House of Commons
Committee of Public Accounts

Help to Buy: Equity
loan scheme
One Hundred and Fourteenth Report
of Session 2017–19
Report, together with formal minutes
relating to the report
Ordered by the House of Commons
to be printed 9 September 2019

HC 2046

Published on 17 September 2019
by authority of the House of Commons

The Committee of Public Accounts
The Committee of Public Accounts is appointed by the House of Commons
to examine “the accounts showing the appropriation of the sums granted by
Parliament to meet the public expenditure, and of such other accounts laid before
Parliament as the committee may think fit” (Standing Order No. 148).
Current membership

Meg Hillier MP (Labour (Co-op), Hackney South and Shoreditch) (Chair)
Douglas Chapman MP (Scottish National Party, Dunfermline and West Fife)
Sir Geoffrey Clifton-Brown MP (Conservative, The Cotswolds)
Chris Evans MP (Labour (Co-op), Islwyn)
Caroline Flint MP (Labour, Don Valley)
Mr Simon Clarke MP (Conservative, Newark)
Shabana Mahmood MP (Labour, Birmingham, Ladywood)
Nigel Mills MP (Conservative, Amber Valley)
Layla Moran MP (Liberal Democrat, Oxford West and Abingdon)
Stephen Morgan MP (Labour, Portsmouth South)
Anne Marie Morris MP (Conservative, Newton Abbot)
Bridget Phillipson MP (Labour, Houghton and Sunderland South)
Lee Rowley MP (Conservative, North East Derbyshire)
Gareth Snell MP (Labour (Co-op), Stoke-on-Trent Central)
Anne-Marie Trevelyan MP (Conservative, Berwick-upon-Tweed)
Powers

Powers of the Committee of Public Accounts are set out in House of Commons
Standing Orders, principally in SO No. 148. These are available on the Internet via
www.parliament.uk.
Publication

© Parliamentary Copyright House of Commons 2019. This publication may be
reproduced under the terms of the Open Parliament Licence, which is published at
www.parliament.uk/copyright/.
Committee reports are published on the Committee’s website and in print by
Order of the House.
Evidence relating to this report is published on the inquiry publications page of the
Committee’s website.
Committee staff

The current staff of the Committee are Richard Cooke (Clerk), Laura-Jane Tiley
(Second Clerk), Hannah Wentworth (Chair Liaison), Ameet Chudasama (Senior
Committee Assistant), Hajera Begum (Committee Assistant) and Stephen Luxford
(Media Officer).
Contacts

All correspondence should be addressed to the Clerk of the Committee of
Public Accounts, House of Commons, London SW1A 0AA. The telephone
number for general enquiries is 020 7219 5776; the Committee’s email address is
pubaccom@parliament.uk.
You can follow the Committee on Twitter using @CommonsPAC.

