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EXECUTIVE SUMMARY

· HBF welcomes the Barker Review Interim Report and agrees with many of the conclusions, especially its recognition of the supply crisis and the positive economic role of new homes.

· HBF priority policy recommendations to achieve a significant and early increase in house building are: presumption in favour of residential development for all urban brownfield land; prematurity no longer grounds for planning refusal; restricting public consultation and committee discussion to outline applications, delegating detailed applications to planning officers; no new taxation of land or new homes; early release of ODPM call-ins, faster processing in future, a more selective approach and transparent performance statistics.

· Other HBF priority recommendations include: a national new homes target; Housing Supply Impact Assessments for all existing and new policies; workable planning obligations and affordable housing policies; replacing theoretical urban capacity studies with two and five-year land availability studies; brownfield and greenfield land sufficient to meet housing need; flexible density and parking policies to allow the full range of demand to be met in all markets; use of financial carrots and sticks to stop frivolous or purely political planning refusals; severe limits on the use of supplementary planning guidance; incentives to expand capacity and adoption of off-site manufacturing and innovation and expand skills training.

· There is no shortage of land, only of implementable planning permissions. Government and the house building industry have a shared objective: to raise housing output. Housing affordability will only be improved by building enough homes to meet demand. The housing supply impact of all planning reforms must be monitored. 

· Central Government must continue to promote the economic, social and environmental benefits of new homes. Because most homes are built by the private sector for private owners, policies need to work with the grain of markets. The public sector’s enabling role needs to be clearly established. Joined-up policies are required across Government. The industry should be consulted early in framing new policies. Housing supply depends on adequate infrastructure provision. A speedy and robust appeals system is essential. Government planning targets must be realistic and not open to statistical manipulation. Local authority planning departments require adequate resourcing. Housing stock replacement rates will have to be raised substantially. There must be tighter rules on use of the sequential test and phasing. Local authorities should have a general requirement to promote the efficient use of land. Fiscal incentives and sanctions are needed to ensure local authorities set realistic housing targets and meet them.

· Any new taxation of land or new homes will reduce housing supply. VAT on new homes, which would have to be at 17.5%, would undermine many of the Government’s housing and planning objectives and could drastically reduce land and housing supply.

· The house building industry can deliver the necessary increase in house building, provided the right policies – especially planning policies – are in place, adequate infrastructure is provided, and the public sector plays an enabling role and does not compete with the private sector. 

· Unless the supply of both greenfield and brownfield land for housing is increased substantially, housing supply will not increase. Higher densities on their own will not be enough.

· The Barker Interim Report argues that housing markets are often not substitutes. This undermines a fundamental building block of recent Government policy guidance in the northern regions.

· Planning obligations and VAT on new homes would be crude and very damaging mechanisms to capture some of the uplift in land values – the ‘economic rent’ – generated by planning permissions.

· Intermediate housing needs to be promoted, not just social housing for rent, to help build mixed, sustainable communities.

· The Interim Report’s analysis of competition in the housing market takes inadequate account of competition from second-hand housing and ignores the impact of local authority land release policies.

· The industry does not build the “wrong houses”, as some claim. A better balance must be found between the Government’s environmental concern to protect green land and the economic and social need to increase house building and meet a wide range of housing need.

· “Trickling out” large sites is not a widespread problem and any attempt to force the pace of development would be damaging.

1. INTRODUCTION

HBF welcomes the Interim Report of the Barker Review of housing supply, probably the most important study of housing supply since an official report in 1944. There is much in the report the Federation agrees with. 

We especially welcome the recognition that there is a serious shortfall of new housing, that persistent under-supply has considerable economic costs and adverse distributional effects, and that regional and local plans have not provided adequate land for housing. We are pleased the complexity, inflexibility and excessive delays of the planning system have been recognised, along with the influence of local politics on planning decisions. It is also notable that the report clearly states the need to consider the costs and benefits of new housing, and sees the planning system as reconciling environmental, social and economic costs and benefits. HBF has argued along similar lines in various submissions to the Treasury in recent years.

The Review rejects the claim that house builders are unreasonably land banking and deliberately restricting the flow of housing supply, and accepts that options play a necessary and positive role. We are delighted to see demolition of the assertion that house builders are concreting over the South East. We are also pleased to see an unambiguous statement that more social housing will require more Government funding. It is most encouraging to see the detailed analysis of risk, and the impact this has on the industry’s mode of operation.

We are pleased to see the statement that there is no single housing market and that there is very limited substitution between high and low demand areas. The case studies show that restricting housing provision in buoyant areas will not necessarily help inner city regeneration, and will inflict considerable economic costs. This calls into question a fundamental building block of recent planning policies in northern England which will damage the house building industry, housing supply and local economies.

We are very pleased the report makes clear the bulk of the additional housing needed will have to be new build, with conversions, refurbishment of vacant dwellings and second homes making relatively small contributions. 

The remainder of this submission is divided into four sections. Parts 2 and 3 outline HBF’s policy recommendations. Part 4 discusses a number of broad issues arising from the Interim Report. Part 5 argues that, given the right policy conditions, the industry can deliver a sustained increase in house building.

2. HBF PRIORITY POLICY RECOMMENDATIONS

This section sets out HBF’s priority policy recommendations to achieve a significant and early increase in private house building in England.

The following planning policies would have an almost immediate impact on supply:

· Presumption: a presumption in favour of residential development for all urban brownfield sites.

· Prematurity: an end to the use of prematurity as grounds for planning application refusals.

· Cutting Planning Delays: restrict public consultation and committee consideration of planning applications to outline application stage, with detailed application discussions delegated to planning officers.

· Taxation: no new taxation of land or new homes because any tax would immediately reduce housing and land supply. VAT would undermine large parts of the Government’s planning and housing strategies and drastically cut housing output.

· Call-ins: very fast release of less important existing call-ins and fast-track processing of the most serious; much faster future processing; a more selective and less rule-book approach; publication of regular, transparent statistics of ODPM call-in performance.

Adopting the following additional policies would have an early impact on supply:

· National New Home Target: OPDM to announce a national new home target so that planners and the industry can assess the scale and implications of the required increase in house building.

· Housing Supply Impact Assessments: an immediate, rapid independent assessment of all relevant policies, regulations and legislation to identify barriers to increased housing supply, especially ODPM planning and housing policies – but these reviews must not delay Government policy reforms; housing supply impact assessments of all proposed new policies likely to affect housing supply.

· Planning Obligations & Affordable Housing: early announcement of sensible, workable policies which speed up planning decisions and do not threaten the viability of schemes or reduce housing supply, including retention of a site-specific necessity test for planning obligations

· Land Availability Studies: replacement of theoretical urban capacity studies with two and five-year land availability studies.

· Land to Meet All Housing Need: ODPM must enforce the requirement for all local planning authorities to provide sufficient land, both brownfield and greenfield, to meet housing need targets; a presumption in favour of residential development for greenfield sites which have been allocated for housing and subjected to appropriate public consultation; PPG3’s one-size-fits-all density and parking requirements must be revised to allow house builders to achieve the required increase in house building by meeting the full range of housing demand.

