.. other countries becauss of
“ahd u‘goto date statistics bub in+1968. Jupan had. &. percentoge. of
. over
"glmost. 7 r cent end in the same year in Cabada it wns over
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HOME OMWERSHIP AND CONSTRUUTICN INDUSIRY POLICY GROUP

1. The Group wes sot up on June 96h 1975 epd hes so fer.
met three tices, one of which was to discuss this report. The
Group hns produced this document in great haste in order 50 |
meet @ request for its imterim thoughts before the Summer -
Recess, Ne wish 1o emphosize that this documont is produced
solely in regponse o %;hqt request, It represents initial
reattions and not a detailed, considered statement. When the
Group resunes its work in $he Aubumgm, it will begin e more
intensive study of the problem within its terms of reference.

2. Bacanse of the extreme shortness of -timg the Group feli -
that it should concgnbrate on rav:.ewm% the Party's polic
cormitnents &b the Cotober 1974 Generel Electiom to ses whel
could still be recommended in the event of & snap election
before. November 1975, e

3. The Group remains convineed that, on both socisl and -
aconomic ﬁrounds, the extension of home ovnership should be the
basis of [onservetive. housing polioy. The arguments for apd

%amst this point of view are set out in Appendix A to this

k., The Group believes that there is considereble soope for

incréasing the porcentege of home ownership in Britain to $he
levels of some ofher countries. While we should not wish to
Euantify et this stage any oxact fzrget rate of inorease, in
951 the pergentage of home owpership in Britain was slnmost
27 per cent but by the end of 1972 this had inoreasad to
52 per-gent. If is not eas{ to oonpare the performance of

he difficulty- of obteining aceurate

r cent; in New Zeelend in 1967 the proporticn was
65 per cenb. °
5. . Ixtengion of Home Qwnership

(i) Bevause of the ourrent economic aitvation, in the event
of 'a snsp alection this Aubuwmn, the Group cannot recommend -
thet we repeat our October 19ZL Blection pledge of 9% cent
mortgei.;as or ell (ineluding local suthorlty mortgeges). We
feel tiat the inorease in incomeg relafive to house prices - . -
in the recent ash mesns thed, although meny families will | .-
still find the ini%ial repayments a grept s;%gle
indiserininete goverpnent help of this kind of the present
tire be justified. There are hosever o number of reople who
have obtained loeal authority mortgeses end are mow raying

.rotes of interest as high as 17 psr cent, Many of these

geg g are less wall off than those who borrow mone_{ from .3
uj 1ding societies.. The government loen to the.building -
societiss for tecknicel reescns could not be used to keep -
their rate of interest down to 11 per cemt. It ig difficult -:
to give enexact figure bub- sinte fict aven helf of local
authority mortgage retics are gbove 11 per cemt el present, -
a cost in the Tégien of £]12 - £15 million per yesr would be ;
umlikely to be exceeded., (See Appendix L;_?.- RPN Ry
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{ii)  Tors ine cheme The Group continues to
belicve thot the schene could in ;.nclgla be of groat valua.
The deposit is often a-mgjor stunbling block to house purchase
ood the schore gives an incentive to sove and therefors hus a
disinflotionary effect. If would come into full eperation

only after two’ years end therefore thers would bs-no.initinl
oot to yublic Tupds. Nongtheless we feel that in tha wesent
situetion it moy be felt bhat we could not he sure thet the
economic .position hed improved snougﬁ even after two years to
adopt this policy for ths present, We therefore propose _thet :
1t should be kept under review rng included as Consepvative k
policy sometime in the future, :

(iii} MNevertheless if heme Gwhership is %6 be inerensed fupther
help fron Govermrent funds does sean cslled for: the present
propertion of -average net dispospble inen recded fo sustain
an avernge new rortgnge (about 29 per cent) mets ns & disincentive
tonany couples who would like to own their humes, The size of
the averoge doposit nseded by & first tize buyer is over - - h
£2300 which iz sbove svermge net disposable inceme for o whole
year. The Group prefers peasures vhich will bring into hope
.ownershlp persons who would otherwise live with their prents
and then g0 into o couneil house, We would not_wish at this
tine to divert resources to people ready snd w1ll1n§ to rake
their oun errangerents. Toe Group theréfore sugpssts:-

of the lguilding.'socletiea by which & borrower mid & fixs .
Iroportion of his incone b wag of rortgeze every year, Details
of $hig schere, 8s ressarched {_the Hous ing Kessarch Foundation,
are ghowm  in Appendix B, .Some limited goverument guarsntes ..

