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When is a House not just a Home?

Asset-Based Welfare and the British Housing Market
Introduction
The news emerging from the British housing market at year’s end 2008 made for gloomy reading for homeowners.  A Nationwide Building Society survey showed that house prices fell by an average of 15.9% during the year (Nationwide 2009).  This amounted to the destruction of personal wealth for every homeowning British household equivalent to almost 120% of the country’s median income.  It is as if the roughly 60 billion hours worked across the country as a whole in 2008 was simply an attempt to make good the losses incurred on the housing market but fell short.  This is a reverse wealth effect arising from the housing market of unprecedented scale.  The turnaround in wealth effects from the peak of the bubble only fifteen months previously makes for eye-popping reading: it is almost exactly double median income.  As equity release from future expected house price increases contributed so handsomely to British economic growth throughout the boom years, the current recession should come as no surprise.
2009 has started in much the same vein as 2008 finished.  The figures for January revealed the largest ever recorded year-on-year fall in the volume of mortgage lending (Lloyds Banking Group 2009).  Falling prices are a deterrent to putting the house on the market, especially when they have fallen below the original purchase price.  But the real story in the seizure of the mortgage lending market in Britain has been the sharp increase in mortgage costs as banks have started to price mortgage credit risk much more conservatively.  The period of easy mortgage credit during the house price bubble period of 2004-2007 acted as some sort of compensation for the trajectory of house prices at that time, making house purchases manageable to a greater degree than the price trajectory alone implied.  These heady days for mortgage borrowers and for homeowners have gone as banks have retrenched their lending business in the face of the credit crunch.

The twin reversals of housing market wealth and mortgage market excess supply represent a destabilising cocktail for house prices which were already depressed following the end of the bubble phase.  Yet, they are also indicative of something else of arguably far greater long-term significance for the social reproduction of the British economy.  I use the following pages to argue that they are important manifestations of tensions in the Labour Government’s programme of welfare reform.
During its first term, the Brown Government appropriated a potentially progressive discourse surrounding asset-based welfare in order to emphasise its own priority for reining in open-ended commitments to future welfare expenditures (Gamble 2008).  As a consequence, what has emerged in Britain is a system of asset-based welfare designed to reduce future transfer payments routed through state fiscal policy.  Individuals have been encouraged by a number of innovative microeconomic measures to provide for themselves future flows of income through timely investments in assets (e.g., HM Treasury 2001b, 2008a; HM Treasury/Inland Revenue 2003).  Given recent steep increases in house prices in Britain, the housing market has been the primary site for such investments and for the associated accumulation of wealth.  But to embrace the opportunities that a buoyant housing market provides for accumulating wealth first requires a change of homeowner subjectivity.  The house must be imagined less as the social space for conducting family life and more as a commodity to be traded as market conditions dictate.  Insofar as this process of trading up was a key determinant of the recent price bubble, the Labour Government would appear to have been largely successful in financialising the British welfare citizen in the move towards an asset-based system of welfare.
Such a move is replete with social tensions even when buoyant house prices give the impression that all is working well.  In naturalising active saver-investor subjectivities, Government policy acts to exclude those whose social circumstances prevent them from accessing segments of the labour market which facilitate easy savings.  No amount of Treasury encouragement of the ‘savings habit’ (e.g., HM Treasury 2003, 2006; Ipsos MORI/Institute for Fiscal Studies 2007) will be sufficient to override these labour market realities in order to allow equal inclusion into an asset-based system of welfare.  As a consequence, the operation of that system will serve merely to exacerbate existing inequalities of wealth.  The people who start off with privileged access to wealth will be able to transpose those initial advantages into higher levels of savings, higher levels of investment and still further advantages of eventual accumulation of wealth.

Whilst these are the generic social tensions embedded in any system of asset-based welfare, the specific tensions to be discussed in this paper arise from a particular form of financialised citizenry created in Britain under the influence of the recent house price bubble.  The argument is that the trend towards a financialised citizenry operates simultaneously at two sites of a dual-focus process.  The enactment of Government policies which promote the savings habit is just one dimension of why people have increasingly gambled more and more money on more and more risky housing market positions in the name of ostensibly prudent forward-looking investments.  The other is just how straightforward it was to take those positions during the recent bubble.

The tendency towards mortgage securitisation is much less established in Britain than it is in the United States (e.g., Langley 2006a).  However, this has not stopped British banks’ exposure to secondary markets in US mortgage-backed securities from changing their approach to mortgage lending in this country.  The secondary markets in mortgage-backed securities proved more lucrative for the banks operating within them than the primary market in mortgage lending for the duration of the recent house price bubble.  This was clearly a case of the tail wagging the dog, and for a time it fundamentally altered banks’ perspective on what counted as a reasonable mortgage loan (Partnoy 2003).  With the secondary market providing significant profits for trading mortgage-backed securities, banks became less interested in whether each individual mortgage loan represented a good credit risk than in whether they could process such a large volume of loans that poor credit risks could be easily nullified.  The result was a credit glut which propelled house prices upwards and added further incentives for individuals to submit themselves to pressures of financialisation.

The current distress in the banking sector has arisen from overloading balance sheets with mortgage-backed securities for which the market price has fallen precipitously since the end of the recent house price bubble (e.g., Waggoner 2008).  Banks created a pyramid structure out of the securities (e.g., Cohan 2009), but it was more than just the securities that they were trading.  It was also the invested savings of many people who had reacted positively to the Government’s pleas for them to incorporate themselves into an asset-based system of welfare.  Less prosaically perhaps, it was their expectations of a satisfactory welfare future too.

