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Is the Starter Homes
Initiative Effective?
Examining the UK housing market in 2016, and
the effect of affordable housing initiatives.  
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At its heart, the issues facing the UK housing market come down to 2
factors: an increase in mortgage approval rates, and a drop in
property supply.

Put simply, there are too many people being approved for mortgages
and borrowing cash through government supported schemes, and not
enough reasonably priced houses for them to purchase.

Pumping cash into a market which can’t support itself results in
inflated prices.

Mortgages have had super low interest rates for several years now,
which means there is a higher demand on the housing market. This, in
turn, pushes house prices up.  As UK house prices rise faster than UK
wages, first time buyers continue to struggle to find their place on the
property ladder.

The Housing Market Explained

Last year, house prices in England and Wales increased by almost
£18,000. This is an increase of 6.6%, and means that the average price
of a house sold in England and Wales is now £292,077. These prices
are expected to continue to rise over the next year.

Not great news for those looking to buy their first home…

Unfortunately, it’s no better to rent. 
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The Housing Market Explained

Here’s where it gets a bit more intense.

Remember what we said about the drop in property supply? THIS is why
it’s important.

So, currently, rental housing is split into 3 classifications:

Social Rented (council housing): These are properties owned by councils
and housing associations, with target rent set by a formula that takes local
salaries and house prices into account (for much of southern England rents
are set at around 50% of market rate).

Affordable Rented: Let by councils and housing associations, subject to
rent controls capped at 80% of the local market rate.

Intermediate Housing: Homes for sale and rent. Sits below market levels
and include shared ownership and other low cost ownership products.

Moving into 2016, the government is looking to move away from social
housing, pushing for an increase in affordable housing, which, it turns out,
might not actually be that affordable…
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So, affordable rent is to be set at 80% of market value. This means that
the average income necessary for council tenants is due to sky rocket –
particularly in London.

Living in central London in a council estate like Heygate? You’re going to
need an annual income of over £44,000 a year to afford the rent for that
2 bedroom flat.

What’s driving this determination to transform social rented housing into
“affordable” housing? The need to build more homes, for less public
money.

The government need to build more houses, but they don’t want the
expense to climb too high.

Affordable housing generates more revenue than social housing, which
means that councils and housing associations have more cash to fund
new builds. And the new builds are desperately needed because of the
soaring demand for houses.  

Now, most people want to live where the jobs are, right? Makes sense,
all things considered, to be able to live near to your place of work.
Problem here is, the jobs all seem to be down South. This means that
there is a higher demand for housing in the South, so there’s a greater
necessity for further housebuilding here.

The Housing Market Explained - Renting
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For renters, this is potentially disastrous.

It has been estimated that half of social rented households in
Westminster receive an income of less than £12,000 a year. It’s more
or less the same case across the South. There doesn’t seem to be any
way that these low income people will be able to take on an affordable
rented home without becoming dependent on housing benefits and
universal credit.

Within the rental market then, it’s looking like the government, councils
and housing associations will continue to fund new affordable housing,
whilst supporting the thousands that can’t afford the new rent and
become reliant on benefits.

The Housing Market Explained - Renting
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The government aims to provide 200,000 starter homes by 2020-21,
sold at 20% below market value, so that those first time buyers under
40 are able to get a foot on the property ladder. £2.3 billion of funding
has just been agreed, to support the funding of these new starter
homes. As part of their strategy, the government is expanding the
definition of affordable housing to include these new starter homes.

But here's the thing:

These developers then give these houses to housing associations who
rent to others below the market rate (usually those on lower incomes).
Since social renting is reducing, housing association projects are
becoming underfunded. This means that subsidized rental homes are
now being offered as starter homes, to be sold off at 20-25% below
market value.

Yes, it’s complex, but look at it this way:

Short term, this supplies younger people with the affordable starter
homes that they so desperately need. Sold at a discount of 20% of
market value, houses will be capped at £450,000 in London and
£250,000 in the rest of England.

