Executive summary

Young people today have their work cut out to start an independent life as adults,
particularly if they are leaving care or other types of supported environment. Finding
decent, affordable housing and sustaining a tenancy while moving into the world of work is
a key step towards a successful future. Yet all too often, young people only come to the
attention of housing and support services when they have already run into difficulties.

This report, commissioned by St Basils, a leading provider of housing and support for
young people based in Birmingham, together with a group of partner landlords and
agencies, aims to demonstrate how a new type of medium-term supported housing could
help young people gain the stability they need. The scheme could assist them to sustain
their employment, escape the benefits trap and — crucially — save towards a stake in a
permanent home of their choice.

Backed by a national scheme to offer advice and support to young people, and financial
and policy resources to providers, the initiative could significantly reduce repeat
homelessness and associated problems. It could help to overcome the concentrations of
worklessness among particular groups that were highlighted in the Hills Review. We
believe that by using a different form of revenue subsidy, the scheme can work alongside
the existing Housing Benefit (HB) regime.

Background

Young people ready to move on from care or an intensive housing support environment
find themselves with very limited choices about their housing. A combination of low pay
and continued vulnerability means that all too many find themselves in repeat
homelessness or at risk of other forms of life and employment breakdown.

There are few if any means of support for young people to sustain a stable and secure
medium-term future, let alone prepare for permanent housing and improving their
employment prospects. Social housing is scarce and may be hard to access. Despite one-
third of social housing lets being to young people, for many, the inability to gain
accommodation in anything other than the private rented sector at relatively high market
rents places young people in the ‘benefits trap’ with all the associated disincentives to stay
in work and to seek higher incomes. The figures are stark: homelessness is part of
growing up for one in 20 young people. Of these, one in five young people leaving
temporary accommodation will become homeless again, costing around £10,000 in
housing and support per person.

St Basils, together with a group of partner organisations (including Ashram Housing
Association, Waterloo Housing Association, Family Housing Birmingham, Birmingham City
Council, and Centrepoint), is working to break the cycle of homelessness and loss of work
by helping young people create a better future for themselves. The organisation is
developing a starter homes model for young people that could act as the bridge between
care and a permanent, settled future in work. Possible financial models are explored in the
report, together with recommendations that would enable the initiative to be rolled out at
national level.




Our research demonstrates that the plight of young people on relatively low incomes
places them squarely on the agenda highlighted in the Hills Review. In addressing the
need for starter homes, the initiative could also tackle three government priorities: 1)
addressing housing issues for young people, 2) reducing homelessness and 3) combating
worklessness.

This report identifies the issues and challenges in establishing suitable (and specific)
accommodation for young people, particularly those who are employed and who are
otherwise able to sustain a longer-term stable housing and employment future. It is in two
parts:

* A review of the wider issues in policy and practice affecting housing and young
people

*  Areview of the needs and options for public subsidy to increase housing choices for
young people and to support them in sustaining their housing and employment,
together with an analysis of the potential sources from which starter homes might
come.

The four initiatives developed for further investigation by St Basils and supported by its
partners are:

. Use of redundant local authority/housing association stock to provide starter homes

* Top slicing of grant for housing association/Housing Corporation developments to
provide starter homes specifically designated for young people

. Partnership between landlords to make existing stock available for designation as
starter homes

. Use of private sector rented property, perhaps focusing on currently empty property.

Different forms of subsidy could be used for variations within the scheme and our
proposals are for a plurality of models rather than a ‘one size fits all’.

This report will be accompanied by a ‘how to’ guide for landlords and other agencies
identifying what can be done now under current rules and arrangements. The report also
sets out recommendations for all the various public agencies to assist in developing
housing choices for young people.

This research has been undertaken by HQN Limited and funded by the Housing
Corporation through its Innovation and Good Practice Grant scheme under the
Corporation’s theme ‘barriers to home ownership’.

Summary of research into housing policy and practice for young people

Our research found three main policy and practice challenges despite the existence of
many schemes in development around the country for young people. These are:

Young people are ‘invisible’ to housing policy: Young people are invisible to the housing
policy world unless experiencing extreme vulnerability and homelessness. This report sets
out a series of 50 recommendations to transform what we know about young people’s
housing needs and aspirations by developing:




. More research into needs and aspirations

. Research into the experiences of young people in designated accommodation

* An approach that makes the housing needs of young people a key focus within
regional and local housing strategies, and develops objectives towards young
people and housing in all areas of housing policy.

