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Foreword 

The supply of new homes is intricately linked to every aspect of housing policy 
and to many of the economic and social issues faced by the UK. In 2009, BSHF 
conducted a review of the UK housing system called The Future of Housing. One 
of the key areas for attention identified was broadening the range of housing 
providers to increase housing supply, reduce house price volatility and increase 
choice. A year later, analysis of support with housing costs, particularly Housing 
Benefit, highlighted the clear links between increasing costs and the undersupply 
of new homes.  

Much has been written about the need to increase housing supply, including 
major reviews by Kate Barker and John Callcutt. However, the financial crisis of 
2007/08 saw housebuilding completions drop to their lowest level since the 
Second World War. At the same time the Coalition Government is implementing 
significant policy changes that will affect housing supply.  

BSHF considers now to be an opportune moment to look at housing supply. As 
an independent housing research charity, BSHF co-ordinated a Consultation on 
the subject at St George’s House, Windsor Castle. In June 2011, experts from a 
broad range of backgrounds, including academia, central government, trade 
bodies, housebuilders, housing associations and the media, joined BSHF at 
Windsor Castle. Over three days, these participants engaged in a detailed and 
wide-ranging discussion of this issue, which sought to challenge simplistic thinking 
by creating space for ‘high-quality disagreement’. This Consultation sought to 
move the debate forward, to highlight new ideas and challenge some of the 
current assumptions, and ultimately to provide a high-level strategic approach to 
tackling the problem.  

This report outlines the findings of the Consultation and has five main sections: 

 Why do we need to increase supply? 
 Why is there undersupply? 
 How is the government responding? 
 What more needs to be done? 
 Strategic objectives for increasing supply 
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Executive summary 

The UK’s historic and growing undersupply of housing has a substantial impact on 
the country: it affects individual households, who struggle to find housing that fits 
their needs at a price they can afford; it affects the wider economy, creating a 
drag on growth and hindering labour mobility; and it affects society, worsening 
inequality and amplifying the challenges of demographic change. 

This undersupply of housing is a longstanding problem, which has been 
exacerbated by the financial crisis of 2007/08. The structural problems – such as 
those related to land and planning, opposition to development, and the 
operation of the construction industry – have been compounded by increased 
restrictions on finance and mortgage availability.  

The current government, like the last, is publicly committed to a vision for 
significantly increased housing supply, and is implementing a variety of policies 
across different aspects of housing supply. However, critics suggest that these 
changes are insufficient to deal with the scale of the problem. Significant change 
is necessary if the country is to get the housing it needs. With the 
recommendations presented in this report, it is also possible. 

The government needs to ensure the good intentions of the vision for increased 
supply feed through to workable, detailed policies that ultimately deliver the 
homes the country needs and places that are better to live in. Like many elements 
of the housing problem, the solutions are often local in nature, or need to be 
flexible to respond to local situations. There is not one national housing crisis, but 
many local housing crises, affecting individual villages, neighbourhoods, towns 
and cities in different ways. This does not, however, lessen the need for strategic 
larger-than-local responses to help address these crises. 

At present, however, there is an absence of clearly articulated strategic objectives, 
to provide a coherent framework within which individual policies can be 
developed, to contribute to the overall vision of greater supply. The following 
strategic objectives would work together to overcome many of the substantial 
barriers to delivering sufficient housing. Under each strategic objective further 
recommendations have been made for changes that could increase supply. 

1. Build new places. Local authorities should take a leading role in assembling 
land and parcelling it out to a range of suppliers, to increase competition 
amongst firms and between different models of development. 
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Developing new places will often be an appropriate way of helping to meet 
the housing needs in an area, and local authorities’ long-term interest in their 
locality, combined with their practical functions, makes them a key part of 
this process. The specific approach will vary from very small developments to 
sustainable extensions or new settlements depending on the local context. 
Whilst this objective naturally relies on local authorities displaying leadership, 
there is also a substantial role for central government to provide support. 

2. Enhance delivery of land. Those who own or control land that is suitable 
for housing need to be encouraged to bring it forward for prompt 
development at values that will secure appropriate quality. Government 
policies, regulations and taxation structures create certain patterns of 
incentives, which may or may not support the prompt development of land. 
These rules and their consequent incentives should be aligned to ensure that 
they provide the maximum possible incentive for development. 
 
It is essential to ensure that landowners are encouraged to release land 
holdings, that local authorities provide a suitable supply of land with 
planning permission, and that, once it has permission, incentives act to 
encourage its prompt building out. 

3. Ensure that an appropriate range of finance is available to support 
development. Following the global financial crisis, there has been a 
fundamental change to the financing of housing supply and purchase, in 
addition to short-term credit constraints. Government and the housing sector 
need to ensure that these changes are adapted to, so that housing supply is 
not inhibited, and that funding is available for the infrastructure needed to 
boost growth, and cope with climate change.  
 
In order to increase housing supply there needs to be a sufficient quantity of 
development finance available, which should ideally be diversified so as to 
be less sensitive to shocks in one part of the system. There should also be 
sufficient mortgage finance available so that people are able to purchase the 
private sector housing. An important balance exists to ensure that finance is 
made available appropriately: reckless mortgage lending is not in the long-
term interest of the borrower, the lender, or society. 

4. Maximise the use of the existing building stock. The existing stock of 
buildings, including empty homes and some commercial properties, 
represents a potential source of additional housing. Where possible this 
should be brought into use to help to meet housing needs. 
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The nation’s empty properties represent an underused resource in increasing 
housing supply. Whilst they can be vacant for any number of complex 
reasons, making it important to be realistic about their potential contribution, 
they can be brought into use through a variety of mechanisms, including 
community-based models. 
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Introduction 

The UK’s housing supply problem 

Over several decades the UK’s housing system has exhibited a growing number of 
significant problems. On average people are now paying more to live in homes 
that are often more crowded.1 Many people have less choice about where they 
live, creating longer journeys to work and separation from friends and family.2 
The use of housing wealth as a way of saving for retirement is becoming 
increasingly problematic.3 

As well as issues that are directly linked to the nation’s housing supply problems, 
the impacts are felt more widely, due to the inter-relation between housing and 
the big issues facing society and the economy. 

Housing is the unspoken problem in many of the big issues we face as a society: 

 It has been described as the wobbly pillar of the welfare state.4 Due to 
the huge variation in housing costs around the country, it requires special 
treatment in our benefits system. Unlike other elements of the benefits 
system such as Jobseekers’ Allowance, which can be paid at a flat rate across 
the country, rental support is either provided by subsidising the capital cost 
of a home and making it available at a low rent level, or through Housing 
Benefit payments that reflect the widely varying rental costs in the private 
sector. 

 The response of housing to an ageing population will be vital for ensuring 
older people can live in dignity and enjoy a decent quality of life. The 
housing stock will need to meet changing needs, which will require attention 
to physical differences, but also, for example, to social aspects such as 
ensuring that high quality accommodation is available in the places that 
older people want to live. At a societal level, the structure of our housing 
system interacts significantly with the pension system, as those reaching 
retirement without substantial housing assets will ultimately need a source of 
revenue to cover their housing costs for the rest of their lives.5 

 It is at the heart of inequality in wealth and social mobility. A better 
housing system is a key part of creating a fairer, healthier, more educated 
society.  
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Housing is also a misfiring cylinder in the UK economy: 

 It is a drag on economic growth and hinders improvements in our standard 
of living. The volatility of the housing market and housebuilding has a 
negative impact on economic growth.6 

 It blocks labour mobility and investment. High house prices can make it 
difficult to move to find work and act as a barrier to job creation. Rising 
house prices ‘crowd out’ productive capital from the rest of the economy.7 

 It is a cause of unemployment. Job losses in the construction industry may 
account for up to half of all job losses during the credit crunch.8 

 It leaves the nation exposed to changes in the global economy. House 
price booms make the economy more vulnerable to external shocks. The 
credit crunch was in part linked to problems in the UK housing system. 

 The amount of national wealth and debt tied up in the housing market, 
during the most recent housing boom, has been described by one 
commentator as “the greatest misallocation of … resources imaginable.”9 

The supply of sufficient homes (in terms of quantity, quality, and location) is a 
key issue in relation to these problems. However, even prior to the recession the 
UK’s housing supply system was not providing sufficient homes. The highest level 
of housebuilding in the last two decades was 219,000 completions in 2006/07, 
short of the 235,000 new households formed that year.10 Since the recession the 
situation has got much worse. In 2010 the UK population increased by 470,000 
people; in the same year 147,000 dwellings were completed.11 Although 
comparing aggregate figures for population and dwelling increases is not a 
perfect measure (e.g. it does not reflect the wide geographic variations in housing 
need and demand, or the supply of empty properties being returned to use), it is 
clear that the housing system is not delivering the homes the nation needs. Even 
if housing supply returns to pre-recession levels the problems will continue to 
grow; if it fails to reach those levels, the shortages will be even more acute. 

In addition to the insufficient quantity of supply, there is also a problem of 
quality: homes in the UK are small in comparison with other nations, and average 
sizes are getting smaller.12 In terms of environmental quality, almost half of 
homes have the poorest Energy Efficiency Ratings of E, F, or G and only around 
one per cent have the top A or B ratings.13 Although the situation has improved 
over recent years, in 2009 (the most recent year for which data are available) 
some 20 per cent of households lived in homes assessed as having “substantial 
disrepair”, eight per cent of dwellings had damp problems and 12 per cent were 
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assessed to have serious hazards relating to falls. 14 Against the Commission for 
Architecture and the Built Environment’s Building for Life standard, 18 per cent 
of developments of new homes in England were rated good or very good, and 29 
per cent were rated as poor.15 

The impact of these problems is all the more important because “Homes are the 
anchor points of lives, not mere boxes for living in”.16 The quality of our built 
environment, the quantity of housing available, and its distribution have real 
impacts on people’s lives. Addressing the undersupply of housing will help to 
address these problems but will not, on its own, resolve them. However, without 
increased supply most of the problems are likely to worsen. 

What happens if housing supply does not increase? 

Whilst it is impossible to predict precisely the impact of different levels and types 
of housing supply, some likely outcomes of continued undersupply can be drawn 
from existing trends and known relationships. It is already clear, for example, that 
housing markets around the country behave very differently. Many high-price 
areas enjoy low unemployment, making them attractive to those seeking work. 
Continued undersupply, leading to further house price inflation in these areas, 
might increase barriers to labour mobility, as those seeking relatively low-paid 
work might be unable to move to these areas. These problems are likely to be 
exacerbated by welfare reforms that seek to limit access to expensive housing by 
those in receipt of state support. 

A combination of further house price inflation, arising from undersupply, and 
suitable properties not being built, could act to increase constraints on would-be 
first-time buyers. This would be likely to increase demands on the private rented 
sector, and may push up rents. For aspiring buyers, this would increase the 
difficulty of saving for a deposit, whilst for those requiring support to afford rents 
in the private sector it could lead to an increase in the state’s housing benefit 
expenditure. If households were spending more of their income on rent, it is 
likely that, consumer spending would be suppressed, with resultant impacts on 
the economy. 

If housing in general continues to get more expensive relative to incomes, some 
households will have to occupy cheaper homes that are not fully suitable for their 
needs, which would tend to result in more people living in overcrowded and 
poor quality accommodation. These conditions have wide-ranging impacts on 
households’ lives, including their wellbeing, health and children’s education.17 As 
well as the distressing effects on individual households, this could lead to 
increasing pressure on the NHS, social services and police. This pressure on public 
services is likely to require expensive capital investment to resolve. 
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If access to market housing becomes more constrained or expensive it is likely 
that pressures would be transmitted to other parts of the system, and demand for 
social housing may increase. The existing residualisation of social housing (which 
describes the process of its changing from being a tenure that housed a relatively 
diverse cross-section of society towards a focus on housing only the poorest and 
most vulnerable) could be compounded by this. If this occurred, efforts to 
generate mixed communities could be hindered, the management of social 
housing could be made harder by antisocial behaviour and we may see an 
increase in pockets of severe deprivation. It has also previously been noted that 
pressures on social housing stock can lead to increased tensions between 
communities, with it having been cited as a potential contributory factor to the 
growth of the BNP in some areas.18 

There also appears to be a risk that the longer the level of housing supply is 
suppressed, the harder it may be to recover. Over an extended period of reduced 
housing construction skills shortages build up in the industry as, for example, 
those laid off in the downturn find jobs in other sectors. Following the last 
recession, employment and training in the construction sector took ten years to 
recover, and there is an expectation that workers who are made redundant in a 
downturn are lost to the industry forever.19 

Increasing problems in the housing system might be expected to lead to a 
national outcry, making housebuilding once more the national priority it was 
after the Second World War. However, this may not be the case: many housing 
problems go largely unnoticed in the public consciousness, and might remain so, 
even if they worsened. 

Why are housing problems not more visible? 

Problems caused by housing undersupply are largely unseen. They receive 
sporadic attention in the media and are not a school-gate conversation topic. 
Much of the impact of these problems is experienced literally behind closed 
doors. Education and healthcare are accessed in shared communal spaces; police 
visibly patrol; and buses pass up and down our streets. Housing is different. Our 
homes are private spaces for those close to us. Few people may enter, particularly 
if we perceive them to be inadequate or not matching the standards that we 
expect. Housing as a broad topic rarely tops the list of public concerns20 and yet 
individual housing problems fill the mailbags of MPs from across the country.21  

The worst housing problems affect only some parts of society. Much of the 
population is well housed and benefits from the status quo. They may be 
unaware of the significant harm the system is doing to others, or unwilling to give 
up the benefits that the current system has given to them. Crucially, the 
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beneficiaries tend to be those with the greatest power and wealth, which gives 
them the loudest voices in housing debates. Those who are most affected by 
housing crises may struggle to have their say, or may not realise that their 
personal circumstances are part of a wider problem in society. There is no social 
consensus that more housing would be positive, or is a national priority. 

Acknowledging and responding to the housing crisis may challenge deeply held 
cultural assumptions. We are a nation that views itself as a green and pleasant 
land, that dreams of an escape to the country and controls development with a 
strict planning system. Too often debate about housing is dominated by the 
desire to protect an imagined past rather than respond to the realities of the 
present or the need to deliver a better future. The UK needs a clear vision for 
housing in a country where global cities can coexist with market towns and a 
sustainable countryside. Other assumptions surround tenure, for example the 
framing of homeownership as the ‘natural’ tenure of choice.22  

The complexity of the housing undersupply problem also makes it difficult to 
tackle. Politicians and the media struggle to convey simple and interesting 
messages to the wider public about housing that move beyond simplistic 
discussion of house prices. In reality, there is not one national housing crisis but 
many local housing crises, as different areas struggle with very different economic 
and social challenges. There will be no simple, one-size-fits-all solution to these 
challenges, but rather multiple, multifaceted responses are required. Even the 
most ingenious and effective responses will provide few quick fixes. It will take 
years, maybe decades, of determined action to solve a problem that has been 
building for a generation.  

Insufficient actions to address the scale of the problem 

Whilst the problems of housing undersupply have been building for a generation, 
some politicians have sought to address the issue. There have been multiple 
reviews into aspects of housing supply in the last decade including the Barker, 
Callcutt, Killian Pretty and Ball Reviews. The Coalition Government has outlined a 
number of significant changes that are intended to increase supply. There is 
broad agreement across the political spectrum at central government level that 
increased supply is desirable, with both the existing Planning Policy Statement 
that was in place under the Labour government and its replacement proposed by 
the Coalition Government citing increasing the supply of housing as a key 
objective for planning policy.23 

However, it remains questionable whether the actions being proposed to meet 
this objective are significant and coordinated enough to deliver the vision. In 
particular, it appears that there is little appetite to substantially increase the 
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amount of funding dedicated to meeting the aspiration, with £20 billion per year 
spent on supporting housing demand through Housing Benefit, £16 billion of tax 
breaks for owner occupiers, but less than £2 billion per year spent on supporting 
supply.24 

How can the necessary homes be delivered? 

