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The London Housing Crisis and Solutions to
Create Affordability

Heather Paszat

London’s two-tiered government faces a plethora of challenges to ensure that its booming
population receives the highest standard of living. The provision of housing is perhaps the
most pressing issue that London faces as a city. There is no question that the crisis has
reached a degree at which the active involvement of and cooperation with the national
government is imperative. The consequences of inaction have resulted in overcrowding,
anxiety, financial pressures, and economic harm, all caused by the combination of

a massive supply gap and lack of affordable units, lack of government response,
counterproductive reform measures, and speculation and other development practices
that have contributed to price distortions in the housing market. This paper offers a variety
of policy solutions tackle the problem in all housing sectors. Ultimately, however, the crisis
must be solved by matching the number of houses built with the demand for housing,
especially affordable housing.

I. Introduction

The Greater London Area and Local Governance Structures

London has been the world’s most cosmopolitan and global city for the past several
hundred years, and continues to be a world leader in the arts, commerce, education,
entertainment, media, research, tourism, and transportation. In 2012, London’s population
had grown to 8,308,400 (ONS 2012) and is projected to reach 10 million by 2030
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(Bennhold 2013), surpassing its previous population height in 1939. London is also a city
of contrasts, generating huge amounts of wealth and close to a third of the UK’s GDP
(Marr 2013), while at the same time harbouring shocking levels of poverty and social
exclusion (Aldridge et al. 2013).

London is governed by a two-tier system of municipal government: the Greater London
Authority (GLA) and 32 borough councils. Housing is one area that intersects the two tiers,
with local councils controlling a large proportion of social housing as well as local planning
and development, and the GLA responsible for city-wide housing policy (see GLA 2013).

It has becoming increasingly imperative that the GLA and borough councils, in tandem
with strong support from the national government, work together on housing policy and
development.

The Housing Crisis

London has the third most expensive residential real estate in the world, behind New York
City and Hong Kong (Mackintosh 2013). Over the past few decades an acute housing
problem, in terms of inadequate supply and unaffordability, has developed. Average
house prices have risen 20% since the 2008 recession, demonstrating the degree to
which demand is outstripping supply. A house in London costs approximately 12 times
the average national income, and London is failing to build anywhere near the 50,000 to
100,000 new properties required to sustain its rapidly growing population (Savills 2013a).
At the same time that housing prices continue to rise unabated,' government solutions
such as the Affordable Rent Model are more likely to limit the ability of many residents

to live in large parts of London. Even employed adults face considerable pressures, with
19% of working adults in London living in poverty (Aldridge et al. 2013). The housing
crisis is one of the most pressing issues London faces, and inaction has necessitated
that housing become the foremost priority of the GLA and local councils, which must work
together to solve the enormous housing challenge.

More than any other city in Britain, London has housing supply shortfalls and severe
affordability problems that are compounded by its unique demographics, migration

flows, and tenure patterns—namely lower rates of homeownership and a huge, largely
unregulated private rental market (Marr 2012). Development in London has produced, on
average, fewer than 17,000 new houses per year since 1981 (London Councils 2013a).
This development has been closer to 28,500 in recent years (Osborne 2013), but is

still well off targets set by the Mayor (GLA 2013), London Councils (2013), and other

1 Prices in London rose more than 9% between July 2012 and July 2013 (Aldridge et al. 2013).
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organizations (Savills 2013a).

For the first time, the Confederation of British Industry has cited housing as a more
significant barrier to growth in London than transportation (London Councils 2013a). Home
ownership in London has fallen below 50%,? while private rental housing has increased to
25% of the market share (Aldridge et al. 2013). Since 1983, house prices in London have
increased by 389%, but incomes have increased just 159% (London Councils 2013a).
London Councils see the issue as one of long term inadequate supply and has projected
that between 2011 and 2021, 526,000 new houses will be required to be built in London to
keep pace with population growth (Ibid). A further 283,000 houses are also needed during
this period to eliminate the current backlog. Based on the current pace of development,
just 250,000 of the 809,000 required houses will be completed by 2021-a shortfall of
55,900 houses per year. More worryingly, there was a clear shortfall in the completion of
affordable housing units built in 2010 and 2011-15,000 as opposed to 26,000. Included

in these figures is affordable rental housing, under which landlords can set rent at up to
80% of local market value—a provision that can hardly be defined as “affordable” in London
(Aldridge et al. 2013).

