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Abstract 

The purpose of this thesis is to examine the factors that play a role in the affordability 

of housing in London. The current crisis affects many people, particularly low-income 

households, and the younger generation, for whom it is increasingly difficult to find 

dwellings they can afford, and concerns have risen over the accessibility of housing. 

Given this challenge, the thesis aims to identify and analyse the determinants that 

have led to this situation. The literature review delves into this subject by focusing on 

identifying the various factors, which include the key economic drivers behind supply 

and demand and the government policies affecting the housing market. The thesis 

employs a quantitative research method and collects data extracted from secondary 

sources, such as from the London Government website. The trends that are examined 

in the statistical analysis are housing prices, travel time, income levels, inflation and 

interest rates, construction prices and building permits, and a regression analysis is 

conducted to identify the key determinants that contribute to the housing 

affordability crisis in London. The findings shed light on the intricate interactions 

between government policies, socio-economic factors, and market forces, which all 

contribute to the issue at hand. Although this is a highly complex situation with no 

straight-forward solution, the final section of the thesis focuses on possible 

government interventions that could help address the problem of housing 

affordability in the city and puts forward a set of recommendations.  

 Key words: housing affordability, residential location theory, social housing, policies 
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Introduction 

1.1 Background and problem statement 

London currently finds itself in a housing crisis and many young people are unable to 

get on the “property ladder” or rent adequate housing. There is widespread concern 

that the young generation will face a decline in their living situation compared with 

previous generations, or that they will have to spend such a high proportion of their 

income on housing that there will be less left for other expenses, and that this will 

lead to a decline in the living standard. 

There are two main issues that characterise this crisis. These are the undersupply in 

the housing market and a decrease in affordability (Snelling, Colebrook & Murphy, 

2016). A study conducted by the Heriot-Watt University found that, in order to meet 

the demand of housing in England and hence overcome the housing shortage, around 

340,000 homes must be built every year by the year 2031 (Bulman, 2018). Newly built 

affordable housing rose just under 1% in the UK in 2020 and was still 90,000 short of 

what is needed (Booth, 2020).    

While a decade ago it was mainly younger people who were worried about the 

unaffordability of housing, the problem has spread and now affects the lower income 

sections of society in a broader sense. This also includes those who are already 

homeowners, but who find it impossible to upscale under the current conditions 

(Gilma Delgadillo, 2021). An increasing number of young individuals are unable to 

afford rent or housing and find themselves living with their parents (Shelter & KPMG, 

2014). 
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This situation creates not only a burden on the individuals concerned, but also a risk 

for society in that it could lead to an ever-increasing group of people who feel 

excluded from the property market or who are locked into the status quo and do not 

see any perspective of improvement. Young people could become demotivated and 

dissatisfied with the political system, believing that it safeguards the interests of the 

property owners while closing the doors to the “lost generation”, which has just 

suffered through the COVID pandemic.  

It is therefore important to understand why housing is becoming increasingly 

unaffordable, how this affects young people and low-income households, and what 

can be done to improve the situation. 

1.2 Aim of the research 

This thesis will focus on the factors that play a role in the demand and supply of 

housing in England, and the driving forces behind them. It will also look at how the 

affordability (or unaffordability of housing) influences the choices different income 

groups of society make when they decide where they buy or rent property. This should 

give us a better understanding of what are the coping strategies of the weaker income 

sections of society, including the young, in the face of ever-increasing house prices. 

Finally, the thesis will examine the role of government policies and possibilities for 

making housing more affordable.   

While the housing market has become less accessible all over the country, there are 

significant differences in house prices across different regions. Many low or moderate 

wage earners have been squeezed out of the bigger cities and moved to the 

surroundings where they can still find affordable housing. In doing so, they accept 

longer commuting distances. It is one of the hypotheses of this thesis that the location 
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where they look for housing plays a key role in the coping strategies of the lower 

income segments of society.  

Apart from the cost of housing, the availability of public transport and the time and 

cost of travel to work are major factors that influence the choice of location. The thesis 

aims to look at these factors and understand how they impact on those who are 

struggling to find affordable housing. The approach chosen in the thesis is to go 

beyond the macro-level factors that determine the evolution of the housing market 

and look at the property market in a spatial context. 

The thesis will also be looking into the role that the government has played through 

land use and other laws that were introduced, and how these laws and regulations 

may have played a role in the undersupply and soaring prices of housing. 

In particular, the following research questions will be addressed in the thesis: 

• How does the spatial location of the different boroughs in London and their 

distance from the city centre influence housing prices and thereby the 

affordability of housing?  

• What are the main supply and demand factors that have affected the 

evolution of house prices in London over time?  

• What government interventions could help mitigate the housing crisis and 

make housing in London more affordable? 

The literature review (second section) will focus on the theoretical aspects of the 

housing market by discussing some of the most important factors for determining 

housing supply and demand. Location-based models will be reviewed in order to get 

a better understanding of the spatial element of the property market.  
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The third and the fourth section of the thesis will build on the theory and research 

discussed in the literature review to develop the methodology and carry out the 

analysis. A two-pronged approach will be followed. The first strand of the analysis will 

focus on the spatial aspect of the housing market. A case study will be developed to 

analyse the link between the cost of housing, the income situation of households and 

the area where they take up residence. The case study will focus on the London area.  

The second strand will follow a time series approach and try to quantify the impact on 

house prices of some of the major supply and demand factors identified in the 

literature review.    

The insights gained from the analysis will then be used in the fifth section (discussion 

of the results and conclusions), to look at possibilities for alleviating the situation and 

put forward considerations and recommendations as to what could be done to stem 

the growing divide between those who are established on the property market and 

those who feel priced out of it. That part will also address how recent trends in 

sustainable mobility, digitalisation and teleworking, new ways of building, as well as 

developments regarding the use of renewable energies and energy efficiency, could 

make housing potentially more affordable. In this context, the thesis will also make 

reference to the New European Bauhaus, a movement that aims to combine 

sustainability, aesthetics, and inclusiveness in an integrated approach to housing 

(European Commission, 2021). Finally, a comparison will be drawn with the city of 

Vienna and how and the affordability crisis is dealt with there. The thesis concludes 

with a set of policy recommendations and some ideas for further research.  
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2 Literature review 

2.1 Residential location theory 

Location theory is a branch of economics that is often used to analyse what 

determines the level and type of investment in a particular region (McCann, 2013). In 

its simplest version, it tries to explain how firms make decisions about where to locate 

as a function of the costs of transporting the inputs needed for production, from the 

place where they originate to the firm. Firms generally try to minimise the distances, 

but the unit transportation costs of the inputs play a crucial role. More elaborate 

versions of the model allow to take additional factors into account.   

These models can be used to analyse, for instance, how the optimal location of the 

firm changes if a new and cheaper mode of transport comes along, or the relative 

price of an input changes. For instance, if a paper mill uses wood and recycled paper 

as inputs and households get increasingly better at paper recycling, then recycled 

paper will become cheaper as an input and one would expect that the firm adjusts its 

input mix and uses more recycled paper in production relative to wood. If a new 

factory is built, it may not be in a forest area as was traditionally the case, but closer 

to major conurbations where larger amounts of recycled paper are available (Burelli, 

Haskamp, Leiler and Maier, 2022).        

A similar reasoning can be applied to the housing market. A buyer of a house will not 

only look at the price of the house, but also at a number of other factors that are 

linked to the location of the property.  

The residential location theory reflects this situation. Real estate stems from the Latin 

‘immobilis’, which means immovable. The very essence of being ‘immovable’ plays a 
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role in the decision making of households when they determine how much to pay for 

a property. When a property is being purchased the ‘location’ is also being bought, 

because households are willing to pay a higher price when the location allows them 

to reduce other variables that consume money and time (e.g., commuting to work). 

This trade-off is reflected in Muth’s (1969) seminal access-space model, which 

suggests that the further away a house is from the city, the lower is its equilibrium 

price.  

Evans (1973) describes the two situations many households find themselves in to 

minimise costs. For some, proximity to their place of work is important and hence they 

will locate closer to their workplace, paying less for commuting but accepting higher 

housing costs. Those for whom proximity is less of an issue will locate further away 

(i.e., the periphery of the city) to benefit from cheaper accommodation, while having 

higher transportation costs.  

Evans exemplifies this using a real-life example from London in 1967. In his case study, 

the distance from the periphery of London to the city centre was around twelve miles 

and this would take approximately forty minutes with the underground with a cost of 

17.5 pence. Over the course of a week this would amount to £1.75 for seven hours of 

travel. However, the amount saved on housing would also be high. Renting a two-

bedroom apartment on the periphery would cost around £5,000, whereas in the 

centre it would be upwards of £15,000. The individual therefore had to make a trade-

off between living on the periphery or in the city centre, based on his/her total cost 

for travelling and rent. 

A study carried by Hassan et al. (2016) used a Location Housing Affordability Index to 

show that location plays a role in housing affordability.  Transportation expenditure is 
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the amount paid by each household on their daily commuting (Hassen et al., 2021). 

This amount ultimately depends on where the household decides to locate. Hence, 

location affordability and a household’s mobility choices are linked (Greenlee et al., 

2016).  

The size of the city plays a role in location theory. This was already discussed by the 

creator of location theory, Robert Haig. In a smaller city households need to pay less 

attention to transportation costs. Location theory is therefore more suitable for larger 

cities (Haig, 1926).  

Another locational theory that is of importance to this thesis is sector theory. Hoyt, 

who developed this model in 1939, suggests that different sectors of a city have 

different income levels and people will choose a sector to live in based on their income 

level. In an empirical study of 34 cities in America, Hoyt found that sectors were 

segregated into different rent levels, regardless of their concentric levels. His model 

suggests that 'like attracts like', so high-class sectors will remain high-class and attract 

those with high incomes, and lower-class sectors will attract lower-income 

households. The theory also discusses how amenities play a role as a deciding factor 

for residency. For example, high-class sectors tend to be associated with higher safety. 

The model consists of five major zones. As seen in Figure 1, the first zone is the central 

business district (CBD) which is where most of the activities occur. Most of the shops, 

banks and offices lie in this centre. It is the heart of commercial amenities and has the 

highest level of activity. This results in fewer residents living in the CBD. Those who 

are looking for peace, cheaper and spacious housing, will seek housing somewhere 

further away. 
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The second zone consists of the zone of transition, which attracts the low-income 

households and is mainly where factories are based.  

 

Figure 1: The Hoyt model. Source: Planning Tank 

The third sector is the working-class residential area. Housing in this area is cheap 

because of its proximity to the factories and the living conditions tend to be less good 

- more pollution and closer to railroads. Those who tend to settle in this zone seek to 

reduce their transportation costs. 

The fourth and largest residential zone, which is located further away from the 

industrial area and factories, is the middle-class zone. Those who tend to locate in this 

sector commute more easily to the central business district. 

The final sector is the high-class sector, which has important amenities associated 

with cleanliness, higher safety, and quietness. 

One of the limitations of this model is that it is somewhat outdated - it does not factor 

in modern means of transportation that make it easier for people to travel from lower-

cost sectors further away to the central city. Another limitation of this model is that it 
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doesn't take into account the notion of 'edge cities'. These are located in prior rural 

areas and are 'cities' that have a concentration of offices and shops. In a more modern 

setting, the CBD is not the only place that offers a wide range of activities in 

metropolitan areas. 

A recent empirical study of the London housing market using locational theory is given 

in Petris et al. (2022). The authors use the ripple effect that occurs when people who 

are priced out of the prime locations look for an alternative in less expensive 

boroughs, to explain the price dynamics in the London housing market. The ripple 

effect starts in the most built-up areas in the city centre where new construction is 

not possible anymore and works its way to the periphery. One of the findings is that 

this spatial displacement in demand has caused above-average price rises in the 

relatively affordable East London boroughs, which are considered a good second-best 

choice for wage earners for whom the central boroughs have become too expensive 

(Petris et al., 2022).  

