[bookmark: _GoBack]What is the Help to Buy scheme?
Help to Buy will take two forms: one part offers buyers an interest-free loan from the government; the other involves the government providing a guarantee to underpin a borrower's mortgage.

Both will be available for homes worth up to £600,000 and there will be no restriction on how much applicants need to earn in order to qualify.

How will the loan scheme work?
The interest-free loan will be offered from 1 April 2013 and will be limited to people who want to buy a new-build property. It is similar to the existing First Buy scheme, but this time it is available to existing homeowners as well as first-time buyers.

Borrowers will need to raise a deposit of 5% of the value of the property they want to buy, but can borrow a further 20% on an interest-free basis from the government. The biggest loan available will be £120,000.

The state-backed loan must be repaid when the property is sold. It can be repaid earlier, but only if the mortgage is paid off at the same time.

After five years it will attract an interest fee of 1.75%, which will rise annually by the Retail Price Index rate of inflation plus 1%.

The Treasury says the £3.5bn scheme will help up to 74,000 buyers. Anyone who is interested in using it needs to contact a participating housebuilder or HomeBuy, which oversees affordable housing schemes.

How will the guarantee scheme work?
This part of the scheme, which will be available from January 2014, will help you buy either a new or existing property. Again, you will need to raise a deposit of at least 5% but no more than 20% (if you have a bigger deposit, you should have a good choice of mortgages anyway).

The government will provide the lender with a guarantee for up to 15% of your loan, allowing it to offer a mortgage even though you have a small deposit. More details will be announced later in the year.



Editorial: Osborne's budget offers wrong solution to the wrong problem
The Chancellor should have cut universal pensioner benefits and built houses
The Independent
The day after the Budget was never going to be an easy one for George Osborne. Sure enough, the Opposition clamoured for a U-turn; there was widespread criticism of the Treasury’s sleight of hand that kept borrowing lower (albeit fractionally) this year than last; and the respected Institute for Fiscal Studies warned of sharp tax rises to come after the next election. But it is the Chancellor’s plan for the housing market that is cause for most concern.
The Help-to-Buy scheme has two parts: it will offer interest-free loans to buyers of newly built homes, and it will support some £130bn of cheap mortgages for eligible buyers of any kind. The plan is certainly radical, shifting from targeted intervention – helping first-time buyers, say – to an offer of assistance to well-nigh anyone. It is far from wise, however – and not only because of the ructions over the Government helping the well-off purchase second homes. 
In fact, Help-to-Buy is the wrong solution to the wrong problem. Rather than responding to Britain’s very real housing crisis, it risks exacerbating the problem; and rather than giving a lift to the flagging construction sector, and with it the economy, the Chancellor is merely encouraging potentially unaffordable consumer debt. At best, he is exhibiting the same lack of imagination that has dogged his non-response to Britain’s growth crisis thus far – turning to the old trick of debt-fuelled growth in the absence of any better ideas. At worst, however, he has simply thrown caution to the wind in the race for the 2015 election.
In fairness, Mr Osborne is in a tricky position. He needs growth; but the tiny increases in government investment pencilled in for the next few years are economically meaningless. Nor can he raise borrowing without sacrificing the central tenet of his strategy (and with it his political career). 
What the Chancellor should have done is use the Budget to put an end to universal pensioner benefits and to the ring fences around some of Whitehall’s most inefficient budgets, and used the proceeds to build houses. Lacking such courage, he is forced to look elsewhere. 
Mr Osborne had hoped, of course, that Britain’s animal spirits would take over. Yet both net trade and business investment are falling. And here, too, there is an opportunity missed. Although corporate balance sheets are groaning with cash, the Chancellor has repeatedly failed to encourage companies to invest. True, the euro crisis has much to answer for. But Mr Osborne has spent more time blaming the upheavals in Europe than trying to ameliorate their confidence-sapping effects. 
With no hope of help from Government or business, then, all that remains is the consumer. It is here that the politics come in. Indeed, seen through the prism of a general election – and this is the last Budget the effects of which will be felt before 2015 – the Chancellor’s scheme could be a political masterstroke. More people owning property, house prices rising, perhaps even a lift to consumer spending: all give the false impression of a return to prosperity. And by spreading his smoke-and-mirrors largesse among those looking to move up the housing ladder, rather than just first-time buyers, Mr Osborne is focusing on exactly the aspirational “strivers” so crucial to either party’s electoral majority.
But such a plan makes a mockery of the efforts to “re-balance” Britain away from an unhealthy reliance on consumer debt. The prospect of a round of tax increases in the next parliament is far from encouraging. But it is as nothing compared with the Chancellor’s attempts to buy the illusion of growth by reflating the housing bubble. 