Between 2001 and 2011 the proportion of households in London renting properties
increased by 62%, compared to an 18% drop in the proportion of social housing

renters (Jefferys 2013). The private rental sector is largely unprofessional and lacks
institutional investment, and rising rents have contributed to an annual average increase
in government expenditure on housing benefits of approximately £1 billion (IPPR 2011).
The growth in the number of renters has not been prompted by an increased preference
for renting over buying, however (Theseira 2013). Of those that can afford to buy property,
70% are assisted financially by family members or other benefactors (Ibid). Most low

and middle-income earners cannot afford to own a house in London: three of the central
London boroughs are completely unaffordable for couples with children or single persons
earning average wages to purchase housing (Shelter 2013). In all but one of the 32
London boroughs, less than 10% of available ownership properties are affordable to a
couple with children earning an average wage (Ibid).

Many commentators have noted that rising costs and the unaffordability of accommodation
in London are detracting from the city’s economic competiveness (Jefferys 2013; Savills
2013a). 70% of businesses believe the cost of housing in London is a significant barrier

to growth (Theseira 2013). Given the magnitude of the housing crisis—the soaring costs,
lack of affordable housing, overcrowding, and insecurity—London requires a far-reaching

2 Down from close to 60% in 1991 (Aldridge et al. 2013).
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and comprehensive plan for housing development that focuses on affordable housing if it
is to weather this crisis through the coming decades.

The Way Forward

London’s housing crisis is multidimensional and will require the collaboration of numerous
stakeholders, levels of government, and developers to solve. The Mayor has published a
draft proposal for a city-wide housing strategy that would oversee the delivery of 42,000
new homes per year—close to double the number of new homes built since the 1970s—
in Greater London over the course of the next decade (GLA 2013). The Mayor’s plan
includes the creation of 10 “housing zones,” in which tax and planning incentives will

be offered to developers, a London Housing Bank will be created making surplus public
land more readily available than the current planning regime allows, and local councils
will work to stimulate building on stalled developments (Ibid). One third of the annual
number of properties built are to be affordable units, though as previously mentioned,

the government’s definition of affordable is completely inadequate for the cost of living

in London. Though still in draft format, these measures are insufficient and too reliant on
market forces, which the Mayor believes will correct the supply and affordability problems
(Hill, 2013a).

Solutions for tackling the problems of housing in London need to be multipronged and
deployed in all housing sectors. Some degree of regulation and an increase of revenues
will be required to properly deliver the number of new properties London requires to
sustain growth. The following report offers a range of appropriate solutions to increase
the availability of affordable housing that the GLA and local councils must consider
implementing.

Il. Housing in London

Historical Context

During London’s population peak in the 1930s, 60,000 new homes were built per year
(Osborne 2013). The Second World War put building on hold, but the post war era
ushered in a period of government-built social housing on a massive scale, lasting until
the 1980s (IPPR 2011). In the 1980s, privatization of social housing became a centrepiece
Margaret Thatcher’s domestic policies, and by the end of Thatcher’s decade in power

rent control and security of tenure in the private rental sector had been eliminated and
social housing was much more regulated and limited in its provision (lbid). The new
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Labour government, elected in 1997, largely continued to promote these policies and
failed to ensure that a sufficient supply of new homes, particularly in London, was
provided. Housing policy has become a major issue (Bramley 2007) in recent years, but
governments have not moved to adequately stabilize the housing market in London or
ensure that more affordable housing is available.

Recent Changes to the Welfare System and the Impact on Housing in London

In 2010, the newly elected Conservative and Liberal Democrat Coalition government
announced plans to undertake a Comprehensive Spending review in order to “carry out
Britain’s unavoidable deficit reduction plan...and put Britain’s public services and welfare
system on a sustainable long term footing” (HM Treasury 2010). This included widespread
reforms to the housing benefit.® While the government recognized that there were
particular problems with the housing benefit in London due to the inexorably high rental
costs,* its rationale for tackling what is perceived to be the excessive burden of London
is flawed. The government believes this approach will help improve the affordability of
housing by reducing “the levels of rent met by housing benefit in expensive areas and
apply[ing] downward pressure on expenditure” such that “reducing all rates...will bear
down generally on the rental values being met through housing benefit” (DWP 2010).

