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Briefing from the National Housing Federation 

An independent review of barriers to institutional investment in 

private rented homes was announced in the Government's Housing 

Strategy published in November 2011. This review, led by Sir Adrian 

Montague, reported on 23 August 2012. This briefing summarises 

the report’s findings, in particular how they may impact on housing 

associations. 

1.0 Introduction 

The long-awaited Montague Review was published on 23 August 2012. The 

review, commissioned by the Department for Communities and Local 

Government, was the latest attempt to explore the barriers to attracting 

investment in private rented housing. 

 

The Federation responded to the report’s publication by supporting its call for 

reform of, and more investment in, private rented housing. We acknowledged 

it can be a crucial part of the solution to help tackle the country’s desperate 

housing shortage. However, we noted the importance of planning positively for 

housing growth which meets the needs of the whole local community. With 1.8 

million households on housing waiting lists, the delivery of market rented 

homes shouldn’t be at the expense of affordable homes. 

 

This briefing summarises the review’s findings in more detail, as well as 

adding a more comprehensive response to its proposals. 

 

2.0 Background 

The review opens with recognition that the private rented sector (PRS) has 

grown rapidly in recent years and now houses 3.6m households, including a 

significant number of people making long-term family homes. It now has an 

increasingly important role in meeting people’s housing needs and supporting 

economies by allowing people to move to take up jobs elsewhere. Much of the 

growth has been driven by individual landlords with small portfolios. Only 1% 

of landlords own more than 10 properties and growth of the PRS has not 

contributed to the supply of new homes. 

 

The review also identifies housebuilding as a major contributor to the 

economy. It has a direct impact on economic output (on average 3% of GDP 

over the last 10 years) and supports more jobs than investment in many other 

sectors of the economy. Every £1m spent on housebuilding supports 12 new 

jobs and for every £1 invested in construction, £2.60 is generated elsewhere 

in the supply chain. 

 

The widening gap between housing supply and household growth is also 

acknowledged, as is the imbalance between housing supply and housing 

demand. It indicates that this calls for new models which don’t rely on demand 
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from owner occupiers, but offers greater variety for the increasing number of 

households who are renting. 

 

The review was commissioned to consider the potential for attracting large-

scale institutional investment into new homes for private rent. This focussed 

on two main questions: 

- Have the changes previously introduced by Government gone far enough 
to generate significant new flows of investment? 
- And if not, what can be done to accelerate things? 

 

The review was supported by a reference group, made up of private landlords, 

universities and pension funds, and was supplemented by a call for evidence 

and subsequent meetings with organisations representing investors, 

housebuilders, housing associations, regeneration bodies and local 

authorities. 

 

3.0 Evidence 

Responses to the call for evidence strongly indicated that large-scale 

developments specifically designed for private rent (or with a large private rent 

element) could offer a wide range of benefits. 

 

Potential for communities 

There is potential to offer longer-term tenancies (perhaps with index-linked 

rent) to offer tenants greater security. They also suggested it should be 

possible to offer a better service to tenants, for example improved 

management and repairs services. As potential long-term owners of property, 

it was in investor’s interests to ensure that purpose-built accommodation was 

of a high standard. Examples of existing successful schemes had responded 

to the identified needs of local communities, both existing (by helping unlock 

stalled sites) and future (through flexible tenure). 

 

Potential for investors 

The traditional view that residential investment was less attractive was 

challenged. The underlying fundamentals are strong, as the market for private 

renting is strong and growing. Rents in the PRS have typically risen in line with 

real average earnings. This is considered an excellent match for liabilities 

arising in pension funds. Investment in the PRS also offers the opportunity to 

diversify portfolios, as well as offering multiple exit strategies. Importantly, the 

perception that yields in the sector would always be insufficient to meet 

investor’s requirements was challenged. The strong total return performance 

of residential property over the last 10 to 20 years was highlighted. Returns 

have totalled 9.6% on average over the last 10 years – split 3.5% income 

return, 2.4% rental value growth and 5.9% capital growth. This compares 

favourably with the various commercial property classes which range from 

5.7% to 7.3% over the same period. Investors were also attracted by the 

stability of a regulatory framework. 

