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1.0 Introduction

1.1 This report sets out the findings of an analysis of the economic benefits of housing in the North East.  The study was commissioned by The House Builders Federation (HBF) and was undertaken by a consultancy team comprising of;

· Nathaniel Lichfield & Partners

· storeys:ssp

1.2 The main aim of the study is to;

· Provide an analysis of the housing stock in the region in terms of meeting aspirations and fulfilling market requirements;

· A planning, housing and economic policy analysis to provide a framework for future housing provision;

· Undertake an economic impact assessment of housebuilding and its role in providing employment, training and wider regenerative benefits;

· Set out a number of policy scenarios and assess the benefits of different build and demolition rates in terms of economic impacts and housing market renewal.

1.3 The results of the study will provide the stakeholders of the housebuilding industry with a comprehensive assessment of housing in the North East which can be used to inform the housing debate in the region and to demonstrate the importance and contribution of housebuilding to the prosperity of the region.

Methodology

1.4 In order to gauge stakeholders’ perceptions of the housebuilding sector and its importance to the region, questionnaires were sent to 203 organisations of which 57  (28%) responded.    Additionally questionnaires were sent to 15 housebuilders who have offices within the North East to quantify their turnover, employment levels, training programmes and the wider regeneration benefits that are provided through new residential development.  Views were also sought on the provision of and demand for different property types and price ranges.  The results of these questionnaires have been incorporated throughout this report.

1.5 To supplement the questionnaires and to provide more detailed analysis on issues including, business, health and training, interviews were held with a number of agencies including GO-NE’s public health department, Construction Industry Training Board (CITB), CBI, housing and planning officers from Derwentside District Council (an example of housing led regeneration) and officers from the Tees Valley Housing Market Renewal Partnership.  

1.6 The above has added value to a desk based analysis of economic, housing and planning policy as well as statistical information on the housing sector which has been undertaken to demonstrate the role of housebuilding to the North East in terms of economic prosperity, regeneration and addressing perceptions of the North East as a place to live.

Structure

1.7 The report is presented under the following headings;

· Context – provides an overview of the regional housebuilding industry

· Changing aspirations – demonstrating the imbalance between housing provision and market demand

· Planning, Housing, Economic policy – outline of key policy requirements and a framework which housebuilding will assist in delivering

· Economic Impact – Assess the economic impacts of housebuilding in terms of job creation, skills requirements, business formation

· Housing Market Renewal – outline the role of private housebuilders in contributing to one of the key challenges for the region.

· Supporting an Economic Renaissance – how housebuilding can contribute to economic growth

· Policy Scenarios/Conclusions – identifying a range of scenarios involving demolition and new build and assessing the potential impact of each

context

1.8 The context for this study is encapsulated by two quotes from the Regional Housing Strategy:

“Overall in the north east there is too much undesirable social housing and too much old small terraced housing.  Conversely there is demand for good quality housing, and for all types of housing in popular locations ........ Action to correct this serious imbalance in the housing market needs to be at the heart of the strategy”. (Section 1)

“the (housebuilding) industry injects an estimated £535m annually into the North East, directly employs 7,000 people and makes fundamental contribution to regeneration and market renewal initiatives” (Section 3)

1.9 The purpose of the study is to provide a greater understanding on the nature and implications of the current housing market imbalance and also to provide greater detail on the scale of regional economic benefits which housebuilding delivers and the means by which new housebuilding can help drive regeneration and market renewal initiatives.

1.10 In this section of the report some of the key contextual elements influencing the scope and findings of the report are considered under the following headings:

· The existing housing stock

· Changing housing aspirations

· Lessons from history

· Population and migration

· Conclusions

The Existing Housing Stock

1.11 A key and recurring theme running through housing policy documents at all levels is the poor quality of the north-east housing stock in comparison both to other regions and to 21st century housing aspirations.

1.12 The table below provides demonstrable evidence of this:

	
	North East


	England

	Proportion of:

· terraced houses

· detached houses
	36%

12%
	30%

21%

	Proportion of:

· owner occupied housing

· social housing
	64.9%

28.1%
	69.7%

20.4%

	Proportions of:

· Council Tax Bands A/B

· Council Tax Bands G/H
	73.24%

0.98%
	45%

4%


1.13 In short, the north-east has too much smaller, older, rented property contributing to problems of low demand and market failure in locations where such properties are concentrated.  This is evidenced by:

· The “CURS Report” 
 which concluded that 209,000 dwellings, representing 20% of the regional housing stock is at risk of changing or low demand, concentrated in Tyneside and Tees Valley

· 4.5% of the housing stock is vacant compared with a vacancy target of 3% set down in Regional Planning Guidance.

Changing Housing Aspirations

1.14 The Regional Housing Strategy (RHS) gives clear guidance on the measures needed to address changing housing aspirations.  At paragraph 2.8 it confirms that action to tackle the region’s housing problems will need to, inter alia:

“Increase owner-occupation across the region and introduce a greater diversity of housing supply to provide choice”

1.15 Paragraph 3.24 refers to the low proportion of detached houses and large dwellings and confirms,

“Overall, there should therefore be an emphasis on larger housing types and high quality housing to address the present imbalance”

Owner Occupation

1.16 The increasing demand for owner occupation is a longstanding UK-wide trend.  Nationally 69% of people own their homes compared to 49% some 30 years ago.  The north-east region still lags behind UK averages with 63% of the housing stock in owner occupation compared to the UK average.  Changes in patterns of owner occupation in the North East are shown in graph 3.

1.17 Graph 1 below is sourced from a report undertaken in 1999 by Roger Tym and Partners for The HBF.  It shows that circa 90% of the “professional” sector and 70% of the “intermediate” sector in the region aspire to home ownership.  Graph 2 shows the changes in occupation in the region between 1971 and 1991 and confirms significant growth in the professional and services sector.  These changes can be expected to accelerate in the next 10 years on the basis of recent research undertaken for ONE North East.
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Graph 1 – Probability of demand for private tenure

[image: image3.emf]Socio - Economic Classification

0 5 10 15 20 25 30 35 40

Professional

Intermediate

Skilled - non manual

Skilled - manual

Partly skilled

unskilled occupations

not classified

2001% 1971%


Graph 2 – Changes in socio – economic profile

1.18 It is therefore clear that the emphasis in the RHS to increase owner occupation in order to meet 21st century housing demands needs to be attached significant priority. Increasing levels of owner-occupation will involve positive steps to engage the housebuilding industry in providing the additional private housing required.  This will help achieve the Governments objective, set down in the Sustainable Communities strategy as follows,

“Even more people wish to own their home.  We want to continue to help people realise this aspiration where they can sustain the commitment of home ownership.  Owning a home gives people a bigger stake in their community as well as promoting self reliance”.

Larger Better Homes

1.19 Graph 3 below shows the changes in the regional housing stock over the last 10 years.  It shows that despite a significant under provision of larger detached houses compared to national averages, there has only been a 2% increase in the proportion of detached dwellings.  Additionally terraced dwellings have only decreased by 3%.  There is now a need for a step-change increase in the supply of larger, modern properties in order to help capture the benefits of new housebuilding, one of which is defined at paragraph 3.13 of the RHS as follows:

“Better quality housing is important in attracting and retaining key workers and decision – makers in the region”
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Market Appraisal

1.20 House prices in the North East rose by 16.9% in 2003 (ODPM), a much higher rate than the national average rise of 9.7%.  Despite higher than national average percentage increases in house prices, the average house price in the North East is £91,300 compared to the national average of £101,493.  House prices in the region are expected to continue to rise but at lower rate than experienced within the last three years.  

1.21 Demand for housing in the region is still strong, due to parents assisting first time buyers to secure loans, interest rates although predicted to rise are still low and single person households are expected to increase.  Additionally if the proposals are adopted by the Inland Revenue to allow pension schemes to invest in residential property then this could increase demand and put further pressure on house prices.

1.22 Aspirations for home ownership and property types within the region are changing, with an increased preference for town centre apartments, villages on the urban fringe and new properties.  When looking for housing other key determinants as shown by The Alliance and Leicester’s “moving improving” index are education facilities (30%) nationally, whilst in the north it is second (19%) after supermarkets (32%).  Other factors include newsagent (14%), pubs and bars (8%) and local parks (7%).   Additionally it is clear that housing needs to be located within a reasonable distance from work with good access to leisure and retail.  The current mismatch in the location of housing can be shown by the depopulation of the former heavy industrial towns in the east and west of Durham to the A19 and A1(M) corridor.

1.23 The North East will have to ensure it continues to provide housing that provides choice especially if the region is to harness the benefits of future economic and population growth.  As stated in the Barker report, regional housing markets can play an important role in increasing inter – regional competition, the North East will have to position itself to encourage a highly skilled workforce especially if national policies permit more housing in the overcrowded south east.