Help to Buy: Equity loan scheme

1

Contents
Summary3
Introduction4
Conclusions and recommendations

5

1

Performance of the scheme

9

Confidence within the housing market

9

2

3

The scheme’s added value

10

Extending and winding down the scheme

11

Financial risks to consumers and the Department

13

The Department’s return on its investment

13

Protection for loan recipients

14

Help to Buy and wider housing policy

16

Meeting the Department’s commitment to deliver 300,000 new homes per year

16

Other problems in housing

17

Formal minutes

19

Witnesses20
Published written evidence

21

List of Reports from the Committee during the current Parliament

22

Help to Buy: Equity loan scheme

Summary
Help to Buy was originally intended as a short-lived scheme but will now last for 10
years and consume over 8 times its original budget, yet the value achieved from its
extension is uncertain. Around three-fifths of buyers who took part in the scheme did
not need its support to buy a property, and the large sums of money tied up could have
been spent in different ways to address a wider set of housing priorities and focus more
on those most in need. The early scheme achieved its own aims to support people into
home ownership, and boost the housing market. The scheme does not address issues
with the wider planning system, or other problems in housing, such as the provision
of affordable housing to buy or to rent and rising levels of homelessness, nor was it
designed to do so.
The Department has other programmes to address these issues, but Help to Buy
remains its largest initiative by value. The Department acknowledges that the scheme
has, however, only benefitted one section of society—those that are in a position to buy
their own home in the first place.
Inherent uncertainty in the housing market means there are still risks to the Department
achieving a positive return on its investment in homes. The new scheme from 2021
provides an opportunity to target the money more effectively, but the Department has
not yet fully thought out how it will do this. Unless the Department plans alternative
housing initiatives, the end of the scheme in 2023 may lead to a fall in supply, adding
to the challenge it already faces in achieving its ambition of 300,000 homes a year from
the mid-2020s.
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Introduction
The Ministry of Housing, Communities & Local Government (the Department)
introduced the Help to Buy: Equity Loan scheme in April 2013 to address a fall in property
sales following the financial crash of 2008 and the consequent tightening of regulations
over the availability of high loan-to-value and high loan-to-income mortgages. Originally
intended to last three years, in 2015 the Department announced the extension of the
scheme to 2021. The scheme has two principal aims: to help prospective homeowners
obtain mortgages and buy new-build properties; and, through the increased demand for
new-build properties, to increase the rate of house building in England.
Homes England administers the scheme on behalf of the Department. Home buyers receive
an equity loan of up to 20% (40% in London since February 2016) of the market value of an
eligible new-build property, interest free for five years. The loan must be paid back in full
on sale of the property, within 25 years, or in line with the buyer’s main mortgage if this
is extended beyond 25 years. The scheme enables buyers to purchase a new-build property
with a mortgage of 75% (55% in London) of the value of the property. The current scheme,
which will run to March 2021, is not means-tested and is open to both first-time buyers
and those who have owned a property previously. Buyers can purchase properties valued
up to £600,000. A new scheme, to follow on immediately from the current scheme for
two years to March 2023, will be restricted to first-time buyers and will introduce lower
regional caps on the maximum property value, while remaining at £600,000 in London.
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Conclusions and recommendations
1.

Help to Buy has increased the supply of new homes and boosted the housebuilding sector. The financial crash of 2008 caused a loss of confidence among
both developers and buyers, leading to a significant reduction in the building of
new homes. From its outset, the Help to Buy scheme has unlocked demand for new
homes from potential buyers by giving them a government backed loan to help them
buy their own home, and therefore giving developers the confidence to increase
their rate of building. This includes small and medium-sized developers, of which
around 1,600 have used the scheme to date, and there has been a recent increase
in the number of very small developers that are using the scheme. Help to Buy has
been more successful than previous schemes with similar aims. The Department’s
evaluations show the scheme has increased housing supply by around 14%.
Recommendation: The Department should identify the lessons that can be learned
from the success of Help to Buy and how these can be applied to future housing
schemes.

2.

While Help to Buy has helped many people to buy properties who otherwise would
not have been able to, a large proportion of those who took part did not need its
help. By December 2018, the scheme had supported some 211,000 households to buy
properties, through loans totalling £11.7 billion. Some 37% of buyers said they could
not have bought a property at all without the support of the scheme. This implies
that around three-fifths of buyers did not need the support of the scheme to buy a
property, although some research suggests that even those who could afford to buy
were not doing so because of wider economic uncertainty. Around 20% of people
who have used the scheme were not first-time buyers. From 2021, the Department
will restrict the scheme to first-time buyers, and is introducing lower regional price
caps that will reduce the number of purchases through the scheme and should
better focus the scheme on those who most need help. Regional price caps could
mean that the scheme may not work well in some areas within the regions. While
the Department has committed to monitoring the situation, having already set the
caps, it seems unwilling to change them, creating a risk they may not work in the
way intended. Despite this, the Department has not assessed the likely impact of the
changes to the scheme from 2021.
Recommendation: The Department should report to the Committee in spring
2020 on the impact it expects changes to the scheme to have from 2021 and how it
will ensure that regional prices caps work effectively across regions.

3.

The Department has allowed the scheme to become a semi-permanent feature
of the housing market, and has not yet thought through the changes needed to
improve the value to be achieved from the new scheme. Help to Buy was designed
as a short-term solution to address the collapse in housing supply after the financial
crash. The original phase, from 2013 to 2016, stabilised the housing market and
increased developer and buyer confidence, leading to increased demand for, and
supply of, new-build properties. However, the additional funding for the scheme
announced in 2017, when the housing market had improved, might not have been
necessary or delivered enough value. The Department’s two evaluations of the
scheme cover the period up to March 2017. Some developers now sell nearly half
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their properties with the support of Help to Buy. The Department acknowledges
that the scheme is no longer as needed as it was in 2013 and that it should now plan
for the end the scheme. The planned changes to the new scheme from 2021 will
reduce its reach and begin to wean developers off the scheme. The Department has
the opportunity to go further and use the new scheme to address concerns about
undesirable practices by some developers, particularly given our recent concerns
that developers are not fulfilling their commitments to fund infrastructure and
build affordable housing. The Department has committed to using the scheme to
ban the sale of houses as leasehold and to enforce building quality standards.
Recommendation: The Department should undertake a further evaluation of the
scheme, to understand its value and necessity from 2017 and to inform the design
and operation of the new scheme.
Recommendation: The Department should report back to the Committee in spring
2020 on how it is working with developers to plan the new scheme from 2021, so
that it addresses concerns about developers’ behaviour, and achieves at least as
much value.
4.

