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The pandemic-disrupted economy shrank, and unemployment rose, in ways 

no one could possibly have anticipated at the beginning of the year (see

Commentary Chapter 1). Indeed, as David Smith said about the economic

outlook in the Sunday Times: ‘it was a dire year for the economy – and for

forecasters’.1 In fact the outturn for 2020 was gloomier than even the most

pessimistic of forecasters had predicted: the Office for Budget Responsibility, the

Organisation for Economic Co-operation and Development and many others were

out by some considerable margin in their projections for key economic indicators. 

Given the economic turbulence, the paradox was that the housing market did, like

some other sectors, do quite well overall – at least as measured in conventional

terms by the movement of house prices and the number of transactions. At the

same time, we should not ignore the fundamental changes the pandemic has

triggered in the housing market and which are now working through, with a range

of consequences for households at different stages of homeownership. 

This chapter explores these key themes: 

• housing market performance – ‘winners’ and ‘losers’

• changing geography of demand

• policy interventions and affordable homeownership

• the rental market

• outlook for 2021.

The market in 2020
House prices

The year has been something of a roller coaster with activity (as measured by

prices and transactions) up at the start of the year, then down from March to May,

and then up again, with prices ending the year some 6-8 per cent higher than

where they started (depending upon the index used). Clearly, precise trends varied

by region, locality and indeed by property type. Higher price rises were typically

experienced in the English Midlands and North and the other UK countries, with

London and the South East performing less strongly. As a consequence, the price

gap between areas was eroded to a modest degree. There was some repositioning

later in the year reflecting the pressure on the most desired markets. London prices

weakened and some of the markets more distant from the capital performed more

strongly. The outturn for the fourth quarter on an annual basis is captured in

Figure 2.3.1 below. We also saw some differences according to property types, with

detached homes recording higher percentage increases than flats. Nationwide’s

latest UK index shows prices 5.3 per cent above their level in March when the first

lockdown began. 

There was emerging evidence towards the end of 2020 that the growth in prices

was moderating, with indices reporting an edging down in rates of increase, in part

because the pent-up demand from the closed period was slowly being met. The

RICS November residential survey noted a continued decline in new buyer

enquiries and in agreed sales albeit that, in terms of sales, Wales and Northern

Ireland were still reporting strong growth. 

Little wonder then that the outturn UK house-price forecasts for 2021 are so

variable, ranging from up by around five per cent to down nearly ten per cent. 

The RICS even suggested there is too much uncertainty to make a forecast. Most

experts would agree that the pattern will fluctuate over 2021 with continued price

Figure 2.3.1 Annual house price changes across the UK for the fourth
quarter of 2020 

Source: Nationwide BS.
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increases (though probably flattening) in the first quarter, then possible a period

of price falls, with a recovery later in the year and into 2022. Again there will be

regional and national variations. According to Savills,2 southern England is seen as

likely to show weaker growth in 2022 compared to the Midlands and the North

along with Scotland and Wales.

Transactions 

Figure 2.3.2 shows UK residential transactions between 2005 and 2020. The

collapse in the market after the 2007 global crisis was followed by a slow recovery,

boosted in 2016 by activity in advance of reforms to stamp duty. Then in 2020,

and with the closure of the housing market in March/April, we saw transactions

falling from around 100,000 a month in February to about 50,000 a month in

April and May. After the housing market was reopened sales steadily recovered so

that later in the year numbers were similar to levels at the start of 2020, aided not

least by the stamp duty holiday announced in July. The patterns across England,

Scotland and Wales were very similar. According to the latest HMRC release in

December 2020, ‘the provisional seasonally adjusted estimate of UK residential

transactions in November 2020 is 115,190, 19.3 per cent higher than November

2019 and 8.6 per cent higher than October 2020’. 

Mortgages 

Initially lockdown and the setting up and running of furlough and payment holiday

schemes had a big impact on lenders’ abilities to process mortgage applications.