The manifested tensions in the twin focal points of a financialised citizenry are in evidence here.  The significant decline in house prices reveals the extent to which individuals’ wealth fluctuates in line with asset price movements in a system of asset-based welfare.  At the same time, the massive recent contraction in available mortgage credit reveals the extent to which market self-regulation of asset price movements allows for systematic over-correction following the collapse of an asset price bubble.  Ongoing conditions amount, in effect, to a credit strike, and the shift from over-supply to under-supply of market-priced mortgage credit is itself an important factor in further falls in house prices.  In such circumstances, the Labour Government’s attempts to use the housing market to facilitate the move towards an asset-based system of welfare appear somewhat dysfunctional.  At the very least, the substitution of privately accumulated wealth for transfer payments as the underlying model of welfare is likely to increase rather than decrease popular demands for compensatory state support when asset bubbles burst.
In order to flesh out such a conclusion, the paper proceeds in three stages.  In section one, I set out the logic of an asset-based system of welfare, showing how that logic is born out in Government policy.  I will be particularly attentive to the significance of continually rising house prices to the specific process of welfare reform enacted by New Labour since 1997.  In section two, I explore the connections between the British system of housing market-propelled asset-based welfare and its flipside in banks’ increasingly reckless management of their own credit operations.  The focus will be on banks’ ventures into mortgage-backed securities and the associated creation of a credit glut for mortgage borrowers.  In section three, I examine the political pathologies of attempts to create a financialised citizenry through an asset-based system of welfare, specifically as they rebound on the Government’s desire to increasingly extricate the state from responsibility for transfer payments.  The steep decline of house prices – in Britain, co-constituted as it was with the meltdown of banks’ balance sheet positions – has been the catalyst for competing demands from different social groups for state protection.

Section 1: The Housing Market and the Subjectivity of Active Saver-Investor
In every pre-budget report between 1998 and 2006, the Labour Government noted that it had overseen a boom in house prices which had created an increasingly significant expansion of homeowner wealth.  The passages in question generally combine a straightforward account of the fact with self-congratulatory commentary on the merits of the Treasury’s macroeconomic strategy.  Towards the end of its first term, however, a third subtext is evident in these passages.  A link is increasingly hinted at – albeit by inference rather than by direct argument – between the flows of new wealth stimulated by rising house prices and the necessity of accumulating private wealth to meet future welfare needs.  The house price bubble which finally began to deflate in the autumn of 2007 thus appears to have been appropriated as a means of driving the move towards an asset-based system of welfare.

On at least two grounds this might not have been overly surprising if the sole aim of the Government’s welfare reform was simply to reduce the state’s future exposure to demands for welfare-enhancing transfer payments.  (1) It is easier to accumulate further wealth on the basis of existing wealth than to accumulate it from scratch.  The fact that more British households have the largest proportion of their wealth in their homes than in any other asset suggests that the housing market is a primary site of asset accumulation.  (2) In Britain, the long-run upward trend in house prices far outstrips the long-run upward trend in prices in general.  Between 1967 and 2007, average house prices rose by in excess of a factor of fifty (Council of Mortgage Lender 2007), whereas average consumer prices rose by little more than a quarter of that (calculated from O’Donoghue, McDonnell and Placek 2006).
Of course, as with any asset market, the housing market has produced the highest gains from this price trajectory for those who have had the most capital to invest in it in the first place.  The accumulation of housing market wealth thus typically serves to multiply original inequalities of wealth.  Moreover, it does so in a cumulative manner.  The biggest obstacle to accumulating wealth on the housing market is being excluded from it for reasons of affordability.  Yet, each year that the median house price increases more than the median wage, entry onto the housing market becomes increasingly constrained for those people currently on the outside.  This situation arose every year in Britain between New Labour coming to power in 1997 and the first signs that the house price bubble was beginning to deflate in the autumn of 2007.  At the peak of the bubble, generic housing market unaffordability – as measured by the proportion of take-home pay required to service mortgage repayments – was at record levels.  It hit 42% in the context of a credit glut which made mortgages historically very cheap.  The only other time this figure has touched 40% was during the collapse of the previous bubble between 1990 and 1992, when both credit and mortgage borrowing were much more expensive (Royal Institution of Chartered Surveyors 2007).  The attempt to channel the move to an asset-based system of welfare via wealth accumulation on the housing market therefore manifests clearly exclusionary dynamics.
In general, the aim of asset-based systems of welfare is to encourage individuals to invest in assets which can generate future flows of income.  Under such a system, individuals act to shift the moment at which current income is consumed in order to create a steady flow of consumption possibilities throughout the life cycle.  The consumption of current income is delayed when it is saved.  The idea is not so much to save in order to preserve the value of current income but to invest in order to enhance it.  If current income is invested successfully in assets whose value increases at a faster pace than consumer prices, the future income thus elicited is worth more to the investor in real terms than it was when it was earned.  All of this presumes, of course, that individuals are able to think like an investor and to act accordingly.  The investor mentality is not an innate feature of human life, though, but is socially produced through the alignment of individual economic identities with the requirements of a specific national accumulation regime.
Since the start of New Labour’s second term in particular, the Treasury has attempted to put structures in place which facilitate just this sort of financial education (e.g., HM Treasury 2000, 2001a; Department for Innovation, Universities and Skills 2007).  The effort expended to try to effect the move to an asset-based system of welfare has been largely concentrated on reshaping the very idea of the model welfare citizen into the holder of a portfolio of assets.  Financial literacy training has thereby been harnessed to attempts to engender behavioural change (Froud et al 2007).  Asset-based welfare moralises the act of investment by turning it into a necessary act if individuals are to accept that they have responsibilities to themselves to cater for future welfare-enhancing consumption needs (e.g., Maurer 2002).  To act any differently within such a system is to condemn oneself to go without when the demand for welfare is at its highest, which in turn is a morally dubious decision within the system’s definition of what is and what is not prudent behaviour.  The specific form of financial literacy promoted by the Government is therefore manifested as a moral technology of the self (on which, see Foucault 1980), whereby individuals come under pressure to act decisively to curb their own current consumption behaviour as a means of creating the savings which can then be transposed into invested assets (e.g., Langley 2006b).  These are restrictions that individuals perform on themselves, embracing new behavioural priorities as an endorsement of a new economic subjectivity.

