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Introduction
The Finance Committee has asked for evidence as part of its strategic
scrutiny of the Scottish Government’s 2010-11 budget. This submission from
CIH Scotland focuses on the impact of the recession on housing and those
reliant on housing for their home or business. It looks at the impact of Scottish
and UK Government policies toward housing. The submission considers the
important role that boosting housing supply has in meeting housing needs and
also in stimulating or sustaining employment in the construction industry. It
sets out the CIH Scotland 10 point plan to supporting housing through the
recession and beyond.
CIH has over 2,300 members in Scotland and more than 22,000 across the
UK and worldwide. Members of CIH are individuals working in the housing,
support services or communities field for organisations including local
authorities, housing associations, academic institutions, the Scottish
Government and Government agencies, and the private sector. CIH also
offers membership to tenants. Because of the breadth of membership, CIH
can provide an impartial view on housing policy and practice, with the
interests of communities and developing good quality housing and associated
service to communities at its heart. CIH is active in promoting professionalism
in housing and provides or supports a wide range of education and careers
services, training and CPD services.
The Housing Sector
Scotland has been building between 20,657 and 26,467 (see Table 1) new
homes per year between 1996/97 and 2007/08. These are both private sector
house building and affordable house building by local authorities and housing
associations. As the impact of the credit crunch and the onset of the
recession have begun to bite, there has been a significant fall away in new
house building starts in both the private sector and the affordable housing
sector. Table 2 illustrates the rapid decline in new starts in quarter 3 of 2008
compared to the third quarter in previous years. Scottish Government figures
for quarter 4 2008 and quarter 1 2009 are not yet available. However,
statistics from NHBC showed an 88% decrease in the number of new homes
being started in Scotland compared with the same period in 2008.

Table 1 – House building completions 1996/97 - 2007/08
Year
Completions Year
Completions
199620,695
200222,747
97
03
199722,586
200323,819
98
04
199820,657
200426,467
99
05
199923,121
200524,927
00
06
200022,111
200624,219
01
07
200122,577
200725,774
02
08
(Source: Housing Statistics for Scotland, Scottish Government)
Table 2 – New House building starts in quarter 3 of years 2004 - 2008
Quarter
3

Total
starts

Private
starts

Housing
association
& local authority
starts
2004
6,464
6,051
413
2005
5,492
5,046
446
2006
5,640
5,026
614
2007
5,586
4,829
757
2008
3,173
2,857
246
(Source: Housing Statistics for Scotland, Scottish Government)

The Scottish Government in its October 2007 discussion document Firm
Foundations: The Future of Housing in Scotland 1 set out a target to increase
the rate of new supply to at least 35,000 new homes per year by the middle of
the next decade. The Government believed that this was necessary to meet
Scotland’s housing needs. The significant decline in house building in 2008
may make this target increasingly difficult to achieve.
The decline has been seen in both the private housing sector and the
affordable housing sector. The impacts in the private housing sector can be
largely attributed to the credit crunch, leading to a major slow down of the
private housing market. Mortgages have become increasingly difficult for
people to access and therefore house sales have fallen sharply, leading to
builders being unable to sell proprieties or afford to build new ones. Data from
the Council of Mortgage Lenders shows Scottish house purchase lending
declined 40% in 2008 2 .
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Available at http://www.scotland.gov.uk/Publications/2007/10/30153156/0
See http://www.cml.org.uk/cml/media/press/2161

