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EXECUTIVE
SUMMARY

There has been a fundamental flaw at the heart of government housing policy over the last 50
years: the idea that housing need can be met with policies focused on market demand.
e@ONénCe | U CDg|nbDC at UyYi D FDOoOFLD yéncC | nebdU (i
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The private market alone will never end the housing emergency because it responds only to

demand not need. For example, when people cannot afford to buy homes in an area, developers

stop or slow building rather than drop prices. So, while some argue thatemv private housing
supply should drive down prices, in practice it rarely does.

The only way to meet housing need and help those excluded from the market is to build social
rented homes. But this can conflict with the needfor private developers to maximise profits for
shareholders by building market homes. It is up to the government taeconcile this.

Too many are denied the foundation of a good home. Millions face unaffordable rents, struggle
to move out, or are trapped homeless in temporary accommodationlfo address the scale of the
housing emergency in England and end homelessness for good, we need to build 90,000 social
rent homes a year for 10 years. The government has made positive steps, including: a £39bn 10
year Social and Affordable Homes Programmé¢SAHP) which will deliver ¢.18,000 social rent
homes a year; Right to Buy reforms; and a lonterm social rent settlement. Ministers have
recognised that housing unaffordability drives insecurity, poor conditions and homelessness
éencC ¥o)nyYybcC Yo UoA)Jéet TowU]nHaeU AGWA] €t GotD | n
However, there is tension within government policy. It has committed to delivering 1.5 million
homes and the biggest increase in social and affordable housing in a generation. Yet, in the face
of underwhelming annual private delivery rates, and under presge from developers, it now
proposes to relax planning requirements including for social and affordable homes.

Such tensions are not new. Housing policy has too often focused on sheterm economic

growth rather than ensuring people have affordable and suitable homes. This leads governments

to adopt policies that boost developer profits (e.g. cutting regulatory budens like social housing

requirements or granting mass permissions) in the hope this will translate into more

housebuilding (economic activity). In this worldview, housing affordability is only relevant if it

starts to constrain supply. However, this appré AT CoDUR ey GDL] éatt | HAlGDE

does leave housing unaffordable, harming the wider economy loRgerm.
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social housing| cannot fix the affordability crisis and will fail to end the housing emergency.

Trickle down approaches fail because, even at an average rate of 300,000 homes a year, more

private supply would not meaningfully reverse the staggering increase in house prices over the

past 40 years.And any small downward pressure onlowebn C G DA YU GGaoN eg] LyUDi

short of providing affordable homes for the 132,000 households in temporary accommodation or
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9 Trickle down approaches rely on increasing supply of new build homes for private sale and rent
the answer to making homes more affordable for everyone. The idea is that when wealthi
households buy newly built homes at the top end of the market, they free up propees for others,
AtiDeUyU) nH & AT &) n Uligcgmedamiies. DU CoFinE Yo t o]

9 This focuses housing policy on meeting demand for private sale rather than solutions whic]
directly meet the urgent need for homes people can afford now. Sometimes advocates insist tha
deregulation alone can solve the housing emergency, and government shlgl even ignore direct
levers like building social homes.

1 Decades of relying on private supply, without meeting the desperate need for social housing,
has fuelled the housing emergency: homelessness, rents and house prices are at record highs
and millions remain locked out of affordable, secure homes.

I Several flawed assumptions underpin this approach. For example: as the Letwin Review foun|
private developers will only build homes at a rate which maintains local house prices; Increasir
LéencC UWTFFEY FlUT A Ul D AWDdGDA & méhhingWlp Nnprovidgi)
housing affordability; and each house sold does not necessarily create a vacancy chain,
investment homes remain empty and chains often break.

»1T D ontt Feéet UYI D HoeDiIinNDAnYUaeU YeaHADY o6¢g HJS8

would is if a substantial proportion are for social rent, where there is huge unmet need. It is

unlikely the 1.5 million target can be achieved without moravestment in social housing. The
decline in housebuilding since 1980 is almost entirely due to reduced investment in social homes.

Relying on private development to reach the target will inevitably be constrained by the inbuilt
limits to private supply. The speculative development business model, which dominates private
housebuilding in England, relies on accumulating land, acquiringlanning permissions and
aw|] tC| nH owy ToNDU ey & aeyb FT | AT NéneHDU
i.e. developers are hardwired to respond to the level of private demand in the market, rather
than actual housing need.

As a result, increasing land supply through planning reform alone will not effectively reduce
house prices or improve affordability in the short to medium term. While the government has
taken some very welcome steps to speed up the planning system and maitéetter focused on
building the homes we need, planning reform is not the panacea some claim it to be.

Similarly, demandside policieslike Help to Buy, and the growing use of housing as an asset, have
propped up high prices. Lower affordable housing requirements (and the ability of developers to
negotiate their way out of them) usually translate into greater profits for developers and/or
landowners (i.e. higher land prices) rather than increased output and/or reduced prices.

New evidence from London (see chapter two) shows how developers negotiate down affordable
housing rather than the price they pay for land when assessing if a development site is viable.
This explains why residential land prices in London have stayed higltespite steep rises in
construction costs (which should have put downward pressure on land prices), threatening the
viability of new developments. It is plausible that these practices may be taking place across
England, raising severe concerns about the pantial loss of social homes nationally.

Ultimately, the failure to end the housing emergency is down to incoherent policy that ignores

N| £t
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delivers genuinely affordable social homes so that everyone has a safe, afftable and secure
place to call home.



THE STEPS TO A NEERED HOUSING MODEL

1 Set an overall target for the number of social rent homes the government wants to see
delivered as part of the 1.5 million this parliament

9 Properly resource council planning departments to ensure high quality local plan
creation with ambitious affordable housing targets

1 Require all large developments to include minimum 20% social rent housing
91 Close viability loopholes, aided by the minimum social housing requirement

1 Encourage compulsory purchasing of stalled sites and empty land to push housing
developments forwards

1 Support and resource councils to take advantage of recent reforms which allow the
ClUeFFL)Aey|on 0609 el oFD €éetwhDae FI Dn wnCDaUélL|]
1 Use master planning and public contracting more generally to support housing delivery
and reduce reliance on the speculative development model

1 Invest in social housing and clear the financial barriers to building, especially for local
authorities
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INTRODUCTION

Successive governments have neglected social housing delivery, focussing their housing policy

on building private housing to meet housing demand, often independent of need, and expecting

UIT D abibg] Yyu Yo eUild] ALELD Co Fn ostruggie totafivtdjabBend. F 0 DU U
Yet after forty years of policies shaped by this logic, the affordability crisis has only deepened,

with over 380,000 people recorded as homeless and millions more struggling with unaffordable

rents or stuck living with friends and family.

The government was elected on a promise to tackle the housing emergency. Doing so, however,
will need bold action and require a fundamental break from the approach that has dominated
housing policy for the past four decades and created the current crisisln its first two years in
office, the government has made some critical interventions which have begun to address the
challenge. It has recognised the collapse in the supply of social rented homes as the root cause
of the housing emergencyand plans to invest £39bn in the Social and Affordable Homes
Programme(SAHP] with 60% of the homes delivered with this funding for social rentlt has also
taken steps to stem the costly lossof social homesthrough reforms to Right to Buy*and brought

] AYe goUuAD UYID 2DRayYyDOUE 2 AT YU ' AY FT | AT Fl tt
their homes. And it has given certainty to the social housing sector, with a tetyear rent
settlement and confirmation of future housing standards.
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However, despite these positive steps, the logic ofrickle down housing continues to drive much

0g UI D HoeDiunNDAUeU FTot] At éHDnCéd Ul dabeéeuybDn)] aA L
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promises was building1.5million homes in the course of the Parliament, and it has made this

target central to both housing and economic policy But with the SAHP only forecast to deliver

the equivalent of 18,000 social rent homes through public subsidy each year over the next

decade, the governnent is relying heavily on private developers to hit its target. Now, with

private housing delivery falling in the face of weak demand for new build homes for private sale

as well as rising developer costg,developers are using the 1.5 million homes target to lobby for

reductions to affordable housing requirements claiming this will speed up delivery.Similarly,

there is an increasingly powerful lobby that sees the housing emergency as simply a product of
DiHténCaeU Freéenn)nH Ut UOYDNdI FaDUDAUY)AA Freénn)nH
UWFTFLt éencC Uote€D UT | U A0 whils)thdpmspect tiiatiie pavdimenti 6 a £ DN U
will revive the failed Help to Buy policys widely seen as inflating house priced3 grows ever

greater.