· Carrots & Sticks: Government to consider financial incentives for local authorities which adopt sensible housing targets and meet them, and penalties for those which fail to meet their obligations; sanctions against local planning committees which refuse permission, often against officer recommendation, for purely political or frivolous reasons – e.g. fast-track appeals, financial penalties against councils or committee members.

· Supplementary Planning Guidance: early guidance severely limiting local authority misuse of SPG to block or delay development or to set unrealistic and untested affordable housing targets.

· OSM & Training Incentives: early Government discussion with the house building and supply industries to identify possible fiscal or other measures that may be necessary to promote expansion of capacity and more widespread adoption of off-site manufacturing (OSM) and other innovations; and consideration of measures to assist the industry in achieving the skills training needed to expand housing output.

3. HBF POLICY RECOMMENDATIONS & CONCLUSIONS

3.1 GENERAL COMMENTS

No shortage of land, only planning permissions

There is no shortage of land, only a shortage of detailed planning permissions which can be implemented. Unless the supply of permissions is addressed, there will be no increase in housing output.

Shared Objective – to increase house building

Government and the industry have a shared objective - to increase the supply of new homes – and the industry is very keen to work in partnership with the Government to raise output. The policy debate therefore is about means, not ends.

Making Housing Affordable

In the long run, to make housing more affordable we need more housing of all types in all markets. Housing will not be made affordable simply by designating more of the limited supply of housing on private developments as ‘affordable housing’. If the industry is allowed substantially to increase housing completions, of all house types, in a wide variety of site locations, and in housing markets across the country, affordability will improve, bringing enormous benefits to society and the economy. The quicker the industry can deliver, the quicker these benefits will be realised.

Planning Reform Monitoring

HBF is concerned the new planning framework, involving regional planning bodies (as yet un-elected) preparing regional and sub-regional strategies, counties whose role appears to be expanding, and multi-document local development frameworks, may not reduce the system’s complexity sufficiently to bring about the faster and more efficient system the Government’s reforms were intended to achieve. Key unresolved issues include the role and legitimacy of un-elected regional planning bodies, and the practical difficulties of allocating regional housing targets across large numbers of local authorities, some of whom will strongly resist accepting their required contribution to regional house building.

The industry is most concerned there will be a long and damaging hiatus as the new system of regional and local plans is introduced. ODPM must ensure this does not happen. 

There must be thorough monitoring of the impact on supply of all the new policies, including whether realistic housing targets are adopted and met, so that corrective action can be taken where the reforms are not working or producing perverse results (e.g. the sharp rise in refusals as councils attempt to achieve their 13-week planning decision targets). Local plans must be required realistically to match housing targets with jobs targets, infrastructure provision and the availability of grant for social housing.

3.2 HOUSING & PLANNING Policies for Central Government

Leadership

The Government must continue to take the lead in promoting the wider social, economic and environmental benefits of new homes and move the debate away from a perception of new homes as largely an environmental problem.

Market-friendly, customer-focused policies

While the Government sets overall housing and planning policy objectives, in most cases these are delivered by the private house building industry operating in the labour, land and housing markets. Therefore policies must work with the grain of markets, enabling them to function properly. Current policies attempt to replace the market by determining the location of development, housing numbers, densities, parking provision, estate layout, design, mix, materials, target market (affordable housing demands), even profitability (when open-book accounting is demanded), thus reducing housing output and supply responsiveness. A better balance must be found between what planners should legitimately decide and what should be left to the market and house builders to decide in response to market demand. It cannot be right for planners, with their limited understanding of the local housing market and local demand, to impose rigid requirements on housing schemes, such as a fixed proportion of one and two bedroom units.

An Enabling Public Sector Role

Given limitations of expertise and funding, public sector agencies should play an enabling role, supporting and complementing the private sector, doing that the private sector cannot do. They should not try to duplicate what the private sector can do (e.g. by attempting to undertake development on their own) or, worse still, compete with the private sector (e.g. by buying land in the open market in competition with house builders). Also, there are too many public bodies, with ill-defined or overlapping roles, limited expertise and poor understanding of the housing market, especially in the field of regeneration.

Joined-up Government

As the housing ministry, the ODPM should (a) monitor policy proposals across government for their potential impact on housing supply, and (b) assess the cumulative impact and cost of such policies. At present, policies such as taxation, planning, building regulations, environment, transport, etc. are too often considered in isolation from each other, so that their cumulative impact on land values and land and housing supply is not assessed. Government must ensure that the policies and practices of the multitude of bodies influencing housing output (central government, regional assemblies, regional development agencies, regional housing boards, local authorities, a range of regeneration agencies, the Environment Agency, the Highways Agency, CABE, the gas, water and electricity utilities) work towards common objectives, rather than working in isolation or, even worse, obstructing each other.

Achievement of regional and local housing targets will require joined-up policies across a range of Government departments (Treasury, ODPM, Transport, Health, Education, Home Office, etc.), statutory bodies and utility companies, as well as positive pro-active policies from local authorities. The Interim Report highlights how lack of common objectives and co-ordination undermines housing provision. For example, decades of under-investment in water infrastructure in Wales has imposed a very serious constraint on expanding housing output in the principality.
Policy Consultation

Building on the improved relationship established more recently between ODPM and the house building industry, ODPM should consult the house building industry at the earliest possible stage when considering new polices and listen seriously to the industry’s concerns and suggestions. Because of inadequate consultation in the past, too much industry effort has gone into fire-fighting after ill-considered policies have been introduced. As a result, public policy objectives have not been realised. Consultation for the Barker Review, and recent industry/Government consultation on Part E of the building regulations, offer good consultation models.

Government Housing Target

The Interim Report offers a range of housing under-supply estimates, from an extra 39,000 new homes per year (England) to an extra 240,000 (GB), depending on the policy objectives. The planning and land release implications of these alternatives are very different, so the industry and planners must have some clear guidance. We recommend that ODPM should announce a national housing target so that planners and the industry can assess the scale and implications of the required increase in house building and begin to take appropriate action. The household projections, a fundamental building block in determining future housing requirements, should be updated more frequently. (The 1996-based projections are now eight years out of date and urgently require updating following large population revisions from the 2001 Census.)

Meeting Need

England requires a substantial increase in housing output, across a broad mix of house-types, and across all markets. As is made clear in the Interim Report, there is limited substitution between housing markets, a fact planning policies must recognise. It is highly questionable whether, in current conditions, there is a market nationally for 120,000 new private sector homes (current annual output in England) solely at PPG3 densities on urban brownfield land, let alone a substantially higher number at such densities. Planning policies on mix, density, parking, brownfield and greenfield land, etc. must take account of regional and local market needs, not impose one-size-fits-all policies on the whole country. It serves no purpose in forcing the industry to build homes which are very difficult to sell. Recent research into PPG3-density housing schemes suggests inadequate parking is creating significant problems and risks undermining the popularity and long-term viability of such schemes (In-house Research. Living with PPG3. 2003). The southern growth areas and Pathfinder areas address some of the housing shortfall, but adequate numbers of homes must be provided across all markets, and with an appropriate range of house types to meet local demand, if housing need overall is to be met on a sustainable basis. For example, demand for city-centre apartments is being met in many locations, but demand for family homes with gardens outstrips supply because of planning restrictions.

