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Introduction
Trying to capture the reality of the UK housing market by looking at it in terms of

ownership and renting is becoming ever more difficult. As well as buy to let, we

now have products such as Let to Buy, Rent to Buy, shared ownership and Right to

Rent which blur the distinctions between tenures – perhaps neither of the terms

owning or renting now fully capture the complexity and diversity of the

arrangements. Indeed we have both affordable renting and affordable

homeownership to add to the picture, highlighting the emergence of a layer that

sits beneath what might be seen as the mainstream market. Increasingly tenure

should be seen as a continuum of control and security with short-term lets at one

end (see Contemporary Issues Chapter 3) and outright ownership at the other. 

In recent editions of the Review we have commented on the continuing decline of

homeownership and the rise of private renting. This trend has now slowed,

reflecting the continued efforts of government to support the former and indeed to

control the latter. In this chapter our aim is to take stock of current developments

and the outlook for both sectors. 

Homeownership
Over recent years the Westminster government has made strident efforts to support

and sustain homeownership (summarised in Table 2.4.1). The Help to Buy equity

loan scheme has been in place since 2013 and has now been extended to 2023 in

England on amended terms, with its withdrawal then being subject to market

conditions (Scotland and Wales have yet to announce their plans). Stamp duty

land tax (SDLT) changes were announced in the November 2017 Budget (first-time

buyers in England were exempted from paying the duty on homes up to £300,000

and on the portion below £300,000 on homes costing up to £500,000). They were

followed in the Autumn Budget by the correction of an anomaly that had been

created for shared owners – SDLT was removed for any new shared ownership

buyer of a home priced up to £500,000 In England and Northern Ireland, but this

does not apply in Scotland or Wales. 

First-time buyer numbers rose again in 2018 after a significant recovery in 2016

and 2017 and now make up around 50 per cent of new mortgages (though in a

sense highlighting the difficulties faced in the home-mover market).1 However a

recent report showed that at the age of 30 those without parental property wealth

are now approximately 60 per cent less likely to be homeowners than people

whose parents are homeowners.2 As parents move up or down the property wealth

spectrum so the likelihood of their offspring entering ownership rises or falls

accordingly, and this relationship remains even after adjusting for buyers with

higher earnings or qualifications. The report shows that the importance of parental

property wealth is increasing. In the 1990s 30-year-olds with parental property

wealth were approximately twice as likely to be owners as those without, but by

the mid-2000s this had risen to almost three times.

Turning this around is a considerable challenge. It is evident that government is

already ‘spending’ the bulk of its housing-related financial support on the private

market. The report Dreams and Reality showed that across the UK this direct

support is of the order of £37 billion over the five years to 2020/21 (for

homeownership and private renting) through a combination of loans, grants and

guarantees, i.e. around £8 billion per annum.3 Less than a third of that funding is

outright grant, and (depending on the extent of any losses on loans and

guarantees) outturn government expenditure is likely to be much lower (see below

on Help to Buy). Over half of government support is specific to homeownership,

and two-fifths more broadly supports private sector supply. In Table 2.4.1 we have

updated the now regular summary of planned government support to the private

sector, to cover the period 2018/19 to 2022/23. 

The scope of this assistance is considerable. All homeowners benefit from the

capital gains tax treatment on sale of their homes. In addition, there are upwards

of three-quarters of a million owners who are currently being assisted via Help to

Buy, shared ownership and support/loans for mortgage interest payments. 

Part of this assistance is supply-focussed, reflecting the government’s belief that

more supply is the primary solution to the difficulties we face. That presumption is

being challenged in a variety of ways. The Letwin Review published in October

makes clear that the so called ‘absorption rate’ (i.e. the rate at which sites with

planning permission can be built out without reducing prices) determines the

speed at which large housebuilders will operate, thus weakening the link between

planning permissions and output of new houses.4 The Economist recently
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highlighted this tension and argued for a rethink in the policy approach which is

currently based around homes as financial assets, low interest rates and mortgage

controls.5

As can be seen, Help to Buy (HtB) is at the centre of government spending, costing

some £22 billion over the period 2013 to 2021 with a further £8.67 billion now

added to extend the scheme to 2022/23 (in total therefore £30.67 billion in

England). A recent evaluation suggests the programme continues to be effective in

delivering its primary policy goals – boosting new homes supply and assisting

entry to homeownership.6 Over 80 per cent of buyers were first-timers and some

41 per cent of buyers could be defined as representing additional demand, i.e. as a

direct result of the policy, over and above what would have happened in the

absence of HtB. This proportion fell to 37 per cent when buyers were asked if they

could have bought a smaller home outside the scheme. 

