BARKER REVIEW FINAL REPORT – RECOMMENDATIONS

& THE BUDGET

18 March 2004

After the introduction, this note considers the Barker Review recommendations (section 2) and then the Budget (section 3). The Barker Review final report and Budget are both available on the Treasury web site: www.hm-treasury.gov.uk

1. INTRODUCTION & KEY ISSUES

The Barker Review contains a wide range of recommendations covering planning, taxation and the house building industry. The Government has accepted the recommendations, will consult stakeholders and will review progress towards achieving its objectives in Summer 2005.

HBF can take credit for influencing many of the recommendations. HBF’s two submissions to the Review, and our many meetings with Barker and the review team, have clearly had a considerable impact.

The report draws together a range of issues that have been under debate  for some time – design quality, customer care, modern manufacturing methods, skills etc., and explicitly challenges the industry and HBF to deliver as a quid pro quo for planning reform and the opportunity to build more homes. (A new idea here is the notion of a compensation scheme for homeowners effected by development.)

HBF is tasked with leading on these issues, and Government will review progress as early as the Summer of 2005.

There are many areas of uncertainty in the recommendations and some major question marks over whether measures could be made to work. For example:

· Will efforts to bring market influences into regional and local planning prove workable and effective?

· Will regional and local planning authorities be able, or indeed willing to deliver the new measures and the required increase in house building, and will ODPM be prepared to enforce its will where they will not?

· Can the proposed planning-gain supplement be made to work, given the insurmountable difficulties other post-war attempts at development land taxation have encountered?

· Can the industry deliver the very challenging improvements set by Barker, and is the threat of an OFT enquiry credible?

· If the Chancellor’s review in 2005 concludes the planning reforms are not delivering, and the industry is not delivering on its side of the bargain, what further action might the Government take?

· Will proposed expansion and clarification of the role of EP, and the proposed greater use of special purpose delivery vehicles, help or hinder the industry’s activities?

Key recommendations in the Barker Review include:

· Introducing market influences into regional and local planning, with market affordability the ultimate determinant of housing numbers;

· Merging regional planning and housing bodies, supported by strong and independent Regional Planning Executives;

· Local plans should provide land sufficient to meet their housing target plus a proportion to correct any implementation gap plus a 20-40% buffer to allow housing supply to respond to an imbalance betweens supply and demand;

· Two new routes to obtaining a planning permission to reduce delay;

· A rigorous revision of PPG3 subject to stakeholder scrutiny “including the development industry”;

· More realistic application of the sequential test;

· Restricted use of prematurity as grounds for refusal (already included in draft PPS1);

· Taking account of local authority appeals records, not just 13-week decisions, in the distribution of Planning Delivery Grant;

· Incentives to local planning authorities to meet housing targets;

· Co-ordinated infrastructure planning across Government departments and inclusion of regional and local housing and population growth in infrastructure planning;

· Clearly defined and expanded role for EP and additional use of special purpose local delivery vehicles;

· A £100m-200m Community Infrastructure Fund;

· Rejection of a general tax on land values or VAT on new homes, but Planning-gain Supplement on the windfall gains made by land owners granted a residential permission;

· Tightly limiting S106 to an impact charge, but including affordable housing;

· Call for 17-23,000 pa social housing units for rent, requiring £1.2-1.6 billion funding.

· Major improvements by the house building industry in areas such as customer satisfaction, innovation, skills, adoption of modern methods of construction.

2. THE BARKER REVIEW FINAL REPORT - RECOMMENDATIONS

The following note does not attempt to summarise the 158 page report, a task met by the report’s own Executive Summary (pages 3-9). Rather it draws out key conclusions and recommendations for the private housebuilding industry.

Quotes from Foreword by Kate Barker

“I do not believe that continuing at the current rate of housebuilding is a realistic option, unless we are prepared to accept increasing problems of homelessness, affordability and social division, decline in standards of public service delivery and increasing the costs of doing business in the UK – hampering our economic success.”
“The recommendations cover a broad spectrum of issues. It suggests that we need to integrate economic considerations into the planning system, that we need a better means of assessing the costs and benefits of development and land use and that we need to acknowledge market signals and use the information provided. These recommendations will also require concerted action on the part of the housebuilding industry. In the past, quality of service to consumers and considerations of sustainability, design and innovation have been secondary to the desire to secure land. The signs are that the industry recognises these failings, which arise in part from the volatility of the housing market, and I believe there is a determination to do better.”
Chapter 1 Objectives

Household formation in England over the last ten years has averaged 196,000 pa. Official projections suggested household growth averaging 155,000 pa from 1996-2021, but a recent independent assessment puts growth at 179,000 pa to 2011. By contrast, the English housing stock expanded by 134,000 (0.6%) in 2002, with 140,000 private housing completions and 125,000 private starts in 2002-03. Over the last 20 years, real house price growth averaged 2.7% pa.