The study also finds long-run interconnectivity in price developments mainly in four 

borough groups. The first one comprises the prime Central London areas, where 

demand comes from the upper household income classes (Petris et al., 2022). A 

second group is made up by the London areas that circle the inner boroughs on the 

outside. Housing demand that fails to be satisfied in Central London has a knock-on 

effect on the surrounding boroughs. The lower income outer boroughs form a third 

interconnected group, whereas the fast-growing ‘Olympic’ boroughs in the east, 

which are still London’s most affordable ones, make up the fourth cluster of areas 

with similar house price movements (Petris et al., 2022). These results are very much 

in line with locational theory and the Hoyt model. 
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2.2 Fundamentals of real estate economics 

Real estate is defined as a stable good, meaning that property is durable and the land 

on which the property resides has no expiration date. Real estate comprises land, legal 

rights, and property (Pirounakis, 2013). The property is priced and placed for sale in 

the market and the price is dependent on both the supply of and demand for the good.  

In order to understand real estate economics and its connections to other economic 

sectors, it is important to grasp how the supply and demand dynamics drive price 

changes in the housing market and how exogenous variables affect this process. 

Another important factor is the role that government finances play in this field 

(Pirounakis, 2013). 

Since real estate is defined as a durable good, it is related to the stock-flow model, 

meaning that the total number of houses (stock) in an area increases over time with 

new construction (flow) (Snelling, Colebrook & Murphy, 2016). Since it takes time to 

construct new property, the supply of housing is inelastic in the short-term (Harman, 

2012). 

Real estate economics can be approached at two levels: the microeconomic level and 

the macroeconomic level. The microeconomic level specifically centres on the 

property’s surroundings, focusing on its heterogenous features, which distinguishes 

housing from other goods (Snelling, Colebrook & Murphy, 2016). The main 

determinants of housing prices at the microeconomic level are the locational and the 

structural properties of the housing object. These differ from one object to another 

(Pirounakis, 2013). 



 
 
 
 
 
 
 
 

 

20 
 
 

 

‘Structural’ here refers to the physical state of the housing property (i.e., its size or 

the state it is in) and ‘locational’ means all factors which are related to the geographic 

location (Snelling, Colebrook & Murphy, 2016). The heterogenous quality of the 

housing object makes pricing decisions more difficult (Pirounakis, 2013). 

The macroeconomic level focuses on aggregated supply and demand in which the 

price of the property changes in accordance with underlying factors. This thesis will 

address the microeconomic level in the context of a spatial analysis, but it will also be 

looking at macroeconomic drivers, such as interest rates and inflation rates.  

Real estate economics and real estate have many connections to other economic 

sectors (Chetan et al. 2021). Such other sectors include infrastructure or the financial 

sector, as was dramatically demonstrated in the financial crisis in 2007, in which the 

housing market declined in a global crisis affecting financial institutions, housing 

companies, and owners.  

There are two types of real estate in the market: commercial real estate and 

residential real estate. The commercial real estate market refers to property that can 

be used ‘commercially’, i.e., for business purposes (Forbes, 2021), such as office 

buildings or hotels. Residential real estate, on the other hand, is any property that is 

used as residential dwelling or apartment. In this thesis, the term housing market 

refers to residential real estate.  

Housing tenure arises from people making a choice between either owning their own 

dwelling or renting a property. There are two types of tenure in England: freehold 

tenure and leasehold tenure. Freehold tenure is when the household owns the 

property. Leasehold differs in that the owner only has the right to own the property 
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for a certain time-period before the lease ends, and the time length of the lease can 

vary. 

2.3 The importance of housing and housing affordability 

Housing affordability refers to households either renting or purchasing housing and 

thus becoming a tenant or owner of the property (Kholodilin, 2022). For many 

households, except the richest, choosing to spend a certain part of their income on 

housing has an important opportunity cost in terms of not being able to spend that 

money on other goods or services. The percentage of the household income that goes 

into housing can be seen as a measure of housing affordability. The higher that 

percentage, the less affordable housing becomes for a particular income group. Young 

people and low-income households typically spend a higher proportion of their 

income on housing than more affluent parts of society. 

Uwaegbulam (2022) points to the importance of the government in providing 

affordable housing opportunities for everyone. Osborn (2016) remarks that it is the 

responsibility of the government to provide housing at more affordable terms than 

the market, to allow everyone the opportunity to have a roof over their head and 

spend the excess money (that would otherwise be spent on expensive housing) on 

other essentials they need. 

Another way of looking at the issue is by considering real estate as a valuable asset 

which may also be passed down the family (Hamnett et al., 1991). Housing represents 

the wealth of many households (Kholodilin, 2022) and for many, owning property also 

provides a sense of security (Forrest et al., 1990). In recent years, residential property 

has increasingly also become an object of investment for the purpose of generating a 

stream of income for the owner, who does not inhabit it him/herself, but rents it out. 
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Treating housing as an asset or investment object can lead to properties being left 

empty for certain periods of time, which then reduces the supply and pushes prices 

up (see next section). 

Homeownership was boosted in the early 1980s, which was rooted in an attempt by 

politicians to expand middle class lifestyles (Forrest, 2011). Initially, homeownership 

was more prevalent among those with a higher social status. Then, government 

initiatives were launched to support lower-income and more vulnerable groups to 

accede to homeownership or help them set up shared ownership (Forrest, 2011). 

Housing today is expensive and exceeds the savings of many people. Borrowing is one 

solution in purchasing a dwelling. However, borrowing during times in which housing 

booms and busts alternate can be risky, especially if there is a strong decline in price 

immediately after the purchase of the home, as those with high mortgage debt and 

lower or unstable incomes risk losing their dwelling again (Snelling, Colebrook & 

Murphy 2016). With the sharp increase in the interest rate we are currently seeing, 

this could become an issue again. 

At a sectoral or macro level, households’ inability to pay back the loans taken out from 

banks for housing can cause severe damage to the economy and trigger a crisis in the 

banking system (Snelling, Colebrook & Murphy, 2016). This was exemplified in the 

2008 crisis, when ‘bad’ mortgages burst the housing bubble, leading to a widespread 

financial and economic crisis. 

2.4 Housing costs in London 

Figure 2 illustrates how housing prices in London have developed since 1996 – an 

increase by a factor of four to six depending on the area. The figure also illustrates 
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how the average housing price for England differs from that for London, England’s 

median house price having increased at a much slower pace.  

 

Figure 2: Median House Price, 1996-2015. Source: DCLG, Land Registry, Average House Prices, 1996-2015 

According to Petris et al. (2022), London house prices increased by nearly 600% in 

nominal terms between 1995 and 2016, and households now spend approximately 

two-thirds of their mean take-home salary on mortgage payments, causing serious 

housing affordability constraints.    

2.5 The influence of policy and policy failure 

Many government policies impact directly or indirectly on the housing market. This 

literature review focuses on seven of them: land use and planning restrictions, which 

constrain the supply of housing; the right-to-buy scheme under the Thatcher 
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government, which turned tenants into owners; the help-to-buy scheme, which eases 

access to housing for people on a limited budget; the shared ownership scheme, 

which makes it possible to buy only part of a home and continue to pay rent on the 

other part; the help-to-build equity loan, which provides government loans on 

favourable terms for building new homes or converting commercial buildings to 

residential ones; council or social housing, which is an important sub-category of 

affordable housing; and the existence of ‘void’ or ‘dormant’ properties, which reduce 

the effective supply of housing.     

2.5.1 Land use and planning restrictions 

Kate Barker (2016), an economist who worked with the Bank of England, emphasizes 

the crucial role that the housing shortage plays in the housing affordability crisis. An 

important factor that contributes to the undersupply of housing in England is the 

availability of land and the land use planning system. Land use planning plays a key 

role for the housing market because it determines the availability of land that can be 

built on. The planning system has to balance the needs of the housing market with 

considerations linked to nature conservation, landscape or the preservation of 

agricultural land. While those, who want to make housing affordable favour less 

restrictive planning rules, nature conservation groups and, more recently, climate 

change advocates, or residents of leafy, spacious, and undisturbed residential 

neighbourhoods who want to keep it this way, can create powerful oppositions who 

prioritise protecting the environment over housing developments.  

Before the Town and Country Planning Act 1947 was made, it was relatively easy to 

secure a piece of land and build on it (Delgadillo, 2021). Although, according to Barker 

(2004), the planning law was initially intended to help with supplying land, it has 
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instead become restrictive. The Planning Act has been modified over the years and 

the changes have further limited the use of land. According to Whitehead (2007), the 

natural lack of supply of land in England due to the high population density in large 

parts of the country, and the boundaries imposed by the Planning Act on the 

mobilisation of building land, have limited the supply of housing and led to higher 

house prices.  

This conclusion is supported by numerous studies. Harter-Dreiman (2004) found that 

regulations on the usage of land decrease the housing supply price elasticity. Quigley 

& Rosenthal (2005) also argue that excessive restrictions on land use play a role in the 

insufficiency of housing supply. Research carried out by Hilber and Vermeulen (2014), 

in which they used data and mathematical models, concluded that regulations had 

the largest impact on house prices in England. They found that constraints and 

regulations added £102,000 to the average price of a house.  

According to the Home Builders Federation (HBF), the supply of housing has fallen to 

its lowest level since World War II, which is the result of government regulations 

(Stacey, 2023). The study carried out by the HBF indicates that less than half of the 

government’s housing target has been realised to date. This is due to the overly strict 

enforcement of regulations (Stacey, 2023). However, the Department for Levelling Up, 

Housing and Communities argue that they have accomplished their annual target of 

300,000 newly built homes (Bet, 2022). 

One important factor shaping the planning system is whether planning policies are 

under the control of economists or planners (Evans, 2004). The economic justification 

for intervention in the land use system is to maximise social welfare where the market 

fails to achieve this by itself. In practice, however, the planning system is determined 
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by political choices that reflect electoral influences (Evans, 2004). The intervention 

which does occur may not be in line with welfare maximization and economists can 

then only point out the costs of the policies pursued (Evans, 2004) and analyse what 

would happen if they were changed.  

Among those who argue that weakening regulations could play a role in solving the 

housing crisis are Hilber and Vermeulen (2014), who estimated a 35% decrease in 

house price if there were fewer regulations. They suggest that relaxing regulations 

would allow the housing market to meet demand, and hence house prices would be 

lower. However, one criticism of this argument is that “anti-planners” concentrate 

solely on regulations and the number of houses available, but do not mention housing 

quality (Boughaba, 2018). 

Advocates of the anti-planning argument also criticise that no action is taken against 

nimbyism. This term stands for ‘not in my back yard’ and refers to people, often of a 

certain demographic, age and income group, that oppose any development in their 

local areas (Delgado, 2021). Furthermore, NIMBYS have an advantage in that they 

were able to purchase their property at a time when prices were still low (Delgado, 

2021).  

However, despite the law of supply and demand predicting that an increase in supply 

of houses will decrease the price, some argue that this is not the case. In Nall et al’s 

(2022) paper, the authors touch upon a survey of urban and suburban residents in the 

United States, which shows that around 30% to 40% of Americans believe that an 

increase in the supply of housing would also increase the costs of housing. This is 

contrary to the logic of supply and demand and might be due to an un-reflected 

interpretation of price-quantity data.  
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It raises an interesting question, however, in the sense that bottlenecks in the supply 

of building materials or a shortage of construction labour would indeed raise the cost 

of new houses and make them less affordable. A distinction therefore needs to be 

made between movements along the supply curve (the marginal cost of construction 

increases as more houses are built) and outward shifts in the supply curve if building 

land, which is a fixed factor in construction, becomes available in larger quantities and 

more cheaply. The latter would be the case if land use planning restrictions were 

relaxed, and it would lead to lower house prices.  

