations were not revealed to Government. To

select the nine case studies, the organisations were grouped into the three clusters as a
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2.26

2.27

2.28

2.29

first stratification stage. Then a detailed analysis matrix was produced including the
survey data behind the clusters plus secondary data on stock size, rurality and rent
convergence status. A proportionate number of landlords were then selected from each
cluster i so there were more Cluster 1 and Cluster 2 organisations. This secured a
spread across Wales which in turn allowed a much greater mix by geography and type of
organisation.

One of the proposed case study organisations 1 a housing association i was unwilling to
participate and we therefore included another largely similar organisation in the same
region of Wales. The case studies therefore covered 6 housing associations, of which 2
were LSVT and 3 local authorities. Geographically, South East, South West, the Valleys,
Mid and North Wales were covered as well as smaller associations including Welsh
speaking alongside larger group structures.

Stakeholder interviews

Six interviews were undertaken with national stakeholders representing or with
knowledge of social landlords, local authorities, tenants, regulation and finance. The

purpose of these interviews was to:

1 identify and assess the impact of external influences on social landlords
1 inform any recommendations about the future of rent policy

1 assess the impact of external influences.

Affordability

An analysis of affordability of rents under the rent model was conducted. The analysis
covered 12 cases involving six property types (from bedsits to 4-bed properties) and nine
household types (for example, single, lone parent with one child, couple with four
children).

Assumed incomes were based on:

1 A lower income based on the minimum wage for an adult working 40 hours per
week in 2017/18

1 A higher income based on the local lower quartile income for one adult working full

time in each local authority area in 2017.
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2.30  Affordability was measured in two ways:

1 Rentto income ratios (gross rents against net income including housing benefit).
1 Residual income levels (after rents over out of work Income Support/ Universal

Credit personal allowances).

2.31  Afurther assessment was made of the income level required to escape housing benefit
dependency.

Components of the rent model

2.32  The final part of the project examined the components of the rent, particularly in the light
of criticisms of the model identified in the landlord survey and case studies, considering:

1 The effect of the rent uprating policy of the Welsh Government and its interaction
with the rent model was examined in relation to trends in earnings and policy
elsewhere in the UK.

1 In addition, the part of the model that allows rents to be increased by an absolute
maximum of £2 per week over the general percentage increase was examined in
relation to its impact on different property types (sizes).

1 The flexibility of the model was also examined, particularly in the light of the policy
on grant rates for new developments.

1 The role of SAP ratings in the model as a proxy for quality was also examined, in
particular of the light of the role that incentives to improve stock might play.

1 Finally, the role of locational factors and the role of dampening were also
considered.

2.33  The analysis sought to quantify the extent and severity of weaknesses in the model, in
terms of the numbers of landlords affected and the consequences of the impact. It further

discussed how any deficiencies identified might best be addressed.

Limitations

2.34  The research was conducted in 2017 and 2018 during which time a number of major
policy changes took place. These included t
policy to limit eligible rents for housing benefit at Local Housing Allowance rates, and the
radical changes to the proposed reforms to the funding of supported accommodation.

Both these changes were announced after the national landlord survey, case studies,

and all but one of the stakeholder interviews had been completed.
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3. Landlord survey findings

Stock location

3.1 Figure 3.1 shows the spread of local authorities that providers reported having stock in,
with 12 providers (almost one in three landlords) having stock in Cardiff while just four

landlords had stock in each of Flintshire, Gwynedd and the Isle of Anglesey*.

Figure 3.1: Location of stock

Flintshire
Gwynedd
Isle of Anglesey
Blaenau Gwent
Conwy
Monmouthshire
Swansea
Vale of Glamorgan
Wrexham
Ceredigion
Denbighshire
Pembrokeshire
Bridgend
Merthyr Tydfil
Newport
Caerphilly
Neath Port Talbot
Carmarthenshire
Powys
Rhondda Cynon Taf
Torfaen

Cardiff

Source: Rent Review survey, July 2017 (multiple responses given)

3.2 Among the RSLs, the average (mean) number of local authorities that landlords said they
operated in was 5.2 among traditional housing associations and 1.6 among LSVT
associations, with a range from a single local authority to operating in as many as 15

local authority areas.

