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INTRODUCTION

The perception of an overheated rental market, which is partly contributing to a cost-of-living
crisis, has moved the Scottish Government to attempt to freeze the market for 6 months.

The rent freeze for all private sector and social sector residential rents, announced on 6
September 2022, will last until the end of March 2023, with the possibility of an extension
beyond this date. A ban on evictions is also running alongside the rent freeze.

We have summarised the key aspects in this Market Briefing.

The Rent Freeze is a reality that all those working in the rented
sector in Scotland will have to deal with over the next six months
at least. Although it may help tenants in managing their income
and costs, it will likely place pressure on landlords, who are not
immune to the cost of living crisis.

Dr. John Boyle, Director of Research & Strategy
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KEY FINDINGS

1. About the bill

The Cost of Living (Tenant Protection) Bill came into effect on 28th
October 2022 and will run until end March 2023 (although this
could be extended by a year).

0% RENT CAP It sets atemporary power to cap rents with tenancies. The initial
capis setat 0%.

2. Potential consequences

Probably limited impact if legislation lasts just 6 months, but
more significant if extended.

Will affect new housing development — affordable and Build to
Rent (BTR).

Will affect NetZero commitments and energy efficiency drive
across all rental sectors.

3. Challenging conceptions

Danger of policy being made on the basis of sectoral
misconceptions, with a lack of data to examine what is happening
in the Private Rental Sector (PRS) in particular.

Rents within existing tenancies seem to have been largely stable
prior to the rent freeze. By contrast, new tenancies (which are
not subject to arent freeze) are experiencing above average rent
increases in major cities.

Scottish Government survey evidence suggests rents are generally
affordable in private and social rented sectors, although a significant
proportion of households is struggling financially.

Private Rented Sector (PRS) landlord income returns are generally
modest, especially in comparison to those in the commercial sector.
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KEY FINDINGS EXPLORED

1. About the bill

0% RENT CAP

BACKGROUND

The Scottish Government was already committed to introducing a national system of rent controls by 2025 and has been
consulting widely on this, with the aim of achieving a broad political consensus through the Cross Party Group on Housing
at Holyrood (which Rettie & Co. is represented on). Details of this Group's latest report can be found here.

Proposals to introduce a 2-year rent freeze were advocated by the Scottish Labour Party but voted down by the
Government and its Green MSP partners. However, the Government has now introduced a rent freeze of its own as a
'humanitarian measure.' This emergency legislation was passed a few weeks after the initial (surprise) announcement.

Full details of the relevant legislation can be found here.

KEY ASPECTS OF THE LEGISLATION

What does the Bill apply to?

It applies to residential tenancies in
Scotland, private and public, including
Build to Rent (BTR) and Purpose Built
Student Accommodation (PBSA).

What are the terms of the rent
freeze?

Rents aren't currently permitted to
rise during the period of the freeze up
tothe end of March 2023. However,
the Government has the ability

to change the permitted rate of
increase (rent cap). PBSA provisions
are slightly differentin that the cap
only applies from when the legislation
comes into force and only impacts on
aspects of the charges applied.

Are all rents affected?

The Billonly applies to increases
inrent (within tenancies) from 6
September 2022. It does not affect
rents at the start of tenancies or rent
increase notices if they were served
before 6th September 2022.
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What if landlords are running into
financial difficulty as a result of the
freeze and increased running costs?
Landlords can apply to a rent officer for
arentincrease to cover up to half of the
increase in prescribed property costs,
including mortgage interest; insurance
premiums (other than general building and
contents insurance); and a service charge
paid for by the landlord and for which the
tenantisliable in terms of the lease. The
maximum increase that can be claimedis up
to 50%, capped at 3% of the passing rent.

How long is the rent freeze to last?

It's intended to last until the end of March
2023, but Scottish Ministers have the
power to extend this to 30 September
2023 and 31 March 2024. However, the
Government must review the provisions to
assess whether they remain necessary and
proportionate, having regard to the cost of
living, and report every 3 months on that
review. Ministers also have the ability to end
the rent freeze earlier.

QA

Are there any exemptions to the
ban on evictions?