would be neeessary, ioLin T e

a) i There.is scope for introducing o schene with the sgpmrf

- L2 an 5 ,

2} " Linited experimenta along the lines of the Awerican’ .
Section 235 schens ovuld be tried os on elternative to council
Jousing. “This schene is targeted Jorticulsrly at those on just
baltw Everoge “esTninga o Ab-4 -roment- only & gmall proportisn
of this group are Loving into home anersilp. They do reguire-
subsidy ﬁe_ae Apgendlx B] tut ‘since they do not require bhe -
%)artlm tion of local govermment in lsnd buying or comstructicn,
] hhe cost vould certainly be less than for bullding new couneil

cuses,

c) WM_&M involving & govertigent “bnokad
E‘lgﬂnce for Housing organisation will be invesiigated in the
uhurn, R LR ety .

a) Rquity Pevticitmtic i ingtitubions 'is home “Gwnership
offers further possibllities butthe Group is-not yeb-ina 7o
position to meke rzeommen ations about this, - 7 v

. A ) ) TR (LY
el . Thedstailed proposala in the Ogtobar Manifesto about:
l.ha salg-of councilphogges.are strongly endorsed T:y te Group,

- ! : w . . . o tn -
£} e Jresent Governnsut's policy ofrediieing the alloeation
for local authority nortgages in order to promote mumici lization
is a ludicrous miguse-of resources. Local suthority mor gages
gah;e a Ee%-y useful rols to play in stimulating the lower eng of

- merket, O - .

: T
. Laad i

g - I%G.L[muggﬂ We fesl that IE‘Jgt;ple in tied cottafgs )
wying off' rortgnges for homes for their retirenent shou o
receive $oax relief on the mortgage intepost subjoot to-the
limit of £25,000 Praveiling on ofher mortgeges.” - - LRSS
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@{iv} The Supply of kerteuge Finonce

a) We endorsz the grsneral_Ewinciple outlined in the October
anifesto $o use the cormposite rate of tex as gn instruvent of
stebilizotion where nogessery. Thus if economic conditions
improved sufficiently for encugh neney to be availoble, one
could altor the corposita tax rate and se alier the morbguge
rate $0 9% per cent or whetever rate waa folt, et thot time, |
to be appropriate. This could not ba extended to local authority
rortgeges without a direct gubsidg singe the oxisting tax
nechenisk: docs not operete in thet sector.

b} _ The Group is doubtful if ruch will bo achloved b¥ o full
scals 12 nonths invesbigation into the role and structwre of $he
building socistics as proposed last Qotober, We beve, howsver,
no objethion to repeatmﬁ that propesal if the Party f‘oeh_a it

is exiedient to do so, It is eérbtainly true that an iaguir
miﬁbt dispel somz of the cruder myths about "wasieful brane
offices" and so on.

¢} More impetus should be put behiné tho growing tendency of
uilding aceleties to mule stage payments 16 housing dovelopers.
ince this zoney has to_como out of the specisl advances
. ategory, 1t is cdviseble thet the linit for Speciel Advances
be reviewed avery yezr. The latest_incresse from £13000 to
+ £20000 iz the firsh incremse eince 1971 and by no meens fully
refleets the inorsase in house prices sines thon.

d) | The Group will enderse fjfhlﬁ_?gﬁ widening the Joint
Advisory Complttee to inglude house bullders, es proposed in the
lagt majifosto bub sees this as 1ard of the wider issue of
industrinl consultetion on which it will moke detailed
raconrendetions in the Autunn, -

it
. // "
Conservative Beseerch Department, . !
, 0ld Guoon Strest, : Co /N
Lordon, S.W.1, ] 16.7.75




APBENDIX A (i)

The Group believes it would be helpful to list - for the

purposes of public dabate as well ss policy formation - the
main reasons for and against the extension of home cwnership.

1.

2,

o

Argunents Ageinst Home Ownership

The privete sector doss not provide edequately for the
disﬂﬁrzd, he elderly end the short stey snd single |
persons, (This srgues for less prossure on the council
sactor from those who want to own their homes, for
encoursgerent to ths voluntory housing movement ond to
the privets lendlord).

Underceeupation in tl%c privete sector is higher than in
tha public scotor. (Thls is often couspd by Tears

of the Rent Tribunal and of the fosmbihty of future
extension of security of tenurs to shered cccommedation.
T4 argues for gronter building of ono ayd two bedrooned
houseg to take spoount of the demographic shift towards
aneller femlmsf. :

Tox Relief increages with the size,of loen odvanced end
with the ineone of the borrower, (incouraging femilies
to "rade up" releases chesper houses for femilies on
rore rodest incomes?.

) Argurents For Hore Qwpership
It ia what nost fumilies want.

While the present coupcil remt strueturs survives it is
less costly to.hel%) through tax relief on Lortense -
intersst a femily to buy 8 hore then to subsidise then
perzanently in & new couneil housa.

It gives families o stake in the future of the countr¥
and helps make thon wore indepsndent of the Stefs, I
also bringe about the spread of ownership of wealth end
capital anongst ordinsry fapilies and people.

