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INTRODUCTION

DTZ was commissioned by Westminster City Council in December 2005 to undertake a
study of current intermediate housing provision and future requirements in Westminster.
The work is being commissioned to inform the work of the Westminster Housing
Commission, an independent body established to identify ways of enhancing access to
affordable housing in Westminster.

Intermediate housing is defined in ODPM’s Draft Planning Policy Statement 3 (PPS 3) as
“Housing at prices or rents above those of social-rent but below market prices or rents.
This can include shared equity products (for example Homebuy) and intermediate rent (ie
rents above social rent level but below market rents). Intermediate housing differs from
low cost market housing (which Government does not consider to be affordable housing).”

Using all conventional measures of affordability, Westminster is one of the least affordable
places to live in the UK. The Joseph Rowntree Foundation (JRF) in 2004 ranked
Westminster as the local authority with the second highest house price to income ratio
(6.77) in Great Britain (behind Kensington and Chelsea at 7.30). This simply reflects the
fact that many people would like to live in the heart of one of the world’s greatest cities,
with access to a huge array of different jobs and excellent amenities. Redevelopment
opportunities, let alone land, are in short supply, and there is intense competition between
different uses.

As a consequence Westminster has a relatively small and highly priced owner occupied
sector, a very large private rented sector (larger than the owner occupied sector) and a
sizeable social rented sector. In previous work DTZ estimated that around 40% of
Westminster households, using conventional affordability criteria, would be deemed to be
able to afford to pay more than social rents, but would be unable to buy a home in
Westminster. Thus there would seem to be a large number of potential people for whom
intermediate housing market products would be attractive.

The broad aim of this study is therefore to provide the City Council and the Housing
Commission with a better understanding of the intermediate housing market in
Westminster. The report is structured as follows:

. Section 2 identifies the type, size, and where possible, the location of intermediate
housing products in Westminster, including those under development

. Section 3 profiles the potential market for intermediate housing products and
identifies the characteristics of those who can afford to pay more than a social
housing rent in Westminster, but cannot afford to buy or rent in the open market

. Section 4 examines the housing preferences and aspirations of those for whom
intermediate housing might be an option and the factors that influence their choices.
The analysis is based upon current evidence and literature in this field

. Section 5 focuses on whether it would be possible to address the recruitment and
retention problems in Westminster through enhancing the employability of people
already resident in Westminster’s social housing
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Section 6 considers who should be eligible for affordable housing in Westminster
and addresses the relationship between new intermediate housing products and
existing housing
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MAPPING OF CURRENT PRODUCTS

This section of the study provides analysis of the current provision of intermediate housing
products in Westminster. We firstly present an examination of data provided to DTZ by
Westminster CC on the current provision of the vast majority of intermediate housing in
Westminster (shared ownership, key worker shared ownership and rent for key workers)
taken from the Council’s RSL Gazeteer. We then provide analysis of data compiled for this
study by Interhousing on the different types of intermediate housing products available in
Westminster (both current and pipeline) and the characteristics of households that occupy
them.

Current Provision

At present there are around 850 intermediate housing units in Westminster. For all
practical purposes all these units are shared ownership flats. More than half (58%) of these
dwellings comprise 1-bed, two person accommodation (see Figure 2.2). Another 35% of
intermediate housing is 2-bed, three or four person accommodation. Almost half (47%) of
all shared ownership provision is to be found in 3 wards, Westbourne, Harrow Road and
Queens Park, with overall provision strongly clustered in the north west corner of the City.
Overall, around 90% (760) of Westminster’s intermediate dwellings are located in half of
the Borough’s wards, as shown in Figure 2.1.

Figure 2.1: Intermediate Provision in Westminster Wards With Lowest Intermediate Provision

studio/ 1b1 1b 2b ([2b 3b | 3b | 4b 5b | Total Cumulative
Ward Name Houses  Flats bed space p 2p 3p 4p S5p 6p 7p 8p | units Total
Total Lancaster Gate 0 2 0 0 0 1 1 0 0 0 0 2 2
Total Tachbrook 0 4 0 0 4 0 0 0 0 0 0 4 6
Total Hyde Park 0 6 0 1 3 2 0 0 0 0 0 6 12
Total St James's 0 20 0 0 12 2 5 1 0 0 0 20 20
Total Maida Vale 0 10 0 0 6 2 0 2 0 0 0 10 30
Total West End 0 10 0 0 7 3 0 0 0 0 0 10 40
Total Marylebone High St 0 12 0 0 9 2 1 0 0 0 0 12 12
Total Abbey Road 0 14 0 0 5 8 1 0 0 0 0 14 26
Total Warwick 0 21 0 0 7 1 13 0 0 0 0 21 47
Total Regents Park 0 31 0 0 41 27 0 0 0 0 0 31 31
Total Bryanston Dorset S 0 40 0 0] 20 0| 18 0 2 0 0 40 71
Total Church Street 0 40 0 2 27 1 10 0 0 0 0 40 111
Total Vincent Square 0 68 0 0] 32 0| 28 8 0 0 0 68 68
Total Churchill 0 79 0 0| 74 3 4 0 0 0 0 81 149
Total Bayswater 0 89 0 15| 41 25 5 3 0 0 0 89 238
Total Queens Park 2 116 1 0| 49| 23| 41 6 1 0 0 121 121
Total Harrow Rd 2 133 0 21 941 30 6 1 1 1 0 135 256
Total Westbourne 0 142 0 1 94 3| 36 8 0 0 0 142 398
OVERAL TOTAL 4| 837 v 2| BB a9 4l 1] 0| 84| 846
2.03 The provision and composition of intermediate housing across Westminster is presented in

Figures 2.2 to 2.3. These illustrate the strong spatial concentration of intermediate housing
in the Borough’s north west area. The mapping also suggests that the path of the A40 tends
to act as a boundary for much of the intermediate housing provision, with restricted
provision to the south of the motorway compared with the high concentration to its north.
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Figure 2.2: Intermediate Provision Across Westminster — Postcode Level Distribution

WESTMINSTER

Q  Study Post Code

DTZ PIEDA CONSULTING

A GREYFRIARS GATE
5 GREYFRIARS ROAD
READING, RG1 1NU
0118 967 2020

Copyright Mapinfo/Bartholomew 2005

Figure 2.3: Intermediate Provision Across Westminster — Houses and Flats
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Current & Pipeline

The remainder of this section presents analysis of data compiled for this study by
Interhousing' in the first quarter of 2006. The data relates to units in either current or
pipeline schemes (in terms of the type, size and cost of dwellings) and to the characteristics
of intermediate dwellings and households that have purchased in Westminster.

