The

Redfern Review
into the decline
of home ownership

“The report provides important information on the long-term link between housing supply and its
affordability, and endorses the call for more housebuilding. It is vital that the government continues
to invest into affordable homes, to open the door to both ownership and renting, by helping housing
associations to boost supply.
g15 strongly endorses the other main message of the inquiry that meeting housing needs is best
achieved through a long-term partnership including government, housebuilders, local authorities,
politicians and housing associations. By working together we can increase the number of homes we
build, and finally address the shortage of properties to buy and rent in the UK.”

g15

“The Review is a welcome addition to the debate on housing. Home ownership is an aspiration
for the majority of people who see it as a major stepping stone in life that provides them and
their family with security and confidence. As the Review identifies, the key to addressing housing
need is developing policies that enable housing supply to match demand over the long term.
If politicians can provide a consistently pro development policy framework, the industry can
deliver the required number of homes, both for ownership and rent, and address the issues
Redfern highlights so clearly.”

Home Builders Federation

“The very commissioning of the Redfern Review recognises the central role that home ownership
plays in society, in the economy, in national life. Importantly the conclusions that Pete Redfern
and his Commissioners have reached show that this centrality is part of a much larger and
multi-faceted picture – where people are living longer, settling down later, renting longer, struggling
with affordability, not just a huge cumulative housing deficit – and that short term solutions to
grab headlines won’t make a strategic shift in house building, or truly help those buying or renting.
We fully support the concept of a cross-party strategy to housing supply, and across all the tenures,
that looks ahead over decades rather than years.”

RICS

“The conclusions of the Redfern Review are well timed and significant, with their focus on
increased housing supply across all tenures to provide long term stability in the housing market.
This must be a fundamental way of preventing further erosion of access to home ownership.
What resonates most is that we need long term planning and housing policies to achieve long term
housing market stability.”

Savills
16 November 2016
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John Healey MP
Shadow Secretary of State for Housing
In 1971 Tony Crosland, a former Cabinet Minister
with responsibility for housing, boasted that it was
“under a Labour government [that] more than half the
householders in England and Wales were home‑owners”,
and pledged that “both as Party and as individuals we are
strongly in favour of home ownership”.
The seminal 1977 Labour Green Paper on housing led
by Peter Shore, later Michael Foot’s Shadow Chancellor,
set out as a founding objective of Labour housing policy
that “people should have a reasonable chance of getting
the kind of house they want” and vowed that “this will
involve widening the way into home ownership”.
The Redfern Review is the first major inquiry into home
ownership in over a decade. It sets out the causes of the
recent decline in home ownership with unprecedented
analytical rigour and detail, drawing on extensive new
modelling done by Oxford Economics, as well as bespoke
national polling, focus groups and wide-ranging input
from housing professionals and experts.
This is an independent review. Its work and conclusions
are the Review’s own rather than mine or Labour’s. But it
sets the basis for my determination to put widening the
opportunity for home ownership at the heart of Labour’s
approach to housing.
Under the Labour government between 1997 and 2010 a
million more households became home owners, but since
2010 the number of home owners has fallen by 200,000,
with the decline particularly sharp for young people.
This isn’t a problem for one Party, it’s a problem for our
country. Most of us own a home or want to, and want the
same for our children. But increasingly young people on
modest incomes who can’t rely on significant financial
help from parents or grandparents are locked out of
owning a home.
Wanting to help boost ownership is in Labour’s DNA. In
our 1965 housing White Paper, on which Harold Wilson
would fight the 1966 general election, Labour promised
that: “The expansion of building for owner occupation…
reflects a long-term social advance which should
gradually pervade every region.”

And it was the Labour government in which I served for
nine years under Tony Blair and Gordon Brown that
prioritised home ownership. Our shared ownership and
equity share schemes, under the umbrella of ‘HomeBuy’,
became the post-2010 Coalition government’s ‘Help to
Buy’ programme.
At root, the decline in home ownership matters for
Labour because it matters to so many people in this
country that we are determined to serve. And it matters
too because the shrinking opportunity for young people
on ordinary incomes to own a home is at the centre of
the growing gulf between housing ‘haves’ and housing
‘have-nots’. Housing is at the heart of widening wealth
inequality in our country. Labour is determined to tackle
this and this Review gives us, and politicians of all
parties, the foundation to do that.
My huge thanks to Pete Redfern and his team. He has
put so much work into this Review over the last year.
And my thanks also to the expert Advisory Panel of
Terrie Alafat CBE, Dame Kate Barker CBE, Andy Gray
and Ian Mulheirn, to the Smith Institute who hosted the
Review, and to all those who have helped with or fed in
to the Review.

John Healey MP,

SHADOW SECRETARY OF
STATE FOR HOUSING
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Pete Redfern
CEO Taylor Wimpey
On home ownership, our key finding is that the drivers
of the reduction in home ownership over the last 12 years
are macroeconomic, and closely connected with the
relative financial strength of young people compared to
older generations. We can make policy changes in
housing that help mitigate some of these impacts, but if
these trends continue, then the long-term impacts will
not be limited purely to housing. We also conclude that
it is vital that policy focuses consistently on all tenures
rather than just private home ownership.

This Review has been one of the most challenging tasks
that I have ever undertaken. We have distilled a huge
amount of information and analysis, whilst trying to
stay true to our scope, our underlying principles and
a genuine desire to make suggestions for areas of
discussion and policy that have the potential to improve
the opportunities for home ownership for young people,
and the overall health and fairness of our housing market.
This is an incredibly important area. Housing affects
us all in a myriad of ways, from financial security to
relationships and health and wellbeing, and affects the
life choices that people are able to make. We all know
that there are no silver bullets that will change the
affordability and accessibility of housing in our country.
At the beginning of this Review, I was inevitably asked
whether I could be independent, given my ‘day job’ as
a developer. I will not pretend that my experience as a
developer does not give me a particular set of experiences
and beliefs, and I have tried to make sure as we go through
this process that we have used analysis and rigour to
reach our conclusions, and that I challenge my own
preconceptions. I am absolutely confident that in our
intent in this Review, we have remained true to our goal
– to put forward thoughts that help us to understand the
drivers of home ownership and the housing market in a
way that will enable us to benefit current and future first
time buyers and home owners in a more sustainable way.
We have divided our conclusions between those that
directly impact on home ownership, and those that have
a more general effect on the housing market. The two
must be taken together to have real meaning and impact.

On the broader housing environment, our unsurprising
conclusion is that it is supply that can make the difference.
However it is supply over the long-term – the very
long-term. Our policy suggestions in this area therefore
are heavily weighted towards long-term strategy and
cross-party and independent support for sustainable
policies. I do believe that short-termism is the biggest
problem that we have to deal with in policy setting.
Beyond these two headline conclusions, I have also been
struck by the damage that is done to delivering long-term
solutions and consistency by the tendency to play a
‘blame game’. Whether we are blaming local authority
planners, housing developers, ‘NIMBY’ neighbours or
Government departments, this approach is rarely
productive, often unsubstantiated and distracts from
the common goal.
Lastly, I would thank John Healey for giving me the
opportunity to undertake this important work, and I
offer my eternal thanks to the Panel and Review team
for their time, effort and support, and for bearing with
me as I worked out what a Review of this nature was
actually about and as we together tried to create a report
that was honest, interesting and could genuinely make
a difference.

Pete Redfern,

CEO TAYLOR WIMPEY
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Introduction and context
1. The Redfern Review was commissioned by Shadow
Secretary of State for Housing, John Healey MP, in
October 2015. The Review is an independent review
of the causes of falling home ownership, and
associated housing market challenges, and highlights
areas for debate and future policy development. It is
not a policy review for the Labour Party. The Review
has been led by Pete Redfern, the Chief Executive of
Taylor Wimpey plc, assisted by a team of informed
analysts working on a personal or seconded basis.
The Review team has been supported and challenged
by a strong independent Advisory Panel with external
modelling for the Review commissioned from Oxford
Economics. All the views expressed in this report are
those of the Review team.
2. The starting point for the Advisory Panel and Review
team was to challenge the extent to which home
ownership is a positive. There is no absolute answer to
this question. The rate of home ownership peaked in
England at 71% and home ownership rates in excess
of 70% are sustained in a number of countries today.
However, the conditions needed to achieve and
sustain high rates of home ownership can be artificial
and undesirable. Subsidising home ownership can
increase economic volatility by increasing demand;
it can also weaken financial stability as lenders are
encouraged to take greater risks with mortgage
lending.1 However, following consideration, we take
the view that a long-term decline towards 60% and
below frustrates the legitimate desire of most people
to own a home.

The key questions asked:

3. The scope of the Review has focused on three main
areas. The first is our main ‘textbook’ question:
What were the main causes of the decline in home
ownership from its peak to 2015?
The second question is broader and focuses on the
main aim of the Review, which is to stimulate
constructive and cross-party debate: How can we
reframe the debate to enable development of better
policies that will sustainably raise the rate of home
ownership in the housing market?

Lastly, the Review team was aware from the very
beginning of the review process that dealing with
home ownership in isolation from the wider housing
market is unlikely to be fruitful. It therefore turned
the above question on its head by asking: What areas
for discussion and specific policies can government(s)
focus on to support a housing market in which
sustainable home ownership can thrive, alongside a
range of other affordable housing options?

The key principles:

1. The first key principle, established before the
formal launch of the Review in February 2016, is
that any meaningful change in the rate of home
ownership has to be sustainable. We are strongly of
the view that one of the chief weaknesses in housing
policy is short-termism. This appears to have been an
increasing tendency over the last fifteen years, as the
issue of housing has moved further and further up the
political agenda. This view was expressed repeatedly
in responses to our call for evidence. Quick wins and
short-lived improvements, in either the rate of home
ownership or in the accessibility of housing, are often
not meaningful and frequently serve to exacerbate the
volatility of the housing market and consequential
unfairness between different participants.
2. The second key principle is that solutions seeking
to improve home ownership without giving
consideration to the consequential impacts on
other housing tenures are unlikely to be successful.
It is inevitable, and acceptable, that governments
make trade-offs. But these need to be carefully
considered and tested, to ensure that the entire
system is not distorted or damaged in the process.
A healthy housing market needs stable conditions in
all main tenures.
3. In addition, the Review has been conducted with
the view that for some housing is a service, whereas
for others it is a capital investment for security
and growth. For others it falls somewhere in
between. For different home buyers and users at
different life stages, these issues interplay and
drive behaviour. The balance between them is of
significant importance.
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The methodology:

1. As part of the evidence base for this Review, we have
created a new housing market model to uncover the
drivers of past changes in house prices and home
ownership, challenge our assumptions, generate
forecasts of the likely future path for home ownership,
and test some policy scenarios. The model has been
built by Oxford Economics and its outputs are drawn
on extensively throughout this report. No modelling
can ever fully represent real world conditions, but we
believe that it offers new perspectives which are
useful. We also conducted a series of data and opinion
gathering exercises including, but not limited to:
•
•
•
•
•
•

Round table events with industry professionals in
London, Birmingham and Leeds
Focus groups with renters and owner occupiers
Polls of the general population ascertaining their
attitudes to home ownership
A call for evidence to industry professionals and
the general public
A survey of RICS members
A series of meetings with housing and
industry experts

2. Whilst the issue of home ownership is a complex
socio-economic and political one, it is important to
remember that it is also a deeply personal issue that
affects everyone, impacting on lifestyle and life
choices. Our aim is to improve the housing options
for all, with a particular focus on young people.
We have tried to keep that personal angle at the
forefront of our minds in conducting this Review.

Nature of outputs:

3. The intention of this Review is to stimulate and add to
a healthy debate. We hope it will make a long-lasting
impact. As already alluded to, as housing has become
more and more politically important, the debate risks
becoming focused purely on short-term solutions,
targets and, most destructively of all, point-scoring.
Whilst we draw up policy options for consideration,
we believe that the most important outputs are our
two underlying conclusions. If we approach housing
market issues in a long-term, principle-driven way,
being clear about our objectives and underlying
drivers of the market, then policy development will
improve significantly.

4. We do believe that all of the major political parties
take the issue of housing very seriously and
understand many of the key underlying issues.
However, the lack of a proper, long-term strategy has
often resulted in insufficient sustainability, continuity
and coherence of housing policy. So the aim of this
Review is to try to reframe the debate to enable a
stronger focus on meaningful long-term solutions.
The precise sharing of the benefits and challenges of
housing in the UK will remain a political and market
issue, but it is in all of our interests to have a housing
market that can provide for the reasonable
requirements and aspirations of all.

Political and market environment

1. During the latter stages of the Review, the result of
the EU Referendum in June 2016 changed the outlook
for the country, and we now have a new Prime
Minister and refreshed Cabinet. This presents an
opportunity for this Review to make a real impact as
our work is launched to all political parties.
2. The Referendum result highlights that it is very easy
for debate and policy to become derailed. In an area
of long-term infrastructure investment like housing,
this can only be avoided by establishing and sticking
to key principles rather than succumbing to kneejerk
reactions in our policy approach.
3. Many believed that the Referendum result would
impact immediately and negatively on the housing
market. However, at the time of writing, the immediate
Referendum impacts look less dramatic than originally
feared, although most commentators expect the
economy to be weaker while the uncertainties play out.
This could of course take many years. The clear signal
is that the voting public care about the practical issues
that affect their everyday lives. This suggests that we all
need to focus on real long-term policies rather than
press soundbites. This Review is therefore very timely.
4. Finally, we note and are supportive of recent
indications that, after the changes resulting from the
EU Referendum, our current Government is looking
more broadly at all tenure types and is starting to see
home ownership as one important component of a
healthy housing environment, rather than as an
isolated priority in itself. We encourage this
challenging of the previous policy and would like to
see it extended to a genuinely long-term approach
with long-term target setting.
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The Oxford Economics model of the housing market
The Review presents new and original analysis into the
drivers of house prices and home ownership rates in
the UK. Often in the public debate, statements about
why house prices have risen or why home ownership
rates have declined are based on little rigorous
evidence. On home ownership in particular, little is
known about the relative importance of different
factors that influence its level. Yet these assumptions
inevitably determine the policy response and can
therefore lead to poor policymaking. This Review sets
out to fill that evidence vacuum, bringing new clarity
and rigour to our understanding of the determinants
of house prices and home ownership as the platform
for effective policy debate.
To this end, Oxford Economics was commissioned
to develop an integrated macroeconomic model
of the UK housing market. The model allows us to
understand what lies behind the radical changes we
have seen in house prices and home ownership in
recent years, as well as to develop forecasts for each.
Full details of the methodology, its results and some
of their implications are set out in Oxford Economics’
supplementary document to this Review Forecasting
UK house prices and home ownership: a report for the
Redfern Review, available on the Review website.
In undertaking this analysis, Oxford Economics sets
out an entirely new approach to modelling the
macroeconomic drivers of house prices and home
ownership. The study is based on data from 1992 to
2014, the latest available year for which all the
necessary official data are available. The analysis draws
on a wide variety of data sources, including the ONS,
Bank of England, Land Registry, DCLG, HMRC
and more.

The housing market is a complicated system of
separate, but closely linked, markets for renting and
buying houses. Consequently, changes that influence
the level of rent people pay in the private rented sector
tend to influence house prices. Similarly, some drivers
of house prices have no impact on rent. Meanwhile,
it is the interaction of house prices and rent levels that
is a crucial determinant of home ownership rates.
In order to unpick these complicated
interrelationships, Oxford Economics has developed a
three-part model of rent, prices and home ownership
rates. The results of the model illustrate the sensitivity
of house prices and home ownership rates to different
macroeconomic drivers including the supply of
housing, mortgage rates and household incomes,
among other things. The model also allows us to
diagnose the underlying causes of recent trends, with
important implications for the appropriate policy
response. Finally, we can use the results to form a view
about whether the precipitous decline in home
ownership rates over the past 12-13 years is set to
continue or has come to an end.
To our knowledge, this is the first time UK home
ownership rates have been modelled within a ‘system of
equations’ describing the interactions in the housing
market and within a macroeconomic framework.
The results offer a number of surprising and unique
insights that challenge some commonly-held
assumptions about the UK housing market.
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Executive summary
1. During the year of work on this Review, it has been a
continual challenge to genuinely separate issues of
home ownership from issues surrounding the broader
housing market and the financial situation of the age
group of ‘twenty or thirtysomethings’ who make up
the potential home owners of the future. In writing
this report, we have had to work hard to maintain
focus on our scope, which was to identify the reasons
for the significant decline in home ownership over the
last 12-13 years and to recommend areas for new
discussion of how to improve home ownership levels.
We continue to be convinced that this objective only
makes sense if the home ownership that we promote
is healthy and sustainable – and therefore in the
interests of the families and individuals concerned.
2. In this Executive Summary, we define the problem
that we face with home ownership and answer our
root ‘exam’ question, of why home ownership has
fallen since its peak. We also go on to analyse an
additional question – what have been the key
drivers of house price growth over a similar period?
We believe this is in some ways more important to
potential home owners, who are balanced at the
point between renting and buying, than the exact
timing of the choice or ability to purchase.
3. We then set out areas that, based on our analysis and
research, we believe need to be fully debated if we are
ever to resolve some of the serious limitations of
home ownership and the wider housing market.
We examine in more detail the findings split between
home ownership and the wider housing market.

We also go on to suggest a series of largely supplyoriented policy options, but these should only be
approached in the wider context of the two
fundamental conclusions around home ownership
and the housing market, set out below.

Defining the problems
The rise in house prices is a major, but not sole, driver
of the decline in home ownership in the longer term.
We therefore talk about these as two distinct problems.

