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INTRODUCTION
There is just one fundamental cause of British housing problems- the
Government. By continuous changes in policy towards a market which needs
stability and by ever-increasing interference in a market which needs no
interference, successive Governments have done incalculable harm to the housing
situation in Britain . The present Government's Community Land Bill and the Rent
Act, and the Conservatives' promise of 9 ~% mortgages are clear evidence that
Governments' understanding of the problem is getting worse not better. This paper
examines the real causes of the problem and suggests that a rational policy for the
future is only possible when fundamental principles are correct; no amount of
tinkering or gimmicks can be a substitute for this .

THE NATURE OF THE HOUSING PROBLEM
There is little doubt that "the housing problem" is greatly exaggerated. The British
population is far better housed now than it has ever been in the past and this trend
is continuing . Housing in Britain compares favourably with that in other parts of the
world. The 1974 edition of "Social Trends" shows that in 1966 99 per cent. of
dwellings in Britain had piped water, 99 per cent. had a WC and 85 per cent. had a
fixed bath or shower. The comparable figures for France were 91 per cent. 55 per
cent. and 49 per cent. in 1968 and in the same year the figures for West Germany
were 99 per cent. 87 per cent. and 67 per cent. The prevailing opinion suggests that
housiri.g conditions in Britain are getting worse and that the situation compares
unfavourably with that in other countries is a sad reflection on political life in this
country. Housing conditions are a subject that is both emotional and political and
therefore the formulat ion of housing policy has attracted "do-gooders" of the
worst kind. Many proposed policy measures are basically intended to improve the
proposer's ego, to knock one's political opponents, to win the next election (and the
Conservative Party's 9~ per cent. mortgages are a disgraceful example in this respect)
or to treat problems which largely exist in the minds of the growing army of people
who work in the housing policy "industry".
Numbers of Dwellings and Households. In crude terms there is an excess of
dwellings in Britain - in line with the optimistic forecasts made by successive
housing ministers in the 1950's and 1960's. By the 1971 Census there were 18.9
million households and 18.2 million dwellings ; an excess of 700,000 houses over
households. This is not to say, of course , that 700,000 dwellings are unnecessarily
empty because some households own more than one dwelling and at any one time
there must always be some stock of houses on the market. Also, there is, in some respects
a mismatch between the supply of dwellings and the type of dwellings which are in
demand. However, it is clear that the sheer size of the housing stock is not a major
problem in Britain and it is to be hoped that politicians will cease using the level of
housing starts and completions as a virility symbol.
The Bedroom Standard. One measure of the adequacy of the housing stock is the
"bedroom st andard". This assesses how many bedrooms various household types
"need" (for example, a married couple with two children over the age of 11 of
opposite sexes "need" three bedrooms). It is then possible to compare the
hypothet ical "needs" with the number of bedrooms that households actually have
available to them. Such figures must be treated with caution because "needs"
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is not a very meaningful concept in a relative ly affluent society; people ' s wants
are far more relevant . Nevertheless, it is significant that the figures for 1972 show
that the vast majority of families are equa l to or above the notional standard. The
following table illustrates the position .

Bedroom Standard, Great Britain, 1972
Number of Bedrooms Compared to Standard%

Household
Type

Below

Equal

One Above

Two or More Above

Individuals
Families

13

33
44

36
38

31
5

Source : "Social Trends" , 1974.

The Quality of the Housing Stock. While unsatisfactory housing conditions still
remain - and always will do given human nature - the quality of the housing stock
has improved markedly over recent years because of such factors as central heating
and improvements made to older dwellings. The best estimates are that the quality of
the housing stock has been increasing by about 2 per cent. per annum and this factor
always shou ld be - but seldom is - taken into account when the trend of house prices
over a longish period is being discussed. As an indication of the extent to which the
quality of the housing stock has been improving the following table shows the growt h
in household possession of basic amenities between 1961 and 1971.

Household Possession of Amenities %
Amenity
No fixed bath
Sharing fixed bath
No WC
No internal WC
Sharing WC
Sharing internal WC
No hot water tap
Sharing hot water tap

1961

1971

22.4
4.4
6.4

9.1
3.2
1.1
11.5
4. 1
3.1
6.5
1. 9

n.a .

6.7
n.a .

21.8
1.8

Source: "Socia l Trends" , 197 4.

