Buy-to-let revival is a curse for new
buyers
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If you want a brutal
example of the
economics of supply and
demand in action, take
the current bloom in buy-
to-let lending which is
intensifying the nation's
housing apartheid.
Rental costs have soared,
particularly in the capital,
as those shut out of the
housing market scramble
for scarce lettings.

Lenders - still charging extortionate rates for hapless first-time buyers - are beginning to dip their
toes back into the buy-to-let market with increasingly attractive loan deals for landlords.

The current mortgage squeeze is so tight that property agency Savills predicts one in five households
- well over four million families - will be pushed into private rented accommodation by 2016. It's an
astonishing shift from a figure closer to 10% as recently as 2003, and we've seen a 300,000 jump in
the last year alone.

The boss of one leading housebuilder talks of the current "unhappy equilibrium" between frustrated
buyers needing 20%-plus deposits to get loans and the lack of distressed sellers with interest rates at
record lows. The demand to buy is there, but the funding isn't. And with new housebuilding still
languishing at 90-year lows and council housing a distant dream for all but the most needy (a mere
1.8 million on the list) rental is the only option.

The pressure of demographics such as a rising number of single-person households and higher
immigration builds on the shortage of supply that has kept rental yields around 6% over the past
year. From a low of £872 two years ago, average monthly London rents are now more than £100
dearer today, according to estate agent LSL Property Services. And research from the buy-to-let
sector's biggest lender, Paragon, suggests nearly half of landlords will raise rents this year, some by
as much as 8%.

Buy-to-let loans now claim a record share of all outstanding mortgages at around £152 billion,
accounting for all the growth in mortgage products this year. It's depressing but in the kind of market
with rentals in such short supply, it makes perfect sense for the banks to raise their lending to cash-
rich landlords, typically at lower loan to value rates of 60%-75%: it's a lower risk and ties up less
capital than lending money to a first-time buyer who has struggled to scrape together a 10% deposit.
So unless he or she can call on the Bank of Mum and Dad, the helpless first-time buyer is pushed into
older, shoddier and damper rental properties while paying through the nose for the privilege, at least
on the evidence of the English Housing Survey.

This shows 41% of private rentals failing to meet the Government's decent homes standard. The
sector also has the biggest share of housing built before 1919, while they are also twice as likely to
suffer from damp as owner-occupied stock. Welcome to your dream home.
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March's Budget had a few titbits for the would-be buyer in its £250 million FirstBuy shared equity
scheme - where housebuilders and government top-up deposits help to get people on the property
ladder - but this will only help 10,000 people when an estimated 800,000 have been shut out of the
market since 2007.

But more significant potentially are the Budget changes to stamp duty to encourage bulk property
purchases from investors looking to tap into attractive flows from residential lettings, with billions to
spend spent on new developments.

The coalition is hoping the tax-friendly set-up will encourage private rentals and address the UK's
housing shortfall, but it won't do anything to significantly ease pressure on rental costs in the short
term, and it will hardly bring the prospect of home ownership closer for those forced to save deposits
for eight years on average.

While rental may be a lifestyle choice for some, for many, many more it's unavoidable and a source of
unwelcome uncertainty. A realistic chance to own is being denied to a generation in the transition
from property boom to mortgage famine. For them it's the "dead money" of rental that awaits - and
the continuation of iniquitous transfer of wealth from young to old, from equity-poor to equity-rich.



