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1. PACKAGE OF MEASURES TO RESTORE THE HOUSING MARKET

The HBF believes urgent action is required on three fronts: to restore more normal mortgage lending levels and terms; to rebuild home buyer confidence; and to help maintain new home building until more normal market conditions return.

The first priority must be to restore mortgage availability, cut mortgage costs and improve current very restrictive mortgage terms. 

The Special Liquidity Scheme announced by the Bank of England and Treasury is very welcome. However we are most concerned that any positive impact on the financial markets is expected to take quite some time, and there is considerable doubt about whether the measures will in fact lead to increased mortgage availability, lower mortgage rates and a return to more normal mortgage terms and costs. Evidence since the Scheme was announced suggests we have actually seen a further tightening, with some mortgage rates being increased and deposit requirements tightened. It is also important that the Scheme benefits smaller lenders who rely on the wholesale market, not just the larger lenders, as we need to increase the volume of funds, not just reduce mortgage costs. 

However even if the Special Liquidity Scheme does in time help restore the mortgage market to more normal conditions, we believe further measures are urgently needed to revive confidence among potential home buyers, and to minimise the inevitable fall in house building over the next few years. House builders are already investing considerable funds in sales incentives to help buyers, including increasing significantly scheme such as shared equity to assist first-time buyers.

Although some of the measures below will have a cost for the Treasury, this must be weighed against the considerable cost to the Treasury of allowing the current downturn in house building and the housing market to continue unchecked, with its inevitable knock-on consequences for the wider economy.

Stamp Duty Land Tax

· A temporary (e.g. 6 or 9 months) abolition of stamp duty on all housing transactions up to £1 million. (A similar measure in 1992 generated a surge in transactions.);

· A permanent rise in the 1% stamp duty threshold to £250,000 so that the vast majority of first-time buyers do not have to pay stamp duty;

· Extension of the SDLT exemption for shared ownership offered by housing associations, announced in the Budget, to shared ownership and shared equity schemes offered by house builders.

First-time Buyer Deposit Loan Scheme

· Because higher percentage advances have been withdrawn by lenders, many first-time buyers, and those with little equity, are now unable to buy, whatever measures homebuilders can realistically introduce. We would urge the Government to consider whether a First-time Buyer Deposit Loan Scheme might be introduced, perhaps using the Student Loan Company infrastructure, to help first-time buyers bridge the gap. 

Mortgage Interest Relief

· Introduction of mortgage interest relief for first-time buyers for a fixed period, such as five years.

· Mortgage interest relief for parents taking out a mortgage to release equity for their children to purchase a first home, possibly also for a limited period such as five years.

English Partnerships and First-time Buyer Initiative

· EP to maintain, or even increase funding in 2008-09 for this very successful First-time Buyer Initiative. At present it is not altogether clear whether or not funding is available for 2008-09.

· Lenders should be encouraged to support people buying under the Initiative – we are beginning to hear of cases where lenders are not supporting such buyers.

· Consideration to be given to expanding the Initiative beyond the current restriction to public-sector land.

· A single, well-advertised scheme to avoid confusion among potential first-time buyers and to ensure the scheme achieves the full take-up.

· EP to give urgent consideration to measures such as deferring land payments, reducing costly regulatory demands (e.g. higher space standards which reduce housing affordability) and speeding up land releases on more flexible terms in order to help the industry maintain production.

Housing Association Purchases of New Homes

· While the very limited relaxation of new space and sustainability standards recently agreed with the Housing Corporation and CLG may bring some modest benefit to home builders, housing associations should be actively encouraged to take advantage of this relaxation.

· We would also urge the Corporation and CLG to allocate a special fund to allow RSLs to make additional purchases from home builders, along the lines of the Autumn Housing Market Package in 1992, whether through an additional injection of funds from the Treasury or by re-allocating existing HC funding.

Local Housing Companies (LHC)

· CLG should encourage local authorities to accelerate setting up LHCs, while ensuring that they operate in a manner that is attractive to all stakeholders, including homebuilders.