The Growth of Owner-Occupation. Opin ion surveys have consistent ly shown t hat
the vast majo rity of people in Britain want to own their own homes even when this is
likely to be considerab ly more expensive than renting. It fo llows that the leve l of
owner-occupation is one indication of housing conditions in the coun t ry . In 1914 just
10 per cent. of homes in Britain were owner-occupied and even by 194 7 the figu re had onl y
reached 27 per cent. However , since that tin1e there has been a rapid growth in the
level of owner-occupation with the figure reaching 43 per cent. in 1961 and 53 per
cent. in 1974. Contrary to popular belief young couples can afford to buy houses
otherwise building societies would not be turning away first-time buyers at a time
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when they have been making record numbers of advances. But the enormous size
of the public housing sector in Britain - one third of all dwellings are owned by
councils - means that the level of owner-occupation must reach a ceiling within
the next decade or so and people's hopes of owning their own homes will be
thwarted unless large numbers of council dwellings are sold.
Homelessness - A Red Herring. Before going on to examine the real housing
problems in Britain it is necessary to remove a red herring by clearly distinguishing
between housing problems (which apply to the entire housing market) and personal
problems (which apply to a small number of people in many fields, including
housing). There will always be people who , possibly through no fault of their own ,
are unable to provide themselves with housing. No matter how many houses are
built and no matter how big the excess of houses over households may become such
people will always become homeless and others may choose to live in conditions
which are not acceptable to those who set themselves up as arbiters in such matters.
The number of people who are homeless is not primarily a function of housing
problems (although there can be no doubt that the availibility of cheaper forms of
accommodation has been severely restricted by the imposition of rent restrictions and
security of tenure in the privately rented sector) and it follows that the problems of the
homeless cannot be dealt with at the macro housing level, e.g. by building more houses.
The State certainly has a duty to prevent people from falling below certain minimum
standards but this does not extend to giving indiscriminate help to all those in
certain types of housing. Homelessness is basically a personal problem and this is the
level at which it must be treated always remembering, of course, that one of the
reasons for the increase in homelessness in recent years (the very fact that
homelessness has increased in line with the excess of dwellings over households is
an indication that the problem is not a housing one) has been the increased
provision of facilities for the homeless. To a lesser extent the same considerations
apply when lack of facilities is considered. While most people obviously want an
inside toilet and a bath some people may prefer to spend their money in other
ways and there can be nothing objectionable in this.
It is clear that the housing problem is not as serious as is often made out to be the
case. However, problems do exist but they are different to those that politicians
and the media spend so much of their time trying to cure. The real housing problem
in Britain can be summarized as follows .

Artificial Shortages. In Britain it is possible to buy almost any good or service on
demand provided that one is willing and able to pay for it. There are only a few
exceptions to this rule (ignoring one-off sporting and cultural events) and these can
only be caused by a sudden increase in demand (e.g. for salt in the summer of 1974)
or a sudden decrease in supply (e.g. for petrol in 1973). But, unless there is
Government intervention, such shortages can only last for a short time. However ,
as far as housing is concerned , and despite the crude surplus of dwellings that has
already been noted, it is generally necessary to queue before one is able to obtain
the accommodation that one is willing and able to pay for (a)

In the owner-occupation sector , building societies normally require
potential borrowers to have invested with them for a given period of time .
This has to be done because societies are never able to meet the demand
for the ir funds. The overall availability of funds from the building societies
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largely depends on the relative attractiveness of the interest rates that
they offer to investors and given the stickiness of their own rates (because
of political pressures) this in turn depends on monetary policy which has
been characterized by violent swings from one extreme to another. Thus
the general availability of building society funds shows marked fluctuations
and this contributes to the stop-go nature of the housing market and to the
problems of the housebuilding industry.
(b)

The privately rented sector is of vital importance because of the need for
temporary accommodation (i.e., anything up to three years) particularly in
London. In London many single people and childless married couples
cannot afford to buy yet they are also not eligible for council
accommodation. Despite this the Government has, in clear defiance of
the recommendations of the Francis Committee, deliberately sought to
remove privately rented accommodation from the market while making no
attempt to replace it. Hence the desperate rush for that accommodation
that does come on to the market. Private tenants now have such security
of tenure that landlords, including resident landlords, are deterred from
letting (the 1974 Rent Act was retroactive so it is of little use to claim that
the present law allows letting), rents are controlled such that it is
impossible to obtain a fair return from rented accommodation and should
any landlord overcome these obstacles then he is subject to a campaign of
vilification from the ignorant "do-gooders".

(c)

Almost all councils have a waiting list for their accommodation. The
waiting lists are managed in such a way that those who do most to help
themselves (i.e . by working hard to increase their incomes, by saving and by
avoiding having children until they are able to look after them in a decent
manner) have virtually no chance of obtaining council housing while the
irresponsible who avoid saving and who have children that they cannot
afford to look after are treated as priority cases. It would certainly be
wrong to suggest that large numbers of people deliberately worsen their
position in order to obtain council housing (although there are cases where
this does happen) but what is unacceptable is that people who do act
responsibly are pushed to the bottom of the queue.

Restrictions on Personal Mobility. That people should be able to move freely
within a country is a basic freedom and, of course, mobility of labour is vital for
the efficient functioning of the economy. The functioning of the housing market
in Britain is such that it is one of the main hindrances to the free movement of
people. The mobility problem is largely concentrated in the rented sectors
because it is comparatively easy for the owner-occupier to sell one house and buy
another.

