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Given that there have been few recent changes in the benefits system, this

chapter focuses this year on help to would-be homeowners. One significant

change to benefits is imminent, however, because the four-year freeze on benefits

uprating will end in April 2020 and, alongside that, local housing allowances will

also be uprated. At the end of the chapter the impact of these changes is briefly

considered.

Help to Buy
In recent years the Review has highlighted the distribution of government support

for housing capital investment (see Commentary Chapter 4 and Table 2.4.1). It

has consistently shown that about three-quarters of these resources in England are

focussed on the private sector. Currently the largest single item of support for both

public and private sectors is the Help to Buy (HtB) shared equity scheme. It is

indicative of the severity of the Global Financial Crisis (GFC) that more than a

decade after it struck, the government is so heavily (and literally) invested in the

housing market. 

HtB in England has been subject to two reviews commissioned by the MHCLG

which were used in two complementary assessments of the scheme by the

Comptroller and Auditor General and the Commons Public Accounts Committee.1

Further, the UK government and devolved administrations in Scotland and Wales

(where separate evaluations are ongoing) publish statistics that monitor the

schemes. These allow us to make some observations of the HtB schemes across

jurisdictions.

Response to the Global Financial Crisis
The GFC had a dramatic impact on both the mortgage market and the

housebuilding industry. Private sector housing starts across the UK fell from more

than 200,000 in 2005/06 to fewer than 90,000 in 2008/09 (Compendium Table

19k). Gross mortgage advances of £363 billion in 2007 fell away to £134 billion

in 2010 (Compendium Table 42). In 2006, some 400,000 mortgages were made to

first-time buyers; just two years later the number had halved to fewer than 200,000

(Compendium Table 43a).

The government and monetary authority’s response to the general economic crisis

included a huge fiscal expansion (followed by the protracted period of austerity),

the slashing of interest rates to historically low levels and the adoption of

quantitative easing (QE); these were indicative of the threat of an outright slump.

That outstanding government debt has doubled in terms of GDP, interest rates

remain at just 0.75 per cent and QE has not been reversed indicate how weak the

recovery has been (see Commentary Chapter 1).

Help to Buy should be interpreted within the twin contexts of the severity of the

GFC and the slow recovery. It has two aims: first to assist would-be homeowners to

obtain mortgages with which to purchase new-build properties, and second to

increase the rate of housebuilding. 

The Help to Buy schemes
HtB was first introduced in England in April 2013 and was intended to run for

three years. However, it was extended to 2021 in 2016, and it will now be extended

once more in a modified form until 2023, at which point the government has

indicated it will finally end. Help to Buy schemes also run in Scotland (since 30

September 2013) and Wales (since 2 January 2014). There is, however, no equity-

based scheme in Northern Ireland. 

The Help to Buy schemes in England, Wales and Scotland are commonly open to

both first-time buyers and existing owners, but are limited to the purchase of

newly built properties from registered developers (see Table 2.6.1). In each case

there is a maximum sales value, which is £600,000 in England and £300,000 in

Wales. The limit in Scotland has been reduced three times from the initial

£400,000 limit and is now half that. In all three countries a minimum deposit of

five per cent is required. The maximum equity loan was originally 20 per cent in

all three countries, and it remains at this level in Wales and in England outside

London. In London, the maximum was raised to 40 per cent in 2016, whereas in

Scotland it was reduced to 15 per cent in the same year. After 2021, the successor

scheme in England will be more restrictive by being limited to first-time buyers

and (outside London) to 1.5 times the regional average of first-time buyer prices. 



Help with housing costs

95

In England and Wales the equity loan is interest-free for the first five years, but in

the sixth year becomes subject to interest at 1.75 per cent, and then rises by RPI +

1 per cent each year. Participants are, however, able to pay off the equity loan early.

In Scotland there is no interest charge.