The government is now at a crossroads and must make a choice. It must decide on what outcome
it principally wants to achieve, rather than be driven solely or primarily by hitting an overall homes
target. The government has already proposed developefriendly policies, for instance, to
reduce affordable housing requirements in London and allow developers of sites of 49 homes
nationally to make cash contributions rather than building social and affordable homes on
site.”But, as this paper shows, reforms sch as these will likely fail on their own terms to
significantly increase private supply or improve affordability while fewer social and affordable
homes get built. If the government continues to pursue interventions designed to maximise
private housing celivery even when these come at the expense of social housing, it is doomed to
repeat the failures of the past and leave pressing housing need unaddressed.



We urgently need a new approach that places meeting genuine housing need at the heart of

housing policy. To chart a new path, the government must urgently ramp up social housing

delivery beyond what is currently planned, holding developers to account to dleer their fair

share of social homes and getting councils building at scale once again. At the end of the day,

voters will judge the government not on whether it has hit an arbitrary housing target, but on

whether the government has materially reducedtid ] G d 60 YT D] G ¢géN]t] DUcd 1
them find an affordable, suitable home?

This paper sets out the reasons why the trickle down approach has failed, the loopholes in our
planning system that mean developments too often fail to include the social homes they should,
and the steps the government must take to tackle homelessness antinprove the affordability

of homes for those in the greatest housing need.

IMHCLG. (2024) Explanatory Memorandum to the Housing (Right to Buy) (Limits on Discount) (England) Order
No0.1073. Available at: https://www.legislation.gov.uk/uksi/2024/1073/pdfs/uksiem_20241073_en_002.pdf

2 Savills, (2025) Housing delivery set to fall over the next five years despite recent planning reform as demand for
new homes remains subdued. Available at: https://www.savills.co.uk/insight and- opinion/savills-
news/377831/housingdelivery-set-to-fall-over-the-next-five-years-despite-recent- planning-reform-as-demand-
for-new-homes-remains-subdued

3 For example, Home Builders Federation. (202%)Jrgent Government action needed to prevent London housing
delivery collapse, warns HBFAvailable at: https://www.hbf.co.uk/news/urgent -government-action-needed-to-
prevent-london-housing-delivery-collapse-warns-hbf/

4 Abou-Chadi, T., Hausermann, S., Bjorn, B. (20BW i 6 FDaeU TowU] nA AGJ U)J U0 U gwbDtt)] AR U
research shows how to address it, The Guardian. Available at:
https://www.theguardian.com/commentisfree/2025/nov/27/far _-right-europe-progressive-parties-housing-crisis-
research; Abou-Chadi, T., Hausermann, S., Bjorn, B. (2028PRNet Policy Briefs 202% The Politics of Housing,
Progressive Politics Research Network. Available at:
https://politicscentre.nuffield.ox.ac.uk/media/0Odghm2jm/layouted_introduction.pdf
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l: HOUSING
AFFORDABILITY

Successive governments have presented boosting private housing supply as the simple solution

Uo UT | U A6 WA U flilnpeinglaffoiidbilityifét allFnde&tiblg housing need and helping

aspiring homeowners into their dream home. This approach priorises meeting housing

demand, to which private housing supply is directly tied to, rather than housing need, meaning
FDoOFLtDeU DUOW|] GDNDAY ¢goa & ToND yléey | U UegbDd &
behind these claims, the impact of private haising supply on house prices and affordability more

broadly is wide ranging, complex and hotly debatetland available evidence quickly brings these
over-zealous claims into disrepute. In particular, as explored in this chapter, private housing

supply will not meaningfully improve affordability for lower income groups in the greatest

housing need. Without a significant expansion in social housing delivery as part of the

HoeDinNDAnUeU Hd8 NJtt]jon ADF ToNDU UéGHDUd Lédafr
homelessness or bad housing.

1.1 HOW EFFECTIVE IS PRIVATE HOUSING SUPPLY AT IMPROVING AFFORDABILITY?

Extensive economic modelling shows that even at the average rate of 300,000 homes per year

initially promised by this government over the current parliament, more housing supply will not
meaningfully reverse the staggering increase in real house prices wiave seen over the past

four decades® » T D HoeEDUANDnUceU oFn DAofnoN|] A NoCDL ¢ nc

increases by 1 per cent, house prices would only fall by around 2 per céfiven if the government
hits it 1.5m new homes target, the lack of social housing delivery currently planned means it will
fail to deliver meaningful improvements in housing affordability and fail to address urgent
housing need. For instance, one study fids that, even after 20 years in this scenario, house
prices would reduce by a meagre 10% in comparison to the 160% real terms increase between
1996 and 2018, all else equaGiven the urgency of tackling the housing emergency, the role of
increasing private supply to reduce house prices or seriously improve affordability to the
necessarily levels in the short to medium term is clearly limited.

Some of the reasons for this are unavoidable and not unique to England. For instance, the vast

majority of housing transactions (around 90%) happen on the secondary market (i.e. second

hand homes rather than new builds), reflecting the relative size of ovall housing stock to any

new supply? By contrast, for commodities such as wheat, prices are largely set in primary

markets for newly produced goods; in housing, any price impact from increased private delivery

is instead mediatedzand limiteds by the muchlarger secondary market:°

[0oFDeEDIOd YT DGD edabD Néent CtneN]JAU ey Freéet Fl Uyl |n
unique or especially extreme to this country, shaped heavily by the decisions of successive
governments, the Bank of England since its creation, and international nr&et flows over the

redy Teéetg ADRYwatd ~y J U yrpub yitey éeabD LedHADLH
growth in house prices and together dampen the impact of new private supply on prices, set out

below.
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1 Unlike other commodities, people consume more and more housing as they get richer
meaning rising demand for larger properties and ownership of multiple home&.In
England, income growth, as found by economic modelling, has played a significant role
in the rise in house prices over the last 40 years, amplified by policies that greatly
encourage investment in property, not least a regressive housing taxation systa.'?This
upward pressure on house prices has been driven disproportionately by those at the top
of the income distribution, especially given the growth in income inequality since 1988.
Moreover, the economic strategies pursued both by national and many local
governments have further concentrated higher income groups in expensive area¥.

0 The distinguished economist, John Muellbauer, disaggregates the effects of
population growth, showing that it was not a central driver of the sharp rise in
prices between 1980 and 2008 when the housing stock grew by more than enough
to keep up with populaion growth.**Since 2008, population growth has played a
somewhat larger role, but income growth per head- rising far faster than
population - remains the much stronger influence over the longterm.*®

1 Many economists (see not&) point to falling interest rates as the key reason house prices
have spiked so dramatically in England over the last 30 or so yeafselling demand and
purchasing capacity.*®Financial investors are willing to pay more for land and housing in
the face of falling investment yields elsewhere (for instance in relation to falling long
term 20-year bond yields)’, as well as generous tax regime® As a consequence,
affordability worsens for all and new builds frequently stay empty*

1 Low interest rates, alongside liberalised credit, have also driven up demand and
purchasing power for debtdriven buyers, including buyto-let landlords (further
encouraged by unregulated rents, increasing the price they are willing to pay), owner
occupiers and second homebuyers.?? Cash buyers also entered the market?

o A feedback loop develops, whereby liberalised credit pushes up house prices,
meaning higher levels of credit are needed for others to buy, enabled by rising
collateral values which derisks larger loans, and so off.

1 Unlike rents which mainly reflect current market conditions, house prices also reflect
expectations of future rent increases and capital gains. This means that, where a rise in
price for most other economic commodities leads to falling demand, housing actally
aDAONDU NoliD eyuytaeAyjed FJ Uyl @GJU)JnA ¥F0) ADU
significant rises. % This can lead to significant, persistent house price increases

1 An insecure, expensive private rental market, alongside a reduction in social housing
UYoALd TeéU UyYaDnHYI DADC T owUDIotLtCUx TFiaDgbDuabD
further fuelling demand and pushing up prices®

9 The speculative development model limits housing delivery in order to prop up house
prices by exploiting the distinctive nature of housing and land within the UK economy.
Despite some claims, there are a wide range of reasons, beyond just the planning ssist,
that cause these low build out rates and slow delivery (see chapter twé).