In the privately rented sector there has traditionally been a very high turnover the "General Household Survey" showed that in 1972 no less than 45 per cent. of
private tenants in furnished accommodation had been in occupation for less than
a year (and contrary to popular belief only 14 per cent. of private tenants in
furnished accommodation who moved had been asked to do so by their landlord.)
Given that it is now far more difficult to find rented furnished accommodation (a
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point accepted by almost everyone with the exception of Government ministers)
people will inevitably be deterred from leaving rented accommodation which they
are able to occupy on terms that they are unlikely to find again. The progressive
erosion of the privately rented sector is having profound social and economic
implications - especially in London.
The restrictive effect on personal mobility of housing policy is most
noticeable in the council sector. Council tenants are easily "locked in" and this can
deter people from changing jobs. At any one time between four and 20 per cent. of
council tenants are on the transfer list and the average wait for a transfer is about
four years. Transfers to other council accommodation in the same local authority
area are seldom available on demand and changing jobs is not generally a valid reason
for being put on the transfer list. Most local authorities require three conditions to
be met before they will consider a transfer:
(a)

The applicant must have been in his present property for a given period
of time .

(b)

Some evidence of "need" (e .g. overcrowding in existing accommodation).

(c)

The applicant must have been a "good" tenant.

For the tenants who wants to move from one local authority area to another the
problems are near-insuperable. Councils inevitably want to house their own waiting
list applicants before they can consider transfers from other areas and there is no
adequate machinery to facilitate transfers from one area to another. The problem
is particularly acute in London where there are 37 housing authorities in what is,
essentially, one economic and social region.
Besides the formal restrictions on the mobility of council tenants there are also
informal restrictions resulting from the irrational financing of council housing.
Rents are largely determined by historic costs rather than market values and this
means that there can be wide variations in rents charged for apparently identical
dwellings in similar environments; for example, areas with a high proportion of new
dwellings will have to charge higher rents than areas where older houses predominate.
This phenomenon is most apparent in Scotland where the new towns have to
charge much higher rents than the cities with the results that workers are reluctant
to move to where the jobs are even if they are able to do so.
"This dependence on council housing has made the Scots the most immobile
workers in Britain -except when it comes to moving out of Scotland altogether.
The social consequences of this distorted attitude towards housing are very
serious. More than in any other part of Britain, Scotland is sharply divided into
middle-class and working-class housing areas. Moreover, because the average
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council estate is so large, Scotland is now covered with acres of one-class
housing. In this way housing has frozen the class divisions, leaving the socially
deprived to feel they are really out in the cold and to resent it".
Economist. 29/9/73.
The spread of council rents is also such that people are dete rred from moving out
of accommodation that is too big for them. Rents tend to be telescoped into a very
narrow band and differentials do not adequately reflect differences in quality. Thus
the "Family Expenditure Survey" shows that in 1973 over 60 per cent. of council
rents were in the £2.30 - £4.60 a week bracket and only 3 per cent. were above
£5.40 a week. Figures published by the Institute of Municipal Treasurets and
Accountants show that the average rent for a two bedroomed flat was £3.62
per week in May 1973 while the figure for four bedroomed houses was little
higher at £4.35. Clearly there is no economic incentive at all for people to
voluntarily seek smaller dwellings in the local authority sector.
The bunching of local authority rents contrasts with the marked variations, in
the price of owner.,occupied houses - in the private sector people have to pay more
if they want better housing and if they wish to move down-market they can reap
the benefit in the form of additional money which can be spent on other goods or
services. Thus in1974 , 20 per cent. of houses mortgaged by building societies cost
less than £7,000, 23 per cent. cost between £7,000 and £9,000 , 20 per cent. cost
between £9,000 and £11,000, 21 per cent. cost between £ 11 ,000 and £ 15,000 and
19 per cent. cost more than £15 ,000.
The artificial holding down of council rents also presents problems in that
people who can afford to move into the owner-occupation sector are deterred from
so doing and therefore less accommodation is availab le for those trying to enter the
council sector. The following table compares initial mortgage repayments on an
80 per cent. mortgage for an average priced house and average council rents over the
past few years .

Month
April 1968
1969
1970
1971
1972
1973
1974
1975

Mortgage Repayments
£p.a .
3 14
374
398
440
521
850
1,061
1,169

Counci l Rents Mortgage Repayments/
£ p.a .
Counci l Rents
99
106
116
129
143
179
197
200 est.

3.17
3.53
3.43
3.41
3.64
4.75
5.39
5.85

Source: "Facts and Figures", "Housing and Construction Statistics" .
High Cost to the Public . Politicians are apt to use public expenditure on housing
as another virility symbol and Governments proudly proclaim that they have "spent
more" on housing than their predecessors. In fact, public expenditure on housing
simply means that money is taken from some taxpayers and ratepayers and is given
back to those same people and to others in a quite arbitrary manner. It should also
be noted that the vast increase in expenditure over recent years does not seem to
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have improved the housing situation and , indeed, a close examination of the figures
reveals that the increased expenditure has not been on housing at all but rather on
giving handouts to those privileged people who occupy council housing. The
following table shows the growth in the amount of subsidies and investment at
constant ( 1974) prices over the past few years.