4 Question: Which of the following areas describes where you have stock? (please tick all that apply)
Response categories as shown in the figure, ranked by number reporting.
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3.3

3.4

3.5

Looking across Broad Rental Market Areas (BMRAS) showed similar results, with LSVT
associations operating across an average (mean) of 1.6 BMRAs and 5.1 among
traditional housing associations. The range of locations was from landlords operating in a
single BMRA to a landlord with stock in 16 different BMRAs.

Implementation
How have social landlords implemented the rent policy?

Overall, 22 landlords were using the Welsh Government rents policy, 13 had retained a
previous policy and seven had developed a new policy while two landlords said they had
done 6something elseb6b. One of these two
with the Welsh Government policy while providing a more meaningful local policy. The
other landlord had done modelling work to develop a new policy but had not taken this

forward yet.

LSVT associations and local housing authorities were slightly more likely to say they
used the rent matrix while traditional housing associations reported a broader mix of

approaches.
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Figure 3.2: How landlords have been applying the Welsh Government rent policy, by
landlord type
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mApplied the rent matrix for local rents = Retained previous rent policy m Developed a new policy mDone something else

Source: Rent Review survey, July 2017
Question: Which of the following best describes how you have been applying the Welsh Government rent policy?

Hav e

yRespdnse categories: Applied the rent matrix for local rents; Retained your previous rent policy;

Developed a new policy; Done something else

3.6

3.7

Landlords reported having undertaken lots of preparation for the implementation of the
Welsh Government rent policy, with most (41 of 44) having modelled impacts,
undertaken rent analysis (39) and stress testing (32) and more than two-thirds (32 of 44)
having consulted tenants. Just under half had undertaken an options appraisal (19) with

slightly fewer (12) saying that they have done staff training.

The & o me t h i rhgt orgdnisagods had done included analysis of their own rent
policy to check alignment with the Welsh Government rent policy, with a couple of
landlords also holding off changing their policy due to the need for further stress testing
or due to concerns about the future of the Welsh Government policy in the light of the
English rent cut. Other activities mentioned by single landlords included engaging

consultants, a full review of property attributes and consultation with other landlords.
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Figure 3.3: What landlords have been done to prepare for the implementation of the Welsh
Government rent policy

Financial modelling of impact

Rents analysis

Tenant consultation

Business Plan ‘stress testing’

Options appraisal

Staff training

Other things

|

15 20 25 30 35 40 45

o
(4]
=
o

Source: Rent Review survey, July 2017 (multiple responses given)
Question: Which, if any, of the following did your organisation do to prepare for the implementation of the Welsh
Government rent policy? Response categories as presented in the figure

3.8 The main benefits® of using the rent matrix approach that landlords identified were clarity,
transparency and compar amelwior k6 Mawsi nela do
and using an approach meeting Welsh Government guidelines was felt to be more
defensible to tenants. Other advantages also commonly mentioned included the

increased rental income to deliver the Welsh Housing Quality Standard (WHQS) and

new-build development.
3.9 The main disadvantages of using the Welsh Government rent matrix were identified as:

1 Reduced rental income (among those who faced a restricted TRB)

9 Limited flexibility i mainly in relation to the narrowness of the TRB

> Questions: What have been the advantages that approach? What have been the disadvantages of that
approach? (Follow-up questions to: Which of the following best describes how you have been applying the

Wel sh Government rent policy? Have youé Applied the
rent policy; Developed a new policy; Done something else?)
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1 The matrix being overly simplistic i in terms of the rents chargeable for flats
versus houses, not reflecting local demand or local market effects, and there not
being an affordability aspect

1 The TRB was noted to sometimes be higher than the Local Housing Allowance for
some properties, so at odds with the planned policy (at the time of the survey) to
restrict Housing Benefit at the Local Housing Allowance rate

1 Uncertainty about the precise method used to determine the matrix and the
volatility of the matrix results

T The i assted updating of the matri x each

frustration.
How has the rent policy been linked to local rent setting policy?

3.10  Just under half of landlords were using the rent matrix to set their rents at the individual
property level , with LHAs more commonly using the rent matrix than LSVT or traditional
housing associations. There were a couple of landlords applying the policy overall, but
not at the individual property level.

Figure 3.4: Whether landlords are using the  rent matrix to set rents at an individual
property level, by landlord type

100%

90%

80% +—

70% -

60% -

50% -

40%

30% -

20% A

10% -

0% -
LSVT Trad. HA LHA All
EmYes mNo

Source: Rent Review survey, July 2017 (multiple responses given)
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Question : Are you using the rent matrix to set rents at an individual property level? Response categories as in figure

3.11  Most of those using the rent matrix at the individual property level said that it was
effective, though the LSVTs using the rent matrix were least likely to say so.

