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EXECUTIVE SUMMARY

Chapter 1¢ Research objectives and method

Glasgow City Counaippointed Anna Evans Housing Consultancy Ltd kegetvith Mandy
Littlewood Social Research and Consulting and IBP Strategy and Research to undertake research
into the potential market for mid market rent (MMR) in Glasgow. Glasgow City Council and
Glasgow Housing Associatimintly commissione@nd fundecdthe research.

The oveall objective of the research was establish what the market is for MMR in Glasgow
YR FaaSaa oKIG NBtS Al g2dd R LIXIF& Ay YSSiAy
expeced outputs from the research wes fdlows:

1 Assessment and quantification of the overall market for MMR or a derivative MMR product
(e.g. rent to mortgage);

9 Geographic spread of the MMR market across the city, and in different types of area;
I Characteristics of households that would access MiviR allocation criteria;
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The research methothvolved review ofpolicy and practice in the fermediate sectoracross

the UK comprehensivedata analysis and affordability assessments using demographic and

income data, house sales and rental data to establish estimates of demand for MMR at the
citywide and area level; an assessment of the nature and type of gateshemand for MMR

through a series of 10 focus groups with consumers in different parts of the city; a scoping
exercise through indepth interviews with potential suppliers and existing private
landlords/letting agents to explore who may invest, developl amnage MMR properties, and

what the impact may be on the existing private rented sector. The study was completed with
O2yOf dzaAz2ya 2y G(G(KS NeRtS (KIFIG aaw O2dzZ R LX Il & g
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Chapter 2¢ The Glasgow housing system and strategic context

Demographic projections show continuing increases in population and households in Glasgow.
The majority of these households are sniadingle people and single parentalthough there is
a projected increase of 4,000 family households.

The overall level of social deprivation has improved in Glasgow with many areas moving out of
the top 15%, although there are still areaspefrsistent deprivation: areas that have beenthe
bottom 1%5%for at least the last 5 years.

The housing boom from 2001 led to the average house price in Glasgow peakigbaa56in
2008, but as the recession kicked in, by March 2pf®eshad fallen by 20%rom their pre
recession peakOver the pasttwo years there has beerconsiderable fluctuation in prices,
reaching a mea price of £133,883 in Quarter 2 of 2011 For new build, sales prices have
increased by 2.6% over the last year, compared to static resale prices.

There is a strong deamd for affordable housing in the City as demonstrated through2bi&l
Housng Need and Demand Assessmeifhis is confirmedhrough the qualitative Housing
Options research undertaken in 2011, which reveatedsumers are waiting longer for social
housirg in Glasgovand feel they have less housing optianthe shortage of affordable housing



is a relatively recent phenomenon in Glasgow. This study also confirmed high demand in the
private rented sector.

There is a strong policy commitment to provide aganof affordable housing solutions in
Glasgow including intermediate rent and options that assist households move into ownership if
they wish. The Transformational Regeneration Areas (TRAS) are a key regeneration priority for
the City, driven by GCC, GH#dahe Scottish Government.

Chapter 3¢ Comparative review: Intermediate and mitharket rent policy and practice
Thedefinition of intermediate ormid-market rentused in this researcis:

The proportion of younger working households (ageeB2pin each area that could afford to
pay more than a local housing association rent (without relying on housing benefit), but could
still not afford to buy awo to three bedroom dwelling at the very ¥ end of the local
housing marketmeasued by lowest decile house pric@darrow definition, Wilcox, 2007)

This definition is based ameedrather than demandA broader definition also includes those in
work but claimingHousing Benefit at the lower emaf the income distribution and those who
could not afford to buy at the lowest quartile (rather than decile) at the higher end. The Wilcox
analysis also includes consideration of the affordability of private rents by looking at the ratio of
private renting costs to owning costs.

The comparative review discussém different approaches to MMR in England and Scotland.
The English experience is longer, originating in the Key Worker Initiative in 2004. Since then
intermediate renting has normally been avéaia on the basis of 80% of private sector rents,
and is often associated with rent to buy products. In Scotland, the convention over the last four
years has generally been 80% to 100% of Local Housing Allowance levelstiildHfepresents

the lowest 30" percentile of private sector rents) although there are also examples of rent
setting at submarket prices (rather than subHA).

The comparison between the evidence in the literature and recent lets in Scotland shows the
likely profile of intermediate / MR tenants. Household incomes are modest, typically under
£30,000; renters tend to be single people or single parents, with a lower proportion of family
households compared to those taking up intermediate ownership options; the large majority
will be agedless than 40 years old, although MMR renters may be slightly older than
households interested in low cost home ownership; previous circumstances will most commonly
be private renting, living with parents, or council/lhousing association tenant.

The tenant pofile inevitably reflects the most common letting criteria, typically: people should

be in work, and there is usually a minimum and maximum household income threshold; Housing
Benefit claimants and those that are deemed to be able to afford private rgrinhome

ownership are usually excluded. Scottish experience suggests income criteria between £15,000

and £45,000 (with the higher end of the range for families). Other common criteria are social
GSyryhaszs a20AFf K2dza Ay 3 NAISNEQY 2 NI Ra K SINDILINRA @ INWA (i

Evidence of the English experience suggests there are different markets for a dedicated
intermediate rental product, compared with products designed with the option or expectation
to buy the property at a later date. Thexamplesprovided by L&Q show different rent levels
(65% or 80% of market) targeted at different household incomes, with the options of renting
indefinitely or purchasing equity shares or outright ownership, with the incentive of shares
contributed by theprovider. There is only one concrete example of a Scottish developer offering



a deposit saving scheme attached to its NHT developments, although another two developers
and LAs are considering options. Findings ftbenEnglish Rent to Homebuy product segy

rents have to be sufficiently low to enable renters to save for a depdisé. appendices to the

main report provide some useful examples of intermediate products which are designed to help
renters save for ownership.

The review suggests there is scdfpe using MMR in regeneration areas, assuming the right
location and a strategy to invest in the area. The absence of private sector rented markets does
not necessarily mean there is not a market for MMR; investment in sub market rented housing
may be pat of the pump priming required to regenerate an area and to mix the income profile
of residents.

The majority of the experience of MMR in Scotland and elsewhere in the UK has been focused
on city centre and in pressured housing markets. The focus ofitgdgtivScotland has been in
Edinburgh andAberdeen, whichhave the highest rents in Scotland, and higher household
incomes than found in Glasgow. Dundee provides the most relevant comparable example to
Glasgow, where the housing market is less pressuned ,aaerage private rents and household
incomes lower; here there is also a proven market for renting at levels discounted to the private
market (not discounted to LHA) for those on modest incomes. There are also examples of MMR
being provided successfuily less central locations in Dundee, Edinburgh and Aberdeen.

The MMR market in Glasgow is in its infancy. The five developments that are in the pipeline
present a range in size and type. Some have been brought forward to stimulate stalled sites,
previouslyintended for housing for sale, some are new build in pressured areas, while one is a
redevelopment of former social housing provision. Three out of five of these developments
were approved by GCC, whilst two were approved for subsidy by the Scottishn@®@vrdr
There is currently no centrally agreed strategy for the development of MMR in Glasgow.

Chapter 4¢ The potential scale of MMR in Glasgow

The purpose of the analysis is to estimate the potential market for MMR through analysing data
on incomes, houserices, rents and household circumstances, based on the Wilcox definitions
of the narrow and broad intermediate market. It is important to note that the analysis covers
existing residents of Glasgow neighbourhoods. The market for MMR in Glasgow may well
extend beyond neighbourhood or City boundaries and so in that sense the estimates provided
are conservative.

The assessment, comprising analysis of the CACI PayCheck 2011 data and thedagd! up
demographics 2011 ahe neighbourhood level consisted the following process.

1. Assessing the overall market size of the Intermediate Housing Market, through identifying
the % of households with incomes that are above the Housing Benegfit eligibility rate and so
could afford MMR without Housing Benefit butlbes the rate where they could afford the
lowest market prices.

2. Excluding those who are already homeowners, as they have already managed to secure
housing in the market.

3. Assessing whether households are likely to be able to afford typically available gertga
products at 90% LTV for (a) lowest decile and (b) lowest quartile house prices.

4. Assessing whether the mortgage payment is affordable at the 33% affordability ratio and
whether the household has access to savings of at least £1,000 (which a 90% LA3).impli



5. Another indicator of being able to afford market prices is the ability to afford private rents.
A further test is the ability to afford rents at 100% of thecal Housing Allowance rate
(LHA) which ensures that rents are at the lower end of the near{since LHA rates are
based on lowest 30% of rents).

6. This analysis is then set against average social rents to show the rent differential between
market rents, potential MMR rents and social rents.

If the broader definition of MMR is adopted, households eligible for Housing Benefit would not
be excluded from the estimates. However, the analysis as described above enabled conclusions
to be reached relating to the lowest levels of income required tauemshat MMR is affordable
without Housing Benefit.

The assessment found thatdre is a substantial market f&dMR ranging from around 24,000

of households aged under 45 years currently unable to affdtdlevel rents to 28,500 unable

to afford average pvate rents.The estimates based on not being able to afford to own are
higher, at around 36,0887,000. Excluding those without savings reduces this figure to
between 12,200 to 19,400The overall estimate of the market is likely to be around 10% of
current Glasgowhousehold.

Comparing the two different test&@bility to afford ownership, anthe ability to afford private

renting), it can be seen that the sificant impediment to accesewnership is not having

savings, since the mortgage costs ofraperty in the lowest house price decile or quartile are
considerably lower than average private renté/hat is evident in the different scenarios is the

lack of savings among younger Glasgow househol#®o of young Glasgow households have

savings of me than £1,000, compared with 35% of younger households in Scotland overall.

the lower price affordability model, the lack of savings contributes to aroundthirds of the
SadAyYriaSo ¢CKAAd YAIKG &adaA3ISad G Keludablé te &fordd i NHzS Q
private renting, with a suimnarket of households who would be able to afford owning in future.

¢tKS SadAYl iSR Wylanhtee brSaviigariehtared dolitdrs B 36,500 based
on lowest quartile house prices or 23,500 houskls based on lowest decile prices (at 4.5%
mortgage interest rate).

Almost half of those in the market for MMR, based on current residents, are in the 15% most
deprived datazones. This clearly suggests a strong regeneration role for MMR.

The likely incora threshold for MMR to be affordable is between £15,000 (above the Housing
Benefit threshold)and £30,000, although this may vary for larger households and by local
markets.

Chapter 5 Area analysis

The challenges associated with deriving estimates atrsatket level are considerable as
highlighted by a recent Scottish Government paper on assessing demand for intermediate
rented housing. Even though this analysis provides indications as to the areas that have the
greatest potential for MMR, it is recommdad that further local market appraisal will be
required at the point of development proposdt also emphasised thathere will be some
smaller areas where market indicators do not suggest a market for MMR but where the
objective is to diversify housetwincomes and tenure by attracting househotasrently living
outwith the area; TRAs and other regeneration areas will be particularly relevant here.

Two methodshave been used to establish those areas with the greatest potefdraMMR
The first congders a range of market indicatoasd neighbourhood characteristicahich when



taken together provide concliions as to which areashow the greatest potential market for
MMR. A range of maps habeen produced taillustrate findings. The secondmethod is to
producemodelled estimates of th@revalenceof MMR under four different scenarios, using a
methodology designed by Ipsos MORThe outputs from this modelling arprovided at
datazone level andhave beenmapped for the purposes of this report. The availability of
datazone prevalence rates will be important for decision makers assessing individual
development proposals.

Analysis of house prices, income and rents alongside demographic data shows a stemtigpo
market in pressured areas within the West End, City Centre and South Side. There is also a good
market more widely, including within the TRAsevitably, there will also be demand for MMR

in areas where there are shortages of affordable houskng, where there may also be a
relatively affordable and ready supply of private renting. The key consideration here is the
affordability of private rents relative ttocalhousehold incomes.

The different market and demographic characteristics and thepixl for MMR in 10 specific
neighbourhoodswere explored in greater depth through a case study approach. The areas
selectedwere a mix of pressured areas and TRA&lings of which are set out in an annex to
the main report.

Chapter 6 Characteristicof the potential market for MMR

Ten focus groups were undertaken in Toryglen; Gowdaryhill, Shavlands; Gallowgate
Partick; Dennistoun Temple / AnnieslandLaurieston and Woodlands. The focus groups were
segmented by different household tenure typekw income private renters, aspiring owners,
family households, frustrated social renters and key workers. Qttitgria that group members

had to meetincluded full or partime employment, aged less than 45 years and a household
income of between £1900 and £30,000. Student households were excluded from the sample.
The household tenure of the 64 participants were 37 private rent, 16 social rent, 7 home owners
and 4 staying/renting with family and friends. The purpose of the focus groups was to
underseand more about the nature of the potential MMR market and what the likely target
market might be; and to explore aspects of MMPpricing, location and product. The most
common themes arising in the focus groups are summarised below.

Images of tenure cord dzYSNE Q @A Sga 2y GSydaNBa |yR GeLSa
insights into opinions on different tenure types, vital for the planning and design of any MMR
product. This discussion was facilitated by asking people to associate different types oighousi

with an animal.

9 Private renting- private landlords are generally viewed negatively, commonly associated
with sharks, vultures and pigs. Problems in the private rented sector relate to unaffordable
rents, poor condition, insecurity of tenure andthe@a f AGeé (2 YI 1S GKS Tt
26y Qd . dzi GKSNB FNB YIye LJ2aAalaienhSicelofsatel Ol a | 2
speed of access, flexibility and independence, all considered to be important at different
stages in life and with changesdincumstances.

1 Social rentingc views on social landlords were mixed, and largely negative. The most
common animals used to describe social landlords were elephants, sloths and; snails
associated with the bureaucracy and power of social landlords, tHeiw pace and
inefficiency. Problems relate to lack of availability and access to social housing, long waiting
times, complex rules which vary by different landlords, poor areas;saaial neighbours,
perceptions that only nom 2 NJ] Ay 3 | Yy R YolddRedef hSuged in Kh2 dozidl K
housing sector and denying access to affordable housing to working households. Positive



opinions about social housing related to help and care provided for vulnerable people, and
their supportive, communityrientated roles. Social renting was considered as ideal by
many people due to its affordability (assuming the right location), but in practice most
people felt it is inaccessible, atidought only young vulnerable people, single parents and
older people are housed in thi®ctor.

1 Home ownership Overall, home ownership was discussed as the most positive housing
GSYydNBod LG ¢l a aa20AF0SR 6AGK fA2ya 2NJ o0ANR
WNB I OKAYy3a (GKS G2L) 2F (GKS (NB & @estrifeNBBtR Y Ay
value was debated closely alongside its problenufficulty of access (deposits and credit
rating), risk and financial burden. Home ownership is seen to be a good option for families,
couples and older people to provide securityglstity and investment opportunities.