Public Expenditure,£ million at 1974 Survey Prices

Year
1969-70
1970-71
1971-72
1972-73
1973-74
1974-75
1975-76

Subsidies to
Council Tenants
390
428
403
504
736
1,077
1,204

Improvements

Local Authority
Investment

88
140
250
439
569
576
4 19

I ,701
I ,582
1,301
I , 158
1, 182
1,333
1,379

Source : "Pub lic Expenditure to 1978-79" (Cmnd 5879)
The table shows that despite an increase of over 50 per cent. in pub lic spending
on "housing" in the last few years , investment in new housing has actually declined
and expenditure on improvements is now also declining. The increase in expenditure
is solely explained by a tripling, in real terms, of subsidies given to coundl tenants
In short the vast increase in public expenditure on "housing" is no more than a
transfer of resources from those who do not occupy council accommodation to
those who do.
The Public Expenditure White Paper does not give a true indication of the amount
of public money which is spent on housing (or rather on peop le in houses) . For
example, subsidies, loans and investment are all lumped together as "expenditure"
and for some reason the option mortgage subsidy is included as expenditure
while tax re lief on mortgage interest (which is , in effect , exactly the same) , is
excluded. A more rational calculation of housing subsidies would take account
of the following factors :
(a)

Exchequer and rate fund contributions per_council dwelling in1974/5
were £169. There are six million council dwellings in the country and total
subsidies were over £1,000 million. The figures for this year will show a
subs tantial increase as a result of rising costs and re latively stagnant rents.
If subsidies were calculated by reference to market rents then they would,
of course, be very much higher. (It is, of course, incorrect to suggest that
market rents wou ld equate with rents being charged in the market at the
present time. These are artificially high because of Government controls.
The market rent can be calculated by reference to the market value of a
dwelling, the rate of interest , the rate of increase of house prices and the
life of a dwelling. John Od ling-Smee* has suggested that a 4 per cent.

*There are excellent analyses of housing subsidies in the papers by John Odling-Smee and
Cordon Hughes in the Institute of Fiscal Studies book "Housing Finance" .
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yield is appropriate. On this basis subsidies would total £2,300 million in
the current year or an average of £380 per dwelling. An average hypothetical
rent at the present time would be about £600 a year or about £12 a week.)
(b)

A Parliamentary Answer has revealed that tax relief on mortgage interest
in 1974/75 was £680 million. and , given that there are 10 million owneroccupied houses, this represents an average of £68. (A slight digression is
needed on the extent to which tax relief is a subsidy and whether average
subsidy should be worked out by reference to the number of owner-occupied
or the number of mortgaged dwellings. The latter point is easily dealt with.
It is no more logical to calculate average tax relief by reference to mortgaged
dwellings than it is to calculate the average wealth of people in the country
by reference to the number of people who own wealth. Average subsidies on
council dwellings are always calculated by reference to the total number of
council dwellings including those which are no longer subsidized ; the same
practice must be followed for owner-occupied houses. The question of
whether tax relief is a subsidy is more difficult to answer. To the extent
that housing is a consumer good like any other then it should be paid for
out of after-tax income and because those with mortgages are relieved of
part of their tax burden (and through the Option Mortgage Subsidy those
unable to claim tax relief are able to get an equivalent subsidy) then tax
relief can be considered to be a subsidy. However, in a pure economic sense
it is far more logical to call the absence of a tax on imputed rental income a
subsidy. The producers of any good or service are normally liable to income
tax on the income which they derive from their activities as a producer and
all the expenses incurred in production, including interest charges, are
allowable as a claim against tax. The owner-occupier can be seen as a
producer of housing and therefore he should be taxed on the income that
he could obtain if he could rent out his property. Interest charges and repairs
and maintenance would, in this case, be allowed as a claim against tax and
therefore tax relief could not be called a subsidy. It is of course , illogical to
call both tax relief and the absence of a tax on imputed rental income
subsidies. If the absence of a tax on imputed rental income is taken as
being a subsidy then the average subsidy per dwelling is about twice as
much as the "subsidy" represented by tax relief.

(c)

Private tenants who are granted security of tenure automatically receive a
subsidy from their landlords to the extent that the landlord could obtain
a higher return if he relet the property. However, landlords who free ly rent
out properties cannot be said to be subsidizing their tenants ; indeed, because
Government controls have forced rents in the small market that remains
so high the landlord may well be making a large profit. Private tenants
also receive subsidies through rent rebates.

Arbitrary Distribution of Hand Outs. It has been noted that the council tenant
is more heavily subsidized than owner-occupiers however subsidies are calculated.
This is sometimes justified on the grounds that tenants are poorer than owneroccupiers. However, it would only be logical to use housing subsidies as a method of
re-distributing income , if this be public policy, if all council tenants were less welloff than all owner-occupiers and , of course, this is not the case. What is even more
important is that the poorest people tend to be in the privately rented sector and they
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receive much less subsidy than either council tenants or owner-occupiers. The
following table shows the range of household incomes for the various tenure
categories.

Distribution of Household Incomes, 1973
Tenure Category
Income Range
£p.w.

