Housing benefit reform issues and options     
Welfare to work

The theory is that HB removes the ‘unemployment trap for tenants; albeit there is a less extreme ‘poverty trap. But poor understanding and take up of HB means many perceive there to be an unemployment trap.

There is a complex overlap between HB and tax credits. Improved tax credits have reduced numbers caught by the overlap; but it has also become more complex and confusing for those still involved.

Households with higher rents (high cost regions/larger families) most likely to be caught by overlap HB and tax credits – and least sure about HB eligibility.

Tax credits appear to have a better take up for families than HB. Targetted regional and family size related top ups to tax credits would minimise overlaps

and more effectively deliver the ‘work pays messages. £20 London option.
Limited understanding of tapers or evidence of impact on behaviour. Increased HB disregards (like the child benefit disregards announced in the Budget) have better impact on improving in work incomes for all in low paid work and should be used to promote the benefits of working.

However child benefit disregards extend HB dependency and the poverty trap much further up the income scale for larger families; who also tend to have higher rents and therefore find it more difficult to avoid HB dependency.

Financial security and certainty also critical for low income households; and the different reporting requirements for the – frequent – changes in their circumstances are confusing. Merits in the fixed 6 month term of the old family credit regime. A longer run on for those moving into work would also help.    

Short term aim for better fit HB/tax credits; long term look at fuller alignment or integration – but needs changes to tax credits as well as HB.
Insecurity for home owners

Home owners are half the poor. Not just pensioners. Home owners become poor after adverse changes of circumstances (divorce, accident, sickness, unemployment). Numbers underestimated in official statistics. Not all are ‘asset rich’ and can either trade down in the market of release equity. 
Absence of in work housing cost benefit for home owners leaves real unemployment trap except for those with modest mortgages where tax credits are sufficient to ensure they are better off in work.

9 month ISMI delay introduced in 1995 predicated on growth in home owners taking out private sector mortgage payment protection insurance (MPPI) policies. But policies in disrepute and take up down to 18% and falling.

Home buyers now potentially more exposed to risk than during the last housing market crash. If  house prices continue to fall negative equity will prevent voluntary exits from the market and reposession levels will soar.
ISMI also problematic. Difficulties in defining eligible mortgage levels, and capital repayments now much larger proportion of total repayments. 
Home owners also at risk from adverse changes of circumstances for a longer time period in a low inflation economy where high mortgage cost to income ratios are only slowly eroded over time.

In short neither the current ISMI or MPPI policies are working and a new approach is required. The Sustainable Home Ownership Partnership (SHOP) would provide an effective safety net for home owners, and would be far less expensive than current MPPI policies (with their high retails cost/margins).

The sticking point with SHOP is that it would need to be compulsory; but focus groups show that if the costs to borrowers are reduced attitudes to compulsion become far more relaxed. JRF report estimates £1.70 per £100 of cover – compared to £5+ per £100 for MPPI policies. JRF report also assumes £0.85 per hundred contribution from lenders; and from government – but this would replace funding for ISMI.
In the short term if the housing market collapses only immediate option is to drop the 9 month ISMI delay – but to drive a hard bargain with lenders to restrain repossession actions for circumstances not covered by ISMI and to accept interest only payments  from borrowers in difficulties.
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