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1.0 Introduction

1.1 This paper 

The purpose of this paper is twofold.  Firstly, it provides an assessment of the capability and capacity of housebuilding industry to achieve the rates of delivery seen at the peak of the market and potentially higher.  Secondly, it provides an assessment of when the Region's house build rate will return to the target in the approved RSS and the pattern of this expected recovery.  The paper has been informed by an analysis of secondary data sources and research review, as well as a series of consultations undertaken with regional stakeholders.  
This paper forms part of a series of papers (see below), that consider a number of supply and demand factors that influence a household's ability to purchase property and from this, the future effective demand for housing across the Yorkshire and Humber region. The various papers include:  

· An assessment of the impact of national financial and fiscal policy on household's ability to purchase housing; 

· An assessment of the impact of the pattern and type of job growth on household's ability to purchase housing; 

· The effect of the combination of the above circumstances on the demand for non market housing; and

· An assessment of the capability and capacity of the house building industry to achieve the rates of delivery seen at the peak of the market and potentially higher rates and an assessment of when the region's housing build rate will return to the target in the approved RSS and the pattern of recovery.  

1.2 Context

As previously discussed in an earlier briefing paper the downturn in the world economy and the related credit crunch has led to a significant downturn in the housing market, which has been witnessed since the summer of 2007.  

At the national level the economic downturn has affected all aspects of the housing market, including the public and private sectors, the major urban areas and rural communities.  A review of relevant literature has revealed that:  
· A collapse in the city centre apartment market which had reached (and some would argue exceeded) saturation before the current downturn has occurred in many cities such as Leeds, (which accounted for 67% of completions between 2007/08) Manchester, Birmingham and Liverpool.  Given the significant drop in values and the squeeze on financing for speculative led developments, the extent to which this market will recover, either in part or whole must be questioned, particularly when considering the contribution that the number of city centre units has made toward the achievement of overall RSS housing numbers.  However despite this observation, apartments within Leeds City Centre are believed to have an occupancy rate of 92% which suggest there is some demand and development is occurring but at a much slower rate than previous.  
· A significant slowdown in private development and investment across all tenures.  It should be noted that this factor is not solely restricted to housing for sale, but is impacting upon major regeneration schemes in predominately public housing areas. 

· Impact on the top end of the market, which in previous recessions has been relatively resilient in past times of difficulty; however, because this downturn has impacted on the banking and financial services sector that resilience is significantly reduced.  This is likely to have implications for the Leeds City Region, where job losses are anticipated in the financial service sector
.  Whilst historic evidence shows that this group is more likely to re-enter employment, retrain and broaden their work search (locations and types of work) there is a crisis of confidence and uncertainty that will impact on new mortgage transactions (including remortgaging), sales transactions and home improvements. 

"Housing and the Credit Crunch"
, a report published in February 2009 by the House of Commons, noted that the government is unlikely to meet the ambitious housing targets set out in its Green Paper
.  Nonetheless, the report strongly advocates retention of those targets because they continue to reflect levels of need and demand.  The report advocates that the target for new social rented homes should be increased.