The reforms not only ignore the fact that higher subsidies for London are required to
deliver similar living standards seen in other parts of the UK, but are entirely predicated on
the government’s assumption that, “when faced with shortfalls in their rent, individuals and
households will be able to renegotiate their rents with their landlords...to keep their rents

in line with the new maximum levels permitted under the changes” (McCarvill et al. 2012).
There is evidence that housing standards for LHA recipients are often lower in London,
and government assumptions ignore the high demand for private rental properties in
London, which means that the equitable adjustments the government foresees are unlikely
to occur. Indeed, rents are not falling—some boroughs have seen rises of more than 20%

3 Changes to the local housing allowance (LHA) for those in the private rental sector included,
removal of LHA for properties with more than four bedrooms; caps on LHA according to the number
of bedrooms; LHA rates set at the 30th percentile of rents in each rental market, rather than the 50th
percentile; abolition of the £15 per week “housing benefit excess;” a yearly increase of the LHA by
1%, rather than inflation; and a total family benefits cap of £26,000 per year, regardless of family size
or location (IPPR 2012).

4 Approximately 850,000 London households receive housing benefits (London Councils 2013b). In
2009-2010, 26% of all housing benefit expenditures went to the London area—approximately £5.7
billion (DWP 2010). This growth in welfare expenditures in London and around the UK, particularly for
housing benefits, reflects the impact of the economic recession on working households in Britain, and
is exacerbated by a shortage of social housing (Hodkinson and Robbins 2013).
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between 2012 and 2013 (London Councils 2013b). A London Councils survey in 2010
found that 60% of landlords in London would not consider reducing rents in response to
the welfare reforms (London Councils 2010).

Within the Spending Review the government also outlined the aims of an Affordable
Rent Model (ARM) as part of its 2011-2015 Affordable Homes Programme (AHP), a new
and more flexible form of social housing. The Programme has been tasked with building
170,000 houses throughout England and Wales, with 16,000 ARM houses and 6,000
additional AHP properties for London (Heywood 2013). ARM properties, the primary
type of new affordable housing, are to be rented at up to 80% of the local market rent for
a similar property and are offered as flexible tenancies, rather than lifetime tenancies,
which were previously often required for social housing (HCA 2011). While ARM may be
successful in providing social housing elsewhere in the UK, there are several reasons this
will not be the case in London: there is a gap in the provision of houses for low-income
working households; it creates disparity in social rents, limits tenant mobility, and could
damage work incentives; and ARM is unlikely to provide an adequate supply in the long
term (Heywood 2013).

The government’s welfare reforms underscore the importance of having an adequate
supply of affordable property in London. The reforms are undermined, however, by their
clear unsuitability for benefit claimants within the London housing market. Many claimants
will find a shortfall in their ability to pay rent as a result of these changes, and are likely

to struggle to find affordable alternatives because of the high cost of renting in London.
Ultimately, this is due to the failure of successive local and national governments to ensure
that an affordable housing supply has kept up with increasing demands from London’s
growing population. The government measures may actually worsen the housing crisis in
London, and will support “the expansion of insecure, unaffordable housing, overcrowding,
and rogue landlordism” (Hodkinson and Robbins 2013, 72).

lll. The Chronic Housing Shortage and Overcrowding

Housing literature measures overcrowding based on a standardized definition: “The
bedroom standard allocates a separate bedroom to each married or cohabitating

couple, any other person aged 21 or over, each pair of adolescents aged 10-20 of the
same sex, and each pair of children aged under 10. Any unpaired person is allocated a
separated bedroom” (Barnes et al. 2013, 18; see also Aldridge et al. 2013, 43). Ultimately,
if the number of bedrooms in a house does not satisfy this standard, the household is
overcrowded. Overcrowding of owner-occupied homes in London has remained fairly
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constant at 3% over the past decade, but between 2000-01 and 2010-11, the percentage
of overcrowded dwellings in the social rental sector has increased from 11% to 17%.
There has also been a similar increase in the private rental sector, which is now 12%
overcrowded (Aldridge et al. 2013). London, overwhelming, has the highest rate of
household overcrowding in the UK, at 15% overall, compared to 3 to 6% in all other
regions (Barnes et al. 2013). Barnes et al. have also calculated, according to specific
definitions, that 25% of Londoners live in non-decent housing and that combining those
in overcrowded situations and non-decent housing reveals that an astonishing 35% of
London residents live in bad housing,® primarily in the social and private rental sectors.