But there’s a catch (there’s always a catch)…

The Housing Market Explained - Starter Homes

“Affordable housing is built with an included

subsidy by private developers”
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Alongside the huge demand for property and a shortage of supply, the
main issue facing the housing industry is the fact that unsustainable
borrowing continues. With interest rates so low, first time buyers are
getting a great short term deal. But that’s the thing: it's short term.

With a discounted price, demand for first time housing is growing. With
the growth in demand comes the inevitable increase in price. It’s a
vicious cycle made no better for its continuous enablement.

It’s not just the new starter homes - other short term government
strategies have been criticized for this lack of foresight – Right to Buy
and Help to Buy have both come under fire for helping to push prices
up. There doesn’t seem to be many new houses being built – instead,
subsidized rental homes are being offered as starter homes. It appears
that the government is redistributing or renaming existing housing
stock. Thus, supply continues to decrease, and the price rises as a
result.

The Housing Market Explained - Starter Homes

“Instead of building more

affordable homes, they are

branding more homes as

affordable” – John Healey,
Shadow Housing Minister

Additionally, according to research
conducted by Housing charity
Shelter, starter homes will be
“unaffordable to people on low
incomes in 98% of the country,
and unaffordable to those on
middle incomes in 58% of the
country.” This 20% discount
doesn’t seem to be that helpful –
especially when you consider that
this scheme might be helping to
keep the prices high…
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But it’s not quite as bad as it seems…

With the new investments and the commitment from the government
to directly build up to 13,000 new affordable homes on public land, and
30,000 affordable starter homes on Brownfield land over the next 5
years, supply may begin to increase.

Additionally, whilst it has been criticized, the 5% deposit Help to Buy
scheme has enabled 120,000 households to buy since 2013.

The Housing Market Explained - Starter Homes

“In some instances it’s actually
quite advantageous to the
development cash flow to be
able to build some of the

affordable housing quite early
and to know you’ve got

guaranteed income for that.”
Mike Lambert – Director and
Head of Housebuilding at
Countryside Properties

What poses a threat in the next
couple of years is the inevitable
rise in base interest rates on
mortgages. Those 120,000 people
who have bought a house since
2013 have committed themselves
to a large mortgage, and this will
almost certainly go up as interest
rates finally start increasing again.

As tax rises start to come into
force for buy to let properties, and
purchases from investment buyers
begin to decrease as a result, the
growth in the housing market is
likely to slow over the coming
year.

House prices, after aggressively
rising for so many years, may
well be near to falling.
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Once prices begin to fall, mortgage
interest rates will naturally rise, a
reaction to the sudden influx of
houses into the market. This means
that those locked into a heavy
mortgage could find themselves
unable to pay their monthly
charges, and be in a position where
they need to re-mortgage or be
trapped with a mortgage they can’t
afford. 

The Housing Market Explained - Starter Homes

“The average deposit has risen
88% since 2011, to nearly

£33,000, while a quarter of
borrowers are taking out loans
over 35 years rather than the

traditional 25.”

This would then trickle through to our economy – with home owners
unable to afford extras whilst struggling with mortgage repayments,
less money would be spent outside of normal outgoings.

So how to address these issues?

Instead of relabeling existing houses, money needs to be invested in
increasing the number of homes. The government needs to focus on
correcting the market. In order to do this, the construction skills
shortage must be addressed, and issues with greenbelt and brownfield
development sites need to be resolved.

Whilst 66,640 affordable homes have been built in the last year, the
demise of social housing and the lack of truly affordable housing poses
a real issue.

Until this issue is resolved, the housing market will continue to be a
market on the edge of crisis.
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Thatcher Associates is a specialist recruitment consultancy operating 
across the UK and Overseas within the Construction, Town Planning, 
Residential and Civil Engineering sectors. 

As the government continues to invest in further residential housing 
projects, we will be looking to speak with a wide variety of white collar 
construction and planning professionals. If you're looking for your latest 
role, or you'd like to learn more about how Thatchers could help with 
your hiring requirements, please don't hesitate to get in contact on 0117 
934 9555. Alternatively, visit our website at www.thatcherassociates.com

https://www.thatcherassociates.com