Land for Housing

The industry has enthusiastically embraced the Government’s brownfield agenda, achieving its 60% brownfield target seven years early. However it should be noted that the target has been met statistically primarily because greenfield completions have declined sharply. A recent English Partnerships study found there is only a limited supply of brownfield land available for housing. Therefore a significant increase in output will require policies to increase the supply of viable brownfield sites AND policies to ensure greenfield supply is adequate to meet housing need. We suggest there should be a presumption in favour of residential development for greenfield sites which have been allocated for housing and where the appropriate public consultation has been completed.

Infrastructure Provision

Regional and local plan housing targets must be based on realistic assessments of infrastructure funding and provision. Central Government funding must be adequate to allow housing output to increase to meet Government objectives. Inadequate infrastructure provision lies at the heart of many local housing supply problems. (The Interim Report quoted 40,000 new homes held up by infrastructure provision in the SE alone.)

Housing Supply Impact Assessments

The Government has indicated that boosting housing supply is a key national policy objective. To help achieve this objective, we recommend that all new policies and regulations affecting house building should be subject to Housing Supply Impact Assessments (HSIA) and there should be an early, independent assessment of existing policies. The industry was most concerned the Government embarked on the most wide-ranging reform of the planning system for over 50 years without adequately addressing the supply impact of existing policies and without first investigating the reasons for housing under-supply. It was putting the cart before the horse to announce the Barker Review after most of the reforms had been put in place. Because of this, existing reforms are not likely to deliver the Government’s objectives in full, while some of the obstacles erected by existing policies (notably PPG3) have been left untouched.

The worst recent example of a failure to assess the likely supply impact of a major new policy is the widespread imposition of residential planning moratoria in the North West. The ODPM cut the regional planning guidance total, based on the highly dubious assumption that the region was suffering from an ‘over-supply’ of housing. As a result many local authorities appeared to have large surpluses of outstanding permissions, which in turn led to the imposition of moratoria. The result will be a sharp reduction in house building in the region, lay-offs and bankruptcies in the house building industry, and a reduction in supply capacity which will further reduce the industry’s ability to increase supply in the future. It would be difficult to find a more graphic example of how the planning system damages housing output and supply elasticity.

Planning Policy Guidance

The Government currently relies on primary legislation and ODPM guidance to achieve its planning objectives. To ensure the policies for raising housing supply outlined in this submission are quickly adopted by local authorities, it is recommended that each new regional spatial strategy should also contain a clear statement of these policies. This belt and braces approach would ensure the new policies are included in the new local development frameworks.

Call-ins

There should be an immediate release of all but the most important call-ins to give an immediate boost to housing supply. We recommend a two-year moratorium on new call ins. The ODPM must achieve much faster processing times. It must adopt a more selective and less rule-book approach to call-ins, especially where the local authority is minded to grant permission and where the call-in delays, or eventually blocks much-needed local housing. The ODPM should publish regular, transparent statistics of its call-in performance, just as it monitors the performance of local planning authorities.

Appeals System

A speedy and robust appeals system is essential if unreasonable refusals are to be discouraged, if house builders are to be encouraged to submit well-considered schemes, and if the development control system is to be speeded up in line with Government objectives. We also suggest a system of graded appeals – for example: granted; granted subject to some modifications; the principle of development accepted, but approval subject to major changes to the proposed scheme.

Carrots & Sticks

Planning departments have responded rapidly to the offer of additional funding for improved development control performance, suggesting financial incentives are an effective lever. The Government should therefore consider whether financial incentives might be offered to local authorities which adopt sensible housing targets and meet them, along with financial penalties against those which fail to meet their obligations. There should be sanctions against local planning committees which refuse permission, often against officer recommendation, for purely political or frivolous reasons – e.g. fast-track appeals, financial penalties against councils or committee members.

Targets

Government targets must refer to sensible, measurable objectives and not be open to statistical manipulation (e.g. refusing applications in the 13th week simply to meet a target of 60% of ‘decisions in 13 weeks’; achieving the 60% brownfield target only through a sharp fall in greenfield completions and at the expense of meeting housing need).

Planning Obligations (S106)

A necessity test, linking the development site to the obligation, must be maintained in any new system of planning obligations if S106 demands are not to have a very detrimental impact on housing supply. While there is merit in the proposed tariff, the industry’s primary concern has always been that it would end up with a tariff plus site-specific negotiations, an even worse situation than at present and with no gain in speed or efficiency. If negotiated S106 agreements are to be retained, local planning authorities should be required to negotiate in tandem with the planning application, and not begin negotiations only after a consent has been granted.

‘Affordable Housing’ Planning Obligations Demands

Excessive affordable housing demands from planning obligations agreements will reduce total housing supply, especially in more subdued market conditions. HBF is most concerned about the proposed extension of these demands to small sites where the impact on the financial viability of schemes, and therefore on land and housing supply, is likely to be particularly severe. It is also concerned at the way many local authorities regard affordable housing as referring solely to social housing for rent. Such policies undermine the financial viability of housing schemes, especially where grant funding is not available for the RSL, and do not lead to the creation of balanced communities.

Local Authority Planning Resources & Training

Local authority planning departments must be adequately resourced, as must legal departments which are often a major source of delay in negotiating S106 agreements. Limited local authority staff and financial resources need to be focused on front-line processing of planning applications and meeting housing need. Local councillors and public officials need training in how markets work, how the development industry operates and how the planning system works in practice.

Housing Stock Replacement

The Interim Report reveals that each new home in England will have to last around 1200 years at today’s demolition rates, a figure that rises to more than 2000 years in Wales. The industry believes there should be a long-term assessment of the adequacy of the existing housing stock and the opportunities for redevelopment. Demolition rates have been extremely low for several decades, so that obsolete and poor quality stock, often in areas of weak or even failing markets, remains in use or lies derelict. These dwellings are often laid out in uniform street patterns, unsuited to the motor age, with inadequate parking, highly uniform and low-quality designs, materials that are near the end of their lives and inadequate accommodation. Yet these areas offer enormous opportunities for long-term clearance and redevelopment, often at higher densities, to create more sustainable patterns of development.

Large-scale voluntary transfers of local authority stock to social landlords are hugely expensive. It must be questionable whether the enormous sums put into refurbishing unpopular and obsolete housing are justified, or whether in fact the money could be used more effectively to demolish much of the housing and redevelop the land with high-quality dwellings built to up-to-date standards and meeting current household needs.
3.3 Policies For Local Authorities

The following policy recommendations are designed to incentivise local planning authorities to ensure housing supply meets need, to remove the devices used by some local authorities unreasonably to block or obstruct housing development, and to encourage land owners and house builders to bring forward potential schemes for residential development:

· A presumption in favour of residential development for all urban brownfield land, thus allowing the market, not local planning authorities, to determine the financial viability of sites.

· An end to the use of ‘prematurity’ as grounds for refusal, a perverse incentive which encourages local authorities looking for mechanisms to block development not to have an adopted plan;

· Consultation and agreement on the basic requirements of any housing scheme at outline application stage (e.g. zoning, numbers of homes, broad mix, storey heights, general design criteria, etc.), with agreement on the detail delegated to planning officers without further political involvement; a reduction in the range of highly personalised, arbitrary demands from planning officers (design, layout, orientation, materials, etc.) which can be changed or reversed by the same official, or simply because of a change of staff.