It leeds to & better repair and meintensnce of our
housing stock becouss Eeopla take pride in whet they
own end stay in occupotion during such repairs end
mintenanes,

It enobles local councils o get on more guickly with
the housing tasks they elons can carry out, such as

slum clearencs and tho provision of more hores for
g)igecml. groups like the elderly and the dissbled, For
if fapilies who would rathor. buy are forced to join the
queus for & eouncil houss for lsek of alternative thess
spocial groups ars often pushed to the back,

It bresks the'-_%rcnwing monopoly of council housing jn -
lgan{ rarts of the country snd so crentes nors choite and
it lessens the depger of political corruption et couneil
level. For when local coimeils have & conopoly or near
ponopoly of housing in their ereas thera is clearly &
real rigk of corrupbion. : .

It is beneficisl to widows apd families that, on their
head of household’s death, they heve & home of their



AFPENDIN B

NEW WAYS OF HELPING LOWER
INCOME FAMILIES TO BUY
8. Among the allernative schames for
housing finance discussed three stand put
as offering Substantial edvantages when
compared with both conventional mortgages
and local authority housing,
9. For house purchase 1he best, though
there might be administrative prablams, is
a loan for which the househeid makes 2 net
payment of a fixed propattion of its
income—the proportion heing determined
by the ratio of the advance (o the
heusohold's income. Under this
arangement 1 would be possible for atl but
" ke lowest 15% of households in the
household incoma distribution 10 buy a
house by spending no more than 15% of
fhiead of household earnings over 30 years—
no morg 1hen new bomowers are currantly
spending. Indeed, if payment were 179
of incomg the range of potentlal house
purchasers would include 94 per cant of
households, even without spacial subsidy.
“This schems works well at each of the
rates of inflation cansidered, and while it
implies a rather larger cost in tax rollef than
the conventional mortgaps, it is still vary
Much less expensiva than local authority
house. {ts advantages derive from the fact
that by accepting & constant real burden of
mertgage payments the house iold. can
greatly redece the initigl fraction of income
spent on a mortgags and also borrow &
much greater multiple of it income—a.g. for
a nel payment of 15% of incoma the
househald could botrow vp to 45 times
its income.

American Section 235 Plap
10. The two olhsr schemes offer new and
advantageous methods of assisting below
Bversge incoma families. One, the Ametican
Section 235 proposal, previously discussed
by HRF, is a conventional morigage loan
with the additional provision of & subsidy
o the borrowar to cover the difference
batween the net paymant on the maortgage
and a maximum of 20% of income, This -
slso works out chesper than local autherity
. housing. AN

Equity Participation

1. Tha other schema is essentially a

variant on ¢o-ownership and is based on
the lending inslitution providing a loan
which is 26% standard mortgage and 75%
squity participation in the value of the house
on which a low interest rate is cherged.

It provides & way I which very low income
households can taka the first step towarg
houss purchase at a low cost to the

- government. It has disadvarages but

offers the most substantial savings in
government subsidies when compared with
local autherity housing. This is true for
each of the inflation rates examined.

Btrong Casa for Adopting These Plans
12. Each of these three schemes

mobilises the willingress of houssholds

1o spend mere on house purchase than
tental. Tha administrative difficulties can be
overcome. .

13. Thaie is therefore a strong casé for
adopting each of these schemes in order to
Prove on exigting arrengements for,
housing finance and to widen the range of
options available to borrowars, lenders,
and the government. Careful planning
would ensura that higher demand did not
force up house prices. No one wauld be
compelied to buy, More wauld have
choige between buying and renting.



This is a very rough ¢osting of the proposals conbained
in the Report. ]

1. 2 per cent nortguges Aﬁmximtely £300 nillion per year.
2/ YionoSayings Grant Schere Very Toughly £150 million per
yesr wi e the cost onoe theyaclﬁell{s fully under way.

100, .4 pollene

t is inpossible to give any estimete of the cost of

these sehenes until their deteiled i plementation has,

been worked out. However witl subsidies to new council
houses running at well over £1000 per {ear in the first

g enr gnd at very high anounts therenfter, there is no
oubt thot these schemes could save the Hxchsquer
substantisl sums of money. This would only ba the case
however if Bection 235 gcheme houses were built es en

o &nd not in addition to e now council house.

L. A re @Mﬂlﬁl{mﬂlﬂMﬂgﬂsﬂyﬁiﬁL@Jﬁ
This would probably cost in the region of £12 - 15 million

PET yesT.

5. %MWME_{JMMMW
ho extension of tax relisf on nortgege intersst {o those

in tied cobieges buying o hous for their retirerent weuld
eost 0 negligible amount,

/

Conservative Regecrch Departmont,
24, 01d lgueen Streat, :
London, 5.1 ;




