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To judge from TV ‘the housing problem’ is about how best to increase the value of your house by DIY, find a country retreat or a home abroad or acquire a two-bedroom flat in Maida Vale for under £500,000. ‘Socially responsible’ programmes (and most politicians) project the problem as largely one of homelessness and ‘deprived estates’ – the implication being that once these matters affecting a small percentage of the population are put right the housing problem is solved.  

But this is seriously misleading. What is the real nature of the housing problem? Here are some of the key factors:

· in the UK millions of people live in overcrowded or unhealthy conditions or struggle to find affordable accommodation on a low wage in a high housing cost area

· between 1981 and 1999 there was a net loss of over 2.5 million council homes  in England, Wales and Scotland through Right to Buy and other policies – 40% of the 1981 stock  

· related to this the rents/income ratio has risen sharply since 1988 especially in areas of high demand 

· regional differences in rents and prices are getting worse and affect labour mobility, recruitment and retention

· 63% of home purchases involve endowment policies and up to 80% of these may not cover the loan on maturity with serious future effects on household finances

· many have borrowed to the limit with interest rates at a 30 year low

· the 50-year home loan, openly discussed, will mean serious indebtedness for the whole of a working life

· our ‘unfit’ proportion (8% of homes) is the second worst in the European Union

· we suffer from 40,000 ‘excess’ winter deaths to some degree linked to poor heating and insulation

(most of this from Wilcox 2001)

Rapidly escalating prices and rents increases the struggle to find affordable housing and the stress of increased dependence on housing benefit and the benefits system, impedes the transition into work and produces huge costs for public spending (rent rebates and allowances are currently running at about £11.5 billion per year). Borrowing to the limit to purchase, or being forced into a partnership to borrow, is riddled with risks if interest rates rise, jobs are lost or partnerships break up. The various ‘key worker’ schemes are hardly touching the affordability problem in ‘high demand’ areas. And the strategy of ‘planning agreements’ with developers for some ‘affordable’ units in new housing and commercial developments is delivering only a fraction of what was intended (GLA 2001).

Against all this we have evidence to show that investment in decent new housing can produce dramatic results. The ‘health gain’ study carried out as part of the Central Stepney SRB showed that improving housing conditions drastically reduced the call on NHS and police services (Ambrose 2002). More space and peace and quiet at home is proving beneficial for local children of school age and is likely to make educational investment more effective. Safer conditions in the home and in the immediate area have reduced anxieties and stresses and allow safer play for children and more exercise for everyone. 

But the same research also shows a real terms rise of about 27% in household costs in a sample of households following the renewal – 75% of it from higher rents. It remains to be seen what effects this extra strain on finances might have on health in the longer term. The lesson? We need more decent housing and more affordable costs. 

No one should be surprised by the extent of the housing problem. We have had a massive shortfall in output: 

· the UK all-sector housing output in 2000 was the lowest since 1924 (excluding  the war years)

· Government housing expenditure in 2000/1 was only 1.1% of all public spending (compared to 2.6% in 1992/3)

· Gross capital housing investment in England has fallen from £8.6 billion in 1984 to £3.1 billion in 1999 (in real terms)

· RSL’s gross investment fell from £3.65 billion in 1993 to an estimated £1.68 billion in 2001 and even the boosted plans for 2003/4 will produce only half the output of 1992/3

· household growth has exceeded housing output by 59,000 per year over the past five years

· UK housing investment as % of GDP is little over half that of Germany, Netherlands and Italy and at 3.3% is the lowest of thirteen comparable countries.

 







(all from Wilcox 2001)

And what of housing costs in relation to incomes? The approximate increase in key indicators over the past 30 years has been as follows:


- average wages 



x 14


- the Retail Price Index


x   8


- house prices (higher demand areas)

x 20

In the long term property prices have far outstripped both general prices and earnings. The latest surge in house prices (which helps to inflate rents in ‘buy to rent’ situations) is discussed in the media as though it were the product of forces which are not fully understood and which cannot be controlled. 

But there is no mystery. The total home loans debt outstanding (money lent by financial institutions for house purchase) stood at £62.3 billion in 1981 (Wilcox 2001). If we update this to 2001 prices it would be £155.5 billion. If we allow that there has been a 36% increase in the number of owner-occupied units, and that more credit would be required for this reason, we might expect the amount of house purchase credit outstanding to be about £211 billion. The actual amount of home loans outstanding in 2001 is £591.5 billion, about 2.8 times (or £380 billion) more than one would expect. So while investment directed to housing production has slumped the investment applied to consumption (in the form of credit made available to purchasers) has multiplied. Given the highly restricted increase in supply it is no surprise that prices have spiralled.