Most commentators initially predicted a recovery in the market, possibly to and above 2007 house price levels within the next 5 years; however, subsequent debate has not only questioned how long it could take the market to recover to 2007, but whether the market will recover to this level at all.  In July 2008, Sir James Crosby predicted that the shortage in mortgage finance would persist throughout 2008, 2009 and 2010
.  Research from Capital Economics
, completed in February 2009, suggests that lending volumes had ''found a floor".  However, they also state that "a significant recovery in mortgage lending is unlikely before 2010".   The research undertaken by Michael Parkinson et al (2010) suggests that it is unlikely that the property and development market will return until post 2011.  Where as an enquiry held by Local Government Yorkshire and Humber into the impact of the economic downturn on housing delivery
, suggested that on balance the timing of the housing market recovery was likely to be in 2012/13 when prices would start to return to 2007 levels. 
No region has been immune from the credit crunch and its overall impact has varied upon different places across the county. However, research produced by Parkinson et al in 2009
 found that both the North and the Midlands had been the worst hit by the recession in comparison to the Southern and Eastern regions.  An update of this report one year on
, found that as the recession had deepened during 2009, the North had been hit more than the rest of the county.  Despite its overall decline mirroring the national picture (in terms of land values, planning applications, house prices and job losses), it had performed worse on other counts, for example housing starts and completions and the volume of house sales.  However, the study had found that the Core Cities across the North had not been as badly hit as the smaller, peripheral areas or those areas dependant upon single industries. 
Not surprisingly, London and the South East have been particularly resilient and have been able to better weather the storm.  This is reflected in the recovery of house prices, the number of sales and the number of housing starts.  Regionally, London has experienced the smallest fall in housing starts, where as the North West Region has been the largest fall out of all regions
.  There have been some positive signs of short term improvements to the housing market and it is anticipated that house price growth will be much stronger in the equity rich markets of the south east and central parts of England.
  According to research produced by Hometrack, the modest rise in house prices experienced January 2010 (0.1%) was entirely driven by activity in London and the south whilst the rest of the county stagnated
. 
Data from the Bank of England
 suggest that mortgage approvals for home purchases increased in September 2009 by 6%, which is their highest level since March 2008. This is reinforced by data from the Inland Revenue which suggests that the number of property transactions in the three months to the end of November 2009 increased to 87,000 from a low point of 47,000 during the first quarter of 2009. This is still significantly lower than the period between 2005 to 2007 when the quarterly average figures where in the region of 132,000
.  Research produced by Hometrack
 has also suggested that the average number of weeks that a property is on the market before it sells has fallen from 12 weeks to approximately 8.5 weeks.  A number of factors have led to an increase in sales over the duration of 2009, these include an increasing consumer confidence in house prices believing that prices will increase more over the next 6 months
.   However, there is a possibility that the recent rise in house prices could have been fuelled by a combination of equity rich buyers, declining interest rates and a paucity of second hand supply.  In addition, although house prices may have risen over recent months the volume of sales and start of new homes are below levels which can be typically associated with a market recovery.  In the medium term there are risks to market recovery for example, rising unemployment, repayment of Government borrowing, low earning growth, an increase in interest rates and increased regulation of the mortgage market.      
The lower end of the residential market is always most adversely affected by economic downturns, especially the current and expected rises in unemployment and increase in the number of workers operating to shorter working weeks.  It is this market where access to credit is most difficult and costly (relative to money borrowed) and where re-possessions are highest.  Given the current credit-constrained environment the ability to raise a deposit is likely to be the most limiting factor to those people trying to access the housing market and in moving forward, even when mortgage funding is restored, more stringent terms will limit effective demand from investment buyers, first time buyers, and those on lower incomes.  As a result of these factors it is highly likely that the decline in owner-occupation will be reflected in the shift towards the rental market.  
The residential downturn has primarily affected lower value homes particularly those targeted at first time buyers. Apartment schemes, which were often targeted as a mix of first time buyers and investors, have also seen a significant drop in price and sales turnover although some schemes are till coming forward, in both Leeds and Sheffield, for sale rather than buy to let and there is activity within the Student market. Larger and higher value family style housing, however, has weathered the residential downturn relatively untroubled. Despite a small drop in values and sales turnover, these types of units have been specifically targeted by developers as a product that still has good levels of demand and healthy sales values. This is because they appeal to older owner occupiers, usually with families, who have more secure employment and higher wages and are more likely to be able to obtain a mortgage. These potential purchasers often already have houses, with a reasonable amount of equity that can be used after a sale to invest in new housing.

 In addition to this, higher value, executive 4/5 bed housing is located in high value areas with good local services such as health facilities and schools. Because of this, these areas often do not experience the extremes of the market seen in regeneration and inner city areas. Prime markets also recover much more quickly as demand is strong and they appeal to a much wider section of the market.  The high values give strong profit margins with plenty of room for manoeuvre and strong demand translates into shorter sales periods, quicker site development periods and altogether reduces the developer’s level of risk.

Within Yorkshire, the consultations held with house builders and developers suggested the area between North Leeds, Harrogate and York is the key high value location for housing. With good commuter links to the main regional centres and beyond, it appeals to families and couples with high wage incomes that are looking to locate away from the urban areas into areas with good schools and facilities. Whilst prices in the area have taken a knock over the last 18-24 months, it was one of the areas in the north of England to witness house price increases from mid - late 2009. Such prime commuter areas are often the first to experience house price rises and are in contrast to other areas where house prices have remained relatively static or are still struggling. As such they are still a key target for developers who require unit turnover but are looking for sites with a relatively secure exit strategy.  