The Bill prevents the enforcement of
eviction orders for a maximum period
of 6 months. Landlords can still serve
a notice of proceedings or a notice to
leave and raise eviction proceedings in
the Sheriff Court or First Tier Tribunal.
For private residential tenancies,
exemptions to the moratorium
include where the property is to

be sold by a lender (e.g. after being
repossessed); where the tenant has
engaged in criminal or anti-social
behaviour; where a private landlord
needs to sell or live in the property
due to financial hardship; and where
substantial rent arrears have been
built-up (i.e. around 6 months' rent in
the private rented sector and £2,250
inthe social rented sector). Student
tenancies are treated differently, with
the only exception on the grounds of
the student engagingin criminal or
anti-social behaviour.
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https://www.scottishhousingnews.com/articles/cross-party-group-launches-new-report-on-rent-control-options-for-scotland
https://www.parliament.scot/-/media/files/legislation/bills/s6-bills/cost-of-living-tenant-protection-scotland-bill/stage-3/bill-as-passed.pdf

KEY FINDINGS EXPLORED

2. Potential consequences

There is a pipeline of new rented private accommodation estimated
to be £3.5bn earmarked for Scotland... We fear this legislation will
now undermine the likelihood of many of these complex and capital-
intensive projects actually being delivered any time soon.

David Melhuish, Director, Scottish Property Federation

While there will be clear consequences of this policy,

some tenant and consumer groups have welcomed the
announcement. Living Rent called the legislation, "a massive
relief" Shelter Scotland also broadly welcomed it.

Inthe social rented sector, rents will effectively be frozen
until April anyway, so a freeze to March should not make any
difference. The possibility of extending a rent freeze into next
year, however, has been flagged by the Scottish Federation
of Housing Associations (SFHA) as a threat to affordable
housing provision across Scotland as well as the sector's net
zero commitments.

Inthe private rental sector (PRS), housing providers (from
small-scale landlords to large institutional investors) have also
expressed strong concerns. The Scottish Property Federation
(SPF) believes that the freeze could compromise the ability

to deliver Build to Rent housing (delivered by institutional
investors) and stall existing schemes.

There has already been some fallout in the aftermath of the
rent freeze announcement, with Springfield stating that it has
paused its expansioninto BTR and the entrepreneur, Lord
Willie Haughey, halting his plans to build 11,000 affordable
homes for rent across Scotland.

Over half of social tenants are entitled to have their
rents covered by welfare benefits, so a rent freeze will
not affect their actual income but will mean housing
associations have to cut back on service provision.

Aaron Hill, Director of Policy and Membership, Scottish Federation of Housing Associations

Rettie & Co.
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https://www.sfha.co.uk/news/news-category/news-article/proposed-rent-controls-threaten-delivery-of-social-housing-scottish-parliament-committee-is-told
https://www.sfha.co.uk/news/news-category/news-article/proposed-rent-controls-threaten-delivery-of-social-housing-scottish-parliament-committee-is-told
https://www.sfha.co.uk/news/news-category/news-article/proposed-rent-controls-threaten-delivery-of-social-housing-scottish-parliament-committee-is-told
https://projectscot.com/2022/10/spf-fears-rent-freeze-could-make-housing-challenges-much-worse/
https://projectscot.com/2022/10/spf-fears-rent-freeze-could-make-housing-challenges-much-worse/
https://projectscot.com/2022/10/spf-fears-rent-freeze-could-make-housing-challenges-much-worse/
https://www.scottishhousingnews.com/articles/springfield-suspends-affordable-and-prs-housing-activity-amid-unclear-policy-environment
https://www.scottishhousingnews.com/articles/springfield-suspends-affordable-and-prs-housing-activity-amid-unclear-policy-environment
https://www.heraldscotland.com/business_hq/23034309.entrepreneur-lord-haughey-halts-affordable-homes-plan-amid-rise-materials-rent-freeze-bill/?ref=eb
https://www.heraldscotland.com/business_hq/23034309.entrepreneur-lord-haughey-halts-affordable-homes-plan-amid-rise-materials-rent-freeze-bill/?ref=eb
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3. Challenging conceptions

Scottish Government policy on the rental sector seems now to be driven by tenant groups, such as Living Rent, and
Green Party politicians who have previously been vocal about supporting the aims of Living Rent.

Many conceptions of the rental sector are often used to justify policies like rent freezes and controls, and we explore
some of these below. It's important in policymaking to have a proper and objective look at the evidence and attempt
to fill the evidential gaps before embarking on extensive legislative change, otherwise there are dangers of significant
interventions not just failing to address the problems they are targeting but making matters worse.

A. RENTS ARE RISING RAPIDLY AND EXCESSIVELY

66

The statistics also show that landlords will stop at nothing to milk
profit out of people desperate for a roof over their head.