Affordability - [ 2 0F GA2y A& GKS 1S& RSOUSNNAYLYyG Ay Y2,
RSaANIo0fSQ t20FiGA2ya I NBE RSaAONAROSR a GkKz2asS Of
including a variety of shops, a good environment including the architecture, packéeeure

opportunities (especially for children), and most importantly, safety and security. Affordable
FIYAf@ K2dzZaAy3d A& RAFFAOAA G G2 FAYRI dzyft Saa @
rather compromise on type, size or condition of accomuatazh to live in safe and secure areas.

Pricing of MMR; Consumeravere asked to consider two pricing optiogsl) Rents set witin

Local Housing Allowance Levelso thatthe rent would be a more standard pricegardless of

area whetheran expensiver cheaper aregbut if LJS 2 LXf SQa S Y LI &lehairSentli OKI y -
would be coveredby Hza Ay 3 . Sy SFA G AF (KSe&@ ySSRSR Al ONI(
set at a percentagef private rentsc 3 2 A G NB Tt ScQhe dact thét Somevafdastd S (i Q

more expensive andome are less expensivand people sometimes have to make choices of

areathey live according to what they can afforiihis option could mean that rents may be

above LHA, depending on the area. Consunfeusxd the choice betweenhe two rental

options difficult: people grappled with the fact that it may be better to have a safety net in case
financial circumstances changed (therefore option 1), but at the same time felt that the price

should reflect the area that people choose fwel in, albeit at a discounted rate (option 2).

Option 1 was associated with creating more mix in types of households in the expensive areas,

and giving opportunities for lower income families to have the benefits of bringing up their

children in better aeas. Others suggested ome would want to live in the undesirable areas,

and make them deteriorate further. Some people thought option 1 may be less fair due to the

costs associated with travel for some areas, compared to savings with other areas.

Target markets and eligibility Consumers felt that MMR should be for working households;
apart from this there should be no restrictions and priority systems. Target markets were
thought to be families ovecrowded in social housing but having no prodpetre-housing;

single people who have very low priority for social housing; single people and couples living with
friends and family who cannot get access to social housing, but cannot afford private renting or
home ownership; people coming out of a ritaship breakdown and divorcees, including
parents (usually fathers) who have access rights to their children but no suitable housing to
enable them to have proper access to their children; couples who want to save for a mortgage;
and disabled people ling in unsuitable housing. Nme suggested older households as a
potential market for MMR. Most thought that there should be some kind of income criteria for
access to MMR but that there should be a simple affordability assessment. There was a strong
emph- 444 2y W@SGGAY3IQ (2 SyadNB (KIG 2yte (K24&
access to MMR.
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Type of product, according to consumers:

1 Location- MMR should be in all types of areas including pressured and regeneration / less
popular areas.

1 Newbuild or existing housing new build would be preferred, and people in the focus
group said they would not pay a highdMR rent for refurbished social housing.

1 Furnitureg partly furnished (white goods, carpets and curtains) is preferred, with gi®o
F2NI F Waldl NGISNI LI O1Q 2N a2YS ol airl FdzNY A G dzNB

I Tenancy arrangements MMR should be more secure than short assured tenancies. The
option of having SAT through a housing association made little reliffe to most
participants, although some thought there should be probationary periods.

1 Management arrangements housing associations were the preferred management agent
for MMR, bringinghe advantage over the private sector of regulation and accoulitabi

Options for ownershig Opinions were split 50/50 for and against having the option to buy.
Some people felt MMR should stay in the rented sector in perpetuity, whilst others thought
there should be an option to buy on the grounds that householdy mant to make a longer
term investment in their preferred community.

Overall opinion of MMR Generally MMR was seen to be a very good idea, and people thought

there would be considerable demand for it. There were some caveats that the scheme needed
tooS AyOfdzaA@dS |yR F20dza 2y I FF2NRIOAfAGED {2Y
SYRQ 2F a20Alf NBylGAy3I®

Chapter 7¢ Scoping the potential supply of MMR in Glasgow

The research with consumers has been accompanied by a scoping exercis@te BX¥EIR with

those who may invest, develop and manage MMR properties. Interviews were undertaken with
14 developers/RSLs. Research was also undertaken with existing private landlords and letting
agents. This was to obtain information on the current priveented housing market (demand,
prices and expectations from tenants), elicit views on what role MMR could play in Glasgow,
and to explore the impact that MMR may have on the existing private rented sector (PRS). Eight
landlords responded to invitations ot over 300 landlords/agents. The participating
landlords/agents had properties in a range of locations and of different sizes and types. The
most common themes arising from the scoping exercise are summarised below.

Current activity and demandsince the recession, developers have been concentrating their
activity building housing for social rent and NSSE, with a few now moving to MMR. The activity
in the housing for sale market is still very limited, and seen as high risk, especially tarthe s

first time buyer market. Some believe that the combination of change in the mortgage markets
and the recession may be resulting in overall structural change. In contrast, demand in the
social and private rented sectors is strong.

Potential role tlat MMR could playg Developers, RSLs and some private landlords/agents
agreed that MMR could widen access and provide greater choice of housing for those that
cannot access housing for sale due to restricted access to mortgage finance, and those that
cannd access social housing due to shortage of supply. The need for greater choice was
associated with poor value for money provided by the private rented sector. MMR was also
seen to have a role in regeneration by somgeo mix the type and economic profilef o
households, whether in new communities, or to assist existing low income communities. Others

vii



were very cautious about the role MMR could have in regeneration areas suggesting it could
become a new type of affordable housing, or set the price for theapgivented sector for that
area.

Impact on the existing private sectq Half of the private landlords consulted suggested the
high level of demand in the current market would mean MMR would have no, or little impact.
Developers and RSLs suggested if thveas any impact, this may be to improve quality which
was seen as a good thing. Some private landlords expressed concern about the impact MMR
would have on the existing private rented sector. Concerns were greatest in areas where the
average private rentsere around the LHA level, and it was suggested that there was sufficient
range of properties and prices in the private rented sector in Glasgow to meet needs.

Target markets; Targets were suggested azew householdsusually young single people or
cougdes (aged between 25 and 40), working with low/modest incorgeang family households

¢ as it is likely new households are unable to secure the appropriate mortgage to purchase;
existing social tenants in work but who are unsuitably housgedypically ovecrowded
households households with changing circumstances or specific requiremerits example,
relationship breakdown.

Pricing MMR¢ Takingh y 12 | OO02dzy G I+ttt O2yadzZ 6SSaQ OASsasx .
landlords/agents, most stated thafiMR rents should be discounted on market rent levels, or

there should be flexibility to set rents considering the local market rent levels, but also
recognising the need for affordability and the changing financial circumstances of tenants. The

main reasorcited for this choice was the limitation of the LHA rate in Glasgow which dictates

one maximum level (by size) across the whole city.

Eligibility ¢ Developers, RSLs and potential investors recognised the need for some form of
rationing where public subsjdis involved, based on a household income range. But there were
concerns that this should not be too restrictive, and provide some flexibility for operators,
allowing some adaption according to market conditions. It was argued that any form of
rationing $would be straight forward, with many referring to the unhelpful bureaucratic
processes used for NSSE and social renting.

Product¢ Most suppliers envisage MMR to be a new build product, built mainly in higher
demand areas (although some saw the scopetfir fegeneration areas), let on a short assured
basis and unfurnished but with white goods, carpets and curtains.

Ownership optioa ¢ Opinion was divided on ownership options. Most consultees felt that
MMR should stay in the rented sector, to increas® anaintain the rented housing options
available. But some developers and RSLs thought an ownership option is a way of cementing the
investment in a communityparticularly in regeneration areas where the area would benefit
from a mix of tenures and inconmofiles of households. It may also provide an opportunity for
cross subsidy and make the investment work for developers-odéothought that tenants
should be forced to move on if they did not take up an ownership option that may be offered.
Examples sth as the NHT and other similar models were cited and generally discounted for this
reason.

A range of developers and RSLs confirmed their interest in developing MMR in Glasgow, but a
few are unclear at this stage as to the role of MMR in relation to ottwising products. RSLs
were seen to be a natural choice as property managers due to their expertise and the comfort
provided by regulation. Most RSLs stated their intention to undertake marketing themselves,
but for mixed tenure regeneration sites a nusrbof developers highlighted their strengths in
relation to marketing. They argued that marketing of MMR would have to be carefully managed
to make a clear distinction from social housing and the existing private renting sector.

viii



Chapter 8 Conclusions antRecommendations

This study has found that there is a large potential market for MMR in Glasgow. In planning for
investment in MMR, the Council and its strategic partners should consider the following
recommendations:

1 ¢KS RAGSNERAGE 27T -nindkdtsankang hiat MKR drauldyba targetzd
according tospecific objectives, and according to clear criteria. This should ensure MMR is
developed in areas where it is most needed, and provides a product that is currently not
available in those areas in tas of price and quality.

9 The evidence and tools produced as outp@itsm this study will assist planners and
developers to appraise and agree specific MMR proposals, according to market indicators
and prevalence rates. Clearly markets change over time sarthese market indicators and
prevalence rates will have to be refreshed periodically.

1 The single LHA rate (by size) across the whole of Glasgow does not reflect the number of
sub-markets and range of prices in the City. This is a considerabletionifar pricing MMR
if it is to be developed in line with the Scottish convention used to date (i.eLkl4bprices).
It is recommended that a flexible approach be taken to rent setting for MMR in Glasgow,
taking into consideration local evidence on hohskl incomes, prices, affordability and
viability of developments.

1 Income criteria for allocation of MMR should be based on the affordability assessment
undertaken in this study i.e. betwedd15,000 and £3000. But the affordability assessment
could not take into account different household sizes, so there should be flexibility in
application of the income criteria to take account of larger households, and those with
specific needs.

9 The objectives and criteritor MMR in Glasgovare listed in the able below Examples of
relevant neighbourhoods are also listed, but it is emphasised that these are large and
variable areas and individual development appraisals will be required to confirm MMR
markets in specificocations. The list of criteria is not formulaicthe criteria shouldbe
considered together to make a judgemeand even though sometimes one indicator may
not be strong as othersyhen taken in the rond, the area may still havgood potential for
MMR. For regeneratioand vulnerableneighbourhoodsthe objectives are very different to
pressured areasthe area may show only average potential for MMR, but the objective may
be to attract households from wider areas to mix the dmraphic profile of the area.

1 In all areas, buparticularlyin regeneration areas where there is currently a low supply of
private rented housing, a product should be developed and marketed which is
differentiated from the existing private rented and tisecial rented sectors to ensure MMR
does not set the pric&d 2 NJ I Wy SgQ LINAGFGS NBYGSR aSO002ND
social housing product. Marketing of the product, combined with the management
F LILINBF OK &dK2dz R | faz2z LINEODOARS G(SYdINBEYOBEKAOKBSH
for consumers.



MMR typologiesg objectives, criteria and examples

Pressured areas

Regeneration areas:

Vulnerable areas:

Objective MMR for rent in perpetuity under Shor MMR provided for rent with the option t¢ MMR is provided for rent to provide choice
Assured Tenancy to widen access and choic| purchase to widen access and choice to g{ good quality affordable housing, typically
good quality affordable housing. quality affordable housing, to mix thl areas where private rented housings

demographic pofile in the area, providd dominant, butoften low quality and low priced

affordable ownership options, and to ceme| MMR provides consumers with a better qual

investment from working households shou rented alternative, but may alsmtervene in

they wish to purchase. the existing market to improve standards.
may also be provided with the option t
purchase to widen affordable ownersh
options in the area, particularly for existin
working residents.

Criteria - higher than average ratio of house prides| - lower than average ratio of house prices|- lower than average ratio ofiouse prices tg

incomes incomes incomes
- ratio of the LHA to mean private rents | - ratio of the LHA to mean pie rents is|- ratio of the LHA to mean private rents
lower than average averageor higher than average averageor higher than average
- ratio of mean RSL rents to private rents| - average or higher concentrationf social|- private renting is higher than average, a
lower than average renting, but there is a proven demand fi generally of very poor quality
- higher concentration of owner occupatig  owner occupation and private renting - higher than average numbers of youngd
and private renting - higher than average numbers of young people, people employed in C1 and
- higher than average pressure in the soq people, people employed in Cl and occupations, single people/couple
rented sector occupations, sigle people/couples| economically active people in the aread
- higher than average numbers of young economically active people in the area an ethnically diverse population.
people, people employed in C1 and adjacent areasand/or inward investment in- above average prevalence rates for MMR.
occupations, single people/couples a the area to provide greater employmel
economically active people prospects for these types of households;
- high prevalence rates for MMR. - above average prevalence rates for MMR.

Examples ol - City Centre and Merchant City; Dennistouny - Calton and Bridgeton; Greater Govan; - Govanhill; Ibrox and Kingston.

neighbourhood Hillhead and Woodlands; Hyndland, Greater Gorbaldprox and Kingsto(TrRA)

Dowanhill and Partick East; Broomhill and
Partick West; Langside and Battlefield,;
Maryhill Road Corridor; Pollokshields East;
Shawlands and Strathbungo; Yorkhill and

Anderston.

Sighthill, Roystonhill and Germiston;
Toryglen; Easterhouse; Castlemilk.




1. Introduction

1.1 Theresearch brief

Glasgow City Counaippointed Anna Evans Housing Consultancy Ltd together with Mandy
Littlewood Social Research and Consulting and IBP Strategy and Research to undertake research
into the potential market for mid market rent (MMR) i@lasgow. Glasgow City Council and
Glasgow Housing Association jointly commissiceed funded the research.

The overall objective of the research is to establish what the market is for MMR in Glasgow and
FaasSaa oKFd NRtS Al gsxuatedic hbikimgobjektiyes. Wik SxXpacted (1 K S
outputs from the research are as follows:

1 Assessment and quantification of the overall market for MMR or a derivative MMR product
(e.g. rent to mortgage);

1 Geographic spread of the MMR market across the city iamtifferent types of area;
I Characteristics of households that would access MMR and allocation criteria;
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1.2  Methodology

This comprehensive study has involved six key research stages, summarised below under the
relevant report chapter:

1 Chapter 2The Glasgow Housing Systemh LJ2f A 08 «k adGN)I GS3& NBOJA S
housing system, and an appraisal of the CduficQa & i NJ G S3 A O ingJeédh OA Sa
and demand in the City.

1 Chapter 3: Intermediate and midnarket rent policy and practicea literature review of
policy and practice in the intermediate sector across the UK, complemented by data analysis
and ndepth interviews undertaken with providers currently involvieddelivering MMR in
Scotland.

1 Chapter 4 and Chapter Botential scale of the MMR market in Glasgoglata analysis and
affordability assessments using demographic and income data, houseasaleental data
to establish estimates of demand for MMR at the citywide and area level.