Together, these dynamics have stoked housing demand, often independent of actual need, and
encouraged buyers to pay more for housing, overwhelmingly pushing up prices (see Figure 1 for
illustrative purposes). Addressing these trends would support the heahlty functioning of our
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economy and housing market and begin undoing some of the most damaging policy decisions of
FaibDe)]owU HoeDOIANDAYU YT ey TéeedD UwdaoAl G HDC D Ht

House prices only started to rise significantly in the 1980s

House
price
index
(real
terms)

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Figure1- House Price Index (real terms), Shelter analysis comparing the house price index (nominal) with the CPI index
(2015 = 100), 192016, SourceBank of England, A millenium of macroeconomic data for the UK, A32 Property Prices
and Rent and A47 Wages andges, Available atwww.bankofengland.co.uk/statistics/research-datasets. Created

with Datawrapper

Some commentators claim that dramatically increasing annual housing supply to levels as high
as 450,000, or even 650,000, homes across Britain will radically improve housing affordability.
But these arguments offer little in the way of practical value or ationable solutions given their
foundation in an overstated understanding of the impact that planning reform alone can have on
speeding up housing delivery or reducing house prices (see hefeand chapter two). And any
serious housing policy must be mindfubf environmental impact.*

In fact, the last time we hit more than 300k homes in 1969, nearly half were council built social
homes.® Reaching these levels without this level of social housebuilding over the parliament
would likely require reinvigorating Help to Buy, propping up house prices and therefore largely
nullifying the affordability impacts of building more homes.* The evidence is clear: demand
side interventions funnel government money intokeeping house prices high andhe benefits
flow towards anarrow group of buyersmost of whomwouldlikely havebeen able to
buy anyway 3 Public money is far better spent on delivering social rent homes which directly
improve affordability and meet a genuine housing need, rather than artificially stimulating
demand for expensive new build properties*

Similarly, attempts by the government to drive up real household incomes while merely reigning
in house price inflation are also unlikely to meaningfully improve housing affordability given the
tendency within the UK economy for income growth to be directd into increasing housing
demand, thus inflating house prices®* As Office for Budget Responsibility analysis showed, such
is the upwards pressure of rising incomes on house prices in this country, house prices tend to
rise faster than incomes over time* The economist, Josh RyarCollins, amongst others,
provides clear evidence that, if the government truly wants to dampen house prices relative to
incomes within the UK economy, more emphasis will have to be given to reducing the demand
for more and biggerproperties, especially as an asset®”
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But this policy discussion has little bearing on the lives of thoset the sharper end of the
housing emergency where rental affordability rather than house prices matters most.
Homeownership is utterly out of reach for the 48% of private renters who have no savings at #l.
Indeed, two-thirds (65%) of private renters in the lowest income group have less than £200 in
savings® Low earners are often far closer to homelessness than homeownership, with the
lowest income private renters now spending 63% of their income on rent, making it impossible
to save for a deposit’® And those who can afford to move into homeownership are
disproportionately likely to be on higher incomes, with over 60% of firsttime buyers being from
the top 40% of earners

Hdh O[ @ »22~: kI D @wOr [w%u~rW Owr &» qDD» %2 WDr » [
At the centre of trickle down housing exists a belief that when wealthier households buy or rent
newly built homes at the top end of the market, they free up properties for others, creating a
chain of rational actors moving into slightly better properties Yl ¢ Y e ¢ | t YbDiU CoFn
cheaper properties for lower-income families to rent, thereby meeting a genuine housing need.
In doing so, this improves housing affordability across the board. The most extreme proponents
argue that building million-pound hauses brings greater social benefit than building genuinely
affordable social homes? But the simple fact is, despite relying on the private market for the
last 45 years, housing affordability has largely worsened and the number of homeless households
stuck in temporary accommodation has hit record levels®» T | U @gé| £ Wi D ]
DI ¥FDi) DAiADU 6¢g UDD])AnA ADF CDEDLOFNDAYU H
affordability in their areas - as housing journalist Pete Apps states:

n*g tow L] EDC | n géenAl DUUDGO abDgodbD Téktg UI D Foi
skyscrapers, you are not wrong to feel that it used to be easier to pay your rent. The same is true

in London. Canning Town, where | grew up, has not becoimeaper since the bit around the
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In the face of this challenge, continued proponents of trickle down housing have tried to counter

Uil ] U aDeétr) Yyt &t &0GHW|] nH DAL é N éaghpivatohamedftr | U U] |
the benefits to be properly felt and sufficiently filter down to lower income groups. While the
trickle down approach has significant theoretical and practical flaws (explored in section 1.3),
these arguments are not entirely without factual or empirical basis. Taking these claims at face
value, flooding every lo@al housing market across England with very high levels of new private
housing would likely exert significant downwards pressure on prices and rents. And, more
realistically, a growing body of quantitative evidence, particularly from the US, shows that
expanding private supply can improve affordability, normally marginally, across the income
spectrum (although evidence also shows it can inflate rents too and differences in our tax
systems make US evidence less relevant to the Uksee section 1.3). The liteature also provides
some useful lessons for how housing markets work® But the key point here is that this view
glosses over the practical limitations of greatly accelerating private delivery (see chapter two)
and underestimates the severity of the housing emergency, explored below.

qJtt)onU o0¢g TowUDIotCU UYUGWHHLED Yo eggoiacC &
milion so-Aé Lt DC eoeAONADéLDCa TowUDIo6tLCU | n DRAHLE
definition, they cannot afford to live elsewhere, one of the keyxauses of overcrowding?# 132,000
households in temporary accommodation are stuck living with instability, often in poor
conditions, for months or even years!” And six in ten (60%) private renters struggle to keep up
with the cost of their home.*® These groups in desperate housing need are either not able to

S Ce
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exercise choice in the market to find a slightly better property to move in to or, in the case of
homeless and concealed households, are totally unable to enter the market to begin with.

From the evidence available, the downwards pressure on lower end market rents and apparent
increased availability of cheaper properties from filtering effects are generally nowhere near
enough to enable these groups to find suitable homes. For instance, enoptimistic study from
Germany found a 1% increase in new housing supply lowers average rents by 0.19% while another
looking at New York found that within a 500ft area rents decrease by 1% after a 10% increase in
the housing stock* Even at high deliveryrates, these fairly marginal changes, while technically
significant, are largely inconsequential if you are completely excluded from the market,
especially if, as a study by the Greater London Authority (GLA) finds, vacancy chain effects take
FTLEADDE®TBA W DedU DThesddidéholds tbhtiaey Eallattatdability checks,
often cannot front a guarantor, and may lack savings for rental deposits and, as such, the
likelihood of a vacancy chain resulting in a supressed or homeless household entering the market
is extremely low.

1.3 THE FILTERING EFFECT AND PRIVATE RENTAL AFFORDABILITY

»1 D eg)] tyUDli] nAe DggDAY | U noy ontt aDrLéey)] eDLt FI
urgent housing need. It is also theoretically unsound, partly built on flawed or overstated
assumptions, as set out below.

(a) Studies that model cause and effect show that new private supply within a neighbourhood
can attract wealthier residents and higher end amenities and apply upward pressure to rents ,
Aol nDC UYI D e&eNDn)] Ut DgRrphnstanae, whiteCi fired$ gieatér ovtvar@ DN é i C &
pressure resulting from new supply, leading to a small net reduction in prices and rents, the
'induced demand' effect is nonetheless significant and applies upward pressure. Research by the
Greater London Autlority (GLA), along with other studies, find instances where the amenity
effect outweighs the supply impacts of new homes, pushing up prices and rents overall,
especially in lowincome areas> This can encourage gentrification by making neighbourhoods
less affordable to lowincome households who cannot compete in a rising local market and are
pushed out® There is also a significant likelihood that, even if cheaper rental properties are
freed up, the landlords of these properties may retarget their property at highefincome
prospective tenants to extract higher rents as an area becomes increasingly gentiiéd.