Figure 3.5: Landlords views on the effectiveness of the rent matrix, by landlord type

Ir

LSVT Trad. HA LHA All
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30% -

20% A
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mVery effective = Quite effective  mNot very effective

Source: Rent Review survey, July 2017 (multiple responses given)
Question : How effective is using the rent matrix? Response categories : Very effective; Quite effective, Not very
effective; Not at all effective

3.12  Where landlords said that usingtherentmat r i x was oO0not very effec

given were:

1 Issues relating to the locational index/damping i which suppressed rents in the
Valleys in particular

1 Concern about the volatility of the locational index year-on-year, due to changes in
wages, rents/house prices or a combination of these

T That it encouraged a 6 fwhichdil ot reqeire laramlaordsc al 6

to develop their own thinking or consider local issues/factors
1 Methodological concerns about individual elements of the matrix i e.g. SAP

ratings being a 6blunt tool & as a proxy
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element, the lack of huance in the measure so that flats and houses, new-build,
bungalows and sheltered housing did not have their own target rent levels

1 Issues about the fairness of the matrix i particularly relating to SAP ratings and
the locational matrix, both of which were felt to disadvantage landlords who
needed to invest in properties in poorer condition and/or lower-demand stock.

1 Again, the annual increase was mentioned as causing uncertainty, which in turn
discouraged landlords to refine their rent policy locally. This is because of the
limited time available after the annual rent policy announcement each year to

allow for genuine tenant engagement to take place.

3.13 Landlords using their own rent policy within the overall Target Rent Band had often
committed to tenants as part of pre-transfer ballot agreements, or had designed an
approach based on local circumstances. There were also some landlords transitioning to
their own rent policy over a longer period, due to pre-transfer ballot commitments or
because of t he n eterohlegacy issuesrretating to lodalGovérmmerg

reorganisation.
What impacts have there been on local rent policy?

3.14 The Welsh Government policy had many aims which were explored in the survey. The
first set of these aims related to the impact of the policy on local decision-making on rents
and affordability fortenants. The survey asked | andl ords fWhae

Wel sh Government rent policy had on the foll

The ability to widen rent differentials within your stock?
The flexibility/control you have over rents?
The level of rent increase that you can apply?

The actual rent levels that you charge?

= =2 4 =

Affordability of rents for tenants?

3.15 Overall, landlords were more commonly positive rather than negative, but between one in
five (eight landlords) and one in three (fourteen landlords) gave a negative assessment

on some aspects of the impact on local rent policy and affordability.

316 Al most half of | andlords (20 of 44) said th
differentials, with a similar number (21) saying there was little impact on the affordability

of rent for tenants.
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Figure 3.6: Perceived impact of We Ish Government rent policy on local policy decisions
and tenant affordability
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Source: Rent Review survey, July 2017
Response categories as shown in the figure

3.17 LSVT associations more commonly gave a negative impact assessment on the
measures above, with between three and six associations (of 11) giving negative
responses on each of these five areas of impact. For example, six LSVT associations
(more than half of 11) said there was a negative impact on flexibility/control, compared
with six traditional associations (less than a third of the 22) and two local housing

authorities (one in five) gave a negative response.

3.18 Across the measures presented in Figure 3.6, there was a greater concentration of
negative views about the impact on local rent policy among landlords with stock in Cardiff
and Carmarthenshire, followed by landlords with stock in Merthyr Tydfil, Pembrokeshire
and Rhondda Cynon Taf.

3.19 There were more negative responses on flexibility/control, with 14 negative responses
overall, representing just under one-third of landlords. Those giving negative responses
were more likely to mention the need for less control on rents, or even complete freedom

from control.
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3.20

3.21

3.22

3.23

The constraints of the rent policy and the challenges of the (then) proposed Local
Housing Allowance cap were also raised by a number of landlords in the qualitative

discussion. Other negative impacts discussed in the qualitative interviews included:

1 Limited investment and constrained convergence where rents are not increasing
enough or increasing too slowly to allow investment
Limited flexibility due to the size of the Target Rent Band
Concerns about future uncertainty i whether the rent policy will continue and the
future expected limits of the Local Housing Allowance cap on Housing Benefit

1 Affordability concerns for tenants as rents increased over time while incomes did

not.