The Interhousing data shows that there are 27 Shared Ownership properties under
development in current intermediate housing schemes in Westminster, including both units
which have been sold and reserved. Additionally, there are 109 units in the pipeline in
Westminster, the majority of which have an expected completion date in Autumn 2007.

Of the units for which we have full details (27 current and 28 in the pipeline), the average
market value is £281,000, with values ranging from £220,000 to £575,000. As shown by
Figure 2.6, 41% of units have a market value between £200,000 and £250,000, and a
further 33% between £250,000 and £300,000.

Figure 2.4: Current/Pipeline SO Properties in Westminster — Market Value

£350,000+

£300,000-£350,000 _ & 10%
16% -

£200,000-£250,000
41%

£250,000-£300,000
33%

! To find out more about the work of Interhousing visit http://www.interhousing.org.uk/About+Interhousing/
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2.07 The majority of units in current and pipeline schemes have 1 bedroom (74%), with the
remainder being either 2-bedroom (22%) or 3-bedroom (4%). The average number of
bedrooms is 1.3.

Figure 2.5: Current/Pipeline SO Properties in Westminster — Number of Bedrooms

2 Bed 3 Bed
22% 4%

1 Bed
74%

2.08 Of the 55 units, 23 units (around half) are offered (or have been purchased) with 25% of
the equity for sale, 11 units have 40% equity for sale, and 9 units have 50% for sale (see
Figure 2.8). The remainder of units are offered (or have been purchased) with between
30% and 35% and to a lesser extent, 70% to 75%. The average level of equity available is
35%, although the range is quite extensive at between 25% and 75%.

Figure 2.6: Current/Pipeline SO Properties in Westminster — Proportion of Equity
Sold/Available

25 1
20 A

15 1

Number of Units

25% 30% 35% 40% 45% 50% 70% 75%
Proportion of Equity Sold/Available
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As a result of the considerable range in the level of equity available, and in the market
value of the units, there is also wide variation in the rent and service charges due in respect
of the unsold equity. The sum of rent and service charges varies between £223 per month
and £762 per month, with an average of £468 per month.

Figure 2.7: Current/Pipeline SO Properties in Westminster — Value of Rent +
Service Charge per Month

20 1
18 4
16 4
14 4
12 4

10 4

Number of Units

£200-£300 £300-£400 £400-£500 £500-£600 £600-£700 £700-£800
Value of Rent+Service Charge per month
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Completed Intermediate Housing Schemes

The data from Interhousing contains a wide range of data on the characteristics of
intermediate housing products purchased by Westminster’s residents and the households
that occupy them. This data is further sub-divided by the various schemes that have been
and continue to be available. For some schemes the data provides information on the take
up of housing in Westminster, whereas for other schemes the data provides a record of
completions where the applicant either lived or worked in Westminster. Figure 2.8
provides a summary of completion levels across the various schemes.

Figure 2.8: Historic Take Up of Intermediate Housing Products by Type

Type of Scheme Take Up by/of...
Residents of People Working in | Property located in
Westminster Westminster Westminster
Key Worker Living - 21 156 2
Homebuy
Key Worker Living —
Shared Ownership 2 N/a 0
Starter Home Initiative —
2002/05 47 N/a N/a
Non KWL - Homebuy 137 N/a 1
Non KWL - DIY Shared 143 N/a 29
Ownership
TOTAL 350 156+ 32+

Figure 2.9 shows the trend of take up of intermediate housing products (as recorded by
Interhousing) over time, either by residents of Westminster, people working in
Westminster or property located in Westminster. As shown, there has been a considerable
increase in the take up of intermediate housing products since 2004, when the Key Worker
Living schemes were introduced. The number of intermediate housing units purchased
actually located in Westminster has been limited (32+), with an overall trend of those
working or living in Westminster towards taking up intermediate housing outside the
Borough.
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Figure 2.9: Historic Take Up of Intermediate Housing Products by Year

140 1
120
g
S 100 -
3
3
E 30
o
o 60 1
=
£
= 40 -
20 1
D T T T m T T T T T T T T T T T T T T T T 1
(] = [Te] [{=] P~ 0] (2] o - o™l [2] =+ Lo [{e] r~ [ue] (2] o - ol (2] = [Te)
[us] [ue] [ee] o] @ 5] (e} [=2] [=2] [=2] [=2] [=2] [=2] [=2] [=2] (a2} (2] o (=) o o (=] [=)
a (s3] (s3] [=2] [=2] (=] (s3] [=2] [=2] [=2] [=2] [=2] (=] [=2] [=2] (2] (2] [=] (=) (=] (=] (=] [=]
- - = = = = = = = = ¥ = = = = = = & d & 84 4«
Year
2.12 Key Worker Living — HomeBuy: The data on this scheme records applicants’ current

home Borough, work Borough and purchase property Borough. The data relates to those
working in North London Area (Westminster, Camden, Barnet, Enfield, Haringey,
Islington).

2.13 There have been 156 units purchased through this scheme by applicants working in
Westminster. The majority were either 1-bed (71) or 2-bed (64), with the remainder either
studios (2), 3-bed (17) or 4-bed (2). The average number of bedrooms was 1.7.

2.14 Figure 2.10 shows the distribution of total purchase price for the 156 completions made by
applicants working in Westminster through the Key Worker Living-Homebuy scheme. The
average purchase price was £172,000, although the range is significant at between £52,000
and £418,000.
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Figure 2.10: Key Worker Living — Homebuy — Total Purchase Price
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The Interhousing data for this scheme also contains information on applicants’ incomes.
Figure 2.11 presents the joint income (or single income in a 1-person household) of
applicants working in Westminster. There is a notable concentration of households with a
total income of between £20,000 and £32,000, which tend to be single-income households.
There is also a concentration of households with a joint income above £40,000, which are
more likely to be dual-income households. The average joint income of applicants is
£33,000.

Figure 2.11: Key Worker Living — Homebuy - Distribution of Household Income of
Applicants
30
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From the data, it has also been possible to identify the distribution of the primary income in
applicant households. Figure 2.12 shows that compared to the distribution of joint incomes,
this is far more skewed towards the £22,000 to £32,000 income range, with an average
primary income of £28,000.