The over-riding consensus amongst commentators is, however, that the contraction of the construction and developer sector will take some time to re-adjust once an economic recovery period is underway. This could result in a slower recovery than may have been anticipated.  There is also a danger that when the market starts to recover, there will be a further increase in the gap between housing supply and demand, raising prices even higher
 (primarily because levels of capacity within the construction sector to develop new homes may be restricted and latent demand will exceed supply).
In considering the future levels of development, it is clear following the recent announcements of the new Coalition Government that the level of public funding available for regeneration and housing will be dramatically scaled back. This will mean that fewer capital resources will be available for investment in housing and regeneration schemes. 
The following sections look at housing market trends at the national and regional level.  
1.3 National Development Trends

1.3.1 Trends in house building since 1946

The level of house building in England is much lower today than it was in the middle of the twentieth century. As Figure 1 shows, the number of new dwellings per year peaked at over 350,000 in 1968, this could be attributed to the development of the new and expanded towns programme.  Despite booms in housing supply in the late 1970s, late 1980s and, most recently, in 2007, there has been a general downward trend in house building over the last 40 years. 

Figure.1  Permanent dwellings completed by calendar year, England
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council
The post-war years have also seen a major shift in the tenure of new dwellings, as shown in Figure 2. In the early 1950s, over 80 per cent of new housing was owned by local authorities. In contrast, in the 2000s, over 80 per cent of new housing was developed by private enterprise for owner occupiers or private landlords, with the rest operated by registered social landlords (RSLs).

Figure.2  Percentage of completed dwellings by tenure type, England
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

1.3.2 Trends in house building since 1999

As Figure 3 shows, the first half of the 2000s saw a growth in house building starts and completions. Starts began to decline in 2006/07 and fell sharply in 2008/09 as the credit crunch took hold and many developers quickly scaled back their development programmes. Construction starts during 2008/09 were below 100,000, which was 37% lower than the 166,350 started in 2007
.  These figures suggested that starts for 2009 and 2010 would be even lower.   Inevitably, after a period of steady growth the number of completions fell sharply in 2008/09, as a result of the fewer starts –ups, to a level of below 100,000.  This figure is the level of house building achieved during the late 1940s.  
Figure.3  Starts and completions of permanent dwellings in England
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

The Department for Communities and Local Government (CLG) predicts that the number of households in England will grow by 223,000 mainly due to an increase in the number of people living alone. To ensure that supply keeps up with this demand, CLG have a target for 2016 of 240,000 net additional homes a year. In 2007/08, net additional homes reached 207,500 but this will have decreased significantly in 2008/09 after the sharp drop in completions.

1.3.3 Trends in house building since 2007

An analysis of (seasonally adjusted) quarterly starts and completions confirms the decline in house building in 2007 and 2008, as shown in Figure 4. Starts began to pick up in 2009 but we have yet to see any upturn in completions.

Figure.4  Seasonally adjusted starts and completions in England
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

1.4 Regional Development Trends

1.4.1 Regional targets

The Regional Spatial Strategy (RSS)
 for Yorkshire and Humber specifies targets to ensure the supply of housing meets the predicted demand in the region. The target is for 15,160 net additions to the dwelling stock each year in the period 2004-2008 and 22,260 each year in the period 2008-2026. 

1.4.2 Trends in house building since 1999

Figure 5 shows housing starts and completions in Yorkshire and Humber over the last decade. After steady growth between 2001/02 and 2004/05, housing starts flattened out and then fell substantially in response to the credit crunch, more than halving between 2006/07 and 2008/09. Completions also fell over this period.

Figure.5  Starts and completions in Yorkshire and Humber

	[image: image5.emf] 

6,000

8,000

10,000

12,000

14,000

16,000

18,000

1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09

Housing Starts and Completions

Starts

Completions




Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council
When compared against national trends and indexed to 1999/2000 levels, the collapse in the supply of housing was even more pronounced in Yorkshire and Humber than in England as a whole.  This is shown in Figure 6.

Figure.6  Starts and completions indexed to 1999/2000 = 100
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

1.4.3 Trends in house building since 2007

Quarterly data, shown in Figure 7, describe in more detail the decline in housing supply both regionally and nationally since the beginning of 2007. However, quarterly starts have been rising slowly since reaching a nadir at the end of 2008, suggesting that the market is recovering. However, we have yet to see an upturn in the trend for completions. 

Figure.7  Quarterly starts and completions indexed to 2007Q1 = 100
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

1.4.4 Completions by tenure

Over the last ten years, only four per cent of the new housing stock in Yorkshire and Humber was social housing (RSL), compared to 12 per cent nationally. The number of RSL completions increased from 270 in 2005/06 to 650 in 2008/09 but this effect was too small to make much difference to the overall decline in completions in 2008/09, as shown in Figure 8. 

