SOUTH EAST ENGLAND DEVELOPMENT AGENCY
BOARD MEETING ON 22 JULY 2008
ITEM 15
IMPROVING THE HOUSING STOCK IN THE SOUTH EAST
Recommendation
1. The Board is invited to:
a. Note the update on the current housing market and SEEDA’s proposed study to look at the potential impact on the South East economy; 
b. Note the current SEEDA activity and Regional Housing Board programme on Housing Renewal;
c. Agree SEEDA’s proposed approach to improving the housing stock, namely:
i. For existing buildings, our retrofit campaign will work with key players (including utilities, local authorities, community groups) to significantly raise the level of uptake of energy and water saving measures across the South East;
ii. Demonstration, through the Institute for Sustainability, of an integrated and innovative approach to tackle the energy and water use across a whole district which includes residential and non-residential premises;
iii. For new build, that SEEDA adopt quality standards for our own developments wherever achievable, (covering Domestic and Non-Domestic new build), in order to demonstrate leadership.  There are additional costs, as set out in the paper, which will have implications on the viability of schemes, requiring more subsidy and consequently impacting on the value of SEEDA’s land assets;
d. Support SEEDA’s lobbying for flexibility in the definition of Zero Carbon new build standards;
e. Agree that SEEDA should work with partners, including the new Homes & Communities Agency (HCA), to identify counter-cyclical investments by the public sector, including in infrastructure, at this time of economic downturn.
Background
2. This paper is intended to provide the Board with an overview of some current housing issues in the South East and identify some of SEEDA’s proposed solutions .  RES target 9 identifies the critical role housing  plays with regard to the economy of the South East. The global credit crunch is having and will continue to have a significant impact on housing supply for the foreseeable future. At the same time energy price inflation is increasingly pushing more householders into fuel poverty (defined as needing to spend more than 10% of total income on energy to achieve adequate comfort levels).
3. Another of the priorities in the RES (target 11) is to reduce carbon emissions by 20% (from the 2003 baseline to 2016), as part of the goal of stabilising, then reducing, the South East’s ecological footprint. The residential sector is responsible for around 30% of all carbon emissions in the SE, and therefore it is vital to rapidly improve the energy efficiency of the existing housing stock. Government has declared that new housing will achieve zero carbon by 2016. Taking these two factors into account, there are significant challenges as well as opportunities for the housing sector.  A major transformation in both the existing housing stock and in the new build market is therefore called for, requiring new practices, new skills, new technologies and a change in consumer behaviour.
Current housing market conditions 
4. The impact of the “credit crunch” on the housing market appears to be worsening. Reports from housebuilders, estate agents and professional bodies such as RICS indicate that the current situation is unlikely to improve in the foreseeable future.  Much of the available data are at a national level, but there is enough anecdotal evidence to suggest that the impact on the South East is significant. The following headlines give an overview at a national level:
· CLG officials expect sizeable falls in house prices in 2008 – “at best down 5-10% year on year”. Halifax figures suggest national house prices have fallen to 8.6% below their level one year ago, which equates to a 2% drop in June alone and 5.5% for the quarter.
· The Council of Mortgage Lenders expects net lending to fall by 50% in 2008, with a 37% decline in sales.
· NHBC UK private housing registrations in the first four months of the year were down 33.8% on a year ago.
· Housebuilders alone have announced 5,000 redundancies, with more to follow, with much greater implications for related jobs in the supply chain as well as estate agents, surveyors etc.  

· June saw the shares of 3 of the major housebuilders drop by over 30%.
5. In the South East, the Halifax data suggests that property prices have remained flat with a 0.0% change in the first quarter, although according to the RICS survey, the largest proportion of estate agents reporting price falls (for all types of housing) in excess of 2% during the 3 months to April were in East Anglia (50%), the South East (50%) and Northern Ireland (49%). Although the market will vary around the region it would appear that overall the South East has not yet suffered the house price falls seen elsewhere.
6. The Home Builders Federation (HBF) reported figures for the year to April 2008 as follows:
	
