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N E W S E X T R A

A Personal View of the Housing Market

During the housing boom of the late 1980s, I remember reading an interesting article which included a graph plotting house prices against earnings over the previous thirty years.  What it showed was that there was a long-term relationship which generally kept average house prices at three to three-and-a-half times average earnings.  Whenever house prices moved outside that range, there would be a rapid upward or downward movement to bring them back into line.


Those statistics allowed many people to predict the property slump of the early 1990s and make the same people uneasy about the current level of house prices.  They have also made me wonder why house prices are linked to increases in earnings rather than increases in the cost of the materials which go into building them (the discrepancy is even more alarming if you consider that houses have been getting smaller and their standard of construction is not what it once was).


The obvious observation is that this is a market where prices are set at the most the buyer can afford to pay.  Economic theory says that this can happen only where demand exceeds supply, and there are historical, social and economic reasons why there has been a permanent shortage of housing to buy over the last sixty years:

1. The large number of houses destroyed by bombing during the war.

2. The need to clear 19th century slums.

3. The movement of people out of old, industrial areas to other parts of the county to find jobs.

4. Correcting the mistakes of 1960s developments.

5. The fall in the size of the average household, particularly the greater demand for single-occupancy homes.

6. Increasing population (caused mainly by greater life expectancy).

7. More people aspiring to own their home.

8. Few council houses have been built since the 1970s.


This has produced a market where house prices have consistently risen faster than the cost of constructing them.  One component of house costs (the building materials) has been rising at a rate lower than house prices, while the other component (the land) has been rising at a much higher rate.  There will always be someone to profit from this situation: sometimes it will be the developer but, more often, it will be the person who owned the land.

There never seems to be enough land available in towns and cities, with the result that building plots are becoming smaller.  Near where I live myself there was for many years an empty plot which, I would have thought, was suitable for one detached house with a garage and a reasonable garden.  When it was finally developed, the builder bought the rear of the neighbours’ gardens and actually built a house and four bungalows, with no garages and almost no gardens.  Most of the original plot was taken up by the access road to the properties.  I really wonder about the long-term worth of developments like that.

Another result of the inflation in house prices is that it has made them worth much more than commercial premises.  On any high street in Britain you can see properties which were built as houses but have been converted to shops in the past.  With residential properties now commanding a premium price, the opposite is now happening and corner shops and other business premises are being converted to houses.  There is little chance of anyone now converting a house to commercial use and seeing its value fall, so we have lost a lot of flexibility in the property market and it is harder for businesses to find premises.
I lay the blame for house price inflation mainly with the planning laws, which rigidly classify land for different uses.  There has never been enough building land available to meet demand, so prices have gone through the roof (pardon the pun) limited only by the ability of house buyers to finance the mortgage out of their incomes.  The reckless lending policies of the banks and building societies have also contributed, by allowing mortgagors to borrow larger multiples of their incomes. 

There is something fundamentally wrong with a system where building land is worth hundreds of times more than agricultural land, when the differential has nothing to do with the quality of the land, just how it happens to be classified under planning laws.  It creates a fools’ paradise of people thinking that they are becoming wealthier as their house values rise, although they are just paper profits which can never be realised while they still need somewhere to live.  The only time you realise the profit, therefore, is when you are either dead or incapacitated, both situations where the money will be no use to you.


I have begun to believe that governments have been aware for a long time that building land prices were unrealistic because of the artificial market created by the restrictions of planning laws.  Those laws may have been designed to control development and protect the green belt, which were admirable objectives, but have had the consequential effect of distorting land prices.  At its most immoral, this artificial market allows a few owners of agricultural land to make huge profits when they are lucky enough to obtain planning permission for housing development.
The government could perhaps have prevented the inflation of building land prices over the last thirty years by releasing land it owned (redundant RAF stations for instance) for development, so ensuring that there was never a shortage.  To recreate a sensible market now, however, would require large amounts of government and agricultural land to be made available for housing, creating a surplus which would drive down prices.  That would make new houses cheaper but, inevitably, would also depress the value of existing houses.  For many homeowners, that would just be a paper loss wiping out an earlier paper profit, but they would still feel cheated.  For others, it would mean a return to the negative equity problems of the early 1990s, where the value of a house is less than the amount owed on the mortgage loan.

As governments think only in the short term (to the next general election) it is easy to see why they will never take the necessary remedial action: it would be electoral suicide to upset a large proportion of voters by policies which reduce the value of their houses.  For that reason, nothing effective is ever going to happen and governments will just tinker with the problem until they can pass it on to someone else in a few years’ time.
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