LA Renting
o/,

o/,

Under 10
10-20
20-30
30-40
40-50
50-60
60-70
70-80
80-100
Over 100

6.6
19.1
12.2
13.9
16.1
12.4
7.7
4.8
4.6
2.8

10.0
22.3
13.8
14.5
13:6
9.8
5.9
4.7
3.0
2.4

Private Rented
Furnished

Private Rented
Unfurnished

o/,

6.1
17.0
14.8
23 .5
12.1
7.6
9.1
2.3
4.5
3.0

Owner
Occupier

oi,

1.1
10.7
8.6
10.6
13.7
15.1
11.9
8.8
9.3
10.3

Source: "Family Expenditure Survey", 1973.
The overlap between the various tenure categories is very marked and should be
(but clearly isn't) sufficient to prevent the Government from, for example, freezing
council house rents on the grounds that poor people live in council houses.
Perhaps what is most worrying about the present distribution of subsidies is that the more
housing one has the greater one's subsidy, For example , the owner-occupier with a
very big house receives more subsidy than one with a small house either because he
has a bigger mortgage or because the notional income which he derives from the house
is bigger. Similarly, and particularly because of the bunching of council rents already
noted , the occupiers of the biggest council houses receive the greatest subsidies.
Inflexibility of the Housing Stock. In a good year the housing stock in Britain is
liable to increase by 1~ per cent. and the average life of dwellings is about 100 years.
However , households can change in size far more rapidly and this can mean that the
housing stock and the household structure are not well matched. The following
table compares household sizes in 1961 and 1971.

Household Sizes.
1961
People in
Household No . of people m
1
2
3
4
5
6 or more
Total

· 1971

% No. of people m

%

1.9
9.6
11.3
12.4
7.4
7.3

4
19
23
25
15
14

3.3
11.4
10.4
12.6
7.6
7.4

6
22
20
24
14
14

50.0

100

52.6

100

Source : "Social Trends", 1973.
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There is of course, no economic reason why the housing stock should not be
ab le to adapt to the changing household structure - through conversions and
lettings. However , the Rent Acts mean that large numbers of people have
accomodation surplus to their needs which they would be willing to let were it
not for rent controls and security of tenure and a similar large number of people ,
many of whom do not seek security of tenure or a controlled rent , are seeking such
accommodation; the low price that owner-occupie rs and council tenants pay for
their property mean that they are inclined to over-occupy; and planning controls
and delays have also served to prevent dwellings which are not of the type which
are in demand being converted into dwellings which are in demand.
To some extent there is also a regional mismatch between dwellings and
households. Census based est imates suggest that East Anglia and Scotland have a
surplus of dwellings while deficiencies are most notable in London and the South East,
the West Midlands and the North West. Within regions the housing stock tends to
be least adequate in the connurbations - mainly because these are the areas in
which the privately rented sector cou ld be expected to flourish but for Government
controls.

The Instability of the Building Industry. The demands placed on the housebuilding
industry are subject to vio lent fluctuations. About half the output is for the council
sector and, as with any other sector which is subject to direct or indirect political
controls, this is subject to the vagaries of politicians, especially at election time. The
private house building industry is dependent on the flow of mortgage funds and this
in turn is dependent on Government monetary policy which is notoriously unstable.
The Government also makes life difficult for builders by changing the conditions of
demand (e.g. by imposing ceilings for tax relief on mortgage interest) while dwellings
are under construction. This instability inevitably increases costs and makes forward
planning more difficult.

THE FUNDAMENTAL CAUSES OF THE HOUSING PROBLEM
It is a relatively easy task to define those areas of economic activity in which
Government intervention is desirable. Thus where there is a natural monopoly (like
the railways) the Government must intervene to prevent the misuse of that
monopoly ; where individuals are incapable of providing a service (like policing or
defence) then the Government must provide it; where there are external costs and
benefits (like pollution) then the Government must act to restore equity; where
unforeseen events (like accidents and illness) cause hardships then the Governmen t
is entitled to provide assistance; and where people lack information on which to
make rational decisions then the Government must provide it (e.g. through consumer
protection legislation).
However , not one of these factors applies to housing in general (a lthough the
Government will obviously have to assist those incapable of providing for themselves)
and it is impossible to provide a theoretical basis for Government intervention to the
extent that one third of the housing stock is in public hands , that rents are controlled,
and that owner-occupiers and council tenants receive vast subsidies regardless of need.
Not only is Government intervention in the housing market unnecessary; it is
positively harmful. The unpredictability of Government policy has more serious
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implications for housing than for other markets because;
(a)

It takes between three and six years between initial planning and
completion of a house . (This delay is, of course, unacceptable and is
partly caused by delays in obtaining planning permission which both
increase costs and increase uncertainty.) Forecasting market conditions for
this length of time - and even for the twelve months or so between physical
starting and completion of a house - is very difficult at the best ot times;
when the Government cha nges the rules of the game every year or two it
becomes impossible. Within the past year the threa t of land nationalization
and the Development Gains Tax have greatly reduced the volume of new
land coming on to the market and have caused developers to radically
revise their cost calculation s; withdrawal of tax relief for mortgages above
£25,000 and the threatened removal of tax relief above the basic rate have
bad ly affected demand at the upper end of the marke t ; and the Tory
promise of 9~ per ce nt. mortgages threatened to stimulate demand across
the board.