The Scottish Government also introduced a parallel equity loan scheme in

December 2019 which will run until March 2021. It is restricted to first-time

buyers, but is available on second-hand as well as new-build properties. As with

HtB a five per cent deposit is required but the size of the maximum equity loan is

a fixed sum (£25,000) rather than a percentage. 

Being an equity loan means that it is not fixed in value when it comes to the

property being sold. The government therefore enjoys a proportionate share of any

increase in property value, and a commensurate loss in the event of a fall in value.

The equity loan is a second charge, the private conventional mortgagee being the

owner of the first charge. Given the design of the scheme, the conventional lender

is therefore very well insulated from losses. The government is evidently more

exposed to risk.

The HtB schemes have assisted 216,994 households to date: 192,212 in England,

15,190 in Scotland and 9,592 in Wales. These are more or less in line with

population shares, but with England slightly over-represented. 

The amount lent under the English scheme was £13.46 billion from its inception to

the end of June 2019.2 This is expected to reach £29 billion by its intended closure

in 2023.3 In Scotland, the amount lent up to the financial year ending 2019 was just

£496 million.4 Help to Buy in Wales is described as being a ‘£170 million... scheme’.

These figures point to the schemes by value being far more significant in England

than in Scotland and Wales. The Scottish scheme would be worth only 

£5 billion and the Welsh scheme only £3 billion if scaled up pro-rata to England. 

Unsurprisingly, at £239,950, average house prices have been highest in England

across the lifetime of the scheme. The equivalent figure for Wales is £181,587. The

average price figure for 2018/19 in Scotland is £173,950. This has fallen from

£190,000 in the period 2013-16 due to the reduction in the upper cap. In addition

to reflecting the tightening of the price cap, there has also been a degree of 

fluctuation in average prices in all jurisdictions. 

Table 2.6.1 Help to Buy schemes in England, Wales and Scotland

England Wales Scotland (HtB) Scotland (First Home Fund)

Eligibility (people) Homebuyers Homebuyers Homebuyers First-time buyers

Eligibility (properties) New build New build New build New build and second-hand

Maximum sales value £600,000 £300,000 2013: £400,000 None
2014: £250,000
2016: £230,000
2017: £200,000

Minimum deposit 5 per cent 5 per cent 5 per cent 5 per cent

Maximum equity loan 2013: 20 per cent 20 per cent 2013: 20 per cent £25,000
2016: 20 per cent except London 40 per cent 2016: 15 per cent

Interest 1.75 per cent after 5 years; increasing by 1.75 per cent after 5 years; increasing by Interest-free Interest-free
RPI + 1 per cent annually thereafter RPI + 1 per cent annually thereafter

Source: Author compilation from official sources.
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Although the HtB schemes are open to existing owners as well as first-time buyers

(FTBs), the latter are the predominant users. Over the lifetime of the scheme just

over 80 per cent of participants in England were FTBs, whereas in Wales the 

figure is 76 per cent. In Scotland, initially (2013-16) more than one-third of

participants were not FTBs, but this fell to 27 per cent in 2016/17 and to 18 per

cent in 2017/18, likely reflecting the rather generous maximum price when HtB

began, and its subsequent reduction. 

Figure 2.6.1 shows the percentage of participants falling into various gross

household income bands. These indicate some differences between countries.

Participants in England are better represented in the £60,001-£80,000 and higher

income bands. Some 28 per cent of participants in England fall into these bands

in contrast to just six per cent in Scotland and seven per cent in Wales. It is also

striking that people in lower-income bands are most strongly represented in

Wales: 31 per cent of participants there had incomes of £30,000 or less,

compared to one-fifth in Scotland and just 14 per cent in England. Another

consequence of the relatively strong representation of people in higher income

bands in England is that people in middle- as well as lower-income bands are

less strongly represented in comparison to Wales and Scotland. Whereas around 60

per cent of participants in Scotland and Wales fell into the £30,001-£40,000 and

£40,001-£50,000 bands, only 42 per cent did so in England.