 



   

Page 4 

Member briefing on the Montague Review 

Potential for developers 

The PRS has the potential to engage a range of providers. The review heard 

from local authorities, housing associations, private landlords, international 

construction companies and, to a lesser extent, housebuilders with an interest 

in the build to let market. Special mention is made of the potential of housing 

associations it acknowledges their potential to become key players in the 

development of bespoke PRS schemes, with strong balance sheets enabling 

them to access finance. Interest in market may complement affordable 

housing development, whilst experience in asset and housing management 

give a strong platform to offer a professional service to tenants. 

 

Federation response 

The Federation agrees that there is considerable potential in the development 

of the market rented sector. Offering longer-term tenancies would provide 

greater security to the families who increasingly find themselves in market 

rented housing. It also aligns well with long-term interests of institutional 

investors.  

 

It is welcome that the review has recognised the significant potential housing 

associations have in the development of the market rented sector. Housing 

associations already have the confidence of investors and have the appetite to 

become more involved in the sector. It can be a valuable way to meet their 

social purpose -  by meeting the growing need for rented housing, offering 

more choice to the ‘squeezed middle’ and delivering a better balanced 

housing market.    

 

4.0 Barriers 

Current market 

The market isn’t currently offering investors what they want. Notwithstanding 

variation between investors, pure income investors generally don’t want to 

assume development risk and wouldn’t commission new build homes. Other 

financial institutions may seek close involvement in the development process, 

to prescribe build and management standards. The strength of the owner 

occupier market, the lack of developments at scale and challenges to net 

yields have constrained investor opportunity. Linking institutions to the 

development pipeline is key to boosting supply, perhaps taking on fully built 

and let units in return for lower costs, as developers de-risk their output. 

 

Novelty is also a barrier, with investors having pulled back from investing as 

they were reluctant to be the first mover in the sector. Equally, new entrants 

also tend to look for a premium to compensate for such novelty, which puts 

greater pressure on yields.      

 

Yields 

The balance of capital growth and income returns remains challenging for 

investors in residential property. A high proportion of returns have been 

delivered as capital growth rather than as rental income. In contrast, income 

returns are high in commercial property investment, though capital values tend 
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to decline over time. Similarly, there are high management costs for residential 

(up to 30%) compared with commercial (c.5%), which serves to further 

depress yields. There was consensus that a net yield of 3.5%, based on rental 

income, would be too low to attract investment, without the boost capital 

growth provides.  

 

If there is to be a change in long-term residential investment, which is 

dependent only on rental income, it is likely to require higher rents, or lower 

land, construction and management costs, or a combination of these. 

 

Land and planning 

A number of concerns were raised about the planning system and the sale of 

land. Public landowners remain motivated by the highest possible sale value 

and aren’t interested in innovative uses of land. Beyond this, the planning 

system doesn’t distinguish between private rental and owner occupation, so it 

is assumed that homes not set aside for affordable housing would be sold 

outright. This has an impact on land value calculations, including the 

assessment of planning gain under s.106 or CIL. 

 

Local authorities don’t typically distinguish between demand for rented 

housing and demand for home ownership when assessing local housing 

markets. There needs to be greater recognition of the role of private renting 

and the different economies of developing homes for rent by local authorities. 

 

There was also agreement that government needs to do more to accelerate 

the release of surplus land, as the limited availability of suitable land is seen 

as a constraint to developing the volume of stock required to support an 

expansion in institutional involvement in the PRS. Government should also 

clearly demonstrate its commitment to use public land to foster the expansion 

of the PRS. 

 

Skills 

There is a lack of experience and expertise on all sides. The lack of 

operational comparisons makes its development challenging for local authority 

planners and public landowners. The lack of tried and tested models make it 

difficult to ensure they deliver the best deal for communities. Investors are 

equally concerned about a perceived shortage of management expertise in 

residential investment, which has implications for both delivery of economies 

of scale and reputational risk. Some investors also had concerns about the 

reputation of the sector. 

 

Federation response 

Some of the concerns over the current market appear valid. Whilst housing 

associations are well-placed to package up developments for investors, this is 

constrained by a shortage of suitable supply in some areas, making 

economies of scale difficult to achieve and keeping values high. This is 

relevant both in the short-term and in maintaining a pipeline of future projects. 
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We are aware of the challenge posed by the typically low yields on residential 

property. The reliance on capital growth seems at odds with housing 

associations’ usual approach of retaining rather than disposing of property. 