The moralisation of asset-based welfare thus proceeds in much the same way as a prior moralisation of insurance (on which, see de Goede 2005).  From marginal sites of economic activity considered to be populated by people of questionable moral character, insurance markets came to be recognised as an important defence mechanism against unexpected losses of property (e.g., Baker 2002).  But this first required that individuals adopted new forms of forward-looking behaviour.  Insurance acts to spread out income from the point in the life-cycle in which it is earned.  It is a form of savings which, when invested in a suitable contract, protects future income from the need to make replacement purchases in the event of a sudden loss of property.  If they are to feel comfortable operating within insurance markets, individuals must first take on the mentalities of an active saver-investor.  These mentalities are often adopted under the influence of the disciplinary moral discourse that one only has oneself to blame if one has to face up to a sudden loss of property having not previously insured oneself against such a loss.
The Government’s presentation of its preferred system of asset-based welfare has very closely followed the insurance model.  Individuals have been encouraged to provide coverage for themselves in the event of a future pensions’ shortfall.  The retreat of the state from public insurance of welfare-enhancing consumption needs in later life has been accompanied by the explicit moralisation of private insurance of future welfare (e.g., HM Treasury 2001c; Pensions Commission 2005).  This in turn has been associated with a focus on how best to persuade people to exhibit the mentalities of the active saver-investor, the forward-looking individual seeking to spread the benefits of current income across different time periods.  A tendency towards moralisation also underpins these attempts.  Financial literacy campaigns have often appealed to the notion of family in order to induce the behavioural characteristics that the Treasury has attempted to popularise (e.g., Levitas 2005; Prabhakar 2007).  Where responsibilities to oneself are deemed insufficient for the production of pristine saver-investor credentials, Government advertising has also appealed to the responsibilities owed to one’s children to provide for them a secure asset base.  Good saving-investing habits are often presented as good parenting in such a clearly moralised construction (e.g., Finlayson 2008).
This is all evidently still a process in the making, plus it is one with many points of exclusion due to social circumstances.  However, the model of agential rationality which the Treasury has sought to normalise is one that conforms to the ideals of a financialised citizenry.  Such people embrace incorporation into an economic structure which is rendered dynamic by patterns of trading on capital markets (e.g., Boyer 2000).  As a consequence, their stock of current net worth is also incorporated into the dominant trajectory of asset prices produced by patterns of trading on capital markets (e.g., Aglietta 2000).  Yet, the relationship is by no means simply one way.  Individuals stand to increase their stock of net current worth if they can invest before the onset of an asset price bubble and cash-in those investments whilst the bubble remains afloat, and by the same logic they stand to decrease their stock of net current worth if they invest during a bubble and cannot cash-in those investments until after its demise.  But their own investment decisions – when to put their money in, how much to leverage their position through the use of debt, when to pull their money out, how much to de-leverage through writing down debt – are themselves important factors in determining how asset prices are likely to change at every point of the bubble cycle.  A financialised citizenry is exposed to price trends which have the potential to erode as well as to enhance the extent to which current income can be transferred to future time periods.  Yet, that exposure only arises in the first place because the flow of one active saver-investor’s current net worth reflects the decisions taken by other active saver-investors about how to insure their stocks of current net worth against adverse market trends.
House price dynamics take on a new dimension in this respect as manifestations of the contradictions of financialised economic agency.  The financialised citizen seeks incorporation into a structure of buoyant house prices as a means of multiplying asset wealth, but can do so given the nature of the mortgage lending market only by treating currently unrealised equity from future house price rises as current income.  Any other stance is incompatible with active saver-investor mentalities because it relies on debt to finance the original housing market purchase.  In other words, in the absence of expectations that house prices will rise, the dominant behavioural characteristics on the housing market are those of the borrower-investor rather than the saver-investor.  The introduction of asset-based forms of welfare in Britain has depended upon continual increases in house prices in order to maintain the underlying logic of the policy.  Yet, the very act of driving house prices higher through investment of the equity from expected future house price rises meant that the dominant price trajectory came to be based on demand-side conditions in the mortgage lending market which were entirely consistent with bubble dynamics.  The incorporation of the housing market into the overall strategy of asset-based welfare could not have proceeded in any other way in the presence of active saver-investor mentalities.