(b) Separately, broader upward movements in local market rents can provide justification for

landlords to raise rents for existing tenants, for instance Shelter/YouGov polling in 2023 found

that 31% of landlords had made their previous rent increase "because the market is going that
wayinthearea®” YUaeU | NFooUyéeny Yo GDAOHA) UD yYléeyd wnik)] LD
people can exchange with sellers across the country or substitute out cars for public transport

or cycling if cars become too &pensive, rental markets, although influenced by a wide range of

factors, are characterised by unequal bargaining power. Renterseeda home in a location near

Urbja FodlL éncC UYibD]Jda Al jJrcCcubnaeU UAT 60LU god DI é
There is no substitute for a home and changing location because rents have become
unaffordable comes with significant impacts on peoplese t | €D U(

Commentators that suggest the forced displacement of existing communities is the natural and

efficient outcome of laissez-faire economics neglect not only the experience of individuals and

families, but also the negative economic impact and growing societhunrest arising from

Al tdon] A TowU]AH | AnUDAWG] Ut énC CbUyeéa)t) UDC AOGN
agency to act®® Neither are the other apparent outcomes of relying on filtering effects| lower

14



income families concentrated in poorer quality private housing and social housing as an
ambulance tenure| conducive to a healthy, productive, or fair society?’

(c) The vacancy chain effect often stretches across geographical areas. For instance, after

building a new private home in a high demand area, even if most moves within a vacancy chain

occur close to the new development, the chain can still end with a vacancy in a lowdemand

area. In practice, this means a new private homé a high-demand city like Manchester may

ultimately free up housing in places where housing demand is much lower and rents more

affordable, so any affordability gains for lowerincome households leak away from the areas

where they are targeted and most needed®” YU €| Yét Ul éy n DgptateaswU)] n A |
actually meets the housing need of lowerincome households and key workersn those areas

especially given that, for instance, private rents are unaffordable in nearly half of England for a

newly qualified nurse>

1 This problem is potentially exacerbated by the fact that empty homes in England are
concentrated in the most and least affordable areas, with the cheapest empties
concentrated in the former and vice versa® In lower demand areas which tend to have a
higher concentration of lower quality, empty homes, a 2024 report by Shelter showed it
is fast and costeffective to acquire and convert these properties into social rent
homes.®* Freeing up even more lower quality properties in these areas, as the filtering
theory goes, will not necessarily help meeting housing need.

1 Conversely, as stated, there is no shortage of higlend vacant properties in high demand
areas, undermining the argument that high end new builds will even trigger vacancy
Al & nl0d 1 ¢géeAUd NpRCBtrag nlAo g @aH ;@ ydWbsel édjg ny
properties were more expensive than average homes in these areas, offering evidence
0g Ub Aét t-idbdaveb WF FTesain® analyst also identifies a correlation
between rising numbers of empty homes in areas of high developmerit,indicating the
likelihood that these vacancy chains sometimes never even get starteé

(d) In addition, as mentioned, the growing evidence from the US of the filtering effect is also
less relevant to the UK due to different taxation systems . Annual property taxes in the US are
locally proportional to home values which discourages the asset demand for housing. In
contrast, the very regressive nature of council tax in the UK encourages demand for, and hence
the construction of, high end low tax housing and diverts construction capacity from building
housing more relevant to the mass of the poplation. This likely lengthens the filtering chain
before a cheaper property is freed up and increases the chance of a new build home staying
empty. Moreover, if a home becomes and stays vacant during the middle of the filtering chain,
the chain breaks.

e»T Db J]U e+tU6 €& FDeéetUyl o¢g De| CDnAD FwUT | nH aeéeaA
economics which applies to trickle down housing too. ¢ People do not necessarily go to the
huge effort and cost of moving home, merely because a slightly more affordable property
appears down the road®® The poor quality of many private new builds, alongside the problems of
service charges and leasehold arrangements, places further doubt on the filtering claiff as well
as disincentives to move from within our tax systent?

(f) Research also demonstrates that local authority areas with high concentrations of Build to
Rent developments, sometimes cited as the answer to unaffordable private rented sector
rents, frequently have well -above average rents and rental-price growth rates.® Some rightly
point out that increased average rents are not necessarily evidence that lower end properties
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examples here€®) is concerning considering the risk of stimulating especially strong amenity
effects and induced demand driving up rents and displacement.

1.4 THE URGENT NEED TO PRIORITISE MAXIMISING SOCIAL HOUSING DELIVERY

Private housing delivery cannot, and will not, meet the urgent housing need of those homeless

and unable to enter the housing market. Alone, it will primarily reshuffle who lives where (albeit

with slightly lower housing costs perhaps) rather than providéomes to those currently excluded

from the market. Conversely, private housing supply, or any lack of it, is also not the cause of
homelessness or the growth in concealed households since 1979 (see h€reand studies

suggest that private supply constraints tend to have only modest impacts on rent? Instead,

evidence shows thatthe damaging trends in private rental affordability and housing need are

first and foremost a result of cuts to social housing and housing benefit. > The record private

rent rises across England over the last few years are without doubt a serious problem for this

country, especially for lower income groups holding on to private tenancies! But this problem

is made particularly acute due to the lack of social housing which has fuelled the increased size

of the PRS and concentrated lower income households within it.

[owU) AnA abnbDg] y ¢goda TFia)]ceydb abnybadU FeU UwWFFoUD
bricks-and-mortar social homes, but successive governments have baulked at the cost of

supporting low-income families to afford market-rate rentals.” Subsequent cuts to housing
abibgly TéeebDney abbn aétLéenADC at & GDUwidn Uo CI
DiHténCaeU UoA)ét TowU|nH UUYUoAL Té&U nbDeéedatt TerebD
while more than a third of private reners now rely on the housing element of Universal Credit to

pay their rent. And, for these renters, buying power is constrained by years of real terms cuts to

the level of the local housing allowance (LHA) which determines the amount they can receive,

with 54% having a shortfall to the real cost of their renf®i 2 VaeU énétt+ U] U UTo6FU
housing subsidies have fallen from 16.5% of the total datp-day cost of housing services in 1979

to 11.5% in 20120, accounting for a far smaller share of housing @sts than in the past’’

To meaningfully improve affordability and address urgent housing need, the government

must prioritise maximising social housing delivery to far higher levels than currently planned ,

both through grant-funded direct delivery and section 106 agreements (which place obligations

on private developers to build affordable homeg UDD : 1 6 FyDd hhd »I D W ! U
UIr'bD ¢g)Ltybid]nH DggDAY UUYUeybDU Uunbskigmediagidddgrdirddto A é £ 1
benefits for low-] 7" A6 ND T 06 WRhihér shanCelyidgon an uncertain chain of filtering,

each new social home built provides a genuinely affordable, secure housing option, helping to

directly address the increase in concealed and homeless household§&sovernment must also

unfreeze the local housing allowance, so that low-income households unable to access a social

home are not pushed towards housing cosinduced poverty and homelessness?

Private housing delivery can clearly place downward pressure on house prices and rents. But
these positive impacts on affordability can be temperamental and are not strong enough to
justify policies that prioritise boosting private supply where these risk undermining social
housing delivery. The next section explores in greater detail why planning reform is not a simple
panacea to ending the housing emergency, and how policies that give priority to private delivery
over social housing can entrench a damagin policy cycle that weakens provision across both
private and social sectors.
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II: PLANNING&
SPECULATION

Rising development land and house prices over the last 40 years, although belonging to distinct
markets, interact and have reinforced one another, locking this country into a damaging
feedback loop that pushes out social housing delivery and fuels the grang unaffordability of
housing. While the intricacies of this dynamic are weldocumented,® a few essential
observations and their subsequent implications within our current system are particularly
important when considering how to end the housing emergeng, summarised below and
explored further throughout this chapter:

1 Speculative trading and promotion of land, supercharged by the fact landowners are able
to keep a huge share of any resultant land value uplift, pushes out social housing delivery
(section 2.1).

1 House price changes (should, in theory) feed into the land market rapidly by impacting
the demand for land and the price developers are willing to pay for it. The high price
developers pay for land is partly fueled by the high price of housing which can jract
social housing delivery levels, as well as the volume and price of private new builds.
Feeding into this:

o Developers limit build out rates in order to sell homes at a premium, aided by their
concentrated market power (section 2.2.). This is a strategy to protect profits
and cover the cost of the land purchase and can, in turn, increase the amount
they can payfor land, helping them make competitive bids.