Figure 2.12: Key Worker Living — Homebuy - Distribution of Primary Income of
Applicants
35 -

30 1

Number of Applicants
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o
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It is interesting to note the relationship between applicants’ income levels and the price of
the property they purchase. Figure 2.13 shows the strong correlation between an
applicant’s joint income and the corresponding purchase price (shown by the green line).
The gradient of the line indicates that for every extra £10,000 of income the applicant
household receives, the purchase price of the property they choose increases by £26,000.

The black line on the chart shows the purchase price level that would be achievable for any
given income assuming a mortgage with a 3.5 times income multiplier, and an 18% deposit
(the standard criteria used by the Joseph Rowntree Foundation for calculating affordability
of a property). The majority of applicants are above the black line. This indicates that by
obtaining a loan through the shared ownership scheme, purchasers have been able to access
property at a price level that would be unachievable with a standard mortgage and an
average deposit alone.

However, it is also interesting to note that several applicants have been able to obtain a
loan through the scheme despite the fact that they could apparently have afforded the
property without assistance, though this may be because not all purchasers can raise a
deposit equivalent to 18% of the value of their share.

11
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Figure 2.13: Key Worker Living — Homebuy - Relationship Between Income and
Purchase Price
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2.20 The Key Worker Living data also provides details of the applicant’s district of residence at

the time of application, and the district in which the purchase property is located. Figure
2.14 shows that the majority of applicants were resident in Inner London (77 including
Westminster) or Outer London (68). A total of 11 applicants were resident outside Greater
London.

2.21 In terms of the location of the purchase property, the majority were located in Outer
London (72). Although a significant number of shared ownership properties were located
in Inner London (52 including 1 in Westminster itself), there was a net loss of people to
other areas. This is confirmed by the fact that whilst 11 applicants were resident outside
Greater London at the time of application, 32 purchased a property outside Greater
London.

12
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The data therefore reveals that those who work in Westminster and access intermediate
housing predominantly purchase outside the Borough, a pattern that is most likely to be
influenced by the lack of supply and affordability of intermediate units in Westminster
(particularly shared equity schemes).

Figure 2.14: Applicants’ Residence and Purchase Property Location

Purchase Property Borough
Home Borough City of Rest of Inner [Outer  |East Eastof [South |Grand

Westminster |London London |Midlands |England |East Total
City Of Westminster 8 3 4 15
Rest of Inner London 32 21 3 6 62
Outer London 1 10 44 1 6 6 68
East Midlands 1 1
East of England 1 4 1 6
South East 3 1 4
Grand Total 1 51 72 1 13 18] 156

The above data refers to applicants working in Westminster. However, the data complied
by Interhousing also includes data for applicants living in Westminster at the time of their
application. There have been 21 such applications, of which the majority also work in
Westminster. None of these applicants purchased property located in Westminster, with 16
purchasing property in the rest of Greater London, and 5 outside Greater London.

Lastly, the Interhousing data highlights that there were just 2 completions relating to
property located in Westmister (of all applicants working in Westminster, Camden,
Barnet, Enfield, Haringey, & Islington). The properties were priced at £210,000 and
£205,000 respectively. One had 1 bedroom and the other had 2 bedrooms.

Key Worker Living - Shared Ownership: The Interhousing data shows that there have
been two purchases through the Key Worker Living — Shared Ownership scheme from
applicants living in Westminster. The properties purchased were located in Enfield and
Hackney, and had a market value of £100,000 and £295,000 respectively. There were no
completions of property located in Westminster through this scheme.

Starter Home Initiative: To date, there has been a take up of 47 properties through the
Starter Home Initiative, for applicants working in Westminster (over the period 2002 to
2005). The average income of applicants was £30,000, with incomes ranging between
£16,000 and £47,000. The majority of properties purchased had either 1 or 2 bedrooms,
with an average across all properties of 1.7 bedroom:s.

Non-Key Worker Living Homebuy and DIY Shared Ownership: Interhousing have
compiled data for shared ownership take up through these two schemes dating back to
1983. In total there has been the take up of 280 Shared Ownership properties outside the
Key Worker Living and Starter Home Initiative Schemes by applicants resident in
Westminster. The majority of completions involved properties in Greater London.
However the available data shows that only 30 were actually located in Westminster itself.

13
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Occupation of Applicants

From the data compiled by Interhousing it has been possible to ascertain the occupation of
successful applicants to the Key Worker Living-Homebuy and Shared Ownership schemes.
In terms of all cases where either the applicant lives or works in Westminster, or where the
property purchased is located in Westminster, the data provides 210 cases for which there
are occupation details. Figure 2.15 shows that the most popular sectors for Key Worker
schemes are Health, (accounting for 43% of all applications), Police (27%) and Teaching
(25%).

Figure 2.15: Occupational Structure of Key Worker Applicants Either Living or
Working in Westminster

Teacher
25%

Social Work 4%
4% f

Health
43%

Police
27%

Local Authority
1%

14



Westminster City Council
Assessing the Intermediate Housing Market in Westminster
16 May, 2006

2.29 Figure 2.16 shows the distribution of applicants’ (either living or working in Westminster)
incomes by their occupational sector.

. The most common salary for applicants working in the Health sector is £24,000-
£26,000. This is largely due to the number of nurses applying through the scheme
who tend to have salaries in the mid to high £20,000s.

. The most prevalent salary for Police is between £28,000 and £30,000.

. The majority of Teachers applying to the scheme have a salary of between £22,000
and £32,000.

o The most common salary overall is between £28,000 and £30,000, with an average
of £28,300.

Figure 2.16: Key Worker Applicant’s Income by Occupational Sector (Those
Working or Living in Westminster)

40 1
35 A O Teacher

I:l O Social Work
30 1 Fl O Police

I Local Authority
25 1 @ Health

20 A

15 1

Number of Applicants

10

< £20k- £22k- £24k- £26k- £28k- £30k- £32k- £34k- £36k- £38k- £40k- £45k- £50k+
£20k £22k £24k £26k £28k £30k £32k £34k £36k £38k £40k £45k £50k

Applicant Income

15



3.01

3.02

3.03

3.04

Westminster City Council
Assessing the Intermediate Housing Market in Westminster
17 May, 2006

CURRENT AND PROSPECTIVE INTERMEDIATE HOUSING
RESIDENTS

This section examines the characteristics of those who currently live in intermediate
housing, mainly shared ownership. It then goes on to examine the scale of the potential
market for intermediate housing products by estimating the number of households in
Westminster that can afford to pay more than social housing rents, but cannot afford to
buy or rent in the open market. The characteristics of households who make up this
potential market for intermediate housing are then examined. This group is referred to as
prospective intermediate housing residents.