	SOUTH EAST
	National

	Net reservations (confirmed purchases)
	down 77%
	down 83%

	Net reservations –first time buyers
	down 83%
	down 61%

	Net reservations – existing homeowners
	down 42%
	down 42%

	Net reservations – investment buyers
	down 39%
	down 67%

	Private housing starts
	down 18.7% in first quarter
	


7. The increase in housing completions in 2007 to c.34,000 was largely due to an increase in flats which accounted for 50% of new build in 2007. The signs are that flats are not selling, due to over-supply, a lack of access to finance, a reduction in the investment market, a lack of confidence and most worryingly lack of first time buyers.  
8. Bovis, Redrow, Persimmon, Barratt and Taylor Wimpey  have between them announced a total of around 5,000 job losses in the residential sector in the first weeks in July.   This, combined with a more general slow down in development, means that Regional Planning Guidance figures will not be achieved this year. Informal discussions with housebuilders suggest that completions are likely to be down by a third this year to around 23,000 compared to 34,000 achieved in 2007/2008, and significantly less than the 32,000 sought in the South East Plan.
9. According to the Halifax the housing market continues to be underpinned by sound fundamentals. Their research indicates that the labour market is the key driver of the housing market, and employment is at a record high of 29.55 million. In view of the unprecedented changes in market conditions, we are proposing to commission a piece of work to assess the current situation in more detail and the potential scenarios for movements in the market over the next few years, as well as the potential impacts on the economy.  The study will seek to identify actions that might be needed e.g. on skills when the market does pick up 
10. In addition, we need – with the Homes & Communities Agency and the Assembly – to look at counter-cyclical action such as investment in infrastructure to maintain economic movement and skills, and be ready when the market picks up, perhaps using the Regional Infrastructure Fund (RIF) to unblock developments.  Indeed, at the RES partner conference on 4 July, local authority leaders stressed the importance of the RIF, proposing it be increased in size to unblock more investment in order to help see the region through the current economic downturn.

We will also review our own portfolio of schemes with a view to achieving greatest 
impact and will inform the Board of current difficulties relating to key projects.
Affordability
11. In 2008 in the South East, the average mortgage is 5.5 x average salary, having peaked at 5.8 in 2007, although still much higher than the 3.4 in 2001.  However, demand for homes from first time buyers has been severely affected by more stringent finance arrangements – very cautious valuations, lower loan to value ratios, higher interest rates and the need for higher deposits. This suggests that schemes aimed at this client group, such as flatted developments and housing brought forward using Housing Corporation Grants for first time buyers and key workers (shared ownership models), will see a greater impact on sales and the ability to generate receipts to plough back for further developments and to cross-subsidise social housing and meet S106 commitments.    
12. Discussions with the Housing Corporation and National Housing Federation suggests that this downturn may present opportunities for Housing Associations to acquire new build private homes for affordable social housing, and funding has been made available to assist Housing Associations to buy homes for this purpose.  However, Housing Associations will be cautious and unlikely to buy housing they consider does not meet appropriate space and environmental standards, or developments likely to create longer term social, environmental or management issues. 
13. Over 50% of affordable (subsidised) housing is achieved through Section 106 agreements negotiated on mixed housing development schemes. Some of these are now at risk and may not go ahead. Whilst it may be possible on some sites to build out the social housing element, without the private for sale housing, it is neither desirable nor sustainable. Intervention is required from a host of government agencies to ensure sustainable communities are achieved. With the single integrated regional strategy identified in the Sub-National Review, it is envisaged that RDAs and the HCA, working with the private sector, will have a significant role to play to ensure regional housing targets are achieved..      
14. The impact of this slow down goes beyond the housing sector as construction is a major business sector. The impacts are likely to filter through to professional services (estate agents, planners, surveyors, solicitors etc), construction workers, housing related retailers (white goods, furniture, etc) and other supply chains. In addition, the loss of construction related labour and skills will not necessarily be revived quickly when the market does pick up. Already we are seeing eastern European labour moving on to countries which pay in euros due to the weakness of the pound against the euro.   
Addressing the Existing Housing Stock
Regional Housing Board 
15. The Regional Housing Board (RHB) has allocated £80M over 3 years (2008 -2011) to Private Sector housing renewal, which includes improving energy efficiency.  The RHB membership includes the Regional Assembly (officer and elected members), SEEDA, GOSE, English Partnerships and the Housing Corporation, and its main purpose is to develop Regional Housing Strategy and advise Government on the allocation of the Regional Housing Funding Allocation. While the main priority for the region is the provision of affordable homes, the Board is committed to focusing part of the available housing funding on improving the living conditions of vulnerable households in the private sector by:

· assisting local authorities to improve the condition of housing to the decent homes standard 
· addressing more widespread regeneration needs 
· fostering improvement in domestic energy efficiency to combat fuel poverty and reduce the region’s carbon emissions. 
16. RHB research identified that of the 3 million dwellings in the South East, 29% (854,000) fail the decent homes standards, primarily on thermal comfort. It is also estimated that there are around 150,000 vulnerable households living in non decent homes in the private sector in the South East, particularly concentrated in coastal areas and rural communities
.  Local authorities are working towards the Service Agreement objective of ensuring at least 70% of vulnerable households living in the private sector are in decent accommodation by 2010, rising to 75% by 2020. 
17. Thermal comfort accounts for three quarters of the failures to meet the decent homes standard.  Local authorities currently address this mainly through in-house energy efficiency grant schemes (age or income-related) that research suggests often operate independently of other initiatives such as those delivered by Warm Front and the energy suppliers.  Local authorities also work to improve the fabric and accessibility of private sector homes, especially of the vulnerable or potentially vulnerable; the condition of private landlords’ property; and to bring empty homes back into use. 
18. Resources for 2008 were allocated in the South East on a formulaic basis to support the private sector renewal programmes of the 10 sub-regional partnerships in the region with the most acute unfitness problems.  The provision of energy efficiency measures played a prominent part in the criteria for the funding.  Partnerships are expected to drive up the local effectiveness of the two national initiatives designed to improve energy efficiency:- the Carbon Emissions Reduction Target (CERT) - formerly the Energy Efficiency Commitment -   delivered by the energy suppliers; and the Defra-funded Warm Front programme which aims to improve the targeting and delivery of assistance to vulnerable households. All except 2 Local Authorities are members of the sub regional housing renewal partnerships.
19. The RHB supports the Government’s intention to move from a grant culture to a responsive, responsible loan based culture to deliver owner-occupied housing improvements.  In order to maximise the benefit from the funding it is making available, the RHB is supporting programmes that place some emphasis on distributing funds through loans and equity release products. Progress on these programmes will be reported to the RHB including an estimate of carbon savings.
Carbon Reduction and Fuel Poverty Action Plan 
20. In February 2008 SEEDA, together with the Assembly and GOSE, commissioned the Centre for Sustainable Energy (CSE) and the Association for the Conservation of Energy (ACE)  to undertake a study on the energy efficiency of the existing housing stock in the South East, and to develop an action plan to improve energy efficiency and reduce fuel poverty. The work has been overseen by a steering group comprising the three sponsors and Climate South East.  The final report will be due at the end of July, following a stakeholder consultation workshop on 8th July. 
21. The rising cost
 of energy over the last four years has predominantly been responsible for fuel poverty more than doubling in the region to an estimated 360,000 (10.2% of all households) at the end of Q1 2008, compared to 169,000 in 2005.  
22. The report notes that a generally accepted measure of “fuel poverty proofing” a property, in terms of its energy efficiency, is to achieve a Standard Assessment Procedure (SAP) rating of 65.  Note that this will not eliminate fuel poverty that is a result of very low incomes or severe under-occupancy.  The total cost of achieving SAP 65 in the 2.6 million
 properties in the South East currently below this threshold would be £6.5bn.  However, this is more than offset by the lifetime savings in fuel costs, at £8.2bn.  At the same time, carbon savings of 5.4M tonnes CO2 will be achieved, equivalent to 26% of residential emissions – i.e. in excess of the 20% target.  GVA from the improvements equate to £1.8bn, while installing the measures would provide an additional 2,200 FTE jobs.
23. In delivering our Action Plan, we intend to bring actors together – utilities with Carbon Emission Reduction Targets (CERT), and Local Authorities such as in the Partnership for Urban South Hampshire and Medway that are ready and willing to act – to stimulate a major increase in activity. Key players also include community groups, such as those currently supported under the SEEDA-funded Greening Campaign and other behaviour change initiatives.
24. Whilst the focus will be on the most cost effective energy efficiency measures such as insulation, efficient appliances and lighting that deliver the most benefits, the scheme will include domestic scale renewable technologies, micro CHP, water efficiency measures and also measures to address hard to treat homes such as those with solid walls and no gas supply.  
25. In view of the scale of investment required to meet the carbon and fuel poverty targets, a key objective is to secure additional funding for retrofit measures.  One option is to encourage carbon offsetting within the region, by providing a region-wide framework, building on what Eastleigh Borough Council has for example set in place.  We propose also to discuss with the corporates how we might get them to feed their carbon offset funding back into the region.  Other options being looked at are an invest-to-save fund and green finance products.  
Demonstration of Retrofit Improvements through the Institute for Sustainability