Problem 1: a decline in home ownership

4. The rate of home ownership has fallen significantly in
England and the UK as a whole since it peaked in the
early 2000s. In England the rate of home ownership
has fallen from 70.9% in 2003 to 63.6% in 2014/15.
The decline has been steepest amongst young people.
Whilst the rate of home ownership fell from 70.9% in
2003 to 63.6% today overall (-7.3 percentage points),
for those ages 25-34 it fell from 58.6% to 36.7%
(-21.9 percentage points).
5. Falling home ownership is a problem for a number
of reasons. The first is that home ownership is
desirable – for individual families, it brings additional
home stability, security, financial strength and the
ability to plan ahead, in a way that renting cannot
readily achieve. Home ownership often brings a
greater sense of personal responsibility for the home,
the community, and our ability to be financially
independent post retirement. Security, both financial
and social, for current and future generations was a
recurrent theme in our focus groups:

Source: Redfern Review focus groups
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6. The second reason is that home ownership remains an
aspiration for most: home ownership is a reasonable
and often natural aspiration for people to have at some
point in their lives and most surveys show around 80%
of people want to own.2 The significant majority of
people in work should have the ability to own a home
of their own during their lifetime. This does not mean,
however, that we should target or expect the equivalent
80% home ownership rate. That, in our view, would be
too high, given there are clearly stages of our lives
when home ownership is neither relevant nor
desirable. So, there needs to be a good alternative for
households in the private rented sector. Further, there
will always be some households unable to access a
home in either part of the private market. In a decent
society we need to provide a fair and reasonable safety
net for them, and so a vibrant affordable housing sector
is an important part of a healthy housing market.
7. Housing is also the easiest and most accessible way
for most ordinary households to accumulate wealth.
This is particularly due to the behavioural aspect of
‘enforced saving’, given that mortgages are generally
repayment mortgages. It is also because a mortgage
allows households to leverage in a way that they
cannot usually do with other asset classes, which
benefits them so long as house prices continue to rise.
This of course carries risk, but generally this is
contained by regulation and mortgage lenders so that
households cannot borrow beyond their means and
the risk is managed. This is even more true since the
Mortgage Market Review (2014), and from the end of
2014 there were limitations on how individual lenders
could lend to customers on a loan-to-income multiple
greater than 4.5. In the UK, 35% of household wealth
is housing wealth. Given the rise in house prices over
recent decades, those excluded from home ownership
have been less able to accumulate equivalent wealth.
However, there is no guarantee that in the future
owning a home will be such a good way to
accumulate wealth. Indeed, the home owner can
end up in negative equity, even if they can still pay
their mortgage. Nevertheless, for the option to own
not to be available to a large group of people can be
seen as unfair.

8. In comparing home ownership rates across different
countries (see Chapter 1), clear ‘groupings’ emerge
with the highest rates of home ownership in the 70%s
and 80%s – in the former Soviet bloc countries and
those in Southern Europe, which have a number of
economic challenges. In both of these ‘groupings’
there are serious housing market issues, and it is
difficult to believe that these are conditions which we
should aspire to overall. At the other end of the scale,
we have Germany on 52%, where a deep-rooted
culture of government support for the rented sector
has created a very different market. There are some
indications that this is changing with an increasing
desire for private home ownership, and even if we
wished to emulate this approach it would be a
challenging goal to achieve. The remaining countries
show a range of home ownership rates between 63%
and 72% – very similar to the range in which the UK
has remained over the last 30 years.

Problem 2: an increase in house prices

9. Real house prices rose 151% from the end of 1996 to
the end of 2006, while real earnings have risen only
about a quarter as much as that (39%). While rapidly
rising house prices do not necessarily affect the
annual costs faced by either owners or renters, they
do raise barriers for people who want to become
home owners because of the bigger deposit required.
This has recently presented a significant challenge for
young people looking to access home ownership for
the first time. Accordingly, our focus in this Review
has been on the position of people in the 28-40 age
group, who make up the bulk of first time buyers.
10. The term ‘crisis’ is an emotive one and not always
constructive, but it does reflect the frustration of
young people in particular, who now feel they
are unable to buy their first home. In our polling,
53% of people acknowledged that buying a home has
become ‘much more difficult’ in the last 10 years.
Home ownership amongst the under-45s has fallen
by nearly 860,000 people, not to mention a real crisis
among the homeless and those who are badly housed.
Their situation would be improved if more housing
was available.
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11. Observers and economists would agree that the cost
of accessing home ownership for first time buyers has
markedly worsened in the last 20 years. As Kate
Barker feared when leading the Barker Review in
2004, we have not taken the steps necessary to
address the constraints on housing supply, so that it
has not responded to rising incomes and therefore
demand. Attempts to increase supply have also been
overwhelmed by other factors that have driven up
house prices.
12. Housing supply does matter to house prices, but only
has a meaningful effect in the long-term – significant
increases to the current housing stock of 28 million
homes will take a long time. A combination of
planning restrictions, industry capacity, ability to flex
production quickly and the cyclicality of the housing
market has meant that new UK supply has not been
sufficiently high, or flexible over a sustained period to
ensure the right amount of housing is available. It is
younger people that are most affected. The statistics
bear this out: there are one million more 25-34-yearolds still living at home with their parents today than
in 1996, despite the population of that age group
having only risen by only 300,000. There are also
1.3 million people on the waiting list for social rented
accommodation and the number of households in
temporary accommodation remains
unacceptably high.

The causes of the decline in
home ownership
13. Between 2002 and 2014, the home ownership rate in
the UK fell by 6.2 percentage points (compared to the
often cited 7.3 percentage points in England between
2003 and 2014/15). This decline came about in the
private sector (i.e. homes privately owned and homes
privately rented; excluding the social rented sector),
partially offset by a fall in the overall proportion of
social rented sector properties.
14. The home ownership rate in the UK private housing
sector (i.e. excluding the social rented sector) had
been stable from the early 1980s, but has also declined
rapidly since 2002 by around 11 percentage points up
to the end of 2014.

15. Our modelling of the housing market uses the UK
data and its outputs show that the biggest
contribution to the fall came from the higher cost of,
and restrictions on, mortgage lending for first time
buyers from the onset of the global financial crisis in
2008. More specifically the interest rates on- and
availability of – high LTV mortgages, typically used
by first time buyers deteriorated quickly in the wake
of the financial crisis, especially relative to credit
conditions for people borrowing at a lower LTV. This
is estimated to have cut 3.8 percentage points off the
UK home ownership rate from 2002 to the end
of 2014.
16. The second biggest contributor to the unprecedented
fall in the private home ownership rate has been the
increase in house prices which also made it less
affordable for people to access home ownership.
Over the whole period, higher real house prices are
estimated to have reduced the private home
ownership rate by 2.6 percentage points.
17. The third major driver of the fall has been the decline
in the incomes of younger people aged 28 to 40
relative to those of people aged 40-65. This younger
age group’s average income fell from approximate
parity with the over-40s to some 10% below in the
wake of the financial crisis and recession. This
reduced the relative buying power of would-be first
time buyers, pulling down the home ownership rate
over the period by around 1.4 percentage points.
Being broadly flat in real terms over the period, rent
made a negligible contribution to the trend. The user
cost of owning (including the cost of servicing the
mortgage interest, maintenance costs and taxes) fell
over this period, which helped to offset some of the
fall driven by other factors, particularly rising
house prices.
18. While the fall in home ownership in the private
market sector was substantial, it has been offset
somewhat by changes in the social rented sector.
In particular, it is likely that Right to Buy was
responsible for offsetting some of the fall seen in the
market sector. Around 400,000 properties were
bought by tenants from the social rented sector over
the period, though more of these were in an older age
cohort than other first time buyers. Changes in the
social rented sector added 0.8 percentage points to
the home ownership rate up to the end of 2014.
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19. Clearly the period since 2002 has been a volatile one
in the housing market and the economy more widely,
so it is instructive to split the contribution analysis
into periods before and after the financial crisis.
Home ownership rates declined in both periods but
were the drivers the same? We analyse the factors
contributing to this decline over two time periods –
up to the start of the 2008 recession (Q1 2002 –
Q2 2008) and from the start of the recession to
the end of 2014 (Q3 2008 – Q4 2014).
20. The results show a very clear difference in the
determinants of falling home ownership in this
period. Prior to the financial crisis, rapidly rising
house prices had the effect of both reducing the
financial attractiveness of owning relative to renting,
and pricing would-be buyers out. The result was a
4.7 percentage point fall in the overall home ownership
rate, although this was somewhat offset by changes
in the social rented sector, particularly Right to Buy.
In real terms, rents rose slightly over the period,
encouraging some into home ownership and hence
offsetting a small portion of the price rise effect.
The falling mortgage interest rates and easier credit
conditions also cushioned the fall to a degree.
21. From the eve of the financial crisis, real house prices
were already falling and remained below their
pre-crisis peak at the end of 2014. Accordingly,
very different factors were to blame for the continuing
fall in home ownership. The rapid increase in cost,
and fall in availability, of mortgage credit for high
LTV borrowers was a key driver of falling home
ownership, contributing 4.3 percentage points
to the overall fall in the home ownership rate.
22. Importantly, the modelling results also suggest no
clear relationship over this time period between
housing supply and the rate of home ownership.
This result is to be expected since both the housing
stock and the number of households in the UK grew
by very similar amounts over this period. However,
the results suggest that even if supply had been
outstripped by household formation eating into
the surplus stock of dwellings, the impact on the
home ownership rate is uncertain (see Part One –
‘Explaining the fall in the market sector home
ownership rate’ chart p32).

23. For policymakers this implies that additional housing
supply alone is unlikely to shift the home ownership
rate in the near future. This counterintuitive result
occurs because of two competing dynamics in the
housing market that offset one another. First, more
housing stock would have a downward effect on
house prices, which in turn would be expected to
boost home ownership, all else being equal. But on
the other hand, more housing stock also lowers
rent which in turn has a negative impact on home
ownership. Consequently it is unsurprising to
discover that supply has an ambiguous impact on
home ownership rates.
24. While the home ownership rate is unlikely to rise in
the face of increases in housing supply, building more
homes can stimulate increased household formation.3
Consequently the number of home owners is likely
to rise in response to additional supply, even if the
home ownership rate is itself unchanged.
25. In any case, an excessive focus on the home ownership
rate in isolation from other tenures risks obscuring the
fact that greater levels of supply unambiguously lowers
housing costs for both renters and owners – something
that is more likely to boost their wellbeing than any
specific rate of home ownership.
26. We also conclude that so long as credit conditions for
first time buyers do not deteriorate – and that young
people’s incomes do not fall in relative terms – then
the significant fall in home ownership is likely to have
run its course. Continued Government support and
changes to Buy to Let will reinforce this. Looking at
forward projections, our housing market model also
forecasts that the home ownership rate will stabilise
over the next few years, rather than continue to fall.

The causes of the increase in house
prices since 1996
27. In the ten years from the fourth quarter of 1996, UK
house prices rose by 151% in real terms. What does our
model say about the causes of this increase? The main
driver of the boom during this period was growing
household incomes, rising employment and falling
mortgage interest rates. In keeping with other studies,
we find that UK house prices are highly sensitive to
household incomes, such that a 1% increase in average
real earnings per household raises prices by 2.2%.
Conversely, sharp falls in real incomes after the financial
crisis were a major factor in driving prices down.
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28. The other significant determinant was the falling user
cost of capital, primarily falling mortgage interest
rates. Typical nominal mortgage interest rates fell
from over 11% in 1992 to around 2% by the end of
2014, pushing up on house prices.
29. It is often suggested that the biggest contribution to
this increase in house prices was a shortage of supply
in the decade or more leading up to the peak of the
market in 2007; however this is a misleading view.
The results show that a 1% increase in the number of
dwellings, or a 1% fall in the number of households,
would reduce house prices by approximately 1.8%.
This result is in line with the results of similar past
modelling exercises, including a recent paper from
the Office for Budget Responsibility.
30. But looking at the housing stock per household,
we can see that the increase in household numbers
over the period was more than offset by increases in
the number of dwellings. In the ten years from the
end of 1996, 1.83 million new households were
created, while the dwelling stock rose by 1.98 million
units. Consequently, despite the sensitivity of prices
to changes in ratio of dwellings to households, this
variable actually increased slightly, and hence did not
contribute to price growth over the decade. However,
we cannot conclude from this an absence of pressures
surrounding the availability of housing during this
time, and more is said on the distinction between
‘prices’ and ‘availability’ later on.
31. Although over the 1996-2006 period new supply
outstripped the rate of household formation, since the
financial crisis this picture has reversed. The results
therefore also have implications for the contribution
of supply constraints to house prices in recent years,
as price growth has again gathered pace.
32. For example, between 2013 and 2014 270,000 new
households are estimated to have formed in the UK,
while net new supply was 159,000 in the year to
31 March 2014. The shortfall of new supply in this case
was therefore around 110,000 dwellings or around
0.4% of the stock of dwellings in the UK in 2013, which
stood at 28 million. Our modelling suggests that the
shortfall was responsible for pushing up prices by
around 0.7% over the course of that year. In total
overall prices rose by 4.6% in real terms, indicating that
even in the year to early 2014, an unusually large
shortfall of supply was not a particularly large driver of
recent house price inflation.

33. For policymakers the implications of this analysis are
very relevant. Restrictions on new housing supply
have not been the main culprit when it comes to price
rises over the past 25 years, although they have
constrained availability. But looking forward, if the
number of households in the UK were to grow at
around 200,000 per year, new supply of 300,000
dwellings per year over a decade would be expected
to cut house price inflation by around 5 percentage
points (0.5 percentage points a year). This could be
further reinforced by changing house price
expectations (not modelled). In other words boosting
housing supply will have a material impact on house
prices, but only if sustained over a long period.
34. Our housing market model forecasts that house prices
will continue to rise modestly over the next few years.

Conclusion 1 – Home ownership
35. As set out above, the key drivers of the fall in home
ownership have been a combination of macroeconomic issues, including the changes in the relative
earning and borrowing power of young people – the
key group who will contribute to and benefit from
increases in home ownership. These are issues arising
from outside of the housing market. Even with a
significant increase in supply, our analysis shows that
home ownership rates will not necessarily increase
– although such a supply increase would definitely be
in the interests of the younger age group of potential
home buyers.
36. If we genuinely want to increase home ownership
rates then we need to challenge either relative wage
rates (which is clearly beyond the scope of this
Review), or mortgage lending standards, or provide
specific subsidies for certain ‘qualifying’ groups.
We can and should also look at improving the
flexibility of transitions into home ownership by
providing advice and structures which assist young
people. However, this is unlikely to counter the
macroeconomic trends we have identified.
37. We find it hard to recommend a return to mortgage
lending standards that do not differentiate sufficiently
on risk – even though this would help encourage home
ownership by levelling the playing field. To remove the
changes to lending criteria for low-deposit borrowers
that have developed over the last 12 years – since the
Mortgages and Home Finance Conduct of Business
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Sourcebook (MCOB) in 2004 – is effectively asking
lenders to cross subsidise just to support home
ownership. It would also effectively move us away
from the new Basel standards. From past experience
and international comparison (for example with the
US), we have already learnt that this is to the risk and
eventual cost to all. Nevertheless, as financial and
economic conditions normalise, we may see credit
conditions ease somewhat for these groups, despite
the safeguards now in place.
38. Our first fundamental conclusion is that targeting a
specific home ownership rate is not only difficult but
also may damage the underlying interests of both the
individuals that we are trying to help and the wider
market, by encouraging both unsustainable house
price growth and unsustainable home ownership
rates. Our modelling predicts that current trends have
largely run their course and that the home ownership
rate should stabilise over the near future. We should
accept this short-term reality.
39. We also conclude however that we must continue to
focus on the housing situation of individuals in our
potential home owning group. We believe that Help
to Buy Equity Loan is a useful tool to help young
people into first time home ownership. We remain
concerned however about the inflationary aspects of
Help to Buy Equity Loan and would recommend that
it is slowly tapered to focus solely on first time buyers
and in a way that will encourage its use to secure a
‘normal’ first home rather than to join the ladder half
way up. This should reduce both the inflationary risk
and its cost to Government, and target those for
whom it is most appropriate. In the longer term,
Help to Buy Equity Loan can also be a useful
counter cyclical tool, used to provide support
when conditions are weak.
40. We also believe that far more should and could be
done to provide a healthy and stable renting
environment, which would provide both a better
opportunity for young people to save and a better set
of conditions for longer term tenants.

Conclusion 2 – Housing market
and supply
41. Our second conclusion stems from the belief that the
biggest housing issue for young people is not the
ongoing cost of home ownership but the cost of
accessing it – i.e. high house prices and therefore
deposits. Further, house prices do not always closely
reflect the availability of housing – prices can be
affected be many different factors. All long-term
sustainable solutions to high house prices and
availability depend on increasing long-term supply.
42. However, as we have argued above, increased new
supply does not directly improve the home ownership
rate and though it will have a suppressing effect on
house prices (and therefore improve affordability),
it is a slow, cumulative process.
43. We do believe that there needs to be a change in
attitude to supply. We are not questioning whether
politicians, both national and local, and increasingly
the general public, accept the need for increased
supply. We strongly believe that, particularly since the
Barker Review in 2004, they do. This is not about one
political party being ‘the party of home ownership’ or
‘the party that will build more houses’, but about how
to effectively deliver the result that we all want,
regardless of short-term politics.
44. The issue is that what is needed is not greater supply
over a couple of years, or even a five-year political
term of increased production. What is needed is
decades of consistent improved supply, in both
quantum and particularly location, and that can only
be achieved with a long-term plan, whose principles
are agreed by all main political parties, and where
short-term decisions are taken, but are taken in line
with those principles and that plan.
45. Our second conclusion is therefore, that whilst there
is no silver bullet for supply, we can significantly
improve supply where it is needed – in the long-term,
in a sustainable way but only if we adopt a long-term
principle-driven approach. This has to include a
stable and supportive environment for all main
housing tenures. We set out more detail of what we
believe this would involve in our policy options. We
believe that without a shift to a long-term, cross-party
plan that supports all key housing tenures, we will be
asking the same questions in 10 years’ time that we
ask today.
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Policy options
Below we provide a list of policy options that could
support the rate of home ownership and housing
supply in a sustainable way going forward. These are
not necessarily recommendations, but serve to
illustrate what could be done on the back of the
evidence we present in this Review. They are designed
to stimulate further debate and discussion, and as far
as possible command cross party support.

Promoting home ownership and improving
the housing position of young people

Our focus is on improving the position
of first time buyers and those who remain
in rented accommodation, rather
than driving a maximum, short-term
home ownership rate.