15 of 44 landlords (around one in three) reported that the rent policy had a positive
impact on rent affordability for tenants, with almost half (21) reporting that it had little
impact. Around one in five (eight landlords) felt the rent policy had been negative for rent
affordability.

When asked about other impacts, the most common themes identified were:

1 Ten landlords felt the policy gave them less certainty about the future, while six
felt it gave more certainty to plan for the future

1 Seven landlords reported that it had encouraged investment and active
development

1 Eight landlords expressed the view that the policy encouraged a consistent
approach, o0feel sibfeai rd and was defens

1 Three landlords felt that it encouraged rent increases, while a further two
perceivedt hat | andl ords Ohide behindd the

1 Three landlords raised the issue of delays in the announcement of the policy each

year here.

When asked about possible future impacts, landlords raised the following possible future

impacts®:

1 The impact of the proposed Local Housing Allowance cap’ was felt to be more

critical than the rent policy (13)

® Questions: What other impacts has the rent policy had for your organisation (good or bad)? What further
impacts do you foresee in future?
" As noted above, this proposal was later withdrawn.
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1 Uncertainty about the future Welsh Government rent policy and concern about this
(11)

1 The need for the policy to look at affordability in future (5)

1 The rent policy needing to be more flexible in future (5)

1 Specific issues with the short-term nature of the annual policy announcement (4)

1 Concerns that they may need to build less/develop less in future (2).

3.24  The importance attached to the anticipated (but later withdrawn) introduction of the Local

Housing Allowance cap is illustrated in these responses:

AGi ven t hat ostlyrclose ® orial®vedhe leocahHousing Allowance cap

the relevance of Rent Policy as directly applying to us will become less in future years.
Instead, unless the Policy moves away from increases, it is the application of changes

to the cap which will have greater relevance to the financial viability of the organisation

and the affordabi | (LSW lamdiord, 5@0+tpreperties). t enant s .

AThe 1 mp aftdcal Hdusing Alédwance] is significant and makes Welsh
Government rent policy ineffective, with welfare reform having a much greater impact
thant he p ol i(lcSYT landlsde 3000+ groperties).

3.25 One landlord suggested mitigation targeted at the sheltered stock, in the light of

uncertainty about the Local Housing Allowance and service charges:

A reduced rent level for supported or sheltered stock to try to minimise the impact of
on-going increases for tenants who are feeling the effect of rent and service chargesé
(LHA)

3.26 In the qualitative interviews, many landlords pointed out that, although the current Welsh
Government rent policy had not had a negative impact on rent affordability so far, rising
inflation in future alongside limited wage growth may mean affordability may become
more of an issue. Some landlords were particularly keen to see affordability included as a
consideration in the Welsh Government rent policy. Affordability is discussed in more

det ai | bel ow i n r elnaéppendixC.t o 6wi der i mpactso
The impact of location

327 The survey asked fiwWhat i mpact does the conc
your | ocal r e h, mostlandlords (81?0044)@epa@tedaa positive or little
impact of the concentration or spread of their rents on their rent policy. LSVT

associations were more likely to report that location had a negative impact, with almost
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half reporting this, compared with one in three traditional housing associations and just

one local housing authority.

3.28 The landlords reporting they were adversely affected by their location were those that
were located in areas with very low local rents and low rates. These provided little room
for rents to increase before breaching the anticipated Local Housing Allowance cap.

Figure 3.7: Views on the impact of location on their local rent policy, by landlord type
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Source: Rent Review survey, July 2017 (multiple responses given)
Response categories as shown in the figure

3.29 In the qualitative interviews, some landlords discussed the possibility (for their own
organisation or for others) to mitigate against the potential impact of the proposed Local
Housing Allowance cap by offsetting rent freezes or limits on rent increases in some
areas with higher rent increases el sewher e,
Local Housing Allowance rate. Some associations were already using this strategy to
avoid rents in smaller properties going above the Local Housing Allowance rate, while

others were considering this strategy for the future.

330 Ot her associations were |l ess keen on this 0
expressed concerns that the proposed Local Housing Allowance policy would adversely

influence local rent policy so that rents were unfairly increased for larger households to
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3.31

3.32

3.33

benefit single people. Some landlords were considering looking at the scope for
introducing differential rents for working people and people on Housing Benefit, but

admitted that issues of fairness made such an approach problematic.