However, this situation has improved markedly, and house purchase lending

recovered strongly in the second half of the year. Despite subsequent lockdowns,

mortgage approvals data in November showed a record high since 2007. As we go

on to show, both the housing and mortgage markets have been buoyed by policy

interventions though there has been a notable reduction in the number of higher

loan-to-value (LTV) products available as lenders anticipate possible price falls in

2021. The cost of mortgages has risen, and potential borrowers’ employment records

and prospects are being examined in some detail. This inevitably affects some

households seeking to enter homeownership. More positively, although there were

early concerns that many of the more than one million mortgage borrowers who

took payment holidays might then struggle to return to making full payments post-

furlough, these did not materialise. 

There has been growing concern that the housing-related macro-prudential

measures put in place by the Bank of England (BoE) are having an impact upon

access to credit (these are the ‘affordability test’ – a stress test of an extra three per

cent on rates – and a 15 per cent cap on the proportion of new loans with income

multiples of 4.5 or above). The prime minister joined others in calling for them to

be reviewed, especially the mortgage industry which argues that the current ultra-

low mortgage rates are lower than when the stress test was imposed and so it is now

an unnecessarily big hurdle and should be reduced in line with prevailing rates. 

The Bank has resisted this argument but at its December 2020 meeting the BoE’s

Financial Policy Committee (FPC) announced that indeed it was reviewing these

measures, last reviewed in 2019, because of ‘changes over time in the risks faced by

households’.3 The FPC will report its conclusions in 2021, although the minutes of

the meeting do note that credit conditions remain tighter than at the start of the

year, particularly for high LTV mortgages: ‘This reflects reduced risk appetite from

lenders due to the economic outlook, as well as operational constraints in meeting

the current high demand for mortgages’. It is clear that there should be no

expectation that the measures (including a limit on the number of higher LTV

mortgages) will be changed. 

Figure 2.3.2 UK residential property transactions by month, April
2005 to November 2020
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There is some evidence that the ‘Bank of Mum and Dad’ is providing less support

to first-time buyers (FTBs) at present though Legal and General’s October press

release suggested one in two FTBs under 35 still benefit from it.4 However it is very

clear that the reduced availability of high LTV mortgages poses specific problems

for FTBs. For example, we have seen a steady rise in the size of FTB deposits. 

The 2021 Budget's mortgage guarantee scheme may alleviate this: running until

December 2022, it dusts off the previous 2013 scheme with lenders offered a

guarantee on 90-95 per cent LTV loans.  

In terms of current mortgage-holders, so much turns on the shape of the economy,

the pattern of unemployment and reduced earnings along with any policy

interventions. UK Finance is forecasting a sharp rise in arrears and possessions

albeit from a low base of 81,300 and 2,900 respectively in 2020 – rising to

142,200 and 13,100 in 2021. Transactions are expected to fall from 1,177,000 in

2019 to 964,000 in 2020 and 855,000 in 2021. There are also expected declines in

gross and net mortgage lending.

Winners and losers

Early in the first lockdown, buyers who were able to move and had secured

finance or were paying cash were able to obtain discounts on their purchases. As

surveying and mortgage markets re-opened there was some rebalancing, with

selected properties selling very rapidly, reflecting surging demand in those markets.

With the contraction in mortgage supply, some FTBs inevitably struggled to get

finance. Others, notably some would-be ‘second steppers’ seeking to sell flats for

which demand was falling, were in some cases unable to move due to lenders

refusing to lend on blocks of flats of any height unless a fire safety certificate 

was provided. 

The number of loans to first-time buyers (January to September 2020 – UK

Finance’s latest figures) fell quite sharply if 2020 is compared with 2019. While the

numbers were down 21 per cent in England (23 per cent across the UK) they were

down by 33 per cent in Wales, 31 per cent in Scotland and 29 per cent in Northern

Ireland. Monthly figures suggest that after May there was a slow catch-up, so it is

possible that year-end figures will be a little more positive. However, these data

plus English regional data do support the view that there are significant regional

differences, presumably flowing from the scale of use of the furlough scheme and

a tightening in availability of credit. It has been pointed out by Bob Pannell that

the size of average deposit for FTBs now exceeds £60,000 and that ‘purchases are

becoming more concentrated amongst those with relatively higher incomes’.5

With prices rising through the year reflecting the stamp duty ‘holidays’ and

surging demand, so the savings households were making by paying lower stamp

duty were also being eroded. As the year ended, a new log jam was building in

terms of households seeking to complete transactions before the ‘holidays’ 

ended – Rightmove estimated this queue at 650,000 homes waiting to be

exchanged. Little wonder there was heavy lobbying that this should be mitigated

in the 2021 Budget. 