2.5.2 The right-to-buy scheme 

The right-to-buy scheme came into existence under Margaret Thatcher in the 1980s. 

It allowed local authorities to buy a home at a discounted rate. Under this Act, a 

recorded 1.8 million properties were purchased in 1980 and 1981 (Cole et al., 2015). 

Minton (2022) puts the number of council homes that were sold under the 

conservative government in the 1980s at around 1 million.  

Under the current terms, the right-to-buy scheme offers a 35% discount off the 

market price of council houses for tenants who have been public sector tenants for 

between 3 and 5 years, with the discount increasing by one percentage point with 

every extra year of tenancy up to a maximum of 70% or £127,940 (whichever is lower) 

in London boroughs (UK Government, 2023). For council flats, the right-to-buy 

scheme starts with a 50% discount for people who have been public sector tenants 

for between 3 and 5 years and goes up by 2% for each additional tenancy year, up to 

the same upper limits as for houses.  
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2.5.3 The shared ownership scheme 

The shared ownership scheme offers tenants the opportunity to buy a share of the 

home (between 10% and 75% of the home’s market value) and pay rent to the 

landlord on the remaining part if they cannot afford the full deposit and mortgage 

payments to purchase the home completely (UK government, 2023). The scheme 

applies to existing properties and new constructions and is not limited to council 

housing but also covers housing associations and other organisations. 

2.5.4 The help-to-buy scheme 

In 2013, following the economic crisis, the Government came up with an initiative 

called the ‘help-to-buy’ scheme, with the intention of allowing people to buy their first 

property that they would otherwise struggle to purchase. Five percent of the price of 

a housing property must be deposited by the buyer, and a mortgage loan which ranges 

from 5% to 40% of the total is given out by the government, with the aim of ensuring 

that the buyer is able to purchase their first home (Collinson, 2022). By having this 

equity loan scheme, the government aims to also boost housing supply by increasing 

the demand with the help of this scheme.    

The right-to-buy scheme, the shared ownership scheme and the help-to-buy scheme 

are examples of government policies that favour young people and low-income 

families, and that have made housing more affordable for them. However, these 

schemes have been criticised by many as contributing to increased prices (Hilber, 

2015), given the inelastic housing supply elasticity.  
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2.5.5 The help-to-build equity loan 

Since 2022, the UK government also offers a loan to individuals who want to build a 

home. This equity loan, which covers part of the costs, can be used for financing the 

purchase of land and for building the home on it, for converting a commercial 

property into a residential property, for building a new flat in an unused space above 

an existing building (‘airspace development’), or for demolishing an existing property 

and replacing it with a new home (UK government, 2023b). For building projects in 

London, the loan can amount to between 5% and 40% of the estimated land and 

building costs, up to a limit of £600,000 (including the land purchase). If the land is 

already owned, the limit is £400,000.  

The loan is interest-free for the first five years. In the sixth year, an interest of 1.75% 

is charged, which is increased in successive year in line with the consumer price index 

(UK government, 2023b). The support can only be used for building one home. 

Applicants must be able to show that they also have a mortgage offer from a bank for 

the home they want to build (UK government, 2023b).  

2.5.6 Council or social housing 

Blainey (2021) distinguishes between two sub-categories of affordable housing, 

affordable social and affordable market. Affordable social housing is housing that has 

been designed and built for renting it to the council, which then allocates it to home-

seekers. 

Not as many social houses are being built today as were built in the post-war era 

(Addison, 2022). Social housing achieved its peak in the early 1950s, with around 

200,000 social houses built in England every year (Figure 3). This support for lower 
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income households was thought to be vital for peoples’ ‘health and wellbeing’ 

(Addison, 2022). Despite the country having high public debt after the war, the focus 

was building high quality houses for social rent. Social housing construction continued 

at a high level with over 100,000 dwellings completed per year for almost thirty years. 

In the 1970s, in London alone around 20,000 new houses were being built a year.  

 

Figure 3: Number of permanent dwellings started and completed annually from 1946 to 2020 in the UK. 
Source: Institute of Health Equities 

Social housing witnessed a steep decline in the 1980s when, as a result to the right-

to-buy scheme, around one in five council tenants were able to purchase their own 

council homes at a discount rate (Addison, 2022). This marked a fundamental change 

in policy, as the historical recognition of social housing as being of importance and a 

priority for public health, was replaced by an attempt to expand homeownership also 

to the lower income segments of society. In April 2022, only 916 new social houses 

were built in London (Addison, 2022). The decline in the building of social housing 

since the 1980s can be clearly seen in Figure 3.   
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2.5.7 The problem of ‘void’ or ‘dormant’ properties 

In 2016, it was reported that around 200,000 homes were empty in England (Inman, 

2017). This has now increased to over 676,000 homes lying dormant in England 

(Hinchliffe, 2023), with around 90 000 of them being in London (see Figure 4). 

 

Figure 4: Regional split of empty properties in 2022. Source: Financial Times Adviser 

The wealthiest regions in London, such as Chelsea and Kensington, reportedly have 

one of the highest rates of empty houses (Inman, 2017). This is due to wealthy owners 

immersing themselves in the buy-to-leave game, in which they purchase property in 

the wealthiest areas in England and leave it empty, regarding it as an investment that 

increases in value (Evening Standard, 2014). The theory of housing financialization is 

used to explain this phenomenon of purchasing for financial reasons rather than 

somewhere to live in, and this is more prevalent in larger cities, such as London 
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(Bourne, 2019). It is therefore important to distinguish between housing services and 

housing assets (Clare, 2020). The demand for housing services can be described as the 

demand that is driven by people looking for somewhere to live. The demand for 

housing assets is driven by decisions to invest and retain assets for the purpose of 

receiving a larger return in the future.  

Another reason many homes remain empty in England is because owners or landlords 

are unable to raise the funds or receive the permissions that are required to redevelop 

their property (Capacitygrid, n.d.). Other reasons as to why properties in England are 

empty, are more temporary and linked to the functioning of the market. Among these 

are property refurbishments, or simply waiting until a new owner or tenant is found. 

These ‘void’ properties play a role in the inefficiency of the housing market in England 

and as stated by the Head of Policy Campaigns at Propertymark, Timothy Douglas, 

they are a “wasted resource”, especially during a time in which the country is 

experiencing a low supply of housing (Stella Lange, 2022). Using these empty houses 

more efficiently, could play a role in alleviating the housing crisis (Hinchliffe, 2023).  

It is not only houses that are treated as an asset, but also the land before the houses 

are actually being built. According to Muellbauer (2018), UK developers are also land 

speculators who hope to buy land at low prices and later sell it on at a higher price, 

sometimes having added a house to it. An important part of the benefit is the value 

increase in the land once planning permission has been received. This is different, for 

instance, in Germany, where the ‘planning gain’ largely accrues to local authorities. 

As a result, the incentive to hold on to land banks is much smaller in Germany than in 

the UK.  Muellbauer (2018) reports that in 2014, 86% of planning permissions were 
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actually realised in Germany, whereas in the UK the build-out rate after planning 

permission was only 48% in the same year. 

2.6 Household income 

Income plays a central role in establishing the demand for houses. Studies suggest 

that the income elasticity of demand for housing is in the region of one (Muellbauer, 

2018). That is, a one percent increase in income tends to increase the demand for 

housing by one percent. The more money someone earns, the higher the price they 

are willing to pay for a property. If income increases steadily over a longer-period of 

time, then it can be expected that the house price that is considered affordable will 

also increase (Meen, 2019). 

However, general trends can conceal important differences between income groups. 

Income inequality plays a key role for the affordability of housing: low-income 

households will find themselves struggling not only with access to housing, but also 

with housing quality and location issues. This is exemplified by the Hoyt model (see 

Section 2.1): those who are unable to afford housing or maintain the quality of their 

current ones, because of their financial status, are likely to move to neighborhoods 

that provide a better match regarding their financial situation. 

2.7 Inflation and interest rates 

Interest rates constitute another key macro-economic factor that plays a role in 

determining real house prices (Muellbauer, 2018). Interest rates have been very low 

for many years as central banks have tried to help overcome the various external 

shocks (financial crisis, COVID, war in Ukraine) by supplying cheap money to the 

economy. When interest rates are low, then investors have little incentive to put their 
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savings into banks or government bonds and will be looking for more attractive 

investments, including real estate. At the same time, lower interest rates mean 

cheaper mortgages, which allows more people to take out mortgages for the purchase 

of homes. There is therefore increased demand for houses from savers who are 

looking for investment opportunities, as well as from people who now see an 

opportunity to become a homeowner or to upgrade to a bigger or better-quality 

home.  

Low interest rates also reduce the costs for builders, but if supply is mainly 

constrained by other factors, such as restrictive land planning, then demand will 

outpace supply and push house prices up. Conversely, when interest rates go up and 

mortgages become more expensive or banks become more reluctant to lend, for 

instance, during a financial crisis, then one would expect the opposite to happen. 

Evidence for this is provided by Muellbauer (2018), who shows that the credit crunch 

in the early 1990s and then again in 2008/09 interrupted the upward trend in real 

house prices in the UK and led to several years of price decline. The current increase 

in the interest rate could also have a dampening effect on house prices.  

Inflation is another macro-economic variable that influences house prices. Inflation is 

defined as the process where money loses purchasing power (Porter 2023). Inflation 

is measured by looking at how the price of a basket of goods that people habitually 

consume, changes over time (Salwati and Wessel, 2021). So, inflation measures the 

change in the overall price level in the economy. One would therefore expect that 

house prices move in line with the inflation rate. However, the inflation rate is a 

weighted average of price changes, and it can be that house prices increase faster 

than the average. For instance, if inflation affects the construction sector more 

strongly than other sectors of the economy, then the costs of building new homes will 
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go up by more than the overall inflation rate. According to Simic (n.d.), construction 

prices have been particularly affected since the start of the COVID pandemic and the 

impact of the price increases is being felt to this day. Data from the Bureau of Labor 

Statistics show that the prices of building materials have increased 20% year-over-

year (Simic, n.d). Given that incomes have increased by much less except for the 

highest income earners, inflation has therefore accentuated the housing affordability 

crisis.   

2.8 The current crisis 

There are indications that we are currently entering a period in which some of trends 

discussed above could be about to change. The dramatic rise in energy prices in the 

wake of the Ukraine war has spilled over into food and other goods and has led a cost-

of-living crisis, which in turn has decreased the demand for housing (Patel, 2022). At 

the same time, central banks all over the western world are being forced to raise 

interest rates to curb inflation. As mentioned above, higher interest rates raise the 

cost of mortgages, which will further decrease the demand for housing. It is hard to 

tell whether this will stop the upward trend in house prices, or even lead to a 

downturn in the housing market, but there are signs that house prices are stabilizing, 

including in the London market, with Savills (2023) reporting house prices in London 

at the same level in early 2023 as a year earlier.  

These trends also have a knock-on effect on the rental market. While higher interest 

rates push up mortgage costs and slow down the demand for house purchases, the 

same is not true for the rental market. On the contrary, people for whom 

homeownership is now moving out of reach, will turn to the rental market. This can 

already be observed, with demand for rental properties in London increasing sharply. 
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This in turn strengthens the position of landlords and some are now asking higher 

income ratios of prospective tenants (Barnes, 2023). The effect is a decrease in 

affordability of rental property for the weaker income groups.   

Given that house prices have increased at unprecedented rates over the last decades 

and have reached historical peaks (Muellbauer, 2018), one may wonder if house 

prices are not over-inflated and there is a risk that the bubble could burst. Petris et al. 