An aspiration of a housing system that will deliver decent and affordable housing 
for the current and future generations is easy for nearly everyone to agree with. 
The difficulty is turning that aspiration into a reality. 

It is vital that there is a vision for how things can be better. Planners, architects 
and housing experts often have a vision for how our current and future 
communities could be greatly improved. Continental examples show that housing 
supply can be delivered in better and quicker ways than it currently is in the UK. 
However, there is a need to articulate that vision to the general population so 
that the expectation of better communities and homes seeps into the public 
consciousness, reducing opposition to development. 

Alongside a vision there needs to be a clear and coherent plan that will deliver 
progress in the right direction. The right incentives must be in place to support 
housebuilding and ensure that unnecessary barriers are removed. Local 
authorities need to have the capability and confidence to shape the communities 
in their local areas. Different types of supply models should be encouraged, to 
find new ways of delivering more and better homes in the places where they are 
needed, and in a way that is more responsive to demand. Sufficient social 
housing is needed to ensure that households who cannot access the market are 
able to find decent and affordable homes. We need to make sure that we are 
making best use of the existing homes that we have.  
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Section 1: Why do we need to 
increase supply? 

Growth in demand for housing 

Demand for housing in the UK has increased considerably over the last two 
decades. Estimates from the Organisation for Economic Co-operation and 
Development (OECD) suggest that until the credit crunch demand was driven by 
rising incomes, growth in the number of households and lower mortgage rates.25 

Incomes rose continuously between 1992 and 2007. During this time there 
was continuous growth of real household disposable incomes by between 1.1 
and 4.0 per cent per annum.26 Data from the ONS suggests that “between 1998 
and 2009… the average growth in earnings for full-time employees was 4.2 per 
cent. On average, over this period the CPI increased by 1.9 per cent and the RPI 
by 2.8 per cent per year, meaning that earnings grew at a faster rate than 
inflation.”27 However, it should also be noted that house prices rose significantly 
more than earnings over the period.28  

The number of households in the UK has also grown considerably in the last 
two decades from 22.9 million in 1991 to 26.0 million in 2008.29 Between 2001 
and 2008 an average of 218,000 households were formed each year in the UK.30 
This growth in households is expected to increase with an additional 272,000 
new households in the UK each year until 2033 due to an ageing population, 
increasing numbers of single person households and migration.31 

Many UK households gained access to lower mortgage rates in the 1990s and 
early 2000s due to liberalisation of the mortgage market.32 Rising incomes 
reduced the relative cost of mortgage repayments through much of the 1990s 
until rising house prices reversed this trend through the 2000s. Greater access to 
high loan-to-value mortgages (e.g. 100 per cent of value) maintained access to 
mortgage finance for many households until the credit crunch in 2007.  

Housing supply has not matched demand 

Housing supply has not responded to this increase in demand. UK per capita 
building rates are low by comparison with other advanced economies, as well as 
historically compared with the population level.33 “The increase in housing stock 
– about 14 per cent from 1995 to 2007 – has been insufficient to offset the 
demand factors.”34 Figure 1 indicates that between 1990 and 2009, an average 
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of 190,000 dwellings was completed each year in the UK. This dropped to 
134,000 completions in 2010, the lowest number since the Second World 
War.  

Figure 1 Permanent dwellings completed, 1949 to 2010, UK35 
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The number of housebuilding starts increased between 2009 and 2011. In 
quarter one of 2011 there were almost 30,000 starts in England compared with 
just over 15,000 for the same quarter in 2009. (A dwelling is recorded in the 
statistics as started when work begins on the laying of the foundation.) However, 
this is still well short of the pre-recession levels of almost 50,000 starts in quarter 
one of 2008. Similar trends are found in housebuilding in Northern Ireland, 
Scotland and Wales. Housebuilding in the UK has been badly affected by the 
credit crunch and subsequent recession. The industry has seen falls in activity that 
are comparable with countries such as the USA, Spain and Ireland, which 
experienced housebuilding booms in the past decade.36  
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Figure 2 Housebuilding starts, England37 
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A government sponsored review of the impact of the recession on the 
housebuilding industry noted that following the crashes in the 1970s and 1990s, 
the industry took ten years to recover to pre-recession levels: 

“construction capacity is lost; banks become reluctant to lend to 
developers; and those holding back land supply in the planning system 

become galvanized, perhaps remembering the excesses of a recent boom 
rather than recognizing the needs of the future and the urgency of 

facilitating recovery. What is more, policy takes a long time to adjust to 
new realities.”38 

The uncertain economic outlook increases the likelihood that housebuilders will 
be cautious about their output. The report noted that in addition to this general 
uncertainty “there may also be particular ways in which the housing supply 
process operates that heighten builders’ perceptions of risks or dampen 
profitability. These constraints are more important in a downturn than during a 
boom; simply because profitability in general is much lower then, so such factors 
weigh more heavily upon decisions.”39 This led the report’s author to conclude 
that “the risk of a slow recovery in housebuilding is high.”40  

Taken together, the evidence suggests that the UK has not been building enough 
new homes for many years. However, this situation has become more acute since 
the onset of the credit crunch and levels of supply may be restricted for many 
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years without additional action. In order to assess what action might be required 
to address undersupply it is important to be clear about how many news homes 
are required. 

How many homes do we need? 

As highlighted above, overall population levels in the UK are continuing to 
increase, with the mid-2010 count being 62.3 million, up 470,000 (0.8 per cent) 
on the previous year – the most rapid increase since 1962.41 The number of 
households is expected to increase by 272,000 per year until 2033 which will 
significantly increase the pressure on limited housing supply.42 

In addition to housing need arising from new households, there is the backlog of 
constrained need and demand, where housing demand has outstripped supply 
over the last decade. In recent years, household formation has been lower than 
projected from demographic trends due primarily to economic constraints.43 This 
takes the form of, for example, concealed households and those living in 
temporary accommodation. In order to address this over the period 2008-2026, 
the National Housing and Planning Advice Unit (NHPAU) estimated that 27,500 
homes need to be built annually in addition to those required to meet newly 
arising need.44 In order to also take into account the natural vacancies in stock 
and the growth in second homes, the NHPAU modelling suggests that 261,000 
net additions to the English housing stock are required annually to address this 
housing need and demand.45 However, others have suggested that the figure 
needs to be much higher if past shortages are to be addressed and certainly if the 
affordability of the existing stock is to be increased.46 One of the most substantial 
studies of the effects of construction rates on affordability, which used 
econometric modelling to analyse different build rates, found that increases in 
construction have to be large to have significant effects on affordability, where 
affordability is measured in terms of the ratio of lower quartile house prices to 
incomes.47 

This broad picture needs to be considered in the light of different local contexts. 
In a significant number of areas, many of which are in the North of England, 
there is low housing demand, whereas in London there is continual pressure on 
housing, with the costs of private rental and home ownership increasing.48 As 
well as needing to build the right number of homes in the right places, it is also 
important to build the right types of homes for our changing demography. There 
is a need to build homes that better suit the needs of our ageing population49 
and the growing number of single person households.50 

The levels of supply outlined above are focused primarily on addressing housing 
need. However, this is not the only way of conceptualising undersupply, as 
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demand and aspiration are also important issues to consider. The different calls 
on housing are not unrelated: in broad terms, if a relatively wealthy household 
consumes more housing resources than it strictly needs, for example by having a 
second home, it removes that home from the pool of property available for 
households experiencing actual housing need. 

Consideration of short-term expressed demand for housing must be balanced 
with an understanding of the long-term patterns of housing need, since in the 
short term “demand is mediated by the ability to fulfil it”.51 This creates an 
effective demand for housing which may be different to long-term demographic 
trends. Effective demand is particularly dependent on house prices and mortgage 
lending. Long-term planning in respect of housing need is generally based on 
demographic projections, particularly the likely number and composition of 
households. 

This raises the question of whether this undersupply is a problem. Does it 
represent local housing markets balancing different levels of housing supply and 
demand or is it a symptom of market failure? To consider this question fully it is 
worth assessing the impact of undersupply on the economy, individuals and 
wider society. 

Impact on the economy 

The role that housing supply and house prices play in the UK economy does not 
receive the attention that it deserves, as there is increasing evidence that 
restricted housing supply is damaging the rest of the economy. 

House price increases 

There are at least two significant ways in which house price increases can impact 
on the wider economy. The first mechanism is that house price increases cause a 
greater share of people’s wealth to be expended on their housing, lowering the 
amount that is available for investment in productive enterprises. Secondly, by 
worsening affordability, house price increases can, in some circumstances, act to 
restrain labour market mobility. It appears that the housing market can prolong 
unsustainable booms and also exacerbate recessions and downturns, although it 
should be acknowledged that the precise mechanisms remain the subject of 
debate amongst economists.52 

Increasing house prices in the UK are well documented. The magnitude of this 
growth in the last 40 years is illustrated in Figure 3. Average UK house prices in 
2010 were over four times higher than those in 1990. Even adjusting for 
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inflation, house prices had more than doubled in less than 20 years. There has 
been significant regional and local variation in both house prices and house price 
increases. In 2010, average house prices in London were £385,000 which was 
more than double the average for the North East of England at £162,000.53 
Some local areas, such as central London and popular coastal areas, have seen 
much greater increases in house prices. In the first quarter of 2011 the median 
house price in Westminster was £600,000, nearly five times higher than in 
1996.54 The average house price in Middlesbrough is £96,000, which is just over 
twice the price in 1996. 

There have also been significant variations in the responses seen to the downturn, 
with Northern Ireland being an extreme case, having experienced a fall in 
average house price estimated at up to 50 per cent.55 This is compared with a 
five per cent fall in England and five per cent increase in London over the same 
period.56 

Figure 3 UK House Prices (adjusted for inflation), 1975 to 201157 
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There is clear evidence that the increase in house prices over the last two 
decades is closely linked to a shortage of supply, although, as noted above, 
studies have found that large increases in construction would be required to 
address affordability. In 2004, HM Treasury noted that “high house price growth 
and volatility, [reflects] to a significant extent the low supply response of 
housebuilding in the UK”.58 It is widely agreed that housing supply in the UK is 
less responsive to changes in price than other developed economies.59 Research 
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published by the Department for Communities and Local Government suggests 
that “house prices are significantly higher in areas where supply is more 
constrained. There is also a clear link between constrained supply and housing 
affordability more generally.”60 The OECD reviewed house prices in the UK and 
concluded that “high house values reflect … tight supply more than excess 
demand”.61 

Volatility of house prices 

The UK housing market is much more volatile than many other OECD members 
and has repeatedly experienced significant house price cycles over recent 
decades. There is evidence that the volatility of house prices is particularly 
damaging to the UK economy. This volatility is closely associated with 
restricted housing supply. “In general the tighter the underlying housing market 
conditions, the more likely a sudden increase in demand is to result in a rapid 
increase in prices, setting off another house price boom. In this way underlying 
supply constraints and volatility are linked.”62  

Housing is a vital, and underappreciated, component of macroeconomic 
stability.63 House price booms make the economy more vulnerable to external 
shocks. Before the credit crunch, former member of the Bank of England 
Monetary Policy Committee Kate Barker had observed that weak housing supply 
leads to greater risk of macroeconomic instability.64 This was demonstrated 
during the credit crunch and subsequent recession. The OECD suggests that: 

“A combination of favourable economic and financial conditions and tight 
housing supply led to sharp increases in real house prices between the mid-

1990s and end-2007, which spurred household consumption. While this 
boosted output growth, economic and financial weaknesses mounted, 

leaving the economy vulnerable to the global financial crisis.”65 

The financial crisis itself was closely linked to problems in the housing systems of 
many countries, particularly the USA. The sharp reduction in housing demand 
stifled construction in several countries, including the USA and Ireland; and the 
damage to financial institutions made investors and lenders strongly risk averse, 
reducing the supply of credit and subsequently leading to declining asset values.66 

This is a situation that is likely to persist for as long as significant amounts of 
national wealth and the activities of their financial systems are devoted to 
housing costs, and particularly the opportunity costs of financing the speculative 
price of land. 
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Housebuilding industry 

Housebuilding is a significant part of the UK economy and the scale of the 
industry is demonstrated by sales figures from before the recession. In 2007, 
197,000 new homes were built in the UK representing around £44 billion of 
sales.67 This compares to £38 billion of retail sales on textiles, clothing and 
footwear in the same year.68 However, by 2010 the value of private new house 
sales had halved, reducing turnover by £22 billion.69 There are also close links 
between housing and the growth of the wider economy. Evidence from the Bank 
of England shows that “dwelling investment can have a large impact on GDP 
growth.”70 Dwelling investment (both housebuilding and home improvement) 
accounts for about 4.5 per cent of GDP. However this type of investment is 
volatile and has made a disproportionate contribution to economic cycles since 
1970. For example, the Bank of England identified a fall in dwellings investment 
at the start of 2008 as a key driver of the wider contraction in GDP during that 
year.71 It has been argued that the undersupply of housing restricts economic 
growth which reduces standards of living for everyone in the UK.72 

The construction industry is a significant employer in the UK. Just over 1.23 
million people were employed by the sector in 2010 which represents about five 
per cent of the total workforce.73 The size of the construction workforce follows 
the activity of the sector, including housebuilding (see Figure 4). Between quarter 
one of 2009 and the same quarter in 2010 the number of employees in the 
construction industry fell by 150,000. This represented an 11 per cent fall in the 
size of the sector in one year. Job losses in the construction industry may account 
for up to half of all job losses during the downturn.74 The construction workforce 
was still shrinking in 2011 even though the overall workforce was beginning to 
grow.75 This change in the size of the workforce could have a lasting impact on 
the sector. The recession of the 1990s led to a “missing generation” in the 
construction workforce that is still noticeable today.76  
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Figure 4 Number of employees in construction industry, UK77 
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There are few data on the number of people employed specifically in 
housebuilding, but in 2005 it was estimated to be 285,000 (21 per cent of the 
total construction workforce). This represented about 1.5 employees per 
completed dwelling in that year.78 This means that any increase in housing supply 
is likely to support local labour markets. Given that the housebuilding industry 
operates across the UK, this has the potential to bring employment to many 
areas. For example, if housebuilding completions in the West Midlands return to 
the levels seen prior to the financial crisis it would add 8,000 jobs to the area.79  

Housing wealth and consumer spending 

Property wealth represents the largest store of wealth in Great Britain. Net 
property wealth accounted for almost 40 per cent of wealth between 2006 and 
2008.80 Residential buildings are valued at over seven times the combined value 
of commercial, industrial and other buildings.81 In 2009, the value of owner 
occupied housing was estimated to be £3.5 trillion, which was over two and a 
half times GDP for that year.82 This represents a rapid increase since 1996 when 
housing wealth represented 25 per cent of wealth.83 Martin Weale, a member of 
the Bank of England’s Monetary Policy Committee, has argued that rising house 
prices ‘crowd out’ productive capital from the economy: 
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“Rising house prices reduce the need for people to save to finance their 
retirement… [They] have the effect of depressing saving which either 

reduces the economy’s stock of productive capital (crowding out) or results 
in investment being financed from abroad, with a similar effect.”84 

One of the major links between housing and the rest of the economy is through 
consumer spending. Rising house prices have been linked to increased 
consumer spending in the UK in recent decades. Every £1,000 increase in house 
prices is likely to increase consumer spending by around £70.85 This is important 
when a one per cent increase in house prices adds around £35 billion to overall 
housing wealth and might increase consumer spending by almost £2.45 billion. 
However, this effect is likely to be strongly pro-cyclical, funding significant 
spending during economic booms and contracting rapidly during recessions; 
consequently it will tend to add to instability in the wider economy. 