Lessons from History

1.24 The problems of the north-east stock and its inability to meet changing aspirations has long been recognised as a major regional problem.  The need to clear obsolete housing and deliver new replacement housebuilding to meet the needs of a growing economy was a fundamental tenet of the “Hailsham Plan”
 in 1963.  It set out the Governments’ Policy for regional development in the region and in relation to housing it:

· recognised the problem of some 50% of the housing stock being constructed before 1914;

· recommended the demolition of “some thousands” of occupied dwellings;

· proposed a build rate of 25,500 new dwellings per year, of which “local authority building must make the main contribution”;

· recommended a study to investigate how to increase and speed up house supply.

1.25 Although pre-dating the Hailsham Plan the 1945 “Max Lock Plan”
 for Middlesbrough gives an indication of the Hailsham approach, in practice, at a local level.  It proposed the demolition of 22,000 houses and the development of 19,000 new houses in the period 1945-1975.  During the 1950s and 1960s an extensive programme of slum clearance and new housebuilding, both local authority and private, was undertaken throughout the region.  The new towns of Cramlington, Peterlee, Newton Aycliffe and Washington were commenced alongside major urban extensions and the clearance of slums both within the conurbations and within settlements suffering from the contraction of the mining industry.  During the 1970s and 1980s the housing policy picture changed dramatically in two key respects: 

· Firstly, the policy emphasis changed from the clearance of the older smaller terraced properties to their refurbishment and extension.  This change stemmed from a recognition that the worst of the slums had been cleared and increasing difficulties in securing community consensus for major demolition programmes.  New funding mechanisms including Housing Improvement Areas and General Improvement Areas were introduced and enabled the refurbishment of many thousands of older terraced units.  Often these improvements were assessed as having a 30 year lifespan;

· Secondly, the supply of local authority housebuilding dried-up.  Nationally 150,000 social houses were constructed in 1968 compared to 20,000 in 2001.

1.26 During the 1990s funding for refurbishment reduced and levels of demolition continued to slow.  Construction of new social housing continued at low levels but was counteracted by increasing levels of private housebuilding.

1.27 It is therefore clear that:

· The need to transform the regional housing stock through demolishing obsolete housing and building large numbers of new modern houses has been a longstanding policy objective.

· During the 1970s and 1980s the approach shifted towards the retention and refurbishment of the existing stock and an increase in private house building as levels of social housebuilding slowed.

· Given changing housing aspirations and the limited lifespan of many of the refurbished older properties there is now a recognition in regional policy documents of the need to dramatically increase rates of clearance and replacement.

· With limited public sector resources for social housebuilding and a cultural aspiration for home ownership the responsibility for providing significantly greater levels of new replacement housing now falls primarily on the regional housebuilding industry.

Population and Migration

1.28 As required by PPG3, one of the key tasks for the Regional Spatial Strategy is to provide a policy framework to ensure the right number of houses are built, of the right type, at the right time and in the right locations.  Implementing the policy will fall primarily on private housebuilders and the future shape of the industry will be significantly affected by the levels of housebuilding proposed.  The key variables which influence the assessment of how much housing is required are:

· levels of demolition and the extent to which demolished properties are replaced.  Demolitions are required both to reduce the numbers of vacant and abandoned properties and to enable obsolete housing types to be replaced with better modern houses;

· household size – with increasing numbers of single and two-person households more houses will be required for a given population size;

· population and migration forecasts.  Assessments of future housing requirements need to incorporate a realistic assessment of future population, in particular bearing in mind recent trends and future prospects.  

· Ensuring that housing provision does not constrain the region’s economic prosperity and aspirations by taking into account projected levels of economic growth and diversification.

Recent Trends

1.29 Reversing population decline is a major challenge for the region.  Census 2001 shows that the population loss between 1981 and 2001 was 120,700 people (4.6%), greater than predicted by earlier population projections.  This loss was against national population growth of 5%.  Only one other region, the North West, experienced population decline, and at a lower level (3%).  Current population projections indicate that current population trends will continue and could result in a population loss of 57,000 between 2001 and 2016

1.30 Whilst population levels are projected to decrease, the ongoing reduction in average household size means that additional housebuilding is nevertheless required to meet household growth, even on the basis of projecting forward recent population trends.  However, projecting forward past trends simply perpetuates past patterns of economic decline and out-migration from the region.  The 2001 Regional Economic Strategy aims to create 90,000 new jobs between 2000 and 2010 and recent research supports the view that the region should confidently plan for significant economic growth.  The population effects resulting from this growth must also be planned for.  It must be remembered that there is recent precedent for the region acting as a net “importer” rather than “exporter” of people.  Between 1990 and 1993 the region enjoyed a positive migrational relationship with other UK regions leading to population and household growth in that period.

Future Prospects

1.31 The need for RSS to plan for a more positive population outcome than recent trends is derived from various sources.  Firstly the Regional Economic Strategy is showing signs of exceeding job creation estimates potentially creating significantly more than the original 90,000 jobs target.

1.32 Secondly, recent findings from the Government Labour Force Survey from the Office of National Statistics showed that 2002 was the first year in 10 years during which more people moved into the region than left it.  Significantly, more people arrived from London and the south-east than moved in the other direction.

1.33 Backing up the ONS findings a Demos/RICS
 survey in 2003, of 70 companies in design, PR and advertising media showed:

· 54% of companies where seeing evidence of a “brain-gain” and were employing more people from outside the north-east;

· 26% said they recruited the majority of staff from outside the region;

· 36% of new recruits in the last 3 years came from outside the north-east.

1.34 Research by Deloitte and Touche and Business Strategies Ltd
 considered the migrational effects of alternative future economic scenarios and predicted that if unemployment in the region reduces to the national average then overall out-migration will be reversed by 2008 and rise to a net inflow of 4,500 people per year between 2021 and 2041.

1.35 More recent research in 2003 by the Centre for Economic and Business for ONE North East outlined a range of theoretical economic scenarios for the region.  These included:

· Gold Scenario– whereby the North East achieves UK average GVA per head by 2016;

· Silver Scenario – whereby the North East achieves 3.4% annual GVA growth;

· Bronze Scenario – whereby the North East achieves an annual rate of GVA growth equal to the UK average 2.3%.

1.36 The CEBR research cites a range of recent factors which may underpin more positive economic scenarios than simply projecting forward past rates of GVA growth (1.8%).  These include:

· employment in the north east grew by 1.6% in 2002 compared to the UK average of 0.5%;

· unemployment has fallen by 15% in last 2 years compared to a UK average fall of 1%;

· business survival rates are improving and reducing the gap with the UK average;

· recent business confidence surveys indicate a more positive outlook.

1.37 The research indicates that the economic growth which would underpin the more positive scenarios will likely be driven by the service sector and productive manufacturing, rather than traditional manufacturing or the public sector.  With such scenarios a significantly larger and more highly skilled labour force will be required and this is likely to be achieved by retaining and attracting more skilled workers in the region.  High quality, larger modern homes will play a key role in achieving this.  In other words future economic growth, if achieved, may have positive population effects but may not eliminate the problem of unemployment.

1.38 By 2016, CEBR estimate the population growth could range from increases of around 500,000 with a “gold” scenario, 270,000 with a “silver” scenario and 150,000 decline with a “bronze scenario”.  The main focus of population growth would be in Tees Valley and Tyne and Wear as the primary locations for the services and productive manufacturing sectors.

1.39 It therefore appears from very recent trends and recent research that the region could and should plan for much greater levels of population than derived purely from the 1996-based population projections.  It is considered that new housebuilding levels should be set to accommodate these more positive population scenarios to avoid a risk of a lack of housing particularly of the right type, frustrating the momentum of economic growth.

Conclusions

1.40 The previous paragraphs point to the following conclusions, which provide the key contextual elements for the study;

· The existing regional housing stock does not meet modern-day aspirations and is imbalanced when compared with other regions of the UK.  There is an over-supply of older, smaller, terraced and rented properties.  There is an under supply of modern, larger detached and owner occupied properties.

· The housing stock imbalances are longstanding and have been identified as a problem since 1945.  The problem has been exacerbated by the failure to implement longstanding clearance and redevelopment programmes during the 1960s and 1970s in favour of short term refurbishment programmes of now unpopular house types.

· Housing aspirations and demands are changing and current trends will accelerate in the future.  These trends show increasing demand for larger, owner-occupied housing.  90% of people aspire to own their own home and the Government is committed to enabling people to realise this aspiration.