However, bubble dynamics always burst at some stage – that is what makes them bubbles – and the bursting of the housing market bubble in Britain has been the prelude to uncovering massive quantities of newly manifested mortgage-related household debt.  Many millions of British households have been forced to adopt new savings strategies following the autumn 2007 price ruptures in the housing and mortgage lending markets.  But these savings strategies are not undertaken in line with the saver-investor mentalities associated with the move towards an asset-based system of welfare.  They have a much more immediate focus than that: in general, they are designed merely to facilitate effective mortgage repayment in tighter lending conditions.
The first answer to the question posed in the title of the paper – ‘when is a house not just a home?’ – is when it is treated as an asset from which future sources of income will materialise when house prices rise.  In many countries where direct state provision of welfare-enhancing expenditures was unchallenged politically, housing was ascribed many of the features of a social right.  In effect, it became part of the welfare state, granted as a right of citizenship (Kemeny 2005; Mortensen and Seabrooke 2008).  But a very different outcome arises when the welfare citizen is increasingly subjected to pressures of financialisation.  In these circumstances, as has happened under the influence of New Labour’s welfare reform, housing has increasingly been reconceptualised as a means to wealth.  The housing market thereby becomes not a collection of private dwellings so much as a collection of assets to be traded as such.  Yet, asset markets exhibit pricing trajectories which in turn tend towards momentum trading (Kregel 1998; Best 2005; Lowenstein 2005).  Transposing the house from a home into an asset consequently exposes the financialised citizen to the constant possibility that large price falls will destroy accumulated wealth.
Section 2: Mortgage Securitisation and the ‘Entrapment’ of Financialised Citizens
The tension inherent in any asset-based system of welfare is that individual savings have to be placed at the behest of potentially destructive price trends, where the conditions which make adverse price movements possible are themselves formed from individuals’ savings activities.  The tension is significantly magnified in practice because those same conditions provide potentially lucrative opportunities for banks to exploit.  Yet, banks’ very attempt to commodify for their own ends individuals’ adoption of the behavioural characteristics of financialised citizens enhances the depth of speculative price trends and it adds to the susceptibility of individuals’ savings to sudden and often dramatic losses in value.  In general, banks have been parasitic upon the insecurity which follows state retreat from a transfer payment system of welfare and the associated encouragement of individual saver-investor mentalities.

Banks have been the most significant intermediaries in the house price trajectory in Britain which, until recently, created the illusion of increased security in old age for households who were able to use the housing market as a means of accumulating assets.  Their mortgage lending strategies helped the good times roll, with easy credit in the housing market enabling many households to set their sights on much higher priced houses than would otherwise have been within their reach.  This is an important part of the story of how prices were ramped up so steeply as they hit a purely speculative phase.  But the mortgage lending market credit glut which has recently reversed with such dramatic price effects represents more than simply the aggregation of single decisions to under-price single mortgages.  The process of banks commodifying financialised citizens’ search for future welfare security was so pronounced at the height of the recent house price bubble that it had become a constitutive element of banks’ basic business models.
Cost recovery through the mortgage lending market became a secondary priority as the systematic shift to under-priced mortgages amply demonstrates.  Instead, cost recovery through the primary mortgage lending market was rendered subsidiary to cost recovery through the capital market (for an analogy to the ‘new economy’ as a whole, see Feng et al 2001).  The fact that the housing market boasted speculative price increases which facilitated individual asset accumulation offered sufficient turnover in mortgage loans for banks to bundle together individual loans as mortgage-backed securities.  Originating such securities, trading them on open markets and retaining a proportion to enhance their own balance sheet positions became the staple bank cost recovery model by the middle of this decade (e.g., Gramlich 2007; Fleckenstein and Sheehan 2008).  The deliberate under-pricing of mortgage lending allowed this cost recovery model to operate for as long as confidence held in the underlying structure of house prices.  A credit glut in mortgage lending induced lots of new activity on the housing market: signing off easy credit loans helped to propel prices upwards, and the observation of higher prices prompted many households to refinance their mortgages on terms more favourable to expectations of the future higher value of the house (vanden Heuvel 2009).  The credit glut therefore acted as some sort of confidence trick, continuing to bring people into the mortgage lending market as a way of triggering the house price increases which were necessary for the success of banks’ mortgage securitisation strategies.
Easy mortgage credit and escalating house price rises were therefore mutually dependent.  The repayment terms on mortgages used to purchase high-priced houses could be covered only when further house price rises created the impression that currently unrealised equity locked-up in continued homeownership could be cashed-in now as current income to meet immediate mortgage costs.  At the same time, higher house prices only materialised during the bubble phase because banks were willing to offer debt leverage on mortgage loans which allowed households to systematically overstretch themselves in their house purchases.  The result was that banks pump-primed the mortgage lending market using credit arrangements which were consistent with the complete suspension of affordability constraints on access to the housing market, but every time the credit glut pushed house prices higher it brought the bubble closer to the limits of affordability.  The proportion of take-home pay required to service mortgage repayments remained pretty much steady between 1993 and 2003, as average house price rises only really matched the increase in median income.  But between 2004 and 2007 that proportion rose at an unprecedented rate.  By 2007 it had increased by two-thirds again on the average figure for the ten-year period of stability lasting until 2003.  At that stage well over two-fifths of the take-home pay of the average homeowning British household was being used merely to sustain mortgage repayments as house prices climbed ever higher (Royal Institution of Chartered Surveyors 2007).  Such a figure is indicative of a clearly unsustainable situation in which expectations of future price rises became the leading determinant of the trajectory of current house prices.