The data presented in this section on the characteristics of current intermediate housing
residents in Westminster is derived from CORE." The data on the households who make
up the potential market for intermediate housing is based on modelling by DTZ using
CACI* data.

CURRENT RESIDENTS OF INTERMEDIATE HOUSING

Good information is available through the CORE system on the characteristics on the 50
households that bought shared ownership in Westminster between April 2004 and April
2005.

The mean income of households buying shared ownership properties in Westminster over
the period is £35,500, with the largest numbers of purchasers having incomes of between
£30,000 to £35,000 and £45,000 and above. No purchasers of shared ownership
properties in Westminster have an income of below £20,000. Figure 3.1 shows,
unsurprisingly, that those that buy shared ownership in Westminster have higher incomes
on average that those that have bought a shared ownership property in London as a whole.

' CORE (COntinuous REcording) is a system developed jointly by the National Housing Federation (NHF) and the Housing
Corporation. CORE is used to record information on both Registered Social Landlords (RSL) lettings and sales in England.
2 CAClI is a private data warehouse that provides household income data across England. A more detailed explanation of the
CACI data used in this study is provided later in this section.

16
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Figure 3.1: Gross Annual Household Income Shared Ownership Households
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Less than £15,000 0 28 0 1

£15,000 - £20,000 0 166 0 8
£20,000 - £25,000 8 491 18 23
£25,000 - £30,000 8 505 18 24
£30,000 - £35,000 11 382 24 18
£35,000 - £40,000 4 223 9 10
£40,000 - £45,000 5 151 11 7
£45,000 and above 9 202 20 9
Total 45 2148 100 100
Mean £35,516 £30,484
Median £32,873 £28,000

Other key characteristics of the recent purchasers of shared ownership in Westminster
include:

e Employment Status: All but 1 of the 49 recent purchasers of shared ownership

properties in Westminster were working full time (and some households will have
two earners). Similarly, in London, 97% of shared ownership purchasers were
working full-time.

o Age of Purchasers:, The majority (85%) of buyers of shared ownership homes in

Westminster are aged between 25 and 45 (age of main applicant), with 4% below 25
and 10% over 45 (see Figure 3.2). In London, 82% of purchasers were between 25
and 45. 10% were below 25 — a higher proportion than in Westminster.

e  Household Composition: Single-adult households account for over two thirds (70%)

of shared ownership purchasers in Westminster, and 2-adult households for another

17
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21% of sales. By comparison, in London, 52% were single-adult households, and
28% were 2-adult households.

Ethnic Composition: Around three quarters (74%) of sales of shared ownership
homes in Westminster have been to those of white ethnicity, compared to 70% in
London as a whole.

Figure 3.2: Age of Household Reference Person

Proportion of shared ownership sales
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Source: Housing Corporation

These data, derived from actual sales over the 2004/05 financial year in Westminster,
provide a useful benchmark with which to compare data emerging from the modelled
estimates of the potential market from intermediate housing, and are also useful to inform
assumptions that have had to be made in the modelling process.

PROSPECTIVE RESIDENTS OF INTERMEDIATE HOUSING

Identifying the Market for Intermediate Housing

The task of identifying prospective residents of intermediate housing is far from easy. The
approach in this section has been as follows:

DTZ has sourced data from CACI on the distribution of household incomes in
Westminster and the socio-economic characteristics of households within each decile
(10% band).

DTZ has established an estimate, using standard affordability ratios, of how many
households could afford to pay more than a social housing rent in Westminster, but
would be unable to afford to rent and/or buy an entry level property in Westminster.

From this total, an estimate has been made of how many of these households fall
within the 25-44 age bracket. The evidence is that the vast majority of shared
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ownership sales are to this age group, and that they therefore represent the prime
market for intermediate housing.

e A further adjustment to this has been made, by eliminating from the estimate of
market potential those which are already owner-occupiers.

e  The final adjustment entails excluding from the estimate of the potential market an
estimate of those who are not working, since all the evidence is that those who are not
working do not access shared ownership.

3.08 Figure 3.3 shows the broad distribution of household incomes derived from the CACI
data. The mean household income in the lowest decile is around £27,000, rising to
£68,000 in the highest decile.

Figure 3.3: Gross (Mean) Household Income by Decile

80,000 -
70,000 A
60,000 4
50,000 A
40,000

30,000 A

Gross Household Income

20,000 A
10,000 -
0 4

1 2 3 4 5 6 7 8 9 10
£26,845 | £31,436 | £36,833 | £40,297 | £43,891 | £46,647 | £49,706 | £52,361 | £56,266 | £67,573

Decile
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It is important to appreciate that the CACI data is not based on estimates of each
individual household data and cross tabulated with the socio-economic characteristics of
the household. Rather CACI use market research information to estimate mean household
income at an output area level. An output area typically comprises around 100 dwellings.
CACI then rank all output areas in Westminster in terms of mean household income, and
allocate the output areas into deciles (10% groupings) based on the mean income at output
area level.

Thus all households in Westminster are allocated into one of 10 different groups defined
by average (mean) household income, ranging from the bottom decile (the poorest 10% of
households in Westminster, as defined by household income) through to the highest decile
(the richest 10% of households in Westminster, as defined by household income). CACI
then access data from the Census for each output area, and amalgamate it for all the output
areas in each decile to generate a socio-economic profile of all households in a particular
decile.

The way that CACI construct their data is good enough for the purposes of this
assessment. But it is worth appreciating that similar mean household income within
output areas could arise from a very wide dispersal around a mean in an area comprising
households with hugely different incomes, or a very narrow dispersal around the mean in
an area with a very homogenous population. The socio-economic profiling that emerges
from this approach would produce a different result to one where the income of each
household and characteristics was known, and all households were placed into deciles
based on individual household income. However, given that output areas are a fine-
grained level of analysis, DTZ do not envisage that the results of such an approach would
be vastly different to those generated by the CACI approach.