4. The Right to Buy ‘one for one’ replacement policy
should be extended so that all council homes sold
through the scheme are replaced, rather than just
some of them as under the current policy; to ensure
that affordable rented housing remains available to
those who need it and to sustain Right to Buy sales
in the future.
5. Consideration should be given to improving
the position for tenants, taking into account the
increasing number of tenants who are long-term
renters, and/or are young families. This should be
focused on improving conditions without
unnecessarily increasing landlords’ costs.

Improving the wider housing
market and increasing supply

1. The Help to Buy Equity Loan scheme is an effective
tool in supporting both new home owners and new
housing supply. It is there to offset the disadvantages
faced by first time buyers in accessing mortgages
since the global financial crisis. However it does
bear inflationary risk. Consideration should be given
to targeting it more exclusively to first time buyers
and lower price points on a regional basis, whilst
extending its term beyond 2021 for this restricted
group. Retaining its use on an ‘unrestricted’ basis as
today can then be considered as a countercyclical
action by government.

Our policy options have a strong underlying
theme that our housing market solutions
must be planned, consistent, long-term
and accept the fact that there is no single
short-term silver bullet that can bring supply
and demand back into a healthy balance
overnight. We must also make sure that we
support the most vulnerable in the here and
now, through targeted affordable housing and
improvements in the stability
of rented housing.
The following policy options are split into three areas:
the first block is around stability of supply
the second around governance; and the third
about ensuring the planning system in its current
form works effectively and efficiently.

2. Starter homes should be retained but on exception
sites only and with the first time buyer discount
retained in perpetuity.
3. More support should be given to programmes
that promote saving amongst young people. The
maximum scale of the Lifetime ISA should be
increased and consideration given to increasing the
level of government contribution, making a more
significant impact on the deposit required by first
time buyers. Whilst this is not the fastest path to
home ownership, it is one of the most sustainable,
and the long-term benefits are significant.

1. We must develop a long-term strategy for the
housing market that is based on principles that
can be agreed across the main political parties.
The core principles of that strategy should be:
a. Long-term increases in supply, sustained
over 20+ years will be needed to reduce overall
housing market pressure, increasing the ‘size of
the cake’ and resulting in a ‘positive sum’ gain.
Government’s primary role is in guiding the
long-term environment that will support
its objectives.
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b. Government should take short-term actions when
and only when it is necessary to protect the most
vulnerable, and must ensure that these actions do
not increase market volatility or damage longer
term supply.
c. Both maximising long-term supply and
optimising the fairness in the housing market
require balanced efforts to promote a healthy
environment for the three key subsectors:
construction for private home ownership;
construction for a private rented sector;
and, construction of affordable housing.

The Infrastructure Commission fulfils a role
for major infrastructure projects, and whilst we
acknowledge that the emerging view that housing
as infrastructure has merit, we believe that there are
too many differences for the housing remit to be dealt
with within this body. Establishing a parallel Housing
Commission would require both housing skills and
the need to assess the market impacts in a way that
is much less relevant for infrastructure.
3. It is our belief that recent policy changes to the
planning system will, over time, have a significant
beneficial effect on the quantum and relevance
of new housing supply. However, the full, positive
effects of these changes are yet to be felt. Further
significant changes are more likely to have a negative
than positive effect on long-term supply. However, we
believe that there remain specific focus areas that can
be improved within the current system, namely:

d. Government (including the Bank of England)
has a key role to mitigate market swings over the
cycle, reducing the impact on individuals and
reducing the effect of housing market volatility.
e. Government has a key role to promote a saving
culture in young people and help people to help
themselves attain home ownership.

a. The resourcing of planning departments.
b. The effective operation of the Duty to Cooperate
and the interaction between urban, suburban and
rural authorities.

f. A recognition that house price stability, and
particularly house price growth in line with
earnings growth would be good for social,
economic and financial stability. Growth
consistently above this level is not the
sign of a healthy economy.

c. The interaction between neighbourhood plans
and local plans, which remains unclear.

2. In creating a healthy long-term framework for
long-term housing policy decisions, it would
aid good decision-making to have a genuinely
independent review process for Government policy.
Individual policy decisions should state clearly their
goals against the strategic framework and then be
transparently assessed over time for their success in
achieving their goals. Due to supply-based decisions
– such as changes to the planning system – only being
effective on a far longer time horizon than certain
demand side measures including fiscal and monetary
policy, these should be assessed separately, requiring:

d. The data used to assess the effectiveness of the
supply system at a national, regional and local
level which is often poor.
e. Diversion of funding (from initiatives such
as Starter Homes and Modern Methods of
Construction) to housing infrastructure and
affordable housing should be considered.

a. An independent review of the impact of policy
changes on long-term supply quantum, quality
and effectiveness to meet future demand.
b. An independent review of the reasons for key
house price trends and the effectiveness of fiscal
and monetary policy in maximising stability.
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PART ONE:

Home Ownership
The causes of the decline
in home ownership since
its peak

PA R T O N E : H O M E O W N E R S H I P

CHAPTER 1:

RATES OF HOME OWNERSHIP IN SELECTED EU AND
ANGLOSPHERE COUNTRIES, 20156

What has been happening to home
ownership in England and the UK?

Hungary

86%

Poland

84%

1. The rate of home ownership in England peaked at
70.9% in 2003 and has fallen to 63.6% in 2014/15.4
The picture for the UK as a whole is similar: the rate
of home ownership peaked at 69.3% in 2002 and had
fallen to 63.1% in 2014.5 The decline in the rate of
home ownership is widely considered to be
undesirable and the Government has been trying to
stop any further decline and reverse it. The latest EHS
offered some encouragement in this regard, showing a
slight uptick in the rate of home ownership in the
latest year (by 0.3 percentage points). But it remains
unclear whether this is a blip – even a sampling error
– or the start of a new upward trend.

Czech Republic

78%

Spain

78%

Portugal

75%

Greece

75%

Italy

73%

Belgium

71%

Sweden

71%

Ireland

69%

Netherlands

68%

Canada

67%

Australia

67%

2. When we set out on this Review, we decided that
we should not try to set a target for the ‘right’ level of
home ownership. The Review team did form the view,
however, that the long-term structural decline in the
rate of home ownership has negative implications for
the economic wellbeing and social cohesion of the
country as a whole. Both very high and very low
levels (towards 60% and below) of home
ownership can cause problems.

New Zealand

65%

USA

64%

UK

64%

France

64%

Denmark

63%

Germany

52%

3. Implicitly, the Government sees a rate of home
ownership of around 70% as a sign of success. This
Review does not take a view of what the rate of home
ownership should be, however it is useful to look at
home ownership rates in other Western countries.

Source: Eurostat (EU countries), Trading Economics (Anglosphere countries)

4. In comparing home ownership rates across
different countries clear ‘groupings’ emerge, with
the highest rates of home ownership apparent in the
former Soviet bloc countries and in the challenged
economies of Southern Europe. In both of these
‘groupings’ there are serious housing market issues,
and it is difficult to believe that these are conditions
which we should aspire to overall. At the other end
of the scale, we have Germany, where a deep-rooted
culture of Government support for the rented sector
has created a very different market. There are some
indications that this is changing with an increasing
desire for private home ownership, however even
if we wished to emulate this approach it would be
a challenging goal to achieve.
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5. The rest of the countries show a range between
63% and 72% – very similar to the range in which
the UK has remained over the last 30 years. We draw
a cautious conclusion that this is a ‘natural’ level for
most Western economies.
6. Today’s rate of home ownership is not low in
historical context. The rate of home ownership in
England stood at only 56.6% in 1980 but it had been
rising long before that, largely at the expense of the
private rented sector as we moved further beyond the
post-war era. The home ownership rate continued to
rise throughout the 1980s to 67.0% in 1990, propelled
upwards by the Right to Buy and almost entirely at
the expense of social renting. Increases in mortgage
lending and tax incentives such as Mortgage Interest
Relief at Source (MIRAS) also supported this rise.7
It continued to nudge higher over the next decade
and stood at 70.6% in the year 2000, before hitting
the peak three years later.

7. The rate of home ownership in England then began
to decline steadily from 2003. Correspondingly, from
around 2000, there has been a renaissance in the
private rented sector, which has been associated with
the advent of the Buy to Let mortgage (1999). This
helped to drive the rate of private renting up from
10.0% in 2000 to 19.0% in 2014/15 – a near-doubling
– largely at the expense of home ownership. The rate
of social renting also fell but only slightly, continuing
the longer term decline that began in the 1980s.
8. Importantly for this Review as we start to
consider the reasons for the fall in the rate of home
ownership, the steepest fall in home ownership has
been amongst younger households. Whilst the rate
of home ownership fell from 70.9% in 2003 to 63.6%
today overall (-7.3 percentage points), for those aged
25-34 it fell from 58.6% to 36.7% (-21.9 percentage
points).8 It would appear therefore that the fall in the
rate of home ownership has occurred almost entirely
amongst younger people.

HOME OWNERSHIP RATES OF ALL VS 25-34 YEAR OLDS
IN ENGLAND, PEAK TO CURRENT

RATE OF HOME OWNERSHIP IN ENGLAND, 1980 – 2014/15
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9. The trends in the rate of home ownership have
been similar across the regions, with the exception
of London which has seen far steeper falls in home
ownership, from 61.1% in 2003 to 49.5% in 2014/15
(minus 11.6 percentage points) compared to the
rest of England – 73.7% in 2003 to 66% in 2014/15
(minus 7.3 percentage points). The London contrast
gives further clues as to why the rate of home
ownership has fallen since the peak.

11. There were a number of important events and policy
developments leading up to the early 2000s and since,
which may have contributed to the fall in the rate
of home ownership. These include the growth of the
Buy to Let mortgage from 1999 (the emergence of
new wholesale funded lenders slightly before this was
also significant); the Mortgages and Home Finance
Conduct of Business Sourcebook (MCOB) in 2004,
which may have acted to quell home ownership rates;
and the Mortgage Market Review of 2014.11 The decade
leading up to the global financial crisis in 2008 was
also one of rapidly rising house prices as a result of
easier lending which may also have had an impact.
The global financial crisis of 2008 is likely to have
slammed the foot on the brakes: from 2008, mortgages
became very difficult to get for first time buyers and
households faced slow or negative real earnings
growth, coupled with the effect of fiscal austerity.

RATES OF HOME OWNERSHIP ACROSS THE ENGLISH
REGIONS, 2004 AND 2014/159
2004

2014/15

North East

64.7%

60.8%

North West

72.0%

64.7%

Yorkshire & Humber

70.8%

62.6%

East Midlands

75.2%

66.6%

West Midlands

72.0%

65.7%

East of England

75.0%

67.0%

South East

75.4%

68.1%

London

57.6%

49.5%

South West

73.6%

69.2%

England

70.8%

63.6%

12. Viewed in the context of what was going on around
the time, it is perhaps hardly surprising that the peak
in home ownership was in the early 2000s. But it also
raises the question about the extent to which home
ownership can be affected through targeted policy
measures and how much it is ultimately down to
macroeconomic drivers.

Source: DCLG, English Housing Survey

10. Delving deeper into home owner households, we see
a further contrast in the trends between those that
own outright and those that own with a mortgage.
In 2003, 38.8% of households in London owned with
a mortgage but by 2014/15 this had fallen to 26.7%
(minus 12.1 percentage points) whereas the
percentage owning outright remained virtually
the same. Outside London the story is very similar:
those owning with a mortgage fell from 43.4% to
31.1%. (minus 12.3 percentage points) whereas the
percentage owning outright actually rose moderately.10
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CHAPTER 2:

•

Why does the decline in home
ownership matter?

•

1. This chapter asks why it matters that home ownership
has declined. The answer comes in three parts. The
first concerns the desirability of home ownership and
what it is about home ownership that makes it the
preferred tenure for many. The second is that home
ownership is overwhelmingly the tenure of choice
and that most people – around 80% – aspire to own
their own home one day, even if many ultimately
cannot. The third is about home ownership as an asset
and a way of accumulating wealth, which also has
implications for the equality of wealth in our society.

The desirability of home ownership

2. Home ownership is desirable for many reasons.
For individual families, it brings additional home
stability, security, financial strength and the ability
to plan ahead, in a way that renting cannot achieve.
Home ownership often brings a greater sense of
personal responsibility for the home, the community,
and our ability to be financially independent
post retirement.
3. As part of this Review, we held two focus groups on
home ownership, with a balance of home owners and
non-home owners.12 The security of home ownership,
for current and future generations, was a recurrent
theme of these focus groups. Security has a number
of facets:

•

Housing stability: “Security in the sense that if
you’re renting, you never know when you are going
to be chucked out”;
Financial security in older age: “Knowing that
when you are ready to retire, you can settle
down in peace and not have to worry about
paying rent”; and
Security for the children’s future: “When I die
I want my little boy to have something, even if
he doesn’t like the house and sells it, he still has
a head start.”

4. As well as security, our focus group participants
also associated home ownership with investment,
achievement, responsibility, family, freedom, and
choice. Achievement in particular has clear links to
aspiration and is picked up again in the next section.
There were a number of notable perceptions:

“When you are paying rent, it’s just dead money”
“It shows you have worked hard and achieved
something to be really proud of ”
“Being able to put down roots and build
a family home”
“Freedom to express yourself in your own home”
5. Moreover, non-owning participants had particular
concerns about having to retire later to pay rent in
retirement, feeling unsettled, and even the health
impact of worrying about the instability of renting in
older age. “You would have to work far past retirement
[age]. I would not stop worrying about it.” This reinforces
the earlier point about home ownership providing
real or perceived financial security.

Source: Redfern Review focus groups
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6. One of the most comprehensive quantitative surveys
of home ownership in recent years was the British
Social Attitudes (2010) survey.13 The BSA surveys
around 3,000 people each year. According to a study
of the survey data commissioned by DCLG, the main
advantages of owning a home are that it is a good
investment (26%), it is more secure than renting
(23%) and gives you freedom to do want you want
with your home (21%), strongly echoing the themes
that emerged from our focus group work.14

Home ownership aspiration

7. Home ownership is the tenure of choice for most and it
is a reasonable and often natural aspiration for people
to have at some point in their life. Most surveys show
around 80% of people want to own their own home
and this percentage appears highly stable over time.
8. The British Social Attitudes survey (2010) showed
there was a continued and strong preference for home
ownership among the vast majority of the public. It
found that 86% of the public would prefer to buy. It
similarly found that 85% would prefer to buy back in
1996. The appetite to get onto the housing ladder was
shown to be very strong among non-owners too: 68%,
the majority of private and social renters combined,
would choose to buy if they could.15

10. Further, the annual English Housing Survey
(2014/15) found that 57% of private renters and
24% of social renters expect to buy at some point in
the future.17 These figures are slightly lower than the
aspiration figures, which could reflect the fact that
households’ do not always feel that their aspirations
are attainable. While expectation is slightly different
to aspiration, it is arguably a stronger statement of
intent. Again these percentages have been broadly
stable since the EHS started asking the question
in 2006.
11. Finally, and picking up again on the theme of
achievement, attaining home ownership is clearly
seen as an important lifetime milestone. Even with
the changes in attitudes of Generation Y, a high level
of importance is still placed on home ownership.
The Yorkshire Building Society survey asked
respondents to rank five lifetime ‘milestones’
in order of importance:18

Owning a property | Getting married |
Having or adopting children | Achieving
their career aims | Achieving their
educational aims

9. More recent surveys have reinforced this. In a survey
by the Yorkshire Building Society of just over 2,000
home owners and non home owners aged 18-40 at
the beginning of 2016, 77% of respondents stated that
longer term they would prefer to own their own home,
either outright or with a mortgage. This rose to 80%
amongst the 25-40 year olds and fell correspondingly
to 72% amongst 18-24 year olds. For all home owners
the figure was 96% and all non home owners 61%.16

12. Of these, 24% of respondents ranked ‘owning a
property’ as the most important, higher than any
of the other lifetime milestones. However, attaining
their educational aims ran a close second (23%) and
was most important amongst younger people and non
home owners. Fewer than one-in-six 18-24-year‑olds
ranked owning a property top.

YORKSHIRE BUILDING SOCIETY SURVEY RESPONDENTS: LIFE EVENTS RANKED IN ORDER OF IMPORTANCE19

Overall, respondents
ranked the milestones
in the following order,
with owning a property
as most important
and having children
as least important
Source: Yorkshire Building Society and Nat Cen,
First-time buyers, An early life crisis (2016)
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Home ownership as an asset

13. Arguably reaching educational and career aims are
intrinsic in achieving home ownership but clearly
people see owning a property as one of the main
milestones in life. Further, 69% of young adults
(18-40) felt that owning their own home was
essential to feeling they have succeeded in life.
Our focus groups found similarly:

“If I am 60 years old and I am still paying for
rented accommodation, I would wonder
what has gone wrong in my life. I would
be devastated”
14. The Review team believes that most people in
work should have the ability to own a home of
their own during their lifetime. This does not mean,
however, that we should target or expect an 80%
home ownership rate to chime with the aspiration –
that, in our view, would be too high and could present
risks to the wider market. Further, there are clearly
stages of our lives where home ownership is neither
relevant nor desirable. The Yorkshire Building Society
survey findings affirm other research that has found
that younger adults are less likely to want to own a
home and more likely to feel positively about renting.
So there needs to be a good alternative for households
in the private rented sector.

15. Total wealth in Great Britain stands at £11.1 trillion
– around £430,000 per household – according to the
last figures for 2012-14.20 This falls to £6.1 trillion or
around £265,000 per households when the wealthiest
10% are excluded. It is important to remember that
the distribution of wealth is not simply just a rich
versus poor dynamic, it is also an older people versus
young people one. That is, older people will generally
have accumulated more wealth over their lifetime
than younger people of similar incomes.
16. Of total wealth, pension wealth is the biggest
component of household wealth at £4.5 trillion
(40%). This is closely followed by housing wealth at
£3.9 trillion (35%). Other sources of financial and
physical wealth make up the remainder. However,
housing becomes the biggest component of wealth
when, again, the wealthiest 10% are excluded. That
pension wealth ranks first overall perhaps shouldn’t
be too surprising, given that people in retirement
especially have the most pension wealth. Housing is
therefore an important source of wealth – the most
important for all but the wealthiest.

