Intermediate Housing  - alternative products and approaches
Intermediate housing and shared ownership is not working so well, despite all the analysis and ratios of incomes and house prices saying it ought to.  There are several reasons for this :-  
Key points are :- 

· Private renting is actually now the main competition for  intermediate housing
. It is a ‘product substitute’, but not the same as ownership as no capital gain so ‘dead money’, but  potential buyers can and do just choose to stay renting.  
· IH also competes with purchase of entry level properties in cheaper areas within reach as a more comparable product. It often loses on both counts.
· Since Homebuy and shared ownership prices are based on market values they are still very high, and unaffordable for many

· Homebuy, shared, ownership, etc, are often seen as more similar to the social rented sector, confirmed to potential buyers by the bureaucratic and contradictory  screening requirement built into the scheme to be both in officially recognised need and able to afford .

· Many of the products have the new build premium, usually about 15%, and they are often squeezed out of S106 deals and stigmatised from day one, and are not in the locations desired for household who might want them.

· Service and other charges inflate costs, especially for flats and apartments; and lending policies that treat it as at least out of the ordinary, and at worst sub prime,  can make it not a good deal financially.

The net result seems to be that IH products are not likely to be made to work much better as things are in the current housing market.

A possible alternative , which addresses different problems and pinch points within the housing market in a more joined up way, could be :-
Save to buy rentals  

Key points would be:-

· Funding currently going into various forms of Intermediate Housing to buy, from NAHP, S106, RSL reserves, LA coffers, etc, would go into acquiring  properties for ‘Save to Buy’ rent. 

· Properties  could be bought, leased, or even let under management agreements for other owners, subject to quality and  good practice conditions being met.  Management services could be provided, or just lettings, as required by the owner.
· They could be purpose built, but existing properties may provide better value, and avoid new build premiums.
· Rents would be set at sub market levels, between social and open market private rented sector levels, utilising the subsidy, and designed so that they would allow households in work on typical incomes levels to be able to save enough for the level of deposit required to buy locally, within a reasonable time scale
· The properties would then be let to households wanting to save to buy within a reasonable target number of years, on Assured Shorthold Tenancies.  This also addresses concerns over a ‘tenancy for life’ for all allocated social housing.
· Traditional bureaucratic needs based criteria and nominations from local authority waiting lists would not apply, and bureaucratic processes should be kept to a minimum. Choice based systems could be applied.
· Households renting under the scheme would also be able and expected to save through partner financial institutions, such as Building Societies, Credit Unions, etc. 

· The saving could either be through the rent payment, with a regular amount or proportion of it set aside, or saved by the Save to buy tenant themselves through an approved institution such as a Building Society or Credit Union, with negotiated advantageous interest rates.

· Competitive interest rates could be paid on savings due to the collective volume and regularity of savings overall.

· The funds could also be utilised specifically for housing purposes.

· If saving built up as expected the tenants would eventually move out into owner occupation . If not the situation would be reviewed jointly on each renewal of the Assured Shorthold Tenancy, and alternatives considered. 
· Alternatives might be a move into social rent, the open market private rented sector; or even conversion of tenure within that property in some way, such as to full market rent or social rent, depending on specific circumstances and needs.
· This would include systematised regular reviews, advice and assistance with saving and budgeting where required, and incentivise  the providers of the accommodation to give ‘hand up’ instead of ‘hand out’ support .

· Some properties could be sold to sitting tenants as all receipts would be recycled.
There could be other offshoot benefits in the various strands.

Saving.

· The scheme criteria for the scheme could require that tenants should clear expensive debt first, such as credit cards, in keeping with basic rules of good financial management. 

· Saving should be made when the tenants can afford to, not necessarily required to be ‘regularly’.  There is no point in saving with one hand while running up debts or problems with the other.  
S106 contributions.

· To avoid :-

· new build premiums, 
· hassles and delays in Planning negotiations, 
· causing developers to try to reduce the proportion of affordable housing to avoid possible problems in sales, 

· creating a ‘dumbbell’ market,  
commuted sums could be used off site in the existing resale market, potentially giving some choice for potential ‘save to buy ‘  tenants. This would not add new supply, but should help to make the market function better, and incentives for a better profile of new supply.
A refuge and cushion for would be first time buyers
· A substantial ‘save to buy’ rental sector would provide a refuge for would be first time buyers, which could help to relieve the pressure on them to feel they have to pay high entry level prices and stretch themselves as soon as possible to ‘get on the ladder’ and avoid ‘pouring rent down the drain’.  

· It would provide a cushion for them to allow a more manageable transitional intermediate phase of the housing career prior to buying

· All funds from properties owned in this way would eventually be recyclable, including 100% of any increase in capital value.

Financial aspects 
The main difficulty is that purchase funds from the shared owner will not go to the provider of the property or scheme at the outset, and rent levels at below market rents will not cover mortgage costs initially. This leaves a start up gap in finances to be bridged. 

Initial crude financial modeling suggests that in the long term such scheme would break even and move into surplus after a few years of rent inflation. However, if they served their purpose and the tenants moved out to buy after a few years, the rent  would drop back to a ‘save to buy’ starter level, and deficits would continue for longer. 
Financial aspects need to be explored further.

Precedents
Several aspects echo historical precedents, or modern developments can be incorporated, such as  :-

· The 4% movement

· The early Building Society movement
· Community Land Trusts to hold the equity

Private renting is a useful and acceptable part of a local housing market if households within it can save to buy and move out within a reasonable period – say 5-10 years ?  . If rents and house prices stop them doing so it is adding to housing market dysfunctionality.  But what is needed is a  “hand up” not a “hand out”.   Not all more social rented housing or intermediate housing products to buy, but a means of taking the steps on the ladder.
Bob Line ,  14 November 2007
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