(b)

If a house is being built for rent then the developer will have to consider the
income flow over, possibly, a 100 year period. A change in Government
policy can make nonsense of any such calcu lations hence there is no
building for rent even though it could be very profitable at present price
levels. And people buying a house know that they will have to pay for it
over 25 years and the threat of policy changes, e.g. in relation to tax relief
on mortgage interest, can effect the amount that they are prepared to pay
for a particular dwelling.

(c)

The housing market is complex with individu als being largely responsible for
both demand and supply. Individuals are not easily controllable and thu s
Government policy is easily circumvented. Restriction on price, particulafly
rent controls, are more likely to lead to reductions in supply rather than
any actual decrease in price. (A slight digression is needed here on the oft-made
claim that people keep houses empty because it is profitable to do so.
This is analagous to saying that it is profitable not to receive income. If a
property is rented out then income is being received from it. If property
is deliberately kept empty then this can only be because the risk of loss
from the granting to tenants of security of tenure exceeds rental income . To
the extent that property is deliberately kept empty for an extended period
of time this can only be a direct consequence of Government action.)

The Basic Problem - Government Action Prevents People from Paying the
Resource Cost for their Housing. It has been noted, despite the crude surplus of
dwe llings over households, that a shortage of housing exists. There is a queue for
mortgages, council accommodation an d privately rented accommodation. It
requires only a very basic knowledge of economics to know that shortages can only
persist if prices are artificially held down and the way to remedy this situation is
either to increase prices, or to restrict demand or to encourage supply. Governments
have tried to do the precise opposite by reducing prices because housing is deemed to
be a "good thing". The effect of holding prices down by administrative means can
only be to create artificial shortages. In this respect the Conservative 9~ per cent.
mortgage proposal must come in for severe criticism. The Tories continually
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argued that the policy would mean that more people could afford to become
owner-occupiers and therefore more would, in fact, buy their own homes. But 916
per cent. mortgages would have done nothing to increase the supply of mortgage funds
and , as building societies have never been able to meet the demand for mortgages, the
effect of the policy would simply have been to increase the demand for owneroccupation, and therefore to increase the apparent shortage.
The methods by which the Government maintains an artificially low price for
housing have already been mentioned and can be summarized as follows :
(a)

Housing is exempt from Capital Gains Tax and therefore it is attractive
as an investment. (Slightly offsetting this factor are rates which are an
effective tax on houses; they are levied solely according to the theoretical
value of a house and not according to the services received by the occupant).

(b)

Council house rents are maintained at an artificially low level in relation to
either historic costs or market values.

(c)

Similarly the costs of owner-occupation are maintained at an artificially
low level either by the granting of tax relief on mortgage interest or by the
failure to levy a tax on imputed rental income.

(d)

Rent controls are imposed in the privately rented sector.

(e)

Housing is not subject to VAT and this makes it attractive in relation to
other goods.

(f)

The mortgage rate has become a political sacred cow. (Perhaps the building
societies should be as dishonest as the banks and set a base rate which is
well below the rate which they are prepared to make loans.) It is, apparently ,
a political necessity, although not an economic or social necessity, that the
mortgage rate should not be increased whatever that rate and whatever the
rate of inflation. Because building societies are unable to increase their
mortgage rates they are loathe to reduce them when conditions permit for
fear that they will not be able to raise them again. The stickiness of the
mortgage rate also means that the investment rate cannot be varied particularly upwards - so as to attract a sufficient inflow of funds to be
able to meet the demand for mortgages. For example, in the Spring of 1974
the building societies kept their rates well below other market rates with the
result that mortgages had to be cut back drastically with disastrous effects
on the private housebuilding industry. The Press have also played their
part in contributing to the sanctification of the mortgage rate. It is little
short of remarkable that at a time when inflation is running at an annual
rate of over 20 per cent. that sympathy lies with the borrower who (after tax
reliet) is paying only one third of this rate rather than with the investor
who is currently receiving a negative return of over 15 per cent. on his
savings.