(2022) have looked at this question for the London residential market, but they 

detected bubbles in only three out of the 32 London boroughs (Barking and 

Dagenham, Bexley and Newham). These are all located in proximity to the Olympic 

village and major business districts such as City and Canary Wharf, whereas no bubble 

condition was found in the inner London boroughs with the highest housing prices 

(Petris et al., 2022).       

3 Methodology 

This section contains the methodological part of the thesis and is structured into two 

parts: research approach and method, and model and data. It also describes certain 

limitations of the methodology. 

3.1 Research approach and method 

An important step in this work on the thesis was to choose a research design and 

research method that was fitting in order to successfully collect and analyse the data. 

The data used in the thesis is secondary data. There are three existing research 

approaches: qualitative, quantitative, and mixed methods (Creswell, 2014). The aim 

of the qualitative research approach is to focus on individual meaning, with the aim 
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of understanding concepts and perceptions more thoroughly (Creswell, 2014). In-

depth interviews using open-ended questions are used by the researcher to gain a 

deeper understanding and insight and the researcher’s interpretations are used for 

the data collected. Grounded theory, ethnography, case studies, narrative research, 

and phenomenological research are all possible types of procedures of the qualitative 

approach (Creswell, 2014).  

The quantitative approach uses numerical data to test objective theories or opinions 

of a proportion of the population and the two types of this approach are surveys and 

experiments (Creswell, 2014). Mixed methods includes both the qualitative and 

quantitative approach (Creswell, 2014) with the goal of attaining a complete picture 

by verifying the validity and filling in any gaps of the other form of database.  

For this thesis, the quantitative method was chosen as it uses statistical analysis to 

measure the relationship of defined variables (Creswell, 2014). Research approaches 

must include three elements, the research design, the research method, and the 

philosophical worldview (Creswell, 2014). Post-positivism is most commonly used for 

the quantitative approach and is the worldview that is also used in this thesis. This 

worldview is centered around the idea of cause-and-effect and uses observation 

through numerical analysis to enhance our knowledge on a specific topic (Creswell, 

2014). The quantitative approach comprises experimental and nonexperimental 

designs. For this research the nonexperimental design approach was used. 

3.1.1 Locational analysis 

The first part of the analysis was based on the locational theory of the housing market 

covered in the literature review. I looked at how location mattered in the 

determination of house prices. Geographically I focused on the greater London area 
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and its 32 boroughs. In line with locational theory, I looked at the travel time it took 

residents from a borough to get to the centre of the city centre where employment 

opportunities and commercial, cultural, and social activities are concentrated. 

Underlying is the idea that there is a trade-off between paying a higher price for 

housing nearer to the city centre or opting for a cheaper dwelling further away and 

accepting a longer commute. I then tested this hypothesis using statistical analysis.    

If this turned out to be the case, then one could assume that people who are priced 

out of the residential areas near the city centre move towards the further away 

boroughs when they look for affordable housing, as has been suggested by various 

research cited in the literature review. The implication would be that everything that 

makes transportation less time consuming and cheaper, will aid those who are in 

search of affordable housing as the commute will be less of a burden to them and they 

will find it easier to move to a cheaper residential area. But one could also argue that 

everything that makes people less dependent on the central areas for jobs, shopping, 

and social and cultural activities, will also aid them to access affordable housing. The 

development of peri-urban centres that offer a wide range of amenities would be one 

example. The actions that can be taken to increase the affordability of housing will be 

discussed in Section 5.  

3.1.2 London boroughs 

London consists of 32 boroughs, as can be seen in Figure 5. The City of London is not 

included as a borough. 

The inner London borough are: Camden, Hackney, Hammersmith and Fulham, 

Haringey, Islington, Kensington and Chelsea, Lambeth, Lewisham, Newham, 

Southwark, Tower Hamlets and Wandsworth. 
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Figure 5: London Boroughs. Source: data extracted from londoncouncils.gov.uk. 

The outer boroughs are: Barking and Dagenham, Barnet, Brent, Bexley, Bromley, 

Croydon, Ealing, Enfield, Greenwich, Harrow, Havering, Hillingdon, Hounslow, 

Kingston upon Thames, Merton, Redbridge, Richmond upon Thames, Sutton, and 

Waltham Forest. 

3.1.3 Time series analysis 

The second part of the analysis was based on time series and looked at several of the 

determinants of house prices that came out of the literature review. Many of these 

work through the supply side of the housing market. They included the inflation rate, 
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the interest rate, the prices of construction materials, the number of land permits 

granted and the number empty properties in London. The interest rate worked both 

ways, on the one hand it makes construction more expensive by raising financing 

costs, on the other it increases the cost of mortgages for potential buyers, which 

reduces the demand for housing. Household income as the key demand-side factor 

was also included. The analysis should show which are in fact the most important 

drivers determining house prices in London.   

3.2 Model and data 

For both parts of the analysis, I applied the linear regression model.  Linear regression 

analysis involves examining the relationship between a dependent variable and one 

or more independent or explanatory variables. Statistically, the relationship between 

a dependent variable (y) and the independent variables (x1, x2, …) is expressed as:  

y = β0 + β1x + β2x … + ε 

I carried out the linear regression analyses using the Jamovi 2.3.21 statistical analysis 

package.  The estimates of the slope coefficients β1, β2, etc., are a measure of the effect 

that each independent variable has on the dependent variable. The coefficient of 

determination (R²), which is also obtained as a result of the analysis, is a statistical 

measure which shows how much of the variation in the dependent variable can be 

explained by all the independent variables combined.   

3.2.1 Locational analysis 

As discussed by the Hoyt model, consumers make choices on their housing based on 

a trade-off between housing prices and the cost of commuting. In practice, the “cost” 

of commuting includes the time spent travelling and the price of the tickets or the cost 
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of the car trip, and these are normally linked to the travel distance. The further away 

a residential area is from the place of work or the city centre and the higher therefore 

the commuting cost, the lower the house price is expected to be.  However, while 

distance plays a role, the main determinant of the housing preference can be 

expected to be the income level of the buyer (GLA Economics, 2004). 

In my regression analysis, I therefore used the house price as the dependent variable 

and household income and travel time as the independent variables.   

Before carrying out a regression analysis, I had to calculate the average travel time 

from each borough to Central London. Firstly, it is important to define ‘Central 

London’. In this case, I searched for the most central station in London which is 

Charing Cross Station. Hence, I calculated the average travel time from each borough 

to Charing Cross Station. I used the ‘Transport for London’ to calculate the average 

travel time (see Table 6 in the Appendix). 

The data for medium household income by borough, the other independent variable, 

is taken from Tower Hamlets Corporate Research Unit (2018). This data, which is for 

2018, is the most recent data on median household income by borough I could find.   

This measure is based on Census data and measures disposable income, which is the 

amount of money households have available for spending and saving after direct taxes 

have been accounted for. It includes earnings from employment, private pensions, 

and investments as well as cash benefits provided by the state (Office of National 

Statistics, 2023). Income data is reported both as mean and median. A limitation of 

using the mean is that it can be influenced by just a few individuals with very high 

incomes. Median household income shows what the income of the ‘middle’ 

household would be if all households in the area were ranked from poorest to richest 
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and provides a good indication of the ‘typical’ household income (Office of National 

Statistics, 2023). I therefore used the median income measure. 

The data for the dependent variable - average house price for each borough - is taken 

from HM Land Registry (2019). Average house prices are readily available for each 

year up to 2022, but because the most recent data on household income by borough 

I could find is for 2018, I also used 2018 house prices in the analysis to be consistent. 

This data is shown in Table 6 in the Appendix. 

3.2.2 Time series analysis 

The data for house prices used in the time series analysis are average London house 

prices taken from the Greater London Authority website (GLA, 2023). As a measure of 

inflation, the UK consumer price index was used (YCharts, n.d.). For the development 

of costs in the building industry, I used the UK construction price index published by 

IBISWorld (2023). For the interest rate I used the Bank of England’s official bank rate 

(Bank of England, n.d.). The BoE bank rate gets adjusted at irregular intervals (e.g., 

there were eight adjustments in 2022), so when there is a year with different interest 

rates, I used a simple average as the annual rate. As an indicator for planning and 

permitting, I used the number of building permissions granted for residential buildings 

in London and, for comparison, the number of residential completions. This data is 

obtained from the Greater London Authority (2023a,b) Data Store. Time series data 

on median disposable household income is obtained from the Office of National 

Statistics (2023). Concerning empty properties in London, I unfortunately could not 

find consistent time series data, so I had to drop it from the statistical analysis. The 

data for the analysis are shown in Table 7 in the Appendix. 
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3.2.3 Methodological limitations 

One of the main limitations of the methodology is that it does not allow integrating 

the locational analysis with the time series analysis of the main supply and demand 

factors. When I started out with the research for this thesis, I wanted to identify the 

main factors that drive house prices up and make housing unaffordable, and to look 

at them together. I was convinced that geographical location played an important role 

and thought that I could perhaps use a panel data approach combining time-series 

data with locational data across London boroughs. However, in the end this turned 

out to be impossible, because for many supply and demand variables data at borough 

level do either not exist or there is no variation in the data from one borough to 

another (e.g., for interest rate or the inflation rate). Therefore, I had to split the 

analysis into a separate locational and time series analysis.   

Another limitation of the methodology is that it does not allow to address all of the 

research questions specified in Section 1.2. In particular, the research questions linked 

to government policies in the housing market and their role for alleviating the 

affordability crisis, are only addressed in a very limited way in the model (e.g., through 

the variable ‘building permits’). There are many different policies that affect house 

prices and affordability, and they will mostly be addressed in a descriptive way in 

Section 5. 

Finally, the use of the linear regression model puts limitations on the methodology. In 

case there are non-linear relationships between the variables, the linear regression 

model will not be able to capture them properly.  

There are also other limitations linked to data availability and gaps, which are 

described in Section 4.3 “Limitations of the analysis”. 
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4 Analysis and results 

4.1.1 Locational analysis 

For the first part (locational analysis across London boroughs), I examined the 

scatterplot of house prices versus median household income (Figure 6).  

 

Figure 6: Scatterplot of average house prices and median household income. Created by the author on 
Jamovi.  
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As expected, the scatterplot exhibits a clear positive relationship between house price 

and household income. What is more, there is only one point that could perhaps be 

qualified as an outlier, and this is the last point in the right upper corner of the 

scatterplot. This point corresponds to the borough of Kensington and Chelsea. This is 

not entirely surprising as the area of Kensington and Chelsea is very popular with 

foreign investors. Trust for London (2022) estimates that this area accounts for 13% 

of all offshore-owned homes in London (the other two areas where foreign real estate 

investment is concentrated are Westminster and the City of London). One can 

therefore assume that the very high average house price in Kensington and Chelsea is 

partly caused by foreign investors. On the other hand, Kensington and Chelsea is not 

a heavy outlier and given that Westminster (the borough with the second highest 

house price) appears to fit the overall pattern, I do not see enough reason to exclude 

Kensington and Chelsea from the analysis. 

The second scatterplot shows the relationship between house prices and the time it 

takes to travel from each borough to the city centre (Figure 7). The patterns that is 

visible from the plots shows a clear negative relationship between the two variables. 

There are two potential outliers. The first one corresponds again to the borough with 

the highest income (Kensington and Chelsea). The outlier position could be due to the 

inflated average house price in this area, but it could also be influenced by the choice 

of reference location from the city centre (Charing Cross Station). The second 

potential outlier is the point that is closest to the vertical axis, that is, the borough 

with the shortest travel time from Central London, which is Southwark. Here again an 

explanation could be the choice of Charing Cross as reference point for Central 

London, as Southwark lies just across the river from it. In any case, I do not see these 
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explanations as sufficient reasons to exclude the two potential outliers from the 

analysis. 

 

Figure 7: Scatterplot of average house prices and travel time to Central London. Created by the author on 
Jamovi. 