0 As we see in section 2.3, this issue is exacerbated, not improved, by low or weakly
enforced affordable housing requirements which allow land values to inflate
further as developers bet on being able to reduce affordable housing provision,
meaning that more development value can flow towards land price and developer
profit.

0 The special economic characteristics of land, explored in section 2.2, underly
these dynamics because they mean that land does not respond in the same way
to demand and supply signals as other commodities.

1 However, it is vital to understand that, as planning and development experts Michael Ball
et al set out, while residential land prices are (or at least should be) sensitive to house
price changes in the short to medium term, the opposite does not necessads hold 8 At
least in the short to medium term, increasing land supply (and any consequent reduction
in development land prices) alone is not necessarily effective at rapidly reducing house
prices in our current system. This is because of the time lag ofelivery and the fact that
it may not necessarily translate into an increase in private housing supply that would be
rapid and significant enough to help meaningfully reduce prices. Neither do reduced land
costs directly reduce new build pricesduetohouséa W] £t CDicU AonADRUYGéeyUDC
to sustain high prices and channel savings into greater profits. See sections 2.2 and 2.4.
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This chapter delves deeper into these dynamics and the mechanics of policy interventions that
seek to boost private housing delivery by, firstly, cutting developer obligations and, secondly,
increasing land supply through planning reform by shifting awayrém the current discretionary
system. While the former is counterproductive, reliance on the latter is ineffective at
meaningfully improving housing affordability to meet housing need, especially without further
modifications. ®Instead, addressing the dgfunction in our land and housing markets and ending
the housing emergency requires a break with the cycle that fuels it, alongside direct investment
in social homes. The government must stand firm on affordable housing requirements and be
bolder in its intervention in the market.

2.1 HOW DOES VALUE EXTRACTION FROM LAND AND HOUSING OPERATE?
Speculation on land and housing operates, in simple terms, as follows:

91 Developers or land promoters and traders acquire land with potential for housebuilding,

o0 NnDHoUyY|] éybD FJ Uyl téencCofFnbDiU gota én SOFY|oNna
9 Land tends to increase in value over time (see section 2.2), while promoters seek to add

value to it directly by, for instance, seeking planning permission for development

9 The land is then sold on at a profit (with or without planning permission) to a third party
or the permissioned homes are built out for sale by the developer who has purchased the
site following promotion.

The profits of land traders and land promoters, arise nearly exclusively from the value growth in
the land. Values can increase by 93 times, for example, when residential permission is granted
on previously agricultural land*, and for both land traders and developers, the greatest profits
(but also the greatest risk) come with buying land with the greatest potential value growth.
However, it is widely evidenced that this value growth is not actually created by those who profit
from it.% Instead, value is created by local and national planning decisions, particularly about
which developments receive planning approval, as well as the actions of both the state and wider
AONNWRHR|] Ut Yo | i AT Deé UMAs ekpldded tater ptoepective iDddgasesirdiland | Ut d
values deriving from a more valuable potential use of the land, known as hope value, belonged to
the state after WW2. Today, a far greater share is extracted for private gain rather than used for
public benefit like funding social housing. Each time land is traded speculatively (or promoted)
before being bought by a developer to build on, it extracts value that could have been used to
deliver social housing or other benefits to the local community?’

Given that land now accounts for around 73% of the value of UK hom8she value of land is also

¢ Néelod UowiAD o0¢g TowUDaw|] tCDuiUe Faog)] Y yYood »I10L

from efficiencies or increases in productivity during construction.® The then Chief Executive of

Taylor Wimpey put this clearly:

nob Ueé) C yrtey FD FDODAT Y | WOY & TowUD aw] LtCDiad

driving goal, our main way of adding value was adding value to the landbank, taking it through the
Frenn)nH FaoADUUd OD UUY)] L tl7MapeopeD Yl ey UYoC

The key difference from pure land traders, as the quote alludes to, is that when developers

actually build (many operate as land traders and promotet3, they capitalise land values by

constructing and selling homes. Land with new housing is more valuable than land without, and

therefore more profitable,® but this makes their profits dependent on predicting future sale

prices relative to expected costs. When agreeing a price for land, developers therefore have to

make assumptions on the minimum price they can achieve for new homes and still meet their

26



profit expectations - which they generally set at a riskadjusted percentage of the predicted
overall development value (itself a contested area), detailed ithe viability box below.

2.2 HOW ARE DEVELOPERS ABLE TO RESTRICT THE PACE OF HOUSING DELIVERY?
To secure maximum total profits without increasing delivery rates, private developers manage
build out rates and drip feed new homes onto local housing markets at a rate that ensures the
new homes sell at their premium price target and deliver the maximumrofit per unit, *® coined
the absorption rate.®* In fact, these homes are often aimedat investors in high demand areas as
the current slowdown in building in London shows. A 90% drop in new build sales to investors
compared with 2014 has left a dearth of potential buyers who can afford the cost of a new flat in
the capital.®® Crucially, for developers, limiting build out also reduces risk within a market prone
to booms and busts- especially important since the Global Financial Crisi€& The Letwin and
Competition and Markets Authority reviews of the sector both confirmed that volume builders
do not increase the supply of private housing beyond local absorption rates as this would see
prices, and therefore profit margins, fall*’

Private developers are able to restrict the pace of housing delivery to support higher profits

because their concentrated control over scarce developable land gives them significant market

power.®® While planning policy can expand or contract the amount of land permitted for
development, it does not alter the underlying economic properties of land itself. Firstly, even if

no planning policy existed, land, especially locationally desirable land, isherently limited.®

More land cannot be produced even if the price of it increasegé U qgédtl »Fé|] n Ué)] Cd
UT Dt D noy NéeL|nHA J U éntNotdbDaed »1 D ¢ I DC neywi
building on it and neither is there a substitute for it*?°

Together, this means that excess profits from land in the face of rising prices cannot be

competed away in the same way as with a normal commodity like, say, steel. If the price of steel

rises, existing and new suppliers can increase production to take adntage of the high price,

while buyers may switch to cheaper substitutes such as aluminiung forces that tend to push

Fu) ADU aéAL CoFnd léenCaelU DAONON] A FlhoFTDayY) DUd &t
way so its value tends to inflate over tire.®tt U UDUY owy | A UDAU] 618 hddd [
planning system can of course exacerbate this dynamic for land, but it is by no means its only

cause and planning reform will not end it

Secondly, as the market dominance of volume housebuilders has grown, so too has their ability
to limit build out and pump up the price of new builds. In 2008, the big nine UK housebuilders
were selling at prices around 1% higher than the average UK housece. By 2022, one study
found these housebuilders were selling at 26% above average pricé® Analysis of eight large
mergers of housebuilders in the 2000s shows that in each case the result was a decrease in
overall output.’®The market share of the top 10 largest housebuilders rose from around 18% in
the early 1970s to roughly 50% by the early 2000s, a share that has roughly persisted siffueith
the number of SME builders falling rapidly since the late 1980%.Market concentration is far
higher in the UK than other comparable countries like Germark?’

Third, as the Competition and Markets Authority investigation into housebuilding found, high
sales prices may also have been maintained by the sharing of information between developers
about sales prices and other commercially sensitive information. Sevenhousebuilders
subsequently made a £100m payment and binding commitment not to engage in such
behaviour.1%®
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Through these channels, the speculative development model perpetuates a damaging cycle that
wnCDGiN] AnbDU UyYI D HoeDInNDRnYaeU éNa)y)jon Yo | nAtGDe
affordability and, as demonstrated in the next section, reduces the level of stial housing

delivery too.

2.3 VIABILITY LOOPHOLESIEGOTIATING ON AFFORDABLE HOUSING DELIVERY RATHER THAN
LAND PRICE

! ADRnyGéetr Diadod | 7 UWAADUU|] €D %k HoeDIANDAUYUE &-
that having low affordable housing obligations on developers and directly increasing their profits

will encourage private developers to build more. The currentcha HDU énnownADC Uo |
affordable housing requirement in response to low housing delivery rates are no exceptiof®?