1 Chapter 6Characteristics ahe potential market; an assessment of the nature and type of
potential demand through a series of 10 focus groups with consumersfaraht parts of
the city.

1 Chapter 7:Scoping supply, the demand assessment was complemented by a scoping
exercise through indepth telephone interviews with potential suppliers and existing private
landlords/letting agents to explore who may invest, d®p and manage MMR properties,
and what the impact may be on the existing private rented sector.

1 Chapter 8Conclusions Conclusions on the role that MMR could play within the dynamics
ofthe OA (e Qa K2dzaAy3a aeaiusSyYz || yRs siiatedic hdusing ¢ A (K
objectives.
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2. The Glasgow housing system and strategic context

2.1  The Glasgow housingystem

CKAd NBGASE aedyiuKSarasSa Ay FHMMHIsaues2pdperfGEEMI, D | &
September 2011)the Glasgow andhe Clyde Valley Housing Need and Dema#&s$essment

(HNDA, 2011) and the recenBlasgow Housing Associatiodousing Optioa research
(November2011)whichprovided useful insights from consumers and stakeholders on access to
housing in Glasgowlhe section also draws on housing market evidence from the Property

Market Report for the Transformational Areas (Ryden, January)2Citylets Report Q3 2011,

Council of Mortgage Lenders 2011 reports and analysis of Propvals residential sales information.
Findings from this review have been tested through a discussion with representatives from the

MMR research steering group.

The revew highlights the key drivers relevant to a potential MMR market in Glasgow.
Drivers of demandeconomy, population and households

1 A sustained period of growth in the local economy during the 1990s resulted in higher level
of employment and reduced workdsnessn GlasgowThisled to lower levels of deprivation
and contributed to improvements in neighbourhood quality. Howevétle onset of
recession saw a drop he employment rate from67% to 61%between September 2008
and September 2010, indicating tesper rate of decreas¢han nationaly over the same
period (Scotland from 74% to 70%; GB from 72% to {@®G)C HI, pg 14hligh levels of
volatility, combined with uncertaintyn the European Union means the prospects for the
national economy and the haing marketemainvery unclear.

1 Average earnings in Glasgow have grown by over a quarter sinceda §®8vth rate similar
to Scotland and the rest of the Y&lasgow Economic PartnershCC HI, pg 2However,
iNnHAMAnX Dfl adz2gQa off2RR2was Helgwfadibr ScottahdhSa whole
OMHAZTTMO YR F¥2NJ GKS 'Y OMHMIHHMO®P ¢KS NI G
ranged between 2% and 6.5% betwedd03 and 2009 but, in 2010, thétexperienced a
small shrinkage in median annual ges of around 0.5%, a negative trend mirrored in the
UK as a wholéGCC HI pg 29)

1 The longterm trend of outmigration from Glasgow hastoppedwith the City experiencing
net inrmigrationsince2002(NRS, 2012 here have been recemopulation increasefrom
natural change, and the projected population changes suggest that the long term decline
since the 1950s has ended. The HNDA proje2$% increase population to 2018, and a
further 3.6% increase to 2028. Assuming a lower migration scenario lmstte negative
impacts of the national economic situatiopopulation increase would bexpected to be
lower 1.4% to 2@8 and a further 0.4% increase to 20@8CC HI pg 1B).

1 The HNDA also projects substantial increases in the number of househaidadditional
25,000 households to 2018, and a further 22,000 households to 2028. The projections
suggestthe majority ofincreases will be in onperson households, with the number of
families with children expected to rise by 4,000 to 2018, and a minaratezh of families in
the decade t02028.The HNDA recognises some uncertainty over these projectioribe
period 20032008 there has been a sledown in the rate of household formatiogq there
have beemmodestincreases in the number of one person hebslds, and reductions in the
number of single parent households. Most recent evidefioen 2010 household estimates



impliesa growth of 750 per year in 2068) compared to the projected 2,50GCC HlI, pg
19).

240,000 people (41% of Glasgow population) live in the most deprived parts of the City,
although the results of the Scottish Index of Multiple Deprivation 2009 show that Glasgow
O2yGAydzSa G2 NBRdAzOS AdGa &AKINB 2F {@@ifl yRQ
deprivation has changed over time in Glasgow, &iglre 1shows the effect on specific
neighbourhoods. This shows the reduction in deprived areas (the bottdsPd) between

2004 and 2006 has been continued through to 2009. But the table also showshia

greatest proportionate increase in population has been in the top-2098%6- the areas of

fSFaAad RSLINAGIGA2Yy® ¢KS [/ 2dzyOAfQa | yrfeara 3
persistent deprivation: areas that have been in the bottom3% in 20042006 and 2009.

The gap between the ranking of the median datazone in Glasgow and the median datazone

in the 1965% category has been increasing. The consequence is that the areas of persistent
deprivation are increasingly becoming left behind the rest ef @ity(GCC HI pg 228).

Tablel: Change in deprivation over time

Area Type Definition  of | Population Examples

Area (2008)
Moving into Out of 62,366 Major housing demolition and new buitd
16%50% deprivation Sighthill, Shawbridge

Stable areas in traditional aregs
Knightswood, Carmyle, Baillieston
Around City CentreAnderston

Moving into Into top half of | 38,323 Middle and upper market new builg
51%100% datazones in Robroyston, Springburn
Scotland More up-market stable areag Kelvinhaugh,
Dennistoun, Shawlands
Remaining in | Persistent 113,727 Core areas of e$IP< such as Castlemilk,
1%5% deprivation Drumchapel, Govan

Scattered areas within more stable areps
Knightswood, Mosspark, Riddrie/Carntyne

Gaining Upthe 91,363 Scattered areas linked to specific housing
position rankings by developments; Greater Easterhouse,
500 places or Greater Pollok
more West End, South Side, stretch from Swintg
through Garrowhill to Mount Vernon
Losing position Down the 39,681 Upmarket areas where decline counts for
rankings by little ¢ Newlands, Broombill
250places or Possible effect of displacemeqty A y 3 Q
more Park, Croftfoot

Source: Glasgow Housing Issues, September 2011, page 27



Figurel: Changen SIMD

Draft lllustration of Change in SIMD 2006 to 2009
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Source: Glasgow Housing Issues, September 2011, page 28

The Glasgow housing system
The Owner Occupied housing sector

9 The proportion of househoklin owner occupation has remained statat 48% between
2003 and 2010 although there has beeansiderable activity in new housebuilding in
Glasgow. A significant proportion of this new supply may have been bought fetoBat
investmentc reflected in the increased proportion of the private rented sector (9% to 15%
over the same period)lhe howsingboom from 2001 onwardgeesulted inprices doubling in
real terms in manyarts of the Cityso that bythe end of 2008 prices had peaked to a mean
of £145,656 and median of £125,008; Marchof 2009 prices had fallen by 2d®6m their
peak (GCC HI, @8). Analysis of Propvals house price data undertaken for this research
shows that sice then there has been a two year period of considerable fluctuation in
prices, reaching a mea price for Glasgow overalbf £133,883 in Quarter 2 of 2011,
compared with£133,787 for Q2 in 201®.1% increase over the last yedfoweverthese
static prices disguise considerable variation by new build and resales, and byFareaew
build the mean price was £163,656 at Q2 2011 having increased by 2.6% over therast yea
compared to static resale prices of £129,8%8 average increase of only £50 over the last
year. Area prices are show in Appendi¢(®seTable2, Table 3, Table A.1 and Figure 2)



Table2 ¢ Recent mean sale prices compared with the previous ye&lasgowwide

Q22010 Q22011 % change
All sales £133,787 £133,883 0.1
New sales £159,281 £163,656 2.6
Resales £129,808 £129,858 0.0

Source: Analysis on Propvals house sales database

Figure 2: Average House Prices Q1 1990Q2 2011
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Source Analysis on Propvals data provided at September 2011: mean Ipoiges excluding salesyder £10k and
over £1m, cumulative sales, sales to sitting tenants and shared equity sales.

91 Despite the incentive of continued low interest rates, the fluctuation in prices is driven by
the extreme uncertainty in the market, and the continual adjustmenswbplyto balance
reduced demand. This is evident &gnual change isales volume§17% Q2 2010 to 2011),
albeit there is a short term improvement between the first and second quarter 2011,
(+19%) (see Table 3 and Figure 3)coinbination of predicted higher uremployment,
restricted income growthandnegative equity in some areasay continue to stifle demand
andthreaten house price growth.

Table3: Recent sales volumes compared with the previous yed@lasgowwide

2010 2011 %change
Quarter 1 1,680 1,495 -11.0
Quarter 2 2,160 1,789 -17.2

Source: Analysis on Propvals data provided by GCC in September 2011



Figure3: Recent sales volumes Q1 200®2 2011
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As discussed in th&ésCCHousing Issues papethere was an improvement in the
affordability of housing between 2007 and 20@Bis was caused bipwering house prices

resulting in aimprovement inhouseprice-to-earnings ratios. However, between 2009 and

2010 the rate of improvement slowed down; this will have been caused by limited income

growth relative to prices. Higher deposit requirements continue to act as a barrier to home
ownership although this may be improvinghe Cauncil of Mortgage Lenders survey (CML,
November 2011) suggestsmall improvements in lending criteria for all Scottish house
purchasers in the third quarter 2011. FitBhe buyers typically borrowed 80% of their

LINR LISNI @ Q& @I f dzST  dzhdareiNEiNgingr the :avedage lodok/slue 8 SO 2 y R
ratio in Scotland in line with the UK average. Home movers borrowed on average slightly

less¢ 70% compared to 71%a the previous quarter. CML also confirmed that loans to first

time buyers are up by 7%, andrfoomemovers up by 8% between the last two quarters.

The Ryden report (2011) on the TRAs also suggestémhproving and more active housing

market from firsttime buyersand homemovers, but with a caution that this will not be

near historic levels. Asimmmarised by the CML (201d)he mortgage market in Scotland is

currently stable albeit at a low level. We anticipate growth is likely to remain slow going
forward, although welcome developments, such as smaller deposits, have emerged and a
Scottish mortgge indemnity scheme for new build properties is being introduced. The
uncertain economic outlook and low levels of consumer confidence will likely result in a
O2yGAYydzZAy3a O2yaiNIAYSR Y2NI3aFr3asS YIENJSG Ay {O

The private rentedector in Glasgow

According to GCC estimates (2011), there are 47,395 private rented properties in Glasgow.
This sector has increasadbstantialy from 14,000 in 199& an increase of 238% over the

last 20 years (increasing from %f total stockin 200l to 16%in 2011, GCC)The draft
Housing Strategy confirms that it plays an important role for a range of househofdgin
Glasgow The sector is particularly strong in and around the city centre in areas around
Partick West, Hillhead and Anderstord¥8 of housing stock), Calton and East Centre (13%),
Pollokshields East and Southside Central (12%) and Linn and LangsideA¢da¥tling to
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Glasgows mainly made up dadingle landlords with sirkg properties although 18% is made

up of business landlord$ 2 6 SOSNE |yl feaAaa 2F D/ / Q& LINRGI
for the recent Housing Options studyittiewood et al, 2011kuggests this may owver

estimate theproportion of business landlords in Glasgow: the table below shows that a

much smaller proportion is likely to be business landlards

Table4: Number of properties owned by landlords in Glasgow

Number of properties Landlords %

1 14518 79.5%
2-5 3012 16.5%
6-10 463 2.5%
11-50 239 1.3%
50+ 33 0.2%

Source: GCC Landlord Registration data, Table 4, GHA Housing Options Study, October 2011.

1 This dispersed nature of ownership makes it difficult for the local authority @hers to
engage effectively with landlords. There are some areas in the City where there are serious
management issues with Govanhill being the highest profile, ArdHousing Issues paper
(pg 43) pointdo poor housing conditions in tenements in the @mnsouth side (Govanhill,
East Pollokshields, Strathbungo, Shawlands, Langside and Battlefield) and the West End. In
some of these areabe poorest conditim propertiesare private lets.

9 According to Citylets Report (Q3, 2011)jvpte sector rents at Q3.1 were on average
£614 for atwo-bedroom property. This is relatively low when compared to the two other
main Scottish cities of Aberdeen (£812) and Edinburgh (£720), but must be considered
relative to income level<Citylets estimates thait advertisesapproximately 65/0% of the
private rented market in Glasgow. This research has also undertaken a trawl of other rental
websites to get a snapshot impression for what is on offer at the lower/mid end of the
market. A trawl of four other websites was untkdten in January 2012. Based on 270
properties considered to be of a reasonable quality, it was found that the average price for
a two-bedroom property in Glasgow was £577 pcm (6% lower than the Citylets average
price). This average included rents in agamf pressured and lower rent areas.

9 The Housing Options stud2011)revealed through consultation with private landlords that
demandfor private letsis currently very high, and prices are gradually increasing although
mog landlords consulted prefer & letting periods and sustaing longer tenancies ratbr
than increasingents andrisk longer voids and shorter letting periods. The Housing Options
study also revealed that while the private rented sector is a good housing option for many
households, it also has barriers to access including lack of affordability for lower income
houselolds, perceptions over poor management and lack of regulation, and shortage of
good quality and consistent information and advice on the sec@mapters 4 and 5 of this
report provide findings on the affordability analysis of PRS, and Chapter 6 reports o
O2yadzYSNEQ SELISNASYOS 2F (KAaAa aSOG2NI Ay RSLI

! This ScottisiGovernment study included a survey of 198 registered landlords in Glasgow.

2 Caution is needed in the interpretation of this figure, as the total number of landlords can include joint
owners, so may overstate the number in the one property category.



Social housing sector

1 At 1 April 2003 the RSL sector had a portfolio of 3l@00 homes in Glasgow. Scottish
Housing Regulator statistider 2009/10 showed that this sector has reduced to 110,485
houses( a reduction of approximately 10,500 properties. This has resulted in a proportional
RSONBIIasS Ay Dfladz2eQa G20l f aThereldctiomiMNEBSY n oz
stockis associatedvith sales to sitting tenants through the Right Buy (5,923 betwen
20032010 GCC), and with | ! Qa RSY2ft AGA2Y LINBIANF YYSS | (K:
build programme of 4,000 over the same fi#eS | NJ LISNA 2R® Df  a3246Qa &2
managed by 68 different RSLs with GHA owning broadly 40% and the other cdgnmuni
based RS owning and managing 60%he average weekly renfor a two-bedroom RSL
home in Glasgown 2010/11 wa£60.71, or£263.07per month(SHR APSR)

Housing need and demand

9 The results from the HNDA 2011 identify a continued demand for prikatesing and a
significant shortfall of social housing in the city. In previous Social Housing Demand Studies
(2004/2007) carried out in Glasgow, a surplus of social rented stock had been identified. The
Housing Issues paper notes that the 2011 researdfirfgs were surprising given previous
trends, but concludes that there does appear to be a change in demand and need for
affordable housing in Glasgow. The economic situation and the lack of access to mortgages,
and the improvement in the social housing atothrough largescale investment, will all
influence the needand demandfrom existing households in Glasgow and new households
to enter the social housing sector. Additional work was undertaken to look at housing needs
based on more recent information d¢tuding the needs of homeless households and
population trends. This work estimates a range of need for social rented housing. At 2011,
the range is from the city having a surplus of 500 social rented units to having a shortfall/
need of 1445 units. By 206, the range daeases to a potential surplus of 170 social rented
units to a shortfall/ need of , 109 units.