There are excellent schemes in place but they tend to be ‘time-barred’: there are many
examples of schemes in place to encourage and sustain employment for vulnerable young
people, including those leaving the care system and where support needs are reducing.
However, where there is support, training and learning for young people in developing their
employment and life skills, it is almost exclusively time- and geographically-bound. A key
finding of this research therefore, as there will continue to be a stream of young people
needing this kind of support, is the need to establish long-term policies and funding.

There is an opportunity to synthesise housing support schemes and employment schemes
for employed young people: there are pilot schemes in place that support housing costs for
a range of vulnerable client groups. There are also schemes located in the government
anti-poverty strategy that support employment initiatives; there is a key opportunity to
synthesise the relevant aspects of all of these schemes into a solution for young people.

We have tested the potential applicability of schemes such as Local Space in East
London, the Work-Related Activity Premium and the Working Future pilot (also in East
London) as these appeared to have a high degree of fit with the objectives for the starter
homes initiative.

Summary of findings from a review of specific options for starter homes

Our research has identified the core elements of a starter homes model. We have
considered how the scheme would operate and the various options for financing. In
summary, the scheme would contain these elements:

. A model that makes the link between personal savings, personal investment and
housing choice

*  Affordable housing for young people within communities (not isolated or separate)

. Bespoke housing management for two to three, or up to five, years

* An element of rent or other subsidised payment to be placed in a savings fund for
young people to build a savings ethic and for a deposit towards permanent housing

. Revenue or capital contributions from partners or the government to ensure rent
and charge payments are low enough to reduce benefit dependency and help
maintain sustainable employment

* A specialist agency to manage or lease properties and build a portfolio.

Affordability considerations
For young people working full-time earning the minimum wage, social rent levels are at the

threshold of HB entitlement but have a very high rents:income ratio (well above 40%). That
leaves little or no scope for liveability, let alone for investment in the future.




Income levels would have to rise significantly before rents became affordable with any
scope for saving.

Intermediate rents can help to keep capital costs down, but they mean that young people
earning full-time at the minimum wage would still be dependent on HB — with all the
disincentives to earn more that this carries with it.

The Single Room Rent limits HB to an average bedsit rent irrespective of whether the
young person is in work or not. This limits access to both the private sector and to
properties in more sustainable neighbourhoods. The disincentives inherent within the SRR
regulations both to work and to building a sustainable lifestyle, are powerful.

The disincentives in the benefits system are also powerful: at intermediate rents but
earning the minimum wage, an extra £10 of income can attract a ‘benefits’ loss of over £9
until wages rise enough to escape the trap completely.

Intermediate rents attracting housing benefits could be used to subsidise the capital costs
of purchase/build (as with the Local Space initiative in London) but the disincentives for
young people would need to be overcome.

These may be overcome by providing an additional (or replacement) subsidy for rent
payment, linked to employment, which did not discourage earning more and saving more.
There are a number of schemes which encourage saving, from straightforward cash lump
sums equivalent to the ‘baby bond’ to rent plus schemes where an extra amount on the
rent paid by tenants is matched by landlords and invested via credit unions or other
reputable institutions.

These schemes tend to be small, being limited by the availability of funds from tenants.
Working young people on low incomes have little scope to find spare funds for saving, but
at relatively modest weekly investment, enough for a deposit for 25-50% equity stakes in
purchased properties could be developed over a period of three to five years. For around
£5 weekly, matched by landlords, young people may be able to accumulate nearly £3,000
towards a deposit.

Needs and options for public subsidy for starter homes

Clearly, if rents are to be kept to below market levels, some form of revenue or capital
subsidy will be needed to make the scheme feasible. We have developed financial
modelling to test the relationship between the need for capital and revenue funding to
support the establishment of starter homes.

We begin from a suggestion that if methods can be found to promote the payment of
revenue subsidies to support housing costs, this might give the opportunity to reduce
capital subsidies below those currently seen within Housing Corporation/Homes and
Communities Agency (HC/HCA) programmes. Conversely, higher levels of capital subsidy
might be used to keep revenue costs down and promote savings through developing
headroom on social rent payments.




At higher levels of capital subsidy, the need for revenue support is reduced. At levels
approaching maximum grant (100%), the effect is to allow social rent payments to
subsidise other forms of savings and investment. This could be the case at a pilot scheme
in Birmingham to designate eight properties as starter homes attracting 100% HC/HCA
grant (although there is no funding precedent being set by this scheme).

