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CONFIDENTIAL 


ENT IS T H E P R O P E R T Y O F H E R BR ITANN IC M A J E S T Y ' S G O V E R N M E N T 

C O P Y  N O(79) 44  8 1 C

16 October 1979 

C A B I N E T 

COUNCIL H O U S E R E N T S : P U B L I C E X P E N D I T U R E O B J E C T I V E S 

Memorandum by the Secretary of State for the Env i ronment 

In the course of our d i scuss ion on cuts i n housing publ ic expenditure 
the Chief Secretary and I agreed that the i s sue of counci l house rents should 
be a matter for Cabinet dec is ion . T h i s paper according ly sets out proposals 
on guidelines for counci l house rent inc reases over the Pub l ic Expenditure 
Survey Committee (PESC ) per iod . 

PRESENT R E N T L E V E L S 

2. Under the new housing subsidy system, l oca l authorities wi l l continue 
to set rent levels, but I shal l increas ing ly influence their dec is ions . A t 
present, the average counci l house rent for Eng land i s about £6. 50 per week 
though the average conceals wide var iat ions . It was al lowed to fa l l i n r ea l 
terms under the prev ious Government. In 1974, the average rent accounted 
for 8. 6 per cent of gross earnings; i n 1977 for 7. 6 per cent; and now i t 
accounts for 6. 6 per cent. T h i s shows that there i s scope for l o ca l 
authorities meeting a greater proport ion of their housing costs f r o m rents . 
The resulting savings i n subsidy w i l l reduce publ ic expenditure. I should 
mention th.t the calculations which underlay the cuts i n subsidies which we 
suggested i n Opposition, and which formed the bas is of the T r e a s u r y ' s 
proposals (Option E below) were based on an a r i thmet ica l mistake . They 
assumed that any given rent inc rease would y i e l d subsidy savings about 
50 per cent higher than the true f igure. 

CONSIDERATIONS G O V E R N I N G F U T U R E P O L I C Y 

3 ' I agree with the Chief Sec re ta ry ' s view (C(79) 42) that counci l house 
rents should be inc reased i n r ea l t e r m s . Inevitably, however, i nc reases 
^ council house rents wi l l become a factor i n wage negotiations. Our 
judgment on how fast rents a re to r i s e w i l l therefore relate to broader 
Political as well as to immediate f inancial considerat ions. Pu re l y on the 
financial side, however, i t might be borne i n m ind that 1 per cent inc rease 
111 local authority rent leve ls y ie lds publ ic expenditure savings of £10 mi l l i on , 
but should this lead to an extra 1 per cent going on to the publ ic sector pay 
settlements this would require an inc rease i n public expenditure of 
£ 200 million. 
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ACTION N E X T Y E A R 

4a For 1980-81, I intend to set a rent guideline for an inc rease i n rents 
of £1. 50p on average; this wi l l represent an average inc rease i n rent of 
23 per cent as compared with the forecast 15 per cent r i s e i n earnings. 
This w i l l provide for the £ 3 5 m i l l i o n subsidy savings which I have agreed 
to find next year . 

OPTIONS F O R R E M A I N D E R O F P E S O P E R I O D 

5, For 1981-82 to 1983 -84 , I have set out 5 poss ib le options for rent 
increases. The Annex to this paper prov ides a ful l compar i son of their 
effects. It i l lustrates the average cash and percentage annual inc reases 
in rent, the average cash rent payable each year , and the resu l t ing publ ic 
expenditure savings i n r e a l t e r m s . Increases i n rent a r e shown i n 
declining percentage t e rms to get the worst over i n ear ly to midd le yea rs 
of this Parliament and at the same t ime provide bigger savings by getting 
increases sooner than would be achieved by a m o r e even spread. 