1 The demand foisocialhousing wasconfirmedin the HousingOptions workg frustration
over longer waiting periods and bottlenecks in temporagcammodation were commonly
raised byhouseholds, housing professionalsd other stakeholdersvho have to date been
accustomed to easy access to social housing in Glasgow.

22 Dfladz2¢Qa K2dzaAy3a yR NBISYSNIrGA2Y &0GNI

Df Fa32¢Qa | 2(EmEaACHBuUltdtive Nrafindsisduedin August 2011and sets out

0 KS [/ A i ehousigydsioDdnd Srategy. It is founded on three key interlinked strategic
themes of Housing Bgeneration, Access and Delivery throughPartnership. The following
discussion extractshe key stands of the strateggelevant to a potential MMR market in

Df 4326 ¢KAA aASOGA2Y |f&a2 RNlIga 2y weRSyQa t
Regeneration Areas (TRAs, 2011) and has been informed by discussions wiRbde@&ration

and Housing Strategy staff.

Regeneration- Increasing the supply and improving the quality of housing available to
Df Fa326Qa LIS2LY S

The strategic outcomes to be achieved by 2016 are:

1 We will have increased supply of good quality social mmusind introduced more
affordable housingomS S GKS OAGeéQa K2dzZAy3d ySSRao



1  We will have increased the supply of good quality family housing across all tenures.

1 We will have increased the supply of new and converted accessible housing, as well as
housing br particular needs.

T We will have improved neighbourhood quality across the City.

T ' ONRaa Fftt GSydNBaz ¢S oAttt KIFIZS AyONBIlI asSR
taken steps to mitigate the impact of increasing energy costs on the level giduetty
in the City.

1 Across all housing tenures, we will have increased the proportion of the housing which
meets the current SHQS.

1 We will have increased the supply of good quality housing for owner occupation.

The strategy states that the supply of a range of affordable housing opioss important
priority for the Council. The Councdmains focused on the continuing need to revive private
house building, particularlyhe promotion of mixed tenure regenerén andthe provision of
much needed family accommodation in the ciBut the strategy notes that the change in the
economy meanghat providing alternative or additional housing options for people is more
important than it has ever been.

The LHS sees nes@cial and intermediate housing as a way of meelingsing needs, but also

that it has an important role in the delivery of major mixed tenure regeneration projects,
particularlythe TRA. In the current economic climate, early phases of social andmediate
housing are seen as vital in order to kick start the development process, attract private sector
partners, retain core communities and provide a step onto the housing ladder for local people in
areas where previously one did not exist. The Couplaihs to work with partners to both
develop and implement new intermediate tenure produasd to fulfil the promise of 13,000

new social rented homemade at stock transfer.

¢KS &adN)IGS3Ie YIAyGlrAya GKS [/ 2dzyOAf @@ ho®2 YYA (Y
ownershipc it will explore ways to improve accessibility for first time buyers with lenders and

private developers.This could be through initiatives such as the Local Authority Mortgage
Scheme (LAMS) and Glasgow Credit Union and Crudeegqué)Property Solutions (UPS)

Initiative and similar schemes across the City.

The strategy discusses the fact that during the housing market boom, private house building
was focusedon flatted developments for single people and cowplesupported by
demographicsand the investor market at that timelt argues thatow, the number of families

with children is expected to increase and so the Council will promote increasing the supply of
family housingo attract and retain families in the City

¢ KS / A ( &enaformatior®IK Begeneration Areaare considered to be of national
importance and are supported by a Partnership Board comprising Glasgow City Council,
Glasgow Housing Association and the Scottish Governmeky principal in enabling the TRA
work to proeed has been reaching agreement with Scottish Government to set aside the stock
transfer disposal clawack agreement this allows capital receipts to be recycled for use on the
sites (rather than being returned to the Scottish Government). Agreementh@anhas been
reached for three of the sites, which have now been designated as Demonstration Prpjects

10



Maryhill, Laureston and Gallowgate. Over the past 18 months the following progress has been
achieved:

1 Maryhill ¢ Maryhill TRA has the advantagepbximity to the Kelvindale area of Glasg@w
West End. 35 new social rented homes have already been completed in the former Botany
area of the TRA by Maryhill HA. Theetd phase of development is currently go on site
shortly at Maryhill locks. Thishpse will comprise of a further 106 homes for social rent
along with 19 shared equity (NSSE) properties and is being developed by Maryhill Housing
Association. ISIS, the regeneration arm of the British Waterways Trust, will develop out the
remainder of thesite, mainly for housing for sale. Recent market testing suggested this
area is likely to comprise a number of smaller housing developments targeting a range of
house types and markets, with midarket tenures and private housing for sale
complementing he investment in social rented housing that has already been completed
and currently on site.

9 LauriestoncUrban Union havebeen appointed as the TRA Private Sector Development
Partner and will be party to a development agreement with the council to develop the
entire TRA site. Laurieston is the closest TRA to the city centre and also benefits from being
close to the Crown Stet & Hutclesontown regeneration areas, where there is alreaaly
proven track record in successful urban regeneration. Most of the demolition of existing
social housing stock has been completed, with only one block of-statey flats left on
the site, which will be demolished following the completion of the first phase of homes for
social rent (201 units). The social housing units are being developed for New Gorbals
Housing Association and are scheduled to start in spring 2012. A further 108 homes for
private sale are expected to start in early 2014. Further phases of private housing will
follow, providing an additional 492 homes (minimum), subject to market conditions. Market
testing as part of this study showed most developers were pragmatic aboutuirent
proposed phasing. It is concluded the area is likely to support a mix of social rent, mid
market rent, shared equity, housing for sale and other commercial uses.

1 Gallowgate¢ A proportion of demolitions hebeen completed. Two multi storey blocks
remain on site, but are currently being cleared and are scheduled for demolitioimwlita
next 1824 months. 62 social rented homes are being developed by GHA and are currently
on site, these units should be complete by mid 2013. A Regeneration Defiramnework
for the remainder of the site has also recently been approved, outlining a delivery strategy
for the remainder of the site for private housing. There are some constraints associated
with the site, but it has the advantage of having pedestriakdito Dennistoun which is now
a mixed community including a range of tenures and where there has been a considerable
increase in private rented housing. The site is also within walking distance of Parkhead
Forge Shopping Centre and the 2014 Commonwealtme&saVillage site, where 704 new
homes are being built for th&sames in 2014. 100 of these units will be intermediate
tenures i.e NSSE and MMR (50 of each). The Games Village site could potentially be a
competitor site for the TRA in terms of the intermatdi housing market. West of Scotland
Housing Association recently provided New Supply Shared Equity housing in the
neighbouring area of Camlachie, but found the properties took longer to sell than
anticipated. Market testing suggested this would be a gaieé for HffordableQfamily
housing for sale in relative proximity to the city centre.

The remaining five TF8A have not yet been initiated for development, mainly because

agreement has yet to be reached with Scottish Government around setting aside the
aforementioned Disposals Clawback Agreement for these areas, but also due to current market
conditions. The following commentary provides an indication of the current status of each area:
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1 North Torygleng this is likely to be the next area for TRA actmatiOne multistorey and
some low rise properties hauweeen demolishedilready with the majority of the remaining
stock also earmarked for demolition. 50 homes will remain on the site once the demolition
programme is complete. North Toryglen has histdlycdeen an isolated single tenure
estate, with unpopular poor quality housing stock, located close to an industrial area.
However, the area has good potential for redevelopment. Barratt Homes have successfully
completed and markied a family housing del@ment directly opposite the site. The site
is adjacentto the new national indoor football training pitches at@la major supermarket.

In addition, ithas good public transport links to the city centre and the populam&irals

area in the South sidéorth Toryglerhas also recently benefited from being located close
to the on/off ramps of the new M74 motorway link. Market testing suggested this is the
most popular TRA with developetst is near to private housing areas, has good amenities
and is of a scaléo create a new neighbourhood focusing on family housing. This area is
currently nearing the end of a masterplanning/delivery Framework study which will require
to be approved by tb TRA Shadow Board before Scottish Ministers will consider setting
aside theDisposalQawbackAgreement, allowing a mixed tenure development to proceed.
Upto 100 homes for social rent for GHA will form part of the early development of the site
along wth an early phase of housing for sale

1 Shawbridgeg The 2010 TRA Business Plan identified Shawbridge as the most economically
viable of the TRAs. The area is situated close to Shawlands which is considered to be
Glasgov® Witernative West En@oth in tems of its cultural/social offerings and its housing
provision. Four multstoreys and deck access housing have been demolished with 93 GHA
socially rented flats already completed on a cleared part of the site. Developers envisage a
diverse range of ten@s and house types including family townhouses, terraces, significant
volumes of housing for sale atdnsubsidise@mid-market rent. As with North Toryglen a
revised master/deliveryfframework exercise is planned by the TRA partners with a view to
reaching agreement with Scottish Government Ministers to set aside the Disposals
Clawback Agreement. Any receipts gained through sales of land to the private sector would
be recycled through the TRA Programme.

9 East Govan/lbrox This is the largest TRA by areaubded to the north by the Rer Clyde
and to the east by Pacific Quay. Intgar tenements have already been demolished, with
the majority of multi storey flats also either already demolished or planned for demaolition.
Onemulti storey block of flats at Hoxholm Oval is beingetained andrenovated by GHA for
MMR. The area has also benefited from significant HAG funding in recent years with many
new build social housing developments spread throughout the area. In recent yeatityhe
Council, via TMDHTransfer of Management of Development Fundiradso provided PSR
(Partnership Support for Regeneration) funding for 3 developments to help begin to
establish a private sector housing market in the area.

1 Red Road/Barmullockand Sighthill¢ both of these TRAsare envisaged to have much longer
time-lines, with considerable site constraints and no developer interest at present.

As part of the first City Plan, the Council identified a need to increase the quality and number of
family homes in the city in order tourb population loss to surrounding areas. The Council
introduced four key strategic development areas in the city knowrNags/ Neighbourhood
Initiatives where new quality mixed tenure family housing would berpoted and developed.
Theseprojects aresituated in Garthamlock, Oatlands, Drumchapel, and Ruchill/Keppdatre

may be demand for some form of intermediate renting in these areas, or rent to mortgage
product.
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Under theme two, the Stitagy refers to using the private rented sector to provide housing for
homeless households, and also to support the private rented sector through a Private Rented
Housing Forum. While these actions will probably be focused more on the existing private
rented sector, this demonstrates that the Council sees the private rented sector as artamipor
part of the housing system. The current and future use of the existing private rented sector is
relevantto the potential development of an intermediate MMR marlketfuture.

2.3  Chapter smmary

In overall terms, the drivers of demand for rmuhrket rent lookrelativelystrong:

1 Demographic projections show continuing increases in population and households.
Although there is a caution expressed over household growthidgjor Glasgowthis is
considered to bepartly due to frustrated housing demandlack of access to home
ownership and limited supply of affordable housing. The majority of these households
are smallg single people and single parents, although thera igrojected increase of
4,000 family households;

1 The overall level of social deprivation has improved in Glasgow with many areas moving
out of the top 15%, although there are still areaspefsistent deprivation: areas that
have been in the bottom 1%%for at least the last 5 years.

9 The economic downturn and credit crunch has resulted in restricted access to
mortgages, both due to credit restrictions, but also reduced and unpredictable
household incomes.

1 House prices have dropped and remained static allein Glasgow, but various
commentators suggest a slight loosening of the mortgage markets and more activity in
the first time buyer and home movers markets. However, these same commentators
conclude that there is no certainty, demonstrated by the Glashowse sales figures
which show ongoing fluctuations in house purchase transactions and prices.

9 There is a strong demand for affordable housing in the City as demonstrated through
the HNDA. This is confirmed through recent gqualitative research undertakdn w
consumers who are waiting longer for social housing in Glasgake shortage of
affordable housing is a relatively recent phenomenon in Glasgow.

1 There is a strong policy commitment to provide a range of affordable housing solutions
in Glasgow includim intermediate rent and options that assist households move into
ownership if they wish. The TRAs are a key regeneration priority for the City, driven by
GCC, GHA and the Scottish Government.
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3. Intermediate and midmarket rent policy and practice

This section sets out the policy background and origins of intermediate andariket renting

in the UK, and provides examples of practice, with an emphasis on the types of areas where it
has been developed, the type of product and price, allocation r@itend the types of
households that have chosen this housing option. This section is informed by literature review,
data provided by Scottish Government and three local authorities (LA), and telephone
interviews undertaken during November 2011 with SatitiGovernment, LAs and MMR
developers and managers. Consultees represented the following organisations: Aberdeen City
Council, Aberdeenshire Housing Partnership, City of Edinburgh Council, CastlerockEdinvar
Housing Association/Lothian Homes, DunedinCannityasing Association, Grampian Housing
Association, Langstane Housing Association, Mactaggart and Mickle, Miller Homes, Places for
People, Partick Housing Association, Scottish Government (NHT team), Stewart Milne Homes,
Scottish Borders Council and Twedg¢omes.

3.1 Need and demand for intermediate housing

la RAaOdzaaSR Ay alyReé [AlGfSg22RQAa LINBOA2dza
suggest there is some confusion about what MMR is:

As the government now promotes intermediate rented dwellings, provided at rent
levels above those of social rented housing but below market rented housing, some
bridge building between the social and market sectors is occurring. However, many
of these dwellings are intended mainly for households who, according to policy
guidance, are not able to buy as opposed to those who cannot afford to rent privately.

{ 6S@S 2 At CcaddBug: CanyRErRODZ, itlentifies crieria against which to assess the
market for intermediate rent in termef needrather than demand, arguing that the demand for
intermediate market may exceed need if the offer is right i.e. households being able to afford
larger properties, better qualitproperties or locations that they would otherwise not be able

to access.

2 At 0O2E AffdzAGNI1Sa GKS AYyGSNNYSRAFGS K2dzaAy3d Y
intermediate housing market.

The main measure used by Wilcox is the narrow definjtianich is- the proportion of younger
working households (aged &9) in each area that could afford to pay more than a local
housing association rent (without relying on housing benefit), but could still not afford to buy a
2/3 bedroom dwelling at the vg low end of the local housing market (measured by lowest
decile house prices).