This suggests an obvious challenge in sourcing opportunities with a greater 

component of rental income than capital growth. We agree that more attractive 

yields should be possible by accessing cheap land and/or finance – meaning 

market rent at scale would be viable, even if they were required to convert the 

tenure in the future. We also believe that reduced opportunities for high yield 

investment may mean investors are more willing to accept lower yield, but 

moiré secure investments – similar to returns on bond investment.   

 

We agree that currently there isn’t a mature, professionally managed, large 

scale market rented offer. However, housing associations are experienced 

and efficient housing managers who can play a valuable role in driving up the 

standards in the PRS. But, there is no doubt it will require a different approach 

to managing properties, a better understanding of the market and a level of 

service customer’s value. As such, there will be a need to differentiate from 

their charitable, social business. 

 

5.0 Conclusions and recommendations 

The review is clear that there is real potential for investment in large scale 

developments of purpose built rented housing to grow and to be viable. The 

challenge is to secure a step change which boosts housebuilding and meets 

existing and growing demand for rented housing. The review makes five 

recommendations to address what it sees as the structural gap between 

housebuilders, investors and local authorities, and give investors confidence. 

 

Recommendation One 

Local authorities should use existing flexibilities in the planning system to plan 

for and enable developments of PRS homes where they can meet local 

needs. Government should provide local authorities with practical advice and 

support, for example: 

- Specifically recognise the role of the PRS when assessing housing demand 
and planning for housing. Government should include in guidance to local 
authorities a strong steer to specify private rental needs as part of strategic 
housing market assessments. 

- Use planning tools to ensure that new homes remain in the rental sector for 
a fixed period of years – a term of 10 to 21 years seems a sensible 
benchmark. The land values used to calculate developer and investor 
business plans should reflect land values based on rental tenure rather 
than theoretical values based on sale. 

- Feed revised land values and business plans into negotiations on s.106 
and CIL. Land values based on rental tenure may not be strong enough to 
support extensive affordable housing obligations. Whilst the desirability of 
affordable housing should not be ruled out, it must be weighed against the 
benefits in market rent developments. In many cases, it will be appropriate 
to waive affordable housing requirements on schemes for private rental. 
Local authorities should look at using PRS to accelerate delivery on stalled 
sites. 
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Federation response 

The Federation agrees that more can be done to recognise the role of market 

rented housing when assessing housing demand and planning for housing. 

There is a clear need for a planning culture which supports the role of market 

rented homes in meeting housing demand, as part of a balanced, fully 

functional housing market.  

 

The suggestion that homes be developed and retained as rental for a fixed 

period of no less than 10 years, but potentially up to 30 years appears a 

positive step. It increases the possibility of market rented housing providing a 

secure, high quality rental option for those in housing need, whilst matching 

the demands of long-term investors. Such an approach would also leave open 

the possibility of housing associations making the most effective use of a 

largely ‘fluid’ asset. This may mean looking to change the tenure, either to 

affordable rent, affordable home ownership or market sale, and reinvest the 

proceeds in future housing affordable provision. 

 

Whilst greater market rented housing provision is desirable, with 1.8m 

households on housing waiting lists currently, any attempt to do so should not 

be at the expense of affordable housing. The suggestion that affordable 

housing requirements could be waived on schemes for private rental is flawed. 

Government has committed to delivering 170,000 new affordable homes by 

2015. Waiving affordable housing requirements on new developments 

(specifically for market rent) could significantly reduce the number of 

affordable homes being and seriously jeopardise the government’s ambitions. 

 

Recommendation Two 

Whilst the government has committed to release public sector land with the 

capacity to build 100,000 homes by 2015, it should enhance transparency by 

publishing separate information regarding the use of released public land for 

PRS schemes. 

 

Government should identify, in partnership with local authorities and the GLA 

a number of sites in locations where there is a good demand for rental housing 

and make them available to developers on the basis of a pre-determined 

volume of build-to-let. 

 

Federation response 

The Federation supports moves to accelerate the release of public sector land 

and to make the process more transparent. We have previously welcomed 

government’s ambition to release public land with enough capacity to build up 

to 100,000 new homes by 2015 is, but as yet this admirable ambition has 

delivered few homes on the ground.  