· Future levels of housebuilding should not be dictated by past population trends.  Rather a step-change increase in housebuilding is required to:

· replace increased numbers of demolished obsolete house types;

· respond realistically to the population effects of economic growth;

· ensure the momentum of economic growth is not frustrated in the future by a lack of the right type of housing in the right locations.

2.0 policy Context

Policy Messages

2.1 The key messages flowing from the analysis of planning, housing and economic policy are:

· Levels of new housebuilding should reflect levels of projected household growth.  Each region should set these levels and be cognisant of the role economic growth can play in increasing household growth.  Economic growth should not be frustrated by a lack of the right type or amount of housing.

· The “Sustainable Communities” agenda means recognising the different problems and solutions in different regions.  Delivering successful communities means tackling housing shortages in the south and addressing housing abandonment in the north and midlands.

· In the north-east this means developing a better housing stock which reflects a changing population and economy.

· The primary focus for new housebuilding will be to help deliver the regeneration of existing urban areas, often through the clearance and replacement of obsolete stock.

· Regenerating urban areas requires a comprehensive approach encompassing crime, health, education, training economic and social initiatives.  Newer, better housing is but one, albeit fundamental, component of such regeneration.

· The policy approach is being supported by £22bn of Government funding including over £5bn to regenerate deprived areas.

· In terms of the North-East the Government launched on 2 February 2004 “The Northern Way” outlining the policy approach to achieve the sustainable communities vision in the north-east.  This was accompanied by funding commitments including:

· £73m for the Newcastle/Gateshead Housing Market Renewal Pathfinder;

· £9m to local authorities in Tees Valley to address housing market failure;

· £3.75m to local authorities in the Durham Coalfield to address housing issues;

· £8.2m from the Liveability Fund to North Tyneside, Castle Morpeth and Easington Councils

Planning Policy

2.2 The two factors which dictate where and how much new housing is provided are firstly market conditions and secondly planning policy.  In recent years with a strong economy and a cultural aspiration for owner occupation the market has been strong and housebuilders have been willing and able to increase volume to meet market demands.  Land supply and the capability of the planning system to bring forward sufficient sites has been the critical element influencing the size and shape of the industry in the region.  In this section of the report relevant national and regional planning policy is considered as set down in PPG3 and RPG1. 

Planning Policy Guidance Note 3: Housing

2.3 Published in March 2000, PPG3 outlines the national planning policy for housing.  The key messages of relevance to this study include:

· everyone should have the opportunity of a decent home;

· new housing development should meet the needs of the whole community;

· Regional Planning Bodies (RPB’s) should ensure housing is provided to meet regional needs and maintain the momentum of economic growth;

· in planning for new housing, RPB’s should take account of household projections, economic needs, the capacity of urban areas and environmental implications;

· housing requirements should be kept under regular review;

· brownfield urban sites should be the first priority for housing development, then urban extensions, then development in public transport corridors.

2.4 In July 2003 the Planning Minister, Keith Hill published a written Parliamentary Statement relating to PPG3 and including two proposed amendments to PPG3.  The Statement says that local authorities should:

· plan for at least 10 years supply of housing and avoid arbitrarily phasing new housing development;

· reuse unneeded employment sites for residential development;

· be flexible on car-parking requirements;

· increase levels of affordable housing and ensure such housing meets needs;

· take responsibility locally for delivery.

Regional Planning Guidance (RPG1) North East

2.5 RPG1 was published in November 2002.  Key messages and policies of relevance to the housebuilding industry are as follows:

· RPG strategy recognises the vital contribution which replacing unsatisfactory housing and new housebuilding makes to the regeneration of the region;

· 5050 additional new houses are proposed to be developed each year up to 2006.  6000 per year are to be provided beyond 2006 subject to evidence of future household growth and no adverse effect on the areas of low demand;

· house building forms an important element of the construction industry which has an important role to play in supporting the regional economy; 

· the aim is to stem population loss from the region;

· House building rates should increase if there is evidence of household growth through an economic renaissance, but any increase in provision should not adversely impact on areas of low demand

· To meet the needs of regeneration it should be considered whether improvement of the existing stock or demolition represents the best option

· there should be a greater choice of house building in sustainable locations;

· the following targets support the RPG objectives;

· to turn around low demand by 2010;

· to provide 60% of housing on brownfield land by 2008 and 65% by 2016; and

· to reduce the vacancy rate from 4.5% to 3% by 2010.

· local authorities should make provision for a range of dwelling types to meet the needs of all sections of the community.

Housing policy

2.6 This section of the report looks at relevant housing policy with a direct impact on the regional housebuilding industry.  The following are considered:

· The Sustainable Communities Plan, January 2003;

· The Northern Way, February 2004

· North East Regional Housing Strategy, August 2003

The Sustainable Communities Plan (SCP)

2.7 Although applying nationally, the Sustainable Communities Plan identifies that there are different housing problems and hence different solutions in different parts of the country.  The foreword refers to a “step-change” to tackle “serious housing shortages” in the south, and the “impact of housing abandonment” in the north and midlands.  The document sets down a range of actions which can be summarised as follows:

· £22bn to improve housing and communities;

· £5bn for more affordable housing;

· £1bn for key worker housing;

· support for people wishing to move to home ownership.

· £446m for Thames Gateway;

· £164m for three other growth areas;

· £2.8m to bring Council houses up to a decent standard;

· £500m to tackle low demand and abandonment;

· £260m to tackle homelessness and action to tackle bad landlords;

· £201m to improve local environment – parks and public spaces.

2.8 The plan makes clear that housing market renewal funding in the north-east will be concentrated in the Newcastle-Gateshead Pathfinder but other funding sources including New Deal for Communities (NDC), Neighbourhood Renewal Funding (NRF) and English Partnerships will need to be harnessed to address the problem outside the Pathfinder Area.  The document also points to the need for a greater understanding of local and sub-regional housing markets.

The Northern Way

2.9 Published in February 2004 the Northern Way identifies a “long term vision that can fully exploit the economic and transport corridors that connect the north”.  It proposes a northern growth strategy and identifies linked growth corridors from Liverpool to Hull and from Leeds to Newcastle.  The key actions which comprise the Northern Way fall into a range of different initiatives including:

· revitalising housing markets;

· creating thriving towns and cities;

· reviving coalfield communities;

· supporting New Deal for Communities, Urban Regeneration companies and local neighbourhood initiatives;

· creating sustainable rural communities;

· providing decent homes;

· improving liveability and local quality of life.

2.10 The Northern Way sets out the tools to strengthen and stabilise housing markets in the North, through the Housing Market Renewal Pathfinders, one of which is Newcastle/Gateshead and through gap funding of housing market renewal schemes by English Partnerships.

2.11 The report concludes that over the next few months the Government will be working closely with the three Regional Development Agencies in the North to develop the vision into a strategy.  A joint report will be provided by the end of 2004.

Regional Housing Strategy

2.12 Published in August 2003 the Regional Housing Strategy outlines strategic housing aims and provides a framework that encourages the development of appropriate housing solutions at regional, sub-regional and local levels.  Key aspects of relevance to the housebuilding industry include:
· the quality of the region’s housing is critical in retaining highly skilled, creative and entrepreneurial people;

· major restructuring of housing markets is required for the region to offer good housing choices.  The central issue is to restructure the housing stock, which has too much undesirable social housing and too much older smaller terraced housing;

· there is a need to meet the requirements for new housing that result from household growth and aspirations for better housing;

· there is a need to demolish obsolete unhealthy housing stock.  Existing demolition rates should be increased in order to address current imbalances;

· there is a need to increase owner occupation and increase the proportion of larger housing types and high quality housing;

· plans for new housebuilding should be related with restructuring proposals;

· it is important to recognise the contribution that the housebuilding industry makes to the regional economy.  Section 5.0 of the report shows that it injects £535m annually into the North East, directly employs 7000 people and makes a fundamental contribution to regeneration and market renewal initiatives;  

· there are strong arguments for not reducing sharply the provision of new housing in the North East, namely

· the quality of housing is poor with an excess of unpopular house types much of which is uneconomic to repair;

· better quality housing is important in attracting and retaining key workers and decision  makers;

· the popularity of new housing shows the aspiration of households.

· recent Labour Force Survey figures support the RPG household growth estimates;

· housing strategy should respond to expressed demand unless there are clear public policy reasons otherwise;

· ONE NorthEast will work with the Regional Housing Forum and the construction industry to address skills shortages in the region.

2.13 The RHS sets down a new building requirement of 5,800 – 10,400 new dwellings per annum as derived from the table below.

	New building requirements (p.a.)