The broader definition also includes those in work but on Housing Benefit at the lower end of
the income distribution and those who could not afford to buy at the lowest dleatather

than decile) at the higher end. The Wilcox analysis also includes consideration of the
affordability of private rents by looking at the ratio of private renting costs to owning costs
(albeit not for Scotland, where the Hometrack data availatds less robust).
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Broad intermediate housing market

Not Not on HB but Cannot
in cannot buy at buy at
work LD level LQ level LQ level

Narrow intermediate

housing market
SourceWilcox, Steve (200Qar@Buy: Can Rent

3.2  The evolution of intermediate rent policy and practice in England

Intermediate renting became a common term in England with the introduction of the Key

Worker Living Programme (KWL)néied by ODPM and launched in March 2004. Its aim was to

address recruitment and retention problems in London, South East and East England by
providing housing solutions to key front line personnel in public services, such as education,

health and communitgafety. There were four main products: Key Worker Homebuy (an equity

loan), Key Worker Shared Ownership, Intermediate Resubmarket rent (below 80% of

market rates) and London Challenge Teacher Homepayhighervalue equity loan of up to

£100,000. ®O2NRAY 3 (2 GKS LINRPINIYYSQa SGrFftdzr GA2Yy 6F
for KWL Homebuy, followed by intermediate rent, with shared ownership being the least
popular. Some of the key messages from this programme were:

1 KWL was successful in enablimguseholds to exercise housing choices, including location
and house types that would not otherwise have been available to them.

T C2NJ 6KS WbSg¢g .dzAftRQ LINIL 2F GKS LINRPINIYYS |
shared ownership. 82% of the New Buddaluation survey respondents were aged under
40 years and 19% over 4€his was a slightlplder age profile to the Homebuy option.

1 For household type, 51% were single people, 15% single parents, 18% couples, and 10%
couples with children. This profile indes a greater proportion of single people and single
parents than was found in the Homebuy option.

9 The proportion of households with incomes of less than £35,000 was 83%, higher than
Homebuy at 64%it(should be remembered this evaluation was undertakgreérs ago).

1 The largest category of previous household tenure for both Homebuy and New Build was
private renting (55% and 52% respectively), followed by living with family (27% and 19%),
and renting from the council or another social landlord (6% and 14¥ner occupiers
accounted for 8% of both Homebuy and New Build recipients.

T ¢KS YIAY Y2U0AQFG4A2Yy F2NJ I O0SaaAay3d AYyIiISNN¥SRAL
notbengSt A3A06fS 2NJ 6fS G2 | 00Saa GKS heYSodz
commitment of buying, and 4% waed to be closer to work.

Since the evaluation of KWL, English policy has moved to mainstream Homebuy schemes
through housing association Homebuy agents across England where the four main subsidised
housing options of equityolns, shared ownership, intermediate rent, and Rent to Homebuy are
generally offered. Each agent has their own, but very similar, eligibility criteria and these are no
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longer exclusive to keyworkers. The most common criteria for intermediate rent are
summaised as:

1 Households with #otal income of less than £60,000 a year who cannot afford to buy a
suitable home on the open market without assistance

1 Applicants must be able to afford 80% of the local market rent (some suggest without
further assistance i.eHousing Benefit, some take a broader definition)

1 Social tenantseither LAor housingassociationtenants
9 Those on social housing waiting lists, key workers and other priority groups

Intermediate Rent in Englarténds to comein two formsg as a stand alone rented tenure and
shortterm rent to ownership option. The rented option is provided by housing associations
based on a Assured Shorthold Tenancy (contract period of 6 months), at 808teogprivate

market rented rate.Some local authoritiesin Englandare also developing this as a rented

tenure to create an alternative market to relieve the pressure there is on social housing, and
GAGK WIKS LINAYEFNE FAY (2 LINB @A RSBirmingh&nyCitl £ Y N
Council where 1,500 new homeme being considered over the next three yeafs. The

Chartered Institute of Housing (CIH) pap¥idening the rental housing marké2010) argues

there is scope for increasing the amount of intermediate rent but urges providers to carefully
analyse their local markets to be clear on the place that intermediate rent has in terms of price,
product, house type and size. Analysis showdhbased ornhe links between earnings and rents;

GKS ao0FrtS 2F RAFFSNBYyOS 6Sis6SSy YINJISG NByGa
homeownership, and the relative costs of homeownership and renting; and the role and profile

of the private rentedsector.lIt also argues thaproviders should be aiming to produce homes

which meet local needs and improve the function of the market. This may mean that they are

not able to provide the sort of properties that are most needed, but they will be helping to
create better options and choices within and between submarkets or supporting transitions
between different life stages.

Commonly intermediate renin Englands associated with Rent to Homeb(gunched in 2008)

and intended for the occupants to rent property for up to five years for 80% or less than
market rents before they intend (and often are required to comnutpurchase at a later date.

Many Homebuy agents argue that this allows tenants to live in a new home without having to
obtain a mortgagen the first instance, and gives tenants the scope to save in the meantime.
However, an evaluation on the scheme for the Homes and Communities Agency (HCA 2009,
unpublished) questioned whether 20 per cent below market rates was enough to enable
tenants tosave up the size of deposit dendad by lenders. It surveyed 4&R to Homebuy
customers and found the average deposit they had accumulated was just £Z}368ustomer
profleF N2Y (GKS S@I f dz A 2y Q gredanmditySidderBRyenfdRe vass y | y i &
majority were in cHdless households, with half bei@gadult householdsand 41% single adult
householdsjust under half had been renting privately and a third living with friends and family.

% www.directgov.uk provides thefull list of Homebuy agents. A sample of eligibility criteria haen

reviewed from the agen@vebsites.

* Birmingham to Build homes for intermediate r€ihside Housing0 May 2010

I/ S@I f dzl ( RéhytoBliyddeal dhidtieOMyide Wousing Wdzy S Hands +FyR W9 gl
NEyid G2 12YSo6de2 {OKSYSQI /I YLI0Stt ¢audeDidctionsinindZ |j
Intermediate RentingApril 2010
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Qustomers werevery positive about the scheme patilarly in respect of affordability, security,
quality and the discounted rent increasing the chance of being able to buy later.

The CIH (2010) suggests there is no consensus on whether the provision of rented homes,
particularly intermediate rent, shodllink to encouraging tenants into homeownership. It cites

an example from L&Q Group which provides housing in London and the south east of England.
Its productsallow flexibility to meet the varying needs of the people who approach them for
housing- they see this as a continuum which allows people on different incomes to choose the
product which most suits their requirements. The figure below shows the way that the
different products relate tadifferent incomes, with social housing for those who most chée

and LCHO products and outright sale for those who can afford it.

Social UpToYou
Rent up to £25k

Outright Sale

£0 £10,000 £25,000 £45,000 £60,000 £80,000

The two key intermediate products which L&Q have developed are called UpToYou up to £25k
and UpToYou over £25k.

UptoYou up to £25ks a rent to buy product aimed specifically at low earning, prierégd working
households earning between £12,066d £25,000 per annum. The core customer group this represents

is assumed to be existing social residents or-&amning singles and cowgd on the housing waiting list

and those living in low quality private rented homes. The properties are let at 65% of market rent levels.
Customers will be able to purchase a minimum share of 25% in their property after 5 years with the help
of performancedinked incentives from L&Q.

UptoYou over £25ks a flexible rent to buy proposition which allows customers to choose whether to
rent at an 80% MMR or purchase through shared ownership. Those that choose to rent can do so
indefinitely; and they also hawhie opportunity to purchase part of or their entire home after 6 months.
The product is intended for customers with incomesefween£25,000and £60,000 per annum and is
primarily aimed at first time buyers who are locked out of the mortgage market duarge deposit
requirements. To encourage customers to purchase, L&Q gifts 5% of the equity to residents who rent for
more than 6 months if they purchase either a share or their entire home.

CIH argues these schemes can provide real benefits to theeradidt if the aim is to meet the

YySSRa 2F (KS WAyoSiseSSyaQ oidK2asS ¢gK2z2 |NB y2i
income to access home ownership), then products aimed solely at feeding people into
K2YS2gySNBKAL) gAff FAdANFERBRD ahEBST BB G KA | &4 §0 & ¢
option. Provision of a dedicated intermediate rental product with no option or expectation to

buy meets a wider range of needs and could reduce pressure on the ownership market if people

see a sustainable and lotgrm future in intermediate renting. This, along with the known
fluctuations in incomes of people in this group, suggests the importance of an offer of
accommodation which is flexible and would allow continued renting for some, rather than
products with a fted expectation of a move to homeownership for all.
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The various different intermediate renting products in England may, over time, be superseded
o (KS 'Y 32@SNYYSyilQlA el Afdridble Refit pradhicd will be K 2 dza
available to tenants upo a maximum of 80% of market rent and providers will be able to offer
Affordable Rent homes on flexible tenancies, allocated in the same way as present. Where
tenants are eligible for Housing Benefit it will continue to be paid in full in the same way as
social rented properties at present. The key difference discussed in the HCA paper is around
flexibility in rent levels (up to 80% of gross market rents, although justification has be given
where this isnot charged) and flexibility in tenancies. éifflable Rent properties must be for a
minimum period of two years but providers will have the flexibility to offer longer tenancies,
including lifetime tenancies and options for tenants to purchase their home through shared
ownership. For this optionpplicantsare required to makex commitment to low cost home
ownership productswithin five years and be able to demonstrate how the discounted rent will
enable them to save a depogihrough a financial assessment).

3.3 The introduction of midmarket rent in Sctdand

As outlined in ScétA & K D2 @S NY Y S yHontea Fitlfd2 thel Z2@enturgi(2013)Nbe

new housing supply context is one of reduced funding in the social rented sector and a policy

steer towards the development of intermediate housing produetbere demand and need is
LINEGSYyd ¢KAA LRfAOE aitdSSNI KIFra o60SSy O2yFANNSR
consultation on flexible tenanciesffordable Rented Housing@012)which states that it sees a

growing role for intermediate housing. The cwftation also includes proposals to provide

social landlords greater flexibility to provide intermediate rented housing, specifically through

the use of Short Scottish Secure Tenancies.

The background in Scotland up until recently is that there has l#een little promotion of
intermediate rent supply, althoughof a limited period in the 1990s Grants for Rent or
Ownership (GRO Grants) were introduced to help stimulate market rented housing (charging
whatever rent levels the market would sustainfilbb @ al, 199§. Housing association
subsidiaries such as Malcolm Housing Association and Lothian Housing Association were active
in thistype of private rentedmarket. A recent presentation by Bill Barron, Head of Investment
and Local Strategies Group in Sisht Government suggested that while Scottish Ministers have

y2 AyiUiSydAzy 2F F2ff 246AyY 3 whick Suggesys Tehtd carkbe W toF F 2 NR |
80% of privateren8 (1 KSNB Y I & inth&curert Eit IBVEIR 2 SEAlandAs a result

of the national policy drive there has been a rapid expansion of the intermediate rent sector,
with Edinburgh leading the way in volume termgssince March 2010 the City of Edinburgh
Council has approved 1,349 MMR properties through various funding rButes.

There are now two Scottish Government subsidy routes for MM National Housing Trust,

and Housing Association Grant (HAG). There are also a number of market led models being
developedh y { O20f YR Ay Of dzZRAY3 ¢KS wS Zageyitt Re@&u a2 RS
and Co.Consultation for this research has demonstrated that some LAs are also using
Affordable Housing Policy funds (including commuted sums and Council Tax Discount funding)

to support development of MMR, and some schemes arefaalled tirough cross subsidy in

® 2011-2015 Affordable Home Programme Framework, HCIAL20
" Where now for Affordable Housing Fundi@jH Conference, 93November 2011.

8 Data supplied by City of Edinburgh Council, November .2B0iiding sources include AHIP, CEE 21
Century Homes Programme, Resonance Rental guarantee scheme, Innovation and Investment Fund,
unsubsidized self funded schemes.
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wider RSL developments. Allthiese models have sought to charge rents broadly between 80
and 90% of the Local Housing Allowance rate for the afiea.change of LHA to 30 percentile
means that for Phase 2 of NHT, it will be lefthe discretion of local authorities to charge up to
100% of LHA, considered to be broadly equivalent of previous 84% of previous 50th petcentile
Many Scottish LAs are now building new houses, and in some LAs there is a rent differential
between their «isting and new properties, discussed further below. There is no central
database providing the total MMR units in Scotland because of the various funding and delivery
routes.

Apart from subsidised government and other funded schemes for new MMR provision,
consultation was held with one Scottish housing association exploring a strategy to increase its
MMR stock by converting existing social rent properties to-matket rent.

Key points for these schemes are summarised below, drawing on findings from dakeph
interviews and from data supplied directly by consultees

3.4  National Housing Trust

Thisis the Scottish Governmentent guarantee model® For Phase 1, as at November 2011
contracts have been agreed fonine projects involving seven developers and fieeal
authorities. It is anticipated that Phase 1 will deliver almost 700 new affordable homes. NHT
properties are rented under a short assured tenancy and aimed at households on low to
moderate incomegbetweenapproximately £17,000 and £25,000). The homésbe available

for rent for 510 years under a short assured tenancy, after which the developer can choose to
sell, with the sitting tenant having the first option to purchaffethis option is not taken up by

the tenant, the propertycan be sold tathers ¢ whether investors or individually on the open
market. The Scottish Government is currently developing a RSL NHT eadaRhase 2 has
recently been launched

NHT Consultation findings

1 The NHT consultation was undertaken in four LA areas ¢itias, one urban and one rural
authority) including LA representativesgevelopers and prospective RSL/subsidiary
managing agents. The findings demonstrated the infancy of the schemes in terms of
marketing and letting criteri@with housing developmenn-site, or not yet orsite).

1 From the perspective of the three LAs consulted, the NHT is a means of providing greater
supply of affordable housing, and choice for households that could not access social housing
or owner occupation in pressured markets. Bawo LAs,it is also a means of supporting
house builders and suppiing employment where sites havstalled. On the issue of
affordable housing being secured in perpetuity, all three LAs took a pragmatic view that the
NHT could provide an affordable optidor up to ten years, and also gives access to
RAaO0O2dzyiSR K2dzaAy3 F2NJ alfS fFGSN®» ¢KAA g1 &
context of reduced resources for affordable housing.

% Confirmed in telephone interview, November 2011
9 For more information on the financial and legal model &ép://iwww.scotland.gov.uk/Topics/Buit
Environment/Housing/supptdemand/nht
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1 Developers saw this scheme as a means of kick starting theirogenehts, and/or a means
of meeting their Affordable Housing Policy requirements, or an additional source of
borrowing.