Living Rent spokesperson

»  One of the major problems in
analysing the PRS in Scotland, or
the wider UK, is the paucity of data
onthe sector. Thisincludes on
actual rents paid within tenancies.
It's clear from data from the main
portals, such as Citylets, that rents
have been rising ahead of inflation
in the main cities over the last 5-10
years. Thisis also picked-upin the
Scottish Government's analysis
of Broad Rental Market Areas in
Scotland. However, these sources
consider advertised rents and such
rents make-up a small proportion
of the total stock in any given year
(probably only around 10-15% on
an individual portal).

Rettie & Co.

The Office for National Statistics
(ONS) does attempt to measure
actual rents in Scotland and their
latest data shows rent inflation was
only 3.9% last year and that annual
rises in the last decade have been
below inflation. However, their
results do not drill down into city
areas where advertised rents are
rising fastest.

The recent study for the Nationwide

Foundation (Rent Better)
highlighted that the majority of
tenants (59%) said that their rent
had not changed since they moved
into the property.

Tenants can also challenge what are
deemed to be unfair rent increases.

This can be done by referring a
landlord's notice of a rentincrease
to Rent Service Scotland (RSS), a
Scottish Government body. Recent
statistics published by RSS show
that, if anincrease is deemed to be
unfair, the system has limited the
increase or denied it altogether.

59%
of tenants have not had a

rent increase since they
moved in

Source: Nationwide Foundation (Rent Better)
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https://www.citylets.co.uk/research/reports/
https://www.gov.scot/publications/private-sector-rent-statistics-scotland-2010-2021/pages/31/
https://www.gov.scot/publications/private-sector-rent-statistics-scotland-2010-2021/pages/31/
https://www.gov.scot/publications/private-sector-rent-statistics-scotland-2010-2021/pages/31/
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/indexofprivatehousingrentalprices/september2022
https://rentbetter.indigohousegroup.com/findings/rentbetter-baseline-full-reports/
https://rentbetter.indigohousegroup.com/findings/rentbetter-baseline-full-reports/
https://www.gov.scot/binaries/content/documents/govscot/publications/transparency-data/2018/10/private-residential-tenancy-rent-adjudications/documents/rent-service-scotland-prt-published-decisions/rent-service-scotland-prt-published-decisions/govscot%3Adocument/RentAdjudication%2BReport20-09.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/transparency-data/2018/10/private-residential-tenancy-rent-adjudications/documents/rent-service-scotland-prt-published-decisions/rent-service-scotland-prt-published-decisions/govscot%3Adocument/RentAdjudication%2BReport20-09.pdf
https://rentbetter.indigohousegroup.com/findings/rentbetter-baseline-full-reports/
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3. Challenging conceptions continued

B. RENTS ARE UNAFFORDABLE

66

It is unacceptable that tenants struggling with the cost of living
should be facing a rent rise next year when they can barely afford to

pay this year’s increase.

Scottish Tenants Organisation spokesperson in Property Industry Eye, 24th October 2022.

» The mostrecent results from the
Scottish Household Survey (SHS,
2019) shows that PRS households
tend to manage slightly less
well financially compared with
households generally, with 45%
stating that they are managing
well compared with 56% of all
households, although there has
been animprovement among
private renters managing well
financially compared to a decade
ago (37%in 2009-2010). Only 14%
of PRS tenants said that they are
not managing well financially, which
is slightly higher than the total
population of households (9%).

« Affordability issues are more
acute in the social rented sector,
where only 28% of the sample

Rettie & Co.

said that they are managing well
financially and 21% said they are
not managing well. However, even
here, among people on the lowest
incomes, only around one in five
seem to be struggling financially,
albeit this survey was conducted
pre-pandemic and well before the
current cost of living crisis.

The consultation paper on the
New Deal for Tenants suggested
that, nationally over the period
2017-20, PRS households in the
lowest income quintile were paying
an average of almost half of their
household income on housing
costs, with the equivalent figure
for social rented households in the
lowest income quintile at 38%. It
does appear that people on lower

incomes are more likely to be
paying a higher proportion of their
income on rent and having financial
difficulties as aresult. Freezesin
Local Housing Allowance (LA) in
recent years, reducing housing
benefits, will likely have contributed
to this hardship.

14%
of PRS tenants report they

are not managing well
financially

Source: Scottish Household Survey
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https://www.gov.scot/publications/new-deal-tenants-draft-strategy-consultation-paper/
https://www.gov.scot/collections/scottish-household-survey/
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3. Challenging conceptions continued

C. LANDLORDS MAKE PLENTY OF MONEY AND CAN AFFORD A RENT FREEZE

It is part of our journey set out in the Bute House agreement to
make rents less about maximising profit out of homes and more

about affordability, quality and tenants’ voices.