	
	Low 
	High
	

	Household growth
	3,700
	5,000
	To be reviewed in light of Census results and economic performance of the region

	Replacement of cleared housing
	3,000
	6,300
	Based on recommended ranges of 2,000 – 4,400 p.a. (social housing) and 1,000 – 1,900 p.a. (private housing)

	Gross requirement
	6,700
	11,300
	Sum of the above

	Less:
Allowance for reduction in vacant
	900
	900
	There is an excess of 13,000 vacant properties (2002) to be reduced, by demolition (not replaced) or by re-use, over 15 years

	Net requirement
	5,800
	10,400
	Compares to RPG net rate of 5,500 p.a., which excludes any replacement needed for currently – occupied properties


Economic Policy

Introduction

2.14 The Regional Economic Strategy sets out the vision for the region until 2010;

“We will harness and enhance the human, cultural and environmental resources so that by 2010, the North East is vibrant, self reliant, ambitious and outward looking.  To do so, we will raise the aspirations and profile of the region, making it more prosperous and inclusive”.

2.15 To achieve the above vision, six objectives have been identified of which new residential development and the housebuilding sector can significantly contribute towards including an urban and rural renaissance, a healthy labour market and increasing the productivity of businesses.

Realising the Renaissance of Our Rural and Urban Communities

2.16 The RES identifies that due to a renaissance in a number of deprived communities that housing market failure is beginning to be addressed but further work needs to be undertaken to improve the region’s social housing stock.    An important mechanism for achieving this is the delivery of the aims of the national strategy for neighbourhood renewal, which aims to improve housing and the environment.    

2.17 However the RES highlights research undertaken by CURS that states “210,000 dwellings are at risk of from changing patterns of demand”, particularly in urban areas and ex – coalfield communities.  (RES,p74)  Private housebuilders will be instrumental towards the regeneration of the North East through working in partnership to deliver housing led regeneration that contributes to sustainable communities.  Additionally housebuilders will have an important role to play in “the supply of mid market and executive housing” (p81) which will contribute to the “enhancement of the built environment from which North East people gain some of their distinct sense of pride and place”.  (p8) as well as economic growth through the in migration of workers with higher level skills.

B1 – B3 RES Objectives

2.18 Although housing is specifically mentioned as contributing to the regional renaissance and in making the region a better place to live, housing can also contribute to the following objectives;

· Creating Wealth by Raising the Productivity of All Businesses

· Establishing a New Entrepreneurial Culture

· Creating a Healthy Labour Market Supported by a Skilled Workforce

2.19 The economic prosperity of the North East will be dependent upon businesses increasing productivity, being flexible and through the development of an entrepreneurial culture.  Through the continued adoption of productive methods of construction the house-building sector can contribute to a more prosperous region, which will assist in overcoming skills shortages within the industry. The Construction Industry is also identified as a future cluster within the North East, which could derive economic benefits from networking and increased collaboration leading to training and employment opportunities in the housebuilding sector.

2.20 Sub contractors are used for a wide range of services  (site preparation, construction, marketing, professional services), as a result of this, firms in the sector predominantly employ less than 3 people, and 16% of the workforce are self employed.  Housebuilding firms play an important role in increasing the numbers of people entering self-employment and the survival rates of new businesses.

2.21 Despite a skills shortage within the sector, the proportion of staff with qualifications up to NVQ Level 3 or equivalent is higher than the UK average within the construction industry.  B3 states that 

“to raise business productivity and the achievements of every person it is necessary to raise the demand for learning by individuals and employers”  ……”employers will be encouraged to engage staff in workplace learning and to see this process as a key business tool”      

2.22 The industry is working in partnership with the CITB, Learning and Skills Councils (LSCs), Local Authorities and other training/regeneration initiatives, to provide a range of work based learning opportunities for unemployed people as well as schemes to address perceptions of the sector to encourage new entrants including target groups.

Conclusion

2.23 Private sector housebuilding will therefore play an important role in enhancing the economic prosperity of the region through;

· Addressing housing market renewal by working in partnership to deliver regeneration initiatives

· Productivity gains through the adoption of improved methods of construction and clustering.

· Higher skills levels by providing work based learning opportunities

· Contributing to entrepreneurship and business survival rates

· Population in – migration through the provision of executive homes

· Providing high quality, larger modern homes to attract and retain skilled workers

· Improving the environment and the North East as a place to live.

The labour force

Introduction

2.24 The UK construction industry currently employs approximately 1.4 million people, 35% of whom are self-employed and is currently worth £66,475 million1
.  In the North East the Industry employs 91,000 (8.1% of the labour force) (LFS Nov 2003) of which only 16% are self employed and is worth £2.811 million1.  

2.25 Due to the standard industry classifications it is difficult to disaggregate the numbers of employees who work specifically in the housebuilding sector.  This is compounded by the use of sub contracting including professional services, construction and marketing, a number of these firms will not work exclusively within the housebuilding sector.  However a study undertaken by the HBF in 2001 showed that 180,000 people were employed in housebuilding or sub contractors working for housebuilders in the UK.

2.26 The Regional Housing Strategy states that approximately 7,000 people are directly employed in the North East.  The UK housebuilding industry is very labour intensive compared to European countries. 

Employment Growth

2.27 There is a positive correlation between construction growth and employment at a national level however there is no correlation between growth in housing and construction employment in the North East which would be expected due to the labour intensive nature of housebuilding and the relative costs of labour to materials.  This could arise due to a number of factors including the use of sub contractors, firms in the North East use an average of 221 different sub contractors at various stages including professional services, implementation and sales and marketing.  Additionally on average 64% of the turnover of those who responded is spent on site preparation and construction and 10% is spent on internal wage costs.  It is difficult to quantify the employment impact of the sector due to its structure and the statistical recording of firms and the labour force, however it plays a major role in contributing to the economic vitality of a wide range of firms in a number of sectors in the North East.

2.28 A positive correlation between housing output and employment may also be offset due to an identified skills shortage within the construction sector.  Housebuilders in the North East have to compete for labour against other firms within the construction sector from within and outside of the region, which will have an upward pressure on wages constraining the additional amount of labour a housebuilder will employ.  Due to the labour intensive nature of the sector, wage rises may have a greater impact on the housebuilding sector than other sectors.

2.29 The housebuilding industry is viewed as being “risk averse” with an inelastic supply curve, making the sector less responsive to an increase in demand from consumers.  An increase in demand for consumers will disproportionately increase prices relative to output.  By managing its build rates and through the use of sub contractors, the workforce directly employed by housebuilding is probably more stable and less likely to suffer from economic cycles.  However the structure of the industry can have adverse impacts on investment in skills and construction techniques in the longer term.

Skills Shortages

2.30 Both qualitative and quantitative analysis undertaken by CITB, UNN and HBF highlights a skills shortage within the construction sector with an additional 76,000 new recruits needed nationally per annum if construction output increases at 2.1% pa.  In the North East an additional 17,700 employees are required within the next 4 years to address skills shortages.  Skills in particular short supply include bricklayers, carpenters, joiners and managers.

2.31 Due to proactive campaigns to overcome perceptions of the industry aimed at both school leavers and the unemployed, 2002 was the first year the industry achieved the required number of trainees.

2.32 To achieve the above number of recruits 3,500 trainees per annum will be required as it is estimated that 40% do not complete their training.  Additionally the North East has to compete against other regions for labour supply as a third of all employees in London are from other regions in the UK traditionally from Scotland, North East and North West as a result of wage differentials.

2.33 A survey undertaken by the HBF showed that 73% of companies stated that the shortage of suitably qualified staff was having an impact on their work.  Recruitment issues in house building impact on a wide range of jobs including site managers and supervisors; however severe recruitment problems are anticipated for bricklayers, carpenters & joiners, electricians, plumbers and roofers.  The difficulty in recruitment will be compounded in the longer term by the age profile of the workforce, as the numbers aged 16 – 19 in the construction sector are declining and those aged 35 to 60 plus are increasing.  This is partly due to the increase in the number of young people continuing in further education and the reduction in trainees entering the industry in the 1990s.  This is viewed as a major issue that the sector will need to address in the longer term.

2.34 Surveys show that the existing workforce has the necessary skills but that new employees require upskilling.  There is also evidence of a need to upskill those who have left the construction industry and are looking to re- enter the sector as unemployment in the industry within the North East is above the national average of 6% at 11%. Additionally in April 2001 674 construction vacancies were unfilled, half the number that had been advertised within the last three months.  

2.35 The housebuilding sector can continue to address skills shortages through work based learning the larger housebuilders provide on average 30 placements per annum.  Additionally sub contractors used by housebuilders also provide work based learning placements.  This not only assists in overcoming skills shortages but also contributes to reducing unemployment and improving the skills levels of the workforce.