The associations operating in fewer, lower-rent, areas (typically the Valleys) did not have
the scope to use differential Local Housing Allowance rates across different areas to
achieve an average rent within the TRB while also mitigating against the possible

negative impacts of the proposed Local Housing Allowance cap.

The landlords who reported being more negatively impacted by the location of their stock
were more concentrated in Carmarthenshire, Blaenau Gwent, Merthyr Tydfil,
Pembrokeshire, Powys and Torfaen.

Transitional arrangements

How effective were the transitional arrangements, which aimed to protect tenants, social

landlords and funders from changes in their financial affairs?

At the time of the survey (in July 2017) 70% of landlords had rents that were generally in
line with the TRB while the rest were transitioning towards it. LSVT associations and

LHAs tended to be those still transitioning their rents (Figure 3.8).e
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Figure 3.8: Whether rents are generally in line with the target rent bands, by landlord type
(all landlords)
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Source: Rent Review survey, July 2017
Question : Are your average rents... Response categories: generally in line with the target rent bands or... are you
undergoing a transition to the target rent bands? (An 060

3.34  Of those for whom the transitional arrangements were most relevant, who were still
transitioning to the TRB (14 landlords):

One said transitional arrange ment s had been 6very effect

1

T Nine said these had been 6quite effectiyv
T Three said transitional arrangements wer
1

One | andlord said transitional arrangeme

3.35 Two of those who felt that the transitional arrangements were not effective were local
housing authorities and two were LSVT associations. Issues highlighted in the survey,
among those more negative about transition, were that local political decisions (not to
apply the full transitional amount) had undermined the policy, that low inflation meant that
convergence was slow and that there was a perceived lack of sanctions for those

landlords which were consistently charging rents outside the TRB.
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3.36  Otherissues discussed in the qualitative interviews were the pace of transition being
hampered by pre-transfer rent commitments and low stock turnover rates (since new
tenancies could go straight to the target rent, lower turnover adversely affected the pace

of transition).

3.37  When asked about the process of convergence to the local rent policy, landlords were

split as follows i

1 More than half (25) were already within the Target Rent Band

1 Six landlords said local rents will converge within 1-3 years

1 Six landlords said local rents will converge within 4-5 years

1 Seven landlords will take longer i mainly due to distance from the target rent,
combined with low tenancy turnover and also stock transfer commitments for one

landlord.

Figure 3.9: When rents are expected to converge with local rents policy, by landlord type

100% -
-
-
70% -
60% -
50% -
40% -
30%
20% -

10% -

0% -
LSVT Trad. HA LHA All

B Already within the Target Rent Band ®=1-2years m2-3years ®3-4years 4-5 years More than 5 years

Source: Rent Review survey, July 2017
Question: When do you expect your local rents to be fully converged to your local rents policy? Response options
as in the figure

3.38 Local rent convergence may not have happened yet, even if rents were already within the

Welsh Government TRB. Four LSVT associations, one traditional association and two
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local housing authorities said it would take more than five years for their local rents to

fully converge to the local rent policy (Figure 3.9).

3.39 The main factors identified in the slow transition towards the local rent policy® were there
being some very low rent properties that would take a very long time to transition
(approaching 20 years for some properties) unless they became void. The Welsh
Government rent policy, alongside stock transfer commitments, has limited annual rent
increases in these unusually low-rent properties. One landlord also had a dilemma that
they had some properties that were in the lower half of the Target Rent Band but also

above the Local Housing Allowance rate.
Service charges

3.40 Some landlords were also still in the process of de-pooling rents from service charges.
Although four out of five landlords said that their service charges were de-pooled from
rents, there was considerable variation between landlords, with half of LSVT landlords

still to de-pool rents.

8 Question: When is it likely to be? And why might it take this long? (Asked of those who say that it will
take more than 5 years for local rents to be fully converged to their local rents policy)
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Figure 3.10: Whether service charges are de -pooled from rents, by landlord type
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Source: Rent Review survey, July 2017
Question: Are your service charges completely de-pooled from rent for all properties? Response categories i Yes;
No

3.41  Of those who reported that they had not yet de-pooled rents, most said these would be
de-pooled by 2018-2019, with some de-pooling work underway and in progress®. A few
landlords were less certain about timings, due to issues with stock transfer ballot

commitments.