The Family Expenditure Survey reveals just how little people pay for their
housing. In I 973 local authority tenants spent 7.3 per cent. of their household
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income on rent, for private tenants the figure was 6.5 per cent. while owneroccupiers with mortgages committed just 8.9 per cent. of their household income
(before tax relief) on mortgage payments. (Of course, these figures do not show
total expenditure on housing ; figures just released from the 1974 Family Expenditure
Survey show that owner-occupiers with mortgages spent an average of £1.97 per
week on repairs and maintenance while the figure for council tenants was 32p a
week.)
Because housing is so cheap in relation to other goods, services and investments,
people hold considerably more housing than they would if they had to pay the full
resource cost; hence the apparent paradox of a crude surplus of housing yet queues
for all forms of accommodation. The more measures that Governments take to hold
down the price of housing the more that people will be encouraged to purchase
accommodation that is surplus to their needs and the less they will be prepared to
dispose of ex cess accommodation caused, for example, by children leaving home.
Housing Ministers have continually announced dates by which the housing shortage will
be over; all have been proved wrong. The housing "shortage" could be over very
quickly if people had to pay the full resource cost of their housing. It is absolutely
certain that the housing "shortage" will remain as long as Governments increase
demand by artificially holding down prices and reduce supply by rent controls,
security of tenure and planning permission.
It is helpful, at this stage, to comment on the concept of efficiency in the housing
market. Some commentators are suggesting that council accommodation
is used more "efficiently" than owner- occupied housing because there are more
people per room. This is nonsense. One can comment on the housing "shortage" by
reference to number of rooms per occupant (as has already been done in this paper)
but efficiency is a quite separate matter. Efficiency is concerned with the way in
which inputs are combined to produce output and people per room cannot in any
way be a measure of output. There is no reason why people should not own or rent
as much accommodation as they like even if they do not intend to use it. The single
person has as much right to own a three bedroomed house as he does to own two cars
or two TV sets or to drink a bottle of gin every day. People in identical circumstances
will differ in the way in which they spend their money and if some people care to
spend a very much higher proportion than others on housing then they musi have an
absolute right to do so. In the same way there can be no objection to married couples
renting a three bedroomed council house. What is thoroughly objectionable is that
the State should subsidize people such that they are encouraged to hold a very much
larger amount of accommodation than they "need".
It must be noted that Government attempts to reduce the price of housing are not
always successful. Most "success" can be claimed in the local authority sector where
rents can be held at an artificially low level because councils are not obliged to balance
their housing revenue accounts (they are specifically prohibited from making a profit)
funds are readily available from the Exchequer or the rates to make up any deficit.
However, in the case of the privately rented sector, rent restrictions and security of
tenure have so restricted supply that rents in the uncontrolled sector (and this includes
much of what is in the controlled sector, legally define) are probably higher than they
would otherwise be. In the owner-occupation sector the existence of tax relief on
mortgage interest has undoubtedly enabled people to bid up prices more than would
otherwise have been possible and given the "shortage" of owner-occupied housing it
is inevitable that this has increased house prices. To the extent that the Government's
efforts to subsidize housing have failed they have secured a transfer of wealth from
those entering the housing market to those who have been in it for the longest time.
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THE SOLUTION TO THE HOUSING PROBLEM
It is important that housing policy should be equitable as between owneroccupiers, council tenants, private tenants, landlords, taxpayers and ratepayers
and also those people who do not come into any of these categories. The people
who benefit most from public funds at present are council tenants and owneroccupiers ; private tenants are in a relatively neutral position; taxpayers and
ratepayers are penalized although, of course , many will also be owner-occupiers or
council tenants; and landlords are heavily penalized especially if they are taxpayers
and ratepayers. The only way to achieve equity and also to achieve an effective
housing policy so as to remove the problems noted earlier in the paper is to
require people to pay the full resource cost of their housing. Of course
Government assistance should be provided to those incapable of looking after
themselves whether they be owner-occupiers, tenants or landlords but this can be
done at a very low cost compared with the massive public handouts which are current
policy. Indeed, asking people to pay the resource cost for their housing would in itself
free resources to help the most needy as well as leaving scope for a cut in taxes or
rates.
It is essential that any policy should command broad bipartisan support; the country
has suffered greatly through political mismanagement of housing and the comprehensive
review of housing now being undertaken at the DoE should provide an excellent
opportunity for a bipartisan approach to emerge - especially if the Opposition of
the day can be dissuaded from opposing for the sake of opposing. It is of little use
for a Government to announce any policy if the Opposition promptly announces its
intention to reverse that policy ; given the time horizons involved in housing such
petty party politics make it very difficult to plan ahead. Once a policy has been
agreed and implemented it should not be tinkered with. In other words the best long
term policy would be to do nothing ; this will not be easy because the powers of
bureaucracy are notoriously difficult to overcome.

In the council sector the following steps should be taken:
(a)

Rents should be increased drastically. A doubling would be needed for
historic costs to be covered and probably a tripling in order to cover
market values. The saving by so doing should be passed on to the taxpayer
and ratepayer - who include council tenants of course.

(b)

All restictions on council tenants taking in lodgers shou ld be removed even
if this means that tenants are able to charge for one room more than they are
paying in rent for the entire dwelling. Any measure which assists some
people (in this case both council tenant and lodger) at the expense of no
one cannot be opposed on any rational grounds.

(c)

In effect , council tenants have security for life . No harm would be done by
se lling them a lease to their dwelling for the number of years, calculated on
an actuarial basis, that the tenant could be expected to live. The price of
the lease should be equal to the present value of the expected future stream
of rent-s. In other words neither the tenants nor the council would be any
worse or better off whether or not the tenant chose to buy the lease . What
a scheme like this would achieve would be to give tenants complete freedom
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if they want to move area or house. The leases would be saleable like
any other and councils would be free to buy or sell leases depending on
the nature of the demand for housing in their area. Such a scheme would
be equitable as between tenants, non-tenants and ratepayers an d would be far
preferable to some of the more arbitrary schemes that have been suggested like giving all tenants of 20 years standing the freeho ld of their dwellings .
(d)

If the practice outlined above is unacceptable then the least that can be done
is to sell council houses to sitting tenants at a discount which should be
calculated by reference to the difference between the subsidies paid to
council tenants an d the subsidies paid to owner-occupiers. If all subsidies
are removed then , of course, no discount should be allowed.