In the affordable housing sector, challenges in accessing private finance (as a
result of the credit crunch) have impacted on housing associations’ ability to
build new homes and this has been compounded to some extent by Scottish
Government policy on the levels of subsidy it is prepared to give to support
new affordable house building. The 2008 CIH publication The Credit Crunch
and the Scottish Housing System 3 provides a good background to the credit
crunch and how it has impacted on housing, and shows that in the fourth
quarter of 2008, house purchase loans were down 23% from the previous
quarter.
The decline in the increase of housing supply is not an indication of falling
housing demand or need. With increasing repossession rates housing need
can be said to be increasing, with more households looking toward the
affordable housing option offered by local authorities and housing
associations to meet their housing need. With mortgages having become
more difficult to obtain, households who may have opted for homeownership
are also looking to the affordable housing sector as a way to meet their
housing demand. Demand for homeownership still exists but the ability of
people to access it had been severely curtailed. A decreasing provision of
new housing makes it more difficult to meet current and future housing needs.
Wider Issues
The contraction in the private house building market has wider economic and
policy implications. Homes for Scotland (the voice of the house building
industry) estimates that a total of 100,000 jobs Scotland-wide are now directly
at risk and around 26,000 (half of the industry’s directly employed workforce)
have already been lost as a result of the decline in house building activity4.
This clearly illustrates the link between the house building industry and the
success of the Scottish economy, as well as the financial and employment
wellbeing of individuals working in the sector.
The loss of production capacity and jobs is not only a short term issue. It is
estimated that it will take the home building industry several years to recover
and therefore the build levels for new housing will remain lower than needed
and make it difficult to hit the Scottish Government 35,000 homes target. A
modelling exercise by Homes for Scotland 5 suggests that it may take several
years for the building industry capacity to recover following the end of the
recession.
CIH Scotland suggest that support for the building industry now is vital to
ensure that further housing demand and housing need issues can be met.
There is a strong case that this support should, in the shorter term, be largely
directed toward the building of affordable housing.
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Available at http://www.cih.org/scotland/policy/CreditCrunch_ScottishHousing-Oct08.pdf
See
http://www.homesforscotland.com/media/File/CALL_TO_ACTION_17_FEB_09_rev(1).pdf?Sit
e=1
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See
http://www.homesforscotland.com/media/File/Restoring_Housing_Output_Forecasts_Sept_08
.pdf?Site=1
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The Case for More Support for Affordable Housing
There are over 200,000 people on housing lists for affordable rented housing
in Scotland. In the region of 40,000 households are accepted as homeless
each year. As noted above demand for affordable housing solutions is likely to
increase as a result of the recession.
There is a target to ensure that all unintentionally homeless households are
offered housing by 2012 6 . Concerns over the ability to meet the 2012
commitment have been expressed by a number of local authorities, and these
concerns pre-date the impact that the recession will have on demand for
affordable housing. A key report prepared for the Scottish Government
Toward 2012: Homelessness Support Project 7 found that there was a
commitment to achieve the 2012 target. Activity was taking place to meet the
target even where concerns existed that it may not be met within the
timescale. The report highlighted that the single biggest barrier to overcome
was the shortage of affordable housing for rent. CIH Scotland, along with
many others in the sector think that now is an ideal time for the Scottish
Government to provide increased support for building more affordable
housing.
CIH Scotland, along with Shelter, the Scottish Federation of Housing
Associations, COSLA, the Scottish Council for Single Homeless and Scottish
Churches Housing Action have estimated a build programme of 10,000
affordable rented homes each year for the next three years is required to
meet current and future housing need 8 . Build rates over the last few years
are set out in Table 3 and show that the current building rates fall well below
that estimate.
Table 3 Affordable housing completions
Year

Number
of Year
Number
of
affordable homes
affordable homes
built
built
2002 4,030
2005
4,649
2003 3,527
2006
3,947
2004 3,097
2007
4,062
(Source: Housing Statistics for Scotland, Scottish Government)
With the house building industry feeling the squeeze and with unmet
affordable housing need, Scottish Government support through the Scottish
Budget can help to sustain the building industry (and the wider Scottish
economy).
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This is contained in the Homelessness etc. (Scotland) Act 2003 passed by the Scottish
Parliament
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Available at http://openscotland.gov.uk/Publications/2008/03/27152416/0
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This is based on an assessment of housing needs research for the Scottish Government.
See joint organisations’ CSR submission http://www.cih.org/scotland/policy/CSR2007.pdf