OPTION A - R E N T S T O G R E E N P A P E R P E R C E N T A G E O F EARNINGS 

6, Option A represents the least difficult course po l i t i ca l ly . It would 
consist of restor ing the relationship of rents to earnings to that which 
obtained in July 1977 - 7 . 6 per cent. T h i s was the date of the previous 
Government's G reen Paper on Housing Po l i cy which dec la red that over a 
run of years rents should keep broadly i n l ine with changes i n money 
incomes. Recover ing the ground lost since then would enable us to secure 
rent increases i n r ea l t e r m s whilst at the same t ime presenting them as 
being i n accordance with the previous Government ' s rent po l i cy . Option A 
would result in rent inc reases , and total savings (including additional savings 
set out i n paragraphs 12-15 below), as follows: 

1981-82 1 9 8 2 - 8 3 1 9 8 3 - 8 4 

Average rent inc rease 
1.50 1.00 0 . 6 5 (cash) £ 

Savings £m J^Q 245 290 
(in 1979 Survey p r i ces ) 

OPTION B - R E N T S T O P E R C E N T A G E O F E A R N I N G S W H E N W E L E F T 
OFFICE IN 1973 -74 - 8 . 6 pe r cent 

7 Option B would r e s to re the re lat ionship of rents to earnings 
(8- 6 per cent) which obtained when we left office i n 1974. T h i s Option 
*ould yield significantly greater savings than Option A , but the po l i t i ca l 
i n s i d e would be that much greater . It would resu l t i n rent inc reases 
and total savings as follows: 
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1981-82 1982-83 1983-84 

Average rent increase 1.80 1.55 1.30 
(cash) £ 

Savings £m 225 340 445 
(in 1979 Survey p r i ces ) 

OPT ION C - R E N T S RISING IN L I N E W I T H EARNINGS P L U S A N E X T R A 
£1 CASH I N C R E A S E E A C H Y E A R 

8. Option C would provide for s t i l l mo re savings but we would be seen 
to be going well beyond the ratio of rents to earnings when we were last i n 
office. The ratio of rents to earnings would r i s e to 9 .0 per cent. It 
would result i n rent inc reases and savings as follows: 

1981-82 1982-83 1983-84 

Average rent inc rease 
1.90 1.80 1.55 

(cash) £ 

Savings £m 240 375 510 
(in 1979 Survey pr ices ) 

OPTION D - R E N T S RISING T O 10 per cent O F EARNINGS B Y 1983-84 

9. The rent inc reases and total savings which would be achieved under 
this option are set out below. T h i s i s a m o r e extreme ve r s i on of Options B 
and C. 

1981-82 1982-83 1983-84 

Average rent inc rease 
2. 50 2.15 2.00 (cash) £ 

Savings £m 310 480 650 
(in 1979 Survey pr ices ) 

OPTION E - T H E C H I E F S E C R E T A R Y ' S P R O F O S A L 

1 Q. Option E i s that proposed by the Ch ie f Secretary . It would secure 
savings of some £1565 m i l l i o n over the three yea rs and i nc r ea se average 
council rents to 11 per cent of earnings. The order of rent inc reases which 
* implies, however, seems po l i t ica l ly unacceptable. It would certa in ly 
necessitate council rents on average r i s i n g above fair rents i n the pr ivate 
sector - a large number of indiv idual rents would i n fact be way above fair 
r e n t s . We would be seen to be offering counci l tenants a m o r e severe 
regime than under the Housing F inance A c t 1972, and i t would be c l a imed 
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that we were d i sc r iminat ing against them as compared with pr ivate tenants. 
Option E would resu l t i n rent increases and savings as follows: 

1981-82 1982-83 1983-84 

Average rent inc rease  o c 
e.  , x . 2.50 2.85 2.70 

(cash; £ 

Total Savings £m des i red 0 f , c C O f .  - c . 
by (xn 1979 Survey p r i ce s J 

CONSIDERATION O  F T H  E OPTIONS 

11. In deciding between the poss ib le options it i s necessa ry to have i n 
mind that: 

a. the inc reases for indiv idual tenants wi l l v a r y widely, with 
10 per cent of tenants paying at least 20 per cent above average. 

b. In addition to these rent inc reases tenants a re l i ke ly to face 
substantial inc reases i n rates . 

ADDITIONAL SUBSIDY SAVINGS 

12. In addition to the rent inc reases , there are three additional sources 
of public expenditure savings on subsidies which have been inc luded i n the 
calculations i n this paper . 

13. F i r s t , as agreed i n the Home and Socia l A f f a i r s Committee , we 
propose to make the subsidy adjustment when a counci l house i s sold i n a 
way that gives greater benefit to the Exchequer - and according ly reduces 
the subsidy to l o c a l authorit ies . M y proposa ls should produce a further 
£10 m i l l i o n a year subsidy savings cumulatively f r om this source . 