The Department’s lack of curiosity over why and how buyers are redeeming their
loans gives rise to uncertainty over whether the Department will make a return
on its investment. The Department currently forecasts that it will make a positive
return in cash terms on its investment in Help to Buy, although it acknowledges that
the housing market is unpredictable and that it may make a small loss once inflation
is taken into account. House prices are now static, or falling in some areas, following
a period of price rises over the first five years of the scheme. Some 50% of buyers
who bought in the first year of the scheme have redeemed their loans, a higher
rate than the Department forecast. A good understanding of how, when, and why
buyers are redeeming their loans is essential to make accurate predictions about the
amount and timing of the likely return, yet the Department is unable to explain why
redemptions to date have been higher than expected. This lack of understanding
of the reasons for higher redemptions means the Department does not know how
buyers may behave in future.
Recommendation: The Department should, by the end of December 2019, publish
an analysis of the reasons for people redeeming to date—who, when, where, how,
and why.

5.

The Department’s decision to keep equity loans as unregulated products means
there is insufficient protection for buyers. Help to Buy loans are a significant
financial commitment for buyers. Buyers with loans which are still outstanding
after five years must pay interest, at a rate which increases each year. For those
who keep their loans over a longer period, the amount of interest owed could add
a significant amount on top of their regular mortgage payments. Some buyers may
not fully appreciate the potential impact of these interest payments on their finances.
Surprisingly, the Department’s Help to Buy loans are not subject to regulation by
the financial authorities, unlike mortgages where buyers are protected through
regulation. So far, buyers have not been paying more for Help to Buy properties than
other new-builds. However, the scheme is only available for new-build properties,
which can cost up to 20% more than existing properties, thereby increasing the
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risks to the buyer. The Department does not fully understand the scale or effect on
buyers of this “new-build premium”, including the potential impact for those who
need to sell soon after purchase, when their property may be worth less than they
paid for it.
Recommendation: The Department should write to the Committee by the end of
December 2019 to explain how it intends to put in place better consumer protection
arrangements for similar products in the future.
Recommendation: As part of its next evaluation, the Department should examine
the new-build premium, and the impact Help to Buy has had in relation to this.
6.

The Department does not have an integrated and coherent plan for achieving
its commitment to deliver 300,000 new homes per year from the mid-2020s.
The increase in house building generated by the Help to Buy scheme is one of the
ways in which the Department will achieve its aim of increasing the supply of new
homes. The Department is, however, unable to quantify how much it expects the
Help to Buy scheme to contribute to its stated commitment to deliver 300,000
new homes annually from the mid-2020s. The Department is winding down the
scheme from 2021, but has not estimated the expected drop in housing supply when
the scheme ends in 2023, nor does it have a clear plan for offsetting the drop. The
Department expects to spend more on other initiatives, such as affordable housing
and infrastructure loans for developers to boost housing supply. The Department
is relying on engagement between developers and local authorities to address gaps
in supply at a local level. The Department is also working alongside developers so
that they can offer their own solutions for first-time buyers. However, we remain
unconvinced that the Department’s many housing initiatives are fully aligned with
one another to form a cohesive strategy for achieving the 300,000 target.
Recommendation: The Department should, by the end of December 2019, set
out how it will achieve its ambition for 300,000 homes per year without the
contribution from the Help to Buy scheme after 2023.

7.