3.42  The main issues/concerns identified with rent de-pooling were where there were
significant service charges that needed to be incorporated into rent over a reasonable
period, as affordability was a concern. As mentioned above, commitments made to
tenants prior to a stock transfer ballot also meant that some landlords needed to conduct
a comprehensive tenant consultation process before fully de-pooling service charges. A

few landlords were particularly concerned about service charges in sheltered

° Questions asked of those who said they have not de-pooled rents: Please can you explain where you
are in the de-pooling process and when you anticipate to complete the exercise? What are the main
issues/concerns with de-pooling service charges from rents?
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accommodation and how these might be de-pooled in a way that avoided considerable
financial hardship for elderly tenants on fixed incomes.

3.43  During the qualitative interviews, some landlords discussed the measures that were
being put in place to O6future proofd new de
Al though O6designing outd service charges | i
on top of rents, it was not without negative impacts. There was one example given of the
practice of concreting over common green areas around housing to enable the removal

of estate management costs and associated service charges.

344 Landl ords al so spoke about the need to have
what they valued and what that costs, in terms of service charges. There was also a
focus on tenant consultation and | ooking at
tenants were getting for the service charges paid. Some landlords felt that this had
improved performance by casting a light on efficiency.

345 The focus on o6Value for Money06 was identi fi
reference to fire safety provision in the aftermath of the Grenfell Tower fire, which
happened during the survey period. Landlords were looking at cladding, sprinkler
systems and other fire safety issues. They were making budget provision for these, whilst
also looking to the Welsh Government for guidance on the financing of additional fire

safety provision.

Have the transitional arrangements offered protection for i tenants, landlords and

funders?

3.46  As shown above, most landlords were positive about the transitional arrangements in
place. In the qualitative interviews, the positive aspects of the transitional arrangements
highlighted were the way in which the policy limited the adverse impact on tenants,
landlords, and funders. The fact that the policy gave landlords adequate time to reach the
TRB was important, and the scope to use the £2 additional uplift as well as the ability to

increase the rent of void properties to the TRB were helpful.

3.47 The survey asked landlords whether their tenants had been affected by the rent policy,
with most landlords reporting that tenants had been affected 1 23 reported tenants had
been af flacttd de 66repantetit heywemad been affected 6c¢

three landlords felt that tenants had not been affected by the rent policy.
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3.48 LSVT associations and local housing authorities more commonly reporting that their
tenants had been affected by the rent policy, compared with traditional housing

associations (Figure 3.11).

Figure 3.11: Whether tenants have been affected by the Welsh Government rent policy, by

landlord type
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Source: Rent Review survey, July 2017
Question: Have your tenants been affected by the rent policy? Response categories as in the figure.

3.49 The seven landlords reportingt hat t heir tenants had been in
Government rent policy had stock in the following areas i Cardiff, Carmarthenshire,
Ceredigion, Conwy, Denbighshire, Gwynedd, Neath Port Talbot, Newport,

Pembrokeshire, Rhondda Cynon Taf and Swansea.

3.50 When asked to expand on the issue of tenant impacts??, eleven landlords reported that
the rents had increased significantly or above inflation while six said the increase in rents

had been limited.

10 Question: Have your tenants been affected by the rent policy? If yes, please explain how?
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3.51 A few landlords said that arrears were stable, which they took to be a good sign. A few
did, however, raise specific concerns about affordability now and in the future. However,
a few landlords also said that the rents were fairer now due to greater differentials,
between houses and flats, for example. Others felt the impact of the Welsh Government

rent policy had been marginal, particularly where they had local policies in place.
Protection for landlords and funders

3.52  Landlords were generally more commonly positive rather than negative about the
perceived impact of the rent policy on business planning, access to finance and
development. The survey askedi How much of an i mpact, i f an

Government Rent Policy has thad on the foll owing

The valuation of your housing stock

Your ability to borrow

The terms of your borrowing

Your ability to deliver your business plan
Your ability to build/increase housing supply

Your ability to deliver intermediate or market rented units

= =4 4 4 4 A -2

Your ability to meet WHQS by the agreed timescale and maintain thereafter

3.53  Most positive views were expressed in relation to being able to build/increase supply and
other financial indicators i 25 of 44 landlords (over half) reported there had been a
positive impact on their ability to build/increase housing supply and 22 (half) reported a
positive impact on their ability to deliver their business plan valuation. 18 were positive
about stock valuation and 17 on the ability to borrow and the ability to meet and maintain
the WHQS.