The changing geography of demand
The so called ‘race for space’ has been part of a sustained reworking of the

demand parameters in the housing market. Some households, typically the more

affluent, have been rethinking their housing options in the light of both health

and work-related issues. This has resulted in a migration away from inner-city

housing markets and flats towards suburban and rural locations and detached

houses with gardens. The initial forced entrenchment of working from home has

been embraced by both firms and employees. Many more affluent households no

longer need to be within easy commuting distance of their original workplace and

can thus exit high-priced urban housing markets and secure much more spacious

homes in what are now seen as better locations. Hamptons reported nearly

75,000 households leaving London in 2020 to buy homes outside the capital, the

highest number in four years, and that these homes were further away. The impact

of these changes on local housing markets should not be understated as they

bring new competition and buying power potentially squeezing out local buyers.

In addition, we have seen a further strengthening in the numbers of multi-

generational households (partly driven by young adults returning to parental

homes to live and work) and a continued rise in the demand for those new

homes which are judged as better equipped for 21st century living (in terms of

internet access, insulation levels and with provision for home offices).



Private housing

65

Policy interventions and affordable homeownership
As is shown in Table 2.4.1 (see page 74) in England the government has put in

place a wide range of measures to support the private housing market. Only some

of these also apply to the other countries in the UK. The chancellor’s most recent

housing-related intervention was in July 2020 when the stamp duty holiday was

announced, aimed at stimulating the property market and supporting the jobs of

those in allied industries. This temporary relief raised the threshold of the tax

from £125,000 to £500,000 initially until March 31, 2021. Sunak’s measure

applied to England and Northern Ireland but Scotland and Wales followed suit,

albeit with different thresholds for their own transaction taxes (see Table 2.3.1).

In Scotland the threshold was raised from £145,000 to £250,000 and in Wales

from £180,000 to £250,000. Wales uniquely did not apply this relief to investor

purchases, an important distinction given that elsewhere there is clear evidence

that competition between investors and first-time buyers was heightened by the

relief change. 

Much has been made of the potential cliff edge when this tax holiday ends and

when the Help to Buy (HtB) scheme, another key long-term stimulus applied in

different forms across Great Britain, is restructured. The tax holiday was extended

in the March Budget but the ultimate effects of reducing support will probably

turn on the state of the economy later in 2021: context is now everything.

In England HtB is being amended to focus only on FTBs and with quite restricted

regional price caps before it ends altogether in 2023. To date the UK government

has been clear that it does not intend to step back (albeit a short transition period

for HtB purchasers was allowed given pandemic-related delays on building out

new homes).6 In Scotland the HtB (Scotland): Affordable New Build and Smaller

Developers Schemes have been extended to March 2022. The 2021 Budget

scrapped HtB except for £14 million of support for small developer schemes. Both

the First Homes fund  and Open Market Shared Equity (OMSE) continue. In Wales

the current scheme has been extended until at least March 2022 and the price cap

has been reduced to £250,000. There is no equivalent scheme in Northern Ireland. 

Help to Buy is generating significant returns to the balance sheets of the relevant

public bodies. For example, the Homes England 2020 annual report comments:

The repayment statistics show that between April 2013 and March 2020 a total of

272,811 households bought homes with a Help to Buy: Equity Loan. By March 2020 

a total of 49,020 households (18%) had repaid their loan. The repayment statistics

also show that Homes England received £2,481m from these 49,020 households,

when the original cost of the loans was £2,249.1m. The realised gain on disposal of

£232m is due to the increase in the value of homes between the time the loan was

issued and repaid.