There is also a geographic bent to overcrowding in London, wherein the inner east and
south boroughs are particularly overcrowded, as are areas west and north-west of central
London (Aldridge et al. 2013). The boroughs with the highest rates of overcrowding
(Newham at 35% and Brent at 18%) are also two of the poorest areas of London,
suggesting that the chronic shortage of affordable housing centres in low-income
boroughs, some of which are now compared to Victorian era slums (Mackintosh 2013).

Supply Gap

The extent of the supply gap is vast, and has been labelled as a “crisis,” “shortfall,” and
“London’s biggest problem” (Mackintosh 2013). The Mayor believes building 42,000
houses per year will satisfy demand (GLA 2013), while Savills puts the figure at 50,000 per
year (2013a), and the London Councils have projected an astronomical 100,000 houses
needed per year in order to meet demand and cover the backlog (2013).

More than 50% of demand for housing in London comes from households earning less
than £50,000 per year, but developers have been far more willing to supply high-end
properties that cost in excess of £2 million to the market (Osborne 2013), many of which
end up being sold to overseas investors (Heywood and Hackett 2013). This high-end
market for wealthy buyers (and renters) accounts for just 6% of demand (Osborne 2013).
On the other end of the spectrum, there is a substantial supply gap in affordable homes,
costing up to £280,000 to buy or £1,200 a month to rent (Savills 2013a). According to
Savills, demand for affordable housing requires that 28,500 affordable units be built per
year—well above the current figure of 13,500 per year. The affordable rental supply gap is
similarly wide, with £2 billion spent on high-end rental properties each year and a similar
figure on rental homes for those with lower incomes. This spending should reflect the
desperate need for affordable rental units and should instead account for £0.6 billion and

5 40% of these are children (Barnes et al. 2013).
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£5.4 billion for the high-end and affordable private rental sectors, respectively (Osborne
2013).

Lack of Affordable Units

The average price of a house in London—which has risen more than 10% over the past
year—is now £393,462 (Osborne 2013), more than 10 times the average annual income
of London residents. In 2012, even the lowest quartile of property prices indicated that
the average price in Inner London was £256,500, more than twice the price of the lowest
quartile of housing outside London (Aldridge et al. 2013). Monthly private rents were even
more inflated, with the average of the lowest quartile of rents in Inner London reaching
£1,278 per month, almost three times the same figure for all of England (Ibid). In total,
just 0.4% of properties for sale in London in 2013 were affordable for single residents

and less than 2% of all properties for sale are affordable to local couples with children
(Shelter 2013). Furthermore, as has been outlined above, there is a considerable shortfall
in the number of affordable housing units built annually. Demand for housing increases for
those with lower incomes, and this demand is nowhere near met by an adequate supply.
Finally, the need for an increase in social housing is indicated by the 366,613 households
on waitlists in London in 2011—an increase of 1.2% from 2010, and up 73% from 2001
(Harrison et al. 2013).

Inadequate Government Action

Governments have been proactive over the past decade in publishing inquiries (Baker
2004), reports, projections (DCLG 2012), and strategies (GLA 2013) to deal with the
housing crisis in London and throughout the UK at large. Action has been taken in
reforming the welfare system, but as demonstrated above, the lack of due consideration
for the effects of reforms in London may exacerbate the affordable housing problem,
rather than provide substantive alleviation (McCarvill et al. 2012).

To tackle the private rental sector, the GLA is in the process of introducing voluntary
landlord accreditation, and one London borough has introduced compulsory landlord
registration (Theseira 2013). Any voluntary system is unlikely to receive substantial
uptake, however, and does nothing to attract more professional, institutional landlords
to the private rental sector. Another aspect of housing development that the government
has attempted to fix are the rules that govern planning and development in England and
Wales. In 2012, the national government reformed the planning rules, which were cut
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from 1,000 to 50 pages, in an attempt to speed up and simplify the complex laws and

to encourage sustainable economic growth (DCLG 2012). Under the new framework,
local councils are required to determine future housing needs in their area, and allocate
sufficient land to meet the need, which in some cases will mean greenbelt land (Ibid).
The results of these changes have yet to be seen, though there is increasing evidence
that councils, including the London boroughs, are seriously investigating development on
brownfields and greenbelt land (Aldred 2013). Further, the planning reforms do nothing
to solve the problem of speculative developers sitting on land that has received planning
approval for development to ensure they can get the maximum price per square footage®
(Heywood and Hackett 2013; Mackintosh 2013; Osborne 2013).