A key first step in the identification of the potential housing market is to define the levels
of income that bound the group of households that can afford to pay more than a social
rent, but cannot afford to buy or rent in the open market. Clearly in determining these
income thresholds, it is necessary to make assumptions about housing costs - what
constitutes appropriate ‘entry level’ housing and what proportion of income a household
can afford to spend on rent, or is able to borrow in order to buy a home. The estimate of
the size of the potential intermediate housing market is very sensitive to these
assumptions.

For the purposes of this study, we have used two separate upper thresholds for the
intermediate market. The first relates to the market for an intermediate rent product, the
latter for an intermediate buy product:

1. Intermediate Renters: First, the level of income at which it is possible to rent an
entry-level two-bedroom property in the open market. A typical entry-level rent
for a two-bedroom dwelling in Westminster is £170 per week. ODPM guidance
states that private renters should not have to spend more than 25% of gross income
on housing. Thus a household needs, on the basis of the ODPM affordability ratio,
an income of at least £35,000 to rent in the open market (see Figure 3.4). Given
the income profile shown in Figure 3.3, it can be assumed that all households in
deciles 3 and above (£35,000+) can afford to rent in the open market in
Westminster and hence would not be targets for an intermediate rent product.

2. Intermediate Buyers: Second, a threshold needs to be established, above which

households are deemed to be able to purchase. For the purposes of analysis, DTZ
have defined entry-level cost of home purchase as the mean value of the lowest-
decile level of house prices in Westminster, which in 2004 was £243,000.
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Assuming that households can borrow 3.75 times their income, and will in general
put down a deposit equivalent to 18% of the equity’, households need an income
of around £53,000 to be able to purchase an entry level home in Westminster (see
Figure 3.5). Based on the income profile in Figure 3.3, households in deciles 9 and
10 would clearly be able to buy an entry-level property in Westminster at market
prices. DTZ has also taken the view that the majority of those in decile 8, would
be able to buy.

Figure 3.4: Calculation of Upper Income Threshold — Intermediate Rent Market

Item Amount Source

Entry-level rent for 2-bed property (per week) £170 Private Sector Rents
Bulletin, 2004

Rent per annum £8,840

Max. proportion of gross income that should be 25% ODPM

spent on housing

Income required to rent £ 35,360 Source

Figure 3.5: Calculation of Upper Income Threshold — Intermediate Buy Market

Item Amount Source
Lowest Decile price of 2/3 bedroom dwelling £ 243,050 JRF Study
Minus 18% deposit £43,749 JRF Study
Mortgage Required to Purchase £199,301

Maximum Income Multiplier for Mortgage 3.75 JRF Study
Income Required to Purchase £53,147 Source

It is also important in establishing the size of the potential market for intermediate
housing, to establish the lower income threshold, below which the only realistic housing
option is for the household to rent from a social landlord or rent in the private sector with
support from Housing Benefit. The CACI data highlights that both the proportion of
households occupying social rented accommodation and the rate of economic inactivity
are very much higher in the first decile than in subsequent deciles. Whilst it is possible
that there could be a very limited amount of demand for intermediate housing products
from households in this decile, DTZ feel that there is sufficient basis to exclude this decile
from the analysis of the household characteristics of the potential intermediate housing
market in Westminster.

Figure 3.6 shows how we relate those households in particular income quartiles to the
intermediate housing market.

3 As used in the JRF study — Affordability and the Intermediate Housing Market, 2004. The average
deposit over the last decade was 18%. In order to validate this figure DTZ has investigated whether
it is applicable to London, given that it is derived from a national study. Research undertaken by
Egg in 2002 on the size of the deposits put down by first time buyers found that the figure for
London was on average 21% of the sales price. This compares with 19% in the South East and 17%
in East Anglia. Consequently, DTZ believe the 18% figure remains credible for this study, although
the effect on the intermediate market in Westminster of varying this assumption is also examined in
Figures 3.8 and 3.9.

* Affordability and the Intermediate Housing Market — Joseph Rowntree Foundation, 2004

> As used in the JRF study — Affordability and the Intermediate Housing Market, 2004. The average
deposit over the last decade was 18%.
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Broadly the majority of those households with incomes of less than £26,850 will be
dependent on social rented housing, or may be housed in the private sector with their
rent subsidised through Housing Benefit.

Those with incomes of between £26,850 and £36,800 are unlikely to be able to access
home ownership in Westminster, but can afford to pay more than social rents, and
hence might be a target market for intermediate rent schemes.

Those that have incomes of £36,800 and £50,000 can afford to pay market rents, but
cannot expect to buy a home in Westminster, and hence are the potential market for
intermediate purchase schemes.

Figure 3.6: Assignment of Westminster Income Deciles into Analysis Groupings

Decile Mean Income
1 £26,845 Can only afford social rents
2 £31,436 Intermediate Rent
3 £36,833
4 £40,297 .
5 £43.801 Intermediate Rent/Buy group
6 £46,647
7 £49.706
8 £52,361
9 £56,266 Can Afford Market Prices
10 £67,573

Separate analysis is made of the numbers of households in each of the three groups shown
in Figure 3.6, and the characteristics of each group, based on data for the relevant income
deciles, are also distinguished.

Intermediate Rent: The first group, comprising some 11,700 households, are those
for whom intermediate renting is an option (the 2™ decile),

Intermediate Buy: This group, comprising 59,800 households, are those that can
afford market rents but could not afford to purchase at current prices in Westminster
(deciles 3 to 7)

Intermediate Rent/Buy: comprising 71,500 households, are all households whose
income means that they can afford to pay more than social rents but could not afford
to purchase at current prices in Westminster (deciles deciles 2 to 7)

Of course many of those in the three groups above are not likely in reality to be potential
purchasers of intermediate housing products. There are certain groups which need to be
discounted before we can progress, namely:

Those who are already adequately housed, particularly home-owners. In practice there
may be some homeowners who could be interested in intermediate housing products,
if their accommodation is no longer appropriate (e.g. they require a larger property).
However, research shows that this accounts for only a limited number of cases.