If this is merely an account of the typical pricing dynamics of an asset market displaying bubble characteristics – typical, but almost certainly an extreme example – it is important to question what has increasingly become the standard economic history of speculative bubbles.  Following John Kenneth Galbraith’s seminal study (1992 [1954]) of the 1929 Wall Street Crash, the historical focus has tended to be on the psychological dimension of market trading and specifically on how crowd psychologies in asset valuation induce a structure of prices wholly out of line with the underlying value of the asset in question (e.g., Wärneryd 2001; McLean and Elkind 2003; Shiller 2005).  Working within such a tradition, economic history is reduced to the identification and explanation of moments of mass trading psychoses.  In effect, concern for the conduct of the exchange relation is stripped of its economic content and of its association with attempts to capitalise on self-generated pricing trends.  In the words of Charles Mackay’s nineteenth-century study of the outbreak of financial crises (1995 [1841]), it is about the ‘madness of crowds’ and possibly no more than that.
Such psychologically-based accounts of the subprime crisis have attracted a number of important adherents.  In his book on the origins of the current crisis, for instance, Robert Shiller (2008: 41-7, 55-65) has linked the bubble in house prices to the prior construction of a bubble mentality in relation to the housing market as a whole.  The responsibility for the bubble is largely individualised in his argument, as households stand accused of having reacted to the allure of future speculative gains by abandoning all pretence to conservative debt management.  George Soros (2008: 51-4) makes a similar observation, invoking the concept of reflexivity he developed to explain the foreign exchange dynamics of the Asian financial crisis (1998) in order to talk about the process through which individuals develop a sense of fair value in the context of a house price bubble.  The influence of mass trading psychoses is alleged to impact upon the process of reflection so as to overstate the significance of projected future house prices in deciding what counts as reasonable mortgage debt leveraging in the present.
Consistent though these explanations might well be with the observed house price trend during the recent bubble, they are at best only a partial explanation which overlooks the way in which decisions about debt leveraging are co-constituted with decisions about credit provision.  The banks were conscious agents in the production of the recent house price bubble through the decisions they took not only about the terms on which mortgage credit should be extended but also about what the whole role of mortgage credit provision should be.  From the perspective of the household, the ability to access mortgage credit acts as the means of using the housing market to prepare oneself for the move to a system of asset-based welfare.  But from the perspective of the banks, credit creation activity within the mortgage lending market is the means of making profit from enhanced societal expectations that future welfare is linked to current homeowner status.

Yet, the major profits that British banks extracted from the housing market during the recent price bubble came not from the margins on individual mortgage loans but from the margins on secondary market trading of mortgage-backed securities.  The vast majority of the assets comprising this secondary market were structured around individual mortgage loans conducted in the US rather than the UK, but still it had an important impact on the process of credit creation within the British mortgage lending market.  Through a complex series of knock-on effects in personal credit markets, US house prices became linked to the overall state of the world economy during the recent bubble, whilst world economic growth became dependent upon credit recycling through house price increases across the heartlands of financialised capitalism.  What emerged was a process of ‘house price Keynesianism’ at the global level (for a similar argument at the national level see Hay et al 2008), a process which required increases in house prices as the pump-priming device capable of keeping the structure intact.

It was this structure that enabled British banks to take profits out of increasingly large derivative positions constructed against secondary market trading in US mortgage-backed securities, and it was at least partially constituted through increases in British house prices keeping pace with similar increases in the US.  This provided British banks with a material incentive to continue to bombard the British housing market with easy credit in an attempt to allow British households to target the purchase of higher-priced houses than would otherwise be the case.  The bubble mentality which features strongly in psychologically-based economic histories of the current crisis was therefore at least in part a deliberate creation of banks attempting to nurture their primary profit centre associated with the housing market.