The results of the linear regression analysis are show in Table 1. The estimated 

coefficient of the income variable is positive as expected and the estimate of the travel 

time variable is negative, as would also be expected. Both estimates are statistically 

significant at the 1% level (the p-value for household income is < .001, the p-value for 



 
 
 
 
 
 
 
 

 

47 
 
 

 

travel time is .003). The two independent variables explain 76% (R2 = 0.764) of the 

variation in the house price across London boroughs. I think that this is a fairly high 

proportion, given that the value of an individual housing property depends on many 

characteristics. 

Model Fit Measures 

Model R R² 

1  0.874  0.764  

 

Model Coefficients - House price 

Predictor Estimate SE t p 

Intercept  -198087.0  151657.14  -1.31  0.202  

Household income  29.5  3.84  7.67  < .001  

Travel time  -4518.5  1405.67  -3.21  0.003  

Table 1: Results of the linear regression (locational) analysis 

Overall, the results support the hypothesis that people looking for housing consider a 

trade-off between the price of housing and the distance from the city centre. The 

estimate of the travel time coefficient would suggest that for each extra minute of 

commuting the house price decreases on average by £4,519. 

4.1.2 Time series analysis 

The time series for the variables used in this second part of the analysis go from 2005 

to 2022, except for the construction price index for which I could only find data from 

2010 (see Table 7 in the Appendix). The analysis was therefore carried out in two 
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steps, first using the longer time series but without the construction price index, then 

with the shortened time series including the construction price index. 

I ran linear regressions with different combination of the independent variables, 

which all show that the interest rate is insignificant whenever it is included together 

with the inflation rate (consumer price index). When the two are included separately, 

then both produce significant estimates. Tables 2 and 3 show the results of the two 

different model runs. 

Model Fit Measures 

Model R R² 

1  0.969  0.940  

 

Model Coefficients - House price 

Predictor Estimate SE t p 

Intercept  -1.02e−6  175050.168  -5.85  < .001  

Consumer price index  5671.88  852.243  6.66  < .001  

Residential approvals  1.19  0.407  2.93  0.011  

Household income  25.80  7.442  3.47  0.004  

Table 2: Results of the linear regression (time series) analysis 

In Table 2, the slope estimates of the inflation rate and the household income are 

statistically significant at the 1% level, and they have the expected signs. House prices 

increase with inflation and household income. The estimate for residential building 

permits is also statistically significant. It misses the 1% significance level but would 

easily be significant at the 5% level. The surprise is that the slope estimate has a 
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positive sign when a negative would have been expected (the greater the number of 

building permits, the lower the price of housing one would expect).   

I can only guess what caused this result. Perhaps the permits do not influence the 

price immediately but only a few years down the road when the new homes come on 

the market. To test this idea, I also tried ‘residential completions’ instead of 

‘residential permits granted’, but the results were similar. Or perhaps the causality is 

the other way round: when house prices are high more permits are granted.  

Model Fit Measures 

Model R R² 

1  0.914  0.835  

  

Model Coefficients - House price 

Predictor Estimate SE t p 

Intercept  -1.36e−6  266828.767  -5.10  < .001  

Interest rate  -17616.34  6517.754  -2.70  0.017  

Residential approvals  1.32  0.675  1.95  0.071  

Household income  56.11  8.569  6.55  < .001  

Table 3: Results of the linear regression (time series) analysis 

Table 3 shows the same regression analysis with interest rate instead of inflation. 

Household income has a similar positive and significant estimate as before, and the 

estimate for residential approvals is also not very different, although it is no longer 

significant at the 5% level. Interesting is the estimate for the interest rate, which is 

negative, and which would suggest that a 1% increase in the interest rate would lower 

house prices by £17,616. This is in line with general expectations and indicates that 
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the increase in building costs triggered by higher interest rates is not as important for 

the house price as the reduction in demand due to more expensive mortgages.     

Table 4 shows the results of the second step of the analysis, where the construction 

price index is included as an explanatory variable (and shorter time series are used). 

The coefficient of the construction price index is positive as would be expected (higher 

construction prices lead to higher house prices), but it is not statistically significant. 

The estimates for household income and residential permits lie in the same range as 

in the first step of the analysis, however, the significant levels are not as good, which 

probably has to do with the shorter time series. The interest rate has a negative slope 

estimate of a similar magnitude as before, but this time it is statistically not significant.             

Model Fit Measures 

Model R R² 

1  0.921  0.848  

 

Model Coefficients - House price 

Predictor Estimate SE t P 

Intercept  -1.12e−6  266640.610  -4.188  0.003  

Construction price index  3474.27  2454.834  1.415  0.195  

Interest rate  -18033.35  46729.766  -0.386  0.710  

Residential approvals  1.46  0.694  2.112  0.068  

Household income  37.11  12.599  2.945  0.019  

 

Table 4: Results of the linear regression (time series) analysis 

Overall, the time series analysis confirms many of the assumptions made on the basis 

of the literature review, with one big exception – the positive link between building 
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permits and house prices. This is a counterintuitive result which I find difficult to 

explain, especially as it is in contradiction to the results of all the previous research I 

have been looking at. I will briefly come back to it in the sub-section on the limitations 

of the analysis.       

4.2 Summary of the results 

In this section I want to relate the results of the analysis to the initial research 

questions. The first question was:  

•  How does the spatial location of the different boroughs in London and their 

distance from the city centre influence housing prices and thereby the 

affordability of housing?  

 This question is addressed by the locational analysis. The results show that there is a 

statistically significant link between the distance from the city centre as measured by 

the travel time and the affordability of housing. The further away a residential area 

from the centre of London is, the more affordable housing becomes. The estimates 

suggest that for every extra minute one is willing to commute, on average £4,519 can 

be saved from lower house prices.  

This confirms the hypothesis derived from the locational theory of housing that there 

is a trade-off between the cost of commuting and the cost of housing. Lower-income 

groups in search of affordable housing are likely to end up living in the outer parts of 

London. 

The second research question was: 
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• What are the main supply and demand factors that have affected the 

evolution of house prices in London over time?  

This question was addressed through the time series analysis. The analysis looked at 

household income, the inflation rate, interest rates, residential building permits and 

construction prices as possible variables determining housing prices. The results show 

that housing prices are positively linked to household income, construction prices and 

the overall inflation rate. The effects of household income and the inflation rate were 

found to be statistically significant, that of the construction price could not be 

ascertained with statistical significance, but this could have to do with the relatively 

short data series for this indicator.   

The effect of the interest rate on housing prices is negative, also with statistical 

significance. This is explained by the reduction in the demand for housing due to the 

higher cost of mortgages. The estimate of the interest rate coefficient suggests that a 

1% increase in the interest rate lowers house prices by £17,616. Although this result 

is based on historical data, it is interesting in view of the current interest rate 

increases.    

The surprise element in the time series analysis was a positive statistically significant 

estimate for the residential building permits. A negative estimate would have been 

expected, as a greater number of building permits should translate into an increase in 

the housing supply and therefore lower the price of housing. This result is difficult to 

explain without further research, although some possible shortcoming in the analysis 

that could have triggered this result, are mentioned in the next sub-section. 
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The third research question, which concerns possible government interventions to 

alleviate the housing crisis, will be discussed in Section 5. 

4.3 Limitations of the analysis 

As far as the locational analysis is concerned, the two independent variables explain 

76% of the variation in average house prices across London boroughs, which I think is 

a good result. Nevertheless, by working with only two independent variables the 

heterogenous character of the housing object is not well captured. In practical terms 

house prices are determined by many factors as the literature review has shown. One 

possibility to improve the analysis would be to include further variables, especially 

variables related to the quality of the housing property, such as the living area of an 

average house in square metres or the average number of rooms in every borough. 

Data on other amenities, e.g., gardens or other house attributes and amenities linked 

to the area (parking, schools, safety, etc.) could also be included as explanatory 

variables.  

Eventually, this could lead to an analysis which is linked Hoyt’s sector model, where 

different residential sector types within the Greater London area are distinguished 

based on a bundle of indicators. For instance, to better explain the relationship 

between prices of dwellings and housing attributes in comparison to the market, the 

London area could be split into five submarkets, each of which is specific to various 

housing and other locational indicators. Table 5 shows such a subdivision based on 

data extracted from a Greater London Authority publication (Greater London 

Authority, 2004). 

Another issue is the choice of Charing Cross Station as Central London. This choice has 

a considerable impact on the relative travel time from the central boroughs, as we 
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have seen when Southwark showed up as a potential outlier in the scatterplot (Figure 

7). Southwark has an unusually short travel time to Charing Cross as it lies right on the 

other side of the Thames. If a different reference point had been taken, another 

central borough would have been the closest. To test the robustness of the results, 

one could carry out sensitivity analysis by choosing an alternative point as the central 

location, e.g., near the financial district. 

Type of submarket Explanation 

The Central Cluster • higher house prices 

• fewer rooms for every household 

• better performing for secondary schools 

• more self-employed people 

• highest working age people 

The Crowded House • consists of a higher proportion of individuals 
living in social housing 

• has the most people living in overcrowded 
conditions 

The Pleasant Crescent • more people in full-time employment 

• has good schools 

Suburban London • large properties but lower average house price 

• highest proportion of youth (0-19 years old) 

Leafy Retreat • highest proportion of people living in owner-
occupied dwellings 

• highest size of average household 

• highest average of rooms per household 

 
Table 5: Submarkets of the London housing market 

Concerning the time series analysis, I see the limitations primarily in the quality of the 

data. For each of the independent variables (inflation rate, interest rate, building 

costs, permits) there are different data series one can use. They all have different 

definitions and often different lengths and frequencies, which makes it challenging to 
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put together a consistent set of time series for the analysis. For instance, the data on 

residential building permits used in Section 3.3 consists of a range of sub-categories, 

which may not all be relevant for explaining changes in house prices. To eliminate such 

risks, it would have been necessary to carry out preliminary data analysis and testing, 

but this would have been very time consuming and gone beyond the scope of this 

thesis.  

The different length of the time is also a limitation, as the shortest series (the one for 

construction prices in this analysis) determines how many observations one has in a 

regression analysis when using the full set of variables. This is so because the other 

variables also have to be shortened to the same length. This can lead to statistically 

non-significant results, as we have seen in the model run that includes the 

construction price index (Table 4).  

Another possible limitation stems from the fact that I have used nominal values for 

house prices. In the literature I have seen that very often prices are deflated to take 

out the impact of inflation. In my analysis, whenever I included both the interest rate 

and the inflation rate as explanatory variables, none of them had a statistically 

significant effect on house prices. When I included them separately, they both did. 

Perhaps this has to do with having used nominal house prices, but I am not sure.     

Finally, there is the counter-intuitive result concerning housing permits, which 

contradicts economic logic and goes against the conclusions found in the literature. 

Perhaps this result is linked to the fact that in the regression analysis only observations 

from the same year were used for prices and permit, whereas in practice the effect of 

building permits on housing prices may only be felt with a delay. Also, the literature 

review has shown that in England building companies often speculate with the land 
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and the build-out rate is fairly low compared with, for instance, Germany. So, not 

including time lags and not accounting for utilisation rates of permits in the model, 

may also have limited the analysis.      

5 Discussion 

In this chapter, I will examine different avenues how the affordability-of-housing 

crises in London can be addressed. None of them in isolation will be able to solve the 

problem, but together they could offer a menu of possibilities to alleviate the 

situation.  

The section is organized in several parts, where the first part is linked to factors which 

entered into the locational analysis in Chapter 3, essentially factors around the 

variable “travel time” from the housing location to the city centre. This variable was 

chosen as a proxy for the distance of the housing location from the place of work and 

services and amenities, such as cultural activities.  