The primary inadequacy of government policy and provision, however, has been the virtual
elimination of social housing construction. Alongside adequate provision of affordable
private sector houses to buy and rent, the provision of new social housing is crucial to
solving the housing crisis in London.

Foreign Investment and Speculation

Since 2008, London has witnessed a trend of foreign investors purchasing high-end
central London properties and, according to anecdotal evidence, leaving them unoccupied
to protect wealth (Mackintosh 2013). Foreign investors view London’s booming real
estate market as a safe asset, and developers are meeting this demand by building and
marketing (often to overseas buyers first) high-end units for overseas investors (Goodley
2013). In 2012, more than 60% of new homes in central London were being purchased
by foreign investors (Heywood 2012). By 2013, this figure rose to 85% (Heywood and
Hackett 2013). This amounts to over £7 billion invested annually (Ibid), and has led to
speculation that massive overseas investment has fuelled the price growth in London’s
residential market by as much as 44% (Mackintosh 2013). There is no sign of this trend
abating, and many have called for the government to curb this speculative activity to
prevent a housing bubble. Others are not convinced foreign investment is driving any
increase in the price of housing, but the fact remains that close to 80,000 housing units in
London are unoccupied and many of them remain vacant as a result of these investment
practices (Hill 2013d; Savills 2013b).

6 Savills has noted that 45% of land where planning permission had been granted is held by owners
who have no intention to build—investment funds, owner-occupiers, historic landowners and the
government (2013b). This is an astronomical number and suggests that speculation is obstructing
development, both for the number of new homes built and in inflating the price of land in London.
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IV. Solutions to Drive Affordability: Regulation, Intervention, and Investment

The housing crisis in London is multifaceted, and nothing less than a comprehensive
approach will begin to solve the supply and affordability issues that characterize the
problem.

Private Rental Market Reforms

Advocacy campaigns outlining the rights and responsibilities of tenants and landlords
must be promoted to expand knowledge of the sector, improve compliance, and, in the
long term, reduce the need for enforcement. Increased enforcement will likely have to be
used in the short term to crackdown on the widespread violation of housing standards.
This will ensure that the private rental sector is providing secure, safe, and adequate
housing, particularly for the most vulnerable residents. By prosecuting rogue landlords
and publicizing such efforts, it is likely that some landlords will be deterred from illegal
renting practices (Jefferys 2013). Newham is the first London borough to undertake such
an initiative and has raided 800 unlicensed properties and discovered 50 illegal shed
properties since implementing a mandatory scheme to license all private rented properties
(Mackintosh 2013).

In addition, a landlord accreditation body should be created for larger-scale landlords that
would indicate to renters the landlord’s track record for following the law and providing
adequate housing. This body should be publicized widely and provided with adequate
funding to ensure proper implementation.

Sustainable Development

As there is significant opposition to development on greenbelt and similarly undeveloped
land, promoting sustainable development near London’s rail and underground network

is a necessary part of increasing affordable housing. There are 35,000 hectares of
greenbelt within the London boroughs and a further 65,000 hectares within the M25.
Much of it is currently unappealing land that could be turned into housing developments
with large parks and high-quality infrastructure (Wiles 2013). The prior inability to touch
greenbelt land has led to higher house prices, resulted in greater urban expansion outside
the greenbelt, and imposed greater costs on commuters (The Economist 2012). Now

that planning rules have been relaxed and the potential for building on some greenbelt
land exists, borough councils should carefully consider allocating some of this land to
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development while balancing environmental and residents’ concerns with the crucial need
for housing. Allowing development one mile into the greenbelt would add one-sixth to the
developable area of London (Ibid), and building on just a quarter of this land could provide
more than a million homes, solving the housing supply problem for several decades (Wiles
2013).