Figure.8  Completions by tenure for Yorkshire and Humber Region 
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

However, the level of affordable housing provision completed in both 2007/08 and in 2008/09 was the highest levels achieved than in previous monitoring years with some 2,625 (gross) in 2007/08 and 2,398 (gross) units in 2008/09.  Both the Annual Monitoring Reports for 2008 and 2009
 note that the higher level of provision is due to the high level of completions achieved in 2007/08 whereby affordable housing would have been provided toward the end of a scheme and the level of public funding (i.e. Homes and Communities Agency) which was injected into development schemes.  
1.4.5 Completions by sub-region and local authority

The Annual Monitoring Report 2009
 suggests that there were 72,553 net housing completions in Yorkshire and Humber over the period 2004-2008 (total net completions achieved between 2004-2005 and 2007-2008), thus exceeding the target of 60,640 (based upon an annual requirement of 15,160 per year over four years).  The West Yorkshire sub-region, which includes the Leeds City Region, demonstrated the highest levels of completions above RSS targets. This could be attributed to the proportion of apartments that were predominantly provided in Leeds City Centre.  However, the level of completions achieved during the monitoring period of 2008 - 2009 demonstrates the impact of the economic downturn.  As shown in Table 1 there were a total of 15,629 completions achieved in 2008-09 which was a 6,631 shortfall against the RSS target (22,260). The shortfall was spread across each of the sub-regions.  

Table.1  Net Additional Completions 2004 – 2009 

	Sub Region 
	Annual Average Net Additions 2004 – 2008 
	Annual Net additional 2008 - 2026
	Net annual completions 2004-2005
	Net annual completions 2005-2006
	Net Annual completions 2006-2007
	Net Annual completions 2007-2008
	Net annual completions 2008 -2009

	Humber 
	2290
	3290
	2011
	2873
	2958
	3022
	1203

	South Yorkshire 
	3470
	4830
	2244
	3232
	3702
	4961
	4470

	North Yorkshire 
	2850
	3170
	2968
	2996
	3385
	2714
	1849

	West Yorkshire 
	6550
	10970
	7169
	8036
	9502
	10780
	8107

	Region 
	15160
	22260
	14392
	17137
	19547
	21477
	15629


Source: Annual Monitoring Report 2009
 
Looking forward over the duration of the current RSS, the shortfall achieved during the period 2008 -2009 is reflected in the housing trajectory for 2008 – 2026, which suggests that Yorkshire and Humber will not meet its target of 22,260 net additions each year over the period 2008-2026 (as discussed in Section 1.7).   

As Figure 9 shows, there is a much higher volume of house building in the West Yorkshire sub-region than in the other sub-regions. West Yorkshire also enjoyed the highest growth in completions between 2002/03 and 2007/08 but suffered a particularly sharp fall in 2008/09.  Completions have been falling in South Yorkshire and North Yorkshire since 2005/06 and in Humberside since 2006/07.

Figure.9  Completions by sub-region
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Source: Compiled by CLG from P2m/P2Q returns from local authorities and National House-Building Council

Table 2 shows the breakdown of housing completions at the individual local authority level over a period of two years 2007/08 and 2008/09. In line with national trends, most local areas experienced a reduction in completions between 2007/08 and 2008/09, a notable exception being Rotherham, Sheffield, Leeds and Craven. In most local areas, the proportion of affordable housing provision increased in 2008/09. The AMR 2009 reported a higher rate of affordable housing completions across most parts of the region in comparisons to the previous year 2007/08.  
Table.2  Housing completions by local authority area 2007/2008 to 2008/09
	
	2007/08
	2008/09

	
	Net Annual Completions 
	% Affordable Housing
	Net Annual Completions
	% Affordable Housing

	Yorkshire & Humber
	21477
	12
	15629
	15

	City of York
	523
	10
	451
	33

	Hull
	544
	22
	259
	34

	North Lincolnshire
	480
	8
	336
	21

	North East Lincolnshire
	447
	6
	77
	68

	East Riding of Yorkshire
	1551
	4
	531
	10

	Barnsley
	1154
	8
	862
	12

	Doncaster
	795
	0
	498
	26

	Rotherham
	526
	28
	603
	28

	Sheffield
	2486
	12
	2507
	N/A


	Bradford
	2156
	12
	1440
	18

	Calderdale
	1247
	15
	537
	17

	Kirklees
	2281
	4
	1098
	19

	Leeds
	3576
	12
	3828
	11

	Wakefield
	1520
	16
	1204
	27

	Craven
	140
	13
	283
	6

	Hambleton
	324
	49
	178
	49

	Harrogate
	361
	49
	261
	35

	Richmondshire
	192
	25
	56
	54

	Ryedale
	208
	0
	100
	2

	Scarborough
	282
	21
	205
	6

	Selby
	585
	18
	204
	11


Source: AMR 2008 and 2009 
1.4.6 House prices

Table 3 shows house price data for the region compiled by Hometrack. The median house price for a house in Yorkshire and Humber is well below the average for England.  