The London proposals fail to recognise the market power of landowners and developers. Instead

of responding with increased build volumesijncreased revenue from lower affordable housing
requirements tends to be translated into greater profits for developers and/or landowners (i.e.

higher land prices) through the existence of viability loopholes that the government has the

power to close**While certain elements of the current NPPF consultation seek to strengthen

the viability system (see chapter three), the aforementioned proposal to exempt medium sites

from on-site housing delivery appear to be shaped by its weaknesses.

2.3.1 NEW FINDINGS AND ANALYSIS

New evidence, set out below, confirms that shortcomings in the viability assessment process
continue to allow sites to deliver far fewer social rent homes than they could. Analysis of land
transactions with available viability information in London betweenJanuary 2023 to June 2025
shows clearly that developers in London are consistently overpaying for residential
development sites at prices many times higher than the residual land values (RLV) reported in
their financial viability assessments (FVA) (see glainer below on viability). They are also
generally well above the benchmark land values (BLV) which are based on existing use values and
set land values for planning assessments taking into account policy requirements. While the
analysis relates directly to London,it is plausible that these practices are taking place across
England raising severe concerns about the potential loss of social homes across the country
through viability loopholes.

An analysis of 23 of the transactions which were linked to standard residential schemes (see
methodology), showed the total difference between the BLVs and the prices paid for these sites
was c£230m. This 'over-payment' equates to a staggering c£10m per site. If this additional
money had been used to convert market housing within the schemes to affordable housiniyis
estimated that almost 1,000 additional affordable homes (of which 60 -70% would be social
rent) could have been provided in total across just 23 sites that were analysed, or
approximately 18% on average more than the 1,600 affordable homes that were proposed or
consented. This loss of social and affordable housing stems from developers overpaying for
land. While more detailed case studies are presentedbelow, two illustrative examples are
outlined here:

1 At the Rainbow Business Centre site, the price paid over BLV was £11.67m. This is the
equivalent of 51 additional homes, or an additional 19% affordable housing by unit. Based
on these findings, the scheme by unit could have provided 30% affordable housimgther
than 11%.

1 At The Workshop, Dudden Hill Lane, the price paid over BLV was £9.8m. This is the
equivalent of 43 additional homes, or an additional 14% affordable housing by unit. Based
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on these findings, the scheme could have provided 30% affordable housing rather than
16%.

The findings demonstrate that, were the government to properly enforce a system where the
outcome of financial viability assessments had to beobjective, reasonable and realistic as well
as consistent with planning policy;*rather than cutting affordable housing requirements (as
currently proposed), many more policycompliant schemes would likely prove viable. It shows
that developers in London are still exploiting viability loopholes to actively reduce the amount of
affordable housing being delivered through section 106 agreementg a central mechanism
through which private delivery is supposed totrickle down into meeting housing need. The
detailed case studies below, preceded by an explainer on viability, exemplify this practice,
demonstrating how developers are negotiating on affordable housing delivery rather than land
price in regard to viability.

1 The process of assessing whether a site is financially viable looks at whether the value generatg
by a development is more than the cost of developing itDevelopers tend to use two methodsn
Financial Viability Assessments (FVA)utlined in the diagram below. The most common method,
the residualland value approach, shown on the left,is explained below.

I Thefirst step is to assess theresiduallandvalue (RLV), as shown belowhis is the value of the
site on the basis that consent is granted for the proposed schemelt is important to note that
developer returns, set atan agreed percentageof the gross development value (GDV), are treated
U ¢g)] 1 DC eAOUYUE | n UYI ] U FuaoADUU(

RESIDUAL LAND ' RESIDUAL PROFIT
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I The RLV is then compared to thdenchmark landvalue (BLV)| if it is the same or higher, the
scheme is viable assuming the amount of affordable housing tested. If is lower, it is not viable.

1 BLVis a notional value defined in planning guidance. The primary approach to assessing BLV is
based onexisting use vdue plus a premium to the landowner. The premium to the landowner
should reflect the minimum return at which it is considered that a reasonable landowner would bj§
willing to sell their land but alsashould consider policy requirements. Valuations based on
alternative use values can also be used bushould be based on a policy compliant alternative use.
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1 Planning guidance (PPG Viability) states that the price paid for the site cannot be used as the
BLV*2- this would allow developers to reduce their planning obligations by paying more for a sitg
At the current time, BL\s can also be based oextant consents*®on the same site and used for
future planning applications for that site, hence allowing an inflated BL\based on a previous
consent (e.g. if lower affordable housing was acceptedjo drive up the BLVand so lower
affordable housing in the proposed scheme
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guidance) to ensure the RLV is realistic, although this does not happen coisgently.

Scheme

Rainbow Business Centre

Local Planning Authority

LB MertonRef: 25/P1654

Land Transaction

Date March 2025
Price Paid £18m
Value per C3 unit (standard dwelling) | £66k

Planning/construction

Status

Acquired speculatively, planning
application submitted.

Units 271

Affordable Housing 10% proposed
Financial Viability Report dated April 2025

Residual Land Value Negative £5.3m

Report dated September 2025

Residual Land Value Positive £6m

Reported Benchmark Land Value £6.582m

Comments

Site was acquired in March 2025 and then application for scheme including
10% affordable housing submitted in April the same year. The initial FVA
reported a negative land value of £5m despite the fact the applicant had just
paid £18m for the site. Their FVA was updated using higher values following
discussions with LPA to show a positive land value of £6m but this is stdhe
third of the price paid. The initial reported deficit was over £11m which the
applicant then agreed was not appropriate and it wasigreed the scheme
showed only a nominal deficit.

Scheme

The Workshop, Dudden Hill Lane

Local Planning Authority

LB Brent ref: 23/3187

Land Transaction

Date
Price Paid
Value per C3 unit

November 2024
£22.75m
£75k

Planning/construction

Status
Units
Affordable Housing

Acquired with consent
301 units
19%

Financial Viability

Report dated
Reported Residual Land Value

Benchmark Land Value

September 2023

£4.9m

(£11.8m agreed January 2024)
£14.1m

(£12.9m agreed January 2024)

Comments

Site acquired with consent. Reported viability position one year earlier
shows price paid was more than 4 times the RLV assessed despite the
applicant being the purchaser of the site.
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Scheme

Ransomes Wharf

Local Planning Authority

LB Wandsworth Ref: 2024/1589

Land Transaction

Date January 2025
Price Paid £80.5m
Value per C3 unit £682k

Planning/construction

Status Acquired with extant consent
Units 118
Affordable Housing C15%

Financial Viability

Report dated
Residual Land Value
Benchmark Land Value

April 2024 ( for 125 homes)
£3.57m
£7.8m reported

Comments Site was acquired with consent for 118 units. Section 73 applicatid¥iwas
submitted, increasing the units to 125, reported that the 125 units proposed
were unviable. Application was withdrawn but this FVA is one of the more
extreme cases of reported RLVs differing from price paidandis very high.

Scheme Crown and Mayer Parry Wharf, Canning Town

Local Planning Authority

LB Newham ref: 23/00655/FUL

Land Transaction Date June 2024
Price Paid £76.2m
Value per C3 unit (£87k)
Planning/construction Status Acquired with resolution to grant
consent | now on site
Units 871
Affordable Housing 35%

Financial Viability

Report dated
Residual Land Value

April 2023/Updated September 2023
Not reported but profit deficit was
c£28m so would have producechegative
land value of over £10m

Profit deficit reduced to £17m but this
would still have produced a negative
land value

Benchmark Land Value £8.16m

Comments

Site was acquired in June 2024 with resolution to grant consentThe price
paid was at least eight times highetthan the reported viability position which
showed a large profit deficit that would have equated to a negative land
value. This scheme is providing a reasonable level of affordable housing but
UT D €]1éa)t]yt | ngodaNey| on CEtbelptice paia Y
and the scheme could potentially have provided more.

Scheme

2 Trafalgar Way| Infinity Towers (Student Housing and C3)

Local Planning Authority

LB Tower Hamlets ref PA/20/01402/A2

Land Transaction

Date September 2023
Price Paid £110.2m
Value per C3 unit N/A
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Planning/construction Status Acquired with consent

Units 80 BtR C3 units plus 1,672 student room
Affordable Housing PIL of £7.76m equivalent of 35% for C3
units and 24.3% on site student
affordable
Financial Viability Report dated June 2021

Reported Residual Land Value Deficit of £6.2m reported and shown in
appraisals as negative £6.2m
Benchmark Land Value Tested against nil benchmark
Comments Site acquired with consent. Reported viability position two years earlier
shows price paid was more than 15 times the RLV assesseé@spite the
applicant being the purchaser of the site.

