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Background

1 The purpose of this paper is to give an overview of the key issues and  

recommendations raised in Kate Barker’s Review of Housing Supply, published in March, with some reflections on the impact on the South East, and SEEDA’s response to the report, as requested by the Board in March and as background to the rummage.


Introduction

2
In April 2003 the Government set up a review of housing supply following the publication of the Treasury’s analysis of the five key tests to determine whether the UK should join the EMU. The very different performance of the UK housing market and in particular its volatility, was identified as a key factor in why the time was not yet right for the UK economy. The review was chaired by Kate Barker, an economist and member of the Bank of England Monetary Policy Committee. Her interim report, an analysis of the current housing shortages, was published last December, with the final report published on 17th March this year.  

3
This is an economic analysis of cause and effect. The review highlights the major effect that the housing market has on the economy and the impact that housing has on an individual’s quality of life and well-being. It identifies critical housing shortages and explores the reasons behind the prolonged period of undersupply in the UK. Appendix 1 is the executive summary of the report. Appendix 2 is a brief summary of SEEDA’s current activity to support housing and the wider sustainable construction agenda.  

4
Issues for the South East
· Prolonged failure to meet the demand for housing has resulted in significant shortages, contributing to rising house prices, which are now beyond the reach of many people in the region. This affects not only those on low incomes but also professional and private sector employees on salaries above national and regional averages.

· The concern about affordability has prompted the Government to focus its attention on key workers, and a significant proportion of the funding delivered through the SE Regional Housing Board will provide key worker housing. However, the consequence of this approach means considerably less social housing against a backdrop of rising homelessness and people in temporary accommodation.

· In the South East, despite high demand, the number of new homes constructed has been reducing since 1997/98. As elsewhere, the reduction is largely because of the cessation of house building by local authorities.

· Barker seeks to analyse why the private sector house building industry has failed to respond to this continuing and increasing demand for its products. She also assesses separately the need for subsidised housing given demographic trends.

5
Consequences of inadequate housing

Barker identifies three significant consequences of housing shortage:

· Constrained economic growth and negative impact on business location decisions and competitiveness.

· Increasingly unequal distribution of wealth between homeowners and non-homeowners.

· Homelessness – the number of households in England in temporary accommodation has almost doubled between 1995 and 2003, from 46,000 to over 93,000, the majority of which are in London and the South East.  

6
Main Elements of the Review 

The interim report identified a number of constraints on achieving more house building, including the behaviour of housebuilders, financial and planning processes, availability of land, lack of infrastructure and the political contentiousness of new housing. 

7
The final report has 36 recommendations which address specific barriers to housing delivery, and are intended to reduce house price volatility and, over the long term, bring housing market stability. Whilst much of the immediate attention and comment has been focused on the housing numbers in the Barker Report, these are a small element of the work, and in any event one to illustrate points rather than provide new projections of housebuilding requirements. Much of the report is about how to deliver stability in the housing market and about development issues, which are central to RDAs’ interests in housing.

8      
Housing Supply

A key starting point is that there are not large land banks held by developers but there is an inadequate supply of developable land for housing, and there is no avoiding this basic conclusion if affordability of housing is to be sustained in the longer term.     

9
Subsidised Housing

The report highlights the need to increase the delivery of affordable (subsidised) housing, critical to the continued economic success of the South East. RPG suggests that at least 12,000 new affordable (subsidised) homes are needed in the region each year. Barker recognises that private suppliers may be able to contribute to affordable housing numbers, but argues that Government will need to make a substantial increase in public housing investment, particularly to meet social housing needs. Recent Housing Corporation allocations to Housing Associations will still only provide around 6,000 new subsidised homes each year, with only half of them in the social rented sector, and the remainder to assist key workers through low cost home ownership options and intermediate market rent. The report suggests that efficiency savings in the Housing Association sector might also release funding that could be reinvested in housing. In the SE it is increasingly clear that it is not only low paid public sector workers who are priced out of owner occupation across much of the region.

10
Regional Planning and Housing Body

It is proposed by Barker that Regional Housing Boards and Regional Planning Bodies be merged, and supported by an independent Regional Planning Executive. This body would be responsible for setting 5-10 year housing targets, to achieve affordability within localities and regions, co-ordinating links between key players and monitoring performance. The initial Government response to this recommendation appears enthusiastic, which is surprising given that Regional Housing Boards are less than two years old, and the evident lack of understanding in the Barker report of the very different constitution and composition of the Regional Housing Boards and the Regional Planning Bodies. As far as the South East is concerned, the Regional Housing Board already has close links with the Assembly, not least through the chairman of the Regional Planning Committee being one of the non-executive members, and therefore strengthening these links would be more appropriate than a merger in the way suggested by Barker. The recent allocations of social housing grant by the Housing Corporation respond well to the overall priorities set out in the Regional Housing Strategy, with a large proportion of the funding being allocated to key worker (particularly low cost home ownership) initiatives, however, as a result there has been a inadequate response to the need to provide affordable rented homes for those who are not able to afford to buy even with some subsidy.