Ryedale, Hambleton, Harrogate and Richmondshire all within the North Yorkshire sub-region are the local authority areas where average house prices are higher than the national average. The lowest average prices are found in Hull and North East Lincolnshire (Humber sub-region). Prices fell during 2009 in most parts of the region with the exception of York, North East Lincolnshire, Sheffield, Richmondshire and Craven.

Table.3  Median house prices

	
	Price December 2008
	Price December 2009
	Percentage Change 

	England
	236,908
	237,081
	0.1

	Yorkshire & Humber
	169,223
	169,418
	0.1

	East Riding 
	192,199
	179,768
	-6.5

	Hull
	103,899
	99,709
	-4.0

	North Lincolnshire
	148,700
	142,022
	-4.5

	North East Lincolnshire
	124,538
	128,14
	2.9

	Humber 
	142,334
	105,375
	-3.5

	Craven
	230,406
	235,008
	2.0

	Hambleton
	284,103
	260,274
	-8.4

	Harrogate
	300,829
	298,042
	-0.9

	Richmondshire
	235,174
	242,540
	3.1

	Ryedale
	263,797
	243,207
	-7.8

	Scarborough
	176,670
	172,438
	-2.4

	Selby
	216,870
	209,567
	-3.4

	York
	207,334
	206,571
	-0.4

	North Yorkshire 
	239,398
	233,456
	-2.5

	Barnsley
	138,629
	132,524
	-4.4

	Doncaster
	135,980
	133,409
	-1.9

	Rotherham
	143,945
	142,546
	-1.0

	Sheffield
	159,229
	167,370
	5.1

	South Yorkshire 
	144,446
	143,962
	-0.3

	Bradford 
	156,187
	153,322
	-1.8

	Calderdale
	159,194
	157,849
	-0.8

	Kirklees
	164,353
	157,750
	-4.0

	Leeds
	177,710
	175,683
	-1.1

	Wakefield 
	150,453
	149,786
	-0.4

	West Yorkshire 
	161,579
	158,878
	-1.7


Source: Regional Housing Market Update, Hometrack, January 2010

1.4.7 Residential Land Values and Trends 

There is a strong correlation between house prices and land values; however changes in land values are more volatile than house prices.  Prior to the credit crunch and the subsequent downturn, the continued strong activity within the domestic housing market alongside a general shortage of supply, resulted in strong demand for residential land. During the credit crunch, residential land values reduced substantially and as a result many landowners held onto sites until such time that values started to increase. In addition, house builders reduced their land acquisition programmes and actively sought to sell off land holdings as a means to raise capital.  However, consultations with the development industry held post credit crunch have revealed that house builders are now acquiring land to develop in the short term.  Whereas some specialist and volume house builders are still looking for longer-term strategic sites acquired through options and with value added through the planning process. 
In order to reduce their exposure to the declining market, developers are making efforts to concentrate on existing developments and re-working planning applications to build more traditional schemes which have most appeal to buyers.  The situation is much worse for city centre development schemes which have large elements of apartments and where demand was driven by the investor and buy to let market.  The current state of the construction industry and the lag on house building activity will impact upon the ability to deliver future RSS numbers.   A point worthy of consideration is that land values have generally mirror house price growth. However, the general opinion of private sector developers we spoke to, as part of this research, is that the current house price rises will not be passed on to land value as a result of the increased cost of building to the Code for Sustainable Homes Standards.  It is estimated that the Level 3 standard which is compulsory for all new homes from 2010 will add an additional £5,000 - £7,000 per unit.  These costs will increase as Levels 4 – 6 are introduced from 2013 – 2016.  
1.5 Implications for House Building Activity 
There is significant uncertainty over the supply of housing especially in an era of falling land values and house prices, as well as a drop in housing starts and completions.  The speed of house building post economic recovery will depend upon the ability of the house building sector to recover and restore to its previous capacity.  
The consultations that were held with representatives of the development sector revealed that following the previous recessions in the 1980s and 1990s, the major house builders were quick to recover and able to return to previous high levels of production within a period of two years. Where as the smaller / independent builders or speculative developers have either already or are more likely to cease to trade.  
The speed at which the house building sector will recover will depend upon the ability of the sector to recover and restore capacity.  Despite the findings of the Calcutt Review
, which in 2007 suggested that the house building sector could meet the longer-term house building targets, it is difficult to predict when and if house building will return to former levels with any great certainty.  Given that some house builders have contracted their operations some stakeholders feel that many of the skills within the industry will be lost. 
What was clear from the consultations that were undertaken is that the housing building industry is understandably cautious.  During 2009, there were signs that some house builders were showing signs of recovery.  Over the past 18 months many organisations have refinanced and consolidated and are now actively seeking land. However, there is real pressure upon them to seek sites that can be easily developed and sold on.  There is an interest for small sites (less than 5 acres), to develop traditional family housing in strong locations, which have existing planning allocations and can be developed out in the short term (2-3 years).  In Yorkshire and Humber the area around Harrogate, Leeds and York is the sought after location.  
The Buy-to Let Market effectively stood in for effective demand in the city centre and supplied a proportion of pre-development sales and leveraged bank funding.  Consultations have revealed that some small investor companies are looking for stalled schemes and investigating the potential for build to let. The model is generally to hold on to apartments for 5 years covering costs and recouping initial outlay with profit realised through potential sales. Some larger investors such as RBS have set up funds which also seek to acquire part completed/completed apartment and housing developments to rent as a residential investment. This is not a particularly strong part of the market and is currently being undertaken on a small scale.
1.6 Assessment of the ability of house builders' to return to post 2007 levels of activity
 