3.54  Housing associations were generally more negative about the perceived impact on the
business than local housing authorities. Between zero and four LSVTs gave negative
scores on the various business impact measures while between one and five traditional

associations did (compared with between zero and two local housing authorities).
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Figure 3.12: Perceived wider impacts of the Welsh Government rent policy on business
plans, investment etc.
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Source: Rent Review survey, July 2017

3.55

3.56

3.57

In the qualitative interviews, housing associations more commonly spoke about the need
for greater flexibility in the rent policy, with some wanting complete control of rent setting.
On business plan impacts, traditional housing associations were more commonly
negative than LSVTs associations in relation to increasing supply and providing mid-
market rented properties while LSVTs were more negative about their stock valuation,

ability to borrow and terms of borrowing.

The landlords who gave negative scores across the measures in Figure 3.12 more
commonly had stock in i Carmarthenshire, Pembrokeshire, Blaenau Gwent, Caerphilly,
Cardiff, Ceredigion, Merthyr Tydfil, Neath Port Talbot, Rhondda Cynon Taf and the Vale

of Glamorgan.

In the qualitative interviews landlords commonly highlighted the fact that the assessment
they made in the survey about the financial impacts of the rent policy was based on the
situation at that time . They were less optimistic about the future financial picture due to
concerns about the roll-out of full service Universal Credit, the impact of the proposed
Local Housing Allowance cap and also uncertainty about the funding for supported
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3.58

3.59

3.60

3.61

3.62

3.63

housing provision. Since the survey was conducted, the UK Government has announced
that it no longer intends to extend the Local Housing Allowance cap to social tenants, and
the proposals to reform the financial support for supported accommodation have been
amended. These changes may provide some stability for rents in future.

A commonly expressed concern was the short-term nature of the rent policy, with
landlords looking for longer-term commitment. Many landlords felt that annually updating
the matrix created uncertainty and wanted the policy to operate for the life of the term of
government (i.e. until May 2021 and then at 5-yearly intervals).

The main positive financial impacts highlighted in the qualitative interviews included:

1 Increased rental income, which had a positive impact on viability
1 The associated ability to invest in existing properties and new-build developments

1 Greater flexibility on rents (for some).

Negative impacts, on the financial side, were perceived to relate to issues of future
certainty. Again, landlords pointed out that their current i relatively positive T assessment
of the impact of the rent policy on the business plan may not hold in future, depending on
the potential impacts of the Local Housing Allowance cap or an adverse change in the

Welsh Government rent policy.

Enabling landlords to make rent increases of CPI+1.5% plus £2 had provided financial
benefits to many landlords. Some landlords said it had helped them to plan and invest by
having some certainty about income, but others were more inclined to highlight the

short -term nature of the policy.

Some landlords were increasing rents at the maximum only where they needed to in
order to converge on the TRB, while others were using the maximum (CPI+1.5% plus £2)
wherever they could to maximise investment opportunities. Some landlords suggested

that uncertainty about the ability to put rents up in future may have led to higher rent

increases in recent years. Freezing rents o

case scenariod envisaged for the future

was likely to happen.

The timing of the announcement  about the rent matrix each year was raised by many
landlords as a negative feature of implementation that had led to uncertainty. A
commonly expressed view was the need for a longer lead-in and a longer planning period
to provide greater clarity and certainty for landlords and lenders. As one respondent

commented:
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3.64

3.65

3.66

Altds no good talking to us in December ab
able to do consultation. We n fadtoralrHausisgp ar e
Association, with less than 2,000 properties)

Meeting the original policy aims
To what extent has the current rent policy delivered on the original aims?