What do evaluations show?
The evaluations of HtB in England go some way to assessing whether HtB has been

a success.5

The first objective of HtB schemes is to help first-time buyers to obtain mortgages

and hence ownership. The evaluations of the scheme in England sought to establish

whether participants required the scheme in order to be able to purchase a property.

The first MHCLG evaluation of HtB (covering the period April 2013 to January

2015) suggested that 60 per cent of participants could have purchased a property

without assistance; the second (June 2015 to March 2017) identified a slightly

higher proportion (63 per cent) who did not require assistance. This suggests that

the scheme involves a very high degree of dead weight, or – expressed less formally

– is very inefficient in this regard. But this is not the same as people being able to

buy the same property without the scheme. Against this test the proportion of

purchasers who could have purchased a property they desired without the scheme’s

assistance falls to 31 per cent, which is still a significant proportion. A further point

made by Christine Whitehead to the Select Committee is that not everyone who

could have purchased a property without the assistance of the scheme would actually

have purchased one. To an unknown extent the scheme may have given some

purchasers the confidence to enter the market.

The scheme seems also to have enabled buyers to purchase larger properties, and

sooner than they would have been able to otherwise. The Comptroller and Auditor

General’s (C&AG) report suggests that to the extent that the scheme has enabled

purchasers to move up the property ladder, it has also freed up properties for other

buyers. It notes that, since the scheme is limited to new properties, purchasers may

be vulnerable to negative equity arising from the so-called ‘new build premium’ –

the tendency for new properties to be 15-20 per cent more expensive than

equivalent second-hand properties. However, it suggests that there is only a one per

cent house-price premium associated with equity-loan purchase compared to non-

equity-loan purchase. 

Figure 2.6.1 Gross annual incomes of Help to Buy participants 
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HtB is also designed to stimulate housebuilding. The Select Committee report notes

that the scheme was introduced when housebuilding was at a post-war low, and

that since it was introduced there had been an upswing in new build whilst the

housing market as a whole has remained ‘sluggish.’ The Home Builders Federation

claimed that it had ‘contributed to the 80 per cent increase in housing supply since

2012-13.’6 This is not very revealing in itself as it does not say how much of the 80

per cent is attributable to HtB! MHCLG’s second evaluation suggested that it had

increased the rate of housebuilding by 14.5 per cent on the basis of the number of

purchasers who could not have purchased a property without help from the scheme.

The government set no target for housing supply arising from the scheme on the

basis that it is demand-led, i.e. driven by willing purchasers.

Certainly the scheme has been of benefit to the housebuilding industry. Almost half

of the sales in England (over the period 2013-2018) are attributable to five large

developers: Persimmon (14.8 per cent), Barratt (13.3 per cent), Taylor Wimpey

(11.9 per cent), Bellway (6.7 per cent) and Redrow (3.7 per cent).7 These

housebuilders, which are five of the six largest, have become rather dependent on

the scheme. In 2018, HtB accounted for between 36 per cent and 48 per cent of

their total sales, whilst their output increased by half. The C&AG report notes that

these companies’ share values have performed better than the FTSE 250 index since

the introduction of HtB. However, half of the HtB sales have been by smaller

developers. Some 2,000 developers registered to operate the scheme in England,

and most made ten or fewer transactions. The availability of agents to administer

equity loans for smaller developers appears to have been helpful in enabling them

to participate, although some smaller developers found the registration process to

be onerous. 

A radically different assessment of the scheme has been made by Christian Hilber

and colleagues at the London School of Economics.8 Their analysis exploits the

differences in the scheme’s rules at two boundaries: between Greater London and

immediately outside the capital where since 2016 the maximum equity loan within

the capital was raised from 20 per cent to 40 per cent; and either side of the

English/Welsh border, the maximum price being twice the Welsh limit in England

(see Table 2.6.1). These locations were also selected because the responsiveness of

new housing supply to higher prices is very low within Greater London but is

higher on the other side of the boundary. In contrast, supply responsiveness is

similar either side of the English/Welsh border.