Table 2.3.1 Summary of stamp duty ‘holiday’ arrangements

England Wales Scotland Northern Ireland
Stamp duty land tax Land transaction tax Land & buildings principal transaction tax Stamp duty land tax

Nil rate band, normal level up to: £125,000 (£300,000 for FTBs) £180,000 £145,000 (£175,000 for FTBs) £125,000 (£300,000 for FTBs)

Temporary increase in nil rate band, raised to: £500,000 £250,000 £250,000 £500,000

Maximum saving £15,000 £2,450 £2,100 (£1,500 for FTBs) £15,000

Eligibility All purchasers Main-home purchase only All purchasers All purchasers

Median house price, 2020 £247,000 £162,000 £160,000 Not available

Source: Pannell (2020) using HMRC; Scottish and Welsh Governments; Acadata Limited (median house prices).
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This is a ten per cent return overall, reflecting house-price inflation since 2013.

The return will be lower on later tranches. A similar return was achieved in

Scotland though of course as that report makes clear the real net return is much

lower – and lower again when treated in terms of a discounted cash flow –

costing the Scottish Government an estimated £8.8 million. The same would be

true in England and Wales. 

Both Scotland and England have brought forward schemes which may in part

substitute for HtB if and when it finally goes. England’s First Homes scheme

offers a discounted market value on homes built with developer contributions

through the planning system. This has replaced the much-criticised Starter Home

scheme on which £192 million was spent without a single home being built

before it was abandoned in January 2020.8 The First Homes scheme is intended

to offer a higher discount (30 per cent plus compared to 20 per cent for Starter

Homes) and will be for FTBs only. The discount will be in perpetuity and will be

delivered via existing legislation. However, there is no timetable and only a

modest expectation of 1,500 new units over the next two years. 

The Scottish First Home Fund was launched in December 2019. It is a £200

million shared-equity pilot scheme to provide first-time buyers with up to

£25,000 to help them buy a new or second-hand home. Some 250 sales were

supported in 2019/20 mainly in the south east and west of Scotland. However,

in October 2020, due to high uptake (thought to have been around 700-800

applications), the First Home Fund was paused but will re-open in 2021/22 with

new funding of £60m alongside £44m for OMSE. 

Review of affordable homeownership
As this suggests, all four countries recognise that there is a growing gap between

what the mainstream mortgaged homeownership market is now able to deliver

and the scale of provision currently being achieved via long-established

affordable homeownership schemes, such as shared ownership. Whitehead and

Williams recently undertook a detailed review of the current state of affordable

homeownership across the UK for the Building Societies Association and

CaCHE.9 This highlighted the weakness of many government schemes, not 

least because of constantly shifting political priorities. The biggest programmes

by far were the right to buy (RTB) followed by HtB, with shared ownership a

distant third. 

However, RTB is no longer operational in Scotland and Wales; voluntary right to

buy for housing association tenants in England will soon end unless funds are

allocated for 2021/22, and the house sales scheme for housing associations in

Northern Ireland will end in August 2022. Soon the only RTB arrangements will

be for council tenants in England and for Northern Ireland Housing Executive

tenants (although the latter is also in question). HtB is probably ending in all

countries in the next two years or so. This means that bridging the gap for FTBs

will rely mainly on shared ownership plus any new government schemes, as well

of course on any private sector initiatives. 

Over the long run it is clear that high loan-to-value mortgages have been the main

vehicle for assisting households into homeownership (whether as capital and

interest products or as interest-only loans). In terms of high LTV and high-income

multiple loans, in the first three quarters of 2007 some £5 billion was advanced as

90-95 per cent LTV mortgages and £3.4 billion at over 95 per cent mortgages, 

i.e. more than £8 billion in total. In the same period in 2020 the totals were 

£5.7 billion and £351 million – roughly 25 per cent lower altogether, despite

continued house-price inflation. 