Government plans imply an additional 20,000 private sector homes pa. Reducing long-term house price growth to 1.8%, or the EU average of 1.1% pa, would require an extra 70,000-120,000 private homes pa. In addition, 17,000-23,000 new social homes pa are required.

To illustrate the land-use implications, Barker estimates that an extra 120,000 private homes pa, if all built in the South East, would use an additional 0.75% of the total land area of the region.

It is ultimately for Government to assess the “right level of housing supply”. “However, given the uncertainties, fixing on a specific number is unlikely to be the right approach. It is the outcome, market affordability, that should matter.” Recommendation 1 is that the “Government should establish a market affordability goal, incorporated into the Public Service Agreement (PSA) framework “to reflect housing as a national priority”.

General principles underlying her recommendations:

· Policies need to consider the environmental costs alongside the social and economic benefits of new housing;

· Policies should not seek to impose a different market without a clear regard for the costs of doing so, and should take account of market signals [in line with HBF recommendations];

· Policies should seek to re-focus the efforts of the  industry towards improving the quality of its outputs – productivity, innovation and enhanced performance;

· A more responsive system with more timely decision making processes that are able to respond to changing market conditions is desirable.

She calls for a review within three years of progress in implementing her recommendations and how far the housing market has improved.

Chapter 2 Planning for development

“In future, the first step for [regional] policy makers should be to determine the objectives for the housing market”, led by the central Government affordability goal (see above). Regions should set their own 5-10 year target to improve market affordability, setting the scale and distribution of housing numbers to meet this target.

Regional Planning Bodies and Regional Housing Boards should be merged to create single Regional Planning and Housing Bodies, “responsible for all aspects of managing the regional housing market”, supported by strong and independent Regional Planning Executives (RPEs) responsible for providing evidence and advice to inform the provision of market housing and investment in social housing. Barker calls for revised technical guidance (PPG3) on determining the scale and allocation of regional housing provision, including the application of market signals (house prices, affordability). She also wants guidance on the make-up of Regional Planning and Housing Bodies.

Barker suggests incorporating land prices, as a signal of land shortages, into local planning decisions “to help distance land availability decisions from the political process”, along with more realistic initial allocations of land and the likelihood of development of sites, and more flexibility in bringing forward additional land for development in response to evidence of imbalances between supply and demand. Local plans should allocate sufficient land to meet their housing target, “including a proportion of correct for any implementation gap”, plus an additional 20-40% “buffer” to allow land supply to respond to market signals if there is a disequilibrium between supply and demand. Evidence of a disequilibrium would mean an authority could not refuse permission for additional applications on the grounds that their target had been met.

Barker considers a presumption in favour of residential development for brownfield land [a key HBF recommendation], but does not make a specific recommendation.

Local planning authorities “should show greater flexibility in using their existing powers to change greenbelt designations where this would avoid perverse environmental impacts elsewhere” (e.g. beyond the greenbelt).

Given the greater level of public consultation in the new Local Development Frameworks, Barker proposes changes to development control to encourage development “to proceed without further undue intervention. Through revised PPG3 guidance, the Government should introduce two additional routes for developers to choose between:

· Outline only route – more detail submitted at outline application, with delegation of outstanding issues or reserved matters to planning officers [an HBF recommendation]; or

· Design code route – development proposals would be supported by a design code which, once accepted, would “automatically waive the need for permission to be granted”.

“Government should take a rigorous approach to revising PPG3. Future revisions should be grounded in an evidence base and should be subject to scrutiny from a panel of housing and planning stakeholders, including the development industry. Restrictions on development should have an identifiable and evidenced benefit that outweighs their costs.”

“Government should allow Regional Spatial Strategies to deviate from PPG 3 where there is clear evidence to support a different approach within the region. While the agreement of the Secretary of State should be essential, it should only be possible for Government to reject an application to deviate on the grounds that the evidence is not strong enough.”
Barker refers to representations [including from HBF] to reinstate land availability studies. She recommends revisions to PPG3 requiring local planning authorities to be realistic in considering whether sites are available, suitable and viable, and any site which is not should be disregarded for the purposes of the sequential test [an HBF recommendation]. She also refers to the misuse of prematurity as grounds for refusal and says the recent revision to PPS1 clarifies this point [one of HBF’s major recommendations].

Barker says appeal levels should be taken into account in the distribution of Planning Delivery Grant to “help correct the potential perverse incentive for local planning authorities to reject planning applications in order to meet their performance targets [a problem highlighted by HBF].  She suggests, among other things, increasing planning fees if additional resources are necessary, and special measures to deal with large-scale applications, such as providing additional expertise through a team of ‘trouble-shooters’ from the Planning Advisory Service.