The study found that HtB had a stronger upward impact on the price of new houses

just inside the GLA boundary than outside it, and that it had no significant effect on

new construction. In contrast HtB did increase construction on the English/Welsh

border. Hilber concludes that HtB is ineffective in unaffordable areas such as

London where supply responsiveness is low, leading to demand-side measures such

a HtB simply resulting in higher prices, to the benefit of landowners and developers

rather than to FTBs. He further concludes that it encourages building in the ‘wrong’

areas, i.e. areas with few productive jobs. Also in contrast to other evaluations,

Hilber found that HtB reduces the size of new properties and leads to the bunching

of properties below the maximum price thresholds. 

The Hilber analysis is clearly significant, although an important caveat should be

added. The examples he took are extremes, and conditions in much of the country

in terms of the responsiveness of construction to prices, and the levels of

employment productivity, will fall between them. 

Both the low level of targeting of the scheme on people who actually need help in

order to apply and the doubts over its effectiveness as a supply-side stimulus are

compounded when the opportunity cost of the considerable resources devoted to

the programme are considered. For example, the £29 billion expected to be devoted

to HtB in England up to 2023 could have made a considerable boost to the supply

of new affordable homes (although without the prospect of its repayment). 

The future of Help to Buy
Help to Buy will end in 2021, at least in its current form. A successor scheme in

England suggests that it will be more targeted by limiting eligibility to FTBs and 

by introducing regional price caps outside London (Figure 2.6.2). Whilst the

proposed caps for 2021 exceed average HtB sales prices in all regions other than the

North East, prices vary greatly within regions, and analysis of Land Registry data by

Savills suggests that 32 per cent of homes sold through HtB in June 2018 had values
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above these caps.9 Savills also suggest that the combined effect of the new price

caps and the restriction to FTBs will affect the mix of properties built, with a likely

shift towards more modest properties. CBRE research suggests that the number of

local authority areas where the average HtB price exceeds the cap will rise from 

49 to 77, that is from 15 per cent to 24 per cent of the total. The areas with the

highest number of such local authorities are the West (50 per cent) and East

Midlands (43 per cent).10 

Notwithstanding the doubts about the efficacy of the scheme raised by Hilber, the

question remains as to the need for the scheme given that the mortgage market is

functioning rather better than it was when HtB was first introduced. However, the

C&AG report argues that 95 per cent loan-to-value mortgages are still more

restricted in their availability than was the case before the economic crisis,

especially for FTBs and on new-build properties (presumably because of the new

homes premium). It further cites prudential regulations that limit the proportion

of mortgages that a lender can make on high multiples of income, as well as

uncertainty in the housing market, both as reasons for the MHCLG to extend the

scheme beyond 2021 (see also discussion in Commentary Chapter 3). 

These factors are indicative of the continuing lack of affordability of housing, and

there is a case for allowing a gradual downward adjustment in real prices. Yet a

further consideration is that the government is now heavily invested in the

housing market, and itself has an interest in not only maintaining but in

increasing prices. Indeed it is the government’s expectation that it will make a

positive return by the time all loans are repaid in 2048.11 We have noted that the

government is exposed to risks arising from being the second charge on loans

secured on properties that have predominantly been purchased with the new 

build premium. It is also not in the government’s interest for purchasers to repay

loans early due to the loss of interest payments after the fifth year. Yet the extent 

of early redemption has been an unexpected feature of purchaser behaviour

(perhaps driven by the way in which interest payments escalate at RPI + 1 per cent

each year). 

The broader context of ultra-low interest rates is also pertinent. Recent economic

analysis of house prices places more emphasis on interest rates over the past 35

years as a driver of prices than on the lack of supply responsiveness. A recent Bank

of England paper suggests that a one per cent rise in real interest rates that

persisted could reduce real house prices by one-fifth over many years.12 The

authors go on to note that there is little evidence to suggest that real interest rates

are likely to rise. But it provides food for thought for a government so heavily

invested in housing. 