Insurance Products to Rebuild Consumer Confidence

· To explore with the insurance and hedge fund industries products to overcome home  buyer concerns about future falls in house prices.
Measures to Minimise Repossessions

· One very damaging consequence of the housing downturn of the early 1990s was a flood of repossessions onto the market. This increased supply at a time of reduced demand, and it drove down prices even further because repossessed properties were sold at below-market prices. Every effort must be made by the Government and lenders to avoid a repeat of this situation. 

Reduce Regulatory Costs

· The very narrow definition of Affordable Housing in PPS3 should be expanded to include low-cost market housing and other market-based solutions. These can reach the same market as intermediate Affordable Housing and require no public subsidy.

· Given current conditions, homebuilders are obliged to cut their overheads and building costs. However by far the biggest driver of increased costs is regulation, most notably the looming costs of zero-carbon, CIL and Lifetime Homes being added to the already heavy burden of Affordable Housing. To help maintain housing production, central and local Government should review all current and forthcoming regulatory costs. For example, HIPS impose a substantial and unnecessary cost on home sellers. Abolition of HIPS would give a boost to home buyer confidence. There has been a proliferation of costly local authority sustainability requirements beyond the 10-year zero-carbon programme agreed by the homebuilding industry with central Government. Central Government should take immediate action to curb these costly, and often uneconomic policies. CLG needs to review forthcoming requirements, in particular making a realistic assessment of their cost and other implications for home building.

2. CONSEQUENCES OF THE HOUSING MARKET CRISIS

The downturn in the housing market, which first emerged in Summer 2007, has worsened significantly in recent weeks. There can now be no doubt that, in volumes terms, conditions are worse than at any time since 1989-92. Whatever the initial triggers, the primary driver now is the mortgage market:  restrictions on mortgage availability, higher mortgage rates, restricted mortgage terms and increased mortgage arrangement costs. This is driving down volumes and prices and must be the Government and Bank’s top housing market policy priority.
The downturn will have many serious consequences:

· House building starts and completions will be cut, at the very least in 2008 and 2009, and potentially beyond 2009 if further action is not taken very quickly.

· New Affordable Housing, a majority of which is delivered on private housing sites through S106 planning obligations agreements, will inevitably fall as homebuilders cut production and defer opening up new sites.

· The homebuilding and supply industries and building sub-contractors are already reducing capacity and cutting staff. However more dramatic cuts can only be weeks away. Once such cuts have been made, rebuilding capacity when the housing market recovers will take time, possibly several years. Some smaller companies will not survive the market downturn and credit crunch, further reducing industry capacity.

· Sharply lower volumes and falling house prices will cut industry profits, a primary source of capital to fund expansion in the homebuilding sector.

· Cuts in homebuilding industry capacity and profits will make it much more difficult for the industry to rebuild production towards the Government’s 2016 and 2020 house building targets once the market begins to recover.

· Cuts in Affordable Housing will threaten achievement of the Government’s 2010-11 target for Affordable Housing.

· Regeneration projects are being especially hard hit. Because homebuilders are creating new housing values in areas where current values are extremely low because of failed markets, downvaluations by valuers to second-hand values are having a dramatic impact on such projects.

· Unless there is a rapid turnaround, the severity of the housing market downturn must now pose a serious risk to the economy. We are mindful of the delayed impact of the US housing market downturn on the US economy. 

· The downturn will damage the public finances. A weaker economy overall will mean lower tax receipts and higher benefit payments. Volume reductions of around 40% and falling house prices will have a big impact on SDLT revenues. Profit falls in the homebuilding, supply and sub-contracting industries, and among estate agents, lawyers, removal companies, household goods retailers and manufacturers, etc. will cut corporation tax receipts. A sharp reduction in residential land transactions and lower land prices will also reduce SDLT receipts and tax payments by corporate and private land owners. The Government’s own programme of land disposals will be reduced, cutting land receipts.

· The escalating cost burden of regulation – Affordable Housing, zero-carbon and sustainability, Community Infrastructure Levy, Lifetime Homes, etc. – meant many sites were unviable for residential development even before the current market crisis, making it unlikely the Government’s housing targets could be met along with its many other ambitious objectives. Falling house prices and falling land values will make the Government’s objectives even more unachievable.
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