In the owner-occupation sector the following measures are appropriate :
(a)

The mortgage rate should be deconsecrated and the Government should
cease to lean on building societies for political reasons - or , indeed , for any
reason. As long as the mortgage rate is inflexible and Government monetary
policy highly variable then the building societies are not able to secure a
stable inflow of funds and the people who suffer as a result of this are
potential house-buyers. (Popular legend has it that an increase in the
mortgage rate makes it more difficult for people to become homeowners; the precise opposite is the truth. By keeping their rates artificially
low building societies are not able to meet the demand from potential home
buyers and it is no conso lation to tell someone who has been refused a
mortgage that if he got one then it would be at a low rate of interest because
it is that same low rate of interest that prevents him obtaining a mortgage in
the first place . Building societies are always short of investors, never short of
borrowers.) Any hardship resulting from a necessary increase in the mortgage
rate could be easily mitigated by allowing payments to rise gradually or by
paying off the debt over a longer period.

(b)

If council rents were increased to cover historic costs then tax relief on
mortgage interest should be abolished so as to restore , or rather establish,
equity as between council tenant and owner-occupier. If council rents were
increased to cover market va lues then a tax should be levied on the notional
income received by owner-occupiers, (An excellent discussion of how this
can be achieved is included in Cordon Hughes' contribution to the
Institute of Fiscal Studies book referred to earlier.) Such a policy would have
a disruptive effect on the housing market and for this reason its introduction
may have to be phased and temporary subsidies might have to be paid to
bui lders to compensate them for losses that they would otherwise incur as a
consequence of Government policy.

(c)

The Government should cease introducing gimmicks into· the field of
housing finance. Gimmicks include low-start mortgages and grants to firsttime buyers; stabilization funds (for which there should be no need if the
Government is managing the economy properly) ; the provision of
building finance (this is not a maj or problem and if builders cannot
borrow money on commercia l terms then they shou ldn't be building) ;
reducing the number of bui lding societies or branche s (published figures
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show that this could only have a very marginal effect on the mortgage rate);
fiddling with societies, reserves and liquidity (a once and for all operation
designed to make them sounder financial institutions - like the secondary
banks); Eurodollar borrowing by societies (1974's solution to their problems) ;
societies investing in assets which increase in value like houses and other
property (1973 's solution to their problems); societies investing in assets
which increase in value like ordinary shares (1972's solution to their
problems) ; or calls to set up committees of enquiry into the operation of
building societies (the sign of intellectual and political bankruptcy).
In the privately rented sector the following measures merit consideration.
(a)

The abolition of all rent controls. Failing this, private sector rents must at
least be allowed to keep pace with inflation. Contrary to popular belief there
are many poor landlords; indeed , the typical landlord only has one or two
properties and the income from these can often be his main source of income .
It it quite wrong to expect landlords to subsidize tenants; if tenants have to
be subsidized then this should only be done by the State.

(b)

The abolition of all measures giving security of tenure to tenants - perhaps
only for new lettings - with a guarantee that the terms of any letting
cannot be changed by subsequent legislation. If landlords are given
confidence that restrictions will not be re-introduced then they may be far
more willing to make surplus accommodation available and it is also
possible that institutions, in particular pension funds , would build for
letting.

(c)

It is important that the landlord should not be in an adverse tax position
compared with owner-occupiers who are, in effect, renting out property to
themselves. If council rents were set at market levels and if owner-occupiers
were subject to a tax on notional rental income then it would be fair to tax
the income received by landlords. If however, rents were only set to cover
historic costs and tax relief were merely abolished then no income tax
should be levied on landlords' income in order to preserve equity.

The measures outlined above should be acceptable to both major political parties
although they may be somewhat contrary to current irrational dogmas. The
considerable cut in public expenditure, reduced Government intervention and
greater freedom of choice is in line with Conservative Party philosophy while the
more equitable treatment between consumers of various forms of housing and
non-consumers and the ending of the present system whereby those who have the
most housing receive the largest subsidies should appeal to Labour supporters. The
reduction in Government expenditure should also give scope for tax cuts and enable
efforts to be concentrated on assisting those most in need and on making necessary
improvements to the council housing stock. If such measures can command
suitable bipartisan support then they could be introduced over an agreed time period regardless of whichever party was in power - such that undue burdens would not be
imposed on particular sections of the community.
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Both parties have indulged in petty politics over the past few years, with the
Tories showing quite unjustified bias against council tenants (through the Housing
Finance Act and the 91h per cent. mortgage proposal) and Labour the reverse by
isolating council tenants alone from the effects of inflation. The political parties in
Britain are responsible for the housing _problem; no solution is possible until they
stop taking short-term measures designed to score political points and start tackling
the real problems at their source.
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