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DEMAND: How do CONSUMERS GET TO live in a house/FLAT?
Several options are available to people wanting to live in a property:

RENTING 

FROM PRIVATE LANDLORDS…private landlords own properties and then rent them out to individuals (tenants) on a 6 month, annual or 2 year contract.  The tenant then pays monthly rent to the landlord who should make a profit on the renting of houses.  Many people in the UK today ‘Buy to Let’.  This means they have excess cash which they use to buy a house for the purposes of letting or renting the property.  Some people make a business out of this and have over 70 properties that they rent out – it’s like a full-time job!  Clearly ‘Buy to Let’ landlords are controversial as they are blamed for pushing up the price of houses for people who want to buy (especially ‘first time buyers’)

FROM COUNCIL OR HOUSING ASSOCIATION…Sometimes, this is called ‘Social Housing’.  The local housing association has a group of houses which they will rent out, normally out a discount rates to people who have lower incomes.  In the UK, it is argued that there are not enough of these houses and as a result long waiting lists for Council houses can occur.

BUYING
The average house price in the UK is £272,000!  Most people do not have this money available to them when they first buy a property.  They often need to put down a deposit (or downpayment) and then speak to a bank about taking out a loan (often called a mortgage).  Many people in the UK opt to buy their own house (which is quite a different set of tastes to say Germany where the majority of people rent).  This is because in the UK, ‘bricks and mortar’ is seen as a sound investment throughout your lifetime.  Also owners can do anything they want to with the house unlike renting (as long as it complies with the local authority planning and building regulations!).

SECOND HAND HOUSES: The majority of houses that are bought and sold are through owners selling their existing property (making it available for market) and thus wanting to buy another property.  This could be for a variety of reasons: they might be relocating for a new job, or want a bigger place or maybe they just do not like the neighbours!  Buyers of second hand houses often employ ‘estate agents’ to find them a new home.  Equally the ‘Estate Agent’ has an important role in selling their property too.  Local authorities (Councils) also have a role in this market by having schemes to help people to buy their houses.

NEW BUILDS: These are houses that have just been built that no one has lived in before.  They tend to be built by ‘Building Developers’…these tend to be large companies (like Wilmott Dixon) who build estates and groups of houses.  Occasionally there maybe individuals who build houses on a plot of land.

The Importance of the Interest Rate
[bookmark: _GoBack]Every month, the Bank of England set interest rates which determine the cost of borrowing.  Therefore the owners of houses tend to be very interested in this as the majority of them will have a mortgage or loan with the bank.  If interest rates increase, often households will then need to pay more on their mortgages and this will mean less money is available to spend on other items which can affect the Economy.
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The Help to Buy Scheme from the Government
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The supply of new housing

There is a number of different markets within the housing market,
each of which has its own supply. One way of subdividing the
housing market is into the market for new dwellings and the
market for second hand dwellings. Approximately 90 per cent of
house sales in the UK are of existing dwellings. The remaining
10 per cent is of new dwellings.

Figure 8 shows that new dwellings are of two types. Most
new dwellings are sold privately, either to owner-occupier
buyers or as buy-to-let properties. In 2012-13, 109 330 new
properties were sold in this way. The other source of new
dwellings is ‘social landlords’, In practice, this means housing
associations. They mainly rent out properties to those for whom
owner occupation might be unsuitable. This includes those on
below average incomes o the elderly. Social landlords receive
most of their funding for new houses from the government, So
the supply of new social housing is dependent on the political
priorities of governments rather than market forces. Note
that local authorities which supply council housing effectively
no longer build new houses. Although they own and rent
out a large stock of houses, they play lttle part in the new
housing market.
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The UK housing market has started to recover, especially in London,
following the financial crisis. The Help to Buy scheme is providing support
to homebuyers who can afford mortgage payments but are unable to raise
significant funds for a deposit.

Help to Buy should boost demand for houses that was previously lower
because of high unemployment and restricted access to credit. This should
see house prices rise in the short term. However, if construction firms are able
to increase the supply of houses to meet this demand, the impact on house
price rises should be reduced.

The impact of a recovering UK housing market is mixed. Rising house prices
should mean higher levels of consumption as homeowners have higher levels
of wealth. This should hopefully boost UK economic performance in terms of
growth and employment, with little inflationary impact given the amount of
spare capacity in the economy currently.

However, there are concerns that the Help to Buy scheme is fuelling another
housing bubble. One indicator of this is the high level of the house price to average
earnings ratio, which stands above the level at which the housing market crashed
in the early 1990s and not too far off pre-crisis levels. The Bank of England may
therefore have to intervene by raising interest rates, regulating mortgage markets
or helping to redesign the Help to Buy scheme with the government
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Why is UK housing market so
volatile?

Inelastic supply

Governments repeatedly set targets for
building new houses, but invariably they
fail to meet these targets. For example, the
government currently has a target of build-
ing 240,000 houses a year. But, in 2008,
only around 100,000 were built. For various
reasons it is difficult to build new houses in
the UK, even in a boom. This means that,
when prices rise (i.e. during the boom of
1995-2006), the supply of housing cannot
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keep pace with rising prices. Because
supply is inelastic, it means when demand
rises, it causes a bigger proportionate rise in
price. If supply were more elastic, it would
moderate house price booms. Similarly,
when the price of houses falls, the supply
of housing does ot reduce (people do not
knock down houses just because prices are
falling). Therefore, a fall in demand causes
a large percentage fall in price.

Confidence and expectations
When house prices are rising, people are
keen to get on the property ladder. Buying
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a house can like feel an effortless way to
increase your wealth. Small deposits s00f
increase and become a bigger percentage
of the house price, Buying @ house becomes
an easy way to make money; this encour:
ages investors to buy second homes in
order to let them. When house prices are
rising, banks are more willing to lend. This
s because the prospect of negative equity
(the value of a house being worth less than
the outstanding mortgage) becomes small.

‘However, when prices fall, market sen-
iment can change rapidly. People do not
want to buy when prices are falling = if
you wait, you could save many thousands
of pounds. Therefore, many people delay
buying and continue to rent. Also, when
prices fll, some fnvestors Sart © sell. Ths,
falling house prices create lower demand
and magnily the downward momentutn.

People have short-term ‘memories. It
s casy to forget the previous booms and
usts. At the end of the last boom in 2007,
many people thought that the price rises
could be sustained-
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Figure 2.2 UK house prices (12 month % change)

Source: ONS
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Figure 2.4 UK house price to earnings ratio
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Figure 8

Annual completions of new houses: UK
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Figure 9

Average prices of new dwellings: UK

5
300000 i

250000

200000

150 000

100 000 2 —
Average prices.

50000

0
1990 % 2000 [ 0 13

Saurce: adapted from wwwwrvon govak





image5.png
Figure 10

Average price of building land, £m per hectare’, UK
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