The second part looks at the factors linked to the time series analysis in Sections 3 and 

4, and which mostly influence the cost of providing housing, including inflation and 

interest rates, and building permits, but also the demand side (interest rate). But some 

other factors that could not be included in the analysis for lack of suitable time series 

data, such as empty properties, will also be examined. In all this, I want to see what 

policies can do to stimulate the supply of housing and how existing affordable housing 

schemes could be changed to make them more effective.  
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I also want to look at possible innovative ways of low-cost sustainable construction, 

which could offer a path towards more affordability. In this respect, I would like to 

examine especially the ideas offered by the New European Bauhaus. 

Finally, I want to look at how the challenges of providing affordable housing are dealt 

with in Vienna and see if there is anything that London could learn from it.   

5.1 Facilitating access to affordable housing in a spatial context 

The idea behind locational theory is that there is a trade-off between the cost of 

housing and the distance to the city centre where the major activities usually are. One 

could argue that the less the distance weighs in the consideration of people when they 

make their housing choice, the easier they will find it to move further away and 

benefit from lower house prices. This will allow lower income households, including 

the young, to accede to adequate housing at a greater distance from the city centre, 

without paying too high a price in terms of locational inconveniences.  

Factors that could play a role here are the cost and the time of commuting, 

possibilities of remote working, and decentralising cultural and other activities to peri-

urban hubs so that the need to go to the city centre is diminished.           

5.1.1 Lowering the cost of commuting  

As Summer (2023) points out, public transport in London is expensive. In fact, a 

comparison of 45 global cities, among them most European capitals, shows that single 

tickets as well as monthly passes are most expensive in London. According to 

Summers, the monthly public transportation pass within London amounts to 7.4% of 

the average monthly net wage. This percentage is surpassed by only one other of the 

45 surveyed cities (Sao Paulo). Most EU capitals have ratios between 2% and 3% or 
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even lower (e.g., Vienna 1.7% and Berlin 1%). Lowering the cost of public 

transportation would significantly reduce the cost of commuting in London and free 

up money people could use for housing and other necessities.  

Providing cheaper train connections to the surrounding towns would also make it 

easier for low-income households to look for affordable housing outside London and 

commute to work into the city. To target groups that are in most need of affordable 

housing, subsidised transport passes could be provided to socially weaker households 

and the young. Free travel on public transport is currently limited to people over 60 

and the disabled, who have less need for commuting to work. 

Unfortunately, the prospects for this to happen are not very good. Harding et al. 

(2022) point out, the London public transport system is unusual among major cities as 

it is almost entirely funded by fares and the lower passenger number during the COVID 

pandemic have put the system under financial stress. It could well happen that 

investments are curtailed, and fares further increased, which would hit the poorer 

parts of Londoners and commuters strongest. Harding and al. (2022) speak even of a 

“managed decline” of the London public transport system.                  

5.1.2 Facilitating teleworking 

Another measure that could help is to reduce the dependence on commuting by 

actively promoting teleworking. Teleworking has become a normal feature of work 

life during the COVID pandemic, but now many institutions and companies are moving 

towards a hybrid model, where employees work two or three days a week in the office 

and the rest at home. Some companies are encouraging their staff to come back fully 

to the office. 
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While the situation is different from sector to sector and teleworking is not even an 

option for many industrial workers and other job categories where physical presence 

at work is necessary, many Londoners in the city’s big service sector could work 

remotely on a permanent basis, or at least a large part of their time. Stable long-term 

arrangements for teleworking employees can rely and plan on, would reduce the need 

for commuting and allow people to look for affordable housing further away. 

Especially for the young who are growing up with modern information technology and 

who are used to communicating via digital means, this could be a real opportunity 

that would also improve their housing situation.         

5.1.3 Better integrating residential and commercial areas, peri-urban hubs  

One possible initiative for supporting individuals would be to build new affordable 

dwellings closer to business and commercial centers outside the city centre, so that 

people do not rely as much on central London for jobs and key services. Policies should 

be tailored so that they affect the location of housing and employment as well as 

transportation simultaneously.  Eventually, this requires integrated urban planning. It 

would also expand the radius for people searching for affordable housing further into 

the countryside where house prices are still lower.      

5.2 Increasing the supply and reducing the cost of housing 

5.2.1 Increasing the supply of land / building permits 

The time series analysis in Chapter 3 did not confirm what would have been expected, 

namely that an increase in building permits reduces house prices. However, this is 

probably due to problems with the way the model was set up, or poor data, because 

there is plenty of evidence in the literature as has been shown Chapter 2, that the 
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restrictive approach to land development and issuing building permits in the UK and 

London has limited the supply of housing and contributed to the current housing 

crisis. It appears to me that the London authorities need to take a more proactive role 

in the planning system. An important step forward for this could be to change the 

permitting process, so that permitting gain doesn’t go to the private landowner or 

builder, but to the local authorities as is the case in Vienna or German cities. This 

would reduce the incentive for builders to hoard land for speculative reasons and 

would also supply local authorities with extra income they can use to combat the 

affordability crisis.  

5.2.2 Incentivising new housing constructions  

One possibility to increase the supply of housing and therefore counter the rise in 

house prices might be to extend the help-to-build equity loan scheme. As mentioned 

in the literature review, this scheme subsidises the purchase of land and the 

construction of new private houses, but also the conversion of commercial property 

into residential property, and for replacing an existing building by a new home or 

‘topping it up’ be building a new flat above it.  

In my opinion this scheme provides good opportunities for the creation of new living 

space, especially as it provides an incentive for reusing already built-up land and 

converting old commercial buildings. The vertical extension of buildings is also a 

promising approach, especially in crowded cities. These measures allow for an 

economic use of land, which is important for London given the astronomically high 

land prices.  

However, low-income households and young people with starting salaries may be 

excluded from the scheme if they do not qualify for a bank loan to supplement the 
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government loan (which is a requirement of the scheme). One way of improving the 

scheme would be to make it possible also for these groups to benefit from it, for 

instance, by providing guarantees for bank mortgages for low-income groups.  

Another way of improving the scheme could be to extend it to no-profit organisation, 

which would then offer the dwellings at favourable terms to tenants, which is 

discussed in more detail in section 4.3 ‘Learning from Vienna’. 

In this context, one possibility would be to try to reverse the long-term decline in 

social housing. Awareness that there is a need for more social housing is growing and 

the issue is being hotly debated (UK Parliament, 2023). But with a net loss of 165,000 

social homes over the last ten years and 1.2 million households in England currently 

on a waiting list (UK Parliament, 2023), this will be quite an uphill battle.  

The other affordable housing schemes mentioned in the literature review, the right-

to-buy scheme, the help-to-buy scheme and the shard-ownership scheme, in my 

opinion are less suitable for fighting the housing crises, as they only help households 

to turn their tenancy into ownership (right-to-buy scheme and shard-ownership 

scheme) or increase the demand for housing (help-to-buy scheme), which could 

further increase house prices given the inelastic supply.    

5.2.3 Reducing inflation and interest rates and thereby building costs 

Inflation and high interest rates contribute to the rising costs of new housing 

construction and the renovation and conversion of existing buildings. Inflation affects 

the price of building material and increases labour costs through higher wages which 

usually follow inflation. It also leads to higher interest rates making the financing of 
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building work more expensive. The current high inflation and rising interest rates will 

therefore have a negative effect on the supply of new and renovated housing.  

Inflation is a macroeconomic issue, and it is largely the job of central banks to do 

something against it. Raising interest rates and restricting the money supply are the 

two main tools the central bank has to fight inflation. However, higher interest rates 

discourage investments and slow down economic growth, so central banks have to be 

careful to find a good balance. The housing market is an important factor, but not the 

only one that needs to be taken into account.  

Given that the economic crisis of 2008 was triggered by a collapse of the housing 

market because people in America could not make their mortgage payments 

anymore, policy makers need to be careful that they do not raise interest rates too 

much.   

Apart from these macroeconomic considerations, everything that can be done to help 

low-income households to spend less money on necessities, such as food, in periods 

of high inflation will make it easier for them to pay for rent. Some countries are also 

considering freezing rents where these are tight to the inflation rate, but in my 

opinion, this can only be a short-term measure until the inflation is back to normal 

levels.                

5.2.4 Taxing empty dwellings or land banks  

The literature review has shown that the number of ‘void’ or ‘dormant’ houses in 

London has increased substantially. There are currently nearly 90,000 empty houses 

in London. This creates an inefficiency in the housing market.  
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While some of these houses will be in the transition process between owners or 

tenants, others are held back for speculative reasons, because the owners treat the 

property as an asset and expect an increase in value by holding it back from the 

market. The same applies to land acquired by property developers and ‘parked’ in 

land banks in expectation of higher permitting gains in the land planning process.  

Some countries have introduced taxes on empty dwellings to encourage their owners 

to put them on the market. In Austria, the provinces of Styria and Tirol have such taxes 

(‘Leerstandsabgabe)’ and the regional government of Salzburg has tabled a proposal 

to introduce one (Grünbacher, 2022). Vienna also taxed empty apartments in the 

1980s but gave it up again for legal reasons (Grünbacher, 2022). Other countries 

where empty homes are taxed include the Basque Country in Spain (Wochenblatt, 

2021) and Luxemburg (Government of Luxembourg, 2015). Usually, the decision to 

tax or not is left up to the regions or communes, and a property is subject to the tax 

if it has been empty for a period of between one and two years depending on the 

country. In Luxembourg, land that could receive building permission but has not 

received it for at least three years, can also be taxed (Government of Luxembourg, 

2015).      

Some have questioned the mobilising effect of a tax on ‘void’ or ‘dormant’ properties 

because there are many reasons why a property may be empty and it is difficult to 

identify the cases where speculation is the main reason, and it may also not be 

possible to impose a tax that is high enough to change the behaviour of the owner 

(Grünbacher, 2022). Also, while nearly 90,000 empty properties in London may seem 

as a high number, West (2023) points out that this is a considerably lower rate than 

for instance what Paris has. However, I believe that given the size of the current 

housing crisis, it would also make sense to consider introducing such a tax in London.     



 
 
 
 
 
 
 
 

 

64 
 
 

 

5.2.5 A new approach to building houses: The New European Bauhaus   

The Bauhaus is a school of architecture which originated in the eastern part of 

Germany, and which flourished in the first half of the last century (from 1919-1933). 

The names of famous architects, such as Walter Gropius and Mies van der Rohe, are 

associated with this movement. Their goal was to construct a ‘building of the future’ 

which would be a synthesis of the arts, would primarily be functional, and would form 

a harmonious whole (Sachsen-Anhalt, 2019). But the Bauhaus was also inspired by the 

dream of nature-friendly, healthy living at a time when there was a serious housing 

shortage, as more and more people flocked to the cities due to the rapidly increasing 

industrialisation (Sachsen-Anhalt, 2019). People were still poor as a result of the 

destructions of World War I. The apartments of residential Bauhaus buildings had a 

small yet efficient layout with modern kitchens and bathrooms and were often 

provided with kitchen gardens so that the residents could grow their own food. The 

buildings were painted in warm and varied colours and had communal spaces, shops, 

playgrounds, green spaces, and a laundry for the housing estate (Sachsen-Anhalt, 

2019). The buildings were designed so that so that they could be built fast and 

relatively low-cost, often using prefabricated components, while at the same time 

they provided an attractive living space for the residents. The well-being of the 

tenants was paramount. 

Most original Bauhaus buildings are no longer in use or are protected buildings of 

historical interest, but many of the ideas developed by the Bauhaus architects have 

survived and have recently been taken up again under the name of New European 

Bauhaus (NEB). The aim of the NEB is to create innovative forms of housing that 

combine three elements: aesthetics, sustainability, and inclusiveness (European 

Commission, 2021). At a time when the gap between the rich and the poor has 
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reached new proportions and affordable housing is becoming a major issue, the NEB 

is an interesting development to follow.   