This will help to ensure that the building industry retains its capacity now, via
its workforce, and has the potential to gear up to meet future private housing
needs once the economic recovery sets in and help Scotland move toward
the 35,000 home target. It also has the potential to deliver more affordable
housing for the public subsidy level, as construction costs may be lower with
builders keen to take on contracts.
Scottish Government and UK Government Actions
The Scottish Government has brought forward £120m from the affordable
housing budget to speed up the supply of affordable homes. It has also made
available £50m for local authorities to help fund new council house building.
Within the affordable housing budget the Scottish Government has increased
funding to support the Open Market Shared Equity scheme, with a budget of
£60m in 2009/10. It has also put in place £35m of funding to support the
Mortgage to Rent Scheme and the new Mortgage to Shared Equity Scheme.
The Scottish Government actions mean that over the next 12 months £644m
will be invested in homes for rent or low cost ownership across the country. It
says that will support the approval of at least 6,500 new and improved
properties. This means that the budget for affordable housing in 2010/11 will
be no more than £352.1m, the lowest level of investment for many years.
CIH Scotland supports the actions taken to bring funding forward but is
concerned about how affordable housing delivery will be supported in
2010/11. The Scottish Government has recently written to the UK
Government seeking £500m of additional investment to support affordable
housing delivery and CIH Scotland has supported this call.
The UK Government’s Budget on 22 April has resulted in £103.7m coming to
the Scottish Government from the Barnett Consequentials over 2009/10 and
2010/11. Of this, it is estimated that £53.8m is connected to increased
investment in the housing programme in England. CIH Scotland, along with
Shelter, SFHA and Homes for Scotland has written to John Swinney MSP,
Cabinet Secretary for Finance and Sustainable Growth to urge him to direct
the £53.8m into the affordable housing budget for Scotland.
This is less than the £500m that has been asked for and without other funding
options becoming available will still mean a lower than planned affordable
housing budget. The budget for 2010/11 would be £405.9 as opposed to that
set out in the Spending Review of 2007 of £472.1m.
Other Constraints
Despite the Scottish Government’s move to bring funding forward from
2010/11 and the acceleration of this funding, as shown in Table 2 new
affordable house building has declined steeply in the housing association
sector. This is a concern as housing associations are responsible for nearly all
affordable house building (although new funding for local authorities will
change this to some extent in the future).

CIH Scotland undertook some research to determine if housing associations
were finding it more difficult to build new homes. This looked at Scottish
Government policy changes on the level of subsidy paid to support new
building through the Housing Association Grant (HAG), paid from the
affordable housing budget. It also looked to see if the credit crunch was
having an impact.
The results of the CIH Scotland research were published in Arrested
Development: The challenges facing RSL 9 s in building affordable housing 10 .
This found that:
•

Over 35% of housing associations may not be able to build new
houses as a result of the changed financial climate

•

Of the RSLs that indicated that they could still build, nearly 50% said
they had revised their new build targets downwards, with nearly 30%
of these reducing programmes by 40-60%

•

Nearly 60% of RSLs said they were finding it more difficult to access
private finance for new housing developments

•

More than1/4 of RSLs have had to raise over 25% additional private
finance in order to fund new developments.

The reasons identified for this predicament were:
•

The Scottish Government’s decision to reduce the amount of HAG
subsidy per house available from June 2008. On average this has
meant a reduction in subsidy of £10,000 per house. In February
2009, the Scottish Government announced that if was making a
further revision to the subsidy to make it more generous. This has
raised the subsidy by on average 6%, resulting in about £4,000 £5,000 additional subsidy per house. This is still £5,000 - £6,000
below the pre-June 2008 subsidy.

•

The reduction in subsidy took place at a time when private finance
became both more difficult and more expensive to obtain. With
housing associations getting less subsidy per house from the
Scottish Government, many have had to seek to raise the additional
funding required, to bridge the gap, from banks and building
societies. Many have found this increasingly difficult or have been
offered much higher interest rates than previously and with more
restrictive covenants.

The result is that the risk associated with developing is much greater in the
short term and robust financial planning indicates potential longer term
liquidity difficulties for many, as major housing stock repair and maintenance
programmes begin to kick in. The Scottish Housing Regulator (SHR) has
indicated that it believes the sector “is facing a trickier financial environment
and organisations will face tough resource and management choices in order
9

RSLs are Registered Social Landlords and are also often referred to as housing
associations.
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Available at http://www.cih.org/scotland/policy/ArrestedDevelopment-mar09.pdf