 

We think the review could have gone further and looked at other creative ways 

to release this land. The Federation has consistently called on the 

Government to introduce a targeted release of small, non-strategic parcels of 

previously developed public land, which it has identified as being twice the 

size of Leicester and therefore in no short supply. These sites, which can 
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accommodate up to 100 homes, can be developed at a much quicker rate 

than large, complex schemes.  Unlike larger sites, they do not require 

significant site assembly or infrastructure development and do not tend to 

experience lengthy planning processes. We have previously identified growth 

areas which could support this approach. Accelerating these sites would help 

deliver the growth and new homes in the next year rather than the next 

Parliament. We believe these sites could be fast-tracked through an 

innovative, open competition. 

 

The Government has announced, as part of its housing and growth package, 

that it will accelerate the release of surplus public sector land by strengthening 

the role of the Homes and Communities Agency (HCA) through a targeted 

programme of transfers from other government departments and agencies. 

The HCA will accelerate disposals by preparing land for market and providing 

a single ‘shop window’ for all surplus public sector land.  

 

Recommendation Three 

Government should provide carefully targeted incentives to stimulate the rapid 

development of new business models from a range of promoters – public 

sector landowners, housing associations or private sector housebuilders. This 

may include: 

- Equity or debt funding to support schemes that can be sold to institutions 
once complete and which would act as demonstrations around viability. 
Investment would be predicated on recycling the public capital once the 
development is completed. 

- Government seeding institutional funds to leverage in other private capital, 
to recognise institutional interest is typically focussed on completed and 
stabilised developments,. Any funding of this sort should only represent a 
minority interest in the fund and have no special rights or protections. 

- Government finding ways to share investment risk in the short-term. This 
would not extend to guarantees, which tend to distort the market and allow 
previously unviable schemes proceed. 

 

Federation response 

We are broadly supportive of the recommendation that government 

incentivises the development of market rented development. These measures 

could be an important and creative way of helping reduce the risk of securing 

the investment and funding for development and attracting new investors once 

the development is complete. The Federation have previously suggested that 

the provision of public land could work in a similar way, whereby it should be 

free at the point of release, possibly with a future equity share arrangement or 

perhaps with an annual revenue charge on a leasehold basis. 

 

Any upfront capital investment to accelerate the delivery of market rented 

housing, should not come at the expense of funding for affordable housing. 

 

The Government confirmed in its housing and growth announcement that 

£200m would be invested in housing sites to provide high-quality rented 

homes, to be made available to institutional investors.   
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Recommendation Four 

Government should establish a Task Force focussed on private renting to act 

as an enabler. This would work closely with the HCA and be composed of a 

range of officials and private sector specialists. Its role could be: 

- To act as the focal point for PRS schemes across the public sector and co-
ordinate interested private sector parties 

- To promote standardisation of the process (including a statement of 
expected standards) and of forms of contract 

- To identify and scope pilot projects government ought to undertake 
- To work with the HCA to ensure that the private sector is aware of 

opportunities regarding surplus public sector land 
- To provide transactional support to the public sector. 

 

Federation response 

While broadly welcoming of moves to ambitions to increase market rented 

provision are realised, government should consider ensuring that any Task 

Force is time-bound and well-focussed to maximise its effectiveness. We 

would also suggest that should such a Task Force be established, its 

membership is widened to include housing associations. This is relevant not 

only because the review explicitly recognises the potential for housing 

associations in playing a key role in the development of a bespoke market 

rented offer, but the sector is already experienced in a number of the Task 

Force’s potential roles. 

 

In its housing and growth announcement, the Government confirmed that a 

Task Force of developers, management bodies and institutional investors to 

broker deals and deliver more rented housing will be established. 

 

Recommendation Five 

While a mandatory ‘kitemark’ would be too bureaucratic, the PRS would 

benefit from a clearer understanding of what tenants should have the right to 

expect regarding: 

- The quality of accommodation and standards of construction 
- The level of energy efficiency and sustainability of the building  
- The building owner’s maintenance and refurbishment obligations 
- The professionalism of the management service. 

 

The Task Force would work with other industry bodies to develop voluntary 

standards that could be adopted across the build-to-let sector. 

 

Federation response 

The Federation supports the move to drive up the standard of construction, 

management and maintenance in the PRS. This should help address investor 

concern over the reputation of the sector and potentially lead to greater 

investment. Housing associations are experienced property managers, 

synonymous with quality, affordability and security. They are well-placed to 

make an important contribution to a more professional large scale, well 

managed and improved offer. 

 