14. Second, I have agreed not to provide housing subsidy for any growth 
in real terms i n management and maintenance expenditure. T h i s wi l l 
save some £45 m i l l i o n i n 1981-82, £70 m i l l i o n i n 1982-83 and £100 m i l l i o n 
in 1983-84, and this disposes of one of the points i n the Chie f Secretary 1 s 
paper. 

J** H h i r d , because of p r e s su re on rates i n 1981-82 l oca l authorities may 
be expected to charge to rents any additional current expenditure by way of 
loan charges a r i s ing on the element of new capital expenditure which does 
n o t r a n  k for housing subsidy. Savings of £30 m i l l i o n a re inc luded on this 
account. 

4 
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6 The annex shows the total publ ic expenditure savings on Options A 


oD including (a) rent inc reases , (b) suggested adjustment on sales, 


c) management and maintenance, and (d) the prospect of a l l unsubsidised 


expenditure being borne on rents . The Chie f Sec re ta ry ' s des i red savings 


i r i s ing from (a) and (c) above are l ikewise shown. 


CONCLUSIONS 

17. In the Chief Sec re ta ry ' s view even Option E would fa i l to secure 
full economic rents and his proposa l i s justi f ied i n view of the p ress ing need 
for public expenditure savings. The rents i n the Annex are a l l i n cash 
terms. The rent inc reases r equ i red are l e ss severe when expressed i n 
constant pr ices . The effect on l ess wel l -of f tenants would be moderated 
by rent rebates and supplementary benefits which i n aggregate would fund 
40 per cent of the inc reases i n rent. 

18. The Chief Secreta ry ' s view i s that we should adopt Option E . M y 
own preference, a gdns t the background set out above, i s for Option B . 
This would yie ld total housing savings of near ly £1, 300 m i l l i o n i n 1981-82, 
£1, 650 million i n 1982-83 and £1, 850 m i l l i o n i n 1983-84 - much greater than 
those on any other p rog ramme and some £150 m i l l i o n to £250 m i l l i o n a year 
greater than the reductions prov i s iona l ly agreed and shown i n Annex B of 
the Chief Secretary 's paper . Whatever our conclusion, the public 
presentation and t iming of an announcement of our views on rents wi l l need 
very careful handliug. I would consult colleagues p r inc ipa l l y concerned 
and report separately to the P r i m e Min is te r on this aspect. 

M H 

Department of the Environment 

16 October 1979 
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Op-tlon A Crents r i s i n g so as "to 

reach 7*6% of earnings 

by 1983/84). 


(a)	 Average annual increase i n 

weekly rent (cash) £ 1.50 1.00 


(b) Percentage increase over 

previous year 19 11 


(c)	 Average weekly rent 

payable (cash) £ 9.25 10.30 


(d)	 Public expenditure 

savings £m. 190 245 


Option B (rents r i s i n g to 

8.6% of earnings by 

1983/84) 


(a) 	 1.80 1.55 


(b) 	 2 3 16 
(c) 	 9.55 11.15 


(d) 	 2 2 5 340 
Option C	 (rents r i s i n g i n l i n e 


with earnings plus an 

extra £1 cash increase 

each year) 


(a) 	 1.90 1.80 


(b) 	 25 19 


(c) 	 9.65 11.50 


(d) 	 240 375 


0 . 6 5 4.40 

6 71 

1 1 . 0 0 

290 7 2 5 

1.30 5.90 
12 9 4 . 

1 2 . 5 0 

445 1010 

1 .55 6 . 5 0 

13 103 
1 3 . 1 0 

510 1125 



1981-82 1982-S3 


Option D (rents r i s i n g so as to 
reach 10% of earnings 
by 1983/4) 

(a)	 2.50 2.15 


(b) ..	 32 21 

(c)	 10.25 12.45 


(d)	 ' 310 480 
Option E (rents r i s i n g as 


proposed by Chief 

Secretary) 


(a)	 2.50 2.85 


(b)	 32 28 


(c)	 10.25 13.15 


(d)	 Chief Secretary's desired 

savings. 295 520 


2.00 7.40 
16 125 

14.50 
650 1440 

2.70 9.30 
21 145 

15.90 

750 1565 

2F 