% Need for Intermediate Housing in the South East — Cambridge Centre for Housing and Planning
Research. This report contains analysis of the CORE datasets for entrants to the Intermediate
Housing Market in the South East and London. Only 6% of people entering the intermediate market
came from owner-occupation.
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e Those outside the age-range 25-44: Research shows that only a small proportion of
completed transactions in the intermediate market involve households aged over 45
(in the South East and London, for example, 42 percent of the households in the
income range for intermediate housing are under 45, while 80 percent of those
entering intermediate housing are under 40).” It is reasonable therefore when
assessing the market potential of intermediate housing to exclude households where
the household reference person is aged over 45. On the same grounds households
where the household reference person is aged under 25 are excluded. Analysis of the
CORE dataset for shared ownership properties shows that the proportion of people
entering the intermediate market aged under 25 was 10% in London, and 4% in
Westminster.

e  Economically Inactive Households: Lastly, it is appropriate to exclude non-working
households as the focus is particularly on the potential for intermediate housing to
help maintain a vibrant economy. Moreover, most of the intermediate housing
currently being produced is targeted at key workers and therefore those who are not
working are unable to access it. It is acknowledged however, that there may be a
section of the population which is not working, but for whom intermediate housing
would be a valuable choice.

The CACI data cannot be filtered to exclude these households. Nor does it give a cross-
tabulation of any of these variables (e.g. the proportion of households in a given income
decile aged 25-44 who are not owner-occupiers). DTZ has therefore made a number of
assumptions, based on 2001 Census data, to exclude from the assessment of the potential
market for intermediate housing homeowners, households outside the 25-44 age range,
and non-working households. Figure 3.7 shows DTZ’s approach for establishing the
actual potential market for each type of product.

For example, the Intermediate Rent group in Westminster is made up of around 11,670
households, all of them in decile 2. The CACI data shows that 48% of households in this
decile have a HRP between 25 and 44. Census data shows that 35% of 25-44 year olds in
Westminster are owner-occupiers. This leaves 3,660 households. Census data also shows
that 80.5% of households aged 25 to 44 are economically active in Westminster. This
results in an estimate of 2,950 economically active households in this market.

7 ibid

¥ Need for Intermediate Housing in the South East — Cambridge Centre for Housing and Planning
Research. This report contains analysis of the CORE datasets for entrants to the Intermediate
Housing Market in the South East and London. Only 6% of people entering the intermediate market
came from owner-occupation.

? ibid
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Figure 3.7: Potential Size of Intermediate Market Demand in Westminster

Deciles Included | o 3-7] 2-7
Total Households 11,670 59,790 71,460
% where HRP is between 25-44 (CACI data 48% 53% 52%
relating to decile(s))
5,620 31,555 37,200
subtract % of 25-44 who are Owner Occupiers 35% 35% 35%
(from Census data for Westminster)
Sub-total 3,660 20,540 24,220
% all households economically active in o o o
Westminster (from Census data for Westminster) 80.5% 80.5% 80.5%
Total 2,950 16,550 19,500
*Figures in table have been rounded so may not sum precisely
3.20 DTZ therefore estimates that there is a potential market in Westminster of around 2,950

households for intermediate renting products, 16,550 for intermediate purchase products,
and therefore a combined potential market of 19,500 households.

3.21 It is important to view our estimates for the scale of the intermediate market in the context
of existing estimates of the extent of the intermediate housing market:

Westminster’s Housing Markets (DTZ report for Westminster Housing
Commission): In our earlier study, we made a simple calculation for the
proportion of all households which would be able to afford more than a social
rent, but unable to afford to rent in the private market. We calculated that in the
case of a 2-bed property, 35% of all households would fall into the potential
market for intermediate renting products. This calculation was based entirely on
income data, and took no account of the socioeconomic characteristics of likely
entrants to the intermediate market.

Affordability and the Intermediate Housing Market (Steve Wilcox, for the
Joseph Rowntree Foundation): In this study, an estimation is made of the
number and proportion of working households (aged 20-39) that fall into the
intermediate housing market. The narrow definition of the intermediate housing
market includes all households who are not on housing benefit, but cannot afford
to buy at the lowest-decile level of house prices (2/3 bedroom). It is estimated that
44% of working households fall into this market (10,800 households). The wider
definition of the intermediate housing market includes all households in work who
cannot buy at the lower-quartile level of house prices. The study estimates that
69% of working households fall into this market (17,000). This study estimates
the size of the intermediate housing market on the basis of age, working status,
and income, but not tenure.
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Sensitivity Analysis on the Scale of the Intermediate Buy Group

In calculating the extent of the Intermediate Buy group, one of the key assumptions made
in choosing the appropriate income deciles is the typical level of deposit purchasers could
afford. We have assumed in our base case, based on evidence'®, that households will be
able to afford a deposit equivalent to 18% of the total purchase price. However, it is also
important to vary this assumption and examine the implications this has on results.

In carrying out the sensitivity analysis, we have tested the alternative assumptions that
households will be able to afford a deposit equivalent to between 10% and 30% of the
total purchase price. The 10% case implies that a household must be able to afford to
borrow 90% of the purchase price in order to enter the owner-occupied sector. Therefore,
a higher household income will be required versus the base case (18% deposit).
Accordingly, this means that a greater proportion of all households will fall into the
potential market for intermediate housing products. As shown in Figure 3.8, under the
10% deposit assumption the potential market for intermediate housing products
encompasses income deciles 3 to 9.

The alternative assumption made is that households can afford a deposit equivalent to 30%
of the total purchase price. In this case, households will only have to borrow 70% of the
total purchase price, and the income threshold above which households can access owner-
occupied housing will reduce accordingly. Under this assumption, households in the
potential market for intermediate housing products are likely to be in income deciles 3 to
5.

Figure 3.8: Sensitivity Analysis on Level of Deposit New Buyers Can Afford

Decile |  Mean High Deposit Base Case Low Deposit
Income (30%) (18% deposit) (10%)
1 £26,845 Can only afford social | Can only afford social | Can only afford social
rents rents rents
2 £31,436 Intermediate Rent Intermediate Rent Intermediate Rent
3 £36,833
4 £40,297
5 £43,891
6 £46,647
7 £49,706
8 £52,361 Can Afford Market
9 £56,266 Prices Can Afford Market
10 £67,573 Prices Can Afford Market
Prices

In order to understand the implications these sensitivities have on the scale of the
intermediate market in Westminster it is necessary to discount groups of households
within those deciles that are unlikely to demand intermediate housing products (e.g.
households outside the 25-44 age group, Owner-Occupiers and economically inactive
households, as examined above). Figure 3.9 shows how we have derived the actual
potential demand for intermediate purchase products from the total number of households
in the deciles selected.