The ‘madness of crowds’ in the recent bubble conditions originated in the aggressive lending techniques used by banks as a means of harnessing their credit creation facilities to stimulate their desired house price trajectory.  Purely psychologically-based economic histories of the bubble struggle to incorporate this factor into their explanation and, as a consequence, they serve – presumably inadvertently – to depoliticise the role of the banks in the current crisis.  The banks have played a highly political role, however, due to their embrace of the strategy of predatory lending.
Banks are likely to lend differently in circumstances in which the priority is to ensure that every single credit agreement provides them with a return than in circumstances in which the priority is to ensure that general credit expansion facilitates inflationary pressures on asset prices.  The latter characterised the generic outlook of banks during the recent house price bubble as the bubble itself created conditions suited to the success of trading mortgage-backed securities at a profit.  Due diligence in checking each loan to ensure that it meets a minimum stress-test threshold is unlikely to figure prominently in banks’ activities when they harness their role as credit creators to their interest in stimulating asset price inflation.  Indeed, such oversight is likely to serve as an impediment to securing their objective in these circumstances, because it will almost certainly lead to a less marked expansion in credit than when stress-testing of individual loans is suspended.  Due diligence in mortgage lending was very definitely pushed onto the back burner in the context of the recent house price bubble, as predatory lending took hold (Muolo and Padilla 2008).
This is a situation in which processing the loan and ensuring that the mortgage is sold is more important than seeking to ascertain whether the loan represents a reasonable credit risk and whether mortgage repayments are ever likely to be met in full (e.g., Howells and Bain 2008: 121).  A high proportion of the mortgage lending which propelled the recent house price bubble was concentrated in loans which pushed the household’s ability to service the debt to its limits – and often beyond (e.g., Bitner 2008).  Banks used their knowledge throughout the bubble of the buoyancy of secondary markets in mortgage-backed securities to treat the issuing of unserviceable mortgage debt as a risk worth taking.  If certain loans went bad but the process of credit expansion led to continued house price rises and from there to further profit opportunities from trading mortgage-backed securities, the money made on the latter would more than compensate the money lost on the former.  If the loans themselves were destined for the mortgage securitisation process, they were not held by the banks for long enough in any case for any losses to accrue to them.  This provided banks with a business case for deliberately seeking out borrowers to whom they could conspicuously ‘over-sell’ mortgage credit.  The failed Northern Rock Bank, for instance, carved out a specialist market in providing mortgages at a loan-to-value ratio in excess of the market prices of the house being purchased (Walters 2008).  Its 125% mortgages have generated lots of attention in the aftermath of the housing market crash (e.g., House of Commons Treasury Select Committee 2008), and they have also served as a benchmark for tighter Financial Services Authority regulation of future mortgage lending (e.g., Financial Services Authority 2009).
The shift to asset-based welfare routed through successful investments on the housing market therefore entails much more than how individuals respond to the incentives of Government policy by increasingly reconceptualising the house as an asset.  The second answer to the question which appears in the title of the paper – ‘when is a house not just a home?’ – is when it is incorporated into banks’ attempts to use the housing market as a primary profit centre.  In such circumstances, the pricing trajectory which is crucial to households’ success in accumulating assets through homeownership is also open to direct manipulation by banks looking to profit from trading mortgage-backed securities.  Individuals seeking to accumulate assets on the housing market and banks seeking to profit from the process of mortgage securitisation are mutually dependent upon one another if their aims are to be met.  However, this does not make the relationship between them one of equals.  It is clear that individual homeowners have no power on their own to change the decisions that banks make about their mortgage securitisation strategies.  Yet, it is equally clear that banks can – and indeed do – influence the borrowing undertaken to purchase a new house through their wantonly aggressive techniques in selling mortgages.  It is in this context that I feel able to talk about the entrapment of financialised citizens.  Preparing oneself to accommodate the realities of a system of asset-based welfare does not merely entail adjusting to the new behavioural characteristics incentivised by Government policy.  It also means having one’s behaviour shaped by the functional requirements of new forms of financial innovation, as well as being subjected to the consequences if the innovation fails.  The active saver-investor’s necessary embrace of speculative price movements implies nothing less.
Section 3: The Contradictory Public Politics of Asset-Based Welfare
The ongoing response in Britain to the subprime crisis and the associated credit crunch reveals the contradictions in the public politics of asset-based welfare at a number of distinct levels.  Perhaps the most obvious relates to the question of state withdrawal from the insurance of income in later life.  The only reason for the Government to pursue a strategy of asset-based welfare in the first place is to reduce the individual’s dependence on transfer payments in order to secure a flow of welfare-enhancing expenditures in old age.  Self-sufficiency via asset accumulation is envisioned as a direct replacement for state-dependency via transfer payments (Sherraden 1991, 2002).  As the text surrounding the Treasury’s financial literacy programmes makes clear, the context of constrained public finances is crucial to understanding the encouragement for people to think about saving for the future (e.g., HM Treasury 2001a, 2001b).  The development of active saver-investor characteristics in not paraded in Treasury literature as an existential good in its own right, merely as a good related to the ‘inevitable’ environmental factor of state retreat from pension provision.  However, an asset-based system of welfare transposes the receipt of future income from dependence on the state to dependence on speculative asset price movements.  In circumstances in which dominant price movements equate to the mass destruction of personal wealth, the state is likely to receive increased calls for public protection of future income even as the underlying logic of policy is consistent with state retreat.  This is because the state has a range of policy weapons at its disposal to ensure such protection, whereas there is nothing that individuals can do when asset markets implode to use those same markets to purchase private insurance for their wealth.
The disparity between public possibilities and private powerlessness is evident in the Government’s response to the end of the recent house price bubble in Britain.  Individuals who purchased houses too close to the top of the market have been unable to do anything through private markets to reverse their increasingly tenuous grip on the status of homeowner and asset accumulator as the average house price dropped by the largest annual fall ever in 2008 (BBC News, January 6th 2009).  For many homeowners, this sudden reversal of the previous price trajectory has pushed the resale value of their house below the value of their outstanding mortgage debt.  Far from being able to treat as yet unrealised future equity from house price rises as current income for servicing mortgage debt – as happened to propel prices into the bubble phase in the first place – all mortgage debt servicing must come from actual current income and is still insufficient to prevent the household’s overall debt position worsening because of negative equity.  In such circumstances, the threat to the individual is one of mortgage default, whilst the threat to already declining house prices is one where mass defaults send the entire market into an accelerated tailspin.  The only feasible response to such threats is a coordinated public response conducted through the policy process: private market relationships simply do not exist to allow individuals to purchase the necessary security against collapsing asset values.
The Brown Government has stepped in with a pretty much unconditional financial commitment to substitute for that missing private market.  It has purchased a sense of security for homeowners using taxpayer money by making available state insurance of mortgage repayments up to a value of £400,000 (Prime Minister’s Office 2008).  This policy provides coverage for 90% of all British households, allowing them temporary holidays from mortgage repayments at the state’s expense without threat of losing their homes (HM Treasury 2008b).  The aim is to keep people in their homes – whatever the cost – to prevent the destruction of wealth from becoming any more pronounced.  Yet, these are the actions of a Government whose initial objective was to ensure that it could rein back on its responsibilities for future welfare provision.  For the time being at least, the upshot of seeking behavioural realignments consistent with welfare self-sufficiency is that a system of transfer payments has been replaced by emergency public insurance of private insurance of future welfare.  The political logic of the expediency of state retreat is therefore seriously open to question.