to deliver good services and keep their houses well maintained 11 ”. The
indications are that the SHR will be keeping the sector under close scrutiny to
ensure that strong financial planning and governance are in place to avoid
potential financial viability issues.
Whilst the changes to HAG funding subsidy made by the Scottish
Government were in the interest of efficiency and best value for the public
pound, they coincided with the credit crunch, and the joint impact of both has
had a negative effect on affordable house building, despite the bringing
forward of funding. In order to support and stimulate housing association build
programmes in these challenging times and thus meet the level of housing
need, CIH Scotland thinks a further revision of the HAG funding subsidy levels
is required. Such revisions should be in place until Scotland is out of
recession and lending has become more readily available once more. Without
such reform there must be a concern as to whether the funding brought
forward can be used. CIH Scotland recognises the need to look closely at
efficiencies and best value for public money and is keen to work with the
Scottish Government to see what can be done in the future to deliver now
high quality housing for lower levels of public subsidy.
Further Consequences
Some of the funding brought forward by the Scottish Government is being
used to support local authorities and housing associations to purchase
already completed housing developments from private builders. This
approach can ensure that the funding can be quickly spent, can offer good
value with some development being offered at below market values, and can
provide ready made housing to meet current housing needs. What it does not
do, however, is to protect or promote jobs in the building industry and allied
trades and supplier industries or provide a potential stimulus to the Scottish
economy. Using more of the funding to support new build affordable housing
schemes can have the additional benefit of job creation and protection.
New funding announced for local authorities to build new council homes for
rent is welcomed. Early indications are that the level of subsidy required from
the Scottish Government is lower than that required by housing associations
to build new affordable rented homes. This looks a cost effective way to
provide more houses, supporting the role of housing associations and helping
to further push up supply. However, some work may be required to look at the
longer term sustainability of this approach, with particular regard to the level of
debt that some local authorities may incur in taking forward new build
programmes at lower subsidy levels. It should also be noted that not all local
authorities are financially able to or desire to build new council homes. To
date 14 local authorities have received funding.
Recessions can be associated with higher levels of crime, antisocial
behaviour and an increase in poor health. Local authority housing services
11

See SHR news release
http://www.scottishhousingregulator.gov.uk/stellent/groups/public/documents/webpages/shr_g
oodgovernancematters.hcsp#TopOfPage

and housing associations may find themselves having to prioritise more time
in addressing these issues as part of their wider management and support
function for tenants and communities. This may place additional pressure on
often already stretched revenue budgets.
The links between good quality, affordable and secure housing, and the
potential health improvements are well recognised. Inventing now in new
affordable housing may have offset benefits in helping to tackle recessionrelated health issues.
It should be noted that local authority housing services and housing
associations do much more than provide affordable housing. They are active
and often lead players in community regeneration, tackling poverty and health
inequalities, offering or supporting training and employment initiatives, and a
whole host of social enterprise activities. Many are keen to build on this role
and have the capacity to be a delivery agent for the Scottish Government, to
help it meet its aspirations and deliver on its strategies and action plans.
Although beyond the control of the Scottish Government or Scottish
Parliament, CIH Scotland has made a case for reducing VAT to 5% on
housing refurbishment. This may help stimulate not only housing associations,
private owners and private landlords to undertake some major work to
improve Scotland’s housing stock but again may help to provide a stimulus to
the Scottish economy and protect or boost jobs in the building trade and
related fields. This is one of the suggestions in the CIH Scotland 10 point plan
to address some of the impacts of the credit crunch and recession (see
Appendix 1).
Nick Fletcher
Head of Policy and Public Affairs
Appendix 1 - CIH Scotland 10 point plan
The CIH 10 point plan developed at the end of 2008 is set out below.
•

Provide legal aid to homeowner faced with repossession to make
use of the to Mortgage Rights (Scotland) Act 200Date (This is being
taken forward by the Scottish Government) and strengthen the
guidance on the Act 2 to ensure that Sheriffs take all the steps at
their disposal to support home owners to remain in their own home

•

Increase of funding for Mortgage to Rent above the £25m and bring
forward shared equity element as soon as possible, (This is being
taken forward by the Scottish Government)

•

Lenders to be encouraged to offer struggling home owners a shared
equity stake in their homes rather than taking repossession action

•

Speed up £100m investment and target most of it toward new build
housing (Scottish Government has now increased this to £120m)

and ring fence any additional money received from Westminster as
a result of Barnett Consequentials to invest in housing provision
•

Revise the HAG subsidy levels to the pre June 2008 position, until
the recession in over

•

In the longer term the UK Government should Introduce Capital
Gains Tax on house price increases to help act a brake on potential
future runaway house prices

•

Reduce VAT on housing refurbishment works

•

Work with the private rented sector to help it meet the needs of
more people through offering more stability in tenancies and having
in palace an effective landlord / tenant dispute resolution system,

•

With lower land prices develop a national land banking scheme
(possibly through the Scottish Future Trust)
to assist local
authorities and their partner housing associations in ensuring access
to house building land into the future

•

Support housing education in schools and colleges and ensure that
housing options advice is available to people so that they can make
the informed choices on how to meet their housing needs and
aspirations