Conversely, negative equity is linked to higher rates of savings.86 “A 10 per 
cent drop in house prices is estimated… to reduce GDP by between 0.2 and 0.85 
per cent over each of the first three years of a downturn.”87 

There is also a wider link between housing costs and consumer spending. If 
housing costs take up a greater proportion of income, it leaves less income 
for other types of spending. The percentage of household expenditure spent on 
housing costs (excluding mortgage interest) in the UK has risen from 15 per cent 
in 1970 to 21 per cent in 2009.88 

Labour market problems 

Housing supply and the associated problems of high house prices and 
affordability problems are also linked to wider problems in the labour market. 
“Lower rates of housebuilding can lead to significant regional house price 
differentials and regional price expectations, reducing labour mobility and 
constraining productivity.”89 Key workers such as nurses, fire-fighters and some 
local authority staff struggle with affordability problems in some parts of the UK, 
particularly Southern England. A study from the University of York suggests that 
“the impact on recruitment and retention of key workers appears to be 
problematic in several locations and is particularly linked to the retention of 
skilled key workers once they have been in post a few years and reach the age at 
which they wish to settle and buy a home.”90 Private sector companies also 
struggle to recruit and retain staff in high cost locations, but are perceived to have 
more flexibility around pay and conditions than many public sector employers.91 
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The undersupply of housing and high house prices is having a number of negative 
impacts on the UK economy. These range from relatively localised problems with 
labour supply to very serious increases in the vulnerability of the whole economy. 
“A well functioning housing market is essential for economic prosperity”.92 The 
UK housing market, particularly housing supply, is currently failing to meet that 
standard. 

Impact on households 

Undersupply of housing and high house prices have a clear impact on individual 
households. The current situation is beneficial for many households, particularly 
some owner occupiers who stand to gain from rising house prices (often 
depending on when they purchased their home, how much outstanding 
mortgage debt they have, and whether their future moves are likely to be into 
larger, more expensive properties, or downsizing). However, an increasing 
number of households experience difficulties that are related to undersupply of 
housing and high house prices. There is evidence that undersupply is limiting 
choice for a variety of different types of households.  

Undersupply may constrain the choice of tenure experienced by many 
households. Housing tenure is linked to consumer satisfaction, stock condition, 
security of tenure and the ability to build up assets.93 Many households, 
particularly younger households, now have a more restricted choice of housing 
tenure than previous generations. Access constraints can apply across all three of 
the major tenures, in different circumstances.  

 For the first time in a century the number of owner occupiers has 
decreased, while simultaneously the private rented sector has grown rapidly, 
increasing by one million households between 2005 and 2009.94 Analysis of 
this growth in private renting suggests it has largely been driven by people 
who aspire to owner occupation but cannot access it. Restrictions on 
mortgage finance, particularly increasing deposit sizes, appear to be a major 
barrier, particularly since the credit crunch, when the supply of high loan-to-
value mortgages decreased rapidly. Previously, high purchase costs (and 
hence monthly repayments) were the major barrier to prospective buyers.  

 Access to social housing is also limited with 1.8 million households on 
waiting lists.95  

 Over the longer term, the favourable taxation treatment given to owner 
occupation compared to private renting has also effectively acted as a form 
of constraint.96 The relative costs of living the two tenures are therefore 
altered by this bias. As a result, for some households making marginal 
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decisions about which tenure to live in, the taxation system will contribute to 
making owner occupation more desirable. For some of these households 
renting might have suited their situations better, aside from the price 
differential introduced by the taxation system.  

Affordability may also be constraining the formation of new households and 
leading to a growth in intergenerational households. It has been estimated that 
affordability could result in 1.2 million fewer households being formed than 
expected by 2026.97 There is also evidence that more young adults in their 
twenties and thirties are living with their parents.98 This suggests that undersupply 
and high house prices may be restricting choices about when and how to 
start a new household. 

Undersupply may also be constraining choice for older households. 
Households that are headed by a person over 65 years old are expected to 
account for more than half of household growth in the next 15 years.99 Despite 
the fact that older households account for much of the equity held in housing 
they can find that their housing options are limited. “Staying put becomes the 
only option because there are no attractive alternatives available within their 
community. These older people face a difficult choice between staying in housing 
that is increasingly inappropriate, but in familiar surroundings, and moving away 
from important social networks.”100 A panel of experts who analysed housing for 
older people concluded that this group has diverse needs but are particularly 
interested choice, control and reassurance. Its members are looking to balance 
the ability to make personalised decisions about their lives with the need to 
ensure that support is available if and when it is required.101 

It has already been noted that housing supply and affordability affect labour 
mobility. Some areas with relatively high availability of jobs also have high 
housing costs. This means that individual households may not be able to move 
home to improve access to work. Choices are most restricted for those in social 
housing or on low incomes who may have most need to move to find 
employment. 

One of the most severe examples of the impact of the lack of choice occurs when 
households have to live in overcrowded accommodation. Overcrowding is 
most common in areas with greatest affordability problems, particularly in 
London.102 Overcrowding is much more common in the private rented and social 
housing than in owner occupation. There is evidence that overcrowding is 
increasing in both private renting and social housing.103 Overcrowding is linked to 
a variety of problems in both adults and children but may be particularly 
damaging for children. There is evidence that links overcrowding to both physical 
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and mental health problems (such as asthma, anxiety and depression), to 
behavioural problems and to lower educational outcomes.104  

Evidence of the increased pressure on dwelling space can be seen in a recent data 
release by Eurostat showing the degree of overcrowding in European countries. In 
the UK, this has increased from 2.2 per cent in 2004 to 4.7 per cent in 2009 in 
the owner occupied sector. In the social rented sector, it has risen from 13.7 per 
cent to 17.5 per cent and the market rental percentage has stayed virtually the 
same at 14.2 per cent over the five years105 

In general, the dramatic rise in house prices described in an earlier section is 
linked to worsening affordability: within a ten-year period the proportion of local 
authority areas in England where the ratio of house prices to incomes exceeded 
7.7 increased from six to 44 per cent (Figure 5).106 Despite the financial turmoil 
of the last four years, house prices on average are only 11 per cent below their 
peak level.107 The wider picture across Great Britain is similar, with house prices 
almost seven times higher than incomes in 2009.108 

Figure 5  Affordability ratios in 2000 and 2010, in England109 

Figure 5a 
Affordability ratio England 2000 = 4.21 
6% of local authorities had affordability ratios 
greater than 7.7 

Figure 5b  
Affordability ratio England 2010 = 7.01 
44% of local authorities had affordability 
ratios greater than 7.7 
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This worsening affordability has a clear impact on households, increasing the 
proportion of their earnings that must be spent on housing (and hence decreasing 
the money available to spend on everything else). 

The undersupply of housing may also contribute to households living in lower 
quality homes. The Callcutt Review noted that “within the housebuilding market 
as it is today, the incentives for quality are weak.”110 

Impact on wider society 

The undersupply of housing and high house prices has an impact on wider 
society: there is evidence of significant financial and social costs to different 
groups.  

The problems of affordability and supply, outlined above, have a cumulative 
impact on public services. Housing supply has a negative impact on the 
affordability and delivery of public services such as healthcare, education 
and social care. Problems recruiting and retaining key workers can increase the 
cost and difficulty of delivering services. In healthcare, for example, unsuitable 
housing can add to public expenditure as a contributing factor to falls. The 
incidence of strokes and heart attack is decreasing but the number of falls 
continues to increase. Hip fractures associated with falls cost the NHS around 
£2.3 billion per year and ten per cent of all ambulance call outs relate to falls.111  

The number of people with severe housing problems such as repossession, 
homelessness and overcrowding is likely to increase with undersupply. 
Responding to the needs of people has a financial cost for a variety of public 
services. It has been estimated that the average cost of supporting a homeless 
person for one year is £26,000, based on a homeless person who is ready for 
work and with no additional support needs: the cost of those with complex needs 
(e.g. drug and alcohol dependency) are estimated to be far higher.112  

The growth of the private rented sector may also place greater pressure on parts 
of the public sector. For example, expenditure on Housing Benefit has grown 
rapidly in recent years from £12.3 billion in 2003/04 to £20.0 billion in 
2010/11.113 This is due to increases in both rents and the number of claimants in 
the private rented sector.114 Continued expansion of the private rented sector 
may further increase Housing Benefit expenditure. 

Undersupply may also have a longer-term impact on the affordability of public 
services. The growth of homeownership and rising house prices has underpinned 
a move towards asset-based welfare in the UK. Under this model individual 
households are able to use their housing assets to support themselves, particularly 
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in retirement. If households own their property outright they are able to manage 
with lower levels of pensions.115 The examples of Housing Benefit and pensions 
highlight the fact that “if we fail to deliver enough market housing more people 
… will need state support to meet their housing needs.”116 

Undersupply also has an impact on a range of different communities 
undermining their economic and social sustainability. The Taylor Review of 
the countryside concluded that “villages [that are] ‘protected’ from development, 
face becoming increasingly exclusive communities of the retired and of wealthy 
commuters travelling ever longer distances to work, losing their services like 
schools and shops, and with local jobs either lost, or serviced by people 
commuting in from larger towns.”117  

The Joseph Rowntree Foundation has argued that affordability also creates 
problems for the economic and social sustainability of cities. “Those in low-paid 
and insecure work are important to the competitiveness of our cities, including 
London. Low-cost housing close to labour markets helps people to take these 
jobs, mitigating low wages and part-time work, as well as providing valuable 
stability during periods of unemployment.”118 

The impact of undersupply on specific communities highlights a wider issue in the 
UK. Undersupply is leading to a polarisation of housing wealth. This 
polarisation has different dimensions. Increasing house prices are leading to an 
intergenerational transfer of wealth. “The burden of rising house prices falls on 
current and future first-time buyers.”119 It has been argued that younger 
generations are unlikely to be able to build up property wealth to the same 
extent as the baby boomers.120 There is also an uneven distribution of wealth 
between different areas. Although housing wealth in the poorest areas doubled in 
the decade between 1993 and 2003, it increased more than four-fold in the 
wealthiest areas.121 High housing costs are leading to: 

“greater inequality at the lower end of the distribution of long-term living 
standards. This is seen in the pricing out of the housing market of people 

without pre-existing housing equity or family connections with such equity. 
This perpetuates disadvantage through the generations.”122 

This polarisation of housing wealth is likely to increase if wealth constraints (i.e. 
access to a deposit) continue to form the major barrier to owner occupation.123 

There is a wide range of evidence that undersupply and high house prices are 
having a significant negative impact on the UK economy, to individual 
households and to wider society. The next section of this report looks at a variety 
of practical reasons for the low levels of housing supply. 
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Section 2: Why is there 
undersupply? 

UK per capita housebuilding rates are low by comparison with other advanced 
economies, as well as historically compared with the population level.124 The 
result is a large and growing national housing shortage, which has significant 
negative economic and social impacts. This shortage has long been a government 
concern and a series of authoritative reviews have been commissioned to look at 
various aspects of the problem.125 The influential Barker Review of 2004 
addressed housing supply in the UK, with a view to delivering stability and 
securing future housing needs.126 Subsequent reviews were undertaken to address 
some of the issues highlighted, including the Callcutt Review of house building 
delivery,127 the Killian and Pretty Review into speeding up the planning 
process,128 the Office of Fair Trading’s study of the homebuilding market129 and 
Ball’s study of how the house building industry can promote recovery in housing 
supply.130 A summary of the findings and key recommendations of these various 
reviews is set out in Appendix A.  

In addition to these longer standing structural problems, the financial crisis of 
2007/08, and the subsequent credit crunch and deficit reduction programme 
have had a major impact on demand for new homes and the strength of the 
construction industry, and have hence exacerbated the existing housing shortage. 
The dramatic reductions in the availability of mortgage finance have severely 
curtailed the private market.131 

Simultaneously, the government has adopted a policy of austerity in response to 
the financial downturn. One element of this has been to reduce the amount of 
grant paid to social housing providers to build new homes. This policy has been 
accompanied by the Affordable Rent programme, which is allowing significant 
additional housing to be delivered at lower grant levels, typically requiring those 
social landlords that wish to build more homes to borrow against their existing 
assets for part of the development finance. If successful, this will avoid a major 
reduction in the amount of housing delivered by this sector, but there are 
ultimately limits to how much assets can be sweated, so this may not provide a 
long-term solution to maintaining supply. 

The main policy levers available to government to influence supply are 
regulation, taxation/incentives and subsidies. The Coalition Government has 
argued that the inappropriate and inadequate use of these levers in the past is 
responsible for the current shortage problems.132 There are, however, other 
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factors over which governments have less control, such as the global recession 
and financial collapse experienced in 2008, which had a severe impact on the UK 
housebuilding industry with the collapse of the mortgage credit system. 

Land and planning 

Although there is a need to build a lot more homes, there is not a consensus 
about where they should be built. As John Callcutt stated unambiguously in his 
seminal review in 2007, “[land] is key to housing delivery.”133 The low level of 
supply of viable land for housebuilding over many years is the major reason why 
we have the current housing shortage; this is interconnected with reasons arising 
from distortions in the functioning of the housing market and the structure and 
operation of the construction industry, outlined below. Availability of land for 
housing supply may be constrained by the physical environment, government 
policy and land control. 

There is a common misconception that the UK is heavily developed, with little 
land left for new homes to be built on and the availability of suitable land for 
development is a major impediment to new supply. There is, in fact, no intrinsic 
physical scarcity of land in the UK, nor is there likely to be in the future. Ninety 
per cent of the land in England is green space and only one per cent is covered 
by domestic buildings.134 Further information on the extent of major land uses 
and policy designations is shown in Figure 6. 

Figure 6 Extent of major land uses and policies in UK135 

Land use Per cent land area 

Agricultural 73.9 
Urban 14.4 
Forest and woodland 11.6 

 
 

 

Policy designations (categories overlap) Per cent land area 

Green Belts (England only) 12.6 
Special Areas of Conservation 10.3 
Sites of Special Scientific Interest 9.9 
Areas of Outstanding National Beauty 9.6 

 

It is land with permission for development that is in short supply, a barrier that 
could be removed with a change in government policy. This is theoretically easy, 
requiring only a change of legislation and regulation, but politically complex, due 
to opposition to development, outlined below. Regulatory constraints on 
development exist at both national and local levels and have an important role to 
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play in ensuring that health and safety standards are met with respect to 
sanitation, water supply and highways; that building design standards are 
maintained; and that the environment is protected, urban sprawl prevented and 
congestion avoided. 

The planning system in the UK controls land use and local authorities are 
responsible for development control decisions that allocate planning permissions 
for the development of new homes. State control of the right to develop land was 
introduced with the Town and Country Planning Act 1947. The Act sought to 
prevent the urban sprawl in ribbon-type developments that had emerged in the 
interwar period. At the same time however, the need for more homes was also 
recognised and the development of new towns was advanced with the New 
Towns Act 1946, which sought to focus development in consolidated urban 
areas. Later the focus moved to increasing densification of cities.136 

Planning has since developed into a key mechanism for delivering the 
government’s wider social, environmental and economic objectives. In the past, 
national or regional guidance has provided the broad framework in which 
decisions are made. The Coalition Government has introduced radical reform to 
the planning system, replacing the top-down planning system with a much more 
decentralised framework where local authorities have much greater powers and 
incentives to allow building. With the policies still under development, it is too 
early to understand fully how this will change the current system. The proposed 
changes are outlined in more detail in the following section.  