In this respect it is relatively straightforward to draw direct parallels with Philip Cerny’s account of the ‘paradoxes of the competition state’ (see Cerny 1997).  He studies the process through which governments have harnessed assumptions about global capital mobility to arguments about necessary state retreat, but he re-describes such a process as attempts to popularise a qualitatively different state form (for instance, see also Rupert 2000; Rosenberg 2003; Morton 2007).  The state form in question is one which emphasises national competitiveness as the overriding policy priority and which designs its interventions accordingly.  The competition state form is sold politically as the move against ‘big government’, but Cerny shows that the degree of intervention required to successfully incorporate people into its policy priority often requires more rather than less government of everyday life (Cerny, Menz and Soederberg 2005; Cerny 2006).  The attempted initiation of asset-based welfare has followed a similar pattern in Britain.  All of the supporting Treasury statements contextualise the envisioned shift relative to state retreat in pensions, but the future financial liabilities which the Government has been able to shed in this way in the name of the competition state are currently being more than matched by new financial liabilities simply to defend the credibility of the policy.

The result is less the unproblematic adoption of the financialised subjectivity envisioned in Treasury policy and more the fracturing of individual subjectivity.  On the one hand individuals have been told to assert the autonomy which releases them from the moral bonds of the post-war welfare state’s system of transfer payments (Watson 2009a), but on the other hand they have been shown that the state is still inclined to support them when the moralisation of autonomy is confronted by the material reality of falling asset prices (Watson 2009b).  The fact of approaching the state when future welfare needs are threatened has not changed, only the manner in which the Government deems that approach to be legitimate.
The post-war welfare citizen had a valid claim to supportive state interventions merely as a right of citizenship to complement the responsibility to contribute to the fiscal basis of the transfer payment system, whereas the contemporary financialised citizen appears to have a similar claim as a right of redress against adverse asset price movements whenever they have demonstrated responsibility for their own future welfare.  Yet, because incorporation into an asset-based system of welfare differentiates between those with adequate resources to acquire assets and those without, the rights of a financialised citizenry are as exclusive as the status of the financialised citizen.  This leads to a situation of competing claims made against the Government, some articulated from the vantage point of the post-war welfare citizen and others from that of the contemporary financialised citizen.  In the context of constrained public finances the Government has therefore been faced with decisions about which model of citizenship to affirm.  The response thus far during the current crisis is consistent with an extension of the sphere of legitimate interventions designed to support the financialised citizen, but with no obvious corollary for the post-war welfare citizen.

This impression is deepened if we examine the nature of the bank bailouts, through which the Government has pretty much accepted unlimited liability for the balance sheet distress of limited liability private companies.  The banks control the credit system, which in turn dominates the means of accumulating assets on the housing market.  As a consequence, recent attempts of British households to assert future self-sufficiency through aligning current consumption with an asset-based system of welfare are all predicated upon the stability of the banking system.  The Government’s largely open-ended financial commitment to cleaning up banks’ balance sheet mess can therefore be understood in terms of the general tendency to affirm the rights of the financialised citizen.

Yet, this comes complete with an obvious political contradiction of its own.  From my perspective at least, the private property rights which banks enjoy in the creation of credit and the wilful manipulation of the credit system in the interests of its own profit centres entraps the financialised citizen within the banks’ self-interest.  Financialised citizen are dependent upon the credit system for building up a suitable portfolio of assets, so they must allow themselves to be incorporated as passive bearers of banks’ self-interest at exactly the same time as they are incorporated as active agents of an asset-based system of welfare.  The decision to bail out the banks time and time again therefore corresponds not only to a political decision to validate the rights of the financialised citizen but also to validate the banks’ entrapment of the financialised citizen.
There is an important slippage here in the discursive construction of ‘normal’ finance.  The bailout packages in Britain are huge – when they are fully operational they will doubtless total many hundreds of billions of pounds – and the Brown Government has summoned the authority to use taxpayer money in this way by representing the interventions as attempts to rid the financial system of temporary abnormalities.  In particular, the offer of public money to cleanse banks’ balance sheets of their current chronic overload of liabilities has been constructed as a necessary act to restore an otherwise unproblematic status quo ex ante.

This was the underlying rationale of the Special Liquidity Scheme which was rushed into existence by the Treasury in April 2008 using emergency measures.  Under the terms of the scheme, the Bank of England was required to inject massive amounts of publicly sponsored liquidity into privately organised credit markets in order to revive the normal pre-crunch pattern of credit flows.  It was to do this by making available newly issued government bonds to be swapped at the pre-crunch market rate for bank holdings of mortgage-backed securities (Bank of England 2008).  All subsequent bailout measures have manifested the same logic, from the extension and enhancement of the Special Liquidity Scheme in September 2008 to the Crosby Recommendations for Government cash purchases of banks’ mortgage-backed securities in November 2008 and the public insurance scheme for banks’ bad debts announced in January 2009.  The banks’ failed ventures into mortgage securitisation markets had saddled them with significant stocks of what are now popularly known as ‘toxic assets’ for their destructive impact on banks’ balance sheets as their resale price has disintegrated (OECD 2009).  Government interventions have been designed to eliminate the ostensible abnormalities of balance sheet distress caused by temporary over-exposure to mortgage-backed securities: the representation of such abnormalities has been crucial to New Labour’s success in rendering the bailouts increasingly uncontroversial.