HOUSEHOLD WEALTH IN THE UK, 2012-2014 (£)
All households

Wealthiest 10% households

Everyone else

11.1trn

5.0trn

6.1trn

Pension wealth

4.5trn (40%)

2.2trn (43%)

2.3trn (38%)

Housing wealth

3.9trn (35%)

1.5trn (31%)

2.4trn (39%)

Total wealth

Source: Wealth and Assets Survey (July 2012 – June 2014)
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17. Housing has also historically been the easiest and
most accessible way for most ordinary households
to accumulate wealth. This is partly because of the
behavioural aspect of ‘enforced saving’ given that
mortgages are generally repayment mortgages,
and also because a mortgage allows households to
leverage in a way that they cannot usually do with
other asset classes like, for example, stocks and shares.
This is especially true when house prices are rising
in real terms over the long-term, as they have been
doing ever since the 1960s. Our model of the housing
market, built by Oxford Economics, shows that house
prices are likely to continue rising not only in real
terms but also significantly faster than earnings in the
future. Generally, ‘returns’ on assets are the same
across the different asset classes, adjusted for risk, in
the long run. However, house prices could fall and so
home owners are taking a risk as they would be
investing in other assets. That risk is clearly higher
when leverage is involved, as the problems of negative
equity in the past have shown.
18. Clearly it would be irresponsible to adopt a policy
stance that encouraged households to ‘leverage up’ in
order to accumulate an asset. A mortgage is different
however, because mortgage lending is both more
accessible and increasingly carefully regulated. This
means, households generally cannot borrow more
(and take on more risk) than they can afford and is
prudent for them. This is even more true since the
Mortgage Market Review (2014).21 Mortgage lending
also comes under the remit of the Bank of England’s
financial stability approach led by interventions from
the Prudential Regulation Authority (PRA) and
Financial Policy Committee (FPC). For example,
limitations on how much business an individual
lender can originate where the customers’ income
multiples are high. No more than 15% of a lender’s
new mortgage book can be 4.5x income or above.

19. The table below illustrates how the leveraging
effect of a mortgage can assist in the accumulation
of household wealth when investing in a home, as
opposed to investing in other asset classes such
as stocks and shares where leverage is typically
not available:
Deposit for
a house
@75% LTV

Invest in shares

Initial investment of £25,000

£100,000

£25,000

After 5 years with 5%
annual growth

£127,600

£31,900

Wealth accumulation
(capital gain)

+£27,600

+£6,900

Source: Redfern Review calculation

20. What the table illustrates is that while house prices
continue to rise in real terms, those excluded from
home ownership are less able to accumulate wealth,
which can exacerbate the inequality of wealth in our
society as a whole. A further issue is that cash savings
have generally been returning below inflation rates of
return, driven by the low base rate environment and
high liquidity supplied by the Bank of England.
21. Therefore, if some households are excluded from
home ownership despite having a reasonable income
this has clear implications for social cohesion and
fairness (including intergenerational fairness). Recent
decades have been financially much kinder to the
post-war baby boomers who now control the lion’s
share of the nation’s wealth. One thing is certain:
we now have a society where for the first time the
next generation isn’t expected to ‘do better’ than the
previous one. If younger households on reasonable
incomes are not able to access home ownership, the
link between hard work and reward is
much diminished.
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CHAPTER 3:
What have been the causes of the
decline in home ownership?
1. As noted in Chapter 1, the decline in home ownership
has been most pronounced amongst young people.
This also reflects a significant and prolonged decline
in the number of first time buyers, especially since
the credit crunch in 2008. The number of first time
buyers fell sharply following the credit crunch to
around 200,000 a year (UK figure), from around
400,000 in 2006 and 600,000 a year at the various
peaks during the 1980s, 1990s and early 2000s.22
The number of first time buyers has since recovered
to around 300,000 in 2014 and a similar number in
2015. The average number of first time buyers over
the last 35 years has been around 400,000 a year.
ANNUAL FIRST TIME BUYERS IN THE UK, 1979-2015
Average over period (1979-2014)

Average annual number of
FTB Transactions (’000)
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4. As part of the Review, Oxford Economics was
commissioned to build a model of the housing
market to understand what has driven home
ownership and house prices in recent decades.
Details of the model and full results are available
in the supplementary document ‘Forecasting UK
house prices and home ownership: a report for the
Redfern Review’.
5. The model was used to break down the determinants
of the rapid 6.2 percentage point fall in the rate of
home ownership in the UK from Q1 2002 to Q4 2014.
The model identifies three leading causes of the fall,
in order of importance: tougher first time buyer credit
conditions; a rise in real house prices; and falling
first time buyer incomes relative to those of non-first
time buyers. Of course, any model will never totally
represent the real world and therefore our results
must be taken as indicative of the key trends rather
than absolute. However we do believe that its
conclusions offer interesting insights.

700

1980

3. It is clear from our work that the housing market
of the last 10-15 years has relatively disadvantaged
younger, potential home owners, particularly those
from poorer backgrounds who have less likelihood
of help from family, either through support in a
home purchase or from a future inheritance. This
will always be true to some extent, and views about
whether this is fair will differ. The Review team’s
contention is that this trend has already done
damage to social cohesion, faith in the political
system and the sense of a generation that they can
and should control their own destiny. We must
address it.

Source: CML, Jefferies estimates (house prices derived using CML LTV and size of mortgage data)

2. Without a healthy inflow of first time buyers, home
ownership levels overall are, of course, likely to fall.
It is interesting to note, that with around 400,000
first time buyers a year on average during the 1980s,
1990s, and early 2000s, home ownership reached
around 69% in the UK (and plateaued there for a
while). This suggests a return to a 69%+ rate of home
ownership would require around this number of first
time buyers each year.

6. The modelling indicated that the biggest
contribution to the fall came from the higher cost
of and restrictions on mortgage lending for first time
buyers after the financial crisis – namely tougher first
time buyer credit constraints. This appears to have cut
3.8 percentage points off the home ownership rate by
early 2014.
7. The second biggest contributor to the fall in the
home ownership rate was the increase in house
prices in the years before the financial crisis. Over
the period, higher real house prices are estimated to
have reduced the private home ownership rate by
2.6 percentage points.
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8. The third driver of the fall has been the decline
in the incomes of younger people, aged 28 to 40,
relative to people aged 40-65. Namely the income
of first time buyers relative to that of non-first time
buyers. Younger people’s average income fell from
approximate parity with the over-40s to almost 10%
below in the wake of the financial crisis and recession.
This reduced the relative buying power of would-be
first time buyers, pulling down the home ownership
rate over the period by around 1.4 percentage points.
9. Two other causes were found to have a statistically
significant impact on the home ownership rate:
real rents and the overall cost of mortgage capital
(i.e. mortgage interest rates). Being broadly flat over
the period, real rents had a negligible impact on
the rate of home ownership. However, the fall in
mortgage interest rates supported the rate of
ownership by around 1.3 percentage points.
10. Finally, while the fall in home ownership in the
market sector was substantial, it was ameliorated
somewhat by changes in the social rented sector.
In particular, it is likely that Right to Buy was
responsible for offsetting some of the fall seen in
the market sector. This increased the home ownership
rate by around 0.8 percentage points. Around 400,000
properties were bought by tenants from the social
rented sector over the period concerned.
DRIVERS OF THE FALL IN HOME OWNERSHIP
RATES BETWEEN Q1 2002 AND Q4 2014
(PERCENTAGE POINT CHANGE IN HO RATE)

-0.4%
1.3%
-1.4%
-3.8%
-2.6%
0.8%

Rent

User cost of
mortgage capital

First time buyer
income ratio

First time buyer
credit availability

Real house prices

Social rented
sector changes

Cause #1: Tougher first time buyer credit constraints
First time buyer credit constraints have caused
3.8 percentage points of the 6.2 percentage point
fall in home ownership.
A 1 percentage point increase in the first time buyer
credit constraint reduces the rate of home ownership
by 2.2%.
11. First time buyer credit constraints have a couple
of dimensions. The first is the size of deposit
requirement and the second, related to this, is
the high mortgage interest rate first time buyers
must pay for a higher loan-to-value(LTV) mortgage
compared to that of other borrowers (with lower LTV
mortgages). In our modelling, the ‘credit constraint’
variable is capturing the conditions people face
given that they are able to borrow, whereas the
house price variable (see cause #2) is capturing
the deposit dynamic.
12. In essence, our modelling captures the ease
with which first time buyers are able to borrow the
necessary funds to buy a home. This is proxied by
the difference in the mortgage interest rate between
95% LTV mortgages and 75% LTV mortgages. This
difference jumped from a nearly negligible level
before the financial crisis to a spread of some 3%
in its wake.
13. This divergence occurred when interest rates on 75%
LTV mortgages fell with the sharp reductions in the
Bank of England base rate in late 2008, while interest
rates on high LTV mortgages actually rose. Initially,
post crisis, the funding challenge also limited first
time buyer mortgages as the limited funding available
was focused on those with a larger deposit. The causes
of the divergence in borrowing costs beyond that
include changes in lenders’ appetite for risk, as well as
numerous recent regulatory reforms, including Basel
III and the UK’s Mortgage Market Review, which
constrained high LTV lending. These constraints are
likely to have manifested themselves in terms of both
higher mortgage interest rates (prices) and volumes
of lending to this segment of the market (quantities).
So Oxford Economics’ measure of first time buyer
credit constraints – ’Difference’ in the chart – should
be thought of as a proxy for both price and
quantity restrictions.

Source: Oxford Economics model of the housing market
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DIVERGENT MORTGAGE RATES
Difference

95% LTV average rate

75% LTV average rate
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Source: Bank of England

HOUSE PRICES RELATIVE TO INCOME, UK

Cause #2: Rising real house prices
The rise in real house prices has caused 2.6 percentage
points of the 6.2 percentage point fall in
home ownership.

Median wages

FTB homes

All homes

350

A 10% increase in real house prices reduces the home
ownership rate by 1.3%.
14. The period 1996 to 2006 in particular is noted for
its boom in house prices which rose by 151% in
real terms. Conversely, real earnings rose by ~39%.
In other words, real house prices have risen at four
times the rate of real earnings. Consequently, house
prices today are around ten times average (single)
earnings compared to around four times in the 1980s.
Many commentators have pointed to the rising house
price to earnings ratio as a barrier to potential first
time buyers trying to access home ownership. This
will also have arisen through the mortgage lending
requirements where loan to income restrictions and,
later, the Mortgage Market Review affordability tests,
will have meant relatively lower incomes to house
prices have reduced mortgage accessibility. It is also
clear that rising house prices will raise the size of
deposit required (as will lender changes in loan
to value requirements).

300

250

200

150

100
1997

2000

2003

2006

2009

2012

2015

Source: CML

15. Higher loan-to-value mortgages carry greater
risk for lenders (and borrowers) because they are
more vulnerable to capital losses if house prices fall.
Following the credit crunch, lenders became highly
risk averse and high LTV mortgages of 90% or more
all but disappeared from the mortgage market. In the
1980s, 1990s and 2000s preceding the credit crunch,
the most common mortgages for first time buyers
were at 90% or 95% LTV with a 10% or 5% deposit
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requirement accordingly. However, immediately
following the credit crunch, 75% or 80% LTV
mortgages with a 25% or 20% deposit requirement
became the norm. This had an immediate and
dramatic impact on the number of first time buyers.

Halifax claims differing but also unexpectedly low
changes to the average age of first time buyers (28 in
1983 to 30 in 2016 across the UK).24 It should be noted
that this of course only counts those lucky enough to
become first time buyers in the first place.

16. For many of those looking to buy their own home,
this deposit requirement was insurmountable, given
also the high level of house prices and the lack of a
significant house price ‘correction’ in the wake of the
credit crunch. This is best illustrated by looking at
deposit requirements as a percentage of first time
buyer incomes. At the depths of the financial crisis,
the deposits which first time buyers paid was
equivalent to 100% of annual income.

UK FIRST TIME BUYER TRANSACTION LEVELS
AND LOAN TO VALUE RATIO
Average quarterly number
of FTB Transactions ('000)

Average FTB LTV (%)
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17. As a result, many pointed to the delay this would cause
first time buyers in entering home ownership and the
rising average age of the first time buyer became
politically charged – so much so the figures are hotly
disputed. According to the English Housing Survey
(2014/15), the average age of first time buyers has
risen from 31 to 33 over the decade from 2004‑05.23
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UK DEPOSIT LEVELS AS A % OF INCOME
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Source: CML (First time buyer deposit divided by their median income; income used by the mortgage lender when arranging mortgage)
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18. ‘Generation Rent’, a study by the Halifax, found
that one of the top three barriers to buying a home
perceived by first time buyers was low income. In
the study 53% of participants noted that wages are
not keeping pace with increasing house prices.25
19. However, it is also notable that real rents rose by only
25% during 1996-2006, compared to the
aforementioned 151% increase in real house prices.
Although real house prices rose, a mitigating factor in
the cost of home ownership was the rapid and marked
fall in mortgage interest rates from a spike of just over
11% in 1992 to around 2% in 2014.
20. In summary, prior to the financial crisis, rapidly
rising house prices had the effect of both reducing
the financial attractiveness of owning (compared to
renting) and pricing would-be first time buyers out.

Cause #3: fall in first time buyer incomes relative
to non-first time buyer incomes
Falling first time buyer incomes relative to non-first
time buyer incomes have caused 1.4 percentage points
of the 6.2 percentage point fall in home ownership.
A 10% increase in first buyer incomes relative to
non-first time buyer incomes increases the home
ownership rate by 1.67%.
21. As just discussed, average real earnings overall have
not increased in line with average real house prices
since 1996 (and indeed before that). But the position
of first time buyers relative to other buyers – their
ability to compete with them – is hugely important.
We have already seen that first time buyers are at a
competitive disadvantage compared to other buyers
because they have less equity: but, whilst this has
always been true, it has been exacerbated by rising
house prices and stamp duty (SDLT), as well as the
heightened mortgage deposit requirements in the
wake of the financial crisis.

22. However, the competitive position of first time
buyers relative to other buyers also depends on their
relative earnings levels. Oxford Economics measure
the earnings of would-be first time buyers relative to
the earnings of older people, who typically already
own a property, in order to measure their relative
purchasing power. If the income of would-be first
time buyers increases by more than that of existing
owners, one would expect first time buyers to have
more purchasing power in the housing market
leading to an increase in home ownership.
23. Clearly the average earnings of first time buyers
will depend on how old they are. Various studies
(Meen, 2011; IFS 2012) find that first time buyers are
overwhelmingly to be found in the age band 28-40.26
The income of would-be first time buyers and existing
owners can therefore be proxied with the average
income of individuals between 28 and 40, and
40-65, respectively.
24. As the graph below shows, this ratio of earnings was
fairly constant prior to the financial crisis, hovering
at around one (i.e. the average incomes of people in
these two groups were very close), but has suffered
a sharp fall since then. The incomes of people in
the younger age band are now between 5% and
10% lower than those of their older counterparts.
RATIO OF INCOME (28-40 AND 40-65 YEAR OLDS)
1.1

1.0

0.9

Source: Labour Force Survey
Average gross weekly income of employees aged 18-40 as a proportion of that for people
aged 40-65
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Causes pre and post financial crisis
The rise in real house prices was the main cause of
the fall in the home ownership rate before the financial
crisis. First time buyer credit constraints were the main
cause after.
Clearly the period since 2002 has been a volatile
one in the housing market and the economy more
widely, so it is interesting to split the contributions
to the decline in the rate of home ownership into
two periods: before and after the financial crisis.
Home ownership rates declined in both periods,
but were the drivers different? We analyse the
factors contributing to this decline over two time
periods – up to the start of the 2008 recession
(Q1 2002-Q2 2008) and from the start of the
recession to the end of 2014 (Q1 2008-Q4 2014).
The results are shown in below.
EXPLAINING THE FALL IN THE MARKET SECTOR HOME
OWNERSHIP RATE, Q1 2002-Q4 2014

0.7 0.8
Q1 2002-Q2 2008

-4.7 -0.3

25. The results show a very clear difference in the
determinants of the falling rate of home ownership
in each period. Prior to the financial crisis, rapidly
rising house prices were overwhelmingly the
main cause of the decline, accounting for more
than twice the 2 percentage point fall, but being
somewhat offset by other factors. The result was
a 4.7 percentage point fall in the overall home
ownership rate, although there was a modest offset
from the rise in real rents, a shrinking social rented
sector, and the fall in mortgage interest rates.
26. However, from the eve of the financial crisis, real
house prices were already falling and remained below
their pre-crisis peak at the end of 2014. Accordingly,
other factors were to blame for the continuing fall
in home ownership from 2008. Specifically the
contribution chart shows that first time buyer
credit constraints made a very large contribution
to the fall in home ownership from this point,
contributing 4.3 percentage points to the overall
fall in the home ownership rate. Another significant
contributor was the fall in first time buyer incomes
relative to non-first time buyer incomes. A modest
impact of falling real rents also contributed to the fall,
with these forces being somewhat offset by falling
house prices and mortgage interest rates.

0.4 1.0
Q2 2008-Q1 2014

-0.2 -4.3

-1.2 -1.1 0.5

2.1

Rent

Cost of Mortgage
Capital

First Time Buyer
Income Ratio

First Time Buyer
Credit Constraint

Real House Price

Social Rented
Sector changes

Source: Oxford Economics model of the housing market
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CHAPTER 4:
Would more housing supply increase
home ownership?
Our modelling identifies no clear relationship between
housing supply and the rate of home ownership.
1. In the public policy debate the fall in the rate of
home ownership is often attributed to restrictions on
(or a lack of) new housing supply. However, the new
housing supply driver is conspicuous by its absence
amongst the drivers of the decline in the rate of home
ownership since its peak, identified in the modelling
discussion in the previous chapter.
2. This could be for one of two reasons. The first reason
could be that new housing supply has not actually
fallen short of underlying household growth and so
has not had an effect on the rate of home ownership.
The second reason could be that new housing supply
has fallen short of household growth, but that this still
has not affected the rate of home ownership.
3. The official data says that both the housing stock
and the number of households in the UK grew by
a very similar amount over the period since the
peak in home ownership. That does not exclude
the possibility that households were unable to form
during this time – i.e. that there was an underlying
shortage (such as hidden households) – just that
surplus stock of dwellings remained roughly constant.
On the second reason, however, our results suggest
that when surplus stock has increased or decreased
from one year to the next, this has had no discernible
impact on home ownership rates.
4. Importantly, our modelling results suggest there is no
clear relationship between new housing supply and
the rate of home ownership. One way of expressing
the reason for this is that when supply has grown, this
has tended to put downward pressure on both rents
and prices in roughly equal measure, improving the
attractiveness of both simultaneously. A 1% increase
in the housing stock per household was found to
reduce real house prices by 1.8% and real rents by
1.7%. The result therefore is no change in the home
ownership rate. Consequently, it is less surprising to
discover that increased house building is unlikely
to have a clear effect either way on the rate of
home ownership.