The current development control process for obtaining planning permissions on 
land can be lengthy, costly and uncertain. A variety of studies have measured the 
time taken between submitting a full planning application and receiving 
permission, the most recent of which was carried out by Ball in 2010, which 
identified a mean of 43 weeks, with substantial variation between authorities.137 
In addition to this, considerable time is spent in pre-submission discussions and 
carrying out the necessary surveys. A recent study by the OECD into housing and 
the economy showed that housing supply responsiveness tends to be lower in 
countries where it takes longer to acquire building permission.138 Ball sought to 
identify the factors affecting the variability in the time taken, one of which 
related to the size of the project, but he also found that development control 
takes longer in localities that are more affluent and where there are hung 
councils, indicating that such decisions are political as well as technical. 

Some commentators have suggested that the planning system does not employ 
the best mechanisms to consider the viability of a range of sites in an area, 
allowing planners to proactively discuss suitable sites with landowners. 
Specifically, a form of sustainability assessment that would examine a range of 
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sustainability criteria (such as the potential for sustainable transport) at both the 
strategic and local stages of planning for development has been suggested.139 It is 
argued that this approach would enable planning authorities to be much clearer 
about which land would and would not be considered acceptable for 
development, and could also support more productive discussions with central 
government, landowners and developers about how and when to finance and 
deliver the required infrastructure. The absence of this structure for a discussion 
compounds the difficulties faced by central and local government in devising an 
effective system of financing new and backlog infrastructure requirements. 

As well as the planning application process, planning policy constrains 
development through the designation of land, under classifications such as Sites 
of Special Scientific Interest (SSSI) or Green Belt. While some of these 
designations ensure the preservation of the natural environment, a recent study 
by the Social Market Foundation as to where the outstanding housing demand 
can be met concluded that it is inevitable that a significant proportion of houses 
will need to be built on greenfield land and that a debate is urgently needed 
about loosening the Green Belt as indeed was recommended in the Barker 
Review. 140 The purpose of the Green Belt is to contain towns and cities and 
prevent urban sprawl, rather than protect the countryside and wildlife. They 
appear however to be viewed as a national treasure, whereas in fact there are 
many areas that are far less attractive than popular conception would suggest, 
including areas of previously developed land and agricultural land of limited 
environmental value.141 Locating homes beyond the Green Belt often adds to 
carbon emissions and commuting time (as people commute across the Green Belt 
from homes on one side to jobs on the other), detracting significantly from 
people’s quality of life as well as household budgets. 

Finally land supply can be constrained through land control. Housebuilders have 
significant control of land, either through the securing of options, or through 
ownership of land with or without planning permission. By leaving these parcels 
of land undeveloped, the land supply brought forward for development is 
reduced. The reasons for housebuilders acting in this way are discussed below, 
(see Structure and operation of the construction industry). 

Opposition to development 

In addition to the practicalities of planning regulations highlighted above, the 
planning process can reduce development due to local opposition to applications. 
Planning decisions are frequently adversarial and, as Barker noted, reflect “what 
is politically feasible rather than what is socially optimal”.142 Opposition comes 
from both the community and local councillors, with more affluent households 
most likely to actively oppose new development.143 The reason for this 
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opposition is that there are considerable benefits for some groups if development 
does not occur:144 

 New development increases pressure on infrastructure, with opposition 
often expressed on the grounds of increased traffic and congestion, lack of 
space in local schools and the additional burden on wider public services; 

 Environmental impacts, such as damage to wildlife and the loss of 
countryside, are of concern when developing greenfield land, particularly in 
rural or edge-of-settlement developments; 

 For the existing homeowners in a locality, new development may present a 
threat to property values. Those with the most to gain in terms of rising 
house prices also tend to be the people have most power to mount an 
effective opposition. 

In addition, in the case of some developments, opposition can come from a 
desire to exclude particular groups. For example, there tends to be particularly 
strong opposition to the building of pitches for Gypsies and Travellers.145 

Given the level of community opposition, councillors are also more likely to 
oppose developments in order to maintain political and electoral support. 
This is particularly so if a larger development is proposed. 

There is an inherent bias in the political system towards those who are already 
living in a place and especially to those who are able to present an articulate case 
for no change. It is virtually costless and much easier to combine and coalesce as 
objectors, than as those in favour of the development. Those who would gain 
most from the development (i.e. future generations) are neither easily 
represented nor seen to be an immediate political priority. 

More broadly, these local pictures combine to form a national impression of a 
public that is opposed to housebuilding in general. This perception may be the 
reason why national planning legislation and regulations are structured as they 
are, with MPs believing that adopting rules that ease development will tend to 
lose them more votes than they will gain. However, the evidence suggests that 
the public may not be as opposed to new housebuilding as this perception might 
suggest. Research from 2010 into public attitudes towards housing found that 
“more than three quarters (76 per cent) of adults would support more houses 
being built in their local area if local services like GP surgeries, hospitals, and 
schools did not suffer.”146 
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Local people can also be prevented from coming to an informed opinion about 
the level of housing needed in their area by a lack of access to usable data. To be 
useful information must be transparent and comprehensible. Without such data it 
can be very hard for the public to know how much housing is needed and what 
the various impacts are. 

Combined, the processes described above act to limit the amount of land that 
receives planning permission, increasing the scarcity and hence the value of 
planning permission. 

Structure and operation of the construction industry 

As currently structured, housebuilding is inherently a risky business due to the 
length of time it takes to build a house, the unpredictability of costs and the 
difficulties and uncertainties of the planning system. Construction costs increased 
by nearly 50 per cent in the UK in the eight years from 2000 to 2007, compared 
with an average of just under 18 per cent in a sample of other OECD countries.147 
As the OECD Economic Survey notes, this may be partly explained by the increase 
in brownfield development, which tends to be more expensive than greenfield 
development, although volatility and property markets may also have 
contributed.148 

The scarcity of land with planning permission, generated by the planning 
system, distorts the market and means that the industry derives a significant 
proportion of its profit from increases in land value; firms often compete in terms 
of their ability to obtain planning permissions, rather than in the design or quality 
of the homes that they are building. Not only is there uncertainty regarding the 
outcome of planning decisions, they can also take a long time and cost large sums 
of money upfront, especially if they need to go to appeal. Inevitably, working in 
a risky environment does not encourage building firms to invest in new 
technologies, training of its workforce or innovation in design that would help to 
increase the rate or quality of homes supplied. Slow and unpredictable 
development control processes encourage builders to develop land banks to 
address the uncertainty, which can limit start-ups of new providers. 

The scarcity of land with planning permission also contributes to housebuilders’ 
needs for a land bank of potential sites, allowing them to have various sites at 
various stages in the development process. However, housebuilders also explain 
their ‘trickling out’ of large sites (i.e., building the homes relatively slowly over an 
extended period) as a response to what they term “market absorption 
constraints”, fearing that prices would be driven down and their profits would be 
reduced if they were to increase the rate of supply.149 Evidence presented to the 
Callcutt Review suggested that there are “concerns that landbanking for profit 
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(rather than to ensure a smooth supply of land as development opportunities 
arise) and purchase of options on land, both of which are common practice in the 
housebuilding industry, have a negative impact on both land supply and land 
price: restricting supply and reinforcing fluctuations in the housing market.”150 
The fall in land prices since the credit crunch may have exacerbated this situation 
as land owners seek to avoid crystallising losses.151 

As Barker noted, land will only be developed if the right incentives are in place 
for those making development decisions. 152 Commercial viability of land is 
crucial if construction firms can realistically be expected to bring it forward into 
development. This is a particular issue for previously developed land 
(brownfield): developers and their shareholders consider development on 
brownfield to be more risky than greenfield sites. As the Callcutt Review noted, 
these risks need to be addressed if urban land that is low in commercial viability 
is to be developed. 

The ‘current trader’ model is the predominant model of market housing provision 
in the UK. This “consists in essence of a cycle of land acquisition, development 
and outright sale. Profit is the margin between sale price and acquisition and 
development costs; the developer retains no long-term interest in the 
property.”153 This approach does not encourage high quality development, 
as builders do not maintain an interest in the property and so quality, speed of 
delivery and quality of aftercare services have less impact on profitability. Instead 
the focus is on land value uplift as outlined above. The Callcutt Review noted that 
“within the housebuilding market as it is today, the incentives for quality are 
weak.”154 

The ability of the housebuilders to produce high quality housing is also hindered 
by the industry’s extensive use of sub-contracted labour in construction. In most 
industries, firms employ their labour directly and for the long term, allowing 
them to recruit, train and promote staff in ways that reward good performance 
and engender mutual loyalty. Housebuilders tend to only employ a relatively 
small core of labour in-house, with the bulk subcontracted out to local workforces 
on each site. Whilst this pattern of employment is understandable (and largely 
explained by the geographical spread of housebuilders’ work) the “nature and 
structure of the subcontractor supply chain makes it very difficult to establish a 
quality culture amongst trades on site”.155 

In addition to the traditional housebuilders, there are other contributors to 
housing supply in the UK. Self-builders – whether conducting the building work 
themselves, or contracting firms to carry out the construction – currently 
contribute around 14 per cent to housing supply each year.156 This is substantially 
lower than in most other European countries, where around 50 per cent of 
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building is self-build.157 The main reasons for this lower level of self-build are 
difficulties obtaining suitable land and accessing mortgage finance.158 The Callcutt 
Review, noted that “self-build developments characteristically achieve higher 
quality of specification and better cost-in-use” and that “[on] larger sites, the 
presence of self-builders can help to raise site values overall”. The relatively small 
scale of this model limits the availability of these benefits, and the review went 
on to recommended that an increased supply of smaller plots of land, suitable for 
self-builders and other small housebuilders, should be made available.159 

A very small number of dwellings are constructed each year through community-
based organisations such as community land trusts and co-operatives. This is in 
contrast to other European nations where “the cooperative housing sector plays a 
significant role. While it comprises only 0.6% of the housing stock in the UK, the 
comparable figure is 18% for Sweden and 15% for Norway.”160 By comparison 
with other countries, the self-organised sector (i.e., self-builders and the various 
forms in which communities organise together to provide their own housing) in 
the UK is more fragmented and under-capitalised, with many projects being a 
one-off development for a particular group rather than one of a series or one 
enabled by a well-capitalised and resourced secondary support agency.161 This 
makes it very difficult for this sector to compete in land markets and obtain 
development finance except in special situations created by local or central 
government. These models can have many benefits, including maintaining 
housing affordability in perpetuity and empowering communities.162 However, 
they also face many barriers particularly related to accessing development 
finance, preventing them from playing a greater role.163 

The barriers that these smaller development models face prevent them either 
from entering or from playing a greater role within the housing market, therefore 
limiting the increase of supply. It would not be necessary to shrink the large 
producers in order to encourage an increase in the numbers of providers and 
diversity of supply: the issue is the supply of land, outlined above. If land supply 
were to increase there would be room in the market for new entrants, who would 
contribute to supply in addition to the development already undertaken by the 
major housebuilders. For those developing individual homes (including self-
builders), an absolute increase in supply would be most useful if combined with 
an increase in access, whereby individual plots were more commonly available. 

In current market conditions, some housebuilders are accepting that they may 
have to retain an equity interest in their developments for some time, at least 
until a first or second resale. This may be a temporary phenomenon, but will 
provide some insight for the industry into the potential for creating value over 
time. A small number of developers retain a long-term interest in a development. 
These are often financed with institutional funds and are beginning to develop a 
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different brand of what has been described as placemaking investment, taking 
their investment return from a bundle of rentals, capital appreciation and selling 
value adding services including energy.164 Variations on this model are also 
possible: in the UK the role of developer and builder are usually combined. 
Another model would be for these roles to be separated, with the developer 
maintaining the longer-term interest in the land and the housebuilder making 
profits simply as a construction contractor. 

This placemaking investment approach is also reflected in self-build and 
community-based models of development, where those responsible for the 
development have a long-term interest in the property, typically as occupiers, 
and so the quality of the property is of greater importance. This is reflected in the 
higher build quality associated with self-build properties.165 

In addition to market housing, a substantial proportion of supply is contributed 
by the provision of social housing. Each year around 25,000 homes are built by 
housing associations, around 15 per cent of supply.166 Some local authorities 
also engage in housebuilding, but to a much lesser extent, building an average of 
360 dwellings per year over the last ten years.167 As with self-build and 
community-based models, these developers maintain a long-term interest in their 
properties and so quality is of greater importance. One major source of 
affordable housing delivery over recent years has been through Section 106 
agreements. These are negotiated by local authorities when planning permission 
is granted on a site for the development of housing, requiring the developer to 
provide some affordable housing as well as homes for the private market. This 
mechanism is naturally pro-cyclical: its output increases when commercial 
housebuilding increases, and fewer social homes are delivered when the private 
market contracts. 

The housebuilding industry has become increasingly concentrated over time 
with the top ten firms accounting for 44 per cent of output in the sector.168 
However, despite the growth of a small number of large firms, the vast majority 
remain small in scale, with only 13 firms building more than 2,000 units per year 
in 2006 and over 5,000 building fewer than 100. 

Although a recent study by the Office of Fair Trading found no evidence that the 
concentration of developers in the housebuilding industry outlined above is 
responsible for supply shortages,169 there are issues around competition at a site 
level. Typically there will be only one developer working on any large site and so 
there is little competition in terms of the quality of homes built. 
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Taxation, incentives and subsidies 

Taxation and incentives can be powerful tools in helping a government deliver its 
policies, but have also been instrumental in contributing to the housing shortage. 
One key area here relates to the treatment of windfall gains from the increase in 
land values once planning permission is granted. For example, in 2007, one 
report stated that a hectare of land in the South East with planning permission 
was worth £3.32 million, whereas its agricultural value was £7,410.170 The 
highest headline values for land with planning permission will be for so-called 
‘oven-ready’ sites, which: 

 are fully serviced with no infrastructure payments outstanding; 
 have no remaining obligation on the developer to make planning gain 

payments; 
 and present no site-specific challenges, making the site more difficult than 

average to develop. 

These may therefore not be directly comparable to the prices quoted for land 
without planning permission. However, even after accounting for these additional 
costs that will reduce actual land values, there is still normally a substantial uplift. 
This uplift in value accrues primarily to the landowner: where housebuilding firms 
buy land cheaply and obtain planning permission they will typically achieve a 
greater profit through the uplift in land value than from the construction and sale 
of homes. The lack of any attempt to capture part of the value on these windfall 
gains creates expectations from developers and landowners of continuing 
increases in residential land values. While the price of residential land continues 
to increase, there is a powerful incentive not to release too much for new 
development, as this maintains the pressure on supply and therefore prices. 

Government can also add to housing supply directly by providing subsidy to 
social housing providers to meet the capital costs of new construction, as well as 
making publicly owned land available without charge, or at a reduced cost. 
Government subsidy for housing consists of the grant aid that it provides to 
housing associations to develop new homes and the financial support with 
housing costs it provides to tenants through the housing benefit system. Over the 
years, there has been a shift from the capital subsidies for supply to personal 
subsidies for tenants in the private and social rented sectors, with personal 
subsidies now accounting for a substantial majority of subsidy provided. This has 
therefore reduced the amount of development subsidy available to housing 
associations and local authorities, reducing their capacity to develop. Although 
supply-side subsidy has reduced, social housing supply has broadly been 
maintained or increased, as providers have used less subsidy per home. However, 
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had more subsidy been available and the same efficiencies achieved, supply 
could have been considerably increased. 

However, it should be noted that subsidies can have unintended inflationary 
effects. Where supply is constrained, they can act to push up the price of the 
thing they were supposed to be making more affordable. As housing supply is 
very constrained in many parts of the UK, subsidies (whether capital subsidy for 
social housing, or demand subsidies such as Housing Benefit) may act to inflate 
land and house prices. If land supply for housing were less constrained, subsidies 
would be more likely to be effective in boosting supply, rather than inflating the 
price of land. 