Depending upon who you speak to there are differing views about what factors are constraining the supply of new housing.  For example, some commentators feel that there is an adequate land supply available where as some feel that the supply of land is not in the right place to match demand. There is also a strong view amongst developers that there is too much emphasis on brownfield land allocation.  The development of brownfield sites is usually associated with regeneration schemes and these can be difficult to stack up in terms of overall viability (particularly in the current climate). Another factor, which some commentators feel has impacted upon the supply of new housing, is the business model previously adopted by the house building industry, whereby the construction industry restricted the level of supply to gain profit from inflated land values. 
However, there is a general agreement across all sectors that the availability of finance is affecting the house building sector's ability to develop housing.  Consultations have revealed that despite an upturn in the housing market (particularly the second hand market) and an increase in land values over 2009, the availability of finance is a key constraint affecting the development of new housing supply.   This contraction of finance has impacted upon the completion of many schemes, particularly the large regeneration-led schemes and city centre apartment developments within Leeds and Sheffield.  
Current borrowing levels experienced by developers from the major lending institutions are in the region of 5 and 7%.  Therefore developers are still seeking a 20-25% profit on the overall gross development value, which is reflective of the current lending requirements from the banks.  
In determining the capability of the house building sector to achieve the levels of past build rates, it is clear that there will need to be a fundamental change to how schemes are financed. Some sources
 claim that the housing business models that underpinned the housing boom during the 1990s (i.e. increased provision of city centre apartments at the expense of more family type housing and related infrastructure), will not work this time round, and that the current financial crisis has only served to underline the weakness of such models.  

The current credit restrictions imposed upon many borrowers (i.e. housing developers) and the reliance on constrained public sector funding will require a radical rethink of the business models used to deliver housing development and the need to move away from more traditional models. Over the short to medium terms (5 years plus) it is unlikely that developers will be looking to outlay large sums of money for sites which they cannot bring forward for development.  Research undertaken by Lambert Smith Hampton, has revealed that developers are now actively looking for sites that can be delivered in the short term (i.e. already secured planning permission).  However, this does not preclude the possibility that when the market returns to previous levels developers may revisit previous models.   

What has been witnessed particularly with regards to some key regeneration projects is the shift from short to long term financing methods which provide a de-risk element and through a greater level of equity sharing between the public and private sector
.  
1.7 Review of land availability and development potential
The decline in new housing supply which has occurred over the past two years and the uncertainty over the future housing market recovery will have significant implications for the delivery of the RSS.  As previously stated, the current RSS has identified an annual housing supply target of 22,260 net additions.  However, due to the decline in new build activity the Region is some way off achieving this annual additional target. It would appear from the data
 supplied by the individual local authorities across the Region that the housing trajectory to 2026 would under deliver against the RSS by approximately 99,244.  From the available data, it would appear that the forecasts for the South Yorkshire Sub-region will significantly underperform against the current RSS.  
Table.4  Forecasted Housing Trajectory 2008 - 2026