The movement, which is backed by the EU, is still in its experimental stage, but has 

already triggered a range of initiatives, such as awarding prizes for innovative NEB 

projects and solutions, a NEB Lab, which acts as a think tank, a NEB festival, all the 

way to the development of certified reference materials for the energetic insulation 

of buildings (EU Science Hub, 2021).  

One NEB pilot project examines regulations that restrict or help transform the built 

environment and is directed at those who “want to build, construct or renovate in a 

more sustainable, inclusive, and beautiful way” (European Commission, 2022). It 

invites architects, engineers, urban planners, designers, public servants, companies, 

and citizens to share their experience in order to improve construction sector 

regulations (European Commission, 2022).  

The NEB prices for innovative projects, which are awarded every year, include good 

practice examples of how housing can be made more affordable. The 2023 edition, 

for example, includes: a major urban transformation project in a deprived residential 

area of a Danish city, where 2,000 affordable homes were renovated in cooperation   

between the residents and urban planners; a project to reintroduce affordable and 

sustainable housing in a Prague neighbourhood where private developments had 

pushed locals out, by converting a vacant municipal space to homes; a Dutch project 

for affordable housing through a vertical extension of two new storeys on top of 

existing buildings, while at the same time renovating the old flats and upgrading them 

energetically; a project for the creation of rooftop amenities in Paris; and two projects 

in Austria, an eco-housing project offering a safe and communal living environment 
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for women, single mothers and their children (“Volkshilfe Hafen”) and a wood-based, 

innovative co-housing project, which is collectively owned and managed by the 

residents and which emphasizes affordability, inclusion and community (European 

Commission, 2023). 

The NEB will not solve the affordable housing crisis in the short run, but it shows that 

the problem is now widely recognised throughout Europe and many people are 

currently working to find innovative ways of addressing it. Some good out-of-the-box 

solutions may emerge which can be used to fight the housing crisis in the long run. 

5.3 Learning from Vienna 

Vienna has consistently been at the top for the Global Liveability Index (Lang, 2022). 

This index, which is published by the Economist’s Intelligence Unit, is calculated based 

on various criteria, such as culture, environment, education, healthcare, and 

infrastructure (Lang, 2022), with Vienna coming at the top for almost all of these 

factors. The average monthly rent in Vienna amounted to roughly €767 in 2022, 

whereas it amounted to about €2,708.99 (£2,343) in London (Lang, 2022).  

The question is what exactly is Vienna doing differently to London, and can we take 

any learnings from the Viennese system? Unlike in many other major cities, the City 

of Vienna is a major player in the Viennese housing market. It owns a substantial part 

of the Viennese housing stock, which it has never sold off. According to Lang (2022), 

Vienna’s availability to supply subsidized housing influences also the rents in the 

private sector.  

Almost half of the population of Vienna live as tenants in communal or council 

buildings, the so-called ‘Gemeindebauten’ (Peter und Rakos, 2022). These are council 
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flats that are under the control of the City Government and the allocation of these 

apartments takes place based on a ‘points-based’ system.  

Vienna’s policy of supplying affordable housing goes back to the 1920s, when the city 

was suffering from poverty following World War I. At that time the City of Vienna 

acquired land at good prices throughout the city and in the surroundings, which it 

developed over the next years and decades. Between 1923 to 1934, for instance, 

64,000 new units in 400 housing blocks were built and one-tenth of the population 

were rehoused in these buildings. The rent was set at 3.5% of what was an average 

worker’s income then (Mari, 2023). Today, communal buildings containing a total of 

220,000 flats are spread all over the city (Peter and Rakos, 2022).  

In addition, there are various other social housing systems in Vienna, such as the 

housing ‘co-operatives’, which are housing associations that operate on a non-profit 

basis, with residents purchasing shares in them. These subsidised types of housing are 

constructed through partnerships between the public and private sector, with the 

government often providing low-cost financing for construction (Mari, 2023).   

The rate of homeownership is lower in Vienna than in most other major cities (Peter 

and Rakos, 2022). Only around 20% of the Viennese own their apartment or house. 

Over 43% live in rented communal or cooperative accommodation, and just one-third 

rent their accommodation on the private market (Peter and Rakos, 2022).   

Access to affordable communal accommodation is limited to families and individuals 

with an income below a certain threshold, which is, however, quite generous. In 2022, 

the threshold for individuals was around €49,000 after taxes (Peter and Rakos, 2022), 

which is a solid middle-class income. Rental contracts are indefinite and there are no 

consequences if the income later increases.  
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Renting a flat in a ‘Gemeindebau’ is therefore not restricted to the poor and the 

socially excluded. This way, the City of Vienna has ensured that there is mix of socially 

different groups throughout the city area and the divide between the rich and the 

poor, which has become so stark in other big cities, is less visible in Vienna. More than 

in other cities, housing in Vienna is still considered a public good and not only a 

business.  

At the same time, groups with specific needs, such as the elderly (over 65), 

handicapped people or people with fragile heath, single mothers, and the young 

(under 30) who can’t afford housing on the open market, get special consideration 

(Wohnberatung Wien, 2023).  

Furthermore, the rental prices of old buildings (‘Altbau’) are regulated. The monthly 

rents are calculated on the basis of publicly set reference values and indexed to the 

inflation rate, with adjustments made periodically. Tenants are therefore protected 

from exorbitant rent rises. So, even if developers of new dwellings can set rental prices 

as they like on the free market, the competition from the available stock of older, 

rent-regulated apartments limits the rents they can ask for. If they go too high, 

prospective tenants of new flats have the choice to opt for an old flat, which may not 

offer the same level of modern comfort but is cheaper. Altogether, two-thirds of 

Viennese rental housing is covered by rent control (Mari, 2023).   

Vienna also has an ‘active land policy’. Since 1984, the Fund for Housing Construction 

and Urban Renewal has been acquiring land for the sole purpose of social housing 

construction (Wohnbau Wien, 2023). The policy particularly makes use of acquiring 

‘brownfield land’ (Wohnservice Wien, 2023), which is any type of land that has 
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previously been built on and which has been abandoned or is underutilised, for 

instance, because of pollution from industrial production.  

Vienna’s generous supply of social housing helps keep costs down for everyone. In 

2021, Viennese living in private housing spent 26% of their net income on rent 

including energy costs, which was only slightly more than the 22% for social-housing 

residents (Mari, 2023). According to Mari, social housing drives rents down in the 

private market by as much as five percent. This effect was also confirmed by a recent 

study by the Austrian Economic Research Institute, which shows that the non-profit 

housing market has a moderating influence on rental prices in the private market. 

According to the study, a ten percent increase in the share of communal housing in 

the total rental market reduces annual rental costs in the private market by between 

€250 and €340 (Klien et al., 2023). The same study also shows that communal housing 

has acted as a trend setter as regards housing quality, encouraging private developers 

to offer at least the same quality standards. 

According to the City of Vienna, nine subsidised non-profit housing projects in 

different districts are currently planned in Vienna (Wohnberatung Wien, 2023).  

When the City of Vienna awards contracts for new non-profit housing projects, it does 

so on the basis of economic, architectural and social sustainability criteria. It has now 

also added a fourth pillar, namely ecological criteria, for the selection of housing 

projects. These include considerations such as geothermal heating, photovoltaics, 

renewable construction materials, efficient insultations, air circulation in the building 

and, most recently, also sun protection against overheating in the summer 

(Wohnberatung Wien, 2023). There is now a communal building that is supplied with 

100% renewable energy for heating and cooling. 
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Greening of roofs and outside walls and green infrastructure in the areas surrounding 

the buildings are also part of the planning. Other criteria range from barrier-free 

pathways and mobility concepts and communal spaces for neighbourhood activities, 

to possibilities for urban gardening.  

There are, of course, also drawbacks associated with the non-profit affordable 

housing opportunities. One is that access to these flats with favourable rents is not 

immediate. There is a waiting list and one hast to count at least a year and a half from 

the time of applying until the allocation of a flat. Applicants have to be Austrian 

citizens (or equivalent) and have to have leaved in Vienna for at least two years 

(Vienna online, 2023). The choice of apartment is also limited, one can state 

preferences, including with respect to the area, but then one is allocated an 

apartment that correspond as best as possible to the criteria, and one can reject the 

offer only once (Wohnberatung Wien, 2023).  

While Vienna has become known as a city that deals quite successfully with the 

affordable housing crisis, there are also critical voices who question the financial 

sustainability of the Viennese model. Simon and Tielkes (2020) point out that Wiener 

Wohnen, the enterprise that manages the non-profit sector of the Viennese housing 

market, had a negative cumulative financial balance in 2016 (latest data available 

then), which puts in question its long-term financial viability and its capacity to build 

new affordable housing and modernise its old stock. The authors refer to the increase 

in empty flats from two percent to over four percent between 2013 and 2018 as 

evidence of difficulties to rent out the apartments (Simon and Tielkes, 2020). In a 

certain way this in contradiction to the long waiting list communicated by the City of 

Vienna, but it could be explained by a backlog of modernisation investments, which 

makes part of the rental stock unsuitable for renting or less attractive for people. 



 
 
 
 
 
 
 
 

 

71 
 
 

 

Simon and Tielkes (2020) also criticise a lack of transparency in the non-profit housing 

sector and ‘hidden-costs’ that are often forgotten in comparisons with other big cities. 

They argue, for instance, that increases in running costs are more easily passed on to 

tenants in Vienna than in German cities.        

Where they agree with others, however, is that Vienna has a good land bank policy. 

The City of Vienna owns a lot of permitted land as well as land that could receive 

planning permission. Private owners of land that is expected to be designated as 

building land in the future can only sell to the City of Vienna, which gives the City a 

strong hand in the price negotiations (Simon and Tielkes, 2020). This privileged 

position in the land market means that the City of Vienna is in good position to have 

a strong influence on the housing market also in the future.  

Despite the many positive affordability aspects of Vienna, drawing lessons that 

London could learn from Vienna is not easy, as the structure of the housing market in 

the two cities is quite different. Forty-three percent of Viennese rent from the non-

profit communal of cooperative sector, whereas this percentage has dropped to 

around 20.7% in London in 2020, down from 34.8% in 1981 (London Trust, 2023). 

Owner-occupiers account for half of the housing market in London, whereas only 20% 

of Viennese own their house or flat. While social housing in London has been on the 

decline, the trend for private rents went in the opposite direction and, according to 

Deputy-Director Dan Wilson Craw from Generation Rent, the private rented sector is 

now the fastest growing tenure despite an array of supposedly pro-home-ownership 

policies over the past decade (Evening Standard, 2023).  
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Another big difference is the strong role the City Vienna plays in the Viennese housing 

market, thanks to the large stock of rental buildings it controls, and its dominant 

position on the land market.     

As Mari (2023) who compares Vienna to cities in America puts it, the key difference is 

that Vienna prioritises subsidising construction, while other countries, such as the 

United States focus on subsidizing people, with things like housing vouchers, 

mortgage subsidies or tax credits. One model focuses on supply, the other on demand. 

Vienna’s choice illustrates a fundamental economic reality, which is that a large-

enough supply of social housing offers a market alternative that improves housing for 

all (Mari, 2023). On the other side, policies that stimulate demand only intend to 

increase the price of housing if there is no matching increase in supply.   

Comparing this with the main policies for affordable houses in England, it seems that 

the majority of these policies are aimed at strengthening the purchasing power of 

those who cannot afford to secure housing under market conditions. This makes it 

easier for people to enter the market, but it also increases the demand for housing 

and could push the market prices further up.  