Home truths about the housing market
George Osborne’s help-to-buy scheme in the Budget may excite the hopes of would-be homeowners, but it confirms our alarming dependence on an insufficient stock of homes

Daily Telegraph
The biggest surprise in George Osborne’s Budget was the announcement of a huge expansion of mortgage credit. This was clearly designed to portray the Tories as continuing the work of Margaret Thatcher. It is, after all, a well-known fact that the British are peculiarly obsessed with home ownership, while everyone else rents. And it is another equally well-known fact that Mrs Thatcher, who won three elections, did so on the back of an unprecedented rise in home ownership. 
Both facts are well-known – and both are utterly wrong. In 2000, the UK came 11th out of 20 countries in home ownership rates in an EU survey. Another study in 2004 put the UK as a mid-level country in terms of owner-occupation. Since then, home ownership in the UK has declined quite steeply, so it is likely that we are now close to the bottom of the table. 
There is also an overestimation of the Thatcher effect. Between 1981 and 1991, the proportion of home owners grew from 57.2 to 67.6 per cent. But since 1918 there has been a consistent rise in home ownership; the rise between 1953 and 1961 was a bigger leap in home ownership and it was achieved in a smaller time period. Thatcher was largely overseeing the continuation of a long trend. 
Home ownership is a universal desire that can easily be explained. As a home owner, you are generally free to do what you want with it, you do not have to worry about rent when you are older, you have something to pass on to your children. Even adjusting for wealth and lifestyle, home owners are happiest, and their high rates of satisfaction hold true across different countries and cultures. 
What is more unique about Britain is that we expect rising housing costs to power our economy – something that has been true of nowhere else bar the US in the dying days of Alan Greenspan’s disastrous tenure at the Federal Reserve and the bubble economies of countries such as Spain or Ireland in the eurozone. This notion reached its peak under the Blair-Brown years, symbolised on the one hand by the removal of tax support for pensions and the encouragement of a buy-to-let boom on the other. 
This might have been sensible had the resulting investment been in the construction of new homes in line with demand. But between 2001 and 2007 alone, mortgage lending and house prices more than doubled, while the number of new homes barely rose by a third. In fact, because we shifted from building larger family homes to smaller flats, soaring mortgage lending went hand in hand with no increase in the rate of new housing space. Zip. Nothing. Zero. 
The entire British economy became built around servicing ever-rising housing costs. By early 2008, another £20 billion each month went on mortgage lending, while of the £10 billion lent for corporate “investment”, much was tied up in property speculation. At least 66 per cent of our lending was going to a large lending bubble. The real figure was probably more than 80 per cent. 
Moreover, as this credit surged through the system and New Labour politicians talked about the importance of home ownership, between 2001 and 2008 the UK saw its first fall in owner occupation. A century of progress towards a property-owning democracy began to be steadily reversed. People would get home from a day’s hard work only to find that in the last 24 hours their house had earned more than they had. More credit does not mean more owner occupiers. 
Meanwhile, rents also spiralled upwards. If you are a younger reader, you are probably wondering why you are paying ever more in rent despite a rerun of the Great Depression. The answer is that we, unlike Ireland and Spain, not only had rising house prices but also had rapidly rising rents. 
People don’t speculate in rents. You rent what you need. So rents are more aligned with supply, although house prices rising do impact on them slightly. And for years we built too few homes. In the 1960s we built 360,000 new homes a year. In the 2000s we built 160,000 a year, many of which were small flats. Last year we started construction on 100,000 new homes. So rents have continued to rise pretty consistently, even during the continuing recession. 
This under-supply relates to another home truth. The British have become different to other nations in that they have developed a real fear of development. Other countries see new homes as attractive and spacious, believe that new homes with parks and amenities can enhance an area, and that new development is not necessarily bad. But in England we are told the loss of a single field of rapeseed oil is tantamount to the destruction of our green and pleasant land. This is despite the fact that we have only built on 2.4 per cent of England, and only 9 per cent is developed, including all the parks, gardens and other urban green spaces. 
The real fear is closer to home. We fear our area being trashed and that the provision of infrastructure will be inadequate. The current planning system has basically remained in place since 1947 – and it was this that gave us the concrete council housing estate, the soulless suburb, and finally boxy flats. It is a damning indictment of the post‑1947 system that people would prefer something built before 1947 than after it. There is quite simply no other good or service where this is true. 
As a nation, we simply refuse to acknowledge where our choices have led us and we keep seeking easy answers. Immigration accounts for a need for, at most, 80,000-90,000 new homes a year when we are thought to need at least 250,000. Our “brownfield first” policy introduced in 1995 coincided with the collapse of our manufacturing industry. We got a lot of nice converted warehouses. But by 2008 we had eight of the most expensive 20 cities for industrial space and six of the most expensive 50 cities for office space. We need brownfield sites for industry and offices, and in any case most of it is in deprived parts of deprived areas in deprived regions. We should reuse brownfield, but it is not the answer to all our problems. 
It is too late to try to overhaul planning completely. But one thing Mr Osborne might want to ponder is the other big difference between the UK and elsewhere – that in most other countries the majority of new homes are self-build properties. The design, construction and finish of new homes is overseen by a single individual or family. This means that the whole development sector is different. Local homes largely go to local people. The quality is better as people are designing a home for themselves, not for a quick profit. Developers have to build better as well, because if they don’t, people can build their own homes instead. 
This also increases the number of people interacting with the planning system. At present, because the only people who self-build in England are the professionals (often architects) that you see having a nervous breakdown on Grand Designs, much of our planning system’s lunacy goes unchallenged. It is nearly impossible to build a bungalow or thatched cottage in England due to sustainability concerns. Rules about overlooking equate most mews to slums. The real enemies are not Nimbys, who often have well-founded fears about quality, infrastructure and amenities. They are the small Bananas minority (Build Absolutely Nothing Anywhere Near Anyone) and the planning system itself. A major of expansion of self-build homes for local people with community control over quality would reduce the fear of the Help to Buy scheme inflating bubbles and developer profits. It would help support further reform of planning. 
The final home truth is that throughout most of human history, the price of a house was roughly what it cost to build. A family house in England should cost around £80,000. A really nice one would be perhaps £120,000. 
We can afford attractive housing. But not with the current system. While groups such as PricedOut, who campaign for first-time buyers, might welcome houses dropping to that price tomorrow, a collapse in prices would be bad for the country. A slow decline, or stable rents and prices, is preferable. But the question is whether we can afford to continue to think of property as a magic money tree – and more importantly, what will happen to our society and economy if the Government does so as well. 