2.3.2 METHODOLOGY

Conducted by a development viability consultant and chartered surveyor, the research used
Molior, a subscription data base that collates information on residential development sites, to
find all recorded land transactions from January 2023 to June 2025 camected to sites within
London Boroughs!*®The research identified 145 transactions. These transactions were analysed
based on a number of criteria including the likely development typology, the planning and
construction status of the site when the transaction took place, and whether there was viability
information available linked to a current or extant planning application. Where viability
information was available, this was reviewed and the outcome of the assessments compared
with the market evidence provided by the land transactions. Viability information was available
for 47 of the land transactions. The full analysis will be published by academics, Edward
Shepherd and Tim White, in a forthcoming report this yeat®

The research looked at the relationship between the price paid for the site and both the
Benchmark Land Value and the Residual Land Values reported in the viability assessments. The
analysis described above of the 23 sites looked at the total difference beveen the BLVs and the
prices paid for these sites (c£230m). This was based on sites where standard C3 residential
schemes were proposed or consented- where schemes included co-living and student
accommodation these were not included nor were schemes whit had very high residential
cerwbu €U yYyibUD CcjUyoaybc yi b enert v U0d »1D
loopholes was calculated on the basis that the cost to the developer of providing units as
affordable homes rather than market wa estimated to range from £160k per unit to £550k
depending on the market sales values (after allowances for reduced CIL, disposal costs and
profit). Approximately, 60-70% of these potential additional affordable homes were assumed to
be social rent, in Ine with most borough's planning policies. Exact figures are presented below:

91 Total number of new homes on those sites 5,495
i Total number of affordable 1,582 = 29%

1 Potential additional affordable homes 977 (66/0% of which is social rent) or an
additional 18%
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2.3.3 WIDER DISCUSSION OF CAUSES AND IMPACTS

The differences found between the residual land values reported by the developers at the
planning application stage and the actual price paid for land are substantial with prices paid
being many times more than the reported residual land values. This strgty implies that
developers are using different inputs and assumptions in planning application FVAs compared
with their internal calculations that influence their bid price for land. A forthcoming qualitative
study by Edward Shepherd and Tim White, althoignot demonstrating systemic malpractice,
evidences the use of this kind of strategy by housebuilders to reduce affordable housing
contributions, and illustrates how hard it is for councils to challenge it within the current
system.'*’Landowners, knowing that developers are able to do this, are holding out for wildly
inflated prices. These differences likely stem from the following practices that developers can
use to artificially reduce supposed profits within FVAs in comparison to tkir internal
calculations:

9 Using lower build cost assumptions within internal appraisals than in FVAs. In their own
calculations, developers may factor in valueengineering opportunities that are not
reflected in the FVA. This might include switching to cheaper (but still policacompliant)
materials or designs, or achieving more efficient procurement that reduce actual
construction costs, such as competitive tendering or economies of scale.

0 Because many professional fees (e.g., architects, engineers, project managers)
are charged as a percentage of build cost, lower construction costs
automatically reduce associated professional fees as well.

1 Inputting higher financing costs into the FVA, for instance by assuming higher interest
rates on debt or presuming there will be a need for debt when there is none.

9 Including future land and housing value growth in internal appraisals, while excluding it
from FVAs by relying solely on current prices. Developers can reasonably anticipate that
land and house prices will rise over the course of the planning and developmiegphases,
significantly improving eventual profits.

1 Using lower profit requirements in internal appraisals than in FVAs. By assuming a lower
required profit margin when assessing how much they can bid for land, developers can
justify higher land offers. To protect profit margins in the face of higher land osts,
developers can apply a higher profit requirement within the FVA, which helps to ring
fence a larger share of development value for profit.

1 Inflating BLVs by using extant permissions to calculate it (see explainer box above).

These practices make schemes appear less viable within FVAs than they actually arartificially
depressing the residual land value used in planning negotiations. This allows developers to argue
for reduced affordable housing obligations, thereby enablinghem to increase their bid prices
for land (to persuade landowners to sell or outcompete other developers) without denting their
expected returns. The result is that surplus value (in addition to expected developer returns) that
could support affordable housing delivery is effectively hidden from planning authorities and
absorbed upfront in land acquisition. This explains why residential land prices in London have
stayed high despite steep rises in construction costs (which should have filtered down int@Wwer
land prices), to the benefit of landowners and site promoters!®UItimately, land prices must
come down if housing delivery and affordability is to be improved. The circular nature of this
process is set out in Figure 2 below.
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Landowners' expectations in terms of land
value are inflated based on developers
successfully reducing affordable housing
delivery or gaining access to public subsidy

Lower levels of affordable housing,
assumptions of ineffective viability reviews,
and/or expectations of public subsidy
for affordable housing are used in valuations

by surveyors when advising landowners.

|

Affordable housing is reduced in
applications or public subsidy is required.

Land values remain high in London despite
increases in build costs that have not been
matched by value growth.

May also mean that sites are not released

slowing up development.

Developers cannot always afford these
inflated land prices as well as meeting
policy requirements in current
economic conditions.

If councils accept these FVAs, this gives l

developers headroom to pay higher prices Developers provide FVAs that

forland, significantly mors than BLV. overestimate costs and ignore potential
value growth. This leads to reported RLVs
generally below BLVs and well below price
paid to portray schemes as apparently
unviable/underliverable.

Say large claimed viability gaps prevent
viability reviews being effective.

Figure 2- Viability loophole land value feedback loop

The findings directly contradict recent assertions from the housebuilding industry that
affordable housing delivery (and even private housing development more generally) is inherently
unviable *°Across London, policycompliant schemes show clear potential for viability, provided
developers and landowners are prevented from exploiting loopholes. Rather than extending
further concessions to developers to shore up housing delivery, the analysis demgtrates the
importance for government to realign market behaviour with the viability process by shutting
down loopholes and demanding better practice (set out in chapter three). This would also help to
cut delays in the section 106 (s106) process that hascome increasingly cumbersome in recent
years.!?

Similarly, the recent slump in demand by Registered Providers (RPs) for s106 homes is a
resolvable issue which the government has recently announced decisive and welcome steps to
address*!With RPs now able to develop longerm business plans, aided by the 10 year rent
settlement and £2.5bn loan financing for housing associations, many of the circumstances
which caused the slump should soon be resolvet??With RP demand likely to recover in the near
future, it is vital that government takes steps set out in chapter three to close loopholes and
ensure s106 delivers as many homes as it can rather than reducing planning requirements.

2.4 RULESBASED PLANNING: A USEFUL SHIFT BUT NOT A PANACEA TO IMPROVE
AFFORDABILITY

»1 D HoeDunNDnUYaeU GDADAY FihoFoUetrU Yo aw|] tLtC ADIUY
plan-led system are broadly welcome, for instance by driving forwards universal plan coverage

and increasing objectivity in local planning decisions based on deacratically produced local

plans'® (although how exactly this is done matters enormously see here*). Economic studies

document the positive impact of greater planning certainty in comparable countries and across
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different local areas in England in terms of how quickly housing supply responds to price
increases.'?®

However, planning reform alone, including increasing the land supply, is not sufficient to
meaningfully reduce house prices or subvert the concentrated market power at the heart of our
housebuilding model that limits supply] preventing the benefitsofbuit C) "H gadoN e Ul ] ALt
into meeting housing need*®Firstly, the decline in overall housebuilding since 1980 is almost

entirely accounted for by the decline in social housing investment?” And secondly, overall

housing delivery is extremely dependent on the wider make up of our economy and
institutions, *?¢ so that permitting more land to be developed does not guarantee more
housebuilding (see below and footnote 24) or meaningful improvements in affordability.