The Help to Buy scheme is not making homes more affordable for society in
general or helping address other pressing problems in the housing sector. The
Department has a significant amount of capital invested in the Help to Buy scheme,
with the total size of the loan book on Homes England’s balance sheet now equivalent
to that of a medium-sized building society. The Department acknowledges that the
scheme has, however, only benefitted one section of society—those that are in a
position to buy their own home in the first place. The scheme does not address
issues with the wider planning system, or other problems in housing, such as the
provision of affordable housing to buy or to rent and rising levels of homelessness,
nor was it designed to do so. The Department has other programmes to address
these issues, but Help to Buy remains its largest initiative by value. The scheme is
no longer as needed as it was when it was introduced in 2013, because mortgage
availability has improved. Despite this, the Department will continue to commit
considerable sums of money for another four years until the scheme ends in 2023,
as it believes developers and lenders will need this time to adjust to a regime without
the scheme’s support.
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Recommendation: The Department should report back to the Committee by the
end of December 2019, setting out how its different housing policies and initiatives
work together to address England’s housing crisis.
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1 Performance of the scheme
1. On the basis of a report by the Comptroller and Auditor General, we took evidence
from the Ministry of Housing, Communities & Local Government (the Department)
and Homes England about the Help to Buy: Equity Loan scheme in England.1 We also
took evidence from the Emeritus Professor of Housing Economics at the London School
of Economics, from the Home Builders Federation, and from the former Chair of the
Housing and Finance Institute.
2. The Department introduced the Help to Buy: Equity Loan scheme in 2013 to help
people who could not otherwise afford mortgages to buy their own home. Property sales
fell following the financial crash of 2008 and the consequent tightening of regulations over
the availability of high loan-to-value and high loan-to-income mortgages. The scheme
enables buyers of new-build properties, valued up to £600,000, to receive an equity loan of
up to 20% (40% in London) of the market value of the property, interest-free for five years.
The loan must be paid back in full on sale of the property, within 25 years or in line with
the buyer’s main mortgage if this is extended beyond 25 years. The scheme also aims to
increase the rate of house building, by stimulating developers to build more to meet the
increased demand for new-build properties.2
3. The current scheme is not means-tested and is open to both first-time buyers and
those who have owned a property previously. It is demand-led and all eligible applicants are
accepted onto the scheme. Demand for the scheme exceeded initial expectations, leading
the Department to extend the scheme in 2015 beyond its planned 3 years, to March 2021.
A new scheme, which will follow on immediately from the current scheme for two years
to March 2023, will be more targeted and less generous. It will be restricted to first-time
buyers and will introduce lower regional caps on the maximum property value, while
remaining at £600,000 in London.3

Confidence within the housing market
4. The housing market consists of large developers with national reach, as well as many
small and medium-sized local developers, of which around 1,600 have used the scheme
to date. We heard from the Department how there has been a recent increase in the
number of very small developers that are using the scheme. Professor Whitehead and the
Department told us that Help to Buy has been more successful than previous schemes
with similar aims in getting small and medium sized developers to participate.4
5. The scheme was introduced in 2013 when the house-building sector was in a very
poor state following the financial crash in 2008. The Home Builders Federation told us
that, in 2012–13, housing completions were at their lowest rate since the second world
war. We heard from the sector representatives that the scheme had an immediate positive
impact, increasing the confidence of potential homeowners to buy, and thereby increasing
developers’ confidence to build more. The new-build market has picked up, unlike the
market for existing homes which remains sluggish. The Home Builders Federation
credited the scheme with contributing to the 80% increase in housing supply since 2012–
1
2
3
4

C&AG’s Report, Help to Buy: Equity Loan scheme – progress review, Session 2017–19, HC 2216, 13 June 2019
Q 38; C&AG’s Report, paras 2, 3, 1.2
Q 41; C&AG’s Report, paras 3, 4, 1.5
Qq 1, 40, 47, 89
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13, and told us that Help to Buy was the only one of the government interventions in the
housing market that had had a real impact in increasing housing supply. The Department
confirmed it regarded the scheme as having had a strong impact on the sale and supply of
new-build properties.5
6. The Department’s second evaluation of the scheme, published in October 2018,
concluded that it had increased the rate of house building by 14.5%. Professor Whitehead
explained that the evaluation assumed one additional property sale for each Help to Buy
transaction by a household that could not have otherwise bought a property. However, she
told us that each Help to Buy sale potentially led to two or three additional sales, meaning
the impact on housing supply could in fact be higher. The Department told us that the
scheme had performed well, and that the increase in supply was higher than its original
forecasts for the scheme, and was better than the number required for the scheme to break
even. It explained that it had not, however, set targets for the required increase in supply,
as the scheme was demand-led.6
7. The Department told us that some 2,000 developers had used the scheme, of which
60% were still using the scheme at the time of our evidence session. Homes England told us
that it was working closely with small and medium-sized developers to make the scheme
as accessible as possible for them. About 1,600 of the developers that joined the scheme
have built and sold 10 or fewer homes per year through the scheme. The Department told
us that the scheme had particularly helped small and medium-sized developers, and that
the numbers of smaller firms that had used the scheme had increased significantly in the
last few years.7