Help to Buy: a great way of distorting an already distorted housing market
Guardian, Thursday 21 March 2013 16.45 GMT 
The bulk of the new money is a subsidy for banks. It will prop up a flawed sector, raise house prices and fix no problems at all
Housing finance has long been a particular weakness of the UK economy. Three of the past four deep recessions in the UK have been associated with banking distress connected to the property market. Whether or not clarity is achieved over whether the Help to Buy scheme can be used for second homes, it is a missed opportunity for real reform – and will actually make matters worse. The government insists it wants to remove the implicit government subsidy to the banking sector – but this scheme represents a not-so-hidden subsidy from taxpayers at large to the banks and a few, relatively well-off, homebuyers. It may push up house prices in London and the south-east, but it will do nothing to address the fundamental problems in our housing finance system.
The first part of the scheme is an extension of the largely unsuccessful First Buy scheme from first-time buyers to those buying a newly built house. The objective is sensible, but the design of the scheme means that it will mostly benefit housebuilders. But the real news, and the vast bulk of the new money – £12bn – is an entirely new proposal. The government will offer banks a guarantee on high loan-to-value mortgages – mortgages for between 80% and 95% of property value – on existing as well as new houses, both for new borrowers and those wishing to refinance. If a borrower defaults, the first loss will fall not on the bank that made the loan, but on the taxpayer. And it is for banks to decide which of the qualifying mortgages they want to keep and which they think are sufficiently risky that they want to pass the first slice of credit risk on to taxpayers.
The economic rationale for designing a mortgage market intervention in this way is almost impossible to understand. There are well-known market failures in both the retail and wholesale markets for mortgages, so there's plenty of scope for radical reform. But, instead of explaining what problem it is trying to solve and how, the Treasury has created yet another subsidy for banks. Worse still, the structure of the subsidy will weaken competition even further by propping up incumbent banks and perpetuating an unreconstructed housing finance market with fundamental weaknesses.
What about housebuyers? To the extent that they see any benefits, it will push up demand and hence prices, resulting in further distortions in an already distorted market. This will redistribute wealth from the poor to the rich and from those who don't own houses to those who do. It will neither build any new houses nor make existing ones more "affordable" in any meaningful sense.
As always with these schemes, take-up and impact will come down to the fee that the government will charge for the guarantee. The Treasury says this will be on a "commercial" basis, whatever this means; since this would severely limit its impact, it seems highly implausible. Meanwhile, the scheme has been cleverly designed so it does not add to the headline borrowing measure – even though the risk, if the guarantees are ever called, rests firmly with the taxpayer. Given that it's precisely the high-risk part of the mortgage being guaranteed – on the highest risk mortgages – this looks like yet another of the many accounting gimmicks in the budget that seem designed to obscure the true state of the public finances.
The chancellor claimed again in his speech that "you can't cure a crisis caused by debt with more debt". Apparently, this only applies to direct government borrowing to build schools, roads and hospitals. When it comes to off-balance sheet financing to shore up the banks by taking first losses on high-risk mortgages, this does not apply. Unfortunately, rather than tackling today's economic problems, this will simply sow the seeds of tomorrow's crisis.