As housing is typically the largest asset for owner occupier households, there are 
clearly also links between personal taxation and the housing system. The details 
of the relationship are complicated, but broadly speaking, housing wealth is 
relatively untaxed as an asset class. Council tax has a limited number of bands 
and is based on outdated property valuations. The other main taxes on owner 
occupiers’ housing wealth are based on transactions: stamp duty land tax and 
inheritance tax (which is effectively a tax on house values for many estates). 
People’s main residences are normally exempt from capital gains tax. 
Consequently, the tax burden tends to fall more heavily on productive activities 
like work and business activity, than on unearned capital appreciation of housing. 

Market conditions 

The reduction in mortgage lending following the credit crunch in 2007 was 
striking and unprecedented. As can be seen in Figure 7, mortgage approvals 
dropped from almost 130,000 a month in late 2006, to a low of 28,000 in 
November 2010. Data for 2011 show a steady level of approximately 45,000 per 
month. The credit crunch has had such an impact on the UK mortgage market 
because large banks had increasingly come to rely on funds from the capital 
markets for lending, rather than investing funds from their customers’ deposits. 
The closure of the market for residential mortgage backed securities badly 
affected the UK’s mortgage market: it is not likely to expand in 2011 and will 
form a major constraint on activity in the next few years.  
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Figure 7 Number of mortgage approvals per month171 
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It is not certain how long more restricted mortgage lending will continue, but in a 
recent speech, David Miles, a member of the Bank of England’s Monetary Policy 
Committee suggested that we are currently experiencing a move from the 
unsustainable mortgage market that existed prior to the credit crunch to a new 
equilibrium. During that adjustment, which may take five years, it is to be 
expected that there will be “a very big fall in first-time buyers, much lower 
transactions, and much lower new mortgage lending.”172  

This restriction on mortgage lending may have a particular impact on new house 
building. Michael Ball has observed that “the constraints on mortgage finance 
have hit the borrowers that typically buy new homes [first-time buyers] worse 
than those in the market for existing homes.”173 Building firms are also facing 
financial issues: small and medium size building firms have found it difficult to 
access loans from banks. Larger builders have traditionally been able to access a 
wider range of finance but are currently limited by significant debts, which built 
up during the credit crunch. 

The future of the mortgage market is likely to be strongly influenced by an on-
going review by the Financial Services Authority (FSA) and a proposed mortgage 
directive from the European Commission. The FSA published a preliminary 
discussion paper in October 2009, which discussed limits on mortgage lending 
that could be used to ensure the mortgage market is sustainable for all 
participants (including ensuring lenders are sufficiently capitalised).174 The 

40 



Solutions to address the scale of housing need 

findings of the review have been delayed and are now expected in autumn 2011. 
Consideration is also being given to the potential role that various constraints on 
lending might play in making the system work better for the economy as a whole 
(a counter-cyclical macro-prudential framework). It is the view of the Joseph 
Rowntree Foundation’s Housing Market Taskforce that “the nature of the next 
housing market cycle will be heavily influenced by the terms on which finance is 
available to builders and to purchasers.”175 

Mortgage lending is also closely linked to wider economic performance. Bank of 
England interest rates are still at the emergency level of 0.5 per cent, but will 
inevitably be raised at some point. This will increase the cost of mortgages for 
consumers and is likely to reduce demand for new homes. However, there is a 
wide range of opinion on how quickly these rates will be raised. Current levels of 
inflation, which are higher than expected, might lead the Monetary Policy 
Committee to raise interest rates, but the sluggish growth of the economy has led 
them to keep interest rates low at present. At the same time, take-home pay has 
dropped by 12 per cent in real terms, which is further reducing the ability of 
many households to borrow.176 

The lack of development finance has been a major problem for the development 
industry during the last three years. The larger firms have fared better than 
smaller ones having managed to refinance with the banks having a strong 
incentive to lend to them. The experience of medium sized firms is mixed, some 
have refinanced, others do not need finance and others have ceased trading. For 
smaller and new firms it has been difficult to get finance, as indeed it has for self-
builders.  

The housebuilding industry also appears to be highly pro-cyclical; that is, its 
output falls during general economic contractions. This has impacts on the wider 
economy, for example by contributing to increased unemployment during 
downturns. It also harms the longer term ability to supply homes, as those with 
construction skills leave the industry, potentially finding work in other sectors. 

High land prices and unaffordability, particularly when combined with a credit 
shortage, can restrict the commercial viability of housing schemes. Section 106 
agreements may have been entered into, requiring the housebuilder to provide a 
certain level of additional services and infrastructure in order to receive their 
planning permission, and this level may be prohibiting sites from being 
delivered.177 In other instances, it is possible that sites are not being brought 
forward because they are recorded on balance sheets above their current true 
realisable value, and trading the land would force the owner to crystallise this 
reduction in value. 
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Inefficient use of existing stock 

In addition to building new dwellings, more effective use of empty homes has 
been proposed as a method of increasing housing supply.178 Government 
statistics suggest that there are more than 300,000 long-term empty properties in 
England.179  

More efficient use of existing stock provides a means of increasing the amount of 
available housing.180 In 2008, there were 26.9 million dwellings in the UK and 
26.0 million households.181 These figures might suggest that there are around 
900,000 ‘spare’ dwellings in the UK. However, this would be an over 
simplification of a complex relationship between the number of households and 
dwellings.182 This ‘surplus’ fails to account for second homes, regional variation or 
the ‘natural’ rate of vacancy due to house moves and refurbishment. 

There is also evidence that “the contribution of empty homes to greater supply 
and affordability is limited because there is a mismatch between the areas where 
demand is highest and the areas where most unused housing is located. Analysis 
by the National Housing and Planning Advice Unit (NHPAU) suggested that, at 
most, empty homes could contribute around 5,600 homes to the stock in high-
demand areas.”183 

However, even in areas where stock could be brought back into use there are 
further barriers to development. The cost of bringing an empty property back 
into use can be high, particularly due to VAT being charged at the full rate on 
refurbishment work for a property that has been empty for less than two years.184 
This can discourage owners from restoring their properties. At the same time 
there is little incentive for owners to use their stock more efficiently because the 
opportunity costs associated with holding an empty property are often not easily 
perceived. Whilst the owner is foregoing a potential rental income or capital 
receipt, if the property is not mortgaged they will generally not be paying out 
significant sums for it to sit empty. 

One means of bringing empty property back into use is through self-help 
housing, where “groups of local people [bring] back into use empty properties 
that are in limbo, awaiting decisions about their future use, or their 
redevelopment.”185 However, these groups can face barriers in identifying 
suitable properties for this process. 
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Section 3: How is the government 
responding? 

The Coalition Government has put forward and implemented a number of 
policies that will affect housing development. This section highlights some of the 
key changes and assesses the impact they might have on increasing housing 
supply. It should be noted that many of the policy areas relating to housing 
supply are devolved to the nations, so different policies apply in different parts of 
the UK. The following section refers mainly to England; the box below outlines 
the relationship between housing supply and devolution. 

Housing supply and devolution 

Housing policy is rapidly diverging in the different countries that make up the 
UK. Housing is a devolved power so some of the policies developed by the UK 
Coalition Government will not apply across all of the constituent countries.186 For 
example, policies affecting only England include: 

 Abolition of Regional Spatial Strategies 

 National Planning Policy Framework 

 Housing Revenue Account reform 

 HCA funding framework 

Other policies, such as changes to Housing Benefit or regulation of the mortgage 
market, will apply in all four countries of the UK. 

The need to increase housing supply has been recognised in each of the devolved 
countries. Scotland investigated this issue through a Housing Supply Task 
Force.187 In recent years both the Welsh Government and Northern Ireland 
Executive have undertaken reviews of affordability (the Essex and Semple 
Reviews respectively) which have investigated housing supply.188  

It is beyond the scope of this report to provide a detailed analysis of the different 
policies being adopted in different localities. However, a number of policy 
changes in Scotland are worth noting. A number of new funding models are 
being developed to provide affordable homes, including a National Housing 
Trust.189 The development of a Housing and Planning Delivery Framework is 
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designed to integrate local housing strategies and land use planning.190 The 
Scottish Government has also reformed the Right to Buy in order to give greater 
local control in areas of housing pressure.191 

More analysis of the differences that are developing is required, and the successes 
and failures in each country present a significant learning opportunity for the 
others. 

Land and planning 

The underlying themes of the changes to land and planning policy are 
deregulation and decentralisation. It is argued that the burdens of the planning 
system are such that they inhibit development, so producing simpler, light-touch 
policies will enable developers to increase supply. Many developers have been 
supportive of the planning changes,192 which may indicate that the argument has 
merit and they believe they will be able to deliver more under the new 
arrangements, or could indicate that they believe it represents an opportunity to 
increase profitability without necessarily increasing output. At the same time, the 
localist approach offers communities a far greater say in how their local areas do 
or do not develop. The premise is that local communities are best placed to 
decide what will be most suitable in their area and influence development 
accordingly.193 Much of the reason for opposition to development, it is argued, is 
that communities do not have sufficient say in what development looks like, so 
by increasing communities’ say, support for development will increase. A key part 
of this localist approach is the abolition of the regional planning framework. Local 
authorities will have the freedom to determine and respond to local need rather 
than being responsible for delivering housing supply targets set out in Regional 
Spatial Strategies. 

The planning system is to be underpinned by a presumption in favour of 
sustainable development,194 meaning that in planning decisions, development 
and growth should be the default, unless there is conflict with sustainability, be it 
environmental or social. This presumption is at the heart of the new National 
Planning Policy Framework, which will replace all current planning policies in 
England.195 This will reduce more than a thousand pages of current Planning 
Policy Statements and circulars to a single and concise document, reducing the 
bureaucracy of planning, and with it, many of the regulatory barriers to 
development. A similar approach has already been adopted in Scotland.196  

The length of time that planning applications can take to process can also be 
prohibitive for developers, so a planning guarantee is being introduced, 
ensuring that all planning applications (including appeals made in a timely 
fashion) will be processed within 12 months.197 Availability of land with planning 
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permission is also a problem for developers. In addition to measures that 
encourage local authorities to grant planning permission (such as the land 
auctions mechanism outlined below) there has been a move to accelerate the 
release of public sector land for development. Land holders from across the 
public sector are being required to produce plans for the disposal of their 
unwanted or unused land assets.198 The “Build Now, Pay Later” scheme has 
recently been promoted through the Homes and Communities Agency (HCA), 
enabling developers to pay for the land only once development has started, 
increasing the viability of development.199 These measures are designed to 
provide 100,000 new homes. This bears a strong resemblance to the ‘building 
under licence’ principles that were widely used by local authorities and 
development corporations in the 1980s and 90s, but that have fallen into disuse 
more recently. 

The nature of the planning system is also set to change, with the emphasis being 
strongly localist, giving communities far more say in how development occurs 
within their area. These measures are contained within the Localism Bill, which 
applies to England, with special provision for Wales. Neighbourhood 
development plans are being introduced, which would give local communities 
the right to draw up a plan for their local area (e.g. at the parish council level), to 
be agreed through a local referendum.200 The scope of each neighbourhood plan 
will be decided by those making the plan; they can range from covering a single 
issue, such as shop-fronts through to covering all aspects of planning, including 
the location and quantity of new houses, businesses and infrastructure. Alongside 
this, regional housebuilding targets are being abolished and replaced by local 
assessments of housing need.  

There are also measures being brought forward that would enable local 
communities to engage in development directly. The Community Right to Build 
would enable people to undertake small developments in their areas provided 
there is sufficient local support, and the Community Right to Reclaim Land 
would allow local people to access unused public sector land for new 
development.201 

As well as a greater direct involvement in planning, there is also a greater onus on 
developers to work with communities, providing a greater opportunity for local 
people to influence proposals. Specifically, developers will be required to 
consult with communities in advance of submitting especially large planning 
applications. 

Further to these general planning measures, 22 Enterprise Zones are being set 
up in England, which are areas within Local Enterprise Partnerships that will 
benefit from a range of measures relating to business rates and planning 
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specifically designed to encourage growth.202 The Welsh and Scottish 
governments are also investigating the potential to develop similar zones.203 

Taxation, incentives and subsidies 

As well as planning reform aimed at encouraging development, there have been 
significant changes to the financing of development, both in terms of grant 
funding for social housing and the incentivising of local authorities to support 
development.  

HCA funding for registered providers is available through the Affordable Homes 
Programme, which provides £4.5bn over the period 2011-15 and aims to 
deliver 150,000 new homes in England.204 This compares with £8.4 billion under 
the National Affordable Housing Programme, over the period 2008 to 2011.205 
This funding programme runs alongside the introduction of Affordable Rent, 
which will allow registered providers to charge up to 80 per cent of market rents 
on new properties or re-lets.206 The aim is that the additional revenue will be 
used to fund new development. Access to funding from the Affordable Homes 
Programme is dependent on registered providers making the most of any grant, 
with the majority of funding available for Affordable Rent properties, which 
require a smaller proportion of subsidy per property.  

Local authorities are also to receive a payment for any housing built in their area, 
irrespective of who carries out the development. The New Homes Bonus is a 
non-ringfenced payment “designed to create an effective fiscal incentive to 
encourage local authorities to facilitate housing growth.”207 The value of the 
Bonus is equivalent to six years of the national average council tax for the band 
of the property built, plus an enhancement for the building of affordable homes. 

In addition to financial incentives for development, the government is reforming 
the Community Infrastructure Levy, which is paid by developers to contribute 
to the cost of infrastructure needed for development. Local authorities will be 
able to use the money raised from the levy more flexibly, not only for building 
new infrastructure, but also for maintaining and developing existing 
infrastructure.208 Authorities will also have more freedom in determining the rate 
of the levy and some of the money will be required to be invested directly into 
the neighbourhoods affected by the development. However, policy uncertainty 
remains in relation to the levy, with, for example, government recently stating 
that it would consider whether it might be used to fund affordable housing.209 

Those local authorities that still own council houses are also being given greater 
control over their housing finances through the reform of the Housing Revenue 
Account. This is intended to provide local authorities with greater financial 
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freedoms, such as potentially being able to borrow against their existing housing 
assets in order to develop, as is currently done by housing associations.210 

A further mechanism that is being considered to encourage local authorities to 
support development is the use of land auctions, which are to be piloted in 
2011/12.211 Land auctions are a proposed mechanism to enable local authorities 
to capture a greater share of the land value uplift created by the granting of 
planning permission than is currently the case. Local authorities and communities 
will therefore see more direct benefit from development, thus encouraging its 
support. 

Making efficient use of the existing stock 

In addition to encouraging development of new dwellings, there are plans to 
make it easier to bring empty properties back into use, as these represent a 
significant and underused resource in increasing supply. The HCA has set aside 
£100m specifically to bring long-term empty properties back into use.212 In 
addition, there is the possibility of allowing the change of use of a property from 
commercial (B1, B2 and B8) to residential (C3, dwelling houses) without the need 
to apply for planning permission.213  

Encouraging diversification in the construction industry 

In addition to the measures outlined above, the Minister for Housing and Local 
Government, Grant Shapps, has made a number of statements in support of 
particular models of housing delivery. In particular, he has expressed strong 
support for self-build and has endorsed a report that makes recommendations to 
double the amount of self-build over the next ten years. 214 The Minister has also 
expressed support for self-help housing and Community Land Trusts as examples 
of local community-based approaches to housing.215 

Possible impact of government policies 

The policies that have been proposed and implemented by the Coalition 
Government have been made in the context of widespread agreement on the 
need for change. There is wide-ranging support for some of the principles that 
underpin the government’s policies. For example, a Parliamentary Select 
Committee has stated that “the principle of localism is not controversial; it 
commands cross-party support”.216 This does not mean that the different 
proposals have been met with universal support. A number have received intense 
criticism from at least some of the housing sector. These criticisms tend to fall into 
three categories 
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A variety of organisations have suggested that some of the government’s specific 
proposals will not have the desired impact. This ranges from suggestions that 
the proposals will be ineffective to the belief that they will have consequences 
which may even damage housing supply. 