The long term lowering of interest rates has greatly facilitated this massive increase in the volume of house purchase lending. The lower the interest rate the larger the capital sum that can be lent for any given current income. But does it make sense, just because interest rates are now much lower (for a different set of reasons), to allow so much of the finance sector’s lending capacity to flow into the stimulation of house prices? 

The latest update on house prices from the Office of the Deputy Prime Minister (ODPM 2002) notes that ‘Property prices are now higher, even in real terms, than they were at the time of the late 1980s peak – especially in London’. For first time buyers the average multiple linking the amount lent to applicants’ incomes has moved from 2.72 in 1996 to 3.12 in 2001. This 15% upward shift in the ratio over just five years passes without comment – just the latest manifestation of a long term shift in the loan to income ratio, the permitted length of mortgage terms and the trend to include ‘second earners’ in the loan calculation. Over this five year period the rise in the median price paid by first time buyers in London rose by 106%. 

Who gains from these credit-fuelled escalations in house prices? Clearly all those involved in the legal and real estate fields gain because their fees are a proportion of property values. So do the vendors of land sold for new housing development since its value reflects the future sales value of the houses to be built on it. And can the lending institutions be regarded as disinterested ‘honest brokers’ in all this? Or are a significant number of their board members also involved in property related activities such as land management, construction, valuation and property transactions? 

The escalation of prices, with clear benefits to an identifiable few, is being achieved at the expense of more lifetime indebtedness, more childcare and other family worries, more reliance on unstable borrowing ‘partnerships’ and a greater cost in terms of lifetime earnings on the part of the many. One of Churchill’s most ringing passages springs to mind: ‘Never…was so much owed by so many to so few’.  

The TV programmes continually imply that ‘we’ mortgage-payers are also the gainers. Of course some of us are – largely in paper values until we exit the system and a proportion of us (about one third) have to spend all or part of the ‘gain’ on residential care. 

But how can a sharp rise in the price of something we all need be ultimately beneficial? We don’t rejoice when the price of carrots or clothes or cars doubles in five years thus consuming an ever larger share of our lifetime earnings. Some of us may think we are gaining but many of the poorest and most vulnerable in society are hit by these price and rent trends. 

There is a more general economic argument. In 1980 our total house purchase debt stood at 23% of GDP, reasonably comparable with that of France and Germany. By 1998 UK house purchase debt had risen to 54% of GDP. It will be up to economists to examine some of the implications of this dramatic change in the flow of scarce investment resources but there are some obvious questions. How might the more productive job-creating parts of the economy and public services have benefited from the investment of the £380 billion ‘extra’ that has been lent to inflate house prices over the past twenty years? 

The story is clear. Housing has slipped down the political, spending and ‘knowledge’ agenda. Successive governments have presided over the continuing loss of publicly owned and managed low rent housing, much of it of very serviceable quality. At least since the Thatcher-inspired decontrol of financial markets they have allowed virtually uncontrolled levels of lending for house purchase, continual lengthening of mortgage terms and the deeper involvement of all household adults in the calculation of loans – with so far unexplored implications for family life and the capability to take industrial action.

It is evident that the three very weighty factors discussed in this article have worked over the past few decades to exacerbate the affordability problem:

1. The drastic fall in housing investment and output (all sectors)

2. The massive real terms rise in house purchase credit 

3. The loss or transfer of over 2.5 million units of low rent council stock

Strong campaigning will be needed by DCH and similar groups on all these issues to highlight what the problems really are and to bring about policies to help put matters right. The link between a sufficient supply of good standard housing at affordable rents and prices and the improvement in health, safety and education achievement, with the consequent reduction of ‘exported costs’ on other budgets, is not fully understood (Ambrose 2002). The argument still has to be got across: a well functioning and affordable housing system is a vital element in the nation’s infrastructure, at least as important as the road, rail and power systems to the efficiency of the economy, the cost-effectiveness of many spending programmes and to general welfare.

It would help if the TV schedules would shift their emphases from such frothy matters as how to find a two-bedroom flat in Maida Vale for under £500,000 and focus in on what really matters.
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