Charging rents at a rate lower than social rents with the difference used to support savings
and investments, effectively the same model as above but where there is an explicit policy
to charge a lower rent, might be considered. However, this would need to be in the context
of landlords’ financial responsibilities to charge a viable rent.

At lower levels of capital subsidy, there is a need to set rents higher and to rely on a form
of revenue subsidy to support tenants to pay the rent. This amount would be used in some
measure as a means to develop savings and investment.

A critical factor is that revenue subsidy is related to bridging the gap between a private (or
intermediate) rent and a social rent. It should not be means tested so that there are no
disincentives to staying in work and/or increasing income.

At standard levels of capital subsidy, social rents would be charged and some form of
additional subsidy, received by the tenant, would be needed to enable savings and
investment.

Revenue subsidy approaches are designed to make the starter homes scheme affordable
at different levels of rent, for the majority of young people on what are expected to be low
or minimum wage incomes. The disincentives within the HB system need to be overcome
through a different form of subsidy.

Options for subsidy

The range of possible subsidies identified within this research covers capital subsidies
such as HC/HCA grant or other forms of public capital grant; and revenue subsidies such
as reducing rents, amended HB arrangements, and an employment-related allowance
such as a young person’s equivalent of the Working Families Tax Credit. It also includes
new forms of non-means-tested revenue housing subsidy such as that piloted under
Working Future in East London and/or or the Work-Related Activity Premium for lone
parents returning to work. Revenue subsidies could also be capitalised for local
management by the starter homes organisation.

An organisation looking to access funding for starter homes schemes in the future could
draw on a menu of options. Our research suggests initial progress could be focused on
five areas:

* The designation of starter homes within HC/HCA programmes with or without
higher level of grants to assist subsidy of housing costs. These programmes could
be both for new build and for purchase and refurbish

. Higher than average capital grants to keep borrowing costs down for landlords and
an effective revenue subsidy for young people by landlords




. A form of allowance or payment to support housing and employment similar to
those being piloted in Working Future, made applicable to private rented sector
homes designated as starter homes

* A form of Working Young Person’s Tax Credit to operate effectively across all
models

. A pilot scheme creating a new form of housing/employment subsidy linked to starter
homes, to test the efficacy of the arrangements to encourage saving and
investment as a means of opening up future housing choices.

The project does not suggest that the amendment of HB tapers would be useful, given that
a key principle is for young people to escape the benefits trap to sustain employment.

In all cases, it is a guiding principle of the various models and funding streams that the
additional housing/employment subsidy is used for saving and investments so that an
amount is available to put towards housing (ownership or shared or any other form) at the
end of the starter homes tenancy.

The research has shown that although the levels of subsidy made available through the
various approaches could be significant, they could certainly form the basis of realistic
housing choices for young people into the future. They could therefore act as a true
pathway to permanent housing with the scope for home ownership to be taken up.

Organisational issues

The research has considered whether the starter homes scheme needs a form of vehicle
to give it initial momentum. The options considered range from:

. Owner and manager of starter homes stock

. Manager of stock but with stock held on a long or short lease

. Umbrella managing agent where stock remains in the ownership of partner
landlords but where one organisation co-ordinates the scheme and offers service
provision

. Facilitation agent where one organisation would simply act as a gateway for the
scheme and any specific subsidies payable, but where stock and management
continues to be provided by partner landlords.

Tenancies let under the starter homes initiative would be assured shorthold, last for a
designated length of time and support employment and savings.

If a pilot scheme for new forms of subsidy is adopted, the research points to the need for a
separate vehicle to take ownership at least initially of properties on a long lease or owned
outright. In the short term, there is plenty of scope for local authorities and landlords to
bring forward properties as starter homes.




Accessing properties

The research has tested the models and availability of properties as follows.

From social landlords:

The use of redundant stock and designation for young people, perhaps focusing on
ex-sheltered schemes: the findings, backed by research into the views of young
people themselves, indicate that the potential availability of stock should be
balanced against the principle that young people should live alongside other people
within communities

The top slicing of HC/HCA schemes for designated starter homes: this is a powerful
source of new build opportunity. The HC/HCA could be willing to make such
designations provided local and regional housing strategies begin to explicitly
prioritise meeting the housing needs of young people. As property sizes will be
smaller than for family housing, grant rates can be kept lower than average for
these types of scheme. A relatively minor allocation of 5% of social rented units for
starter homes could provide the scope for hundreds of new homes to come into the
scheme within two to three years

Landlords voluntarily allocating some of their own stock for starter homes: the
findings highlight that there may be opportunities around some redundant stock. But
for many landlords, current housing demand suggests the scope to separately
designate homes in this way may be limited.