There is concern that the government’s proposals will not deliver the scale of 
increase in housing supply that is required. In response to the New Homes Bonus, 
the National Housing Federation has suggested that the level of the incentive is 
not large enough to convince most local authorities to support the development 
of new homes.217 The Bonus is effectively a redistribution of existing funding 
which may provide benefits in a few areas but only at the expense of others. The 
Joseph Rowntree Foundation has stated its concern about whether the Bonus will 
deliver homes in sufficient quantity and in the right locations. “What is critical 
about an incentives system is both that enough new homes are built overall and 
that they are the right types of property in the right places. This requires a sound 
evidence base and incentives of sufficient scale to encourage housing 
development in the most high-pressured areas.”218 There are also fears that some 
new procedures, such as the Community Right to Build, may make the delivery of 
community led housing projects more rather than less complicated, (and 
expensive),219 which could undermine the existing build-up of demand and 
activity in the community sector.  

Whilst there is widespread support for the principle of localism, many 
organisations have expressed concerns about the practicalities of new policies that 
seek to implement this approach. For example the abolition of regional planning 
targets and increased power of local authorities to determine local levels of 
housebuilding have been criticised. The new powers for local authorities come at 
a time when they have to respond to unprecedented budgetary constraints. 
Research suggests that local authorities are concerned about their ability to 
deliver these new powers. This includes concerns about whether they have the 
organisational capacity and skills required.220  

Research co-ordinated by the National Housing Federation suggests that the 
abolition of the regional planning targets will lead to a major decrease in the 
number of new homes built in some local authority areas. Overall, it would lead 
to around 200,000 fewer homes being planned for by local authorities.221 

A second set of criticisms suggests that government policies do not address 
underlying barriers which inhibit housing supply. These barriers include the 
wider economic circumstances and the nature of the construction industry. 
However, the barrier that has received the most attention is the cultural 
opposition to the building of new homes. In some areas proposals for the 
building of new homes receives significant local opposition. This opposition is 
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particularly strong for some types of accommodation such as affordable housing 
or accommodation for Gypsies and Travellers. Some commentators have stated 
that the incentives offered by the new government policies such as the New 
Homes Bonus will not overcome local opposition, stating that “incentives will not 
work if existing local communities cannot see the benefits of new 
development.”222 The Law Society has added that “it would be unrealistic to 
ignore the dislike most people feel about change, especially change to the local 
scene.”223 

Some critics go further and say that some of the new policies will strengthen the 
barriers to delivering supply. The Localism Bill has been described by opposition 
MPs as a “NIMBY’s charter,” enabling communities to block development in their 
area.224 The measures may increase the power of people who already benefit 
from the current housing system at the expense of those who are inadequately 
housed. 

A wider criticism suggests that the individual government proposals do not add 
up to a coherent approach that will deliver new housing on a sufficient scale in 
the right locations. These individual government policies are designed to address 
specific problems within housing supply such as planning or land supply. It is not 
clear how these different policies will interact with each other when they are in 
place. This reinforces a view, which has been prevalent for some time, that 
housing lacks an overarching political narrative in the policies of all parties: what 
housing is for, what role it should play in the health of the nation, how much of 
our wealth should be allocated to housing, how much we need or are entitled to 
occupy with or without fiscal support or taxation.  

It is not clear how many homes the government expects to be built as a result of 
these changes or how that relates to increases in demand for housing. The 
government’s approach is to allow local authorities to assess and respond to 
perceived need in their area. However, central government will need to retain a 
role in ensuring that the overall housing needs of individuals are met and that the 
housing system is playing positive role in the economy and wider society. 

Whilst it remains unclear how the government’s policies will impact upon housing 
supply in the coming years, there are significant concerns that these policies will, 
at best, fall short of delivery the number of new homes required in the UK. There 
appears to be a need to consider a more strategic approach to increasing housing 
supply along with other options that might increase the delivery of new homes. 
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Section 4: What more needs to be 
done? 

As outlined above, there exist many individual low-level policy actions articulated 
through ministerial announcements or legislative changes. Alongside this, a broad 
long-term vision for housing is relatively well articulated, although it resides in a 
planning policy document rather than a specific housing strategy. It is currently in 
Planning Policy Statement 3 (PPS3), which is one of many planning documents 
due to be replaced by the National Planning Policy Framework (NPPF).225 The 
draft NPPF states, in a section similar to one in PPS3: 

“The Government’s key housing objective is to significantly increase the delivery 
of new homes. Everyone should have the opportunity to live in high quality, well 
designed homes, which they can afford, in a community where they want to live. 
To achieve this objective, the Government is seeking to: 

 significantly increase the supply of housing; 
 deliver a wide choice of high quality homes that people want and need; 
 widen opportunities for home ownership; and  
 create sustainable, inclusive and mixed communities in all areas, including 

through the regeneration and renewal of areas of poor housing.”226 

The NPPF is, by design, a much shorter document than the large body of 
planning policy that it replaces, and may not be the best location to spell out in 
further detail the nuance of the nation’s housing policy. However, between this 
broad vision and the individual actions, there remains a need for a clear 
statement of strategic objectives that contribute to the vision and which co-
ordinates individual measures (Figure 8), perhaps in the form of a new ‘National 
Housing Policy Statement’. A framework with strategic objectives at its core 
would ensure that the individual policy measures work coherently towards an 
overall vision. At present, this level of the strategy is not clearly articulated in 
government policy. 

The recommendations of this report therefore take the form of four strategic 
objectives, to address this current need. They are accompanied by a range of 
supporting measures, which are individual recommendations for action by a 
range of actors, many in central or local government, which will contribute to 
each of the strategic objectives. 
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Figure 8 Housing strategy 
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Given the current degree of devolution with respect to housing policy, it may be 
more sensible to strive for housing strategies for each of the four nations. As a 
devolved area, the planning policies listed above (PPS3 and the NPPF) apply only 
to England, although the devolved administrations express many of the same 
aspirations, albeit sometimes in different language. For example, since 2010 
there has been a consolidated Scottish Planning Policy (SPP), which like the NPPF 
is designed to be shorter than the documents it replaced.227 The SPP’s 
commitment to increasing housing supply is expressed as follows: 

“The Scottish Government is committed to increasing the supply of new 
homes and the planning system should contribute to raising the rate of new 
housebuilding by identifying a generous supply of land for the provision of 

a range of housing in the right places. The planning system should enable 
the development of well designed, energy efficient, good quality housing in 

sustainable locations and allocate a generous supply of land to meet 
identified housing requirements across all tenures.”228 

Furthermore, it may be pragmatic to maintain a housing strategy for London 
separate from the rest of England. London has a significant place in international 
property markets, notably the Prime Central London market where only around 
one third of sales are to UK buyers. 229 For high net worth individuals looking for 
additional homes and investment opportunities, Prime Central London is thought 
to represent a sound investment as a politically stable location.230 This has 
important consequences on the rest of London and the supply and cost of more 
affordable housing for the mainstream workforce of the city. In practice, London 
is increasingly being treated separately from the rest of England, for example by 
having separate HCA arrangements, and at the same time many of the housing 
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challenges facing London are different at least in scale, if not in nature, from 
those affecting the rest of the country. Certainly, it would be important to avoid 
designing a strategy for London that is then applied to the whole country (as 
sometimes appeared to be the case in relation to the recent Housing Benefit 
changes, which were often justified by reference to a few very exceptional cases 
in the capital). 
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Section 5: Strategic objectives for 
increasing supply 

The Consultation identified the following strategic objectives (Figure 9) that 
should be adopted to guide the government’s overall housing vision: 

 Build new places. Local authorities should take a leading role in assembling 
land and parcelling it out to a range of suppliers, to increase competition 
amongst firms and between different models of development. 

 Enhance delivery of land. Those who own or control land that is suitable 
for housing need to be encouraged to bring it forward for prompt 
development at values that will secure appropriate quality. Government 
policies, regulations and taxation structures create certain patterns of 
incentives, which may or may not support the prompt development of land. 
These rules and their consequent incentives should be aligned to ensure that 
they provide the maximum possible incentive for development. 

 Ensure that an appropriate range of finance is available to support 
development. Following the global financial crisis, there has been a 
fundamental change to the financing of housing supply and purchase, in 
addition to short-term credit constraints. Government and the housing sector 
need to ensure that these changes are adapted to, so that housing supply is 
not inhibited, and that funding is available for the infrastructure needed to 
boost growth, and cope with climate change.  

 Maximise the use of the existing building stock. The existing stock of 
buildings, including empty homes and some commercial properties, 
represents a potential source of additional housing. Where possible this 
should be brought into use to help to meet housing needs. 
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Figure 9 Strategic objectives 

 

There are clear links between these strategic objectives. Beneficial changes in one 
area will support improvements in other areas. For example, mechanisms that 
help to deliver more land for development and remove the financial barriers are 
likely to make it easier to build high quality new places. 

Benefits of this approach 

If implemented, these strategic objectives will work together to increase supply 
by overcoming many of the barriers to development outlined above. In broad 
terms, the benefits that could be expected from the successful delivery of these 
objectives include: 

Land and planning 

 Significantly more land with deliverable planning permission will be brought 
forward for development, enabling a substantial increase in housing supply. 
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 Greater certainty will be brought to the infrastructure needed to facilitate 
allocations of land and the optimal delivery of development. 

Taxation, incentives and subsidies 

 Taxation and incentives will be aligned to encourage landowners to bring 
forward suitable land for development. 

Opposition to development 

 Measures that increase the quality of new development in terms of design of 
properties and of places will make local communities to be more positively 
disposed towards new housing. 

 Local communities will benefit more from the financial gains created by 
development. 

 Improvements to the provision of infrastructure in new developments will 
often address concerns regarding the additional pressure of development on 
existing services. 

Existing stock 

 Empty properties will be better utilised as owners, both public and private, 
will have the incentives to make more efficient use of their assets. 

Construction industry 

 Build out rates will be increased, enabling the quicker development of sites, 
leading to the delivery of more housing. 

 Choice and competition will increase due to a wider range of different 
providers contributing to supply. A large component of housebuilders’ 
competitive position is at present related to their ability to secure land with 
planning permission. Increasing the availability of suitable permissioned land 
should increase competition and, therefore, choice for consumers.  

 The quality of homes will also improve, as increased choice of sites will 
encourage different providers to compete on the quality of the homes they 
build. 

 There will be greater opportunities for smaller-scale development models 
such as self-build and community-led housing delivery of various types, as 
parts of sites could be parcelled out as individual or small groups of plots. 

 Innovation will increase as barriers to entry would be lowered, allowing new 
entrants to enter the market. In other sectors new entrants frequently bring 
more innovation than existing players are able to, improving standards 
overall. 
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Market 

 Housing affordability problems will be moderated due to the substantial 
increase in supply. 

 There will be a moderation of effects of economic cycles and boom and bust 
in the housing market. 

 The housing industry and therefore the economy as a whole will have 
improved resilience to economic shocks, as a range of providers adopting 
different business models become available to deliver housing on sites. 
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Build new places 

Local authorities should take a leading role in assembling land and 
parcelling it out to a range of suppliers, to increase competition amongst 
firms and between different models of development. 

Local authorities are well placed to understand the needs of the communities that 
exist in their area. They should take a leading role in ensuring that new places are 
developed to meet the housing needs and demands in their area. This response 
will vary from very small developments to sustainable extensions or new 
settlements depending on the local context. Whilst this objective naturally relies 
on local authorities displaying leadership, there is also a substantial role for 
central government to provide support; for example, by granting local authorities 
the powers that would be needed (or to provide assurance that it would not 
stand in the way of them exercising powers that already exist). Local authorities 
and central government can both adopt policies and practices that enhance the 
ability of a range of providers to supply homes. It is also vital that local 
authorities ensure that the needs of people who wish to move into their areas, for 
example to find employment, are recognised and included in local assessments of 
housing need. 

Local authorities are institutions with extremely long-term interests in making 
sure that the places that are created function effectively and are successful in the 
long run, to an extent that is unlikely to be rivalled by other organisations 
involved in the delivery process. They also bring democratic accountability to the 
process, hold the responsibility for assessing and planning for housing need, and 
are perhaps better placed to oversee a process of parcelling out of land than a 
private sector actor. At their best, they have the potential to provide vision to 
their local areas, and to contribute to a sense of municipal pride. 

Place-making will require economic and business skills, in addition to the town 
planning and community skills that are, at present, likely to be key competences 
of more local authorities. Developing these skills, where the political will is 
present, is not impossible, but in many local authorities it will represent a shift in 
culture, and the associated challenges should not be underestimated. There will 
also be a need for strategic analytical capacity to assess and forecast demand. 
Whilst it should be acknowledged that at the current point in the economic cycle 
local authorities are facing substantial cuts, which in some cases will stretch 
capacity and cause existing expertise to be lost, the creation of successful new 
settlements is inherently a long-term process.231 
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The leadership of local authorities should not be viewed as crowding out other 
actors, as in most instances it is likely to be helpful if the authority can work in 
partnership with other parties, including land owners and others in the private 
sector. Furthermore, were there to be private sector appetite to lead the creation 
of a new settlement, this should not be ruled out: some successful early examples 
of new settlements were led by private initiative (including Rowntree at York and 
Cadbury at Bournville in the 1800s, and the Garden Cities of Letchworth and 
Welwyn in the early 1900s). 

As the needs of different areas will vary, details of the precise arrangements 
should be viewed as a typical starting point, rather than prescriptive on local 
areas. 

Supporting measures 

 Local authorities should take a leading role in creating a new generation of 
garden cities, or other styles of new settlements, best suited to local 
conditions. 
 
The Consultation noted that many of the strongest lessons for new settlements 
could be drawn from the garden city movement, some of the subsequent 
New Towns and international examples, such as Malmö and Freiberg. Local 
authorities should be encouraged to take bold decisions that address housing 
need. 
 
Assessment of potential locations for development could include strategic 
appraisals of sustainability, comparing the available sites, to ensure that any 
planning allocation secures the most sustainable patterns of development, 
and rules out other less sustainable locations. As the government intends to 
create a “presumption in favour of sustainable development”,232 an early 
assessment of which sites would be compatible with sustainable development 
would be a powerful tool in enabling local authorities to make the best 
allocations of land required to meet local needs. As importantly, identifying 
those locations where development would not be sustainable could help to 
minimise the time and resources expended, particularly by public bodies, on 
considering planning applications that would be unsuccessful.  
 
Where possible, cross-party support for these measures should be secured, to 
ensure the project is not unduly hindered by changes in power as it 
progresses over several electoral cycles. 
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 The Department for Communities and Local Government should confirm 
that it would be minded to accept requests from local authorities seeking to 
create new garden cities and other types of settlements in their areas, using 
the powers of the New Towns Act 1946. 
 
The powers initially granted under the New Towns Act 1946 (and 
subsequently amended under Acts including the New Towns Act 1981 and 
the Housing and Regeneration Act 2008) allow areas to be designated as 
New Towns, which would facilitate new settlements being developed. In 
some areas, New Towns powers could be helpful in creating this new 
generation of settlements. 