	Sub-Region
	Forecast

2009 – 2026


	Plan Period Requirement
	Difference

	Humber 
	33319
	55930
	-22611

	North Yorkshire 
	31295
	53890
	-22595

	South Yorkshire 
	30034
	82110
	-52076

	West Yorkshire 
	184528
	186490
	-1962

	Region 
	279176
	378428
	-99244


Source: Yorkshire and Humber RSS, Annual Monitoring Report 2009

Turning to the regional Strategic Land Availability Assessments (SHLAAs) a review has been undertaken. However, it is difficult to estimate from the SHLAAs the level of land supply available across the region as the methodologies and typologies are not consistent.  For this reason the study has therefore decided not to refer to the SHLAAs but instead use data submitted by LAs for the Regional Annual Monitoring Report.  A key point which should be noted with regards to future housing supply is that a large proportion of the planning pipeline is based upon high density and regeneration – led housing schemes and in some cases large individual sites which are difficult to deliver in the short to medium-term given the current circumstances.  It is likely that many of these schemes will need to be reconsidered and renegotiated in light of the current funding availability. 
Looking at the Region's future housing trajectory, based upon the data submitted by the individual Local Authorities, it is anticipated that the Region will take some years to return to its previous levels (2007-2008) of housing delivery.  Under the current economic circumstances the views of some commentators felt that it would be at least five years before some parts of the region (notably Leeds and its City Region) would return to the levels achieve in 2007/2008, with some parts of the region lagging behind i.e. Hull, East Riding and possible some parts of South Yorkshire.  Taking this into account, it could be at least 2013/14 before the region witnesses housing numbers which go some way to achieving the annual target of 22,260. However, the level of undersupply achieved prior to this, will mean a significant level of overloading toward the end of the RSS period (2016-2026).  This presents a significant challenge as the region is already facing pressure from the Government to increase its annual housing provision target in order to meet household projections.  Current figures
 suggest in region of 23,800 to 30,000 new homes are required per annum in order to accommodate future household growth.  
1.8 Post Recovery Housing Market Prospects 

The long-term prospects facing the housing market are difficult to forecast, given the ever-changing nature of the economic picture and the severity of the recession.  In addition, the financial institutions will take some time to recover and will take a more cautious approach to lending.  Taking into account these factors, it is not possible to comment on the likely long-term recovery of the region's house building and whether this will achieve 2007 levels and beyond.  The content of this paper has been based largely upon the perceptions of the consultations we have undertaken with regional stakeholders and from the review of relevant literature.  

As previously stated there is a general consensus that the economy and the housing market could take up to 5 years to recover to levels seen in 2007.  Previous research
 is of the view that at both the national and regional level it could be 2013 before the housing markets starts to show signs of recovery and 2014 before moderate growth is witnessed. It is likely that key parts of the region i.e. Leeds City Region and parts of North Yorkshire will recover quicker that other areas such as the Humber Sub-region and parts of the South Yorkshire Sub-Region.  
The current housing market and economic conditions will make it difficult to deliver against the RSS in the foreseeable future.  What is clear from the evidence that has been gathered is that in order for the region to achieve its housing growth there will need to be a strategic change in the way that housing is delivered.  

·  The current models used to deliver housing will need to change.   The provision of high density developments has played a key role in achieving high housing completions. However, there is no longer an appetite for speculative high density developments other than demand from niche market such retirement homes.  It is unlikely that the city centre apartment market will return to previous levels of development and this will need to be factored in to current planning permissions and site allocations.  A new model for providing lower density urban developments will need to be considered.  
· The recession has created changes in development models in particular the shift from short term to long term financing methods and a greater level of equity share between the public and private sector.  The delivery of housing –led regeneration schemes and related infrastructure will require increasing public sector subsidy as current land values make it unprofitable for the private sector to deliver such schemes.  

· It is clear that there is no single approach to developing a new model.  However, it is clear that previous model adopted by the house building industry, whereby supply amongst other things, reflects the limited and unpredictable availability of land coming forward for housing in the future, will fail to deliver the level of supply required.  A new model which does not rely on increasing land values needs to be sought.  However, it is likely that any new models for intervention will require more public funding which is already facing increasing strain on resources.  
· One developer suggested that the profits from greenfield land developments could be ploughed back into the development of more unviable sites (i.e. brownfield/regeneration sites) however this would rely on more greenfield land allocations which would go against the underlying principles of the RSS and the need to create more sustainable communities.  Alternatively, it has been suggested that developers should adapt their business models to one that achieves a 15-20% return and look to gain capture value later in the process.  The development of such a model would require a reduced profit return from the lending institutions, which is currently a 20-25% profit return.  
The region's local authorities may have to reconsider the future deliverability of their planning pipeline and land supply in light of the viability of high density and regeneration linked housing schemes.   
� Vulnerable Places in the North identified by Government Offices for the Northern Regions, Source CLG.  