On the supply side, using these two demand-additionality estimates and 

applying the HtB proportion of new build transactions generates national supply

additionality figures of 16 per cent and 14.5 per cent respectively. This

additionality varies from around seven per cent in London (mainly because of 

the low proportion of HtB sales) to a high of 18.9 per cent in the Midlands. In

addition, because confidence in the new housing market as a whole has been

stronger, developers have argued that they built more units as well, thus the net

effect of HtB on output would be considerably higher. 

Nevertheless, Help to Buy continues to attract criticism as a source of builder

profits, house-price inflation, as a waste of public money and as a potential

destabiliser of the market, though not all of these arguments hold up under

scrutiny. One very obvious failing relates to the sale of an estimated one in seven

HtB homes on leaseholds, many with punitive ground-rent clauses, a loophole the

government moved to close when this became widely known.7

As of 31 March 2018 the total value of HtB equity loans outstanding was 

£8.93 billion in England (£436 million in Scotland and £254 million in Wales –

total across the three countries £9.62 billion; Northern Ireland is not in the

scheme). The England loans sit on the books of Homes England (previously the

Homes and Communities Agency, HCA) alongside other assets which in total add

up to £11.17 billion. Recognising the dominance of its exposure to HtB loans, the

agency notes in its annual report that as the loans are secured by second charges

‘...we have an elevated level of market risk compared to a typical portfolio of

residential mortgages’.8 These assets are valued with respect to the ONS regional

house-price index supplemented by actual experience of disposals, though it is

recognised this can only be a guide to what would happen in practice. The report

sets out some of the sensitivities, not least the impact of house-price falls and a

possible consequential increase in staircasing (where shared owners buy a larger

share of their property). 

There have been some suggestions by market commentators that the UK market is

both overpriced and due for a strong re-adjustment. However to date we have seen

a slowing in price inflation to the point where the market is recording modest

nominal gains alongside real-term falls. Despite this the HCA report notes a 

£56.6 million gain on equity loans of £435.8 million which were redeemed via

property sales in 2017/18 (and a £33 million gain on loans of £231.1 million in

2016/17), so for those years at least the government has secured a return of over

13 per cent on the equity loan investments made since inception and redeemed

during this period. 

The private rented sector
Much of the gloss has come off the buy to let market, reflecting the moves by

government to curb expansion and to rebalance the competition between property

investors and would-be homeowners. Setting aside the tax changes (higher SDLT

and reduced mortgage-interest tax relief – this comes down to 50 per cent from

April 2018 and then zero by 2020), landlords have also had to cope with an ever-

strengthening legislative agenda across Great Britain, including new rules on gas

safety in England and the extension of HMO mandatory licensing in England and

Wales (drawing more homes into the HMO category along with a national

minimum bedroom size applied to all licensed HMOs). Minimum Energy

Efficiency Standards (MEES) were put in place in England and the government’s

rogue landlord and property agents database went live (albeit bizarrely the

database was to remain confidential; subsequent outcry has secured agreement for

it to be in the public domain). 
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In addition, on 1 October provisions in the Deregulation Act 2015 were applied to

all existing tenancies, including the use of a new section 21 eviction notice,

limiting its validity to six months after service and introducing the retaliatory

eviction provisions which prevent evictions of tenants on assured shortholds who

request repairs or complain about conditions in their home. Then Karen Buck MP

finally succeeded in getting her Homes (Fitness for Human Habitation) Bill

through parliament. It requires residential rented dwellings in England to be fit for

human habitation at the start of a tenancy and thereafter. MHCLG will publish

guidance for local authorities, landlords and tenants before the Act comes into

force on 20 March 2019.

While all of these actions can be justified the reality is that most landlords are

broadly compliant and probably the biggest weakness remains the lack of

sufficient enforcement action against the minority of rogue landlords.9 Moreover

as Rugg and Rhodes make clear in their useful overview of the PRS,10 legislation

has proceeded on an incremental and incoherent basis which has made it ever

more difficult for landlords and tenants to understand and for local authorities to

enforce. The government in England has rejected proposals for wholesale reform

of landlord and tenant law (for example, the Law Commission’s proposals for a

new Rent Act which were accepted in Wales)11 and seems committed to more

piecemeal activity. Scotland and Wales have been more proactive – Scotland has

greatly reduced the scope for no fault evictions, created indefinite tenancies and

provided a framework for ‘rent pressure zones’, while Wales has introduced

national registration and licensing for agents and managing landlords (as has

Scotland on a local authority basis). 