Yet, within the context of the banks’ entrapment of a financialised citizenry, the representation of abnormality does not stand up to scrutiny.  The banks’ manipulation of the credit system to produce house price effects consistent with a profitable mortgage securitisation business was not a short-term aberration or a once-in-a-lifetime historical anomaly (Brassett, Rethel and Watson 2010).  The ‘perfect storm’ explanation of the current crisis is entirely unconvincing, because the underlying balance sheet conditions which ushered in the credit crunch are much more than a surprise alignment of freak events (e.g., Tauleb 2007).  Banks were able to create short-term opportunities for trading mortgage-backed securities at a profit during the recent house price bubble through consciously engineering a credit glut which itself was responsible for keeping the bubble afloat.  But this is evidence of the normal workings of a speculatively motivated system for finance rather than an indicator of the sudden emergence of an abnormality.  The recent house price bubble was in no sense an unpredictable ‘other’ of an otherwise functionally stable financial system.  It was the creation of a financial system which feeds upon latent instability as its everyday modus operandi.
Moreover, the provisions of the bank bailouts serve only to secure for the longer-term such conditions.  Government support is therefore oriented towards the normalisation of financial relationships which in turn are likely to require discursive representations of ‘abnormality’ next time Government support is called upon to stabilise basic banking functions.  A credit glut which makes mortgages available on terms which inflate house prices is not simply the temporary misallocation of market-priced credit.  It is the logical manifestation of attempts to use individual incorporation of asset price movements as the means of breaking the link between the social rights of citizenship and a welfare model based on transfer payments.  Hundreds of billions of pounds of taxpayer money has been insufficient for the British state to buy back even partial control of the system of credit creation, as the bailouts do nothing to encroach upon the private property rights that banks enjoy within that system.  As a consequence, individuals who adopt the behavioural characteristics suited to the move towards an asset-based system of welfare will continue to have their future consumption possibilities tied to the short-term success of banks’ business models.  And as a consequence of that the process of state retreat from welfare provision will remain necessarily incomplete.  New Labour’s appropriation of the housing market to facilitate an asset-based system of welfare merely changes the way in which the state disburses welfare payments (from direct pension provision to guarantees of mortgage repayments) and changes who receives the welfare payments (from the whole population to that proportion of the population who are homeowners).
Conclusion
To the extent that it could ever genuinely be conceptualised in such a way, the British housing market today cannot be thought of merely as a collection of private dwellings.  Picking up on the title of the paper, the house is definitively no longer just a home.  The space in which family life is conducted now represents so much more than that.  The dynamics of homeownership have become an integral feature of Government policy designed to reconstitute the model welfare citizen, an important means of routing the credit flows which sustain economic growth, the primary indicator of the health of the banking sector, the site of many of the contradictions of financialised capitalism and the precursor to new forms of intervention undertaken by a state allegedly in retreat.  In all of these ways private dwellings have become quasi-public spaces situated at the apex of political attempts to reproduce some semblance of economic stability in the interests of the national accumulation regime.

The changes thus imposed on the British housing market filter increasingly deeply into everyday life (e.g., Martin 2002).  They invite nothing less than the wholesale re-evaluation of the individual’s basic economic subjectivity: what is the character of the citizenship one aspires to hold?; what is the structure of rights associated with that model of citizenship?; what behavioural characteristics must one exhibit in order to qualify for those rights?; what type of basic economic identity is consistent with behaving in the prescribed manner?  The content of the Treasury’s financial literacy programme makes it clear that the Government is primarily interested in seeing people adopt a particular approach to the savings habit, whereby saving is undertaken specifically to foster investments in dynamically-priced assets.  The concentration of existing wealth in the housing market – not just because of the recent house price bubble but given extra impetus by it – means that the family home has become the primary focus for such speculative savings techniques in Britain.  New Labour’s plans for instituting an asset-based system of welfare therefore currently pass directly through the fate of house prices, thus providing the Government with incentives to reflate the recently expired bubble as quickly as possible.
Such incentives already appear to have been acted upon in the content of the bank bailout measures designed to ameliorate the ongoing credit crunch.  If New Labour’s success in introducing an asset-based system of welfare depends upon the future health of the housing market, then both depend ultimately on banks’ decisions whether to recreate the credit glut which stimulated house prices during the recent bubble.  In the interests of maintaining the impression of good order, the Financial Services Authority has been newly emboldened to regulate against some of the most gratuitous extremes of excessive credit expansion (Financial Services Authority 2009).  However, this should not be confused with the foregone alternative of establishing the basis of a genuinely well-ordered financial system, one which minimises the likelihood of asset bubbles.  In general, the Government has reiterated its faith in asset market self-regulation in order to enhance the possibility of the house price movements which will coordinate the shift to an asset-based system of welfare.  But this is exactly the same asset market self-regulation which has placed accumulated homeowner asset wealth at the whim of banks’ faltering business models.  The contradictions of an entrapped financialised citizenry are already entirely evident, but the Government’s bailout measures merely herald more of the same.
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