26. Retrofit is more important than new build in meeting the target of 60% reduction in CO2 by 2050, since nearly half of UK emissions are from buildings, and 87% of the buildings that will exist in 2050 have already been built. The Institute for Sustainability (IfS) at Kent Thameside, developed with a business-led steering group, will address retrofit as one of its three priorities for research, development and demonstration. Key to the IfS strategy is the recognition that no single technology can deliver all the carbon reductions needed, and simple retrofitting of certain technologies is more expensive in existing buildings compared to the cost of designing into new buildings (e.g. CHP district heating schemes cost twice as much to retrofit as for new build).  Only through an innovative and integrated approach to the management of resources can affordable solutions be created.
27. There is a strong need to show that complex retrofit solutions are feasible and that, alongside the large scale deployment of simpler retrofit solutions described earlier, SEEDA has a role to play in creating demonstrators that will inspire others and create wider business and job opportunities. A community-wide approach is needed to access the full range of opportunities and synergies. 
28. Domestic and commercial premises have complementary energy use profiles, and there are opportunities to use waste commercial heat. Waste, energy and water utilities and their supply chains, control systems, communications and logistics are all part of an integrated solution. Researchers and systems integrators are needed to provide best international practice, to monitor and to optimise. Finally the community itself must be part of the process and own the solution, hence strong links to community groups and initiatives such as the Greening Campaign. The initial driver can be the upgrading of current stock.  Indeed, the Kent Thameside IfS has started work with Dartford Borough Council, Arup and utilities on an analysis of local opportunities and options for buildings and communities.
New Build 
SEEDA’s Development Standards “Quality Built Environment”
29. SEEDA has developed a set of standards for its own developments which we propose to use for both residential and commercial development. The standards reflect our desire to demonstrate leadership within the region and cover a range of sustainability measures – carbon emissions, resource use, future-proofing, encouraging sustainable lifestyles, and community engagement. A short overview is provided in the attached slides. Whilst every effort will be made to achieve these standards on as many of our sites as possible, there are likely to be instances where this is not possible. The standards are broadly in line with those of English Partnerships, and reflect best practice, but our intention is to continue to refine them and work towards common standards with other regional bodies such as Homes & Communities Agency to ensure a consistent approach.    
30. It should be noted that there are additional costs in delivering to higher standards  which have been estimated at currently £7.5-13.5k per property, depending on type, which will have implications on scheme viability and the value of SEEDA’s land assets. The additional costs reduces to £2.2k per property if it is possible to connect to a CHP community heating scheme, although the market value of these is not yet demonstrated.  SEEDA believes it is important to show leadership by setting an example in the new build market, and to demonstrate our commitment to the environmental targets in the RES, but the consequences to scheme viability will be challenging. 
31. We also believe all SEEDA developments, including wherever possible those already underway, should be exemplars in terms of other SEEDA environmental objectives, such as the Pathway Towards Zero Waste programme.  This is a major new initiative with national and regional partners, focusing initially on reducing waste from the construction sector by 50% by 2011 – one year ahead of the Government’s Sustainable Construction Strategy target.  Again, there will be financial consequences as yet undefined.
Zero Carbon
32. A significant issue for the industry is the definition of “zero carbon”, which the Government has stated must be achieved for all new homes by 2016, and for all new non-domestic buildings by 2019.  SEEDA aims to influence the Government’s newly established Zero Carbon Hub to ensure the standards are achievable and pragmatic.  Key to the debate is whether zero carbon emissions must be achieved on site or offsite.  We believe that allowing for offsite savings, eg sourcing from a nearby dedicated windfarm, provided it is achieved in a rigorous manner, allows greater flexibility and achievement of the low carbon targets at lower overall costs to housebuilders, to consumers and to society at large.   
Summary
33. At this time of economic downturn, we believe that SEEDA needs to show leadership and vision in driving forward public sector investment in housing and infrastructure – both in the new build sector and the existing stock.  Our aim is to work with the new Homes & Communities Agency and other partners to identify counter-cyclical investments and to continue to support public sector that meet high levels of sustainability.  In the existing housing market, at a time of rising fuel, food and commodity prices, the imperative is to meet the need for affordable homes and to invest in home improvements that save consumers money, reduce levels of fuel poverty and reduce the ecological footprint of the building stock.
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� “Addressing the problems of poor housing conditions in the private sector in South East England” – Centre for Urban and Regional Studies University of Birmingham 2006


� Since 2003 the costs of gas and electricity have risen by 50% and 40% respectively


� NB this figure refers to the SE housing stock in 2005
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