From the private sector:

If a way could be found to subsidise private sector or intermediate rents so that
benefit dependency was minimised, current and likely medium-term market
conditions strongly suggest that many properties may become available within the
private rented sector. Already, there are thought to be thousands of empty
properties in city centre developments around the country. In addition, a robust
approach by local authorities to bring empty properties back into use, perhaps
through application of the new Empty Dwelling Management Orders, could provide
a stream of properties.

Recommendations

The general recommendations from this research are further split into those which can be
acted on to help develop the scheme now, without any need for changes to legislation or
general public policy; and those for agencies which are perceived as necessary to really
make a difference for young people in the long term.

General recommendations

1

2

Housing policy and strategies should explicitly recognise the needs and aspirations
of young people within research and policy development.

The provision of starter homes for young people should be subsidised in a way that
is not dependent upon time- and geographically-bound pilot schemes. A long-term
solution is needed.




3 HC/HCA programmes should be top sliced to ensure funding for homes for young
people. With regional and housing strategies prioritising housing for young people
(see recommendation 1 above), the HC/HCA should have enhanced scope to fund
programmes in this way.

4 Continued dependence upon HB is not consistent with pathways to starter homes
and increased housing choices. A new form of revenue funding, separate from HB,
needs to be found.

5 Revenue subsidies provided to young people should be tied to saving and
investment, with lump sums made available at the end of the starter home term to
increase choice.

6 To begin the initiative, a private sector scheme should be developed as a matter of
urgency, with a review of redundant stock by local authorities. Local authorities
should be encouraged to apply the scope for Empty Dwelling Management Orders
robustly.

7 If a pilot scheme is brought forward for new forms of subsidy, a specific organisation
should be designated to acquire properties initially in order to provide for a core of
properties to be held as a starter homes portfolio.

Specific recommendations — no policy changes
Government:

. Support for the starter homes scheme to be publicly expressed with encouragement
for landlords and authorities to join.

Housing Corporation/Homes and Communities Agency:

. Consideration to be given to making specific grant funding available, perhaps from
the Forward Allocation Pool or other form of top-sliced development funding, to
further pilot the designation of starter homes.

Local authorities (strategic role):

* To carry out a review of the availability of empty properties and to consider a robust
application of Empty Dwelling Management Orders to bring properties into the
scheme.

Social landlords (including local authority landlords):

. To carry out a review of potential properties which might be available for
designation as starter homes, including, where appropriate, stock which is currently
redundant or not fit for purpose and where remodelling could take place

* To introduce arrangements whereby match funding of savings made by young
people can be made and these invested with appropriate financial institutions.




Private landlords:

To be approached with a view to offering a scheme in which rents are paid at lower
than market rates (to reflect management costs and the fact that properties might
otherwise be empty) and subsidised by a form of public funding. If possible,
landlords with empty property portfolios should be targeted.

Specific recommendations — requiring policy and legislative changes

Government:

The government should extend the piloting of schemes linking housing and
employment through a new scheme providing revenue subsidy to young people in
starter homes. Further, the government should consider how the notion of a tax
credit for working young people, which is consistent with other aspects of
government policies on employment, could be harnessed for the starter homes
approach

Ensure that housing pathways for young people are incorporated into Housing
Needs Assessments and housing strategies

Based on a robust assessment of need, and the options open to young people at
the moment, develop a national strategy to increase the supply of social housing
suitable for young people

The government should define how it expects regional reforms to accommodate the
need for joint working and how the new regional agencies will ensure that housing
supply numbers take into account the household needs of young people

Develop a national, single point of information and guidance on housing for young
people, linked to sources of information on increasing income through education,
training and employment.

Housing Corporation/Homes and Communities Agency:

In the longer term, the HC/HCA should specifically designate resources on a
programmed basis for starter homes, in a similar way to the treatment of housing for
the elderly

Regional and local authorities (strategic role):

Ensure that the housing needs of young people become visible within housing
strategies (regional and local) and that the needs and aspirations of young people
are prioritised; this will lead to a longer-term focus on the need for funding of homes
to meet these needs

Children’s trusts should be supported to establish a role within the local strategic
housing arrangements so that all young people are considered in local, and sub-
regional, housing plans.