 Local authorities should create local ventures for large-scale strategic sites, 
taking title of land, promoting, granting planning permission, putting in 
infrastructure and parcelling out the serviced land. Such local ventures should 
be led by local authorities, but would typically require participation from 
other stakeholders such as land owners. 
 
A local venture of this nature would be able to pull together a range of 
stakeholders with a financial interest in a development. Within its structure it 
could integrate planning, investment and development functions, and would 
have the ability to draw in the appropriate skills. This technique would 
generally not suit smaller sites, but could be appropriate for both substantial 
extensions to settlements and new settlements. 
 
By undertaking activities related to planning permission, site assembly and 
the installation of infrastructure, the risk to developers would be substantially 
reduced. Reducing the risks for developers could allow a wider variety of 
development models to emerge. 
 
A group of partners coming together to take a longer-term interest in the site 
would help to draw benefits into the community over a longer period. The 
involvement of local authorities would help to ensure democratic 
accountability to local communities, and would also be vital to ensure 
statutory functions such as planning could be properly integrated. 

 An organisation such as the Local Government Group should create a 
network to facilitate sharing of experience amongst local leaders for 
development. This would seek to build a network of local champions for 
quality growth. Such a network could foster mutual support amongst these 
leaders, seeking to build municipal pride in the quality growth of their 
localities. 
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 Local authorities should work in partnerships with community-scale models 
to deliver housing which has long-term links to local residents. 
 
Local-scale community-led models have the potential to unlock social and 
economic capital, and broaden choice, as well as increasing the supply of 
housing. Both local and central government should recognise the value of 
housing providers that have a long-term interest in the communities in which 
they supply housing. One practical way in which these benefits could be 
supported would be for local authorities participating in the parcelling out of 
land to specifically set aside a proportion of plots for these alternative 
models. 
 
These models include self-build housing, a range of community-level housing 
options such as housing co-operatives, as well as larger organisations 
providing homes for rent in an area (whether in the profit or non-profit 
sector). In each case, the person or body commissioning or carrying out the 
building retains a long-term interest in the community. This is typically not 
the case with the predominant housebuilding business model, where homes 
are built on a speculative basis. 
 
This long-term commitment should have both community benefits and effects 
on the quality of the physical stock, which will typically be built to a higher 
standard if the developer expects to own it and be responsible for its 
maintenance for the long-term. 

 Government should ensure that unnecessary barriers are not put in the way 
of less commonly found housing solutions. Where these can be provided at 
relatively low cost and with low impact on their surroundings, such as low-
impact dwellings (including caravan pitches and boat moorings where 
appropriate), there may be a case for positively favouring their development. 
 
Through the government’s localism agenda, there is an increasing emphasis 
on local communities being able to make choices about the places in which 
they live and the services available to them. In order for this vision to be fully 
realised, this should include those individuals and communities that choose to 
adopt a more mobile or alternative lifestyle. 
 
A broad range of supply should also deliver a range of housing tenures, each 
of which should serve its intended audience well, providing affordability, a 
quality physical product, and a reasonable degree of security of tenure, in a 
place that people want to live. The private rented sector in particular is in 
great need of improvement. Whilst at its best the private rented sector can 
provide high quality, well-managed accommodation, it invariably offers little 
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security, and many properties are characterised by poor physical standards or 
amateur, at worst wilfully neglectful, management. 

 Local authorities need a more detailed understanding of the housing that is 
needed in their area. It is important that housing planners are able to rely on 
a robust evidence base when considering future land release and housing 
investment strategies. Housing market assessments tend to only provide a 
broad understanding of local housing needs and demands. Local authorities 
should seek to increase understanding of the range of housing offers that are 
needed and/or aspired to by different groups in their area. Furthermore, a 
rigorous understanding of a housing market would also reflect the situations 
of those who will in the future move into the area; this is naturally 
challenging, but should not be ignored, as otherwise plans made on the basis 
of current inhabitants may turn out to be inadequate. 
 
The Scottish system for assessing housing needs and demands appears to offer 
lessons for the other countries of the UK. Local authorities are supported by a 
team within the Scottish government that aids strategic planning for housing 
with guidance and training. This support is intended to help local authorities 
to prepare evidence-based Housing Need and Demand Assessments and 
Local Housing Strategies that are based on analysis that looks across all 
aspects of the housing system and draw on rigorous data. They are also seek 
to identify both short- and long-term housing problems (and distinguish 
between them), and to measure housing need in a consistent fashion. The 
central team also validates all Assessments to confirm they are “robust and 
credible”.233 Although this model requires resources to deliver its robust 
assessments of housing need and demand, failure to invest can be a false 
economy if it leads to the wrong housing planning and spending decisions 
being made. 
 
An understanding of the housing needs and demands of an area could also 
seek to gain an understanding of the appetite for self-build accommodation 
and other parts of the self-organised sector. This could provide a mechanism 
by which people who want to build their own homes could engage with local 
authorities. When compiling housing market assessments, local authorities 
should consider the range of community and individual options in the self-
organised sector, to maximise their ability to draw on the sector’s untapped 
potential. 
 
If local plans, and ultimately planning permissions, are to reflect the needs of 
the local community information about the present and future make up of 
that community will be necessary. The information will need to be robust and 
accessible, including being accessible to local people. It should include the 
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housing needs of children and young people in the area who currently do not 
have any expressed housing need, but will do so within the next 10-20 years. 
For example, many older households are likely to be ‘under-occupying’ 
family-sized homes; policies could be designed to free these homes up for 
new families to use by providing and promoting highly desirable alternatives. 
Consequently, identifying where older households currently live, what type of 
housing they would be attracted to, and what information and support might 
help them to move could help achieve those goals. 

Lessons on creating new settlements 

The UK has a wealth of experience of the purposeful creation of new settlements, 
often in waves, from the workforce villages of the 1800s (including Rowntree in 
York, Cadbury at Bournville, and Lever at Port Sunlight); to the Garden Cities of 
the early 1900s; to Abercrombie’s satellite towns around London identified in the 
1940s; to later waves of New Towns.234 

As well as learning the lessons from these experiences, it is also possible to look 
further afield, to successful new settlements that have been created elsewhere.235 

The historic Dutch town of Amersfoort faced significant growth pressures, and the 
decision was taken to expand the town to increase the population by nearly 40 
per cent. The aim was to do so whilst maintaining the attractive and historic 
character of the town. This was in part achieved through the development of 
Vathorst, a free-standing sustainable urban extension, with transport links to the 
town centre. The development consisted of 11,000 new homes, along with 
amenities such as a business park and community facilities. 

“The appeal of Dutch new settlements like Vathorst comes above all from the 
quality of the public realm.” The development was carefully planned to maintain 
the existing local character and provide distinctive neighbourhoods. The 
settlement is also serviced by excellent public transport, with priority given to 
pedestrians and cyclists, to minimise traffic. Other environmental measures, such 
as a Ground Source Heat Pump for around 650 homes, were included. The 
settlement is well-serviced, but also has strong links with the town of Amersfoort 
and other major local centres. 

Those involved in the development of Vathorst cite several reasons for the 
settlement’s success, including: 

 A clear vision and local leadership. The vision for Vathorst came very 
much from the local authority, and the development was spearheaded by a 
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respected local politician. This vision was shared with the local community to 
demonstrate the benefits of the development. 

 Careful planning. A strong masterplan was developed, which involved 
addressing the needs of the existing community, developing a design with 
distinctive character in keeping with the current town, and ensuring the 
development was supported by strong physical and social infrastructure.  

 An effective public-private partnership. A Joint Development Company 
was set up, with the Council and five private companies as shareholders. The 
companies included both those that had invested in land locally and those 
that had previously had positive involvement in Amersfoort. This Joint 
Development Company then raised €750 million from BNG (the Dutch 
municipal bank) repayable over 15 years, which then financed the 
infrastructure and other upfront cost. 

 Diversity and competition. Eight different developers and 50 different 
architects were involved in the creation of Vathorst. This created healthy 
competition among developers and a wide variety of designs, increasing 
choice for the new population. 

 Emphasis on social sustainability. There was a significant proportion of 
social housing within the development, built to the same standard as market 
housing and interspersed to create mixed communities. A cultural 
programme was included in the project, meeting the needs of Amersfoort 
residents. 

 Continual monitoring. A panel of experts evaluated the success of the 
Vathorst development against the masterplan over the course of the 
development. Alongside this, there has been monitoring through 
quantitative performance indicators and attitudes surveys.  

 Provision of serviced sites. These were sold to developers, with prices 
calculated as a proportion of expected sales. This formula-based approach to 
land also contributes to the success of the development. 

(Information on Vathorst, Amersfoort drawn from Falk, 2008.236) 

  

63 
 



More Homes and Better Places 

Enhance delivery of land 

Those who own or control land that is suitable for housing need to be 
encouraged to bring it forward for prompt development at values that will 
secure appropriate quality. Government policies, regulations and taxation 
structures create certain patterns of incentives, which may or may not 
support the prompt development of land. These rules and their consequent 
incentives should be aligned to ensure that they provide the maximum 
possible incentive for development. 

The availability of land with planning permission for development is the limiting 
factor on the rate of development of new housing in many parts of the country; 
in others, developers could get permission but are not interested, for example 
because of uncertainties over infrastructure; in some further places developers 
have permission but are not building. Consequently, it is essential to ensure that 
landowners are encouraged to release land holdings, that local authorities ensure 
that there is a suitable supply of land with planning permission, and that once it 
has permission incentives act to encourage its prompt building out. 

Supporting measures 

 Central government should give local authorities the power to pilot creating 
small innovation zones where planning permission is relaxed. These powers 
may already be possible under the existing legislative tool of Local 
Development Orders and/or the Neighbourhood Development Orders being 
introduced in the Localism Bill, in which case support should be provided to 
promote innovative and appropriate use of the tools.237 
 
In some instances, the delivery of additional land could be facilitated by 
limited deregulation of certain areas. This will empower local communities to 
develop more freely where appropriate. Obviously, whilst planning 
permission would not be needed, the presence of adequate infrastructure and 
building regulations would maintain minimum quality standards. The power 
to designate certain areas as “no plan” zones would be granted by central 
government to local authorities, permitting them to take certain steps, but not 
requiring them to do so if it is not appropriate for their community. 
 
A localist approach to this measure would also permit a range of models to 
be adopted based on the local authority’s view of what would best suit the 
area. For example, in one area the authority may wish to provide just a 
design code, or just a site masterplan. In another area, there may be an 
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appetite to experiment with a planning system, but one that is lighter touch 
and draws its inspiration from, say, the German, Dutch or Swedish system. 
 
In order to evaluate the potential advantages and difficulties associated with 
this new approach, it would be worthwhile piloting this model in local 
authority areas where there is an appetite for development. One option 
would be for central government to give local authorities the power to extend 
permitted development rights in part of their area to all housing 
developments of fewer than ten homes. Another option might involve the 
development of pattern book arrangements where prior approval is granted 
for certain types of building. 

 Government should seek to develop mechanisms that would allow local 
communities to capture some of the planning gain, the increase in the value 
of land which occurs when planning permission is granted. 
 
Ultimately, the large increases in land values associated with the granting of 
planning permission are a symptom of constraints on land supply, and in the 
longer term a substantial increase in the supply of land would be expected to 
lower the amount that land values rise when planning permission is granted. 
In the meantime, capturing some of the gain for the benefit of the 
community has the potential to contribute to supply, in part because it may 
lower opposition to planning permission, if the existing community can see 
the local area will gain some of the benefit. 
 
In the 2011 budget the government announced that a land auction 
mechanism will be piloted, which is one proposed mechanism for capturing 
planning gain.238 As the model is as yet untested it is sensible that it is being 
piloted, so it can be monitored for potential unintended consequences, rather 
than simply being rolled out. A pilot programme is essential to assess whether 
it undermines perceptions of transparency in the system. If it is found to 
cause problems of that nature, alternative planning gain capture mechanisms 
could still be appropriate. 
 
Some planning gain captured in this way may be useful in establishing 
revolving funds for the creation of infrastructure etc. More generally, if a local 
authority has acquired land through a land auction process, it may seek to 
establish models like the local ventures described above, to undertake 
infrastructure works and parcelling out of the land. 
 
Other related models are used in mainland European, and could be 
considered in the UK. These typically rely less on taxation or levies and 
instead on a mix of equity investment in infrastructure by municipal banks 
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and constraining the value of land received by landowners and developers, 
either to an agreed multiple of existing use value or a fixed percentage of 
outturn sales value. These have advantages of certainty for landowners, 
represent a fair but not exploitative uplift in value, and might be preferable, 
as being less complex, with lower transaction costs and less vulnerable to 
avoidance strategies, than taxation. 

 HM Treasury should require public sector bodies to reflect a cost in their 
accounts as if they were paying market rent for their land and buildings. This 
‘shadow market rent’ mechanism would increase public sector bodies’ 
appreciation of the holding cost of those assets. At present the holding cost 
may be perceived to be near zero. 
 
Appreciating the true holding cost of land and property assets will encourage 
efficient use, and in some cases may prompt disposals, making them available 
for other uses, including redevelopment to provide housing. 

 Government should consider replacing some existing taxes, such as Stamp 
Duty Land Tax (SDLT), with a property or land value tax. A ‘pure’ land value 
tax may have particular features that would encourage efficient use of land. 
By making a charge on the value of land at its best permitted use rather than 
any buildings on it or improvements made, sites with planning permission 
that have not been built out would be taxed at around the same rate as if it 
were fully developed. 
 
This change would seek to achieve for private sector organisations many of 
the same benefits the previous measure would achieve in the public sector. 
The holding cost of land or property is frequently not perceptibly borne by 
private sector landowners. A periodically-levied tax on land or property 
values would tend to encourage efficient use of the asset (including 
prompting disposals in some instances). 
 
It seems particularly likely that this mechanism could be structured to 
incentivise prompt building out of sites with planning permission as these 
would be valued at their eventual use value and hence taxed on a substantial 
sum. Of course, much depends on the detailed design of any tax, not least the 
rates. It may make sense to trial the new tax in some areas, to check that it 
contributes towards the outcomes as expected. 
 
SDLT is due to be devolved to Scotland, in the Scotland Bill currently before 
parliament. Various commentators have already started discussing how this 
might represent an opportunity for reform of the tax in Scotland, to achieve 
alternative objectives.239 
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 Government should encourage an informed national conversation on the 
role that Green Belt and other land protection policies ought to play, and 
alternative models, such as ‘green fingers’, as in Denmark, for example.240 
 
The purpose and nature of Green Belt needs to be revisited and updated to 
ensure that it is meeting the needs of current and future generations. Many 
people believe that the Green Belt consists entirely of important ecological 
habitats and/or the most unspoilt countryside, whereas this is not the case, 
and there are many parts with little intrinsic environmental or aesthetic 
merit.241 One of the primary objectives of Green Belt policy is to prevent 
coalescence and ensure ‘openness’ between developed areas. 
 
An alternative concept of Green Belts might suggest a different pattern for 
their placement and use. If they were considered to be part of the functional 
areas of towns and cities, they might enhance their places’ ability to work as 
sustainable settlements, more able to draw on their hinterlands for more 
managed recreational space, food and fuel, water and waste management 
and urban cooling capabilities. 
 
Whilst these issues are discussed amongst professionals,242 a national 
discussion about the pros and cons of the Green Belt’s boundaries is viewed 
as politically off-limits. This prevents a comprehensive debate about using 
some areas currently designated as Green Belt for housing supply. 
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Ensure that an appropriate range of finance is available to 
support development 

Following the global financial crisis, there has been a fundamental change 
to the financing of housing supply and purchase, in addition to short-term 
credit constraints. Government and the housing sector need to ensure that 
these changes are adapted to, so that housing supply is not inhibited, and 
that funding is available for the infrastructure needed to boost growth, 
and cope with climate change.  