A good example is right-to-buy scheme, which has proven to be a major factor 

towards strengthening homeownership. As has been mentioned in the literature 

review, the right-to-buy scheme offers tenants of council flats or homes a sizeable 

discount on the market price if they want to buy the flat or home. This is a great help 

for people who could otherwise not afford homeownership, but it also diminishes the 

stock of council dwellings that can be rented out at favourable rates to new low-

income tenants. So, in my opinion, if the rate of social housing construction does not 

keep up, the government will have less opportunity to offer affordable housing to 
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newcomers in the future. For a city like London, which attracts people from all over 

the world and keeps growing every year - the average growth in population over the 

last four years since 2019 was 1.25% (Macrotrends, 2023) - the right-to-buy scheme 

may not be a good long-term strategy to solve the affordability crisis.      

Other schemes already mentioned before are the shared ownership scheme, which 

offers tenants the opportunity to buy a share of the property and pay rent to the 

landlord on the rest, and the help-to-buy scheme, which is an equity loan scheme, 

where the government gives out mortgage loans covering part of the total value of 

the property. These schemes facilitate access to home ownership, but they also 

stimulate demand and could push up property prices even further, given the inelastic 

housing supply on the London market. 

The exception is the help-to-build equity loan scheme, which offers government-

backed financing to individual or families for building a new home, including the cost 

of purchasing the land to build on. This scheme subsidises the supply of housing and 

has the attractive property that it can also be used for the conversion of commercial 

properties to residential homes, for replacing an existing building by a new home, and 

for creating a new living space on top of an existing building. In my opinion, this 

scheme is very promising for two reasons. Firstly, it makes building a new home 

cheaper for individuals and families and increases the supply of housing. Secondly, it 

encourages making good use of ‘old’ space that is sub-optimally used to create new 

residential properties. In crowded city like London with a shortage of land to build on 

this is very important. 

However, the financial support is limited to private persons who are able to secure a 

commercial mortgage loan to cover the remaining financing need, which would make 
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it difficult for low-income or indebted households and young people without a 

financial history to benefit from the scheme. The Viennese approach of subsidising 

building costs for non-profit co-operatives and building associations appears to be 

more inclusive, as it does not shut out the most vulnerable groups. Also, in Vienna the 

government plays a greater role in shaping subsidised housing projects, including the 

creation of amenities surrounding the individual building objects, which is an 

important factor of peoples’ choices as suggested by the locational theory of housing.       

So, there are quite a few things London could learn from Vienna. But the strong focus 

on homeownership in London and the strong presence of the city government in the 

Viennese housing market, are structural differences that may make it difficult to 

transfer good practice policies from Vienna to London so that home-seekers in London 

who suffer from the affordability crisis could benefit from them.  

6 Conclusion 

6.1 Concluding statement 

This thesis has looked at some of the key economic drivers and policies that have 

shaped the development of house prices in London. Using locational analysis, the 

study has shown that the spatial location of the different boroughs in London and 

their distance from the city centre (as measured by the travel time) influence house 

prices and thereby the affordability of housing. The further away a residential area is 

from the centre of London, the more affordable housing becomes. This confirms the 

hypothesis derived from the locational theory of housing that there is a trade-off 

between the cost of commuting and the cost of housing. Lower-income groups tend 

to cope with the affordability crisis by moving towards the outer parts of London. 
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The thesis has also looked at how the most important supply and demand side factors 

have influenced the evolution of house prices in London over time. The results show 

that house prices are positively linked to household income, construction prices and 

the inflation rate, whereas a higher interest rate, through its effect on mortgage costs, 

tends to reduce the demand for housing and house prices. It will be interesting to see 

whether the sharp interest rate increases we are currently witnessing will stop or even 

reverse the upward trend in London house prices.    

The study also examined the link between residential building permits and house 

prices and found a positive relationship, whereas a negative one would have been 

expected. A greater number of building permits would be expected to increase the 

housing supply and lower house prices. An attempt was made to identify possible 

reasons for this surprising result, but no fully satisfactory explanation could be 

provided. 

The policy part of the thesis examined policy options to address the affordability-of-

housing crises in London. One set of options revolved around commuting and looked 

at how commuting could be made cheaper or how the need for commuting could be 

reduced. Another set of options concerned policies that could increase the supply of 

housing by, for instance, reducing the cost of construction, increasing the availability 

of building land or reducing the number of empty properties. The thesis also looked 

at how existing affordable housing schemes, such as the help-to-build equity loan 

scheme could be made more effective or better targeted to groups in need of 

affordable housing. Possible innovative ways of low-cost sustainable construction 

were also examined. The recommendations, which could offer a path towards better 

housing affordability are summarised in a separate sub-section below.  
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6.2 Limitations of the study and ideas for further research 

The work on this thesis has been a journey of discovery and learning. It has made me 

aware that the affordability of housing is a highly complex subject - much more 

complex than I thought when I started researching it. The supply side of the housing 

market is influenced by an array of different factors that work together in various ways 

and which differ from location to location. The economic situation of individuals and 

households who are looking for housing (demand side) is also influenced by different 

factors. On top of that is an array of government regulations and programmes across 

a wide range of policy areas which influence the housing market.  

I have been able to consider only a few of these factors in this study – the ones that 

are in my opinion the most important ones based on the literature review – and I have 

been able to address the different policy options for alleviating the housing 

affordability crisis only in a qualitative way. Covering a wider range of economic 

factors and going more into depth in the policy analysis would have required much 

more time than I had available. But even if time had not been a constraint, it would 

not have been possible to do a thorough analysis of all the economic and policy factors 

touched upon in the literature review. 

To overcome these limitations, a follow-up study could either focus on a much 

narrower set of issues (e.g., one I am interested in and which I would like to pursue in 

my future professional life is the link between housing affordability and real estate 

finance), which would allow to go much more into depth on each one of these issues 

in the analysis, or one could look at a clearly defined case study e.g., of an affordable 

housing project, which would then make it possible to examine a much broader range 

of issues in relation to that project, again in more depth. 
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Another question is the availability of data. While at first sight, there are many 

available data sources about the London housing market, it turned out that to find 

consistent sets of data that can be used in statistical analysis is very difficult. The raw 

data published by the Office of National Statistics and other official bodies often need 

to be aggregated (e.g., to the London borough level) or prepared in another way so 

that they give consistent cross-sectional or time series. I also found that some 

websites provide graphs showing data trends for free, but the underlying data which 

would be needed for any analysis can only be obtained by paying a fee. I have 

therefore mostly used data and information that have been published by different 

London authorities as part of their reporting. 

Due to these limitations, I have not been able to exploit all the data that is, in principle, 

available. To do so would have required a much larger investment than was possible. 

As a result, the thesis contains less quantitative and more qualitative analysis than 

was originally intended. A central lesson learned from working on this thesis is that 

consistent data sets on the housing market are difficult to come by and that a 

sufficient amount of time needs to be set aside for the preparation of the analytical 

data in any future research on this subject. 

6.3 Recommendations 

The discussion in Section 5 has given rise to a series of recommendations how the 

housing crisis can be alleviated, and the affordability of housing improved. These 

recommendations are summarised in bullet-point format the following paragraphs. 

At the end of each recommendation a reference is made to the relevant sub-section 

in the thesis where the recommendation is discussed in more detail. 
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Recommendations addressed to the government: 

• Lower the cost of commuting for groups that are in most need of affordable 

housing, such as socially weaker households and the young, e.g., by providing 

subsidised transport passes (Section 5.1.1). 

• Make the help-to-build equity loan scheme accessible to low-income groups 

and the young that cannot get matching bank loans, by providing guarantees 

for bank mortgages for these group (Section 5.2.2).    

• Extend the equity loan scheme to non-profit organisations (Section 5.2.2). 

• Reverse the downward trend in social housing (Section 5.2.2). 

• Consider freezing rents for the socially weak in times of very high inflation, 

but only on a temporary basis until inflation returns to normal levels (Section 

5.2.3).  

• Change the system for building permits so that the permitting gain does not 

go to the private landowner or builder but to the local authorities, to reduce 

land use speculation (Section 5.2.1.). 

• Introduce a tax on land that could receive building permission but where no 

application for a building permit is made, to increase the available 

construction land (Section 5.2.4). 

• Consider introducing a tax on long-term empty dwellings to encourage their 

owners to put them on the market (Section 5.2.4). 

• Review construction sector regulations to see if unnecessary red tape can be 

removed (Section 5.2.5). 
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Recommendation addressed to the government, business, and the building sector: 

• Reduce the dependency on commuting by facilitating teleworking. Create 

long-term stable arrangements for teleworking on which employees can rely 

(Section 5.1.2). 

• Encourage the development of peri-urban hubs that combine residential 

housing and employment opportunities, through integrated urban 

development projects (Section 5.1.3). 

Recommendation addressed to government, architects, the research community, and 

local stakeholders: 

• Experiment with innovative ways of socially inclusive building and a better use 

of urban space along the lines of the New European Bauhaus: bring together 

urban planners, architects, environmental engineers, social scientists, and 

local residents in support of this process (Section 5.2.5).  
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Appendix 

Appendix 1: locational analysis data across London boroughs 

Borough 
Travel time to 

Central 
London (mins) 

Average house 
price (£) 

Median 
household 
income (£) 

Barking and Dagenham 46 294,375 22,008 

Barnet 55 536,388 34,077 

Bexley 47 339,115 28,441 

Brent 52 491,427 28,637 

Bromley 46 444,953 33,139 

Camden 20 897,536 35,917 

Croydon 31 382,845 27,406 

Ealing 41 493,773 30,721 

Enfield 49 398,775 28,043 

Greenwich 37 397,683 26,694 

Hackney 44 589,748 28,097 

Hammersmith & Fulham 39 760,987 37,102 

Haringey 41 584,032 29,910 

Harrow 40 465,983 31,799 

Havering 71 365,345 29,009 

Hillingdon 77 417,976 29,305 
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Hounslow 64 399,226 29,310 

Islington 31 676,428 33,747 

Kensington and Chelsea 30 1,203,181 42,771 

Kingston upon Thames 44 501,491 35,726 

Lambeth 27 524,725 30,470 

Lewisham 37 426,145 26,715 

Merton  52 516,599 32,846 

Newham 49 363,126 23,426 

Redbridge 48 422,121 29,715 

Richmond upon Thames 40 680,250 41,084 

Southwark 17 525,211 29,063 

Sutton 52 380,544 31,580 

Tower Hamlets 37 479,171 29,937 

Waltham Forest 48 442,670 27,753 

Wandsworth 43 627,274 37,601 

City of Westminster 22 959,998 40,594 

Table 6: Data for the locational analysis across London boroughs 
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Appendix 2: time series analysis data 

Year Aver. 
house price 
in London 

(£) 

 
Consumer 

price 
index 

 
Construc-
tion price 

index 

 
Interest 

rate 

 
Resid. 
appro-

vals 

 
Resid. 

comple-
letions 

2005 235329 78.1  4.5 55415 32562 

2006 251281 79.9  4.875 53041 26138 

2007 287114 81.8  5.5 57645 33326 

2008 282959 84.7  4.15 80915 28133 

2009 257854 86.6  1 47613 32146 

2010 284543 89.4 77.6 0.5 46079 28354 

2011 290551 93.4 88.3 0.5 57607 25385 

2012 303927 96.1 89.3 0.5 87357 29621 

2013 329168 98.5 90.3 0.5 44301 28712 

2014 386124 100 90.7 0.5 72213 26824 

2015 425134 100 90.9 0.5 92504 31684 

2016 467503 100.7 88.7 0.25 79974 38444 

2017 480247 103.4 90.1 0.5 81798 44065 

2018 477855 105.9 94.5 0.75 79599 31052 

2019 471366 107.8 99.1 0.75 83803 37207 

2020 483661 108.7 100 0.175 61523 32779 

2021 503161 111.6 102.1 0.25 47279 32961 
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2022 530481 121.7 121.1 1.75 42648 40208 

Table 7: Data for the time series analysis 

 