1% As used in the JRF study — Affordability and the Intermediate Housing Market, 2004. The
average deposit over the last decade was 18%.
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Figure 3.9: Potential Size of Intermediate Market Demand in Westminster —
Sensitivity Analysis

Intermediate Intermediate |Intermediate

Buy — High Buy — Base Buy — Low
Deposit (30%) Case (18%) Deposit (10%)

Deciles Included 3-5 3-7 3-9
Total Households 36,110 59,790 84,325
% where HRP is between 25-44 (CACI data 52% 53% 52%
relating to decile(s))

18,830 31,555 44,030
subtract % of 25-44 who are Owner Occupiers 35% 35% 35%
(from Census data for Westminster)
Sub-total 12,260 20,540 28,665
% all households economically active in
Westminster (from Census dat};l for Westminster) 80.5% 80.5% 80.5%
Total 9,870 16,550 23,075

*Figures in table have been rounded so may not sum precisely

The results from the sensitivity analysis show that, according to the level of deposit that
households are able to afford, the size of the potential market for intermediate purchase
products varies from 9,900 to 23,100 households (our base case is for 16,500 households).
This is in addition to the 2,950 households that are assumed to form the potential market
for intermediate rent products. Given that the main evidence base at this time suggests that
households can afford an 18% deposit, we have assumed that the base case will prevail in
the following section.

We therefore estimate that there is a potential market in Westminster of around 2,950
households for intermediate renting products, 16,550 for intermediate purchase products,
and therefore a combined potential market of 19,500 households. It is also important,
however, to move away from point estimates for the scale of the intermediate market and
highlight that its range in Westminster is likely to be between 15,000 and 20,000
households, depending on the average size of deposit used.

Sensitivity Analysis on Entry-level Market Prices

In the preceding analysis, DTZ assigned income deciles to groups for analysis based on
entry-level rents and purchase prices. The purchase price information is taken from the
latest JRF report, and represents the lowest-decile price of a 2/3 bedroom dwelling in
Westminster. However, it is also useful to understand the impact that changing the entry-
level price has on the analysis and the scale of the intermediate market. This helps, for
example, to understand the difficulties faced by larger households that require dwellings
with more than 2/3 bedrooms to access the market in Westminster.

Data from Hometrack shows that the mean price of a 2-bed flat varies by ward in
Westminster from £245,000 to £990,000. Equally, the mean price across Westminster by
type of dwelling varies from £270,000 for a 1-bed flat to £1.3m for a 4-bed house. By
varying the entry-level price used in the analysis of the scale of the intermediate market,
we can simulate the effect of changing the type and location of shared-ownership
properties on the number of households who could afford them.

In the low-price case, we have assumed an entry-level price of £200,000. This price is

below the mean average price of a 1-bedroom flat in the cheapest wards of Westminster.
Our analysis shows that in order to afford to purchase a dwelling for £200,000, a
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household would require a combined income of £47,000. Thus the households falling into
the intermediate buy group in this case are represented by income deciles 3 to 5 (see figure
3.10). The low-price case reveals that if intermediate buy schemes were priced in line with
lower price areas or smaller units within Westminster, a far lower number of households
would be eligible to buy such units based on their household income.

In the high-price case, we have assumed an entry-level price of £300,000. This price
represents an entry-level 3/4-bed dwelling in one of the cheapest wards of Westminster, or
alternatively, a 2-bed flat in a slightly more expensive ward. To purchase a dwelling at this
level a household income of at least £70,000 would be required. As shown in Figure 3.10,
an entry-level price at this level implies that only households in the highest income decile
would be able to make a purchase.

The critical implication of this analysis relates to the ability of larger households to
purchase an adequately sized dwelling. For example, a household including 3 children will
typically require a dwelling with 3 or 4 bedrooms to be adequately housed. In this case, an
entry-level dwelling in the cheapest wards of Westminster is around £300,000. The
analysis shows that in order to make a purchase, a household would have to have a
combined income of at least £70,000, and therefore only households in the highest income
decile would be able to make a purchase.

Overall, the sensitivity analysis on changing entry-level house prices shows that the price
of larger family sized dwellings in Westminster is prohibitive to around 90% of the
Borough’s households. As family households grow they are therefore likely to be forced
out of living in Westminster, a pattern that will have long term consequences on the
balance of household types in the Borough. Yet the political means to deal with such
imbalances is limited due to the high degree of subsidy required to enable family
households in the intermediate market to purchase larger dwellings.

Figure 3.10: Sensitivity Analysis on Entry-level House Prices

Decile Mean Low Price (small Baseline Price High Price (larger
Income dwellings) dwellings)
1 £26,845| Can only afford social | Can only afford social | Can only afford social
rents rents rents
2 £31,436 Intermediate Rent Intermediate Rent Intermediate Rent
3 £36,833
4 £40,297
5 £43,891
6 £46,647
7 £49,706
8 £52,361| Can Afford Market
9 £56,266 Prices Can Afford Market
10 £67,573 Prices Can Afford Market
Prices

This pattern is indeed apparent in the migration flows of household types into and out of
Westminster recorded in the 2001 Census. As shown in Figure 3.11, the proportion of
couple households with and without children is notably higher in the out-migrants from
Westminster than the in-migrants to Westminster. One of the drivers of this net out-flow
of larger households is likely to be their inability to afford to purchase (or perhaps even to
rent) adequate sized housing.
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Figure 3. 11: Household types of migrant households

17 May, 2006

Household Type People National in-migrants  National out-migrants

All Households 4,856 5,340
Single Pensioner 1 3% 4%
Single Adult 1 66% 49%
2+ Pensioners 2+ 1% 1%
Couple households (no children) |2 16% 23%
Couple with children 3+ 6% 13%
Lone parents 2+ 3% 4%
Other + dependant children 2+ 0% 1%
Other - students 2+ 1% 1%
Other - Other 2+ 4% 3%

Source: Census 2001

28




3.35

3.36

Westminster City Council
Assessing the Intermediate Housing Market in Westminster
17 May, 2006

A Socio-Economic Profile of Prospective Residents of Intermediate Housing Products

It is not possible to examine the precise characteristics of the 19,500 households which
represent the potential market for intermediate housing products. But it is possible to
examine the socio-economic characteristics the households in the same household income
deciles as this group of households. Thus, we have drawn out of our analysis the socio-
economic characteristics for the following groups using the CACI data.