Taxation on Speculation and Land Banking

Even actors who disagree with the degree of price distortions caused by overseas
investment and speculation believe that the government must find a way to curb this trend
(Hill 2013c). In 2012, the government increased the Stamp Duty Land Tax from 5 to 7% on
properties over £2 million and levied a 15% tax on purchases by corporations (Heywood
and Hackett 2013). This has not gone far enough, however, to restrain overseas
investment. The outline of a property speculation tax has been proposed by Heywood and
Hackett, and such a tax also has the support of the Labour party (Wintour 2013). While
levying a speculation tax is not within the powers of the GLA or borough councils, it must
be considered by the national government to help change the behaviour of investors and
reduce housing market instability (McCarvill et al. 2012). There have been suggestions
that such a tax could generate up to £1 billion in revenues, which could then be invested
into building affordable housing (Heywood and Hackett 2013). In order to disincentive
speculative behaviour by investors, the tax imposed would be higher if properties are sold
quickly, and tapered thereafter the longer a property is held (lbid). This would be even
more palatable if owner-occupiers were exempt from the tax, so that investors who leave
properties vacant would bear the majority of the tax burden.

Ending land banking practices through sanctions or taxation is another intervention that
should be considered and will increase the amount of land available for development.
An undeveloped land tax should be levied on land where planning permission has been
granted, but building has not occurred within a year. In July 2013, 124,247 houses

that had been granted permission in London had not been built on land valued at
approximately £12 billion (London Councils 2013a).

Incentives for Affordable Housing Development

Section 106 of the Town and Country Planning Act 1990, known as s106 agreements,
are a mechanism that can mitigate the impact of development and are inserted into
a development proposal (PAS 2013). This is one mechanism through which there is
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potential to increase the supply of affordable housing. The Growth and Infrastructure

Act recently introduced a new provision into s106 agreements, wherein councils are
given new powers to renegotiate previously agreed upon affordable housing levels, and
change the affordable housing requirement in an agreement (Ibid). This provision could
be taken even further if borough councils adopt a “build now pay later” approach, already
endorsed in theory by London Councils (2013a). This policy would allow surplus public
land to be used to build homes—and may also encourage a better private rental sector to
evolve (Hill 2013b)—by allowing developers to defer 25% of payments for public land until
construction is completed (London Councils 2013a). This will generate around £3.5 billion
for surplus public land, of which £875 million could be deferred by developers (lbid).” This
policy may also have a bonus effect of disincentivising land banking and encouraging
development to progress more quickly.

Government-Led Housing Development

Councils and housing associations (private, non-profit organizations that provide social
housing, often in partnership with councils) built just 6,000 homes in London last year
(Wiles 2013). Extensive waitlists for social housing provide enough impetus for increasing
social and affordable units in London. New development does not have to reflect a single
type of tenure, and should incorporate a range of units: affordable housing to own, social
housing to rent, shared ownership schemes, and affordable rental housing. This, of
course, will require that councils allocate huge proportions of their budgets to building
new homes.? Ultimately, this policy calls for matching a substantially increased number of
houses built to the actual demand for housing, with those receiving low-incomes and lower
middle-incomes as the clear priority. Such a policy will require substantial support and
coordination from the national government.

V. Conclusion

The affordable housing crisis in London has reached a crucial impasse, at which local
governments, the national government, developers, residents, and other stakeholders
must come together and work towards solving the plethora of housing problems that
continue to drive soaring costs. Outlined above are a number of measures and tools that
could be used collectively and separately to tackle issues relating to affordability and
supply in home ownership, in the private rental sector, and the social housing sector, all

7 Councils must, of course, ensure that this land does not just go to the highest bidder, but is made
available for affordable homes.
8 This ignores the pressing need to deal with the repair backlog for social housing in London.
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of which must be addressed in order for the policy tools to provide meaningful reform.
Especially crucial is the provision of social housing, which is entirely ignored by the current
national government even though it will inevitably require considerable financial and
political support from all governments if it is to be addressed.

Though it is unclear exactly what will happen to London and to the people who cannot
afford to live in the city over the next few decades, the number of people who are forced
to leave or become homeless is rising, and counterproductive government reforms that
are completely out of place are exacerbating these trends (Aldridge et al. 2013). The GLA
and the UK government must explore solutions that contain a combination of pragmatism,
boldness, significant policy shifts, new revenue tools, strong political will, and clear ideas
regarding what will make the London housing market work well for its residents and avoid
increasing the housing crisis for another decade.
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