1 Future managing agents (all RSubsidiariey saw it as an opportunity to provide good
quality housing and choice to households withdeet incomesPrices were all at the NHT
stipulated levels; 84% of LHAThe majority of consultees had ndecided on finaletting
criteria; indeed, most wanted to keep this as broad as possible with some citing strict void
performance criteria in the NHcontract as an incentive to broaden the criteria. However, it
was generally envisaged households would h&hedesQhousehold incomes between
£10,000 and £40,000 (although one stated there should be no limit and the house type and
location would naturdy determine the market). Tenant®ayalsocome from social housing
waiting lists or be nominated by the LAnd generally it is anticipated they wilbe in
employment or have a track record of emplognt. One developecould not envisage the
situation whee current (citybased) social tenants would chooseainostdouble their rent
by moving to one of these properties, other than if they required a specific location. The
rural LA and developer confirmed that current social tenants wanting to live indeigiand

I NBlFa ¢la I 1S58 (rH-BARLSNEN] BYR FEYSSBBEKPHzZEEK

1 Two schemes were developing family sizadee or four bedroom houses within mixed
developments of one and two bed flats, and both were keen (albeit slightly nervousg to se

GKS NBadzZ 4a 2F Wi SaidA ylaaldevelopifertsihe araduct Rerkk 2 dza A y

to include carpets and white goods, and some would also include curtains or blinds.

1 Three developers are building house types which attract the ability to sdowrer deposit
rates compared to flats (10%6% rather than 25% farew buildflats) which was seen as a
distinct advantage for the sitting tenants should they wish to purchase later.

1 Threeof the developersand two LAsvere actively considering purchae deposit scheme
for tenants- one of these developersiad firm proposals. In this scheme the tenant could
overpay rent by £50 per month and this would be matched by £25 per mbntthe
developer and the total put aside in a deposit accodrteresulting £4,500 to go towards a
depositand it is envisaged the scheme walso helpto provide proof of a saving track
recordandassist towards achieving a credit rating for a future mortgage.

3.5 HAG for MMR

HAG for MMRss available to nostharitable subsidiaries of RSLs which are financially viable.
Properties eligible forScottish Governmengrant include new build projects, off the shelf
properties and rehabilitation (requiring improvement or conversion) projectsteims of

f20FGA2yS GKAA aK2dA R GAS Ay 6AGK G(KS /2dzyO

Investment Pan. MMRgrant funded properties must be available for let for at least 30 years
and grant funding is not available for more than £45k per ub@séd on a three person
equivalent). Scottish Government guidance states that at the point of let, tenants must be
employed or have received a formal letter of employment in the area of the development and

an income no more than the level set by therelgva f 2 O f | dzi K2 NA G Qa [ | {

Policy. Rent levels should not exceed 80% of LHA and properties are let hodeassured
tenancy agreements. The Scottish Government database shows that since March 2010, 293
grant funded MMR units have beepgroved, with 209 (80%) of these being in Edinburgh, 22 in
Glasgow, 20 in Fife and 12 in Midlothian.
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HAGMMR consultation findings

Consultation was undertaken with the key players in the Edinburgh marketthian Homes
(subsidiary of Castlerock Edinvhlousing Association) and Malcolm Homes (subsidiary of
DunedinCanmore Housing Association). Consultation was also undertaken for the Aberdeen
housing market with Aberdeenshire Housing Partnership, Grampian Housing Association and
Next Step Homes (subsidjaof Langstane Housing Association) whose MMR activity has been
categorised hergl f 1 K2dz3K GKS TFdzyRAy3a &a2dz2NOSa gSNB
funding/cross subsidy schemes. All are let under short assured tenancies, with the exception of
one devebpment which is owned by a non charitable RSL and so properties are let as Scottish
Secure Tenancies. There is some overlap in findings here with the approach described under the
NHT above (as some of the MMR developers as also developers and/or managéirsl o
schemes). Some also have successful bids under the Investment and Innovation Fund (lIF) for
aaw LINRPLISNIASaAa® {SLINIGS FAYRAYIE | NBE LINRJA
Northern Housing Company (see 3.9 below under the section on reggmeareas).

T MMR is seen as a way of providing a choice of good quality, well managed housing at a
more affordable rent than market rent, particularly in pressured areas. In Edinburgh and
Aberdeen MMR has very strong demand so long as it is in the woghtion. For the
majority of consultees, location was seen as key (near transport routes, employment
sources and good amenities) and for some tenants location is said to be even more
important than affordability (i.e. they will stretch their budget to dbe right location). One
scheme was less popular due to its longer distance to the City centre.

1 Rents were all reported to be 80 to 85% of the LHA (see exception below for Dundee). In
Edinburgh and Aberdeen the typical Gross MMR rent including serviceyeshawvas
indicated to be between £500 and £600 for one and two bedroom properties.

f [SGGAYT ONRGSNRAIF @FNASR odzi 4G GKS LRAYQ
range suggested as £12,000, but more commonly between £15,000 and £30,000 as a
general guide. Providers generally do not let to HB claimants, although believe that being
within LHA levels works as a safety net for those that have periods out of work. Otherwise
criteria are broad and include people in work or with a history of work, soaial housing
waiting list applicants. Thereafter allocations are taken on a first come first served basis. In
Edinburgh there is now a pilot for all MMR allocations (including NHT properties) to go
through the Edindex common waiting list register to wap potential renters from the
waiting list (although the letting criteria are still to the discretion of the provider). In
Aberdeen City it is the expectation that there will be 50% nominations from the LA.
Consultees stated that they either undertake fmancial assessment to establish
affordability, or at least make sure tenants understood the implications of the rent levels.

1 The property types were generally flats (there were some house typesuburban or
regeneration areas), one and two bedroom pesfles and typically city centre, or in
neighbouring areas clos® transport links and amenitie®Rroperties are let with carpets,
curtains (or blinds) and white goadssually oven, hob and fridge, some with and some
without washing machinesThis levelof furnishing was seen as critical to cement the
affordability and quality of the produgsee exception below for Dundee)

1 None of these properties are envisaged to act as stepping stones to ownership. For the self
funded scheme the Association may seime of the MMR units in future, although not
necessarily to the sitting tenant. This Association has many shared ownership and NSSE
properties and believes there are a range of LCHO options to offer tenants.
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1 Only one consultee systematically records tleadnt profile. Others suggested that their
MMR tenants are mainly single people or couples, and less likely to be families. Results from
recent lets of one housing association in Edinburgh shows the following tenant profile for
two developments with a totiaof 24 properties, and gross rents ranging between £498 and
£570 per month:

0 Average household income of £25,000, ranging from £18, 360 to £42,957;

0 The greatest proportion were single adults),(9ollowed by single parentvith
children(7), couples (6) antivo adults with at least one child (2);

o0 Occupations include nurses, prison staff, care assistants, self employed tradesmen,
a retired solicitor, administrator, quantity surveyor and engineer;

o Previous circumstances included private renting (9), living wérents (6), council
or housing association tenant (4), flat sharing (2), relationship breakdown (2) and
temporary accommodation (1);

o0 Only three of the tenants had any savings, ranging from £1,000 to £2,500.

o0 Customer survey responses provided by 15 teémdn October 2011 showed the
most common reason for choosing the MMR properties were affordability (73% of
respondents) and location (60%) (multiple choice). When asked what their
experience of the property was 20% stated they considered the rent andceerv
charges to be very affordable, 66% affordable, 7% average and 7% costly.

36 ¢KS wSaz2ylyoOSun az2RSf

tKS wSazylyOSu Y2RSf LINBPGARSA | LI NIYSNEKALI (:
cost shared between an RSL and a private investor. The R®wdagainst future income
A0NBlFYa G2 FTdzyR GKS o0dzAf R 02aix oKAf Al GKS Ay
at affordable rates and keaya percentage of the units in perpetujtwhile a proportion of the

units are sold to occupants, feiy which on the open market after 5 to 10 years.

Resonance consultation findings

Malcolm HA (DunedinCanmore) was the only consultee with developments under this model.

Their approach and experience of letting is included in the MMR findings above.€eVhe k
difference is that the sitting tenants have the option to purchase the property within between 5

to 10 years of letting (similar to NHT principle). Like MMR, it is seen as a way of providing
another high quality affordable housing option, with qualitamagement, but with the option

of easier access to discounted home ownership (due to savings in marketing costs). There is no
RSLI2aAlG al gAay3a aOKSYSsT o6dzi GKS lFoAftAlde (2 2FF¢
their preferred location is casidered to be attractive to some tenants.

3.7  Local authority MMR

21st Century Homes is the name of the City of Edinburgh Council's new programme to build up
to 1,400 homes for sale and for remwer the next three yearssome of the housing for rent will

be set at MMR levels priced to within LHA levels (up to £456 pm for two bedroom and £552pm
for a three bedroom property), although still let on SST BasThis could be up to double the
average CEC monthly rent of £324.&74.87 per week) in 2010/11, but 63% lower than the

1 Scottish local authorities are not permitted to Iséttled accommodation on anything other than an
SST or SSST .
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average two bedroom private rented property (£728)Many other local authorities are now
0dzAf RAy3 ySg O2dzy OAf K2YSaz IyR a2yYS OKFNBS
between 10% and6 higher than theiexisting SST rerifs

It should be noted that one key difference between SST and SAT is that a local authority (or RSL)
is not permitted to take income into account when allocating SST properties. One of the RSL
consultees raised thigs a potential disadvantage for letting MMR properties under an SST.

3.8  Transferring social rented properties to MMR

One housing association consultee indicated it is currently exploring a strategy to transfer some
of its social rented properties to MMR. Tiperpose is to restructure capital assets to release
embedded values which can then be-inwested in new supply. The plan is currently being
discussed with Scottish Government.

3.9  Pressured or regeneration areas?

This comparative review has shown that the jordy of new MMR supply is provided in
pressured areas. The literature suggests this is where MMR is likely to be most suagessful
where there is an affordability gap between earnings and prices, and large differentials between
social and private markeents. Consultees were asked whether they consider there to be a role
for MMR in regeneration areas; mostiggestedhat there may be potentiamarkets in these

areas, so long as these areas are in the right locatiaaccess to employment and good
amenities, and should be an area where there are good prospects of private investment, even if
pump primed by public sector investment. Examples were provided of the Waterfront
(brownfield regeneration), Craigmillar (former motenure council housing estate), dn
Donside Mills in Aberdeen (brownfield, close to mdaaure housing estate) all where MMR is

in the pipeline or completed. Two consultees suggested it was a good way of providing a mix of
AyO2YSa sKAftal y2i0 SELSOGAYWHIXK242 SKrS RANK I2Q YDR
ownership. Two consultees also reflected on the NHT initiative (or similar products with a route
to home ownership) suggesting that if provided in regeneration areas it would give tenants the
2LIGA2Y (2 Wi NERBdgvsStiem Ndme timé ® @nsuediieydwete Yiappy to invest in
the area. It was also mentioned that many of these regeneration areas do not have any private
rented market, but if a quality, wethanaged product is supplied in the right location this would
help to create the market. Another consultee emphasised that MMR is a good way of providing
stability ¢ in their experience there is very low turnover in MMR, so long as it is in the right
location.

Below are some notable examples where MMR is being usaxéssitilly in regeneration areas.
These include Dundee, Edinburgh and a large developme\rsima) London.

Dundee

The Northern Housing Company was originally established in 1996 to continue the activities of
the former Northern Housing Associatigna long established charitable organisation that has
provided submarket housing in Dundee since 193the company mergedith the Hillcrest
Groupin 2010 and is now one of its subsidiari€ee Company has built up a positive reputation

for contributing to therestoration and regeneration of once dereltenements inDundee€da OA G &

12 Citylets Report, Q3, 2011
13 Survey undertaken by ALACHO on longer term sustainability of grant rates, prebgriisd Haytorat
Where now for Affordable Housing Fundi@iH Conference, Y3November 2011
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centre, by acquiring and modernising whole or near whole tenement blakse of which
were in verylow demand.One notable example is the Stobwells area of Dundee where the
Companyacquired derelict tenements which at that time had extremely low values. Their work
contributed to the regeneration of the area, which has resulted in a more stable community,
improved physical environment and higher property values.

The Northern HousingCompany hAs 430 MMR flatg mainly in Dundee with a small number in

Perth (46). Historically the company has provided housing with no subsidy, but is now
expanding through various means including NHT kaging unsold properties from private
developers It wishes to expand theportfolio of MMRI ONR2 &a | Aff ONBadQa I N
including Dundee and Edinburgh.

Hillcrest Group has also beamwnsidering transferring the management of some of Hillcrest

| 2dzaAy3 ! aa20A1 A2y @AMR briie Nasia RaDAAG twoubkBvgived R & G 2 C
GKSY LINBLISNIASA 6SNB (NI yaFSNNBR ol Homésfitai Odzaa S
for the 2F' Century. However, consultation indicates that agreement with Scottish Government

has not been reached on thisitiative.

Thegross MMRrent charged(including service charges) by the Northern Housing Comgsany
generally75-80% of market rentsThe Company does not base their rent charge on LHA in

Dundee on the basis that tends to be higher than the open market in the areas in which

they operate. Examples of prices given through consultation (December 2011) were LHA rate of

£415 across Dundee City, open market rents of £380 and Company rents of £310 for 2 bedroom

flats. It was noted that because the rents avéhin LHA levels, this helps should someone fall

out of work. The criteria for letting are based on employment and incqmpeospective tenants

must be in employment and have an income of up to £28,000 for a single household, and
£45,000 for family. Th& I FGSNJ LINRPLISNIASE FFNB S 2y | WFAN
suitable credit checks and references. Flats are generally City centre, one and two bedroom and

let unfurnished (no carpets, curtains or white goods). The rational for unfurnishatgyifl to

encourage stabilitg 1 KS / 2Y LI yéQa SELISNASYyOS Aa GKIFG GKS
likely households are to invest in their furnishing and decoration and therefore stay longer.
Turnover is very low, the Company currently has no valdsjand is high and there is a waiting

fAad F2N) 0KS aaw LINRPLISNIASadP ¢KS /2YLI yeQa 2LY
0d2elyiQ Ay 5dzyRSSY IyR RSYIFIYR F2N) aaw @DSNE K
demand study.

Edinburgh

City of Edhburgh Councilpurchased19 unsold newbuild properties from a developer in
Cakemuir in the regeneration area Gfaigmillarand piloted MMR through these properties

The properties were made available to applicants at the end of 2009 and all 19 wevrighiet

two weeks to working households registered on Edindex, the Common Housing Register. Rents
are 78% of private sector rent fort#®2droom properties and 65% fort®droom properties. The
properties are let under SST but the risk of right to buy wasidened to be low. Consultation
indicates that these properties are in high demand, with low turnover and making a positive
contribution to mixing income profiles in the area, and the choice and quality of affordable
housing in Craigmillar.