5. Another way to look at the dynamic effect of
new supply on home ownership is to the extent that
new supply allows the formation of a new private
household (through affordability or availability)
then that will either be an owner occupied home or
a rented home. Which tenure of household is formed
will depend on very similar social and economic
factors at play for the existing housing stock – and if
roughly 64% (the current home ownership level) of
these new households are owner occupied then the
home ownership rate will remain broadly stable.
6. At least two aspects of the modelling results overall
are striking. First, the model reveals just how sensitive
home ownership rates are to a divergence in credit
constraints for first time buyers compared to other
buyers with more housing equity (see previous
chapter). Second, and contrary to common perception,
additional housing stock does not appear to improve
home ownership rates. For policymakers this implies
that boosting new housing supply is unlikely to shift
the home ownership rate. This counterintuitive result
occurs because of two competing dynamics in the
housing market (prices and rents) that offset
one another.
7. Nevertheless, and as already touched on, our
modelling shows that greater levels of new housing
supply unambiguously lowers housing costs for both
renters and owners – something that is more likely to
boost their wellbeing than any specific rate of home
ownership. It is also relevant to note that while the
home ownership rate is unlikely to rise in the face of
increases in housing supply, building more homes
can stimulate increased household formation and
improve availability.27 Consequently the absolute
number of home owners is likely to rise in response to
additional supply, even if the rate itself is unchanged.
The scale of this increase and its responsiveness to
new supply has been an area of real challenge for our
team, with the Review team and some of the Panel
believing that the vast majority of new supply will
allow new household formation, but some of the
Panel believing that this relationship is less responsive.
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CHAPTER 5:

2. Examining some of these causal links, some of the
following factors in isolation would increase the
home ownership rate. Many of these have to be
balanced against other often competing
policy objectives:

What can be done to increase home
ownership?
1. Housing can be thought of as two things: a ‘service’
and an ‘investment’. At the simplest level, a tenant in
a rented home is paying rent solely for the benefit
of housing services – they are entitled to none of
the risks and rewards of housing as an investment.
A landlord is largely interested in housing as an
investment, having sold the benefits of housing as
a service to their tenant. An owner occupier has
both the benefits of housing as a service and as an
investment, but also bears the costs and risks of both.
This perspective on housing is useful because it helps
to explain and analyse the relationship between home
ownership and renting and therefore the rate of
home ownership.

a. An improvement in the borrowing position
of first time buyers compared to existing owner
occupiers and Buy to Let landlords would cause
an increase in home ownership as more potential
first time buyers were able to compete for and
access home ownership. Such an improvement
could occur through an easing of credit
constraints for first time buyers – either through
easing the prudential regulation or through first
time buyer deposit assistance (Government or
parental), as well as supporting potential first
time buyers to save. It is also worth noting that,
following the Mortgage Market Review, student
loan repayments will be taken into account in
assessing a first time buyers’ affordability, which
will adversely affect the amount of mortgage they
can borrow.

THE HOUSING MARKET AS A SYSTEM

Supply and demand for housing services

Supply and demand for housing as investment

Real
incomes

Housing
supply

Mortgage
rate
Rental
prices

House
prices

User cost of
owning

Home ownership
rate

Number of
households

Base rate

Expected
capital gain
Expected
inflation
Taxes

Relative credit
availability for FTBs

Relative incomes
of FTBs

Other
costs

FTB bargaining power

Source: Oxford Economics model of the housing market
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b. A decrease in the cost of becoming a home
owner for first time buyers is likely to cause an
increase in home ownership, as they are more
able to afford the deposit and taxes needed to
become a home owner. Such a cost reduction
could include a reduction in real house prices,
or preferential first time buyer stamp duty
(SDLT) treatment.

4. There are also many factors where the impacts
will work both ways. For example, expectations
of an increase in house prices will increase the
desire of new home owners to buy their first home
(i.e. before the goal posts move out of sight), but also
the desire of landlords to buy for a good investment
(i.e. capital gain).

c. An improvement in the relative incomes of
first time buyers compared to existing owner
occupiers and potential landlords would cause
an increase in home ownership as more potential
first time buyers are able to compete with nonfirst time buyers to afford the upfront and ongoing
costs of home ownership. It is beyond the scope
of this Review, but clearly policies to support a
strong and buoyant labour market (and reducing
the severity and effect of recessions on jobs)
are important.

5. In addition, not all of the factors that could
potentially increase home ownership are desirable
in themselves. For example, relaxing the prudential
regulation to help credit constrained first time buyers
could also jeopardise financial stability objectives and
increase housing market risk.

3. Of course many of these factors are not completely
isolated and they inevitably overlap. A reduction in
the costs of owning a house will also benefit potential
landlords, increasing the number of rented properties
and reducing the cost of renting. What is more
important therefore is reducing the relative cost
for potential first time buyers relative to that of
potential landlords.
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CHAPTER 6:
Policy challenges to increasing home
ownership
1. Reversing the decline in home ownership is a huge
policy challenge. It will certainly require policies
to address the specific causes of the decline we have
identified, but there are additional challenges besides.
We explore some these in what follows in the context
of first time buyers – clearly a big part of the story –
but also, later on, in the context of the Right to Buy.

First time buyers

2. What is it that makes buying a first home such a
barrier for young (and not so young) people today?
And what are the challenges that the Government
face in trying to help them?

5. In addition, our work has also uncovered a lack of
awareness and understanding amongst young people
of the Government support available to them when
it comes to housing. During one of the independent
focus groups commissioned by the Review, a low
to non-existent level of knowledge of schemes such
as Help to Buy, was apparent.29 Notably, there was a
general assumption that finding information would
be long and complex, as was the perception of
the policies themselves. This left the focus group
participants unable to conclude whether or not
the Government is doing enough to help first time
buyers. Further, participants were sceptical of
the benefits of the schemes even when these were
explained to them, with the common belief that there
would be a ‘catch’ at some point. Indeed, unhelpfully,
there did ultimately prove to be a catch with the
Help to Buy ISA.30

3. As our modelling of the housing market has
uncovered, the relative position of potential first
time buyers to other buyers in the market – including
existing home owners and Buy to Let landlords –
has a crucial bearing on the rate of home ownership
(see Chapter 3). Ensuring that there is a level playing
field between first time buyers and other market
participants is therefore vital in preventing a further
decline in the rate of home ownership, let alone
reversing it. But there are further challenges
besides ensuring a level playing field.

6. Ironically though, our polls showed that people felt
the UK Government had the most power to help
those struggling to get onto the housing ladder, as
discussed in the next section.

Challenge #1: A low awareness of Government
schemes to support people into home ownership

Challenge #2: Young people are not saving enough

4. Our modelling suggests that policies such as the Help
to Buy Equity Loan and Mortgage Guarantee have
helped to mitigate tougher first time buyer credit
constraints and have supported the rate of home
ownership since they were introduced. The recent tax
increases for Buy to Let landlords – namely the 3%
stamp duty (SDLT) surcharge and reduction in
income tax relief on mortgage interest – have also
probably aided a rebalancing.28 However, although
these policies are likely to have been a positive for the
rate of home ownership, we are concerned about the
accompanying hostility to landlords and increasing
uncertainty about their tax treatment could reduce
investment in the private rented sector. This threatens
to damage the position of future tenants and their
ability to access rented accommodation as well as the
housing market more widely.

7. But this lack of awareness runs wider than just the
Government schemes. Very few participants had any
knowledge of the house buying process and where
to even begin saving for a deposit. This suggests
a need to provide the public with much more
information and a stronger but simpler public
awareness campaign.

8. First time buyers wanting to access home ownership
require a deposit – even with the Government Help
to Buy schemes a 5% deposit is required, and given
current house prices this is a significant amount of
money in many locations. Barring help from family
and friends, young people will need to be willing and
able to save enough for their deposit in order to
become first time buyers.
9. Encouraging people to save is clearly difficult in the
current low savings rate environment. Our work also
picked up the attitudes of people towards saving in
order to become future home owners. Amongst our
poll only 4% of current and prospective home owners
felt that young people not saving enough was the top
barrier to first time buyers getting onto the property
ladder.31 Further, only 13% stated that first time
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buyers had the power to help themselves onto the
property ladder by saving more. In contrast, 36%
saw ‘the UK Government’ and 24% the ‘Banks and
Building Societies’ as having the most power to
help those struggling to buy their first home.

WHICH OF THE FOLLOWING DO YOU THINK HAS
THE MOST POWER TO MAKE IT EASIER FOR PEOPLE
TO BUY THEIR FIRST HOME?
The UK Government (36%)
Banks and Building
Societies (24%)

10. Finally, participants in our research mentioned there
was too much uncertainty in the markets – both
labour and housing – to be able to firmly predict
when they would be able to buy and how much they
would need to save. Clearly rising house prices also
render the deposit requirement a moving target,
which can lead many to question the point of saving.
However, one positive was that the youngest age
bracket (18-34) in our poll, on average reported
saving the highest proportion (20%) of their income.32
11. The ability to save is also clearly important and the
rising cost of living makes it more difficult for young
people to put money aside. Those in our poll aged
18-34 reported spending a higher proportion of their
income on rent or mortgage payments than older age
groups: 18% of respondents reported that they spend
between half and three-quarters of their household
income on accommodation costs; whilst 52%
claimed that they couldn’t save any more than
they currently do.

Families helping first
time buyers with
their deposit (14%)
First time buyers
themselves (13%)
Property developers (7%)
Local government
planning departments (6%)

Source: Redfern Review polls

12. Given high house prices and in turn the high
associated deposit requirement, it can take young
people many years to save for their deposit. The
sacrifices that young people must make in order to
save (asides from negligible savings rates) will have a

bearing on their morale and lifestyle choices. Shelter
have modelled how many years it would take for
different household types to save in different parts
of the country using earnings data and projected
earnings growth as well as rents and house prices,
assuming that 20% of discretionary income33 is saved.
They find that even a couple without children (the
household type most able to save) would need an
average 6.6 years to save for a deposit in the UK,
ranging from 4.3 years in the North East to
13.5 years in London.

AVERAGE LENGTH OF TIME TO SAVE FOR A DEPOSIT IN EACH REGION (YEARS)34

Couple without
children

Couple with
one child

Single individual

Extra time that
families need
over couples

England

6.6

12.3

13.3

5.7

North East

4.3

8.8

9.3

4.6

North West

4.6

9.3

9.8

4.7

Yorkshire and The Humber

5.0

9.3

10.3

4.3

East Midlands

5.5

10.5

11.1

5.0

West Midlands

5.8

10.8

11.6

5.1

East

7.1

13.0

13.9

5.9

London

13.5

25.8

29.1

12.3

South East

8.3

15.3

16.3

6.9

South West

8.0

14.6

15.8

6.6

Region

Source: Shelter, A Home of Their Own, January 2015
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Challenge #3: ‘Generation debt’
13. Recent research into ‘Generation debt’ found that
just under half of young people questioned (48%)
had debts which didn’t include a student loan or
mortgage, with the average amount owed being
£3,109. Worryingly, it also concluded that there was
a broad consensus that significant debt has become
a normal state of affairs; one fifth of people surveyed
struggled to pay their mortgage some months.35
14. The charity StepChange, which provides debt
advice, found that those under 25 are more likely to
have payday loans, be in arrears on council tax and
water bills, and be behind with rent payments. They
reported that those in rented accommodation needed
the most help with their debt; in 2015 over 75% of
StepChange clients were renting, compared with a
little over 50% five years ago.36 Contrary to the belief
that young people are living beyond their means,
StepChange argues that this debt is driven by volatile
incomes, with casual work, short-term jobs and
zero-hours contracts becoming the norm.37

Many no longer have the ‘luxury’ of a regular
guaranteed income, and turn to credit cards,
overdrafts and payday loans to fill the gaps. In
November 2015, the Bank of England marked the
highest ever monthly total borrowing on credit cards,
overdrafts and loans since June 2005.38 Being in debt
is fast becoming
a normal state of affairs for many.
15. University tuition fees and student debt are another
big part of the ‘Generation debt’ story. University
tuition fees are now capped at £9,000 under the ‘Plan
2 system’, compared to £3,345 per year under the
‘Plan 1’ system in place until 2012. The first student
cohort to have graduated under the ‘Plan 2’ system
of £9,000 per year maximum tuition fees became
liable to start repayment from April 2016. It has been
estimated that the average graduate student loan
debt from 2016 will be around £44,000, significantly
more than that of a student graduating under the
previous system.39

STUDENT LOAN REPAYMENT PLAN THRESHOLDS
Repayment thresholds

Plan 1 (pre 2012)
Plan 2 (post 2012)

Annual income
before tax (£)

Monthly Salary
before tax (£)

Interest structure

Repayment
structure

Debt write off
period

17,495

1,457

RPI

9% of gross income
above threshold

25 years

RPI + 0-3%

9% of gross income
above threshold

30 years

21,000

1,750

Source: Student Loans Company
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16. The differences in the terms of the two plans are set
out in the tables below. The repayment structure is
the same, but the income threshold before repayment
favours those under Plan 2. The interest and debt
write-off figures differ between the two plans, with
Plan 1 being preferential here. An Institute of Fiscal
Studies report into the impact of these changes
summarises that “the combination of threshold and
interest changes makes the system more generous
in some respects and less generous in others”.40 The
report finds that the new system is more progressive,
with lower earners expected to pay back less than
before (principally due to the higher income
repayment threshold) and higher earners paying
back substantially more. What is also clear however
is that the majority of graduates will be burdened
with far higher absolute student debt levels.
17. So what does this mean with regards to home
ownership? As depicted in the tables below, those
under Plan 2 are potentially able to save more towards
a deposit for their first home, as their repayments are
lower than under Plan 1.

18. Following the Mortgage Market Review (2014)
and more stringent affordability checks, student loan
commitments are taken into account when evaluating
a mortgage application, which in itself adds to the
challenges faced by young people trying to buy their
first home. A student loan affects the individuals’
net income, reducing the amount they can afford to
repay monthly and hence the size of mortgage they
take out. However, both student loan repayments
structures are based on income, not the size of the
loan, so a larger student loan under the new fee
scheme will not necessarily mean an individual can
borrow less (in mortgage terms) than someone with
a smaller loan, and the lower repayment amounts
at lower income brackets is helpful.
19. From a consumer education point of view, students
should be made aware when taking out their student
loan that this commitment may be taken into account
in the future – including by mortgage lenders in
assessing the amount of mortgage they will lend.

STUDENT LOAN EXAMPLE MONTHLY REPAYMENTS (£)
Annual income before tax

Monthly salary before tax

Monthly repayment Plan 1

Monthly repayment Plan 2

17,495

1,457

–

–

18,500

1,541

7

–

21,000

1,750

26

–

22,000

1,833

33

7

25,000

2,083

56

30

30,000

2,500

93

67

35,000

2,917

131

105

Source: Redfern Review calculations
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20. Crucially for this Review, it appears that
undergraduate expectations with regards to home
ownership have declined significantly in the last
10 years. From a survey of over 18,000 students
graduating in 2016, 67% expected to own their own
house by the age of 30; a reduction of 10 percentage
points since 2006, as shown below.41 The biggest
decline in the numbers expecting to own a home by
the age of 30 was seen between 2014 and 2015, which
coincides with the tuition fee increase, though other
factors may have been at play.
21. If these expectations come to pass then it will clearly
result in a further increase in the average age of first
time buyers, and could consequently exert downwards
pressure on first time buyer numbers and the home
ownership rate.

The Right to Buy

Challenge #4: sustaining the number
of Right to Buy sales
22. As our earlier commentary noted, the Right to Buy
was a big driver of the rise in the home ownership
rate in the 1980s and 1990s, propelling the home
ownership rate upwards towards its peak. Even in
the period we are concerned with, namely since the

peak in the rate of home ownership, our modelling of
the housing market shows that changes in the social
rented sector – including the Right to Buy – boosted
the rate of home ownership by 0.8 percentage points,
helping to offset the decline overall.
23. However, the decline in the rate of home
ownership since its peak must be viewed in a longer
term context. Margaret Thatcher’s Right to Buy policy
(and its subsequent iterations42) created an additional
stream of new home owners alongside other first time
buyers. Following the enactment of the Housing Act
1980, the Right to Buy generated 970,558 new home
owners in its first 10 years, or nearly 100,000 a year.
However, because the council houses sold at this time
were not replaced with new ones, the original policy
led to a commensurate depletion of council housing
stock. What is also interesting about this time was the
near constancy of the rate of private renting.
Therefore, the rise in the rate of home ownership in
the 1980s and 1990s was mirrored almost exactly by a
corresponding fall in the rate of social renting (see
line chart in chart below).43

FINAL YEAR UNIVERSITY STUDENTS EXPECTING
TO OWN THEIR OWN HOUSE OR FLAT
BY AGE 30, 2006-2016 (%)

OWNER OCCUPIER AND
SOCIAL RENTER SHARES 1980-2015

100

Social renters

%
80

77%

77%

78%

77%

77%

Split

Owner occupiers

80
75%

74%

73%

72%

67%

67%

60

70
60
50

40

40
30

20

20

2013

2014

Source: High Fliers Research (The UK Graduate Careers Survey 2006-2016)
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24. However, as the more desirable council homes were
sold off to those social tenants most able to buy, the
stock of council houses fell, and so, the number of
homes left to sell (and of those able to buy them)
diminished. Therefore, this was inevitably a story
of ever-diminishing Right to Buy sales: during the
1990s, the number of Right to Buy sales had more
than halved to 469,428, and fell further to 414,053
in the 10 years to 2010. Between 2010 and 2015 only
48,061 homes were sold through the Right to Buy.44
25. It is interesting that the number of Right to Buy sales
fell markedly from 2004/05, close to the peak in the
rate of home ownership. It is indisputable that the
decline in Right to Buy sales has reduced the growth
in the rate of home ownership, given it was such a
large contributor in the 1980s and 1990s. There have
been some important reforms to the Right to Buy
since, most notably the policy to replace some of the
homes sold on a one-for-one basis, which will help to
slow the depletion of the social rent housing stock
(but will not stop it).