· Two and five-year land availability studies to replace the current theoretical Urban Capacity Studies.

· Realistic S106 demands that do not undermine the financial viability of schemes and reduce housing supply;

· Strict limits to the use of Supplementary Planning Guidance to stop it being misused to get around proper public scrutiny of policies; and possibly even a ban on the use of SPG, especially to set affordable housing policy – if the policy is clear and tested SPG is not needed, if it is not clear or tested then SPG should not be used.

· Much tighter rules governing application of the sequential test and phasing - current rules mean they are sometimes used as devises simply to block or obstruct necessary development – so that adequate greenfield land is allocated to meet housing need.

· A general requirement for local authorities to promote the most efficient use of land, rather than relying on arbitrary and distorting brownfield targets.

· Consideration of how local authorities could be given fiscal incentives not just to improve their planning performance, but to set adequate housing targets and meet these targets, with appropriate financial measures against local authorities which fail to fulfil their housing obligations.

3.4 FISCAL POLICIES

HBF is very concerned about the Review’s taxation discussion. Increased taxation will not increase the supply of land or housing, and is very likely to reduce supply. Development land is already heavily ‘taxed’, including a range of taxes, stamp duty, S106 planning obligations and affordable housing demands and many regulatory costs which cannot be recouped through higher prices. 

Planning obligations or VAT would be crude, poorly targeted and highly undesirable methods of taxing the economic rent from planning permissions. 

VAT on new homes, which would have to be at 17.5%, would reduce housing supply, probably drastically, and undermine the government’s land, housing and planning obligations strategies. There is no practical justification for VAT equalisation of new homes and housing RMI. VAT would undermine the system of planning obligations and affordable housing. Because funds would flow direct to the Treasury, rather than to local communities, there would be no incentive for local planning authorities to grant residential permissions. This is the exact opposite of the incentives-based approach to planning advocated in this submission.

So-called ‘trickling out’ of housing units on large sites is not widespread, so there is no justification for any new form of regulation or taxation of un-built permissions.

3.5 The HOUSE BUILDING Industry’s Role

In recent decades, the house building industry has successfully delivered millions of new homes for the British people, despite a multitude of obstacles to housing development. But in recent years, ever increasing time, effort, and resources have had to go into getting schemes through the planning system. If planning obstacles and delays could be reduced significantly, expertise and resources could be re-deployed in other areas such as land assembly, increasing output, investigating profitable new construction techniques, improving design or improving product finish and customer care. In other words, the industry would be able to invest more intellectual and financial capital in delivering high-quality products instead of fighting the planning system.

Given the right policy conditions, house builders are confident the industry can deliver the required increase in house building. These conditions include: a planning system which delivers adequate numbers of planning permissions; close scrutiny, discussion and improvement of other regulatory impacts; an incentives-based approach to innovation and promotion of best practice; adequate and timely infrastructure funding; and clearly defined enabling roles for the multitude of public agencies which influence house building.

If the industry and its investors and suppliers are convinced housing output will rise and remain at a permanently higher level within a suitable business environment, the necessary finance will be raised to increase output, new methods of construction and other innovations introduced, adequate skilled labour trained, design standards raised and customer care improved.

However there is a possible role for Government in helping the industry meet this challenge. The industry’s attitudes to training, OSM and innovation reflect the rational, commercial responses of large numbers of individual companies to the economic and policy climate in which they operate. For example, OSM is currently significantly more expensive than so-called ‘traditional’ construction, so many companies have adopted a very cautious approach to the adoption of OSM.

More widespread adoption of OSM and innovation will take time, it is costly for suppliers and house builders, and the pioneers are understandably cautious. Past efforts to introduce new construction techniques in the UK and overseas (e.g. British Columbia and New Zealand) have sometimes had disastrous long-term consequences, so we must proceed with caution.

As already noted, the first essential step must be to convince the industry, investors, suppliers and the City that a sustained increase in house building can be achieved. Increased volumes are an essential pre-condition for increased training or adoption of OSM or innovation. This will require further policy reforms, as outlined above. However more can be done.

To help the supply and house building industries move more quickly to substantially higher volumes and to achieve the lower costs generated by economies of scale, the Government may wish to consider some form of interim financial or other support to help overcome the ‘viability gap’. International evidence suggests Government support is an important ingredient in promoting the adoption of innovation in house building. The Government has already acknowledged this through its support for RSLs to adopt innovation and new construction techniques.

The house building industry could also benefit from greater and better focused support from the CITB and other relevant bodies in meeting its skill needs and we believe there needs to be a new debate on these issues. At present the industry contributes considerably more financially to CITB than it receives in training support. There is also a role for Government in helping the industry to expand its existing training activities – e.g. regional training academies/centres of excellence, training grants, tax concessions. Such support would benefit the whole construction industry and assist house builders in achieving an early increase in housing output.

In order to assess the scale of future house building industry training requirements, there is a case for examining the implications for the construction industry of EU expansion in May 2004. There is already a supply of construction labour from Eastern European countries with varying degrees of accredited skills. 

3.6 RECOMMENDATIONS: CONCLUSION

The house building industry and central Government share a common objective in wishing to increase house building levels to meet housing need, although this objective is not yet widely shared by local planning authorities. The industry has responded enthusiastically to the Government’s brownfield agenda and has already raised densities substantially in response to new planning guidance. 

Because the vast majority of new homes will continue to be built by the private sector for private buyers, the house building industry is an essential and large part of the solution to meeting housing need.

However, given the obstacles to house building in England, especially those erected by the planning system, the required increase will only be achieved if the industry and Government work in partnership. The Government must create the right policy environment and, where necessary, help the industry directly to raise production. Some of the Government’s planning reforms will help, but much more is needed. For its part, the industry must focus on those factors over which it has control - raising the necessary finance, becoming more efficient and adopting new techniques and products, training the skilled trades and professional staff required to achieve a sustained increase in output, and improving design, product quality and customer care.

The largest house builders believe they could achieve a steady 10% per annum increase in house building in England for the next five years, raising private housing completions in Great Britain to around 225,000 per year. But this can only be achieved if there is full political support for the planning and other policies which the industry believes are necessary to enable house builders to meet this challenge.

4. SOME BROAD ISSUES ARISING FROM THE BARKER REVIEW INTERIM REPORT

4.1 LAND FOR HOUSING

HBF would have preferred to see a clearer statement in the Interim Report that an inadequate supply of land with residential planning permission is by far the most important constraint on house building. As we stated in our initial submission, there is no shortage of land in England, only a shortage of land with detailed planning permission on which development can proceed. Unless the supply of residential permissions is increased substantially, the only source of additional new housing will be higher densities.

The report several times talks of house builders’ “aversion” to brownfield development. This unfortunate choice of word implies a lack of willingness to consider brownfield land. There is no reluctance to develop financially viable sites. But, as the report accepts, many brownfield sites are not financially viable for housing because of excessive costs and/or because the local market is too weak. The Interim Report quotes the recent English Partnerships study of brownfield land recorded on the National Land Use Database (NLUD) which found that only 11% of brownfield sites were free of market or regulatory constraints and not in some current use, a proportion that would be even lower if individual site constraints were also taken into account. There must be considerable doubt whether current brownfield stocks are sufficient to maintain even today’s levels of house building for any length of time, let alone a substantially higher level of output, without effective policies to increase the financially viable supply of such land. The EP research also highlights the need to avoid any policy measures which might reduce the viability of current brownfield land, such as excessive planning obligations or affordable housing demands or increased taxation of land.