Mortgage lenders claim home-buying plan was built on shaky foundations
The Times, 21 March 2013
Mortgage lenders cast doubt on George Osborne’s plan to fire up the housing market yesterday while the Treasury struggled to explain how the scheme would work.
Lenders said that costs involved in administering the Chancellor’s blueprint to help underwrite £130 billion worth of mortgages could mean it fails to get off the ground.
The Council of Mortgage Lenders (CML) and the main UK lenders have been in discussions with the Treasury and Cabinet Office for months about how the scheme might be structured but have failed to agree details.
Mr Osborne’s proposal has two elements. The Treasury will spend £3.5 billion over three years from next month helping 130,000 people who want to buy new-build homes to secure a mortgage. Buyers can claim loans of up to 20 per cent of the value of their mortgage, free of interest for five years, if they can put down a 5 per cent deposit. Applicants will have to state that the property is not intended as a second home.
The second, much larger, element involves the Government using its balance sheet to underwrite more than 500,000 loans over three years from January. Lenders who provide higher-value mortgages on new or existing homes of up to £600,000 would receive a seven-year guarantee from the Government, compensating them for a portion of their losses in the event of repossession.
However, lenders told The Times that although it was an “interesting idea” and they would work constructively with the Government, the costs of setting up the scheme would be crucial in determining participation.
The Treasury wants the scheme to be “self-financing” by charging lenders a “commercial fee” to participate. This would cover expected losses, the cost of capital of providing the guarantee, and administrative costs.
In the event of a default, a buyer would lose their deposit and any equity they still had in the property. Lenders would also have to take a 5 per cent share of any net losses to ensure they were not encouraged to make bad loans.
One lender said: “The cost to the banks is what really will be critical here. There is a very big difference between paying £50 or £1,500 per mortgage and there will need to be very detailed discussions on that. If it is too high a fee to enter it won’t be commercially viable, or the cost will be passed down making the mortgages less affordable.”
Critics said that banks had not asked for such a mortgage guarantee scheme and that concerns about access to loans had eased. The Building Societies Association said a survey of 2,000 consumers this month showed that worries about access to finance acting as a barrier to buying a home had dropped to its lowest level since 2008.
First-time buyers were also reporting better access to mortgage finance, with only 34 per cent of those polled considering it a major hurdle compared with 50 per cent last year.
It was also unclear how the Treasury would prevent the scheme from being used by people buying a second home. Treasury sources made clear that the aim was to help people to move up the property ladder rather than to acquire properties. However, they did not want to penalise parents or grandparents helping a relative to buy a home or prevent someone getting a mortgage if they had not yet completed the sale of their previous property.
Other people who may be penalised included people who had to move out of their home after a family breakdown and wanted to buy another property.
Ministers said they said they would spend the coming months talking to lenders about how to craft the underwriting scheme so that it attracted people moving home without encouraging second home ownership.
However, the failure of the Treasury to provide immediate clarity allowed Ed Balls to accuse the Government of helping the middle classes to buy homes while penalising council tenants with an empty spare room with the so-called “bedroom tax”. The Shadow Chancellor said: “The Government is basically saying that if you’ve got a spare room in a social home you’ll have to pay the bedroom tax, but if you want a spare home we’ll help you buy one.”
The Institute for Fiscal Studies also cautioned yesterday that the scheme could recreate the problems behind the 2008 crash by encouraging people to buy homes they could not afford.
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