26. The Right to Buy scheme in its original form has been
a short-term boost to home ownership but one which
could not be sustained longer term. Some research
has suggested that as many as 40% of the homes sold
under the Right to Buy subsequently ended up in
the private rented sector45 – resulting in a policy that
was intended to boost home ownership having a
contradictory effect. This lesson of sustainability
should be carried forward in any new policies,
including Help to Buy and Starter Homes initiatives.

Challenge #5: barriers to tenure transitions
27. Finally, as part of the Review we have considered the
challenges of moving between different tenures and
the cost implications of this. We have also assessed
moving up and down the housing ladder and how
this affects the housing market. The work is set out
in a separate document entitled ‘Barriers to Tenure
Transitions’, available on the Review website.
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CHAPTER 7:

4. However, if we genuinely want to increase home
ownership rates then we either need to challenge
relative wage rates (which is clearly beyond the
scope of this Review), mortgage lending standards
or provide specific subsidies for certain
‘qualifying’ groups.

Policy discussion – home ownership
1. It is clear from our analysis and modelling that
first time buyers have faced significant challenges
and disadvantages in the housing market in the
last 10-15 years, lacking the ability to compete with
other purchasers in the market on the basis of their
earnings and access to credit (i.e. deposit). These
disadvantages have been exacerbated by rising
house prices and this has clearly adversely impacted
on home ownership rates. These are however
macroeconomic factors that are very hard to
address through specific housing market measures.
2. The often insurmountable challenges to building a
sufficiently big deposit has also led many to rely on
external help to finance their first home. It is expected
that in 2016, the ‘Bank of Mum and Dad’ will be
involved in a quarter of all mortgage transactions,
helping 305,900 of their family members with an
average £17,500, to fund the purchase of £77 billion
worth of property.46 Obviously the quantum of this
help varies dependent on individual circumstances,
but the fact that help is available for some and not
others immediately creates a division. What is
considered ‘fair’ in this instance is subjective. On
one hand exists the incredibly rational and reasonable
choice for a parent, family member or friend to help a
loved one, if they have the ability to do so, especially
if they have accumulated wealth through property
ownership. On the other hand, this support is not
available to the most vulnerable.
3. Without some form of government support towards
first time buyer deposits, we are faced with the stark
possibility that if your parents do not own a home,
you probably won’t either. Such disparity would
entrench intergenerational inequality, cutting the
traditional connection between hard work and
rewards, isolating a portion of society. This goes
some way towards justifying the Government’s
Help to Buy Equity Loan and Mortgage Guarantee
schemes, as well as the Help to Buy ISA and Lifetime
ISA, designed to provide home buyers with a deposit
boost in one form or another.

5. We find it hard to recommend a return to
mortgage lending standards that do not differentiate
on risk – even though this would help encourage
home ownership by levelling the playing field. To
remove the changes to lending criteria for low
deposit borrowers that have developed over the
last eight years is effectively asking lenders to crosssubsidise just to support home ownership. From
past experience and international comparison (for
example with the US), we have already learnt that this
is to the risk and eventual cost of all. We note that the
introduction of tighter lending criteria following the
Mortgage Market Review does not appear to have
affected the number of first time buyers; though
any effect could have been muddied by the
near-simultaneous introduction of the Help
to Buy schemes.
6. There have been many direct attempts to subsidise
different potential home buyers. The Right to Buy
and the various Help to Buy schemes are the most
obvious. These have been partially successful and
arguably more could be done. But equally we must
recognise the limitations of these schemes (as well as
some of the challenges in making the public aware
of them).
7. For example, the number of Right to Buy purchases
remains relatively low and despite the reinvigoration
of the policy in 2012 and the recent extension to
housing association tenants, the total number of
Right to Buy sales is unlikely to reach anywhere near
the 100,000 sales each year in the 1980s, or even the
400,000 a year seen in the 1990s. These are the sorts
of numbers which helped propel the home ownership
rate in England to its peak of just over 70% in the
past. The rate of home ownership could be increased
by larger subsidy to sell off the social housing stock,
but without replacement it is clearly not sustainable
and diminishes the availability of affordable housing,
impacting the poorest needing to access shelter.
So policy should be determined by considerations
other than the single-minded pursuit of the home
ownership rate.
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8. In similar vein, there have been only 92,000 purchases
through Help to Buy: Equity Loan during the first
39 months of the scheme, of which 74,000 (81%) were
first time buyers – 65% of whom had no more than
a 5% deposit.47 So it has helped just over 22,500 first
time buyers a year (in the context of an average
400,000 first time buyers a year over the last 35 years).
Some of the 22,500 would have bought their first
home anyway without the scheme. Further, Help
to Buy Equity Loan, is due to close in 2021. So on
its current timeline it will only have a fairly small
effect on total home ownership levels, and if in
place permanently it risks having some inflationary
effect which disadvantages future first time buyers,
especially as we move further beyond the recovery
phase of the economic cycle.
9. Ultimately, Help to Buy: Equity Loan will
inflate house prices to the extent it does not create
incremental supply. A recent report by DCLG put the
additionality of the scheme at 43%.48 That means that
for every 100 homes built through the support of
Help to Buy Equity Loan, 57 would have been
built anyway.
10. We also observe that the uptake of the Help to Buy
Equity Loan has been greater in the North of England
where on average properties are cheaper. Only 1.8%
of Help to Buy Equity Loans nationally are taken
up in London, where the average house price to
household income ratio is said to be 10.4. This partly
explains why the Government has moved to increase
the generosity of the scheme by introducing London
Help to Buy. Conversely, 6.7% of loans nationally are
taken up in the North East, where the average house
price to income ratio is said to be 5.0.49 This suggests
that the Equity Loan is supporting buyers (and house
building) in more affordable parts of the country, as
opposed to those in more expensive areas such as
London and the South East – also where less
housing is available.

The Review team believe that there is a place for
Help to Buy in helping first time buyers access home
ownership. It has the dual impact of improving the
borrowing capacity of young people and providing a
potential countercyclical boost to supply. However,
to achieve these roles over the long-term without
being price inflationary, it needs to be more carefully
targeted – to first time buyers only and to either lower
income groups or to lower bands of house prices on
a regional basis. It would be reasonable to use it in its
current ‘unrestricted form’ as a countercyclical tool
to maintain supply, and it would be helpful for this
to be a pre-planned and signalled intention.
11. Turning to Starter Homes, the Starter Homes
Exception Sites policy is already in place, aiming
to encourage the development of Starter Homes on
under-used or unviable brownfield land, that has yet
to be identified for housing. Local authorities are
charged with securing a pipeline of suitable sites and
approving applications unless there are demonstrable
conflicts with the National Planning Policy
Framework (NPPF). The developer is incentivised via
a CIL exemption, though amendments to relevant
regulations have not yet been forthcoming.
Anecdotally there has been little planning
activity around Exception Sites.
12. Given its audience, the Starter Homes scheme is
likely to compete with other schemes such as Help to
Buy and Shared Ownership; which begs the question
of whether the policy will bring additional homes to
the market, or result in the cannibalisation of other
products aimed at first time buyers and those on
the housing waiting lists.50
13. The Government’s preferred position, as set out in the
Starter Homes Regulations Technical Consultation
(March 2016), is a 20% Starter Home requirement
across all reasonably sized sites in England, displacing
a significant number of traditional affordable housing
units. Starter Homes are likely to compete directly for
funding with affordable rent and shared ownership
when developers negotiate a Section 106 agreement.
As such, in terms of units delivered through Section
106, it is difficult to see how Starter Homes will result
in any additional new supply which would not have
been delivered anyway in the form of other tenures,
even though they will boost home ownership
to the degree they displace affordable rent.
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The Exception Sites policy may have more success in
this regard, as some brownfield sites may come
forward for Starter Homes development that might
not otherwise have done. However, it remains to be
seen whether the policy provides sufficient incentive
for both developers and local authorities.
14. Worryingly, in many regions where house prices
and demand are the highest – London, the South East
and the East of England – delivering Starter Homes
will be more challenging due to the price thresholds.
This could however simply drive local authorities to
require a bigger than 20% discount, in turn driving a
smaller unit typology and more pressure to scale back
other affordable housing provision.
15. In theory Starter Homes may make good sense,
particularly when considering our findings on the
reasons behind the decline in home ownership.
However, looking at this from a moral and social
point of view, is it fair that a select few benefit from
a 20% discount that they can cash in on after the cut
off period, with no recycling of the benefit for future
investment into housing delivery? The Review
recommends that the Starter Home discount should
be in perpetuity. If this was the case, the Starter
Homes scheme would become more acceptable in
principle, but even then, is likely to displace other
types of ‘affordable’ housing, particularly shared
ownership, rather than provide supply that is
genuinely additional.
16. Given how difficult it is for many young people to
save and the debt placed on many of our graduates,
it is clearly important that young people should be
supported to save as far as they can, including for
a deposit. This appears to be the most sustainable
policy to directly support home ownership in a way
that does not create significant additional house price
inflation. The Office for Budget Responsibility expects
the Help to Buy ISA to have “no impact on house
prices or transactions”. The Help to Buy ISA and
Lifetime ISA are sensible ways of enabling young
people to build a deposit for their first home more
quickly than otherwise, helping to level the playing
field compared to older people and current home
owners who have more equity.

17. Although in its infancy, the Help to Buy ISA
encourages a saving mentality and is an incentive
less focused on the immediate purchase of a home,
but on potential purchasers being given support and
encouragement to build the deposit required. Whilst
we don’t believe that the Lifetime ISA/Help to Buy
ISA in their current form are likely to have a material
short-term impact, directionally the principles of the
scheme are very positive, so we would encourage a
review aimed at improving the amount that can be
saved and the quantum of government support.
18. For first time buyers saving for a deposit, stamp duty
(SDLT) must be built into their savings budget, along
with the other associated moving costs, essentially
adding time to their period of saving before they can
look to purchase. For anyone else looking to move
up or indeed down the property ladder, SDLT is
“essentially a charge on moving house”.51 Interestingly,
the Yorkshire Building Society has suggested charging
SDLT to sellers rather than buyers. Although this
might not alter who actually bears the tax (this
depends on the so-called tax incidence – which
can shift the sale price to accommodate the tax),
it could ease the upfront cash requirement for
first time buyers in particular.
19. Finally, we note the effect that the original Right to
Buy policy has had on the rate of home ownership.
This has ultimately proved to be unsustainable
because of the falling council house stock – as a result
of not replacing every council home sold with a new
council home. Full one-for-one replacement of all
council homes sold through the Right to Buy would
sustain the council housing stock and the level of
Right to Buy sales in the future.
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Policy options – Part one
Promoting home ownership and improving
the housing position of young people

Our focus is on improving the position
of first time buyers and those who remain
in rented accommodation, rather than
driving a maximum, short-term home
ownership rate.
1. The Help to Buy Equity Loan scheme is an effective
tool in supporting both new home owners and new
housing supply. It is there to offset the disadvantages
faced by first time buyers in accessing mortgages
since the global financial crisis. However it does
bear inflationary risk. Consideration should be given
to targeting it more exclusively to first time buyers
and lower price points on a regional basis, whilst
extending its term beyond 2021 for this restricted
group. Retaining its use on an ‘unrestricted’ basis as
today can then be considered as a countercyclical
action by government.

3. More support should be given to programmes
that promote saving amongst young people. The
maximum scale of the Lifetime ISA should be
increased and consideration given to increasing the
level of Government contribution, making a more
significant impact on the deposit required by first
time buyers. Whilst this is not the fastest path to
home ownership, it is one of the most sustainable,
and the long-term benefits are significant.
4. The Right to Buy one-for-one replacement policy
should be extended so that all council homes sold
through the scheme are replaced rather than just
some of them under the current policy; to ensure
that affordable rented housing remains available to
those who need it and to sustain Right to Buy sales
in the future.
5. Consideration should be given to improving
the position for tenants, taking into account the
increasing number of tenants who are long-term
renters, and/or are young families. This should
be focused on improving conditions without
unnecessarily increasing landlords’ costs.

2. The Starter Homes policy should be retained but on
exception sites only and with the first time buyer
discount retained in perpetuity.
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CHAPTER 8:
What have been the causes of the
increase in house prices?
1. The relatively simple ‘supply and demand’ model
whereby increasing supply will reduce prices, which
fits most commodities, just doesn’t work for housing.
That is principally (and very simplistically!) because
housing lasts a long time: new housing supply relative
to the housing stock is very small. But it is also
because housing is unique and is essentially local.
This can mean that changes in house prices do not
always reflect changes in supply and indeed the
availability of housing. A myriad or other factors
driving house prices are often at play.
2. To take the example of the Republic of Ireland
from Saunders:

“Between 1996 and 2006, house prices there
spiralled much higher than Britain despite
a feverish construction boom. A total of
700,000 new homes were built in Ireland in
those 10 years – one for every six people in
the country. Yet the average price of new
houses still went up by 250 per cent between
1996 and 2006, and that of existing houses
increased by 300 per cent. The scale of this
house price boom was vastly greater than
in Britain, despite all that new building.

4. Such stability also implies that first time buyers spent
much the same proportion of their earnings on their
home as previous generations. Owner occupiers
benefited from the real capital growth in their homes,
“but because houses were no more expensive relative to
earnings than before, they were able to make these
gains without new buyers losing [out].”
5. From the end of 1996 to the end of 2006 there was a
sustained house price boom in the UK, and over the
decade UK house prices rose by 151% in real terms.
Excluding the very peak of the bubble, we examined
the drivers of price growth over the 10 years from
1996 to 2006. It is often suggested that the biggest
contribution to this increase was a shortage of supply.
However, this is a misleading, or at least over
simplistic view of this period.
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After 2008, when the bubble burst, house
prices in Ireland fell by 50 per cent over the
next four years, although they have been
recently recovering. Thousands of newly-built
homes were left empty and 20,000 homes on
‘ghost estates’ are now being demolished.
Clearly, Ireland’s problem in the early years of
this century was not limited by supply; it was
profligate lending by banks for real estate
purchases which over-stretched demand.” 52

3. In his historical analysis of the UK housing market,
Saunders estimates that in the period from 1960–1999,
the House Price Index rose from 123.2 to 3,947.5
(+3,104%); average earnings increased from £545.06/
annum to £15,825 (2,803%); and general retail prices
(of goods and services) rose by ‘just’ 1,228%.53
Therefore, whilst house prices and earnings increased
almost in tandem, other prices in the economy rose
much more slowly. In other words, house prices stayed
flat relative to wages. In short, there was stability of
house prices to earnings.

Source: UK House Price Index
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Our model suggests that housing supply constraints
contributed little to price growth between 1996
and 2006
6. Much like the Saunders prognosis, our model of the
housing market suggests that much of the increase in
real house prices was driven not by driven by an acute
lack of overall supply. Looking at the housing stock
per household, we can see that the increase in
household numbers over the period was more than
offset by increases in the number of dwellings. In the
ten years from the end of 1996 1.88 million new
households appeared, while the dwelling stock rose by
2.04 million units. Consequently, despite the
sensitivity of prices to changes in the ratio of
dwellings to households, this variable actually
increased slightly, and hence did not contribute to
price growth over the decade. However, again, we
cannot conclude from this an absence of pressures
surrounding the availability of housing, and more is
said on the distinction between ‘prices’ and
‘availability’ later in this chapter.
Rising incomes and falling interest rates, were the
major drivers of the boom in house prices between
1996 and 2006…
7. Our economic model suggests instead that the main
driver of the house price boom during the decade was
growing real household incomes, rising employment
and falling user costs driven primarily by declining
mortgage interest rates. In keeping with other studies,
we find that house prices are highly sensitive to
household incomes, such that a 1% increase in
average real average income per household raises
prices by 2.2%. Sharp falls in real incomes after the
financial crisis were a factor driving prices down.
8. The other significant determinant was the falling user
cost of capital, primarily falling mortgage interest rates.
Typical nominal mortgage interest rates fell from just
over 11% in 1992 to around 2-3% by the end of 2014,
sustaining a further increase in house prices.

9. As already discussed, during the boom period new
housing supply outstripped the rate of household
formation. But since the financial crisis this picture
has reversed. Our modelling results therefore also
have implications for the contribution of supply
constraints to house prices in recent years, as price
growth has again gathered pace. For example,
between 2013 and 2014 270,000 new households are
estimated to have formed in the UK, while net new
supply was 159,000 in the year to 31 March 2014.
The shortfall of new supply in this case was therefore
around 110,000 dwellings or around 0.4% of the
stock of dwellings in the UK in 2013, which stood
at 27.91 million. Our modelling suggests that the
shortfall was responsible for pushing up prices by
around 0.7% over the course of that year. In total
overall prices rose by 4.6% in real terms, indicating
that even in the year to early 2014, an unusually large
shortfall of supply was not a particularly large driver
of recent house price inflation.
10. Applying the results of our model to the historical
data reveals the contributions of various factors to the
boom in house prices in the 1996 – 2006 period:
DRIVERS OF THE HOUSE PRICE BOOM
BETWEEN Q4 1996 AND Q4 2006
(PERCENTAGE POINT CHANGE IN REAL HOUSE PRICES)
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Source: Oxford Economics model of the housing market
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11. Looking beyond the house price boom of 1996 to
2006 and to the future, these results can also be used
to find out which of the determinants were
responsible for past changes in house prices and
home ownership. This in turn helps to shed light on
the nature of the policy challenge. We find:
•

•
•

A 1% increase in housing stock, or 1% fall in
household numbers (i.e. increased housing
availability) lowers real house prices by 1.8%;
A 1% increase in real earnings per household
raises real house prices by 2.2% in total; and
A 1% increase in the cost of capital – i.e. the
mortgage interest rate (e.g. from 4% to 4.04%)
lowers real house prices by 0.19%.