The scheme’s added value
8. The National Audit Office reported that, by December 2018, the scheme had supported
around 211,000 households to buy properties, through loans totalling £11.7 billion. The
Department’s most recent evaluation of the scheme, published in October 2018, found
that some 37% of buyers could not have bought a property at all without the support of
the scheme.8 oHoThis implies that around three-fifths of buyers did not need the support
of the scheme to buy a property. However, Professor Whitehead, one of the team that the
Department commissioned to evaluate the scheme, told us that people who technically
did not need the scheme in order to buy a property may not actually have bought. She
told us that research by the Organisation for Economic Co-operation and Development
(OECD) found that people who could afford to buy properties were not doing so because
of concerns over wider economic conditions. She credited the scheme with giving such
people confidence to buy properties.9
9. The Department told us that the scheme had also helped many people who were not
first-time buyers, as well as some people with high household incomes. Around one-fifth
of those who have used the scheme were not first-time buyers. The scheme has not been
targeted by area or location. The Department and Homes England explained that the

5
6
7
8
9

Qq 1, 5, 53, 90, 96, 116, 124, 126
Qq 1, 3, 41, 50, 52, 58; C&AG’s Report, paras 2 and 8
Qq 47, 88–93; C&AG’s Report, para 17
C&AG’s Report, paras 8, 2.5
Qq 2, 40–41
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scheme was deliberately designed to be accessible and open, to turn potential demand
into realisable demand for new-build properties, wherever, and for whoever, such demand
existed. They asserted that to achieve this, the scheme was not targeted or means-tested.10
10. From March 2021, the Department will introduce a new version of the scheme that
will be restricted to first-time buyers and will include lower regional price caps outside of
London. The Department told us that its intention was that the changes will better focus
the scheme on those who most need financial help.11 It told us that changing the scheme to
make it more targeted will reduce the number of purchases through the scheme by around
a fifth, although it recognised that this did not take into account all potential responses by
developers, for example a move to building more smaller properties and flats.12 We asked
the Department about concerns that the regional price caps will mean that the scheme will
not work well in some areas within the regions. The Department committed to monitoring
the situation, but told us that it did not have any plans to change the regional caps as it
believed that in the vast majority of the country there were new properties available at a
price below the relevant regional cap.13 The Home Builders Federation told us that changes
to the scheme could reduce the supply of new-build houses as developers may build more
flats. We therefore asked the Department what assessment it had made of the likely impact
of the changes to the scheme from 2021. The Department did not provide us with details
of its assessment of the impact of changes to the scheme on the housing market as a whole,
but asserted that its response would form part of the forthcoming Spending Review.14

Extending and winding down the scheme
11. Help to Buy was designed as a short-term solution to address a fall in property sales
caused by the financial crash of 2008 and the response by the regulatory authorities to
tighten the rules on mortgage availability. The fall in sales led to a sharp drop in the
number of new homes built, from a peak of 160,000 in 2007 to 65,000 in 2009.15 We heard
from Professor Whitehead that by 2017 the market was stabilising and she questioned
whether the additional £10 billion of funding for the scheme announced in 2017 had
been as necessary. She told us that, at that point, developers’ and buyers’ confidence had
increased, leading to greater demand for, and supply of, new-build properties.16 The
Department commissioned two independent evaluations of the scheme, the first covering
the period April 2013 to January 2015, and the second covering the period June 2015 to
March 2017. We heard from the housing sector representatives that further evaluation
to examine the value the scheme has brought to the housing market since March 2017
would be beneficial, although the Department currently had no plans to conduct another
evaluation.17
12. The top five developers selling properties with the scheme sold between 36% and 48%
of their properties through the scheme in 2018. Professor Whitehead told us that the newbuild housing market was now dependent on Help to Buy.18 The Department acknowledged
10
11
12
13
14
15
16
17
18