End of the LHA freeze
Finally, this chapter offers an update on one aspect of the benefits system. As of

April 2020, the four-year freeze of working-age benefits will have run its course.

Although this was announced prior to the election, the new government has

confirmed it does not intend to continue to freeze benefits beyond this point.

Following close on the heels of this welcome news, it was announced that the

freeze of local housing allowances (LHA) in the PRS would also come to an end in

April 2020. It is worth recording that some people living on low incomes

experienced the benefit freeze twofold, since it was applied both to their income

support and their housing benefits. So, what does the end of the freeze mean for

LHA which was cut adrift from actual rents in 2015? 

Figure 2.6.2 Help to Buy price caps, 2021-2023
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Local housing allowances will rise across all of the broad market rental areas

(BMRA) by the CPI inflation rate of the preceding September. Consequently, as

notified by the government, in April 2020 the rates will rise by 1.7 per cent. This

will cause 900,000 LHA claimants’ benefit payments to rise by £10 per calendar

month. The government has made a further £40 million in discretionary housing

payment (DHP) funding available in 2020/21 to assist private tenants. However,

groups representing landlords including the Residential Landlords’ Association

and the Association of Residential Letting Agents have made it clear that just

ending the freeze will be of limited help to low-income tenants. Private rents

have risen across the UK over the period of the freeze: between 2015 and 2019

they rose on average by seven per cent (Compendium Table 53a) so an increase

of 1.7 per cent will do little to bridge the gap between eligible and actual rents. 

Further, it is understood the targeted affordability fund (TAF) will cease as it was

funded by half of the savings arising from the LHA freeze (discussed in detail in

last year’s Review). However, it is as yet unclear whether the 1.7 per cent increase

in eligible rent arising from the end of the freeze will be on top of any

enhancement arising from the TAF.

A rise in monthly benefit of £10 actually means little to those currently struggling

to top up their rents, facing potential destitution and homelessness. As one

commentator put it, this measure can be seen to be ‘simply cutting slightly less.’13

Many working-age tenants have been faced with a barrage of cuts and caps across

all of their benefits (detailed in this chapter of previous editions of the Review).

‘Making up’ rental payments for those affected has meant dipping into

‘subsistence benefits intended to cover other necessities such as food and fuel’

which have also lost spending power due to the benefits freeze.14 The view 

that income support benefits were not meant to cover rental payments was 

confirmed by a recent Supreme Court case,15 which determined that income

support is for the sole purpose of subsistence and should not be expected to

cover housing costs. Yet, an early welfare reform analysis report for the DWP

showed that almost all (94 per cent of) tenants were making up the gap

themselves, whilst only six per cent of landlords lowered their rents in response

to earlier LHA changes.16

CIH estimates that benefits have lost around nine per cent of their value over the

period 2015-2020 and this is the equivalent of claimants losing more than one

month’s income in a year.17 Concern therefore still exists that the end of the freeze

will do little to reduce the numbers of private tenants falling into rent arrears and

losing their homes. Evidence from the Crisis Homelessness Monitor shows that many

LHA claimants had already been forced out of high rental areas. Certainly the

number of claimants in the sector appears to have fallen across Great Britain (by

45,000 since 2015; see Table 2.6.2), although some surveys suggest that the

continuous growth in private tenancies since 2000 has also stalled over the last 2-3

years (Compendium Table 17, but see also the Labour Force Survey).

Due to the undersupply of affordable housing, particularly in the social rented

sector, unless the link between the LHA rate and market rents is fully restored then

many low-income claimants will struggle to access and sustain a private tenancy

(which may be the only option open to them). If they are evicted, they may find it

very difficult to access private tenancies in the future. 
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