Islington, Lodon
| NASylf czz2io0lft /fdzoQa Y20S FTNRBY | AIKo6dzNBE (2

catalyst for one of the largest regeneration projects in Eurdgdehe outset of the programme,
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Islington Council was committed to ensuring that the developmérthe new stadium linked to

the needs of local people. This led to the creation of the Arsenal Regeneration Team, which was
a partnership between Islington Council, Arsenal FC and Newlon Housing Trust (the lead housing
association for the project). The reigeration programme covered four wards, each of which
gra NIXYrGSR Ay (GKS G2L) mm> F2N RSLINAGIGAZ2Y Ay |
Multiple Deprivation. The programme would also see the redevelopment of a significant area of
brownfield land.The plans included the provision of more than 1,400 new homes and uniquely
for a scheme this size in London, more than 50% of the new homes are affordable housing. This
affordable housing includes a mix of social rented general needs housing, shared lupers

a high proportion of MMR, as well as privately owned housidgndreds of MMRproperties

have been developeddowever, differing from MMR examples in Scotland, the allocation of
these units has been restricted to keymkers and their families onlwith a household income

of less than £60,000 per yedents are set at between 70% and 80% of the market rents in the
area

3.10 MMR experience in Glasgow

To date there has been no experience of MMR in Glasgow although thefe/@igrojects in
the pipeline These have been funded by HAG or through the Innovation and Investment Fund
(IIF; two approved bglasgow City Council, atittee by Scottish Government).

1 Partick Works (Partick HAJerry Road, 22 MMR units as part of a mixed development of
87 unitsincluding social rent and NSSE. These properties are HAG funded and due for
completion in March 2013. These will comprise a mix of one, two and three bedroom flats,
priced at84% of LHA, currently projected 393, £500 and £530 respectively (projected
rent levels to 2013 which may change). It is planned to provide these flats with white
goods, and carpets and curtains are under considenatThe objective is to provide
quality, affordable rented housing in a pressured area for households that canmot ga
F00Saa G2 &a20Alft NBYGSR K2dzaAy3ar 2N F2N 6K
transfer tenants will be prioritised so as to release social rented housing for those in
greatest need of this type of housing.

1 Home (Scotland) HACathcart Road 26 MMR units with 40 units for social rent. Fleud
through IIF approved by GCRrovision of 18 houses (mix of two and three bed semi
detached and terraced) aneight, two bedroom flats. All properties will be provided with
white good, carpets andurtains.Rents will be set at 85% of LHA. The rationale for the
development is that it isbelieved that the Cathcart/Mt Florida area presents many
characteristics suitable for MMR market including higher proportion of emerging
households unable to access soc@lting or ownership.

91 Lowther Homes lbroxholme Oval 98 MMRunits. This is a conversion of one block of
former GHA highrise social rented flats. These properties are IIF funded, approved by
Scottish GovernmentTheconversion will comprise a mix of oraad two bedroom flats,
priced at 84% LHA£E336 for one bedroom, and £422 for bedrooms. All properties will be
provided with white good, carpets and curtains. The flats were going to be demolished,
but option appraisal suggestate good location close b large employers in thareamay
mean itcould work for MMR for key workers

1 Lowther Homes Strachur Wharf, Lambhiff 24 units for MMR Funded by IIF through
Scottish Government. Ay Sgodzh f RE (62 0SRNBAK ST FIQU 57 N& ¥ dz
developer. © bepriced at 84% LHA£E422for two bedroom andsemifurnished with white
good, carpets and curtaing he rationale for this site is to unlock a stalled site that was
failing as a result of the recession. Originally there were 200 units intended for housing for
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sale. Some have been sold@airn Housing Association for social rented and Open Market
Sharel Equity. This developmeit less central (5 miles out of town), and so is seen as an
opportunity to test MMR ira market that is neither regeneration, nor a pressured aiéa.
envisaged that the market will be local emerging households who want indepeadéut

who cannot access social renting or ownership, and for whom there are few affordable
private renting options in the area.

1 CCG Tantallon Ro& 24 units for MMR Funded by IIF through Scottish Governmdi,.
two bedroom flatsand eight, one bedrom flats This sitewas originally intended for
housing for sale, and conversion to MMR was to unlock the otherwise stalled site. Rents
will be priced at£300 / 405 per month for one and two bedroom flats respectively
Properties will be provided with whitgood, floor covering and curtains.

From the consultation discussions undertaken for this research, it is clear that these
developments are experimental in nature, with most of the providers suggesting that they are
testing the market for MMRThere does at appear to be a&entrally led and agreed strategy for
the developmenbf MMR across the City.

3.11 New Supply Shared Equigxperience in Glasgo{NSSE)

Of relevance for this research is the experience of NSSE in Glgggeviollowing summarises

i KS Driortyfised database of 335 recent NSSE purchasers. Based on the literature review,
it may be expected that NSSE owners are likely to be slightly younger than intermediate renters,
have higher incomes and a greater proportion of family households than tipifcaind in
intermediate rented properties, although this evidence shows relatively low income levels.

1 Of the 90% responding to the income question, most common total household income was
£20,000£25,000 (38%), followed by £15,6820,000 (28%), £25,06£80,000 (13%),
£30,000 and over (11%) and the lowest proportion under £15,000 (10%).

Average household size of 1.9, ranging from one to five;

Average age of the first and second household members were 31 and 27 years
respectively

9 Previous circumstancesdluded;renting (49%), living with parents/relatives (41%), home
ownership (4%) and living with friends (1%). Of those that had been renting most were in
private rented housing (59%), followed by housing association (32%), Council renting (8%)
and other (256).

3.12 Chapter smmary

1 The most commonly used definition of rdarket rent is that proposed by Wilcox (2007),
which identifies criteria against which to assess the market for intermediate rent in terms
of need rather than demand.His definition is based onKtS Wy I NN2gQ | yR
intermediate housing market.

1  Thenarrow definition is- the proportion of younger working households (aged32) in
each area that could afford to pay more than a local housing association rent (without
relying on housing benefitput cauld still not afford to buy a 2 t8 bedroom dwelling at the
very low end of the local housing market (measured by lowest decile house prices).

1  The broader definition also includes those in work but on Housing Benefit at the lower end
of the incomedistribution and those who could not afford to buy at the lowest quartile
(rather than decile) at the higher end. The Wilcox analysis also includes consideration of
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the affordability of private rents by looking at the ratio of prigaenting costs to owmg
costs.

The comparison between the evidence in literature and recent practice shows the likely profile
of intermediate / MMR tenants and products demanded as follows:

Tenant profile

1 Modest households incomes, typically under £30,000. MMR renters tipiwdl have less
income than households purchasing intermediate home ownership products;

1 Most will be single people or single parents, with a lower proportion of family households
compared to those taking up intermediate ownership options.

1 The largamajority will be aged less than 40 years old, although MMR renters may be slightly
older than households interested in low cost home ownership.

9 Previous circumstances will most commonly be private renting, followed by living with
parents, or council/housig association tenant.

i The most common reason intermediate renters take up their properties is due to
affordability and location.

The tenant profile inevitably reflects the most common letting critehat it is alsodriven by
different types of products:

9 Evidence on letting criteria suggests people should be in work, and there is usually a
minimum and maximum household income threshdldually HB claimants and those that
are deemed to be able to afford private renting or home ownership are excluded.isbcott
experience suggests income criteria between £15,000 and £45,000 (with the higher end of
the range for families). Other common criteria are social tenants, social housing waiting list
FLILJX AOFyGa YR WiSe 62NJISNBQ 2NJ 230 KSNJ LINR 2 NA

1 Evidence othe English experience suggests there are different markets for a dedicated
intermediate rental product, compared with products designed with the option or
expectation to buy the property at a later date. The exampbesvided by L&Q show
different rent levels (65% or 80% of market) targeted at different household incomes, with
the options of renting indefinitely or purchasing equity shares or outright ownership, with
the incentive of shares contributed by the provider. There is only one concrete exangple of
Scottish developer offering a deposit saving scheme attached to its NHT developments,
although another two developers and LAs are considering options. Findings from English
Rent to Homebuy product suggest rents have to be sufficiently low to enahblersatio save
for a deposit.

1 All MMR providers in Scotland consulted currently provide one or two bedroom flats
(although family housing is currently being developed through NHT). All but two landlords
provide carpets, curtains (or blinds) and white godést most these are seen as critical in
cementing affordability. For one landlord that does not furnish the properties it believes the
investment required by tenants to carpet and furnish their property increases the sense of
W2 g5y SNB KA LIQ | ofi Rabikity aad tirnbver Y LI O

T MMR rent levels in Scotland have all been found to be within LHA levels, but the rents set
vary according to market rates. In those areas where market rents are high (Edinburgh and
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Aberdeen) MMR levels tend to &5% of LHA (typally £506£600 pm for 2 bedroom flat),
whereas in Dudee where rent levels are lowerthe one DundeeMMR provider consulted

sets rents at 80% of the market rent for its areas of operation, typically equivalent to 75% of
LHA (£310 for 2 bedroom flat). Evat these lower market prices there is proven demand
for MMR.

MMR is being pursued by some local authorities through their new build actbypughit

is not always definedl a W.a @ne (housing association consulted is considering
transferring sociafented propertiesto MMR to lever in greater borrowing capagityeet
demand for MMRand enable more supply of social rented housing

The review suggests there is scope for using MMR in regeneration areas, assuming the right
location and a strategy to imgt in the area. The absence of private sector rented markets
does not necessarily mean there is not a market for MMR; investment in sub market rented
housing may be part of the pump priming required to regenerate an area and to mix the
income profile of esidents. Many consultees also suggested that MMR brings stability
created through affordable, high quality, well managed and well located housing.

The majority of the experience of MMR in Scotland and elsewhere in the UK has been
focused on city centreral in pressuredhousing markets. The focus of activity in Scotland
has been in Edinburgh and Aberdeen which have the highest rents in Scattah@ijgher
household incomes thafound in GlasgowDundee provides the most relevaobmparable
example to Glagow, where the housing market is less pressu@td average private rents

and householdincomes lower;here there is also a proven market for renting at levels
discounted to the private markginot necessarily discounted tbHA)for those on modest
incomes. There are also examples of MMR being provided successfulgssncentral
locations in Dundee, Edinburgh and Aberdeen.

The MMR market in Glasgow is in its infancy. The five developments that are in pipeline
present a range in size and type includimgw build and redevelopment proposals. Some
have been brought forward to stimulate stalled sites, previously intendechfwsing for

sale, some are new build in pressured areas, while one is a redevelopment of former social
housing provision. Three out @ive of these development were approved by GCC, whilst
two were approved for subsidy hifie Scottish Government. There is currently no centrally
agreed strategy for the development of MMR in Glasgow.
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4. Potential scale of the MMR market in Glasgow

41 Introduction

This section of the report aims to useetlprinciples outlined in Chapte8 to examine the
potential market for MMR in Glasgoat the Citywide using a range of different data sixes.

The main purpose of thanalysis is to estimate the potential matikfor MMR through analysing
data on incomes, house prices, rents and household circumstarizsed on the Wilcox
definition of the narrow and broad intermediate marketlIt is important to note that
throughout this section and the following section, tlamalysis covers existing residents of
Glasgow neighbourhoods. The market for MMR in Glasgow may well extend beyond
neighbourhood or City boundaries. In that sense, the estimates here are conservative.

4.2  Household and income data analysis

The analysis of 81CACI PayCheck 26data and the CACI wated demographics 2011 at the
neighbourhood level consists of the following process.

1. Assessing the overall market size of the Intermediate Housing Market, through identifying
the % of households with incomes thate above the HB eligibility rate and so could afford
MMR without Housing Benefit but below the rate where they could afford the lowest
market prices.

2. Excluding those who are already homeowners, as they have already managed to secure
housing in the market

3. Assessing whether households are likely to be able to afford typically available mortgage
products at 90% LTV for (a) lowest decile and (b) lowest quartile house prices.

4. Assessing whether the mortgage payment is affordable at the 33% affordabilityaradio
whether the household has access to savings of at least £F,a@ich a 90% LTV implies).

5. Another indicator of being able to afford market prices is the ability to afford private rents.
A further test is the ability to afford rents at 100% of the Lid#, which ensures that rents
are at the lower end of the market (since LHA rates are based on lowest 30% of rents).

6. This analysis is then set against average social rents to show the rent differential between
market rents, potential MMR rents argbcial rents.

Clearly,if the broader definition ofMMR is adopted,households eligible for Housing Benefit
would not be excluded from the estimate$iowever, the analysis above enables us to conclude
the lowest levels of income required to ensure that Nk affordable without Housing Benefit

if that is the aim of the product.

it GK2daAK GKS REGF A& € oS Pdycheck and UptiaiedeMogr@phics comé o R G ¥

various sourceghe 2011 indicates the date of data issue rather than the date of data collection.

15 Unfortunately, the SHS question on savings does not collect detail about the amounts saved, beyonchitobeing
or less than £1,000.
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4.3  City-wide estimates of Midmarket rent

In this section the estimated market for MMR is estiated using the following testg1) not

being able to afford to buy at lowest deciledalowest quartilehouse prices(2) not being able
to afford average RS rents or 100% LHA rates. Sehevo are calculated at the Cityide level

using the Scottish Household Survey data alongside house price and Citylets ren{8)data.
income threshold for Housing Benefit eligibility.

(1) Not being able to afford lowest decile or quartile house prices.

For the year 2012011 the lowest decile house price was £61,888 and the lowest quartile
house price was £84,770 Table5 shows he mortgage costs and implied net monthly incomes

for that level of house price with an LTV rate of 90%. SHS data suggest that an LTV of 75% is not
at all feasible for the majority of Glasgow households due to low savings levels (see below).

Table5: Income scenariog based on different house price assumptions and mortgage costs

Mortgage Net monthly | Mortgage Net monthly
Property prices costsg 4.5%* | income-33% | costs¢ 7% incomec 33%
Lowest Decile (£61,888) £310 £930 £394 £1,182
Lowest Quartiles (£84,770) £424 £1,272 £539 £1,617

* Mortgage calculated on 4.5% overall interest rate, based on the average of top ten mortgage rates from

moneysupermarket.com at 25th November 2011. Overall interest rate is the total cost of modgegénterest rate

and all charges are factored in. It is averaged over the period including fixed and subsequent rates. Mortgage
assumed to be repayment (capital and interest), with average of the top ten for first time buyers with mortgages of

90% LTV. Aensitivity on the base mortgage rate has also been run at 7%, anticipating that mortgage rates may
increase over the next few years.

Table5 shows the net monthly incomes associated with the two interest rate calculations at the
33%affordability thresholds at each house price level (lowest decile and lowest quartile). So
based on being able to afford the lowest decile house price of £61,888 a net incora8®mé £

month would be requiredat an interest rate of 4.5%0 spend no more thar83% of the
K2dzaSK2ft RQa ySi AyO02YS 2iyterest 2atizzof 7eHodld nedd et dzY A y 3
household incomes ofI£182at 33%

Affordability based on lowest quartile house prices would need a net household income of
£1,272at the 33%affordability level (vhere less tharB3% of net income is spent on housing
costs)and a 4.5% interest rate. A higher interest rate (7%) would increase the net monthly
income required to £1,617.