Chapter 3 Delivering development

Government funding for local authorities should be more forward looking to reflect expected housing growth in an area, and Government should consider ways to incentivise authorities to meet housing growth targets (e.g. disregard for up to three years some or all council tax receipts from new housing in grant allocations)

Barker recommends all Government departments take account of planned housing and population growth in making spatial allocations for infrastructure funding and that the Prime Minister’s committee on housing and growth in the South East should be expanded to cover housing delivery in general and be used to facilitate cross-departmental co-operation. To minimise delays, infrastructure providers (e.g. Highways Agency and water companies) “should be involved from an early stage in developing both the regional spatial strategy and the local development plan”, with limits on the ability of infrastructure providers to object to development, allowing developers to begin building houses in parallel to road construction. Ofgem and Ofwat should publish guidance on “a fair price for developer charges” and, where possible, promote competition.

“English Partnerships (EP) should have a lead role in delivering development through partnering with public and private sector bodies in assembling complex sites, masterplanning, remediating land and developing supporting infrastructure. At the same time, Government should provide greater certainty as to the principles by which EP would, or would not, intervene, so as to avoid crowding out private sector activity, or stunting the development of new markets [in line with HBF recommendations].

Devolved administrations may wish to assess the roles of their own housing and regeneration agencies in the context of this Review’s recommendations.”

Barker proposes a £100-200 million Community Infrastructure Fund (CIF). Regions would make bids to support up-front costs of medium-sized utility and infrastructure schemes to help bring forward development, including gap funding proposals, with provision for clawback mechanisms where practicable.

Greater use should be made of area-based special purpose vehicles, including UDCs and New Towns, to deliver housing development where problems of land acquisition, servicing and infrastructure provision are identified.
If the Government accepts the later recommendation for a Planning-gain Supplement, “S106 should be ‘scaled back’ to the aim of direct impact mitigation and should not allow local authorities to extract development gain over and above this”. S106 should continue to include affordable housing, as defined in Circular 6/98. The reforms would increase certainty and reduce negotiation costs.

4. Contributing to development

Having examined various land tax proposals, and specifically rejecting [in line with HBF recommendations] a general tax on land values or levying VAT on new housing, Barker recommends

· an extension of the contaminated land tax credit and grant scheme;

· a Planning-gain Supplement on the grant of a planning permission to extract some of the windfall gain that accrues to landowners from the sale of their land for residential development, with the rate set by Government – and not set so high as to discourage development – and based on local land values, possibly with lower rates for brownfield land or other circumstances, with a proportion of the revenue given directly to local authorities. The granting of residential permission would be contingent on payment of the Supplement. Barker accepts the need for transitional measures to cover land already purchased by developers without permission, or to ameliorate the impact on developers already engaged in land sales contracts before the charge was introduced. [Treasury has accepted this proposal, but has allowed a lengthy consultation period and seeks widespread agreement on the operation of the tax.]

5. Accessing housing

The provision of social housing should be increased to between 17,000 and 23,000 units per annum, requiring additional investment of £1.2-1.6 billion pa, not all of which will be from Government. Government should continue to examine RSL efficiency and higher funding through debt finance so as to increase the level of housing through the most cost-effective means. 

6. The development industry

“The recommendations in this Review, if implemented, could significantly alter the policy environment within which the housebuilding operates. Reduced house price volatility will enable the industry to increase supply. Furthermore, the Review’s recommendations aim to alter the relationship between housebuilders and land.”

“The housebuilding industry in the UK derives much of its profit from land…This does not necessarily deliver good design or enhance the quality of the built environment. As a consequence, the quality of build suffers and consumers get a raw deal.”

“Easier access to land and a simplified planning system should alter this dynamic, encouraging housebuilders to focus their efforts on meeting the needs of customers. The aim of the Review is to encourage the industry to improve its productivity and performance, to deliver consumers high quality homes within sustainable communities. Clearly there are considerable issues for the industry; including, to some extent, a legacy of mistrust that the industry must work to dispel.”

“If the Government delivers the reforms set out in this report, what will this mean for the industry? Challenges will remain if UK housebuilding is to develop into a responsive, efficient industry, delivering a high quality product that reflects what consumers want.”

Barker recommends that the Government should deliver its proposals to promote greater interaction between institutional investors and the residential property market, through the introduction of tax transparent property investment vehicles. The Chancellor published a consultation paper with the Budget – Promoting more flexible investment in property: a consultation. HM Treasury. March 2004.

“The track record of the industry over the past decade, in areas such as consumer satisfaction, skills, innovation and local acceptance, is not sufficiently strong to inspire confidence in policy makers that it can be guaranteed to deliver. The Review is therefore proposing a series of challenges for the housebuilding industry.”