Qq 8, 42, 45–46, 96; C&AG’s Report, para 4.6
Qq 41, 98–99
Qq 7, 55, 104
Qq 107–115
Qq 55–56
Qq 3, 72; C&AG’s Report, para 1.2
Qq 1, 3, 5, 42, 45, 47, 50; C&AG’s Report, Figure 1
Qq 27, 29; C&AG’s Report, paras 2.4–2.5
Q 3; C&AG’s Report, para 2.21
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that the scheme was no longer as needed as it was in 2013 now that more high loan-tovalue mortgages were available. It told us that it did not want to distort the market too
much by leaving the scheme in place for too long.19 The National Audit Office found that
the planned changes to the new scheme from 2021 will reduce its reach and begin to wean
developers off the scheme. The Department told us that by giving the housing market
several years to adjust to the withdrawal of the scheme, it expected developers and lenders
to put in place new products to support people who had access only to smaller deposits so
that they were able to buy their own homes.20
13. We asked the Department about the opportunities to achieve better value for money
out of the scheme by introducing obligations and requirements for developers that it could
not introduce in other circumstances. The Department confirmed that it will ban the
sale of houses as leasehold through the new scheme from April 2021. It told us that it
intended to use the scheme to enforce building quality standards, and that it will require
any developer benefiting from the scheme in future to be a member of the proposed New
Homes Ombudsman, which it was consulting upon.21 We examined the planning and
housing market in June 2019 and found that some local communities were not getting the
necessary infrastructure to support new housing developments because local authorities
had not been able to secure the required contributions from developers. We also found
that developers were renegotiating agreements to provide less affordable housing within
developments than originally agreed with local authorities. We asked the Department
whether it was able to allow developers to participate in the scheme only if they paid for the
necessary infrastructure. We were disappointed to hear from the Department that it did
not intend to use the Help to Buy scheme in this way, despite acknowledging that ensuring
developers fund and build the necessary infrastructure was one of the biggest challenges
it faces. The Department told us that it had introduced the housing infrastructure fund,
worth £5.5 billion, and that this would help release sites with the infrastructure required
for new housing developments.22

19
20
21
22

Qq 54, 59, 121
Qq 51, 116–118, 124, C&AG’s Report, para 27
Qq 86–87, 95–96
Qq 86, 88; Committee of Public Accounts, Planning and the broken housing market, One Hundred and Third
Report of Session 2017–19, HC 1744, 26 June 2019
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2 Financial risks to consumers and the
Department
The Department’s return on its investment
14. Buyers can redeem their loans at any point when they have the funds to do so, after
the first year of owning their home. This usually happens when buyers re-mortgage, or
when the property is sold. The value of the loan changes to remain proportional to the
property’s value, so if the property has increased in value buyers will pay back more
than they borrowed.23 The Department told us that it expected to make a positive cash
return on its investment in the Help to Buy scheme. It confirmed that it had made an
11.5% cash return overall on those loans that had been redeemed so far. However, the
Department explained that once the cash return was discounted to account for inflation,
in accordance with HM Treasury rules, it was forecasted to make a small loss from the
investment, although it regarded the loss to be outweighed by the economic benefits of
the scheme.24 We heard from the housing sector representatives that the housing market
was unpredictable and historically interest rates and house prices had fluctuated. The
former Chair of the Housing and Finance Institute told us that, should house prices fall or
interest rates increase, the Department could make a substantial loss on the scheme.25 The
National Audit Office reported that house price growth was slowing down, and that there
had been a recent fall in prices in some regions, following a period of general price rises
over the first five years of the scheme.26
15. The number of redemptions since the start of the scheme has been higher than
Homes England initially expected and exceeded Homes England’s expectations every
year by between 11% and 35%.27 Homes England recognised that demand from buyers
for redemptions had been far above what was anticipated. The Department’s return on its
investment will be reduced if people redeem earlier than expected, as it will not benefit
from properties increasing in value over time, and the buyers avoid paying any interest if
loans are paid back within five years.28 The Department confirmed that 50% of buyers who
had loans for five years—those that bought in the first year of the scheme—had redeemed
their loans, a higher rate than the Department expected. It told us that redemption rates
for those that have had loans for two and three years were also high.29
16. The Department told us that the higher-than-expected rate of redemptions was in
part because there were more high loan to value products in the market than when it had
introduced the scheme, and also because people were redeeming their equity loans as
they re-mortgaged their main loan, moving the equity loan into a form of debt that did
not require them to give an equity stake to the Government.30 However, the Department
could not tell us definitively why more people than expected were redeeming their loans,
nor how they were doing so, and told us that it did not collect detailed information on
23
24
25
26
27
28
29
30