The Interim Report, perhaps understandably, avoids the sensitive issue of greenfield land. However it does note the very sharp decline in greenfield completions (down 24% between 1997 and 2002), a trend HBF has already highlighted.

There has been a modest rise in private housing starts since 2002. However it is clear from NHBC and Land Registry statistics that this has been achieved entirely through higher densities. No additional land is coming through the planning system.

The report is puzzled by the fact that supply elasticities have worsened significantly since the mid 1990s. We are not in the last surprised. Planning delays and inefficiency worsened dramatically from around 1996. PPG3 in March 2000 made this situation even worse, as can be seen from the ODPM’s own quarterly planning performance statistics which show 8 and 13-week decisions at record low levels, and refusal rates at record high levels. (The recent rise in 13-week decisions, accompanied by a rise in the refusal rate, appears to have been achieved simply by a rise in 13-week refusals rather than any genuine improvement in planning performance.) PPG3 also introduced a range of new restrictions on the supply of land for housing, especially greenfield sites.

Unless there are positive measures to increase the flow of brownfield residential permissions, and to oblige local authorities to release greenfield land where sufficient viable brownfield land is not available to meet housing need, there will be no sustained increase in house building. Issues such as REITS and the private rented sector, the competitive role of commercial developers or housing associations, tax measures, policies to reduce planning delays, or increased affordable housing demands through S106 agreements, will have no impact on total supply without an increase in land with residential permission. This is at the root of the current housing supply crisis.

A closely related issue, the impact of politics on local planning decisions,  receives close attention in the Interim Report. Because an increase in the supply of land with residential permissions is a fundamental condition for increasing housing supply, and mindful of the political difficulties of housing development, HBF’s planning recommendations are designed to provide positive incentives to local authorities to grant residential permissions, and to developers and house builders to bring forward sites. Not only must policies provide positive incentives, but they must be framed so as to avoid providing local planning authorities bent on delaying and obstructing development with new excuses or devices.

4.2 No Single Housing Market

Government planning policy for the northern regions, and to some extent the Midlands, rests heavily on the assumption that restricting housing provision in the more buoyant areas, especially greenfield sites, will automatically contribute to regeneration of inner city markets where there are stocks of brownfield land. Because housing provision in buoyant areas has co-existed with the collapse of inner city markets, the simplistic assumptions are made that (a) there is a direct causal link, and (b) that restricting house building in buoyant markets will reverse the decline of inner city markets. Implicit in this policy is a belief that inner city and suburban and rural markets are substitutes. The widespread imposition of residential planning moratoria is a direct result of this policy approach.

Even if the assumptions on which the policy are based were correct, there would be a major timing problem. Greenfield and moratorium restrictions are hitting house building already, whereas large-scale regeneration will take many years, even if successful. In the meantime, house building will decline and the regional economy will be damaged.

But the Interim Report makes it quite clear the policy is based on false assumptions. There is no single housing market, local markets are not substitutes, high and low-demand areas are not substitute markets. This has major implications for the whole thrust of government planning policy which have not been addressed. The adverse consequences for the regional economy, which can least afford it, and for the house building industry and housing supply will be very severe.

4.3 Planning Obligations & Taxation

HBF has made detailed submissions to the ODPM in response to its recent planning obligations and affordable housing consultation papers. However we believe there is a more general issue arising from both the ODPM consultation and the Barker Interim Report: what exactly is the objective of planning obligations?

1. To allow development to go ahead that would not otherwise go ahead. This is the objective set out in Circular 1/97 and is entirely consistent with the Government’s new emphasis on increasing housing output and the objectives behind the Barker Review. The necessity test is fundamental to this objective, as are site-specific negotiations. There is a direct link to land values. If the rules of 1/97 were strictly enforced, negotiations would not be nearly as protracted as they are now.

2. A mechanism to mitigate the impact of development on the local community.  Planning obligations have evolved into a combination of this and 1. through case law and common practice (often because developers have been forced to submit to unreasonable demands outside the 1/97 rules just to get their permission). A broader necessity test is still applicable. Under the new draft ODPM proposals, site-specific negotiations are going to be necessary in many cases, but many of the broader impacts (e.g. education) could be covered by standard charges. There is some link to land values, but payments to cover broader community impacts will not be in any way connected to land values. 

3. Taxation of the land value uplift (‘economic rent’) from the grant of a planning permission. Many house builders see the new S106 proposals from ODPM as simply a disguised land tax. Such a tax would not require any form of necessity test, and there would be no connection to land values. 

HBF’s view is that 1. should be retained, but that 2. is probably inevitable in view of current practice and the ODPM’s attitude in the consultation paper. However if 2. is adopted, it must be based on some form of necessity test.

The Federation is most concerned that S106 demands could turn into a crude residential land tax. S106 demands should have a clear purpose – namely to encourage development that would not otherwise go ahead, and possibly to mitigate the direct impact of development on the local community. This should not be confused with the quite separate issue of land taxation.

4.4 Intermediate Housing

The Interim Report discussion of intermediate housing is rather limited. If house builders are to build balanced communities, affordable housing policies must allow for a mix of tenures, not just the polarised provision of open-market housing and social housing for rent. A number of house builders and other organisations are investigating privately financed intermediate housing. But one major obstacle is that local planning authorities, often heavily influenced by their statutory housing obligations, tend to demand that all ‘affordable housing’ should be social housing for rent. This can damage the viability of schemes and make them difficult to sell, it is especially damaging when public subsidy is not available, and it does not contribute to balanced, sustainable communities. Local authorities must be obliged to take a more balanced and realistic view and be flexible in allowing house builders to meet their affordable housing obligations in the most effective way.

4.5. COMPETITION

We believe the Interim Report’s analysis of competition in the housing market does not take adequate account of competition from the second-hand market, nor does it acknowledge the role of the planning system in local competition.

Nationally, new homes make up less than one in ten housing transactions. In other words, for every new home on the market, potential buyers have nine second-hand properties to consider. Land Registry data for the first three quarters of 2003 show regional new home shares vary from 6% in London to 11% in the East Midlands (Housing Market Report, December 2003). 

The intensity of competition in local markets will depend on a range of factors: the strength and size of the local market, competition from adjoining markets, the amount of new housing being built in the market area in relation to the second-hand stock, and the number of sites and house builders producing these homes.

At one extreme, a growth area with a single major land release in single ownership and a relatively large supply of new homes in relation to the existing second-hand stock could give the developer some pricing power. At the other extreme, a number of relatively small sites being developed by different house builders within a large, mature housing stock would mean a highly competitive situation and individual house builders would have little or no pricing power.

Of course any commercially astute house builder will attempt to supply the market with products which are not adequately supplied by the existing housing stock. Product differentiation is a key ingredient of success in any competitive market. A new high street retailer, offering exactly the same products, service and approach to business as an existing retailer would be doomed. But any pricing power this may give house builders will still be heavily constrained by local house prices. Many buyers will be trading up or down, so that local prices will be a major influence on their ability to buy. Second-hand prices will offer a reference point in deciding what is value for money in the local market. And first-time buyers will be able to purchase alternative second-hand properties if new homes are priced too high.