15. In particular, the Review team would remind readers
of Kate Barker’s assertion in 2004: “New supply only
accounts for 1 per cent of the housing stock, and so even
measures which change new supply significantly would
not have much effect on prices were it not for the role
of expectations.”54
Additional supply will reduce prices only if maintained
over the long-term

12. This has important implications for the stability of
house prices to earnings. In order for real house
prices to rise in line with real earnings in the longer
run, with current low interest rates, we would have to
substantially ‘out build’ the growth in the number of
households, assuming that in this scenario all the
elasticities remained the same. With real earnings
growing at 1.5% per year, real house price rises would
be in the order of 3% annually, all other things being
equal. This implies we would have to ‘out build’ the
growth in households to trim the real house price rate
increases back to anything near 1.5% – i.e. the same
as real earnings growth – and so stabilise prices
relative to earnings.
13. However, our modelling results suggest that if
mortgage interest rates returned to past norms, this
would largely offset any likely house price growth
from incomes over the next decade.
14. There could of course be a possible further ‘tailwind’
effect on house price inflation if house price inflation
expectations adjusted. This is similar to what
happened to general RPI inflation expectations
during the 1990s as the Government and later the
independent Bank of England brought general (RPI)
inflation under control and, over many years, built
the credibility of its policy stance. As part of that
virtuous circle, for example, reduced house price
inflation expectations would also reduce the
attractiveness of housing as an investment (i.e.
diminished expected capital gains) so quelling
demand (and prices).

16. The results of our modelling show that a 1% increase
in the number of dwellings, or a 1% fall in the
number of households, would reduce real prices by
only 1.8%. This result is in line with the results of
similar past modelling exercises, including a recent
paper from the Office for Budget Responsibility.
17. For policymakers the implications of this analysis are
very relevant. Restrictions on new housing supply
have not been the main culprit when it comes to price
rises over the past 25 years. Looking forward, if the
number of households in the UK were to grow at
around 200,000 per year, net new supply of 300,000
dwellings per year over a decade could be expected to
cut real house prices by around 5 percentage points
(0.5 percentage points a year). In other words,
boosting housing supply is only likely to have a
material impact on house prices if sustained over a
long period. This does not take account of the role of
expectations which could be expected to accentuate
the house price effect of increased supply.
18. Of course, this doesn’t prove that supply isn’t an issue,
it just illustrates that in the short-term, supply can
increase and prices will continue to rise, often based
on optimistic projections of future house price trends.
19. In reality housing supply and house prices are only
connected in the very short-term and the very
long-term. In the long-term as our modelling
demonstrates. In the short-term at a local market
level week by week, based on the absolute availability
of individual homes for sale, set against real, financed
prospective buyers and what they are willing or able
to pay, directly impacts price – this dynamic in
particular has impacted heavily on central London
prices over recent years.
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CHAPTER 9:
House prices, affordability
and availability
Has affordability worsened?

1. This chapter briefly considers whether affordability
worsened with rapidly rising real house prices from
1996 to 2006. To answer this, we consider the
question: Affordability for whom? For first time
buyers the answer is that higher real house prices
(compared to earnings) means that affordability has
worsened because they must save longer for a deposit
in order to access home ownership. Even with a
constant deposit requirement, the amount of deposit
that a first time buyer needed rose along with rising
real house prices (making it less affordable for them).
In other words, we have been moving the goal posts.
And, as we have seen, the deposit requirement
actually became much tougher with the onset of the
financial crisis in 2008 with the withdrawal of high
LTV mortgages.
2. However, for existing home owners and renters the
answer is less clear-cut. The main way that researchers
think about affordability – how it compares between
the tenures, and whether it has become worse or not
over time – is to look at the total annual costs of
owning a house against the annual cost of renting it.
3. The cost of owning a house includes the cost of
repaying the mortgage plus the mortgage interest on
it, as well as maintenance costs and tax such as stamp
duty (SDLT). It also includes the foregone income on
the housing equity that that home owner could have
earned by putting that equity (capital) into an
alternative investment. However, to compare the cost
of owning a house to the cost of renting we have to
strip out the cost of repaying the capital on the
mortgage. In doing so, we get the cost of using the
house – namely the ‘user cost of owning’ which
broadly should be equivalent to the cost of renting it.

4. The biggest variance in the cost of owning a home is
likely to come from changes in the cost of the
mortgage interest (maintenance costs are broadly
constant over time). This will depend on the size of
the mortgage, which is determined largely by the
purchase house price and the prevailing level of
mortgage interest rate. For example, a £200,000 house
at a 2% mortgage interest rate has the same ‘user cost’
as a £100,000 house at 4% mortgage interest rate – i.e.
both £4,000 p.a.
5. In the last 20 years or so, house prices have risen
rapidly while interest rates have plummeted – high
house prices have been sustained by very low costs of
capital. The net result for all existing home owners,
including those becoming home owners for the first
time during the last 20 years, is that the user cost of
home ownership (on aggregate) has fallen in real
terms, as shown in the chart opposite. However, home
owners who got onto the housing ladder more
recently, for example, within the last five years, will
not have benefitted from rising house prices as much
as those who got onto the ladder 20 years ago. This
means there will be a distribution of gainers and
losers even amongst existing home owners.
6. The chart opposite shows that the ‘affordability of
housing’ in either tenure has actually improved on
aggregate since 2007. So we have to be careful about
simply saying that affordability of housing has
worsened, even though the affordability of buying a
house has done. It is still entirely correct to point out
that given the need for a deposit (combined with
tighter mortgage restrictions), getting onto the
housing ladder is now ‘less affordable’ for first time
buyers. It is also right to point out that ownership
might appear more affordable than it is, given
very low mortgage interest rates which could
rise unexpectedly.
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USER COST VS RENT (AVERAGE ANNUAL COST, £, 2016 PRICES)
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7. A further interesting point about this chart is worth
noting, picking up on the cause of the decline in
home ownership from Part I. Namely, it indicates why
home ownership started to fall in the mid-2000s as
the cost of owning rose above that of renting – i.e. the
peak in the ‘cost of owning’ line, which was driven by
rising house prices. After the crash the ‘cost of
owning’ line dips back below the ‘rent’ line indicating
that home ownership fell back below the cost of
renting. This should have pushed home ownership
rates up again, but increased mortgage restrictions on
first time buyers and their deteriorating incomes
kicked in, stopping that from happening.

Is there a lack of housing available?

household growth – implicitly, to enable all of these
new households to form and to avoid ‘hidden’
households and/or worsened availability.
3. However, new housing supply in England in recent
years has been well below 200,000 a year.56 We also
observe that even had annual new housing supply
kept pace with household growth at 240,000 a year, it
would still represent a mere ~1% of the housing stock.
The scale of the existing housing stock relative to new
supply effectively means that supply side policy
measures – and especially any surplus of new housing
supply over underlying household growth – will
always impact slowly on the overall availability
of housing.

1. When enough housing is available, households are able
to form and their reasonable housing requirements
are met.55 This in turn depends on whether new
housing supply equals household growth currently,
and whether it has been true in the past. What such a
situation does not necessarily preclude is ‘high’ house
prices as already discussed.

4. As discussed in Part One, our modelling of the
housing market shows no clear relationship between
new housing supply and the rate of home ownership.
However, new supply clearly increases the amount of
housing available to all households, and it helps to
make it more affordable in the long run by reducing
real rents and house prices across the tenures.

2. Since 2004 and the conclusion of the Barker Review,
it has been widely accepted that the long-term
constraints on UK housing supply, and the fact that it
has in recent decades been relatively unresponsive to
fluctuations in demand, are the biggest constraints on
housing availability. According to the household
projections at the time, we needed net housing supply
of 240,000 homes a year in England to keep pace with

5. So is there actually already enough housing available
in the right parts of the country to meet our reasonable
housing requirements? In one sense the answer is yes.
Housing is available – so if one has the capital for a
deposit and a steady income, one can go and buy a
home, in most size brackets, in most geographic
markets. As pointed out in our focus groups “there
[are] houses still out there but it's just getting a house,
getting a mortgage, getting it sorted.” 57
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6. The problem, however, is that in many markets the
amount of deposit and income required to buy (or
rent) is beyond the reach of many on decent incomes.
And so people are shut out. Further, the more closely
we segment product size, design, style, floorplan etc.
the more markets are affected. This would imply that
there are not enough houses.
7. But to a degree this has always been true and what
constitutes reasonable expectations about housing
requirements is subjective. Being able to buy is not just
a yes – no binary decision, as there are considerations
around space, quality and locality which households
can trade off. Furthermore, as real household incomes
rise, households tend to demand proportionately
more housing.58
8. It is interesting that when we look at the number of
homes per 1,000 population over the last 50 years or
so, we actually find that there are more homes per
population than there have ever been (though noting
a slight fall between 2011 and 2013).
HOMES PER 1000 POPULATION IN THE UK, 1961 TO 201359
Year

Total homes per 1000 population

1961

315

1971

345

1981

383

1991

411

2001

431

2011

441

2013

435

Source: Saunders, Restoring a Nation of Home Owners

9. However, this does really tell us anything about the
availability of housing and how availability has
changed over time. That it because it looks at
population rather than households. It therefore
ignores the long-term trend towards smaller
households (and smaller homes), driven by
reductions in the number of children per family,
increases in divorce and separation, and increases
in single-person households in older generations.
In 1961 the average household size for the UK was
3.0 people. Between 1961 and 2001 the average UK
household size decreased steadily to 2.4, although it
has fallen less rapidly between 2001 and 2011 from
2.4 to 2.3.60
10. As is to be expected, the ratio of homes to households
is close to 1:1 and this is broadly constant over time.61
However, the surplus of houses over households starts
at 800,000 in 1992 and peaks at 1.2 million in
2008-09, which is a reasonable variable but not huge
in the context of a housing stock of over 28 million.62
The aggregate figures also don’t take account of the
fact that there may be a larger surplus in parts of the
country where people simply don’t want to live and
huge pressures elsewhere.
11. Unfortunately, the ratio of houses to households can
only tell us so much about the availability of housing.
This is ultimately because household formation is
limited by the available housing stock. The ratio
doesn’t tell us about the households that would have
formed had there been more homes available for
them to live in – the so-called ‘hidden household’
problem. This is pertinent to this Review, which has
already uncovered that younger people have not been
able to access the housing market as freely as others,
as a result of tougher deposit requirements and falling
relative incomes. This could mean that the price
signal does not fully reflect what is occurring in the
market (i.e. there is an element of allocation through
a ‘rationing’ effect).
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12. The most obvious example of the hidden household
in the context of this Review is young adults living at
home with mum and dad because they cannot afford to
move out – either to buy or to rent.63 Indeed, looking at
data for the UK, the number of 25-34-year-olds living
at home with parents increased by 1 million between
1997 and 2015, from 5.6 million to 6.6 million,
despite the population of that age group rising by only
300,000.64 It is difficult to believe that, all of a sudden,
the preference of 25-34-year-olds has changed so that
they want to stay at home. Their decisions must be
being influenced by the changing availability of
housing and the changing affordability constraints
faced by this group. However, the increased numbers
are surprising in the context of only modest rises in
rents, though perhaps partly explained by the relative
fall in the incomes of young people.
YOUNG ADULTS AGED 15 TO 34 LIVING WITH THEIR
PARENTS IN THE UK, 1996 TO 2015 (MILLION)
7.00
6.75
6.50

13. It is notable too that more and more young adults
living at home will bolster household sizes: we saw
above that the long-term trend of falling household
sizes eased up markedly from 2001, when we would
otherwise have expected it to continue.
14. Another way of establishing whether we have a
shortage of houses is by looking at Strategic Housing
Market Assessments (SHMAs). These are produced
by local authorities (and the Greater London
Authority) to objectively assess housing need in order
to inform their Local Plans. The latest London SHMA
for example helpfully produces an estimate not only
of the new housing supply needed to cope with
London’s growing number of households, but also an
estimate of the current shortage – i.e. the number of
households that are not currently housed (including
our ‘hidden households’). It estimates this figure to be
180,000 for London.65 Broadly consistent with this,
many housing experts and commentators believe
there is a current shortage of at least 1 million homes
UK-wide – with much of this in the South East.
Therefore, we need a net supply of new housing
sufficient not only to cope with the projected growth
in the number of households in the future, but more
besides to address the current backlog.
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15. Clearly, different parts of the country have different
degrees of housing availability. It is widely perceived
that because of the far higher house price to earnings
ratios in London and the South that the housing
‘crisis’ is worst in these parts of the country. This is
true up to a point and indeed since the National
Planning Policy Framework (NPPF) came into being
in 2012, SHMAs must take some account of housing
market signals (e.g. house prices) in their objective
assessment of housing need.66 The house price to
earnings ratios vary markedly, not only from one
region to the next, but also from one local authority
to the next, as the following chart shows, which
compares single average earnings to house prices:

16. Alan Holmans in his regional assessment of English
housing need in 2013 concluded that 60% of the
nation’s housing requirement was in the South.68
Of course that still means we need to build new
houses in the Midlands and the North, just not to the
same extent as in London and the South. If we look
at house building completions regionally since 1990,
we find that a slight majority of homes were built in
the South.69 This is not massively out of kilter with the
Holmans analysis of where the housing is required.
Further, completions are likely to provide an
underestimate of new housing supply, particularly
so in London, given that London is highly landconstrained and relies more heavily on other forms
of new housing supply such as the conversion of
houses into flats and offices to residential use.

PRICE: EARNINGS RATIOS BY REGION (2015)67
Average

Local authority with lowest

Local authority with highest

25

24

20
15

14.5

10
5

11.2

10.1
6.2

7.3
5.2

4

7.9

7.5

7.2

6.9

11

10.3

5.5

5.8

5.3

Yorkshire & Humber

East Midlands

West Midlands

10.1

16.9

15.9

15.1
10.7

9.6
7.4

6.8

South West

East of England

7.6

8.9

0
North East

North West

Source: Land Registry and ONS (derived using LR and AHSE - average earnings for single person not household)
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17. The issues around housing availability are also less
black and white than a simple regional analysis
conveys. More locally we see, for example, a dearth of
family homes in the North West, a shortage of homes
in the most attractive markets in the North East, and
an oversupply of less desirable product in many
locations, particularly inner cities. Housing markets
and indeed house prices are highly localised. A study
by HouseSimple revealed that the value of the average
home in Blackpool and Middlesbrough has fallen
by almost 30% since the 2007 financial crash.70
No market is perfect – but housing is an extreme,
given the financing constraints and the fact that
every home is unique.
18. Fundamentally, increasing the availability of housing –
new housing supply – comes down to the availability
of land to build it on. Many of our cities with a lack
of housing availability are bounded by green belt.
Oxford is an obvious example of this: with restricted
availability of land for new housing supply, it is also
one of the least affordable cities in the UK.
19. Green belt land is often but not always green or
environmentally valuable. That of course is as
intended – the green belt is not an environmental
policy tool but a mechanism to prevent urban
coalescence. However, green belt is often in locations
where new housing supply is needed the most. Hilber
(2014) notes “In London, for example, three tube
stations are situated within the green belt, as are several
Crossrail stations.” 71 Stringer (2014) estimates there
are 20,000 hectares of land within 800 metres of a
station in London’s green belt that do not have
markers of environmental quality – i.e. are not one of
the following: an area of outstanding natural beauty;
a site of special scientific interest; a designated wildlife
site; or an area that is used for recreation purposes.
If only half of that area was re-designated, there would
be space for 500,000 houses taking up less than 2%
of London’s green belt.72

20. Not making housing available in the locations where
people need it has implications for the labour market
and economy more widely. In research commissioned
by Quidco, the cashback site, it was found that
commuting is taking a large chunk of monthly
salaries, costing nearly £2,000 per year, with a third
of workers admitting they were forced to turn down a
job due to the costs associated with the commute.73
21. The latest Census data from 2011 also shows us that
people are commuting further than ever before, with
the average distance increasing from 8.3 miles
(13.4km) in 2001 to 9.32 miles (15km) in 2011.74
No doubt much of this daily trudge is through green
belts. This suggests that homes are not being built in
the locations where they are needed most, with access
to transport, jobs, good schools and other factors
which contribute to a good quality of life.
22. In short, building enough new homes is not enough.
We need to build them in the right places right
down to the local level, to ensure good availability
of housing up and down the country. That inevitably
means ensuring land for housing is made available
accordingly, with proper respect for valuable sites
of environmental importance and local use, but with
an honest assessment of the pros and cons of
each decision.
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CHAPTER 10:

of house building ‘bouncing back’ and following
‘V-shaped’ recovery out of the recessions, house
building instead ‘bumped along the bottom’ for a
prolonged period: for a good 10 years in the 1990s
and a good five years in the 2010s.76 These periods are
illustrated on the chart below (encircled). This equates
to periods of ‘lost output’ which reduced new housing
supply over the economic cycle. What the chart also
conveys is a ‘ratcheting-down’ effect in house building
capacity after each successive recession, reinforcing
the point that building capacity is a long time in
the making.

Challenges to increasing housing supply
and availability
Challenge #1: housing market cyclicality
(boom and bust)

3. Looking at annual house building levels in the UK
during the last two recessions, the long-term damage
caused by cyclicality becomes self-evident. In both
recessions, annual house building slumped
dramatically – by 30% from the peak in 1988 and by
40% from the peak in 2007.75 Worse than that, instead
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2. Any dramatic reduction in effective demand at the
onset of a recession tends to be met with a dramatic
reduction in house prices and subsequently in supply.
In the two most recent recessions, the combined
reduction in price and volume meant that the cost of
production was greater than the potential sale price,
at least in the short-term. No business can afford to
produce in such a reduced-demand environment –
particularly in a capital-intensive industry like house
building. The reductions in output over 18 months in
both of these most recent recessions were significant
and swift. Between 2007 and 2009 total industry
output nearly halved, even with some demand being
supplemented by additional funding for affordable
housing. At a site-by-site level, this reduction was
even more rapid – concentrated in the six months
between April and October 2008.