C&AG’s Report, para 1.7
Q 44
Qq 20–22
Q 123; C&AG’s Report, para 19
C&AG’s Report, paras 3.10–3.11
Qq 66, 123
Qq 119, 121
Q 121
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household finances to assess the ability of buyers to redeem in the future. The Home
Builders Federation told us that more information on redemptions would be useful to
the sector. The Department accepted that it ought to be publishing more information
on redemptions and that it, and Homes England, intended to do so. The Department
confirmed that some information would be included in its and Homes England’s annual
reports, but recognised that it would help improve wider understanding of the scheme if
it were to release more detailed information as well.31

Protection for loan recipients
17. Help to Buy loans differ from normal mortgage products, as they are interest free
for the first five years. If buyers have not redeemed their loan by this stage they start to
pay interest, initially at 1.75% of the original loan value. The interest rate then increases
annually by 1% above the Retail Prices Index.32 These payments are in addition to the
significant debt households have already taken on with the loan itself, with the overall
amount to be repaid changing in proportion to any rises or falls in the value of the
property. Professor Whitehead told us that the interest rates provided an incentive for
buyers to leave the scheme through redeeming their loans as early as they can. Sir Mark
Boleat told us that consumers should be able to repay their loans, and any interest, as long
as house prices continue to rise. He was concerned, however, that if house prices fall, both
consumers and the scheme itself may lose money.33
18. The Department confirmed that, unlike mortgages, Help to Buy loans are not
regulated by the financial authorities. It asserted that it had, however, always tried to
behave as if the scheme was regulated in the way it managed the product and in providing
safeguards for consumers. Homes England agreed it was important to make sure that
people buying with the scheme did not get into too much debt because they may not
understand the nature of the financial commitment they were taking on. It told us that it
followed the same standards as for regulated products, for example in the information it
provides to buyers on the product. To protect consumer interests, it first relied on potential
buyers having passed the checks done by the main mortgage lender, which was providing
a regulated product. Homes England told us it then carried out its own sustainability
checks on potential buyers to make sure they had been appropriately advised and that
there was an acceptable level of risk for the buyer and for the Department in agreeing to
lend them money. To pass these checks, carried out by Homes England’s agent, the total
amount borrowed through the mortgage and the equity loan must be no more than four
and half times the buyer’s income, and the amount paid overall, including interest, had
to be no more than 45% of net income. Finally, Homes England told us that the forms
completed by the buyer as part of the application process included information about
the nature of the product, an explanation of the payments they will make, and consumer
information. Homes England explained that this factsheet was similar to what buyers
would receive with a regulated product.34
19. The NAO found that buyers who had used the scheme had paid less than 1% more
than they might have paid for an equivalent new-build property bought without an equity
loan. However, it also found that buyers who wanted to sell their property soon after
31
32
33
34
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purchase might find that they were in negative equity as new-build properties typically
cost around 15–20% more than equivalent “second-hand properties”. This “new-build
premium” reflected the fact that these properties are yet to be lived in.35 The Department’s
evaluations of the scheme to date have not included a detailed assessment of the impact
of the scheme on the wider housing market. Professor Whitehead noted that the size of
the new-build premium seemed to vary depending on the type of housing, with a bigger
premium apparent on flats. She stressed that the Department would benefit from a greater
understanding of the new-build premium, to help it assess Help to Buy’s effect on the
housing market in any further evaluation it carries out on the impact and effectiveness of
the scheme.36