Ariane Burgess MSP in Stage 1 debate on Cost of Living (Tenant Protection Scotland) Bill

« Private landlords typically invest
in the sector foranincome. The
rental yield measures the return on
investment from the rental income
of aproperty and s calculated as a

percentage relative to the property's

value. The average gross rental yield
across the UKis under 4%. This
represents a modest but usually
steady return. Institutional investors
are also typically buying in Scotland,
with ayield expectation of around
4%. This is lower than expected

returns in commercial investment,
which are normally around 5-6%.

Landlords can also benefit from
increasing capital values. As data
from the long running Nationwide
house price series shows, house
prices do tend torise in real terms
over time and landlords who bought
atthe end of the 1990s certainly have
made a significant return. However,
landlords who bought at the market
peakin 2007 will still, on average, be

down in real terms today in terms of
capital values. Buying property as an
investment is a risk and values may
go up as well as down. What investors
should be focused onis ensuring
that they are generating areasonable
positive net yield.

<4%
average gross rental yield
across the UK

D. RENT CONTROLS WORK AROUND THE WORLD AND SCOTLAND WILL BE NO DIFFERENT

Rent controls operate successfully in Sweden, France, Germany and
Ireland and we will work with the Scottish Government to get the
policy right so that we can keep rents at fair and affordable rates

for residents.

Adam McVey, SNP Leader on City of Edinburgh Council Quoted in Edinburgh Live, 15 April 2022

« Thereis an extensive history of rent
controlin the UK as well as other

parts of the world. This recent paper

by the UK Collaborative Centre for
Housing Evidence, in which Rettie
& Co. was a participant, is well worth
areadto understand the nuances
andimpacts of rent control regimes
across the world. As the research

Rettie & Co.

makes clear, you cannotjust select
systems, or parts of systems, that
you favour, implement in Scotland
and assume they will work the same.
Every country hasits own legislative,
cultural and institutional approach to
housing that means what happens
in one country will not necessarily
happen in another. A number of

countries with rent control regimes
have also experienced some

significantissues.

What happens in one
country will not necessarily
happenin another
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https://www.trackcapital.co.uk/news-articles/uk-buy-to-let-yield-map-2022/
https://www.knightfrank.com.ro/research/uk-residential-investment-yield-guide-q1-2022-9074.aspx
https://www.knightfrank.com.ro/research/uk-residential-investment-yield-guide-q1-2022-9074.aspx
https://www.savills.co.uk/research_articles/229130/334988-0?utm_source=ExactTarget&utm_medium=Email&utm_term=5346023&utm_content=9125202&utm_campaign=UK+Commercial+Market+in+Minutes+-+November+2022
https://www.housepricecrash.co.uk/indices-nationwide-national-inflation/
https://www.housepricecrash.co.uk/indices-nationwide-national-inflation/
https://housingevidence.ac.uk/wp-content/uploads/2022/11/CPG-rent-control-final-011122.pdf
https://housingevidence.ac.uk/wp-content/uploads/2022/11/CPG-rent-control-final-011122.pdf
https://housingevidence.ac.uk/wp-content/uploads/2022/11/CPG-rent-control-final-011122.pdf
https://mises.org/wire/contrary-public-myths-rent-control-hasnt-been-success-sweden
https://mises.org/wire/contrary-public-myths-rent-control-hasnt-been-success-sweden
https://mises.org/wire/contrary-public-myths-rent-control-hasnt-been-success-sweden
https://mises.org/wire/contrary-public-myths-rent-control-hasnt-been-success-sweden

SOME TENTATIVE CONCLUSIONS

» The Rent Freezeis areality that all those working in the rented sector in
Scotland will have to deal with over the next six months at least. Although it may
help tenants in managing their income and costs, it will likely place pressure on
landlords, who are not immune to the cost of living crisis.

« Itisnotacomplete rent freeze and evictions ban. There are a number of ways
in which landlords can legitimately look to increase rent and evict tenants in
special circumstances.

« Iftemporary, the impact may be minor in terms of the support it offers tenants
and the difficulties it creates for landlords and investors. If extended, there are
concerns about impact on the availability of rental stock going forward. In a
country with a housing crisis, legislating against new supply is something the
Government needs to be cautious about.

« There also needs to be a much calmer analysis of what is actually happening in
rental markets based on reputable data and evidence, and less on assertion,
anecdote and the twisting of often limited data to attempt to prove a point.
The rental sector in Scotland is complex and the data on the market is very thin.
Without the data to baseline, let alone monitor and evaluate, we risk pulling
policy levers in the dark.

e Thelessons of rent control in other countries also need to be heeded.
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