Table6 shows the extent to which households aged under 45 years might be expéutbe
able to afford market housing. Tab#es based on lowest decile and lowest quartile prices at
4.5% and 7% interest rates.

'8 |ncluding newbuild properties
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Table6: SHS income analysis% of households where the ighest Income Householderis aged <45

years

Net monthly income-

Net monthly income

33% (4.5% interes| - 33% (7% interesl
Lowest decile house prices (£310 pcm) rate) rate)
(a) On Housing Benefit 18.7 18.7
(b) Income above threshold and has savings 4.0 3.8
(c) Already a homeowner 48.5 48.5

(d) MMR¢ Income above threshold but no
savings

19.0(23,500)

15.9(19,600)

(e) MMR¢ Income below threshold (regardless

savings

. 9.8(12,150) 13.2(16,250)

of savings)
. —

Estimate of markefor MMR*: No. households 35,650 35,850
(sum d+e)
Lowest quartile houserices (£424 pcm)
(a) On Housing Benefit 18.7 18.7
(b) Income above threshold and has savings 3.7 2.9
(c) Already a homeowner 48.5 48.5
(d) MMR¢ Income above threshold but no 13.4(16,550) 8.9(11,000)

(e) MMR¢ Income below threshol¢regardless
of savings)

15.7(19,400)

21.1(26,050)

Estimate of markefor MMR: No. households
(sum d+e)

35,950

37,050

Total Glasgow household population (private

households) 282,200 (129,800 aged under 45)

Source: Scottish Household Survey 2003ataset * Using the SHS Grossing weight to calculate the number of
households, based on GRO 2010 household population estimates

What is evident in the different scenarios is the lack of savings among younger Glasgow
households, which has a considemlimpact on the affordability of owning25% of young
Glasgow households have savings more than £1,000 compared with35% of younger
householdsn Scotland overdi.

The estimates of the market for mitlarket rent range from28.8% of those aged unddi5

years (35,650 households) assuming lowest decile house prices and a 4.5% interest rate, to
30.0% (37,050 households) assuming lowest quartile house prices and a 7% interesiacke.

of access to savings affects a third of households in the lowaertile model and twethirds in

the lowest decile model.

Of the overall estimate of 36,000 to 37,000 househatdshe market for MMR the Scottish
Household Survey datauggeststhat 43% of these(an estimated 15,400are in the most
deprived15%of datazones

" Scottish Household Survey 262910, younger households are those where the Highest Income
Household is aged under 45 years.
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(2) Not being able to afford private rents

Table 7 shows the proportion of households that could not afford average rents for a 2
bedroom property, based on mean private rents for Q2 2011 and the 2011 LHA rates-on a 2
bedroom property. Again, th 33% affordability threshold is used and those currently on HB
and owners are treated separately.

Table7: SHS income analysi®6 of householdsiged under 45 not able to afford average private rents
and LHA rents (excluding owneeand those on HB)

Net monthly income- Estimate
Mean rent for a 2bed property 33% No. households
PRS £614 pcm 23% 28,450
LHA £495 pcm 19% 23,900

PR&; Citylets data Q3 2011 (meanb2droom rent), LHA; GCC April 2011-edroom rate; Scottish Household
Survey 20040 dataset

Just under a quarter of younger households (an estimated 28,450 households) would be unable
to afford average private rented sector rents, assuming an affordability ratio of 33%. Almost
20% of younger households (an estimated 23,8600seholds) would not be able to afford rents

at the LHA rate of £495 a month, based on a 33% affordability rétgabove, analysis of the
Scottish Household Survey data suggests #6 of those unable to afford average private
rents are in the mostleprived 15% of datazones.

It is important to note that Tabk6 and 7include all households where the Highest Income
Householder is under 45 years old. We might expect larger households and those with children
to have more complex affordability issuebhat are not captured by assessing household
incomes and housing cost3here will also be householdgho we determine unable to be able

to afford to rent or buywho do. Indeed, someurrent ownersalsohave lower incomesot
included in this analysis

Camparing Table 5 and Table 7, we can see that the significant impediment to access to
ownership is not having savings, since the mortgage costs of a property in the lowest house
price decile or quartile are considerably lower than average privatesreit the lower price
affordability model, the lack of savings contributes to around-thiods of the estimate. This

YAIKEG adAaA3ISad GKIFIG GKS WiNXz2SQ YIFENJ SO F2NJ aaw A

with a submarket of households who would ka&ble to afford owning in future.

Working backwards from potential rent levels, we can assess the household income required
based on different likely MMR options. The most common models are 80%, 84% or 100% LHA
rates. The English model tends to use 80%rofate rent levels. Tabl8 shows the different
income levels associated with different levels of LHA and at mean and 80% PRS. The income
levels required range from £17,350 at 80% LHA to £22,500 assuming 100% Lldémpates

to £28,800 for an averagarivate rented 2 bedroom flat at a 33% affordability ratio.
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Table8: Income affordability scenariog based on different LHA assumptions

Net monthly Gross annual
% of 2bed rent Rents income- 33% income- 33%
Mean PRS £614pcm £1,842.00 £28,800.00
80%of the meanPRS| £491.20 £1,473.60 £22,300.00
100% LHA £495.00 £1,484.99 £22,500.00
84% LHA £415.80 £1,247.39 £18,400.00
80% LHA £396.00 £1,187.99 £17,350.00

Like the house price assessment above, it is useful to conliderole of Housing Benefit

thresholds in setting MMR rents. For instance, should rents be set so that only people who are

not eligible for Housing Benefit ¥ ¥ 2 NR
Benefit is an indicator of the ability to afford MMR.The following third test therefore
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considers what theninimumincome would be, assuming the narrow definition of MMR was to

be used and those households eligible for Housing Benefit were not consifterbtMR at the

point of letof the property®.

(3) Above the Housing Benefit eligibility threshold

The rules around Housing Benefit entittement are complex and so some households with higher
incomes might be eligible for Housing Benefit depending on what incomes they receive.
However, boking at SHS data suggests that 7% of households (79% of single people) in receipt
of Housing Benefit have annual net incomes of less than £15,000 a year. The mean net annual

income of those with Housing Benefit is around £13,000 while the median iscd®12,000.

This suggests that the minimum net annual income for eligibility needs to be around £15,000 to

target MMR at above Housing Benefit income levels.

4.4  Chapter smmary

1 There is a substantial market for mdarket rent (MMR) ranging from arourizi4,000 of

households aged under 45 years currently unable to afford Local Housing Allowance level
rents to 28,500 unable to afford average private rents.

1 The estimates based on not being able to afford to own are higher, at around 36,000

37,000. Excludintpose without savings reduces this figure to between 12,200 to 19,400.

1 The overall estimate of the market is likely to be around 10% of the cu@asgow

household population.

1 The lack of savings contributes significantly to access to mortgage finaitte estimated

WY N] SGQ Tyaanntee prisdviidsrigr8ated solutions is 16,500 based on lowest
guartile house prices or 23,500 households based on lowest decile prices (at 4.5% mortgage

interest rate).

18 |t isacknowledgedhat circumstances change and households mayeriovand out of Housing Benefit

eligibility, but the definition adopted in these a wii $Va (i & Qthalt piodpaz¥ivé tenants are not
claiming HB at the point of let.
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1 Almost half of those in the market for MM®ased on current residents, are in the 15%
most deprived datazones. This clearly suggests a strong regeneration role for MMR.

1 The likely income threshold for MMR to be affordable is between £15,000 (above the

Housing Benefit thresholdind £30,000, altbugh this may vary for larger households and
by local markets.
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5. Areaanalysis

51 Introduction

The area analysis undertaken for this study is at a neighbourhood basis. There are ten planning
areas in Glasgow, each with five or six neigbourhoods to make aaiof of roughly 10,000
households. These areas are shown in the maps and tables included below.

There are two methods by whichea analysis has been undertaken:

1 The first considers a range of market indicafowshich when taken together provide
conclusiongs to which neighbourhoods show the greatest potential market for MMR.

9 The second is to produceodelled estimates of theprevalenceof MMR under four
different scenarios using a methodologyproduced by Ipsos MOR[see methodology
below).

Whilst this work has produced reliable estimates the neighbourhood level, the challenges
associated with deriving estimates at sotarket level should not be underestimated; this has
been discussed in a recent Scottish Government paper which highlightsoting@lexity in
assessing demand for intermediatented housing? Inevitably at the neighbourhood level
there are some limitations, and in particular that Wy S A 3 K$z8 ozNEOR0ZhRUSeholds
will not necessarily captureonsiderable local area vatians. These limitations relate to the

use of averageever large areasfor the whole range of datasets including house prices, rental
levels anchousehold incomeFor examplesome areas which intuitivelshouldshow higheror

lower mean house priceshan may be expectedmay be skewed byockets of particularly
affluent or poorlocalareaswithin neighbourhoodsind so may show a higher or lower potential
for MMR than expectedThis meangurther local market appraisal will be required the point

of dewelopment proposalThere willalsobe some smaller areas where market indicators do not
suggest a market for MMR but where the objective is to diversify household incomes and
tenure by attracting householdsurrently living outwith the area; TRAs and other regeneration
areas will be particularly relevant here.

5.2 Market indicators

The following sets out a range of market indicators and neighbourlohadacteristics which
when taken togetherhelp identify locations withlarger potential MMR markets These
indicators comprise:

House prices relative to incomes

Private renting costs, and ratios of PRS relative to social renting and the LHA
proportion of younger adults (aged under 45 years),

proportion of households in juniananagerial and technical occupations (C1 and C2)

household typeg single/couples, families, older singles/pensioners

= =4 4 4 4

areas of mixed economic activity (% employed/economically active)

9 Report on Assessing the Scale of Demand for Intermediate Renting in Scafbad
Seehttp://www.scotland.gov.uk/Topics/BudEnvironment/Housing/suppty
demand/chma/marketcontextmaterials/IntermediaRentingReport
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1 minority ethnic communities
1 more mixed tenureg (% of dominantenure, % in PRS)

1 evidence of market pressure (high demand for social renting).

Appendices Alo A5 show the analysis of house prices, household incopregate rents and
the other characteristics of households and housing markets by neighbourhood.

Areaincomes and housing costs data

One strong indicator of the potential for MMR is where house prices are high relative to
incomes, and are therefore relatively unaffordabMap 1 shows areas of higher house prices
relative to incomes in the West End, CiBentre and South Sidend the lowest in parts of the
East End The full list ofincomes and house prices for differeateas appears atableA2 in
Appendix 1.

The analysisnight suggesthat in areasof low house price to income ratiowning should be
affordable,but access to mortgage finance might be problematic at current mortgagettoan

value rates. &ttish HouseholdSurveydata for 200910 suggests that 39% of all households in
Glasgow have no savings, and a further 16% have less than £1,88drigs. In the under 45

age group, 45% have no savings and 18% have less than £1,000 in savings. In the under 35 year
age group 48% have no savings and 18% have less than £1,000 in savings.

Map 1

Mid Market Rent Study 2012 by Neighbourhood
Median House Price to Median Income Ratio

Parkhead Bailieston & Garrowhill
& Dalmamock
Toleross &
West Shettieston
Mount Vemon
& East Sheftlestol

House Price to Income Ratio

Bl 2s-33
B 33- 41
[]41-49
[ 49-6.1
Hlc1-74

© Crown Copyright and database right 2012. Sources: CACI Pay Check 2_011 Data
All rights reserved. OS Licence No. 100023379 Propvals House Prices, July 2011

South Nitshill
& Damey

[ Local Neighbourhood boundary
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Private renting costs and the market for MMR

Another indicator for the potential of MMR is whepgivate rents are relatively high, and the
differentials between social rents and LHA are highp 2shows a comparison of the average
(mean) rent for a edroom property in each neighbourhood for prigarented properties

based on Citylets data (Quarter 3, 2018gain, the West End, City Centre and South Side show
higher mean rents. The data presented in Map 2 is based on Citylets data, which covers an
estimated65-70% of the market. A trawl of othevebsites suggesd an average of £577pcm
O2YLJ NBR (2 |/ ARulBdet&ils @ average privatead@eyitsy Local Housing Allowance
and average RSL rents are shown in Appendix A3.

The West End, City Centre and South Side also have a greater difebattveen the Local
Housing Allowance and private rents (Map 3) and between RSL rents and private rents (Map 4).
Rent differentials are widest in the City Centre/Merchant City, Hyndland/Dowanhill/Partick East,
Broomhill/Partick West, Hillhead/WoodlandadKelvindale/Kelvinside.

There are a number of areas whetiee differential between the LHA rate and the average
private sector rent is very small or negative (i.e. LHA exceeds average PR@ae8})( These

may be areas where the market for MMR maypeaar smaller as private rents are loWwhese
include Easterhouse, Castlemilk, Toryglen, Springboig/Barlanark and Balornock/Barmulloch.
However, these areas tend to have very low rates of private renting (with the exception of
Govanhill), so there may l@emarket for more renting of any sort in these areas.

Mid Market Rent Study 2012 by Neighbourhood

Average Monthly Private Rent (2 bedroom),
3rd Quarter, 2011

North Maryhill
& Summerston

Robroyston
and Miferston

Riddrie and Cranhill

@ Haghifiand Camtyne
Catton &
Bridgeton
Baillieston & Garrowhill
Crooksto Crai Rafjoyst
St | s faspark Groater & Daimamock
2 West
Corfer Govanhill’
= awlands t Vemon
& Sprathbungo
Laniside
& Battlefield
L Enda
Newiands
& Catheart
S

Polbkshaws
& Mansewood

Monthly Rent

I <401 - £468
[ £468 - £516
[ 1516 -£564
[ £564 - £622
[ Local Neighbourhood boundary Bl c622-£722

© Crown Copyright and database right 2012.

All rights reserved. OS Licence No. 100023379 Source: Citylets 3rd Quarter 2011
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Map 3
Mid Market Rent Study 2012 by Neighbourhood

Local Housing Allowance as a proportion of
Private Rent levels (2 bedroom)

North Maryhill Lambhill & Mikori
& Summeiston

Ibrox & Kingston
Eelahouston
rai Rajokshiskis
! | & Mos‘%rggrk

Polbkshaws
& Mansewood

Bailieston & Garrowhill

Rent Differential :
LHA / Private Rents

. Bl veow 76%
Sy Bt B 75%-87%
[ ] 87%-96%

[ 96%-106%
[ Local Neighbourhood boundary Il above 106%

© Crown Copyright and database right 2012.
All rights reserved. OS Licence No. 100023379 LHA rate 2011 - GCC

Sources: PRS data - CityLets 3rd Quarter, 2011
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