. All Households in London

. All Households in Westminster

. Households in the potential market for just intermediate renting schemes in
Westminster (decile 2)

. Households in the potential market for just intermediate purchase schemes in

Westminster (deciles 3-7)

. Households in the potential market for intermediate renting and purchase schemes
in Westminster (deciles 2-7)

Ethnicity: Figure 3.12 shows that Westminster has a much higher rate of white ethnicity
than London as a whole. The Intermediate Buy group is similar in composition to
Westminster as a whole, whereas the Intermediate Rent group has a much lower
proportion of white ethnicity.

Figure 3.12 — Ethnicity (All People)

100% 1
90% A
80% - B Chinese/other
O Other Black
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% 0% o African
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= O Black/Black British
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(i T T
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Westminster Intermediate  Intermediate  Intermediate
Rent/Buy Rent Buy
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‘ All All Westminster - Westminster - | Westminster -
London Westminster Intermediate Intermediate Intermediate
Rent/Buy Rent Buy
White 53.1% 63.0% 60.9% 49.7% 63.3%
Asian/Asian 12.1% 8.9% 8.9% 11.0% 8.5%
British
Indian 6.1% 3.1% 3.0% 1.9% 3.2%
Pakistani 2.0% 1.0% 1.0% 1.0% 1.0%
Bangladeshi 2.1% 2.7% 2.9% 6.0% 2.2%
Black/Black 10.9% 7.5% 8.4% 12.3% 7.5%
British
Caribbean 4.8% 3.1% 3.7% 5.4% 3.3%
African 5.3% 3.7% 4.0% 5.7% 3.6%
Other Black 0.8% 0.7% 0.7% 1.3% 0.6%
Chinese/other 2.7% 6.4% 6.5% 5.9% 6.7%

Work Pattern, Industry and Occupation: Figure 3.14 shows that on the whole,
economically active people living in Westminster work longer hours than in London in
general. This pattern is repeated in the Intermediate Buy group. However, in the
Intermediate Rent group the proportion of people working over 38 hours is more akin to
the London benchmark.

Figure 3.14 - Hours Worked (Economically Active People)

100% -

90% A

80% A

70% A

O 49+ Hours
038-48 Hours
O031-37 Hours
| 16-30 hours
m 1-15 Hours

60% A

50% A

40% 1

30% A

20% A
Source: CACI

Proportion of Econommically Active People

10% 1

0% -
Westminster- Westminster -
Intermediate Intermediate
Rent Buy

All London  All Westminster Westminster -
Intermediate

Rent/Buy

30



3.38

Westminster City Council

Assessing the Intermediate Housing Market in Westminster

17 May, 2006

Industry of Employment: Figure 3.15 shows the concentration of employment by
industry, relative to the Westminster benchmark, expressed as a location quotient. The
Intermediate Buy group is not significantly different to Westminster as a whole. However,
the Intermediate Rent group generally displays a concentration in lower income industries
(e.g. hotels and restaurants, construction), and a relative scarcity of employment in higher
income industries (e.g. real estate, financial intermediation) versus Westminster as a

whole.

Figure 3.15 — Employment by Industry Expressed as a Location Quotient (Economically

Active People)
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3.39 Occupation: This pattern is confirmed by Figure 3.16, which shows the concentration of
employment by occupation. The Intermediate Rent group has a concentration of low-value
occupations (e.g. elementary, process and plant) and scarcity of high-value occupations
(e.g. managers, professionals) versus Westminster.

Figure 3.16 — Employment by Occupation (Expressed as a Location Quotient)
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Qualifications: The pattern observed above (whereby those in the Intermediate Rent
group are generally concentrated in lower-value occupations) is partly explained by the
Figure 3.17, which provides a synopsis of qualifications. The Intermediate Rent group has
a much lower proportion of people with higher-level qualifications (30%), than
Westminster as a whole (50%). In general, the proportion of people with higher-level
qualifications is higher in Westminster than in London as a whole.

Figure 3.17 — Qualifications
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341 Social Economic Group: Westminster has a higher proportion of people in the highest
(ABC1) social categories than London as a whole. The Intermediate Buy group has a
similar breakdown. However, the Intermediate Rent group has a much lower proportion in
the ABC1 category. '

Figure 3.18 — Socio-Economic Group (People)
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""The A, B, C1, C2, D and E grades are based upon the National Readership Survey's social grade definitions -
and range from professional (in its true sense) as A through to the lowest grade workers and pensioners at E
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3.42 Household Composition: Figure 3.21 shows that Westminster generally has a much
higher proportion of single-person households than London. As a result, there is a lower
proportion of single parent households and married couple households in Westminster
than London. The Intermediate Buy group is similar in composition to Westminster as a
whole. Compared to Westminster, the Intermediate Rent group has a lower proportion of
one-person households, but a higher proportion of lone-parent households.

Figure 3.21 — Household Composition (All Households)
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3.43 Thus, in summary, the Intermediate Rent/Buy group is similar to the population of

Westminster as a whole.

3.44 On the

We estimate that this group accounts for around 19,500 households in total

Most people work in Real Estate (27%), Finance (12%), Wholesale/Retail (11%),
or Community/Social (10%) industries

60% are white, 9% Asian/Asian British, and 8% Black/Black British,

71% are in the ABC1 social groups

65% are in managerial, professional and technical occupations

46% have higher-level qualifications

50% are single person households, and 17% are married couple households

whole, the Intermediate Buy group has a lot of similarities with the Intermediate

Rent/Buy group.

We estimate that this group accounts for around 16,550 households in total

Most people work in Real Estate (28%), Finance (12%), Wholesale/Retail (10%),
or Community/Social (10%) industries
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63% are white, 9% Asian/Asian British, and 8% Black/Black British,
74% are in the ABC1 social groups

67% are in managerial, professional and technical occupations

49% have higher-level qualifications

51% are single person households, and 17% are married couple households

3.45 There are some differences between the Intermediate Rent and Intermediate Buy groups,
as shown by the following statistics, which relate to just the Intermediate Rent Group.

We estimate that this group accounts for around 2,950 households in total

Most people work in Real Estate (21%), Wholesale/Retail (14%), or Health/Social
Work (10%) industries. However, in relative terms more people work in
construction and hotels compared with the rest of Westminster.

50% are white, 12% Black/Black British, and 11% Asian/Asian British,
55% are in the ABCI1 social groups

48% are in managerial, professional and technical occupations

31% have higher-level qualifications

43% are single person households, 19% are married couple households and 14%
are lone-parent households.
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