Although a result of a range of influences, it is telling that, since 2007, over 1.4 million consented

homes have not been delivered?®

Accordingly, outlining the broader drivers of these dynamics helps counter an overly optimistic
view of planning reform that can divert attention away from the necessary measures needed to
increase social housing delivery or be used to justify reducing afirdable housing requirements.
While exact cause and effect are difficult to disentangle as these factors are mutually
reinforcing, the following elements have played a crucial role in driving up land values and fuelling
the speculative development model. hey demonstrate the need for interventions far beyond
just planning reform, as set out in chapter three.

2.4.1 CONSTRUCTION AND LAND MARKET CONSTRAINTS

Unless accompanied by substantial government intervention, construction and land market
dynamics place constraints on the speed at which new land supply can reduce land prices or
increase the pace private developers are willing build:

1 : WOGGDARY eoFUyU|once eHGDDNDAYU TDLC &4+ CDEDLOTFD
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measures like Help to Buy). Similarly, without further reform, landowners have
significant power to withhold land until prices recover, as section 2.3 show$®

T 0 CDNonUyteybcCcd CDeDLoFDGU édGD LAOGFRA Yo ©0¢€
they will be able to reduce their affordable housing obligations. Even if land prices do
CDAUDeéeUDd CDEDL o T Bistdicchodsé @riceBnieand thesedsavingbsawill
likely flow into increased profits, rather than increased delivery.

1 Capacity within the construction sector takes time to recover and developers are wary
of driving up build costs if they ramp up too quickly. A huge benefit of direct investment
] n UoA] &t TowU]nA CDt)]ebDit | U |-¢0L])W&EE | |e6)Oh
protect capacity and supply chains?*!

As a result, it is far easier for private housebuilders to slow down development than it is to ramp
up.

2.4.2 MASTERPLANNING AND LAND VALUE CAPTURE

As outlined earlier, private housing delivery levels depend critically on how land value uplift is
UlTeabC abDyUFbDDn Twat] A énC Fiu)eceyD éAyoaUd éncC o1
assemble land**?Multiple studies show that higher delivery rates in countries such as Germany,

Switzerland and the Netherlands are associated with effective public land value capture, active

state-led land assembly and binding landise frameworks that provide planning cetainty and

depress land values'*In Germany, for example, local authorities are effective at embedding
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public land value capture early in the planning process and acquiring land relatively cheaply to

contract out to builders. This is partly because land values are frozen after designation and partly

because state-led pooling of land and public land value Uift is engrained in their system, helping

to dampen speculation and land values more broadi?These are key reasons why Germany has

a far higher translation rate of permissions into new homes than the UK, too often neglected in

studies of housing supply**®
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value **This had two impacts on housing delivery. Firstly, it made it far harder for the state to

assemble land®*'This not only greatly hindered social housing delivery, but it also undermined

the ability of local authorities to parcel up land within large sites to encourage private
housebuilding. These same issues which ultimately undermined the third wave new town
programme in the seventies continue to plague housing delivery toda{?®Secondly, though less

examined, there is evidence that these reforms likely strengthened the capture of value uplift by
landowners in the open market**By removing any remaining risk that uplift might not accrue to
landowners, the changes helped to cement land as a dependable vehicle for speculation, helping

to drive up demand for land and ending the possibility of a compulsory purchase at existing use

value being priced into market land deals°

These changes, along with other development tax reforms in the poswar years, together

helped set the stage for residential land values relative to agricultural land to skyrocket over the

following decades, from five or six times higher in 1959 to 35 tingen 1969 and 93 times in 2015.
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ability to assemble land declined'*?private housing delivery decreased from an annual average

of over 177,000 new homes in the 1960s to 141,000 in the 1970s and 136,000 in the 198&sof

course important to also pay attention to changing planning restraints during this period, but
J]aybineéey) onetr AONFéd) UonU YT ey eéyyia)] awlasar yoCét «
planning system repeatedly overlook these critical institutional shifts, as well as the egregious

health outcomes in much of the unplanned cities and conurbations of the prd 947 era*

The recent changes in the Levelling Up and Regeneration Act 2023 to enable select public bodies
to remove hope value for land purchased for social and affordable housing are a significant
opportunity.** And yet, so far it has not been used. As set out in chapter three, more must be
done to translate this vital legal change into renewed needed housing development.

2.4.3 SHAREHOLDER DEMANDS FOR MARGINS OVER VOLUME
2DgLDAY] AAH YT D téenC NeéedLDYUaeU | Al D
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high levels. Profit marginsthat developers now typically seek range from 2[25% of gross
development valuel*® far exceeding, for example, the roughly 6% target margins of private
contractors. **” The work of academics Tom Archer and lan Cole documents how a growing
emphasis on shareholder returns over the past two decades has accelerated the shift from
expanding output to maximising margins, enabling dividends to rise by around 400% between
2005 ard 2022 while supporting sustained growth in profits before taxt*®
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As Archer and Cole point out, this has been achieved without a commensurate growth in new
housing supply. Volume builders have essentially stripped back reinvesting profits into
CDEDLOFNDAY | A gecowld 06§ GENTF|AHA WT eCaedftee D CUd
linked. As a recent study from the IFS points out, the responsiveness of private housing supply
to increases in local house prices locally has actually decreased by about 30% since 2011, likely
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indicating to some extent the negative impact that this shift to margins over volume has had on
supply, along with other factors such as the departure of small builders and declining
construction capacity nationally.#°

The recent drop intotal profits for some housebuilders in England must be tempered with a
longer-term view of the exceptional returns many have achieved since 2012. Similarly, there is
significant complexity beyond headline figures that, if ignored, can lead to an exaggerated
reading of the current challenges facing large housebuilders. For instance, even when dividends
decrease, share buybacks can often provide rewards to shareholders through a different
channel. Company acquisitions which tend to increase financing costs and reduce shortterm
profits | largely reflect corporate priorities rather than external pressures. And in the shoriterm
many housebuilders are paying additional costs for extensive cladding and building safety works,
as well as theirpayment to the CMA, discussed earlier.

hdddd eVArtr:2ll 2~pl»wre wV I1r@ !'r@ [w¥%Hurr W
The UK leads the pack within advanced economies, rivalled only by the United States, in terms
of the influx of private finance into our housing and land over the past 45 years. This reflects a
highly liberalised mortgage market (with mortgage debtto-GDP &und twice that of Germany),
favourable tax treatment of land and property wealth, and weak disincentives to land and
property hoarding.*°By positioning housing and land as an especially attractive financial asset,
this has encouraged developers to treatit as such, shifting developer incentives away from
construction as a productive activity and towards land trading, optioning, and timing
development to coincide with favourable market conditions®*

The effects are visible in outcomes. As stated, land now accounts for around 73% of the value of
UK homes®?- with house prices far higher than in comparable countries (see Figure 3)and
housing delivery has become increasingly sensitive to interest rates and credit conditions since
the late 1970s'>*The high value of land is an inevitable result of a financialised housing system,
driven by the policy decisions of successive governments, not merely a technical planning
failure.

Real house prices since 1982 in the UK hold the G7 record

UK

Canada

USA

France

sJapan
Germany
“Italy

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Figure 33 Real house prices in the G7 since 1982. Source: OECD data for real house prices. Base = 1982 Q1. [Reproduced
using unpublished analysis by John Muellbauer]
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As demonstrated, high land values, speculation and low build out rates are not due to the design
of the planning system alone. It is no surprise that, as Figures 1 and 3 show, house price inflation
accelerated only once the significant shift in housing andeconomic policy from the late 1970s
onwards had begun. Diminished statded land assembly and capture of land value uplift, growing
shareholder pressure to prioritise margins over volume, wider financialization of the UK
economy, and viability loopholes wthin the planning system have all driven the consolidation of
this dysfunctional model. These structural forces extend well beyond what planning reform can
realistically address in isolation and point towards the importance of wider interventions across
multiple policy areas, including finance, monetary policy, taxation, the structure of UK
institutions and rental regulation.*>*

Against this backdrop, the delivery of more social housing is an urgent priority to meet pressing
housing need. Not only is this policy choice within the immediate control of the government but,
as demonstrated, it is also vital to achieving the overall 8m housing target.
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understanding of the issues: Ball, M., et al. (2023)he relationship between residential development land prices and
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https://www.liverpooluniversitypress.co.uk/doi/full/10.3828/tpr.2021.27
8 |pid.

82 For instance, Muellbauer sets outhe importance of a Green Land Value Taand how thiscould help to encourage
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