� House of Commons Communities and Local Government Committee, 2009. Housing and the Credit Crunch: The Third Report of Session 2008-09 - HC101. Published by The Stationery Office


� DCLG, July 2007. Homes for the Future; more affordable, more sustainable. Published by Crown 2007


� HM Treasury, 2008. Mortgage Finance: Final Report and Recommendations. November 2008


� Mortgage Solutions, 2009. Substantial house price falls to come: Capital Economics - February 2009. Available at: � HYPERLINK "http://www.mortgagesolutions-online.com/public/showPage.html?page=840380" ��http://www.mortgagesolutions-online.com/public/showPage.html?page=840380� (Accessed 20 February)


� Enquiry into the Impact of the Economic Downturn on Housing Delivery in the Yorkshire and Humber Region, Local Government Yorkshire & Humber, June 2009 





� The Credit Crunch and Regeneration: Impact and Implications, Michael Parkinson et al, January 2009 


� The Credit Crunch, Recession and Regeneration in the North: What's Happening, What's Working, What Next?  Michael Parkinson et al, January 2010. 


� Housing Market: Over the worst, HCA Market Intelligence, 2009 


� Residential Property Focus: The Noughties and Beyond, Savills Research, February 2010. 


� House Price rise hides growing north-south divide, Guardian 1st February 2010. Available � HYPERLINK "http://www.guardian.co.uk/buisness/2010/jan/31/house-price-rise-hides-divide" ��http://www.guardian.co.uk/buisness/2010/jan/31/house-price-rise-hides-divide� (Accessed online 22nd February 2010) 


� Mortgage Approvals for Homes purchases, Bank of England, 2009


� Residential Property Focus: The Noughties and Beyond, Savills Research, February 2010


� Hometrack National Housing Market Survey available at  � HYPERLINK "http:///www.hometrack.co.uk" ��http:///www.hometrack.co.uk�   (accessed online January 2010)


� Nationwide Consumer Confidence Survey, Nationwide Building Society, 2009 


� House of Commons Communities and Local Government Committee, 2009. Housing and the Credit Crunch: The Third Report of Session 2008-09 - HC101. Published by The Stationery Office


� RICS Economic, 2009, Housing Market Survey United Kingdom, RICS UK (2009)   


� The Yorkshire and Humber Plan – Regional Spatial Strategy, May 2008 


� Annual Monitoring Report 2008, RSS for Yorkshire and Humber, February 2009 


   Annual Monitoring Report 2009, RSS for Yorkshire and Humber, February 2010 


� Annual Monitoring Report 2008, Regional Spatial Strategy for Yorkshire and Humber, February 2008 


� Annual Monitoring Report 2009: Regional Spatial Strategy for Yorkshire and Humber, February 2010 


� West Yorkshire includes Leeds, Bradford, Calderdale and Kirklees, Wakefield. South Yorkshire includes Sheffield, Barnsley, Doncaster and Rotherham. Humberside includes East Riding, Kingston-upon-Hull, North Lincolnshire and North-East Lincolnshire. North Yorkshire includes York and all areas within North Yorkshire County Council. Where figures from a local authority are missing, they have been estimated. 


� Data not available for Sheffield 


� Sub-regional prices are not directly comparable to regional and national prices due to different methodology used.


� Less Could Mean More: Streamlining the Development Process to achieve better Results. The Calcutt Review of House Building Delivery, J Calcutt, 2007 


� The Credit Crunch, Recession and Regeneration in the North: What's happening, What's Working, What Next? , European Institute for Urban Affairs, Liverpool John Moores University, January 2010.


� The Credit Crunch, Recession and Regeneration in the North: What's happening, What's Working, What Next? , European Institute for Urban Affairs, Liverpool John Moores University, January 2010. 


� Annual Monitoring Report 2009, RSS for Yorkshire and Humber, February 2010


� The trajectories are based on the data that was submitted for the 2009 AMR.  


� National Housing Planning Advice Unit estimates between 23,800 to 26,400 new homes will be needed between 2006-2026 to address issues around affordable and housing need backlog.  Where as research carried out by Experian for Yorkshire Forward suggest that up to 30,000 new homes per annum are needed up to 2026 to support the region's economic growth potential.  


� Residential Insight: House Price Scenarios to 2017, DTZ, 2009.  


   An Enquiry into the Impact of the Economic Downturn on Housing Delivery in the Yorkshire and Humber Region, 


  June  2009, LGY&H,  





PAGE  