The role of planning authorities is also important because the quantity of land released, and the number of sites, will influenced the intensity of competition in the local market. Releasing a single large site in single ownership will produce a different competitive situation from the release of a number of relatively small sites scattered across a local market.

The Interim Report implies the introduction of other players into the market, notably commercial developers, could increase competition. House builders can have no objection to competition in the land or housing markets, as long as it is on a level playing field. In other words, as long as these competitors must purchase land in the open market and be subject to the same planning system, building regulations, tax treatment, etc. However it is not clear how, under the current land and planning system, this would alter competitive pressures in the housing market. It would not alter the land release policies of local planning authorities. It would simply mean commercial developers would sometimes own sites instead of traditional house builders. The key to competition is for local planning authorities to make sure there is an adequate supply of new home sites in all markets. The excessive focus on four large growth areas, to the neglect of the multitude of markets falling outside these areas, suggests the Government does not understand this imperative.

The Interim Report says: “Some commercial developers have indicated to the Review that they would play a greater role in housing development if further steps were taken to facilitate the land assembly and supply process in urban areas.” It adds: “Enabling alternative developers to compete with traditional housebuilders may require different selling strategies and a different approach to land and land ownership”(page 75). Further on there is an even more ominous comment: “The Review will continue to consider reforms to the way land is assembled and made available in order to increase competitive pressures” (page 77). Later it says: “The Review will continue to consider the role of land in housebuilding, and in particular whether reforms to the way land is assembled and made available for housing developments could increase desirable competitive pressures” (page 94).

We are not sure quite what lies behind these potentially very worrying comments. 

One implication is that commercial developers find the current land and planning situation too difficult, but that they would become more involved if the situation were made easier! But house builders have been arguing for years that they would increase output if the planning and land supply situation were made easier. Are commercial developers asking for special treatment?

The most worrying aspect of these quotes is that they could be interpreted as leading towards some form of land nationalisation, so that the public sector could then feed out land to favoured developers, whether traditional house builders, commercial developers or RSLs. The answer to Britain’s housing crisis is not land nationalisation or further heavy-handed public-sector intervention. It is having a planning system which ensures sufficient land is granted residential planning permission to meet housing need in all locations. More land releases, across all markets, will bring more competition, with all the benefits that will flow from increased competitive pressures. Commercial developers, or indeed other UK or overseas companies, do not currently face any additional obstacles than UK house builders. The fact that they do not generally get involved in UK housing production suggests the system is indeed too difficult. But the solution is not draconian public sector intervention. Rather it is less intervention, allowing the market to operate more freely, providing positive incentives to encourage more residential development, and ensuring sufficient land is released for housing development in all locations.

One potential advantage from the involvement of commercial developers would be in demonstrating different construction techniques and different approaches to site organisation and management of the development process. Some house builders are already adopting an approach more in line with that used by commercial developers for commercial development, especially on large, complex inner-city flat developments. 

But as already noted, competition must be on a level playing field. For example, feeding out land to select developers, thereby short-circuiting traditional house builders, amounts to rigging the market in favour of one group at the expense of another. This is the very antithesis of competition. 

Towards the end, the Interim Report suggests RSLs should be given a greater development role. “There can be advantages from RSLs taking the lead on the development of sites, especially if the RSL can provide all the tenures. It ensures that full consideration is given to the balance, mix and location of the homes of different tenures.”

We would question the assumption lying behind this quote, namely that RSLs may be better able to create mix communities. All RSLs have experience in the social sector, some have experience with shared-ownership, and a few have put a toe in the water with purely private schemes. To reflect the broad balance of tenure across the country, we would expect large communities to have around 70% of housing for owner occupiers, including intermediate tenures, a significant proportion of the remaining 30% for the private rented sector, and the remaining share going to social housing. It is not at all clear why quasi-public sector organisations, with experience in a relatively small sector of housing, should somehow have greater expertise at planning whole communities than house builders who have commercial experience in by far the largest component of communities. House builders would not claim expertise in the social rented sector, but nor could most housing associations claim expertise in market housing. No one has a monopoly of wisdom in planning large communities. It requires the joint expertise of private house builders, commercial developers, RSLs, private landlords, urban planners, local authority planners, etc. 

One competition issue which the Interim Report does not address is the role of small and medium sized companies. As the NHBC figures quoted in HBF’s earlier submission show very clearly, there has been a dramatic reduction in the number of smaller house builders. In the 1970s and 1980s, the pattern was for the larger house builders to lose market share in the upswing and gain share in the downswing. In effect, smaller companies either entering the industry, or expanding, were a key supply adjustment mechanism. However during the 1990s this did not happen. While there have been some notable successes by smaller and medium companies, the broad picture is one of continuing decline. Increased regulation, the increasing complexities and financial requirements imposed by the planning system, and severe land supply restrictions explain most of this change. Under current policies, these factors seem likely to continue to restrict the activity of small and medium sized companies and reinforce the growing importance of the largest house builders. The Government’s focus on four growth areas, dominated by very large sites, and the complex and difficult Pathfinder areas, to the neglect of the multitude of local housing markets across the country outside these limited areas, will do nothing to help smaller and medium sized companies make their contribution.

4.6 TAXATION

HBF is very concerned about the treatment of taxation in the Interim Report. There is no acknowledgement that any increase in taxation would reduce land and housing supply, not increase it, a very odd omission in a report concerned with raising housing supply. The tax discussion in the report sometimes appears rather confused. And there appears to be support for the introduction of a positive rate of VAT on new homes without any apparent realisation that this would be extremely damaging for housing supply. 

However we are somewhat relieved by the recognition that there is a need for great caution when changing taxation to avoid adverse and unintended consequences and badly designed taxes.

Several times the report discusses the desirability of taxing the uplift in land values arising from a planning permission (the ‘economic rent’), although it acknowledges the failure of all past attempts and the considerable difficulties in designing such a tax. But nowhere is there an acknowledgement that this uplift is already taxed. Corporate land owners are liable for corporation tax if they sell land for development, and individual land owners are liable for capital gains tax. House builders must pay VAT – usually at 4% - on land purchases. The additional costs of the landfill tax, aggregates levy and climate change levy will largely come out of land values. S106 demands further eat into the land value available for land owners. Many of the regulatory burdens and costs imposed on developers, and utility charges and costs, which cannot be recouped from customers through higher prices, come out of land values. So the gains from planning permissions are far from being a tax-free windfall. 

There is also an important distinction between the short and long-term situations. In recent years, rapid house price growth has led to rising land values, so that economic rents have increased. However were the housing market to enter a period of much more subdued house price growth, or even of falling prices, this situation would change dramatically. It would be unwise to propose tax measures based solely on a temporary phase in the housing market cycle.

The Interim Report thinking about taxation is not always entirely clear. For example, there does not appear to be a clear understanding of the role of S106 planning obligations. Similarly, the suggestion that VAT should be equalised between new homes and housing repair and maintenance includes the very dubious claim that this would be a way of capturing some of the uplift in land values from residential planning permissions.

It is very important that these issues are clearly understood.