The survey asked respondents to consider whether the rent policy had met the original

ai ms. Respondents were asked: AThe current r
listed below. From your experience so far, how effective has the policy been in achieving

t hese dhenmsliddbal aims identified in the survey were as follows:

1 Reflecting local variations in affordability and housing market values
T Reflecting variations in the type/size o
T Reflecting variations in the quality of
T Reflecting variations in thke | ocation of
1 Providing a more equitable distribution of rents for social sector tenants across

Wales
1 Ensuring the viability of individual social landlords

Being fairer to tenants in terms of the rents charged for equivalent homes across

social landlords

1 Providing for the convergence of rents over a period of time.

The perceived effectiveness of the policy was mixed, with more positive views on the
effectiveness in providing for convergence of rents over a period of time and reflecting
variations in the size andtypeof s oci al | a Otkel nneasdréssvers rhooec K .

generally viewed as having been O6not very e

Landlords were more negative about the effectiveness of the rent policy on reflecting
variations in the quality odratignsinotheldcatibnafn dl or
soci al | andl orddés stock and providing a mor

sector tenants across Wales.
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Figure 3.13: Perceived effectiveness of the rent policy, all landlords
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Source: Rent Review survey, July 2017

3.67 Interms of variation by landlord type, housing associations tended to be more critical
than local housing authorities and less inclined to say that the policy had been effective.

Uncertainty about the likely effectiveness was, however, spread across landlord types.

368 Those giving a 6not at all effectivebd asses
local housing authorities were more negative on the effectiveness of the policy in
reflecting local variations in affordability and market values (3 said the policy is not at all

effective) than on other policy aims.

3.69 LSVTs were commonly more negative on the effectiveness of the policy in reflecting
variations in quality (6 indicated O6not at
atall effectve ) , on ensuring viability for soci al
and providing a more equitable distribution

effectived).

3.70  Other housing associations were also most negative on issues of equitable rents (six felt
the policy was oO6not at all effectived), on

quality (with four providingdé not ver yd or responses)at all effec
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3.71

3.72

3.73

3.74

The landlords that were more negative about the overall effectiveness of the rents policy,
across the measures in Figure 3.13, more commonly had stock in Cardiff,
Carmarthenshire, Powys, Rhondda Cynon Taf, Torfaen, Bridgend, Caerphilly, Merthyr
Tydfil, Neath Port Talbot, Blaenau Gwent, Newport, Pembrokeshire and Swansea.

Some of the drivers behind the more negative views on policy effectiveness explored in

the qualitative interviews were:

T The perceived o6redistributived effect of
feeling that the locational matrix had a negative impact on viability, was not fair
and produced variable results year on year
1 Convergence was felt to be limited, by some, as only the average rents needed to
be in the TRB i there was still felt to be considerable variation between landlords
within the same local authority
1 Some landlords were maximising rent increases (or observed that others were)
which they felt would have a negative impact on affordability
1T Several |l andl ords felt that SAP was not
t o o Iwas upfair (as those needing to invest had to charge lower rents so were
even less able to invest)
1 The treatment of new-build properties, bungalows and sheltered properties was
felt by some to create anomalies
1 There were significant local sub-area variations in demand not captured (though
some local policies did capture this)
1 Some felt that the Local Housing Allowancec ap had o6éovertakeno6 t

the matrix could not be effective in meeting its aims.

Positive aspects of policy effectiveness identified were:

1 That the Welsh Government approach had been more collaborative and supportive

than observed in England
The approach is pragmatic, with inevitable choices having to be made

Some landlords thought that the policy had allowed them greater flexibility to

increase rents.
Rent convergence and comparability

Two of the main aims of t previdimamoreeguitablet | i ne d
distribution of rents for social sector tenants across Wales and being fairer to tenants in

terms oftherentscharged f or equi valent homes across s
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3.75  The survey asked landlords how their rents compared to other social landlords, the Local
Housing Allowance rates and the private rented sector. On convergence, just over half of
landlords (24) reportedthei r rent s are 6very similard to
in three (16 landlords) feltt hei r rents were 6dsomewhat | ower
A few landlords had higher rents, though, more similar to the PRS. This was the case for
two traditional housing associations, one LSVT association and one local housing
authority.

376 More commonly, | andlords reported thoeal r r en
Housing Allowance rates, although two landlords feltt hei r rent s were O6co
higher6 and t wo 0 s o me wh adal Housing Alwadce.tAlugher ninehlecal L
authorities did not offer a response i mainly traditional landlords with stock spread
across several BRMAs, for whom the answer was that it depended on the location.

Figure 3.14: How rents compare with other landlords and the L ocal Housing Allowance

Source: Rent Review survey, July 2017

Queston:How do your rents c¢ o mipmeloal HousingtAllowande mated(spinvi n g é .

the BRMA(s) where you operate?; Other social landlords operating in the local area?; The private sector? Response
categories as in the figure
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