2.36 The CBI in conjunction with ONE NorthEast/GONE/NECC and the Learning and Skills Council are aiming to change perceptions of the labour market in the North East through the Aspire Campaign, 5 key sectors including construction have been identified that are estimated to provide 70-80% of all future jobs.  In addition to the job creation potential the sectors have been chosen due to the variety of jobs that they can provide.  The promotion of self employment opportunities which will add to the development of an ‘entrepreneurial culture’ can also assist in overcoming perceptions of the industry for employment opportunities.

Skills Levels

2.37 Recent research indicates that a higher percentage of the workforce have achieved NVQ Level 3 or equivalent than the average for the UK’s construction workforce however the sector in the North East has a lower percentage of employees with a degree or equivalent level of qualification.  The industry is therefore contributing to higher skills levels within the region which “enables employees to be more productive and competitive”.  The industry will need to continue to invest in higher skills levels as the “number of jobs in the region requiring NVQ Level 4 or 5 is expected to grow by 43% by 2010.

2.38 The need to train and recruit people in the construction sector is constrained due to the difficulty in recruiting tutors due to the wage structure of colleges which can not compete against those of the industry.   The increase in the provision of ICT training and a subsequent reduction in construction training in the 1990’s has resulted in a lack of infrastructure to expand training provision.  A pilot scheme in Scotland has helped to address the above issues, where employers have released staff on a part time basis as tutors to train new recruits.  A similar model could be adopted in the North East which could also be used to help to address perceptions of the industry as a career.    However, further investment is required by training providers to ensure that the growth in the sector is not constrained by skills shortages as the pool of new recruits into the industry becomes smaller. 

2.39 The skills shortages can also be addressed through increases in productivity, and this is likely to occur as changes in construction methods are implemented including prefabrication and assembly methods of production.  The Barker report estimates that the industry in England is more labour intensive than other European Countries and Scotland due to the use of brick rather than timber frames.  Due to labour market constraints and the anticipated increase in the number of new dwellings to be completed changes in construction methods reducing the number of days to complete a dwelling will need to be adopted in the North East.  Increases in productivity will also contribute to the reduction of regional disparities by increasing Gross Value Added per head in the North East.

Conclusions

2.40 It is apparent that housebuilders in the region face skills shortages in a wide range of occupations.  To address these skills shortages housebuilders and public sector organisations will need to:

· Continue to increase productivity levels through the use of innovative or assembly based construction techniques;

· Continue to provide apprenticeships schemes and worked based learning opportunities;

· Assess how it can work with sub contractors to improve long term business planning to increase investment in skills levels and construction methods;

· Work in partnership with key agencies to address perceptions and stereo types of the industry;

· Harness the change in aspirations and promote self employment as an acceptable way into the sector;

· Work with training providers to ensure long term investment in skills at all levels in the sector.

ECONOMIC IMPACTS

2.41 This section will set out the direct and indirect impacts of the housebuilding sector within the region.  It will primarily focus on direct and indirect job creation and the value of the sector to the economy.  It is difficult due to the way data is collated, focussing primarily on the construction sector to disaggregate information, therefore certain assumptions have been used to provide an economic analysis of housebuilding.  

Value of the Sector

2.42 UK Construction industry output in 2002 was £83,592 million of which 37.3% (£31,240 million) can be attributed to housing (this is inclusive of public and private housing as well as repair and maintenance).  (DTI)

2.43 In the North East construction output amounted to £2,811 million of which 33.6% or £946 million was housing.  Of this £946 million, £308 million is attributed to new private housing, £44 million to new social housing and the remainder £594 million attributed to repair and maintenance.   

2.44 This is in line with using the number of dwellings built in 2003 (6,500) multiplied by the average dwelling price of £120,000 which equates to £780 million.  Removing 30% for tax and a further 30% for land costs, the output of the house building industry in the North East amounts to £312 million. 

2.45 The graph below sets out the value of housing output in the North East, the drive to bring housing up to decent homes standard, the transfer of housing stock to ALMOS and the importance of the housing market Pathfinder in Newcastle and Gateshead and resource for Tees Valley following the outcome of the spending review will continue to ensure that repair and maintenance is an important element of housing output in the North East.

2.46 The following graph highlights that since 1995 the value of housing output as a percentage of construction output in the North East declined to an all time low in 2001.  This has since risen due to an increase in the value of private sector housing and a substantial amount of investment in repair and maintenance.  Despite a survey in 2002 that states that construction employers in 2002 were less optimistic in terms of new orders than they were in 2001, the perception is that business confidence is growing due to investment by the public sector.
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2.47 Therefore construction output will continue to grow contributing to economic prosperity through the use of sub contractors leading to employment and training.  However, due to a substantial investment by the public sector, caution has to be exercised to ensure this does not ‘crowd out’ private sector investment.  Measures need to be in place to stimulate private sector investment.

2.48 The importance of housebuilding in the economy can also be demonstrated through the use of output multipliers.  The output multiplier for the construction industry is 2.0861, which is significantly greater than multipliers for other key industries including, banking and finance, computer services, public administration and motor vehicles.  Therefore the value of housing output (new build and repair) of £946 million in the North East in 2003 has a multiplier impact of £1,973 million of output.

2.49 Applying the multiplier to the private housing output of £312 million, the total impact of private sector housing to the region’s economy amounts to £650 million.  Unlike other sectors the use of local supply chains and materials ensures that the majority of the output is retained within the region’s economy.

2.50 The importance of the role of the housebuilding economy is highlighted in the responses received from the stakeholder questionnaires. 98% of stakeholders view the housebuilding sector as very important or important to the economy of the North East compared to 78% for automotives, 84% IT and 96% for services.  This is probably due to the wider economic benefits that housebuilding can provide in terms of output, employment skills, addressing issues of deprivation and improving the environment of the region.  These issues will be explored in more detail in the economic renaissance section of the report.

Employment Impact

2.51 A study undertaken by the HBF in 2001 showed that 180,000 people were employed by housebuildings or sub – contractors in the UK.  In 2002/2003 6,500 dwellings in the North East were completed, using the figures from the Barker Report that states on average 176 days are required to build one house, this equates to 1,144,000 days of total employment.  Assuming that 230 days per year are worked (NE England Objective 2 figures) then 4,974 jobs are required to complete 6,500 dwellings.  

2.52 The employment creation figure of 4,974 needs to be viewed with a degree of caution due to the use of national averages but provide a useful basis to demonstrate the employment generation impact of the industry in the North East.

2.53 If as outlined in the Regional Housing Strategy that between 5,800 and 10,400 new dwellings are required per annum in the North East, then using the above figures the additional job creation potential of housebuilding is 2,984 jobs.  The housebuilding industry in the North East could directly employ between 4,974 and 7,958 people depending upon the number of houses to be built.  This is in line with the Cambridge Econometrics model which states that for every 10,000 new homes built nationally 7,000 extra jobs were created in construction and 4,600 in the wider economy.

2.54 Using the above employment multiplier of 1 house creates 0.46 indirect jobs, the following indirect jobs would be created;

	No of houses
	Indirect Jobs
	Direct Jobs
	Total

	6,500
	2,990
	4,974
	7,964

	5,800
	2,668
	4,437
	7,105

	10,400
	4,783
	7,958
	12,741


2.55 The total direct and indirect impact of building 5,800 houses is 7,105 jobs increasing to 12,741 for the construction of 10,400 houses.  This accounts for approximately 1% of all jobs in the North East.   

2.56 49,969 people were registered as being unemployed in the North East in December 2003 (NOMIS), therefore if the number of houses increased from 6,500 to 10,400 an additional 4,777 jobs could reduce unemployment by up to 9.5%.  The impact on unemployment is unlikely to be this significant due to new entrants into the industry from further education, skills shortages as well as productivity gains; however it demonstrates that increases in the number of new houses in the North East could significantly contribute to the regional economy.

Structure of the Sector    

2.57 Within the UK there are 9,332 private house building firms. (DTI)  Of the 168,123 construction firms in the UK, 4,246 are registered as having their head office in the North East.  The Standard Industry Classification (SIC) does not have a sub category for housebuilders, it is therefore difficult to establish the number of housebuilding firms that operate in the North East.    

2.58 The size of firms in the construction sector are predominately small to medium size enterprises with over half of firms registered in the North East employing less than 3 people.  These firms are predominantly sub contractors as the major house builders employ between 200 and 500 employees.  

2.59 Unlike some areas in the UK there is not a dominant housebuilder in the North East, the Barker Review highlights that regional fragmentation is due to the need for local knowledge, local contacts with contractors and Local Planning Authorities and knowledge of different approaches.  Additionally the need to provide social housing in the North East reduces the concentration of the sector.