S106 agreements, as defined by Circular 1/97, are designed to cover matters which would allow developments to go ahead which would not otherwise proceed, very much in the spirit of the Barker Review. In practice, the clearly defined rules of 1/97 have been ignored and planning obligations have become a form of impact levy, a situation the ODPM now wants to legitimise. Both of these approaches depend critically on some form of necessity test. Demands must be directly related in some way to the development and its impact.

Taxation of the increase in land value from a planning permission is a quite separate issue. Treating S106 agreements as a form of land tax would be very undesirable. S106 agreements, even as a wider impact levy, will often involve some negotiation. A tax should not be negotiated, but subject to clear, fixed rules. Treating S106 demands as a land tax would also eliminate any need for a necessity test. Local authorities would then be free to try to maximise their tax receipts, regardless of the impact on individual schemes. Allowing S106 agreements to be used as a crude form of development land taxation would also raise substantial distributional problems. Districts with the greatest social and economic needs often have relatively low land values, and would therefore have limited potential for using S106 agreements as a tax on economic rents; while areas with relatively high land values often have rather less pressing social and economic needs.

Calls for the introduction of a positive rate of VAT on new homes have been made for some years, not least by Lord Rogers. In recent years, HBF’s annual Budget submissions to the Treasury have argued, we thought persuasively, that VAT would have a very damaging impact on the supply of new housing, would work against the Government’s efforts to increase the use of brownfield land and promote urban regeneration, and would undermine completely the Government’s efforts to increase planning gain and affordable housing contributions.

Current EU rules mean the Government could only introduce VAT at the full rate, currently 17.5%. A reduced rate of, for example, 5% would not be permitted. And under EU rules, once introduced at 17.5%, VAT could not be subsequently reduced – unlike previous disastrous attempts at land taxation which were all eventually withdrawn because of the damage they had done.

We quote below from our most recent Budget Submission, prepared before the Barker Interim Report was published:

“We hope our representations in the past have convinced the Treasury that a positive rate of VAT on new homes would be very damaging.

House builders would not be able to recoup VAT on new home sale prices because (a) they operate in a competitive market where prices are set largely by the 90% of transactions which are second-hand homes, and (b) they would have raised prices already if they could have done so.

In the short-term, unless there were adequate transition arrangements, VAT on new homes built on land house builders already owned would have to come out of profits. In the medium term, VAT would have to come out of land values, thereby reducing land values substantially.

The impact can be illustrated in a simple example. If we suppose the sale price of a home is £100,000 and land price is £30,000, VAT on £100,000 at 17.5% is £17,500. In the short term, this would eat up the entire profit on many home sales. In the medium term, £17,500 represents a 58% cut in the land price the developer could pay.

The adverse impact of VAT on new homes would not be confined to the house building industry and land owners.

On sites with low land values (e.g. in low-price areas, including many regeneration areas), and sites with large additional development costs (decontamination, infrastructure, etc.), land values would disappear, or even become negative. Therefore we would expect VAT on new homes to reduce house building numbers, already at historically low levels, with the biggest impact on brownfield and regeneration developments. 

In addition, if a large share of land values was to be taken out by VAT, there would be much less land value – if indeed any - to fund planning obligations demands, including affordable housing. In effect, VAT would lead to a big reduction in the flow of funds and other benefits to local communities, and a big increase in the flow of funds to the Treasury. 

VAT on new homes would not help alleviate house price volatility as it would apply to less than 10% of the housing market. Indeed it would worsen the situation by reducing private house building numbers.

In short, VAT on new housing would undermine achievement of five government policy objectives: meeting housing need, encouraging more house building on brownfield sites, promoting urban regeneration, increasing the supply of affordable housing and other benefits to local communities through planning obligations agreements, and an end to boom and bust.”

The Interim Report’s suggestion that VAT on new homes should be equalised with repair, maintenance and improvement (RMI), while no doubt theoretically attractive, in practice is a red herring. 

Equalisation rests on the assumption that there are cases where companies face an either-or situation – to repair a residential building, or to demolish it and build new homes – and that the different VAT treatments of these options influences this decision and produces a sub-optimal outcome. But such cases are rare. Most housing RMI is carried out by small contractors. House builders rarely buy existing dwellings, except where they buy houses on large plots to redevelop at a higher density. In such cases, the VAT treatment of RMI and new homes is not relevant. In the few cases where a dwelling is purchased and could be retained, VAT is only one of many financial and planning factors influencing the decision whether to refurbish or demolish and redevelop. 

So to summarise, the apparent support for VAT on new homes in the Interim Report rests on a largely theoretical argument – levelling the playing field between new build and RMI - and seems to ignore the enormous damage this would do to housing supply.

The Interim Report discussion then suggests there might be different VAT rates for housing on greenfield and brownfield sites, clearly illustrating the problems HBF has highlighted in its Budget submissions. At a practical level, we believe this would be almost impossible to administer as it would prove extremely difficult to decide whether many sites were brownfield, greenfield, or a mixture of the two. Lawyers and tax and planning consultants would be the main beneficiaries. This crude distinction also rests on the assumption that all brownfield sites have high development costs and relatively low land values, whereas all greenfield sites have low development costs and high land values. This is simply not the case. Some large greenfield releases require enormous infrastructure investment, while some urban brownfield sites may have a very high residual land value.

Finally, we are puzzled by the suggestion that VAT on new homes might be a form of land taxation: “such a system would also go some way to capturing part of the economic rent generated by the planning system currently accruing to land owners”. From an economic perspective, VAT on the sale price, with only an indirect relationship to land values, would be a very crude method of land taxation. While there is some relationship between sales prices and land values, this relationship will in practice vary enormously. Land values are influenced by a range of factors, not just the final sale price of the dwellings. For example, development costs and site infrastructure needs vary greatly and S106 demands vary across the country, and even within local authorities (as the Interim Report notes). On one site, VAT at 17.5% on a £150,000 house might still leave sufficient land value to persuade a land owner to sell. But on another, 17.5% on a £150,000 house could result in a zero or even negative land value. 

We are concerned about the possible taxation of permissioned land that has not been developed, or suggestions (quoting Hong Kong) that there may need to be “policies to ensure that this land [i.e. large sites] gets developed at a pace that benefits society”.

We had hoped representations from HBF and individual companies would have convinced the Review team that it is not in the interests of larger companies deliberately to restrict the pace at which large sites are developed. However there are cases where the pace of development will be restricted or slowed by influences beyond the house builder’s control. Local authority phasing is sometimes used to control the release of land on large sites. And if the local housing market slows, a house builder will be obliged to reduce production in order to avoid an excessive build up of unsold stock, or a sharp reduction in prices and profitability. To tax land in such cases would be very unfair and financially damaging.

Also, a tax on permissioned land might at best produce a short, temporary increase in housing production as land owners attempted to avoid the tax. However it would do nothing in the longer term to increase land supply or the supply of new homes.

4.7 “THE WRONG HOUSES”

Towards the end, the report falls into the trap of accepting “the wrong houses” argument, much loved by ODPM and the CPRE. It is accused of building too many larger dwellings which are not what the market needs, by contrast with housing associations. Understanding this issue properly will become increasingly important with the extension of housing needs assessments to cover housing demand across the whole housing market, not just subsidised housing.