ANNUAL HOUSING BUILDING COMPLETIONS,
UK 1980-2015 (‘000)

1980

1. In a major recession, house building tends to be an
early casualty, due largely to the significant impact of
confidence on private housing sales. Although
housing is a fundamental need, many people are able
in the short-term to remain in existing
accommodation with their parents, or in shared and/
or rented accommodation. In most recessions, the
cost and availability of finance also drives immediate
and sometimes dramatic changes in sales rates and
prices. For example, in the late 1980s, the rapid
increase in the cost of debt meant that many existing
home owners were unable to fund their mortgages
and that many potential home buyers were unable to
fund a purchase. In the most recent recession, the
significant reduction in the availability of finance –
most notably for first time buyers – meant that once
again many potential buyers were unable to purchase.

Source: DCLG

4. So what is happening at the individual business level?
In response to the immediate reduction in housing
supply, firms must enact sharp reductions in staff
levels, in subcontractor resourcing, in investment in
infrastructure, in regional management capacity and
in the payment and progression of future land.
Historically, these have not been choices – without
radical action, having lost up to 60% of their cash
inflows, companies would have been put out of
business, leaving unpaid creditors and unsupported
employee pension schemes.
5. The recovery process then tends to be slow.
Confidence among customers and lenders does not
return overnight, and if the housing recession is
linked to a major economic recession, the underlying
economics can take a long time to recover.
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Production capacity that can take 6-12 months to cut
back can take 4-5 years to recover. Historically both
the cutting back of capacity and the slowness of the
recovery have been exacerbated by aggressive growth
into the peak of the cycle and generally weaker
balance sheets subsequently in the house building
sector. This has meant more severe cutbacks, often
accompanied by a phase of expensive debt refinancing
and equity raising. More generally this contributes to
a high cost of capital for the industry and investor
caution towards the sector.

10. To illustrate how short-termism can negatively impact
on supply (and so ultimately damage affordability in
the long-term), we use four examples:
a. New settlements are a valid and effective way to
add incremental supply with direct support and
intervention from central Government. However,
over recent years a combination of policy changes
and party changes have resulted in the focus
moving from eco-towns to sustainable urban
extensions, and to garden cities and villages. With
each change, the focus shifts and an entire
industry of experts and effort goes back to the
drawing board.

6. Structurally, the impact of the economic cycle is very
important and impacts on everything from total
long-term production levels to the level of investment
in research and development or new staff development.
The industry today is more cautious about this
dynamic than it has been historically, not least as
many firms had a ‘near-death’ experience following
the credit crunch. One would therefore hope that the
impact of any future downturn would be less, and
that we would be quicker to recover, but it would be
very optimistic to believe that the impact would not
still be very significant.

b. Demand-focused policies can have a more
significant short-term impact, which can be
appealing. However, as discussed, these often tend
to increase cyclicality which damages supply over
the long-term, since major supply reductions in a
downturn damage underlying capacity and
investment which take time to rebuild.
c. One of the long-term brakes on supply is the
nature and structure of our planning system.
Successive governments have tried to improve this
over the last 15 years, with partial success, seeking
to balance the benefits and costs of development,
and national and local politics. However, it
remains the case that the appetite to invest in
projects that are long-term but deliver essential
value – such as infrastructure and social housing
– is limited compared to projects with a quicker
payback. This is even more true since the
financial crisis.

Challenge #2: policy short termism
7. A common cry in many of the call for evidence
submissions to this Review was for governments to
‘stop fiddling’.77 We can optimise the current system,
but only if we don’t keep making major changes to it.
Besides which, we have yet to see the increased
housing supply benefits of the reforms in recent years.
8. Governments, politicians, and indeed most of us
operate in the medium term of two to three years –
whether this be our planning horizon for our families
and finances, or the clock ticking before we are up for
re-election. But almost all economists and analysts
agree that housing supply at a national or regional
level will impact on the availability (and affordability)
of homes only over a much longer time frame – at
least 10 to 20 years.
9. For this reason, we need the best long-term policy
solutions, which lie in improving the quantity, quality
and appropriateness of supply in particular where it
is needed the most. Just as importantly, there is no
short-term solution to new housing supply and the
availability of housing, and a continual obsession
with finding one can lead to incoherent and
damaging policies.

d. When government objectives are not met, a
tendency to look for someone to ‘blame’ creates
future policy uncertainty for key sectors in the
overall market. Recent negativity towards the Buy
to Let sector risks delaying investment trends, and
particularly in the important development of a
fledgling ‘professional’ private rented sector. This
can only be unhelpful.
11. Historically, governments have also introduced
annual targets, often focusing on a five-year period
(the length of a parliament), or even shorter. This
ignores the reality of how investment in housing
works. At its most basic, a five-year investment period
is likely to be the shortest project life of most
potential housing schemes.
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12. To illustrate, we could usefully group potential
new housing projects into two scheme types.
First, schemes that are basically ready to make a
planning application and are independent of major
infrastructure requirements, with a site size of up to
around 400 homes (including small sites of 10 homes
and fewer). Second, schemes which are new
settlements, major urban extensions and any larger,
infrastructure-heavy schemes, which can be
anywhere between 400 and 6,000 homes.
13. The development lifespan of the first type of scheme
tends to be around 5-6 years, of which roughly two
years is spent in the ‘planning process’ in its widest
sense, followed by between six and 12 months on
delivering site clearance and local infrastructure.
The balance of up to around three years is spent on
delivering and selling the homes, dependent on
location and site size.
14. The development lifespan, if we take a ‘range’, of the
second type of scheme tends to be between six years
and 15 years. Historically the planning process part of
that alone could be upwards of 10 years. Today,
however, the planning process part can be as short as
3-4 years for ‘acceptable’ major schemes. Putting in
place the initial enabling infrastructure necessary to
start housing construction generally takes a minimum
of 12 months, although of course this investment
continues while the house building process is
underway. A development of between 1,000 and 2,000
units may be built out in around eight years at a rate
of between 125 and 250 homes per year, depending
on the depth of the local market. This gives a total life
cycle of around 12-13 years. Of course for major new
settlements, composed of many large schemes, the life
cycle can be even longer than this.

Challenge #3: inconsistent application of the
planning system
16. The plan-led system such as the ours requires a
consistent application of the system across the
different local planning authorities.78 Unfortunately,
the planning system is not always applied consistently
by local planning authorities and this can result in
unexpected delays and financial prejudice to the
delivery of a site. This can often create a setback to the
construction timetable for much-needed new homes,
hence reducing new housing supply.
17. This is important when we look at the natural and
undeniable complexity of the decisions that a
planning application involves. We have an unhelpful
tendency to ‘demonise’ different groups as ‘NIMBYs’,
‘self-interested developers’, or ‘ineffective planners’.
This belittles the reality that a large-scale application
is inevitably very complicated as the valid concerns
and objectives of disparate groups are balanced.
18. This doesn’t mean that pace doesn’t matter: it does.
But what matters more, is consistency and reliability
and risk. Over the last six or seven years, the
consistency of individual applications has improved
as the rules have been simplified. This has led to
increased applications granted, but is yet to work its
way through fully to increased housing delivery.

15. So even with significantly accelerated ’build’ and
‘sale’ phases, the life cycle of these projects –
particularly where they involve significant
infrastructure – is longer than a ‘normal’ political
cycle. If we then also layer on top of this the impact
of the economic cycle (17 years historically), which
impacts significantly on both public and private
investment and the rate of short-term housing
sales, it is not hard to understand why a five-year
political cycle and targets set over associated
periods is too short to drive meaningful
improvements in housing supply.
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CHAPTER 11:
Policy discussion – the housing market
and supply
1. The biggest issue for young people is not home
ownership but the affordability of housing services,
and all long-term sustainable solutions to high house
prices and availability depend on increasing supply.
However, as we have argued above, increased new
supply does not directly improve the home ownership
rate and though it will have a suppressing effect on
house prices (and therefore improving affordability),
it is a very slow, cumulative process.
2. There have been some positive policy steps towards
housing supply for the long-term since 2010 and the
formation of the Coalition Government. From a
planning perspective, the Localism Act 2011
introduced new powers for people to make
neighbourhood plans and neighbourhood
development orders.79 The Community Infrastructure
Levy came into force, providing local authorities with
the power to set their own spending priorities and
receive a more predictable funding stream. Further
modification in the form of the National Planning
Policy Framework (NPPF) in March 2012 further
changed the face of planning.80
3. We do believe that there needs to be a further change
in attitude to supply to increase the availability of
housing. We do not question whether politicians,
both national and local, and increasingly the general
public, accept the need for increased supply. We
strongly believe that, particularly since the Barker
Review in 2004, they do. This conclusion is not
about one political party or another being ‘the party
of home ownership’ or ‘the party that will build
more houses’.
4. The issue ultimately is that what is needed is not a
couple of years of greater supply, or even a five-year
political term of increased production. What is
needed is decades of consistent supply improvements,
in both quantum and particularly location, and that
can only be achieved with a long-term plan, whose
principles are agreed by all main political parties, and
where short-term decisions are taken, but are taken in
line with those principles and that plan.

5. The Review team has come to the important but
unsurprising conclusion that the only way to improve
the healthiness of the housing market is through
increased supply. Our focus should be long-term and
resolute, and ideally it needs to agree some common,
cross-party elements, including:
•
•
•

•

A common view on 10 and 20-year housing
targets, with a flight path;
An agreement to invest in new settlements – small
and big – and urban extensions;
Common agreement that a set of readily
deployable countercyclical tools should be in place
before the onset of a downturn;
A commitment to consistent investment in
affordable housing.

6. It is a cliché, but up to a point it is true that ‘what gets
measured gets done’. Put differently, targets matter,
and good targets can generate behaviour to help
achieve a particular goal, whereas bad targets tend to
either have little meaningful effect, distract from the
main goal, or, worst of all, create behaviour which
acts against what they were trying to achieve in
the first place. Our belief is that historically we
have suffered from having ‘bad targets’ set in a
short‑term political environment rather than
properly considered.
7. As significant increases in housing supply only have
a small short-term effect on prices and therefore
affordability, our supply goals must be fundamentally
long-term, looking at the conditions in which
long-term supply can be maximised, rather than
focussing primarily on goals two to three years
(or even five years) ahead.
8. At least 10 years and ideally 20 years would be more
appropriate target setting periods for housing supply.
Of course, it will be unpalatable for any improvement
to take this long – there is a risk of spending decades
waiting for ‘jam tomorrow’ or political ‘kicking into
the long grass’. We therefore need to build in to these
targets a reasonable ‘flight path’ for new housing
supply so that we can assess progress. In addition to
allowing us to plan properly to create new
communities and invest in infrastructure, this longer
term planning will force us to take into account the
potential impact of the economic cycle and plan
mitigation in advance, rather than on the hoof.

– 59 –
T H E R E D F E R N R EV I EW I N T O T H E D E C L I N E O F HOM E OW N E R SH I P

PA R T T W O : T H E H O U S I N G M A R K E T

9. The chart below shows the illustrative impact of a
slightly more cautious short-term strategy that
includes cyclical planning, compared with an
aggressive short-term approach. Whilst over a five
year period the more cautious approach results in
approximately 10% lower total production, over
10 years, assuming a downturn at some point in this
period, the more cautious, long-term plan results in
circa 12.5% more homes being built.

where they cause the least political noise. In reality,
large new settlements offer a poor short-term
investment on volume versus investment – but
assessed longer term, they are an essential part of
housing growth, particularly in the South East.

ILLUSTRATIVE IMPACT OF LONGER STRATEGY CYCLES
5 year target

10 year target

20 year target

12. It would be naïve to believe either that either
economic or housing market cyclicality were a
thing of the past, or could ever be completely
eradicated. However, housing market cyclicality
can be managed to reduce its impact on house
prices and, perhaps more importantly, its impact
on total long-term supply.
13. During the course of this Review, it has become
increasingly clear that past policies have reacted only
retrospectively to a housing market collapse and have
often come too late (e.g. Help to Buy). There is also a
danger that policies can actually exaggerate the cycle
rather than dampen it.
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14. We believe that there needs to be a clear plan for
different stages of the cycle, and most importantly a
contingency plan for a recession. Many recessions are,
by their nature, not anticipated or predictable and
they are highly damaging to housing supply. Such a
contingency plan is particularly relevant in the
context of supporting housing supply in the longer
term as discussed above.

‘000 new homes
Source: Redfern Review calculation

10. Much is often said about garden villages, garden
cities, or eco-towns. Sadly, much of this is because
they are handy buzzwords. What we really mean is
creating new, high-quality stand-alone settlements,
big or small, as part of an overall housing strategy to
increase new housing supply.
11. We argue that these new settlements are an important
and valid component of a valid housing strategy.
However, so often the potential for real long-term
growth is squandered to short-termism. The way in
which new settlements have been assessed over recent
cycles has tended to be on the basis of how much
volume they can deliver in a few short years and

This cyclical plan would include early and swift
intervention to provide demand side support as a
recession breaks, and possibly even before, as a
pre-emptive move. Help to Buy Equity Loan could be
a candidate for a countercyclical tool with an equity
loan share or regional house price threshold that
varied over the economic cycle. Countercyclical
government investment in affordable housing with
greater flexibility for housing associations and
councils on the tenures they build during distressed
times could be another countercyclical tool. We also
note that more investment in the large-scale private
rented sector which is less dependent on short-term
– and sometimes volatile – house price movements
would be a useful automatic stabiliser.
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15. Turning to public investment in affordable housing,
we need fresh clarity around the scale of need for
genuine affordable housing, with a mix of tenures and
allowing councils and housing associations greater
tenure flexibility for the housing they build with
government subsidy.
16. As already discussed in Part One, the sale of local
authority homes through the Right to Buy has
diminished social housing stock. The discounts given
to buyers reduce the amount of money available to
replace those sold off; and initially capital receipts
went to Central Government rather than the local
authority, with money not ring-fenced for further
investment in housing provision and no policy to
replace sold dwellings.
17. There have since been a number of changes to the
Right to Buy, including its reinvigoration in 2012.81
This introduced a one-for-one replacement policy of
homes sold, but only for the extra homes sold as a
result of the more generous discount it brought in. In
other words, the policy was to continue not replacing
the Right to Buy sales that would have happened
anyway without the reinvigoration policy. The
Voluntary Right to Buy (VRTB), which extends the
Right to Buy to housing association tenants, will also
see all housing association homes replaced one for
one and this is welcome.
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Policy options – Part two

d. Government (including the Bank of England) has
a key role to mitigate market swings over the
cycle, reducing the impact on individuals and
reducing the effect of housing market volatility.

Improving the wider housing
market and increasing supply

Our policy options have a strong
underlying theme that our housing market
solutions must be planned, consistent,
long-term and accept the fact that there is
no single short-term silver bullet that can
bring supply and demand back into a
healthy balance overnight. We must also
make sure that we support the most
vulnerable in the here and now, through
targeted affordable housing and
improvements in the stability of
rented housing.
The following policy options are split into three areas:
the first block is around stability of supply; the second
around governance; and the third about ensuring the
planning system in its current form works effectively
and efficiently.
1. We must develop a long-term strategy for the
housing market that is based on principles that
can be agreed across the main political parties.
The core principles of that strategy should be:

e. Government has a key role to promote a saving
culture in young people and help people to help
themselves attain home ownership.
f. A recognition that house price stability, and
particularly house price growth in line with
earnings growth would be good for social,
economic and financial stability. Growth
consistently above this level is not the sign of a
healthy economy.
2. In creating a healthy long-term framework for
long-term housing policy decisions, it would aid
good decision-making to have a genuinely
independent review process for Government policy.
Individual policy decisions should state clearly their
goals against the strategic framework and then be
transparently assessed over time for their success in
achieving their goals. Due to supply-based decisions
– such as changes to the planning system - only being
effective on a far longer time horizon than certain
demand side measures including fiscal and monetary
policy, these should be assessed separately, requiring:

a. Long-term increases in supply, sustained over
20+ years will be needed to reduce overall housing
market pressure, increasing the ‘size of the cake’
and resulting in a ’positive sum’ gain.
Government’s primary role is in guiding the
long-term environment that will support
its objectives.
b. Government should take short-term actions when
and only when it is necessary to protect the most
vulnerable, and must ensure that these actions do
not increase market volatility or damage longer
term supply.
c. Both maximising long-term supply and
optimising the fairness in the housing market
require balanced efforts to promote a healthy
environment for the three key subsectors:
construction for private home ownership;
construction for a private rented sector; and,
construction of affordable housing.

a. an independent review of the impact of policy
changes on long-term supply quantum, quality
and effectiveness to meet future demand.
b. an independent review of the reasons for key
house price trends and the effectiveness of fiscal
and monetary policy in maximising stability.
The Infrastructure Commission fulfils a role for major
infrastructure projects, and whilst we acknowledge
that the emerging view that housing as infrastructure
has merit, we believe that there are too many
differences for the housing remit to be dealt with
within this body. Establishing a parallel Housing
Commission would require both housing skills and
the need to assess the market impacts in a way that is
much less relevant for infrastructure.
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3. It is our belief that recent policy changes to the
planning system will, over time, have a significant
beneficial effect on the quantum and relevance of
new housing supply. However, the full, positive
effects of these changes are yet to be felt. Further
significant changes are more likely to have a negative
than positive effect on long-term supply. However, we
believe that there remain specific focus areas that can
be improved within the current system, namely:
a. The resourcing of planning departments.
b. The effective operation of the Duty to Cooperate
and the interaction between urban, suburban and
rural authorities.
c. The interaction between neighbourhood plans
and local plans, which remains unclear.
d. The data used to assess the effectiveness of the
supply system at a national, regional and local
level, which is often poor.
e. Diversion of funding (from initiatives such as
Starter Homes and Modern Methods of
Construction) to housing infrastructure and
affordable housing should be considered.
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