The financial crisis led to a rapid reduction in lending for housing development 
and purchase by individuals. These restrictions are a result of the credit crunch – 
where funding lines for lenders came to a very abrupt halt – as well as the 
introduction of new regulation designed as a response to what is now generally 
perceived to be excessive lending on property, which contributed to the financial 
crisis and to inflation of house prices. The restrictions on finance are likely to 
remain for a number of years and may reflect a fundamental change in access to 
debt finance for both housing developers and individual house purchasers. For 
instance, debt lending periods have been greatly reduced: five years is now a 
common maximum for some lenders providing funding to developers and 
housing associations. 

In order to increase housing supply there needs to be a sufficient quantity of 
development finance available: it should ideally be diversified (so as to be less 
sensitive to shocks in one part of the system) and there should be sufficient 
mortgage finance available so that people are able to purchase the private sector 
housing. An important balance needs to exist to ensure that finance is made 
available appropriately: reckless mortgage lending is not in the long-term interest 
of the borrower, the lender, or society. To tackle the affordability aspects of the 
housing problems, cheaper homes would achieve more sustainable outcomes 
than cheap credit. One method of making homes more affordable is to make 
them smaller; whilst not without their downsides, if carefully designed, small 
dwellings can provide an option that will suit some households. One firm that 
builds one-bedroom flats specifically with singles and couples in mind, Pocket, 
acknowledges that at 37 to 45 m2 they are compact, but claims that through 
clever design they are suitable for modern living.243 

Restrictions on finance do not apply equally to all types of developer or 
household. For example, smaller-scale models of development often face the 
tightest constraints, as they are viewed as inherently more risky by lenders, (or, 
equivalently, where lenders are required by their regulators to hold higher capital 
sums in relation to funds that have been extended to those in these domains). 
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Equally, first-time buyers, as well as subsequent buyers with low levels of housing 
equity, typically face the greatest barriers accessing mortgage finance. The current 
shortage of potential first-time buyers able to raise a sufficient deposit has a 
particular impact on demand for new build properties, so providing support for 
this group is likely to stimulate demand for new supply. Support for first-time 
buyers should be designed to support those people who are able to meet 
monthly repayments but may struggle to obtain a deposit. It should not be used 
to encourage overly risky lending. 

Supporting measures 

 Local authorities should create revolving funds to fund infrastructure 
development and, where relevant, land purchases. By taking a leading role in 
creating such funds, local authorities could draw in other sources of finance, 
such as from private companies. Local authorities’ aims would be well-aligned 
to use these funds in a counter-cyclical fashion, supporting local economies 
and building infrastructure at times when other construction work is slower, 
acting to support growth where there is market failure and to pump prime 
markets until confidence and private sector growth and investment returns. 
Local authorities could also create loan guarantee scheme to support 
community based housing solutions who may struggle to gain access to 
finance. 

 Government should investigate the barriers to adequate finance being 
available for a diverse range of housing models, including self-build and 
community-level models. 
 
This could include a group version of the mortgage insurance proposal 
described below, to encourage commercial lenders to enter this market with 
government and/or borrower or other guarantor providing a premium to 
cover the marginal additional risk. 

 HM Treasury should move to the internationally accepted “general 
government” system of classifying public sector finance. The current public 
sector net cash requirement (PSNCR) system of classifying debt (previously 
known as the public sector borrowing requirement, or PSBR) is an implicit 
form of regulation, as it brings local authority borrowing for council housing 
within the public sector debt calculation and therefore requires tighter control 
by the centre. 
 
Moving to the internationally accepted General Government Financial Deficit 
(GGFD) standard would remove local authorities’ trading activities, such as 
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housing, from the national debt, significantly increasing their freedom to 
borrow against their housing assets to increase supply. 
 
Although local authorities’ housing departments in England are to gain some 
freedom in their accounting in April 2012, this will be accompanied by the 
introduction of a cap on housing borrowing. The proposed change in the 
accounting standard would permit this cap to be relaxed, with prudent 
borrowing and asset management becoming the governing control focus for 
local authorities. 
 
This move would also have the advantage of removing the risk that the debt 
of Registered Providers (such as housing associations) may become part of the 
national debt. At present housing associations are regarded for accounting 
purposes to be private bodies. However, because the state has a relatively 
high degree of control over housing associations it is possible that at some 
point the Office for National Statistics will revisit that classification and insist 
that they be considered as public sector for accounting purposes. 

 Local authorities should prioritise having a senior role within the 
organisation with responsibility for inward investment and the securing of the 
common wealth of the area. 
 
In some authorities this role will already exist, in others it will need to be 
created or developed. In the past, this role would often have been handled 
by the Borough Valuer or economic development departments, working with 
the chief planning officer and engineer. Much of the country’s post-war 
reconstruction and early rounds of town centre redevelopments were 
managed by these three key local authority people. The chief planning officer 
role in local authorities is not, at present, a statutory post. It has been argued 
that remedying this situation would help to raise its status within 
authorities.244 Specifically, it would help to ensure that planning is more 
effectively integrated in corporate, operational and policy decisions of the 
local authority. 
 
All chief officers should be required to take a broad view of common value, 
and be able to look beyond the narrow outcome of maximising cash returns 
from individual actions such a land sales, to ones that create long-term capital 
and social value in communities. 
 
Placing this role within local authorities is vital, as authorities are uniquely 
well positioned to look at common assets and the physical realm. This should 
look to incorporate physical assets (such as land and property) and social 
capital. Chief officers should also have responsibility for communicating with 
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other executive officers and councillors: it should be a corporate priority for 
the council itself to understand what the community’s assets are and to 
develop their community leadership role around this understanding.  
 
In the longer term, stronger local authorities that are better able to draw 
investment into their areas will benefit central government, as they will make 
fewer calls on the central purse. Efficient local authorities should be able to 
develop local investment plans that maximise the use of public, community 
and private finance and assets, and thus ensure that calls on central 
government funds are calls of last resort. 

 Government should investigate new mechanisms for helping potential first-
time buyers in building up a sufficient deposit. The tightening of mortgage 
market restrictions means that obtaining a deposit is now perceived by 
consumers to be the major barrier to property purchase.245 This perception is 
supported by the fact that between the first quarter of 2007 and the same 
period in 2011 the median first-time buyer deposit as a proportion of income 
rose from 41 per cent to 87 per cent.246 Whilst approaches that increase 
households’ access to debt by loosening lending conditions are not desirable, 
ones that achieve it whilst making the borrowing safer are potentially sound. 
 
For example, the government could ensure that any home meeting A, B or C 
on its energy performance certificate would be eligible for an additional loan 
from the Green Investment Bank; this might be able to act effectively as a 
deposit, with the repayments being affordable due to the savings on energy 
bills. (This might be structured over an extended period, and could range 
from, say, £5,000 for a C-rated home to £10,000 and £20,000 for B- and A-
rated properties respectively.) By providing additional finance, a loan from 
the Green Investment Bank would assist with the deposit requirement, whilst 
also incentivising green homes. 
 
Local authorities could create loan guarantee funds that support first-time 
buyers. Some local authorities are already developing this type of approach 
to supporting first-time buyers.247 In Germany, self-builders can access low 
interest loans of up to €50,000 from the government to help them build eco 
homes.248 Government should also be considering measures such as Local 
Asset Backed Investment Vehicles and the issue of infrastructure bonds that 
are repayable after around 20 years from the uplift in land values as a result 
of new infrastructure and related development.249 
 
Governments’ powers to change the extent of credit rationing in the financial 
system are limited within a global system where regulation has moved to the 
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supranational level. However, they retain some tools that should be 
investigated further. 

 Government should work with representatives from the mortgage industry to 
examine the potential for Mortgage Indemnity Guarantees (MIGs) to play a 
greater role in enabling access to owner occupation. MIGs can permit those 
with low deposits to access mortgages that would otherwise be unavailable, 
particularly if their presence reduced the capital required to be held by the 
lender. 
 
One option worthy of further attention is the potential to create a hybrid MIG 
and Mortgage Payment Protection Insurance (MPPI) product. This might offer 
an improvement over other forms of PPI as it would create a product that 
benefits both mortgage lenders and individual policy holders. A MIG protects 
the lender (in spite of typically being paid for by the borrower) and covers 
the lender if the mortgage fails and they repossess the property and do not 
recoup their losses. MPPI protects the borrower by covering their payments if 
they lose their job, for example. A hybrid product covering, say, £20,000 of 
capital loss and £500 per month of repayments could pay out the monthly 
sums, to be deducted from the amount available to cover capital losses; if, for 
example, the borrower was out of work for 12 months, the amount available 
to cover capital losses would have been eroded to £14,000. As most 
mortgagees who lose their job return to employment relatively quickly (albeit 
not necessarily at the same salary), such a product would tend to benefit both 
parties as the lender would be able to forebear for an extended period, and 
only facing a relatively small increase in exposure. Further development is 
needed to determine how such a system could work for those who fall behind 
on their mortgage for other reasons – typically relationship breakdown, loss 
of hours at work or overstretching. It would also be important to determine 
how such a system could complement, rather than undermine, state support 
such as Support for Mortgage Interest (SMI). 
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Maximise the use of the existing building stock 

The existing stock of buildings, including empty homes and some 
commercial properties, represents a potential source of additional housing. 
Where possible this should be brought into use to help to meet housing 
needs. 

At present there are almost 914,000 empty homes in the UK,250 with around 
300,000 in England that have been empty long term.251 This represents an 
untapped resource in increasing housing supply, although it is important to note 
that there is a regional mismatch between housing need and empty homes and 
that additions to the stock through this route will be offset by newly arising 
empty homes. Empty homes are largely privately owned and can be vacant for 
any number of complex reasons, so it is important to be realistic about the 
contribution they can make. In addition to residential properties, there are many 
disused commercial properties, some of which may be suitable for providing 
housing. These can be brought into use through a variety of mechanisms, 
including community-based models. As well as making use of vacant properties 
for housing, existing stock can be utilised financially, as assets to raise additional 
finance for new development. 

Supporting measures 

 Government should continue to investigate the potential benefits and 
problems of permitting commercial or industrial properties to be converted to 
residential or live/work use without requiring permission for change of use.  
 
The government is currently investigating potential amendments to the 
change of use rules. This has the potential to free up a significant amount of 
existing property to help contribute to supply. Such a move may, however, 
also have negative effects in some areas, where plans may have been 
developed with an assumption that the existing properties would remain in a 
particular use. The need for homes should be balanced against local need for 
commercial and industrial space. Any additional homes will need to be 
supported by a sustainable local infrastructure including public transport. 
Consequently, careful consideration of the potential impacts is required.  

 Owners of housing stock (including a variety of public sector 
organisations) that has been vacated pending demolition should strongly 
consider the potential for ’homesteading’. 
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Homesteading is where properties are sold for very low or nominal sums on 
condition that they are brought back into use. Where plans for demolition are 
currently on hold, and where there is no alternative viable proposal a 
property owner could make use of the asset by selling it for a nominal or very 
low sum. It would also be possible to make renovation and upkeep of the 
property a condition of its use to bring them back into a habitable state.  

 HCA and its counterparts in the devolved administrations should maximise 
the potential for use to be made of empty properties by making data more 
widely available.  
 
In England, the HCA has already collected and mapped data, and these could 
be made available to the general public through accessible channels such as 
web-based mapping and mobile apps. This could be further enhanced by 
linking the data to information such as the VAT breaks that are already 
available for bringing empty homes back into use. VAT discounts are already 
given for renovations on homes that have been empty for two or more years. 
Specifically, the data in the HCA’s new SIGnet mapping tool, which is 
currently available only to public bodies, should be made available publicly. 

 HM Treasury should move towards harmonisation of the respective taxation 
treatments of refurbishment and new build work. Specifically, the cost of 
reducing the rate of VAT on repair and maintenance work to five per cent 
should be calculated, to allow consideration of whether its benefits would 
outweigh this cost. Refurbishment work on properties that have been empty 
for a period of two years or more is already eligible for a discount. 
 
As a general principle, a taxation system should seek to place a lower burden 
on those activities that we are seeking to encourage. Whilst, VAT on new 
build is zero-rated, refurbishment maintenance normally attracts the full 20 
per cent rate. Under EU rules a VAT rate cannot be reduced to zero where it 
currently exists, but it can be reduced to the bottom five per cent band. 
Reducing VAT on all refurbishment would assist in meeting the challenge of 
retrofitting the existing housing stock, and by establishing the cost of making 
this tax cut it would be possible to analyse whether this is outweighed by the 
benefits. 
 
There are, of course, competing priorities in setting taxation rates (including 
raising sufficient funds, removing bias and distortion, and lowering overall 
rates), and there are downsides to reducing VAT on a particular sector (such 
as the so-called deadweight loss associated with households that could afford 
the VAT). However a full consideration of the costs and benefits should be 
undertaken, 
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Appendix B: Participant List 

BSHF is grateful for the contributions made by participants at the Consultation. 
This report does not claim to represent a consensus opinion of all those present, 
although in preparing it we have drawn heavily on the discussions held. 
Responsibility for any remaining errors rests, of course, with the authors. 

The Consultation was chaired by Steve Douglas, Partner, Altair Ltd. 

Participants at the Consultation were: 

Ian Abley, Project Manager, Audacity 

Terrie Alafat, Director, Housing Growth and Affordable Housing Directorate, 
Department for Communities and Local Government 

Michael Ball, Professor of Urban and Property Economics, University of Reading 

Brian Berry, Director of External Affairs, Federation of Master Builders 

Paul Broadhead, Head of Mortgage Policy, Building Societies Association 

Stella Clarke, CBE, Chair, Community Self Build Agency 

Tim Collins, Deputy Director of External Affairs, Home Builders Federation 

Kate Davies, Chief Executive, Notting Hill Housing Group 

Diane Diacon, Director, Building and Social Housing Foundation 

Nicholas Falk, Founding Director, URBED 

Kenneth Gibb, Professor of Housing Economics, University of Glasgow 

Catherine Hand, Partner, Trowers & Hamlin LLP 

Christopher Handy, OBE, Group Chief Executive, Accord Group 

Paul Harbard, Director, Pocket Living Limited 

Kate Henderson, Chief Executive, Town and Country Planning Association 
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Judith Hermanson, Director, Centre of NGO Leadership and Development 
(NGOLD) 

Stephen Hill, Director, C2O Futureplanners 

Fiona Howie, Head of Planning, Campaign to Protect Rural England 

Nicola Hughes, Senior Policy Officer, Shelter 

David Ireland, Chief Executive, Empty Homes 

Tim Leunig, Reader in Economic History, London School of Economics and Chief 
Economist, CentreForum Think Tank 

Kelvin MacDonald, Chief Policy Advisor, Royal Town Planning Institute 

David Montague, Group Chief Executive, L&Q 

Jackson Moulding, Executive Committee Member/Treasurer, National Self Build 
Association 

Bosa Opacic, Trustee, Building and Social Housing Foundation 

Wei Pan, Reader in Sustainable Construction, University of Plymouth 

Bob Paterson, Visiting Social Enterprise Research Fellow, Community Finance 
Solutions, University of Salford 

Ben Pattison, Policy and Research Officer (UK Housing Policy and Practice), 
Building and Social Housing Foundation 

Ted Stevens, Chairman, National Self Build Association 

Jim Vine, Head of Programme (UK Housing Policy and Practice), Building and 
Social Housing Foundation  

The following people contributed to the Consultation as panellists: 

Mark Easton, Home Editor, BBC News 

James Tickell, Director, Campbell Tickell 

Caroline Thorpe, Deputy Editor, Inside Housing  
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