2.60 Due to the competition in the region arising from constraints that offset profit including social housing and brownfield land developments and price reflecting the local market, housebuilders can only effectively compete due to the range and quality of products they have to offer.  The more characteristics a good has (i.e. a house) the larger the number of effective competitors (Theory of the Firm) therefore consumers are valuing the quality/specification of a house rather than the house itself.  To effectively compete housebuilders will have to continue to provide a range of products or use other incentives i.e. wider regeneration schemes or faster build rates to satisfy consumers.

Conclusion

Despite difficulties in assessing the economic impact of housebuilding the model used illustrates that:

· 5,800 new dwellings will create 7,105 jobs and;

· 10,400 new dwellings will create 12,741 jobs

· Additionally the large multiplier of the construction sector if applied to housing output show a total contribution of £1,973 million to the regions’ economy, £650 million of which is from private housing output.

· A significant proportion of the industry’s output is retained within the region due to the use of local contractors and materials.

· That repairs and maintenance are and will continue to be a significant contribution to the regions housing output.

· The structure of the industry should benefit the consumer in terms of choice and quality.

· New housebuilding in the region can significantly impact on employment and regional economic growth.

housing market renewal

Introduction

2.61 This section of the report considers the issue of housing market renewal and the role of the house building industry in tackling what is regarded by the Sustainable Communities Plan as one of the key strategic challenges for the region
.

The Problems of Low Demand

2.62 Research commissioned by the Housing Corporation and others in 2002, undertaken by CURS
, identified that circa 209,000 dwellings (20% of the stock) are potentially at risk from low or changing patterns of demand. These properties are mainly concentrated in the Tyneside (121,000 dwellings) and Teesside (60,000 dwellings) conurbations, however, the problem is not confined to these areas but is focused on social housing stock and older terraced housing as outlined in section 2.5.
2.63 The problems have arisen  from a variety of factors, including:

· Economic change

· Demographic change

· Housing quality and tenure

2.64 But the overwhelming factor is the changing demand for housing.  The region’s existing housing stock no longer matches the aspirations or needs of its people, either in terms of its location or its type. This has resulted in an imbalance in supply and demand in many locations, leading to problems of, inter alia:

· Net out-migration for many neighbourhoods dominated by older or less popular social housing

· Reduced investment in housing stock

· Property abandonment

· Neighbourhood breakdown

· Costs to the economy in the form of higher neighbourhood and housing management burdens for local authorities and housing providers

The Strategy Response

2.65 The problems of low demand and housing market failure have been recognised at a number of levels. 

2.66 Nationally, the Government’s Sustainable Communities Plan has set the agenda for tackling the problem across the North of England, and has:

· Established the Regional Housing Board.

· Identified a funding framework for investing in social housing stock through the LSVT and ALMO process.

· Earmarked £73 million for the Newcastle Gateshead Housing Market Renewal Pathfinder. 

· Provided a series of legislative reforms (e.g. CPO reform and landlord licensing) to assist tackling low demand.

2.67 At the regional level, the new Regional Housing Board has prepared the Regional Housing Strategy
. This has identified a series of measures to tackle low demand. These include:

· Increasing the levels of clearance of social housing to between 2000-4,400 dwellings per annum (current rate 2,000).

· Increasing levels of clearance of older terraced housing from 300 dwellings per annum to between 1,000- 1,900. 

2.68 This rate of clearance sits within an overall RHS approach to new build rates of between 5,800 and 10,400 new dwellings per annum, of which between 2,100 and 5,400 are to replace cleared housing with new stock that better meets aspirations. New housing investment into low demand communities is acknowledged as being absolutely crucial to provide re-housing to local residents and also to help stabilise and renew housing demand and regenerate local neighbourhoods with new housing capable of attracting economically active households. This is particularly important for neighbourhoods where newly forming economically-active households no longer regard either social or older terraced stock as being the first rung on the housing ladder.

2.69 A significant proportion of this new stock will need to be developed in the two areas of HMR priority:

· The Newcastle Gateshead Pathfinder area – where extensive proposals for demolition and high rates of replacement new build are proposed in the current HMR Prospectus as a means of increasing the number of households living within the urban area

· The Tees Valley HMR area – where current sub-regional proposals are being formulated in parallel with a number of local neighbourhood initiatives, including a mix of stock reduction in social and older housing stock, with replacement and redevelopment in a number of locations. 

2.70 However, there will also be a need for clearance and replacement development in other parts of the region where there are problems of low demand, including:

· Sunderland – where problems of low demand in both social stock and in older terraced properties, including ‘Sunderland Cottages’, are being tackled by, inter alia, Sunderland Housing Group, with its extensive programme of demolition and redevelopment.

· North and South Tyneside, where housing market restructuring is needed in certain areas, primarily poor quality terraced stock or obsolete social stock

· Durham Coalfield – where a number of former coalfield communities and other towns have experienced problems, as identified in the  Coalfield Housing Market Study

· South East Northumberland – where a number of settlements have small pockets of housing market failure, currently being explored by the SENNTRI Housing Market Study.

2.71 Combined together, these significant programmes provide a strategy framework for what is arguably the single largest programme of housing-focussed investment in the region since the Hailsham Plan
. This programme will require a fully mobilised house building industry to implement it with specialist skills required in undertaking compulsory purchase orders and demolition.

The Role of Housebuilding

The Problem?

2.72 In the late 1990s, the analysis of the problem of low demand often focussed on new house building (often on greenfield sites) as a cause of the supply-demand imbalance
. During the period 1996-2001, the rate of new build (at circa 7,000 dwellings per annum) was greater than the rate of household growth in the region
, resulting in an overall surplus of dwellings. There are two alternative approaches to this problem:

i) To reduce the level of new house building to a level consistent with the reduced rate of household growth – this would mean reducing the level of new build to under 4,000 units per annum; or

ii) To increase the levels of clearance of the region’s poorest housing, so new house building at at-least the current rate, helps improve the quality of the region’s housing stock, whilst being in balance with net household growth.

2.73 The RHS clearly comes down on the side of ii) above, stating that there are “strong arguments for not reducing sharply the provision of new housing”
. The RHS states that this is for the following reasons:

· The quality of housing in the region is poor, with an excess of less popular housing;

· Better quality housing is important in attracting and retaining key workers and decision makers;

· The popularity of new housing shows the aspirations of many households in the region; and 

· Much existing older terraced and some social housing is uneconomic to repair/improve to modern standards.

2.74 These arguments are reinforced by the results of the Stakeholder questionnaire, which found that:

· 85% of stakeholders considered the region’s housing stock to be incompatible with the housing expectations and aspirations of the population

· 53% of respondents felt there were too many terraced houses in the region

· 90% considered range and quality of housing available in the region to be important or very important to attracting and recruiting high quality candidates to jobs in the region

2.75 There is also no evidence that cutting off the supply of new housing will address the problems of low demand or social exclusion in many areas. Indeed, by failing to provide the type of housing that people want, it is clear that neighbourhoods with a preponderance of less popular social housing or smaller older terraced properties will become ghettos for those less able to exercise housing choice, resulting in growing imbalances in society.

The Solution?

2.76 The answer to the problem of low demand is not to cut off the supply of new housing. Rather, new house building should be seen as an important part of the answer to low demand by increasing the level of clearance of less popular housing and replacing it with new homes that meet people’s aspirations. This will have the following benefits:

· Restructuring the housing market in areas dominated by social and older terraced housing, and where necessary restructuring the region’s urban areas to reflect changing patterns of industry and economic activity.

· Delivering sustainable investment in the physical environment in declining neighbourhoods, including development of derelict land and buildings;

· Helping create mixed tenure and balanced communities in neighbourhoods currently dominated by mono-tenure or social exclusion;

· Providing greater levels of housing choice;

· Attracting new economically-active households to the inner urban areas of the regions’ towns and cities, with spin-off benefits to local economies and services.

How?

2.77 In practical terms, the house building industry has a number of important roles to play in delivering the housing market renewal agenda.

2.78 Firstly, the industry has an important role as a partner to regeneration agencies involved in tackling neighbourhood renewal and housing market restructuring. Already, through the Housing Corporation’s New Tools initiative, and through the LSVT programme, Registered Social Landlords in the region are extensively involved as partners within regeneration programmes, for example:

· Sunderland Housing Group’s ambitious programme of clearance, and new development on a range of sites throughout the city;

· The role of Guinness Trust and Endeavour Housing in the Housing Regeneration Company (Hartlepool Revival) implementing West Central Hartlepool New Deal for Communities’ housing masterplan, including demolition of 500 older terraced dwellings;

· Places for People’s role in delivering the Walker Riverside Masterplan to provide 3,600 mixed tenure homes in Newcastle’s East End

· The role of Cheviot Homes in delivering the Newbiggin Life project in Wansbeck, in partnership with Grainger Homes

· Tees Valley Housing Group’s role in delivering housing renewal strategies in North Ormesby and Central Whinney Banks in Middlesbrough.