The tracking undertaken by the Residential Landlords Association of landlord

portfolios shows that while seven per cent have kept theirs the same size, the

number investing in a further property has gone down from 27 per cent in Q3

2016 to 15 per cent in Q3 2018, while the proportion selling has risen from nine

per cent in the former to 15 per cent in the latter.12 Hamptons have recently

estimated that since the introduction of the three per cent SDLT surcharge in April

2016, landlords have sold 50,000 more homes than they have bought. This clear

evidence of portfolio adjustment is then also reflected in reduced competition

with homebuyers: landlords now make up a smaller part of the market, buying

12.3 per cent of homes in 2017, down from 16.4 per cent in 2015. Despite this the

sector continues to grow, with additions via Build to Rent, inheritance and other

segments outside the traditional landlord segment. Indeed Hamptons suggest the

sector will house six million households by 2025.13

It is important to recognise that there is not a simple one-way relationship between

renting and owning, and headline figures disguise the dynamic links between

tenures. Clearly both property and people pass between the two and in theory at

least there is a relationship between rents and prices. Household flows data in the

English Housing Survey (see Figure 2.3.1) show that 182,000 renter households

moved into homeownership in 2016/17 while 143,000 owners moved the other

way. We know very little more and almost nothing about properties beyond the

basics. For example, Hamptons estimate that 80,000 homeowners rented out their

homes after failing to secure a sale in 2017, and we know that around 200,000

homes per annum are inherited and that a portion of these are then rented out. 

Figure 2.3.1 Household moves by tenure, 2016/17 

Note:
Figures and arrows indicate the number of
households (thousands) moving into, out of, and
within each sector in 12 months. Figures in the
tenure boxes indicate the total number of
households (thousands) in the tenure in 2016/17.

Note:
Figures relate only to households that moved
from one property to another and do not
include sitting tenant purchasers. 

Source:  English
Housing Survey, full
household sample.
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The RICS indicator which tracks new landlord instructions to let properties has

been falling for ten successive quarters and in November was down at -14 per cent.

This is the longest stretch of declining supply in the rental market since the series

began in 1999. At the same time, indicative demand from prospective tenants has

held broadly steady for the second month running. Reflecting these dynamics, the

RICS expects rents on new contracts to rise over the next 12 months and later to

outpace that of house prices; on average, rents are expected to rise by 3.1 per cent

per annum over the next five years, whilst the RICS forecasts house-price growth of

2.3 per cent on the same basis.14

The experimental UK Index of Private Rental Housing shows that private rents

(new and existing contracts) rose by a nominal 0.9 per cent in the 12 months to

November 2018, unchanged since July 2018.15 In England, rents rose by 1.0 per

cent, Wales by 0.9 per cent, and in Scotland they were up by 0.5 per cent, all

reductions in real terms (see Figure 2.3.2). 

An uncertain outlook
Uncertainty continues to prevail in the private housing market – with Brexit

leading the way with its actual and potential impact on interest rates, household

numbers and the overall climate for the economy and for household incomes (see

Commentary Chapters 1 and 2). Savills are one of the few bodies to have ventured

updated forecasts for the period 2019 to 2023, expecting nominal house prices to

rise by 1.5 per cent for the UK in 2019 (two per cent in Wales and 2.5 per cent in

Scotland), with significant regional variation across England – from -2 per cent in

London to +3 per cent in the Midlands and the North West.16 This continued

slowing has already had an impact on numbers of transactions, which remain at

historically low levels with some fluctuation across all four countries.17 There has

of course also been an effect on housebuilders’ profits – and a marked downward

adjustment in share prices. More households will stay put and expand or improve

their homes if they need or want more space or amenities. Subject to avoiding a

no deal Brexit (see Commentary Chapter 1), the likelihood of a major housing

downturn remains distant although clearly adjustments in some sub-markets have

been and will be substantial. Homeownership like renting is now very fragmented

– and the experiences of both parts of the market will vary greatly. This situation

poses considerable challenges for governments – the anticipated dreams may be

distant from the actual reality and thus the political benefits might not flow as

expected. The private housing market still faces challenging times. 
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