11        Community Infrastructure Fund

The provision of infrastructure is vital to ensure we achieve sustainable communities, and it is often the lack of infrastructure provision which makes some sites commercially unviable. The proposal for a Community Infrastructure Fund of £100-£200 million which could support up front costs is therefore very welcome, although this sum may not be adequate. It is not clear at this stage how the Fund might be administered but this could be a role that the RDAs could fulfil, given our involvement in the development of many large and difficult sites.  

12        Skills

There are critical skills shortages in the construction sector which will hamper any significant increase in housebuilding, and it is therefore imperative that more emphasis is placed on addressing this. 80% of firms (nationally) report skills shortages, with wages for skilled craftsmen rising faster than the rest of the economy and a poor take up of apprenticeships. In the SE the housebuilding industry is predominantly SME, with a high degree of labour-only sub-contracting which mitigates against formal training. The report argues for increased Government support for this purpose. In addition, one of the key issues highlighted in the Egan Report  “Skills for Sustainable Communities”, published on 19th April, is the deficit of generic skills, including leadership, project management and team working, which is present across a whole range of people working in the built environment. SEEDA is supporting the Sector Skills Council (CITB) to improve the provision and take up of construction skills training, and the developing SE Regional Centre of Excellence, co-ordinated by SEEDA, will identify built environment skills gaps and seek to ensure they are met. Our experience in recruiting for our own regeneration staff and the delivery vehicles with which we are involved shows that project management skills are indeed scarce.

13        Delivery 

The recommendations covering improvements to the operation of the planning system, section 106 agreements and development gains are particularly significant. Proposals to offer different routes to obtaining planning permission through binding design codes are to be welcomed, as is the analysis of the need to use section 106 contributions from new private development exclusively to help fund social housing only, and introduce a planning gain supplement as charge payable on the grant of planning permission as a way of financing broader infrastructure needs from new development.

14
It is proposed that English Partnerships should have a lead role in delivering development through partnering with public and private bodies in assembling complex sites, masterplanning, remediating land and developing supporting infrastructure. There are implications for SEEDA’s own role in development of large sites, and the need to develop a joint strategy and partnering arrangements with EP.

15        Housebuilders

The housebuilding industry has a poor track record of customer satisfaction with only 46% saying that they would recommend their housebuilder. Barker proposes that this needs to change, recommending that a code of conduct is developed. There is also a recommendation that housebuilders should be more innovative eg. to find ways to address the barriers to modern methods of construction. It is not clear what market or other pressures will achieve these aims.

16      Financial Incentives and Institutional Investment

The report proposes greater interaction between institutional investors and the residential property market, through the introduction of tax transparent property investment vehicles (such as the US Real Estate Investment Trusts). This would be a more attractive investment if her other proposals achieve the intention of stabilising the housing market and minimising risk.

On Budget day as the Barker Report was published, the Treasury also launched a consultation on carrying forward this particular recommendation in the form of a Property Investment Fund. The objective of this would be to encourage institutional investment in the residential sector, which has been achieved particularly in the US and several European countries by this mechanism.

17         Conclusions

The Barker report has significant positive proposals to help deliver more housing. However, the mechanisms for delivering some of them are not yet clear, and will require further work. 

The key issues for SEEDA are:

· To support the drive for increasing supply. The region is underperforming, whatever the forecast level of housebuilding requirements, and housing supply is becoming of increasing concern to businesses.

· To lobby Government for additional funds for social housing, essential to the future sustainability of growth and the health of communities, whilst supporting the increased attention on housing for key workers  (using a broad definition).

· To resist the proposal for a merged Regional Planning and Housing Body in the South East, by building on the current structures and continuing to strengthen the ties between housing and planning.

· To support the proposals for improving delivery through the planning system, new financial mechanisms, a Community Infrastructure Fund, and seeking to ensure infrastructure investment, particularly in growth areas.

· To review SEEDA’s support for skills development in light of Barker and Egan Review of Skills for Sustainable Communities.

·  To strengthen our relationship with English Partnerships to ensure we maximise our joint resources, and develop new approaches to funding regeneration.

· To work closely with the Construction Sector Group and others to identify to encourage improved performance.

18 
Although Government has yet to respond fully, this is a significant report on housing which signals a determination on the part of Government to act to achieve a step change in the pace of the delivery of housing, particularly in London and the South East.
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