· Nomad Housing Group’s role in regeneration in the Newcastle Gateshead area, including building houses and bungalows at Newbiggin Hall in Newcastle, family homes at Teams, and a mixture of houses and bungalows on Bleach Green in Winlaton. 

· Three Rivers Housing Group’s involvement in tackling low demand across tenures by reducing supply in Ferryhill Station in County Durham.

2.79 It is clear that housing market renewal is not a challenge limited to the social housing landlords. The house building industry will be equally important in delivering housing market renewal strategies through its contracting and new build functions, providing both private and replacement social housing stock as part of mixed tenure schemes. This work often involves private developers working in partnership with local authorities, housing associations, and other regeneration agencies. Recent examples include:

· The Courts at Redcar & Cleveland, where a partnership between Bellway Homes and Persimmon with the Council and Tees Valley Homes has demolished the original estate for redevelopment of 318 houses, 40 bungalows and 12 flats. 270 of the homes are for private sale, with the other 100 to be let by Tees Valley Housing Group. As part of the comprehensive regeneration, the Roseberry Square area benefits from a new library, pub, youth and community centre, shops and a dentist's surgery;

· Coatham Enclosure, also in Redcar and Cleveland, where Persimmon are working with West Redcar SRB and the Council on a mixed residential and leisure scheme;

· Cleadon Park in South Tyneside, where the Council and RSL Enterprise 5 have appointed Bellway as developer of 100 homes for sale and rent as part of the regeneration of the estate;

· Longbenton in North Tyneside, where Yuill Group have developed new homes for sale and rent as part of the SRB and Housing Corporation funded masterplan, in partnership with North Tyneside Council;

· In Central Whinney Banks, where a developer competition is currently underway to select a partner to deliver the regeneration of the estate, in partnership with Tees Valley Housing Group, West Middlesbrough Neighbourhood Trust (an NDC partnership), and the Borough Council;

· Haslam Homes, who are working with Nomad HA at Newbiggin Hall and at Teams, delivering mixed tenure redevelopment in areas experiencing social-economic and low demand problems.

· Westoe Colliery site, where Wimpey are improving the range and choice of housing in South Shields by developing a redundant colliery site in partnership with ONE, the Council, the Princes Foundation, and the local community.

2.80 The extent of this type of project is increasing. The questionnaire survey of housing developers revealed that the number of sites/outlets being developed by respondents in partnership with local authorities or regeneration bodies has trebled in the last year.  This involvement is not simply in terms of delivering new homes but is also about funding and advice/assistance.

2.81 The Regional Housing Strategy’s proposals for housing market restructuring carry with them very significant costs particularly that associated with the levels of clearance and new build. Whilst ALMOs and LSVT provides a mechanism for achieving much of this in the social/Council stock, there is no such source of finance for achieving private sector clearance. Already, the Centre for Housing Policy
 estimates that demolition and new residential development accounts for 50% of area renewal expenditure.

2.82 The Newcastle Gateshead Pathfinder has been allocated £73m, whilst the Tees Valley HMR project is currently preparing its case for resources through the Comprehensive Spending Review.  Other sources of funding for tackling low demand include English Partnerships who have made resources available for a number of pilot projects in the region, and the Single Housing Investment Pot (SHIP) distributed by the Regional Housing Board.

2.83 It is estimated that the level of funding needed to deliver private sector clearance is £99m (based on circa £25,000 per dwelling for acquisition and clearance).  The house building industry will therefore have a crucial role to play in helping to part finance housing market restructuring for both public and private stock. 

2.84 This will either be through:

· S.106 contributions linked to new development, where resources are focussed to delivering clearance off-site and other facilities, such as environmental improvements and infrastructure;

· Land values from new development contributing to site preparation costs (including clearance) on sites and other regeneration investment (e.g. in social and community facilities

· New development contributing to local area-based training and employment schemes, including ILM schemes, through apprenticeship and other programmes

2.85 The industry also has an ongoing role to play in providing advice.  Developers contribute to local renewal strategies by giving professional input on the market prospects for redevelopment of sites in low demand areas, provide input into masterplanning, how to adapt strategies to ensure that new development of high quality homes is able to replace cleared housing as well as helping to address perceptions of an area through high profile marketing. This role is invaluable to many regeneration and planning practitioners. At the same time, as part of formal projects, representatives of developers have been involved in Compulsory Purchase and other statutory processes necessary to secure HMR objectives. 

Conclusions

2.86 The housebuilding industry has a crucial role to play in delivering HMR, which itself represents the single largest regeneration challenge for the region, necessitating significant investment in residential development.

2.87 The industry is already actively involved in delivering housing market renewal, and this role is growing at an exponential rate. It will need to continue to do so to meet the objectives of the Regional Housing Strategy.

supporting economic renaissance

Introduction

2.88 The housebuilding sector has a crucial role to play in securing a rural and urban renaissance for the North East.  This section will analyse how housebuilding can;

·  address perceptions of the North East as a place to live and work, 

· assess the wider impacts arising from the reclamation of brownfield sites, 

· rejuvenate deprived areas through Section 106 agreements and working in partnership with regeneration initiatives, 

· impact on the population’s health, 

· play in business development and;

· address the negative impact under investment has on the economy.

Addressing Perceptions

2.89 98% of stakeholder responses considered the range and quality of housing available in the North East as very important or important to perceptions of the region as a place to live.  93% viewed housebuilding as being very important or important to improve the perceptions of the North East as a place to live.  Additionally the majority of respondents thought the range and quality of housing available in the North East was important in attracting and recruiting high quality candidates to jobs in the region (89%), for attracting business investment (85%) and to retain graduates (64%).  Interviews with agencies have also highlighted the important role housebuilding has in addressing negative perceptions of the area.  The above reinforces the importance of housebuilding in meeting a number of RES objectives notably B6, B1 and B3.

2.90 Housebuilder surveys have shown that approximately 16.5% of purchases are from outside the North East and that the strongest demand for properties for people outside the region are those in the £200,000 to £300,000 price range.  This strengthens the perception that there is a need for more executive homes/larger properties in the region and that this is preventing firms and organisations recruiting managerial positions.  It has also been stated that there is a locational mismatch between housing provision and employment opportunities with housing concentrated in areas where there has been traditional industries and that the supply of housing has not responded to the locational mobility of businesses who prefer being adjacent to good transport linkages. 

2.91 The issues around the mobility of labour and the role of housing are also explored in paragraph A7 of the Barker Review;

“Lower rates of housebuilding constrain economic growth, reducing standards of living for everyone in the UK.  Reduced housing supply damages the flexibility and performance of the UK economy, having a negative impact on business location decisions and competitiveness.  Regional price differentials reduce labour mobility and lead to increased national unemployment”

2.92 Housing can be a useful tool in overcoming labour immobility as the prices of new housing can be used to alter relative prices compared to other regions to attract workers to the area.  By removing barriers to enable people to move to employment this will reduce unemployment rates both locally and nationally as well as improving the GDP of the region. As;

“If there are not enough homes of the right type and at the right price, labour shortages will arise in specific skills categories e.g. managerial and professional employees if there are too few homes in high quality environments, ‘key workers’ if too few affordable homes”.

2.93 It is extremely important for the region to provide an appropriate supply of types and tenures of houses in locations adjacent to employment to address the needs of employees.

2.94 The Barker Review Interim Report paragraph 1.42 also states that the prices of detached housing relative to the average house price in the North East  is 

“exceeding the detached price premium in regions such as the South East and South West… eroding the quality of life elements that may attract more affluent economic migrants to the region”.

2.95 An increase in the supply of larger detached homes in the North East of which there is a shortage of relative to other types of housing (12% of the housing stock in the North East is detached housing compared to 29% in the South East and South West up to 32% in the East Midlands) will assist in attracting highly skilled workers to the region.  It will also improve perceptions of the North East as a place to live and offset price differentials which could prevent people from moving to the region.  Especially as a recent report by Demos states that the “north east is becoming an attractive location for professionals”.  Further research is required on the role of executive housing in the North East on the regional economy and how this can contribute to the CEBR scenarios to increase economic and population growth which are beginning to be observed through a “brain gain” to the region. 

Regeneration Impacts

2.96 Housing not only provides employment and training opportunities, improves labour mobility and the built environment of the region but can also lead to wider regeneration benefits.  

2.97 As has been outlined in Section 6, housebuilders are increasingly involved in working in partnership with Local Authorities, Regeneration partnerships including New Deal for Communities and Housing Associations.  By working in partnership public sector agencies can benefit from significant cash injections from private house building.  Of the £234 million in land sales in 2003, it is estimated that 25% were between housebuilders and Local Authorities, therefore Local Authorities benefited from £58 million, which can be used to undertake further regeneration work.  