35
36
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3 Help to Buy and wider housing policy
Meeting the Department’s commitment to deliver 300,000 new
homes per year
20. The Department has committed to delivering 300,000 new homes per year from the
mid-2020s. Our report on the planning system in June 2019 found that there would need
to be a significant increase in housebuilding if the Department was to meet this ambitious
target. We concluded that the Department has a highly ambitious target to deliver 300,000
new homes per year by the mid-2020s but does not have detailed projections or plans on
how it will achieve this.37 We questioned the Department on the contribution the Help to
Buy scheme was making towards this target, but it did not provide us with a figure. The
Department recognised the scale of its ambition and that it would be unable to deliver
this through a single intervention. It explained that it did not intend to rely only on the
traditional developers to come up with the numbers of new homes that were needed, and
it needed to build a broader housing market. Its other interventions included encouraging
the build-to-rent market and affordable housing.38
21. The Home Builders Federation confirmed that the changes the Department planned
to the new scheme from 2021 will reduce demand for, and therefore also the supply of,
new housing, at a time when supply needs to increase if the Department is to meet its
commitment to deliver 300,000 new homes per year.39 We asked the Department why it
was continuing to invest in a scheme that appeared to have no link to the government’s
target for new house building, and if it had done any work to quantify the likely reduction
in supply and the implication for its ability to deliver 300,000 new homes per year. The
Department confirmed that it did not have a precise estimate for the impact of changes
to the scheme on the supply of new homes, and that it had also not quantified what the
reduction in supply would be once the scheme ends in 2023. It told us that it expected
the newer, more targeted, scheme to lead to a 20% reduction in the number of Help to
Buy transactions, but asserted that the overall impact on the supply of new homes will
depend on how developers and the wider market react. This included where developers
subsequently choose to operate and any new products they might offer for borrowers
unable to afford larger deposits, which the Department considered to be a factor outside
of its control.40
22. We challenged the Department on how it planned to maintain housing supply once
the scheme ends in 2023, and specifically what changes it would need to make to its other
schemes and initiatives to compensate for any expected loss in supply from Help to Buy.
The Department told us that it aimed to withdraw the scheme in a way that did not damage
the stability of the new-build market. It explained that it had other interventions that it
hoped will make the wider market more sustainable. The Department acknowledged that
it expected to spend more in areas of the housing market it described as less commercially
viable, such as affordable housing, and infrastructure grants and loans. It committed
to monitoring the housing market closely to see whether any new action was needed to
37
38
39
40
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support first-time buyers unable to afford property. The Department explained it also
expected the private sector to come up with alternative schemes to help first-time buyers
and to maintain supply. It told us that it was working with developers on this and would
continue to do so. The Home Builders Federation confirmed that it was also working
actively with developers to look at what the effect of the new scheme, and its withdrawal,
will be and at what the private sector can do to help boost supply. It expected that there
will still be some demand for new properties particularly from first-time buyers.41

Other problems in housing
23. The Department expects to have supported around 352,000 property purchases by
March 2021, with the total amount loaned forecast to be around £22 billion in cash terms.
Homes England confirmed that its investment in the Help to Buy scheme had resulted in
its balance sheet increasing in size to the equivalent of a medium-sized building society.
The Department agreed that its investment in the Help to Buy scheme tied up capital for
a period of time, at a cost, with the money unavailable to be released for other purposes.
The Department explained that Help to Buy differed from other housing programmes
where it provides direct subsidies and does not receive any money back. Under the Help
to Buy scheme, it expects to take a 20% share of any profits the homeowner makes when
they come to sell their property.42
24. Professor Whitehead referred to Help to Buy, the Department’s largest housing
initiative by value,43 as a “scheme for middle England” as it only benefited those who
were already in a position to purchase property. We challenged the Department as to
whether Help to Buy was the most effective use of nearly £22 billion, given that it helps a
relatively small section of the wider housing market. The Department agreed that Help to
Buy was targeted at a specific group, having been specifically designed to help people buy
their own home who would not otherwise have been able to, as well as increase housing
supply. The Department told us that the scheme should be considered in the broader
context of the Government’s housing strategy, and its many other interventions in the
housing market. These included significant investment in affordable homes and specific
help on homelessness. The Home Builders Federation told us that the private sector
was also providing more affordable housing as a result of Help to Buy, with over half
of affordable homes now provided through section 106 agreements on developer’s sites.
The Department acknowledged that Help to Buy did not address other challenges in the
housing market, such as the wider planning system and provision of infrastructure. It told
us it had introduced a housing infrastructure fund to help release more sites for housing,
and had interventions in place which were specifically designed to support small builders,
such as the home building fund which provided loans and other financial support.44
25. We asked the Department if it had assessed whether it still needed to help firsttime buyers, who ultimately end up profiting from the scheme, or whether the £17
billion allocated to Help to Buy could be better spent helping those with more pressing
housing needs. The Department confirmed that mortgage availability has improved since
the scheme was introduced in 2013, with more high loan-to-value mortgages on offer,
including for first-time buyers. However, the mortgage market has not yet returned to how
41
42
43
44
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it was before the scheme was in place, and lenders are still slightly more cautious in lending
for purchases of new-build properties compared to existing homes. For this reason, the
Government has decided to keep a scheme in place until 2023, which will focus purely on
helping first-time buyers from 2021. The Department asserted that this would also give
developers and lenders time to plan their activities for the post-2023 housing market,
when support from Help to Buy will no longer be available.45

45
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