As noted earlier, lenders have withdrawn many higher LTV products in recent

months given the pessimistic house-price and economic outlook for 2021. Over

the past decade there has been little product innovation in this area and

competition has been mainly on price. However, there are now some products

emerging that might assist, notably ‘Market Mortgage’ and a private sector

replacement scheme for HtB, both in essence giving borrowers more purchasing

power. Subject to market conditions these should become available in 2021/22. 

The Whitehead and Williams review, like the highly critical PAC review, argued for

more consistency and transparency in government affordable homeownership

policy and for greater strategic direction to inform the market. However, in

addition they also called for a major reform of shared ownership and it is to this

that we now turn. 
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Shared ownership

Shared ownership has been in place since 1980 but the operating context has

changed radically not least in terms of inflation of wages and prices, and – as

discussed below – the model now looks dated. Previous efforts to make it a real

fourth tenure have had a limited impact. It still provides under one per cent of

homes (perhaps fewer than 250,000) though of course an unknown number have

already passed into full ownership, and there have been important cross-subsidy

multiplier effects derived from the receipts from sales. The scale of shared

ownership’s contribution to homeownership over a span of 40 years is rather more

modest than might be hoped for, despite the considerable efforts of a number of

providers. Swings in policy and constraints on funding have been limiting factors

but they are only part of the problem. 

Space here prevents a full examination, but current weaknesses include:

• Very limited stock, flow and performance data over time; efforts to improve

these have come to very little – indeed the data available now are poorer than

in the past.

• Awareness of shared ownership remains low, especially for a model that has

been in existence for 40 years or more, and the routes in are poorly

understood. 

• The 100 per cent repairing obligation put on the shared owner at the outset

was implemented to stimulate a rapid passage to full ownership. Data on

staircasing are poor but it is clear more are now treating shared ownership as a

‘destination’ rather than a ‘way station’ – some out of choice, others out of

necessity.

• Although profit taking via the rent has been curbed over the years, the reality is

that the charge may be in excess of current equivalent mortgage costs.10 An

annual rent review with each shared owner would make considerable sense. 

• The standard lease length of 90-125 years now looks problematic given that

buyers are having longer tenures as leaseholders (and via resold leases in the

second-hand market). The government’s recent announcement11 on leasehold

reform opens this question up more fully (as well as the linked question of

ground rents). In addition, current fire safety issues have exposed real problems

for some shared owners. 

• The performance standards of associations delivering shared ownership has

been held up for scrutiny by the Ombudsman and found wanting in some

cases.12 NHF’s own unpublished survey data are reported to show a satisfaction

rate of only 60 per cent. 

• Although some progress has been made in opening up a market for shared

ownership resales (as distinct from back-to-back sales where the seller buys out

the housing association share and sells the home as a freehold property), the

website is not well known and is currently linked to the Help to Buy scheme

due to end in 2023.13

• Consideration needs to be given to the balance achieved in the costs and

benefits enjoyed respectively by shared owners and housing associations and

whether further adjustment is needed. 

• The absence of in-depth scrutiny of shared ownership performance by the

regulators across the UK, and a seeming tendency to rely on providers to

initiate reform, has proved to be less than effective. 

While there is some recognition of the need for change and individual housing

associations such as Southern and Metropolitan Thames Valley have been able to

progress some useful initiatives (Southern’s ‘Second Steps’ aimed at helping shared

owners move on, and MTV’s ‘Shared Ownership Plus’),14 the sector as a whole has

disappointingly failed to reach agreement on the reforms needed. The UK

government’s current proposals for changing shared ownership in England offer

some hope of modest progress but big issues remain unresolved. (The modest

reforms include reduced transaction costs and passing the ten per cent repairing

obligation back to the housing association provider for the first ten years of the

lease, but another proposed change, the move to smaller initial shares, could make

matters worse.)