House builders have always found this claim puzzling. If they were building units the market did not demand, they would have rising stocks of unsold homes, or profitability would be suffering from heavy discounting. Neither is the case, therefore companies must be meeting demand – i.e. building the “right” houses.

The issue is really one of perception: “wrong” from whose perspective?

New homes meet the gap between the supply of second-hand homes flowing onto the market and household demand. The evidence shows that within the constrained supply of housing, there has been a high level of demand for larger family homes, especially detached houses. New restrictions introduced in PPG3, especially restrictions on greenfield land and new rules on density and parking, have recently forced the mix of housing to shift away from detached houses towards flats. So house builders are building the “right” houses to meet market demand, within the constraints imposed by the planning system and within the very buoyant market conditions of the last few years.

The Government’s desire to protect green land has led it to impose higher densities. From this perspective, pre-PPG3 housing was “wrong” because it was judged to consume too much new land, independently of an judgement about market demand or need. In other words, an environmental concern has over-ruled market considerations.

In addition, the Government has quoted the household projections, which show rising numbers of small households, especially one-person households, to argue that there is a greater need for small dwellings than is currently being supplied. In other words, the Government believes it knows better than house builders what are the “right” houses, based on its interpretation of what the household projections mean for housing demand and need (see below).

As already noted, there has been a considerable shift in the mix of private new housing. The detached house share of output peaked in 2000 and, no doubt heavily influenced by PPG3, has subsequently fallen sharply. NHBC statistics for private registrations show that in 2003 Q3, for the first time, flats exceeded detached houses. Although this mix change has brought a modest rise in housing starts over the last two years, housing supply is still heavily constrained by restrictions on land supply.

But if the supply of housing land was increased sufficiently to allow house builders to meet a much higher level of demand, they would – if permitted - build a broader mix of units than under today’s heavily constrained supply conditions, including more smaller units. As discussed earlier in this submission, it is highly questionable whether there is a market nationally for 120,000 new private sector homes (current annual output in England) solely at PPG3 densities on urban brownfield land, let alone the substantially higher numbers discussed in the Interim Report.

From a market perspective, there is clear evidence that one-person households, like all other households, buy primarily according to what they can afford, not according to some strict bedroom standard. In many instances this translates into a demand for space.

The link between household growth and new housing is complex. More one-person households does not necessarily imply demand for more small dwellings. HBF has recently commissioned Professor Dave King to examine this issue, although his results will not be ready in time for the final Barker report. The fundamental problem is that simply comparing the different mix of the stock of households at two different points in time ignores the complex flows over time which result in this changed mix.

A simple example will illustrate the complexity of these links.

If an elderly partner dies, the number of couple households falls by one and the number of one-person households rises by one. In most cases, the surviving partner will remain in his or her existing home. Suppose at the same time two young people living at home get married and set up home together, resulting in an increase of one in the number of couple households. Suppose also that they intend to have children, so they seek a two or three bedroom house. The net household stock change from these two examples will have been no change in the number of couple households (one lost, one gained), and a rise in the number of one-person households (one extra). Yet the housing outcome of this net household change is that one additional family home is required. 

This simple example is very much in line with the trend in household growth over recent decades and with projected growth over the next two decades – rising one-person household numbers, especially retired households, and fairly static couple household numbers. 

The “wrong houses” argument essentially boils down to the degree to which a somewhat questionable environmental concern – protection of ‘green’ land – should over-ride the social and economic need to meet the widest possible range of housing need/demand.

4.8 “TRICKLING OUT” LARGE SITES

The report seems to have a rather ambiguous attitude to the pace at which housing is released on large sites. It accuses house builders of “trickling out” housing, but then explains the construction and market absorption constraints which determine the pace of release. Is the report suggesting that house builders, having paid the market price for land on the assumption of a certain pace of development and sale, should then flood the market with new housing to drive down local house prices, thereby undermining the profitability of the development, and no doubt aggravating existing local residents who would see the value of their assets collapsing? Is the report suggesting that in periods of extreme economic uncertainty, such as in late 2001, house builders should continue to develop at a rapid pace and simply ignore fears of a downturn in the market? This would not be expected of any other industry. The discussion also ignores the financial constraints on quoted companies. The City focuses on return on capital. A house building company sitting on excessive stocks of permissioned land would dilute its return on capital and would see its share price reduced accordingly. This is why companies often sell parts of large sites to competitors. In addition, the impact of local authority phasing is ignored and the report underplays the need to adjust output on large sites to meet changing market conditions.

5. THE INDUSTRY CAN DELIVER

To summarise the argument in our previous submission, the industry can deliver the required increase in housing output, provided:

· House builders, the industry’s bankers, suppliers, investors and the City are convinced the house building increase will be forthcoming and sustained,

· New policies are not introduced (e.g. taxation, excessive S106 demands) which undermine the viability of housing development, and current policies are independently reviewed to assess their impact on supply,

· The planning system is reformed so that more land with residential permission is provided, and the system is made much more efficient, predictable and preferably less complex,

· adequate infrastructure investment is provided (roads, schools, health facilities, policing, etc.) and, where necessary, large-scale land assembly and preparation is adequately funded,

· and the increase in house building is over sufficient time to allow the industry to adapt.

We have not changed our view. We still believe house builders, sub contractors and suppliers can deliver the skilled trades needed to produce the increase in dwellings, working with CITB and the educational institutions, in co-operation with suppliers, and even perhaps with some assistance from central Government. The industry can raise the finance required to fund the increase in output. There is no evidence of any shortage of development capital. New methods of construction will be adopted and new materials used, but only if they are financially viable, are adequately tested and have the support of the warranty bodies and lenders. Indeed there is already a great deal of work going on within the industry, and between house builders and suppliers, to introduce new construction methods. Capacity in the supply industries will continue to increase as volumes increase. Costs will fall and the use of new techniques and materials will become more financially attractive. Innovation and best practice will spread as house builders follow the pioneers, as in any industry. A recent international study by BSRIA found Government support for innovation in house building has been effective in other countries.

But all of these will only happen, or will happen much more quickly, if the industry and investors are convinced housing output is going to achieve a significant and sustained increase. 

The accusation that the industry is inefficient, while easy to make, is naïve. Most house builders maintain very tight control over costs and they operate very lean and efficient operations, practices that are reinforced by intense competitive pressures in the land market. If there were ultra-efficient methods and cost savings waiting to be exploited, some house builders would have introduced them and beaten their competitors in the land market with higher residual values. 

After quoting the apparently lower labour intensity of social housing provision in some other countries, the Interim Report accepts that UK private house builders can deliver homes faster. 

Also, the complex, highly interventionist and often personalised decision-making of the English planning system must be taken into account in international comparisons. House builders may seem reluctant to adopt new techniques, but their behaviour is a perfectly rational response to the conditions in which they operate. If the Government wants this response to change, so that new techniques are adopted more quickly, it must create more favourable conditions by reforming the planning system. Also, the industry is very mindful of the disastrous UK post-war public housing experience with pre-fabrication, the demise of timber frame in England in the 1980s following an irresponsible television programme, and more recent large-scale failures in other countries. UK house builders, mortgage lenders and warranty providers must adopt new techniques very cautiously. Home owners will not thank the industry if, years from now, there are large-scale failures of privately owned dwellings.
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