2.98 It is anticipated that output from land sales will continue to rise as the average cost per hectare increased by 44% between 2001 and 2002 and there is increasing pressure on the industry to be a key deliverer of housing market renewal.

2.99 The housebuilders often work with local training initiatives to enhance and provide employment opportunities for local residents, use local contractors and source materials locally contributing to the sustainability of the North East.   Additionally the results of the housebuilder surveys showed that in the last year the following has been provided to benefit the regeneration of the North East. 

· 136 hectares of brownfield land

· £92 million was spent on off site transportation improvements including cycleways, footpaths, bus stops and roads

· £93 million towards community facilities, libraries and schools

· 10,700 trees planted

· 53 hectares of new public open space created

2.100 Due to the majority of housebuilding being developed on brownfield sites in the North East the level of contributions from Section 106 agreements is lower than other regions.  Derwentside Council for example have only requested play areas to date, as the Council were keen to attract housebuilding to the area.  However due to the improvement in the housing market, contributions have been sought for community facilities and nursery provision to complement the regeneration impact of new housebuilding.

2.101 Housebuilding has been a major driver of regeneration in Consett, due to the availability of sites and its proximity to Durham and Newcastle, new housebuilding has substantially improved people’s perceptions of the area and the quality of the environment.  The impact of new housebuilding has stimulated demand for housing in the area, with the prices of terraced stock increasing by 24%.  Additionally the district has experienced an increase in land values which can only benefit the ongoing regeneration of Consett.  Areas that have traditionally suffered from low demand are now becoming more desirable. Although it is difficult to determine whether there is a direct relation, new types of employers are moving into Consett, which is also benefiting the local economy.   

2.102 It will be important in the future to assess the impact of an influx of people on the capacity of local services, as this has put pressure on existing services in Consett particularly in relation to health provision which is exacerbated due to difficulties in recruiting GPs to the area.  

Economic Development

2.103 The provision of the right type of housing in a good location can also assist in attracting businesses to the region, contributing to the prosperity of the North East.  Research has shown that over time there is a positive correlation between new housing construction and industrial construction.  It also states that;

“as skilled workers seek out high quality environments in which to live… relocating and newly – forming firms will be attracted to locations in which skilled workers are available”

2.104 However this is only likely to have a positive impact if firms are adjacent to good transport infrastructure; it also reinforces the need to provide good quality housing in key employment locations throughout the North East.  This is likely to be predominantly in the urban growth areas of Tyneside and Teeside, the primary location for manufacturing and service industries.

Health

2.105 Research into housing and health shows that there is a “well established link between poor housing and poor health” and that “homeownership has been independently linked to improved health of residents”
.  New housing and improvements to the existing housing stock can deliver substantial benefits to the health of the North East’s population.  In particular reducing health recovery periods after illness, improvements in mental health and respiratory problems.   Housing improvements through the provision of open space and cycle routes could also encourage people to be more active impacting on obesity issues.  As well as impacting on health issues, research has shown that housing and private space increase customer satisfaction.

2.106 However housing can also have negative impacts on health especially in areas that are identified for demolition especially when people are in the process of moving house or from rent increases once they are in their new home.  Over the longer term, a study undertaken in America over a thirteen year period showed that people who had been moved from areas of deprivation to new housing areas had improved employment and educational opportunities as well as a better quality of life.  Additionally the study showed that fear of crime and the sense of isolation reduced and stimulated community involvement and a sense of pride in the area.

2.107 Housebuilders can play a major role in improving housing standards in the North East however if regeneration developments include demolition, it will be necessary to ensure that housebuilders play an integral role working with key agencies to keep residents informed of developments to offset any negative aspects of housing led regeneration.

Sustainable Construction Methods

2.108 The use of improved construction methods and the installation of energy efficiency appliances can also contribute to sustainable regeneration by reducing the impact of new build on the environment.  A number of measures can be incorporated into new housing including maximising passive solar gain, insulation, low energy lighting and appliances, metered water to encourage recycling, grey water recycling, and the use of building materials that are made with recycled products, Eco - assessments of houses and the sourcing of local products to reduce transportation.  As well as enhancing the environment, the running costs of housing are reduced and environmental aspects can be used as a selling ‘characteristic’ of the houses.

Conclusion

2.109 National econometric models do not reflect the economic impact housing has at a regional level.  As has been demonstrated, house building has a crucial role in contributing to a rural and urban renaissance of the North East, which is far wider than its monetary and employment creation benefits.  It is a major factor in improving the quality of the environment and the quality of life of local people.  

2.110 Housing can help to reduce regional disparities through the provision of a wide range of housing that meets the needs of different households.  Section 106 agreements and capital receipts arising from new housing development can also contribute to the creation of sustainable communities and improve the capacity of services to address the influx of people to an area.  The location of housing adjacent to employment can also benefit local businesses as well as attracting new businesses to the region.  

2.111 Research has shown that a lack of investment in housing may not be realised for up to 20 years, resulting in a housing stock that no longer meets the needs of the population.  Public sector investment is then needed to address the cumulative impact of the underinvestment as has been seen in the railways and health service.   A balance of both public and private sector investment to improve and expand the housing stock of the region is needed to ensure that the region’s housing stock does not become a major regeneration problem in the future.

policy scenarios/Conclusion

Introduction

2.112 This section of the report outlines the economic impact of the housing scenarios set out in the Regional Housing Strategy.  

The Scenarios and Appraisal

2.113 The housing policy scenarios constructed for the purposes of this exercise explore the implications of different levels of new build and of demolitions.  They are based on the current rates and on the ranges given in the Regional Housing Strategy.  Each of the scenarios is appraised against the following criteria:

a) matching numbers of households and houses;

b) addressing low demand;

c) supporting economic renaissance;

d) creating jobs, training and investment;

e) maximising value from public investment;

f) feasibility.

Scenario 1

2.114 If demolition rates are kept low at 3,000 per annum and build rates remain at the same level at 6,500 new houses the economic impacts are;

· Total Jobs  - 7,964

· Value of the sector – approximately £312 million

· Multiplier Impact - £650 million

· Hectares of brownfield land redeveloped – 163

Summary

2.115 This scenario whilst feasible, does not bring about the level of benefits or achieve the economic, housing or regenerative objectives to encourage higher levels of economic growth anticipated or sufficiently address the region’s problem of low housing demand. 

Scenario 2

2.116 If build rates were to increase to 7,500, this would result in the following impacts;

· Total Jobs – 9,189

· Value of the sector – approximately £360 million

· Multiplier Impact - £750 million

· Hectares of brownfield land redeveloped - 187

Summary

2.117 This scenario assumes modest demolition rates of 3,000 per annum and a slightly higher level of build than current rates.  This would enable the region to realistically accommodate higher levels of population growth as outlined in the cebr forecasts.  The level of demolition is consistent with the lower levels within the Regional Housing Strategy, rather than the higher end of 6,400 per annum.  However this takes into account the difficulty and cost involved in undertaking clearance of obsolete properties.

Scenario 3: 

2.118 To achieve new build rates of 10,500 houses which is in line with the upper limits of the Regional Housing Strategy the economic impacts would amount to;

· Total Jobs – 12,864

· Value of the sector – approximately £504 million

· Multiplier Impacts - £1,051 million

· Hectares of brownfield land redeveloped – 263

Scenario

2.119 This Scenario involves a significant increase in the number of new houses to be built within the region.  It will pose a series of implementation challenges, particularly ensuring a plentiful supply of skilled workers however it delivers the greatest potential for housing, economic, and regenerative benefits for the region.

2.120 It is clear that any increase in housebuilding will play an important part in the economic prosperity and regeneration of the North East, focussed on:

· Meeting the housing needs of the region’s population, in the light of improving economic and migration trends;

· Tackling the problem of low demand, by providing housing that meets the changing aspirations of the region’s population and supporting the programme of clearance;

· Meeting customer demands and needs in a market economy where the majority of people are able to exercise housing choice;

· Supporting the renaissance of the economy by helping restructure an outdated and inappropriate housing stock and creating a housing market more consistent with the knowledge-based economy that is the future of the Region

· Create significant additional job creation both directly and indirectly within the region with the highest rate of unemployment;

· Provide additional trainee placements to complement public sector resources to meet training requirements

· Maximising synergy with the significant levels of public sector investment that will be needed to deliver housing market renewal and regeneration, by securing residential land values as part of regeneration projects.

· Provide wider regeneration benefits through the development of brownfield land, community provision and new infrastructure. 

· Delivering the regional housing and economic strategy.
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