The private rental market and its effects
Clearly the rental market, like the homeownership market, has been buffeted by
Covid-19 and related economic strains. Landlords with mortgages were allowed
three- to six-month payment holidays in the same way as owner-occupiers and
tenant protection from eviction was given for varying periods (see Commentary
Chapter 6 for details on the differences across the UK). Although there are varying
data and different views as to the extent of the pressures building up in the PRS
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regarding arrears and how landlords are handling them, the situation is getting ever
more difficult as household incomes and savings continue to be eroded by the on-
going pandemic and its consequences, and the options for delving into savings,
cutting other expenses or borrowing privately to pay the rent become exhausted
(Commentary Chapter 6 discusses this in greater depth). 

For the sector, the November ONS rental index data released in December gave an
up-to-date picture of trends across the UK. Private rents rose by 1.4 per cent in the
12 months to November 2020. They were up by 1.4 per cent in England, 1.6 per
cent in Wales with Scotland at 0.6 per cent, down on the previous year. Northern
Ireland had the highest growth rate at 2.3 per cent. 

In terms of English regions, the South West had the highest annual growth in rents
(2.3 per cent), while the South East was the lowest (0.9 per cent) followed by
London at one per cent. The RICS Residential Market survey for November reported
that though tenant demand was unchanged, landlord instructions (to let homes)
had fallen. The RICS predicted continued rental growth across most of 
the UK except London, where rents were expected to fall over the following 
three months. 

The rental data suggest there may be a degree of calm before a potential ‘perfect’
storm in the second quarter of 2021. This is when a combination of pressures may
bear down on housing markets across the UK as measures taken to mitigate the
impact of the pandemic and a faltering economy are ended and underlying
economic realities are more brutally exposed. Of course, it is entirely possible these
measures will be extended, but that is not the current plan. Depending upon what
assumptions are made and what reality delivers, very different scenarios may be
played out. 

Policy choices and impacts on the wider housing situation
Into this complex mix comes the question of policy interventions. The UK
government has now extended the current SDLT holiday for three months until 
30th June 2021 when the nil rate band eligibility will drop to £250,000 until 30th
September, before reverting to the previous £125,000. Somewhat controversially, the
prime minister has argued for the introduction of long-term fixed-rate mortgages
with limited early repayment charges and suggested the government could back

such an initiative rather as it did with the mortgage guarantee scheme after the
global financial crisis. As we note the guarantee scheme has been re-introduced for
a 20-month period and participating lenders have to offer a longer-term fixed-rate
as one of their mortgage options. Long-term fixed rates do offer borrowers more
certainty and thus manage down some of the risks of homeownership in a context
of economic volatility. 

As we show in Commentary Chapter 4, the government in England, in contrast to
the rest of the UK, has continued to put more resources into homeownership than
any other tenure. If this level of support does not deliver ever bigger numbers of
households into homeownership, then the options for these households elsewhere
are somewhat limited – effectively most must rent in the private sector, potentially
facing housing costs that will inhibit their ability to build a sufficiently large
deposit for a home. However, with the Starter Homes scheme now dead, HtB
being reduced and then removed and shared ownership output starting to falter
(due to pressures on association budgets, the planned reforms and the reshaping
of developer contributions), an awful lot turns on the success of the First Homes
scheme in England. Yet initially only 1,500 units are expected in the first two years. 

The picture in England is therefore problematic and concerns will grow in
Scotland with the scrapping of HtB and the reduced First Home funding. The
position in Northern Ireland and Wales appears somewhat more positive (for
example, the latter has recently announced a plan to increase the land transaction
tax on second homes). In the rented sector, landlords are reporting losses of
income consequent on the pandemic and suggesting more might exit the sector,
although of course this poses the question of how and where they might redeploy
those assets (given, for example, very low savings rates and stock market
uncertainty). Certainly, buy to let activity is expected to slow. If the private market
does not deliver, then the pressure on social housing intensifies. 

As matters stand the housing market is further reinforcing deep-seated inequalities
across the UK, and younger households in particular have borne the brunt of this.
The reawakening of a discussion around capital gains tax and housing15 offers the
possibility of some attempt to redistribute the benefits and to generate new
sources of income, but politicians have typically shied away from such changes
when push comes to shove. 
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