The Review considered, and rejected, fiscal measures to increase build-out rates of larger sites. [HBF argued strongly against such measures.] Instead, the Review suggests revisions to PPG3 requiring local authorities to have regard to the impact on competition when allocating sites, for example favouring a number of small sites rather than a single large site. Authorities should discuss build-out rates on large sites when granting permission and “should use their discretion in setting time limits on planning permissions and seek to agree an expected build-out rate, as a condition of planning permission”.

“If the rate of build-out has not increased appreciably by 2007, subject to conditions in the housing market, Government should review all available policy options to address this issue.”

Barker said “the industry must improve the quality of customer satisfaction. Customer satisfaction levels have fallen since 2000, with only 46 per cent of customers saying that they would recommend their housebuilder”.

“Recommendation 32

The housebuilding industry must demonstrate increased levels of customer satisfaction:

• The House Builders Federation should develop a strategy to increase the proportion of house buyers who would recommend their housebuilder from 46 per cent to at least 75 per cent by 2007. Over the same period, levels of customer satisfaction with service quality should rise from 65 per cent to at least 85 per cent.

• The House Builders Federation should develop a code of conduct by the end of 2004 for new house sales in full compliance with the framework provided by the Office of Fair Trading’s Consumer Codes Approval Scheme. This code of conduct should require fair contracts complying with the Unfair Terms in Consumer Contracts Regulations 1999.

If progress is unsatisfactory, or if consumer satisfaction levels do not rise substantially in the next three years, the Office of Fair Trading should conduct a wide-ranging review of whether the market for new housing is working well for consumers.”

“Recommendation 33

The House Builders Federation, in conjunction with NHBC, ConstructionSkills18 and other interested parties, should develop a strategy to address barriers to modern methods of construction. This strategy should be developed to fit alongside existing initiatives, working closely with Government to identify further measures that can be taken. A range of approaches should be explored, in particular actions by industry, and changes to NHBC policy and practice, as well as representations to Government on areas such as changes to building regulations.”

“Recommendation 34

CITB-ConstructionSkills and the House Builders Federation should work together to develop a strategy for substantially increasing the take-up of apprenticeships from the current level of three apprentices per 100 workers, to bring the UK to the levels of leading international comparators, such as the Netherlands and Germany. The development of this strategy should also explore whether the appropriate number and range of courses exist, and whether housebuilders are investing sufficiently in their own workforce training, as well as addressing the skills needed for modern methods of construction.

In the short term, Government should consider increasing support for skills in the

construction sector, alongside any increases in the training levy.

If skills constraints are not adequately addressed by March 2007, Government should conduct a review of the effectiveness and impact of CITB-ConstructionSkills in the housebuilding industry.”

“Recommendation 35

The industry should work together with CABE to agree a code of best practice in the external design of new houses. Where planners and housebuilders disagree on specific design issues, they should seek arbitration, possibly through CABE, to resolve these matters.”

“Recommendation 36

The House Builders Federation, in consultation with its members, should draw up a best practice guide for voluntary compensation schemes to directly compensate those immediately affected by the transitional effects associated with development. This might include cash payments to individual households.”
3. THE BUDGET 2004

Tax Measures

The Chancellor made no mention of VAT on new homes and stamp duty rates and thresholds were left unchanged. The landfill tax standard rate will rise £1 to £15 per tonne from 1 April 2004, with further increases of £3 per tonne in 2005-06 and at least £3 per tonne in 2006-07. The lower rate will remain at £2 per tonne. The aggregates levy rate is frozen in Budget 2004. In line with the Barker Review recommendation, the Government is looking to extend the contaminated land tax credit to land that is long-term derelict. It will continue to examine the effectiveness of this proposal.

The Barker Review

The Budget Red Book contains a lengthy discussion of the Barker Review (pages 72-77). “The Government accepts the need for reform and intends to implement a programme of change as recommended in the Review.” The Government will now consult with stakeholders across a range of issues raised by the Review.

On the Barker recommendations for the industry, the Budget says: “The Government will consider the progress made by summer 2005.”

“Delivering long-term stability will require the delivery of all the elements within this overall package. The Government will work with stakeholders to ensure that the necessary conditions are in place for the Barker Review’s proposals to succeed. Therefore, in considering a package of reforms to follow the Barker Review, the Government will need to be sure that: 

• planning reforms are underway and the system is delivering a coherent and efficient service;

• there is a positive impact on supply from the introduction of these incentives;

• the industry is responding to the Review’s recommendations and is capable of rising to the challenge;

• the 2004 Spending Review has begun to put in place increased investment for social housing;  and

• the design of the proposed Planning-gain Supplement is effective and workable.
The Government will review progress against these objectives by the end of 2005. If the Government is satisfied that they are all on track, it will bring forward this package of measures to deliver economic stability and improved market affordability address housing needs.” (Budget 2004)

John Stewart, House Builders Federation 

18 March 2004
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