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Summary 

This report was commissioned to examine the Welsh housing market over the next 24 months in relation to the organisation. Recommendations for action are included and you are asked to decide whether they should be implemented.

Research found in view of the current housing shortage, UK Government has allocated £44bn to encourage house building. Whilst Welsh Government has allocated funding and developed various schemes to encourage construction of 20,000 homes in Wales by 2021. It is recommended the organisation utilises such schemes and funding, which include;

· Help to Buy Wales
· Innovative Housing Programme 
· Wales Property Development Fund
· Social Housing Grant
· Housing Finance Grant

Construction forecasts project 1.7% growth in output annually for the UK from 2017-2021, although this is significantly more for Wales at 6.2%. Welsh housing output is forecast to grow 3.2% from 2017-2019 – an optimistic outlook.  Furthermore, demand for housing and house prices in Wales are projected to increase, corresponding with increased inflation. 

With an industry dependent on an aging workforce and migrant workers, just as Brexit is looming, recruitment of workers is crucial. It is recommended the organisation exploits Government training incentives and invests in modern technology. Research highlights modern methods of construction can make the industry more effective in delivering housing targets and help bridge the skills gap. 




Acronyms 

	BCIS
	Building Cost Information Service

	CITB 
	Construction Industry Training Board 

	CSN
	Construction Skills Network

	LA
	Local Authority 

	L&G
	Legal & General 

	MMC
	Modern Methods of Construction 

	NHBC
	National House Building Council 

	PHCPI
	Private Housing Construction Price Index 

	QS
	Quantity Surveyor

	RICS
	Royal Institute of Chartered Surveyors

	RSL
	Registered Social Landlord 

	SIP
	Structural Insulated Panels 

	SME
	Small to Medium Enterprises 

	TPI
	Tender Price Index



Glossary 

	Private Housing Construction Price Index -
	Pricing indices based on the cost of constructing a standard house. 

	Right to Buy -
	Allows eligible housing tenants of council or housing association property the right to buy at a discount.

	Tender Price Index -
	Pricing indices based on rates accepted in tenders.
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[bookmark: _Toc374913219]1. Introduction 
The purpose of this report is to advise the organisation on the outlook for the Welsh housing market over the next two years. The report adopts a PEST analysis approach to assess political, economic, social and technological factors in relation to the organisation. The analysis will help to examine how these external factors will influence the organisations performance and activities. 

The UK housing market is notorious for underperforming and the ‘housing-crisis’ has been subject to media coverage for many years.  The report begins by looking at political factors in terms of the Government’s commitment to increasing housing demand and supply, and how this will create opportunities for the contractor. Economic factors are examined in terms of projected construction growth, interest rates and inflation in Wales, as well as the UK to give a broader picture of the housing market and the position of Wales compared to other UK regions. Similarly, other construction sectors are considered for comparison. It is important to keep in mind that construction forecasts are estimates of future events only. In terms of social factors, the report looks at the industry’s skills shortage, an aging workforce and changing career attitudes, and how these factors will affect the contractor. Finally, the report looks at how technology can be used to increase housing supply and highlights changes the contractor may have to adjust to as its use increases. 
















[bookmark: _Toc374913220]2. Government 
[bookmark: _Toc374913221]2.1 UK Government

HM Treasury (2017a) referred to the UK housing market as “dysfunctional” because of its failing to meet current demand and says Government is determined to fix it. Chancellor of the Exchequer Philip Hammond delivered his Autumn Budget last month, revealing the Government will invest £44bn over the next five years to boost housing development in a bid to build 300,000 new homes a year. 

The Budget further supports first time buyers by abolishing stamp duty for properties up to £300,000 – a positive incentive to increase demand. 

[bookmark: _Toc374913222]2.2 Welsh government

Welsh Government (2017a) announced that they are committed to delivering 20,000 new affordable homes and restoring 5,000 empty properties by 2021. The schemes discussed in sections 2.2.1 to 2.2.4 are designed to encourage increased supply of new homes. 

In a bid to boost social housing, Welsh Government has suspended the Right to Buy in Cardiff and legislation to abolish the Right to Buy across Wales is moving through the Assembly (Welsh Government, 2017b). It is hoped the bill will prevent further loss of social housing stock and hence encourage social landlords to invest in the construction of more affordable homes. 

[bookmark: _Toc374913223]2.2.1 Help to Buy Wales

According to Carl Sargeant (cited in Welsh Government, 2017c), Welsh Government will invest £290m to construct 6,000 homes in a second phase of the Help to Buy Wales scheme. The scheme will support private housing development by addressing lack of finance amongst buyers and hence increase demand for new homes. The scheme has demonstrated success so far as Welsh Government (2017c) report 4,949 property purchases through the scheme since its introduction in 2014. 

[bookmark: _Toc374913224]2.2.2 Innovative Housing Programme 

The Innovative Housing Programme is funded by £29m over two years and aims to demonstrate the type of innovative homes which can be achieved to increase supply as part of the 20,000 target (Welsh Government, 2017d). Phase 1 of the programme began this year and funds social housing projects from RSLs and LAs. Phase 2 will begin in 2018/19 and will fund both private companies and social landlords (Welsh Government, 2017d). Such funding will open great opportunities for growth and innovation in Welsh Housing. 

[bookmark: _Toc374913225]2.2.3 Wales Property Development Fund 

Carl Sargeant announced in September a £30m Expansion to the Wales Property Development fund, which gives SMEs access to affordable finance (Welsh Government, 2017e). The loan fund can help to remove financial barriers for SMEs and is applicable to the organisation - should you wish to apply for investment from the fund. Consequently, housing targets will be more realistic and achievable. 

[bookmark: _Toc374913226]2.2.4 Social Housing Grants 

Grants including the Social Housing Grant (SHG) and Housing Finance Grant, given to RSLs to provide new affordable housing, should provide a boost in social housing development. The SHG partly funded Cwrt Yr Eglwys in Canton, a recent 20 dwelling housing scheme developed by Taff Housing Association in partnership with Pendragon Construction (Welsh Government, 2017f).

[bookmark: _Toc374913227]3. Economy 
[bookmark: _Toc374913228]3.1 Construction Growth

[bookmark: _Toc374913229]3.1.1 UK

The UK construction industry is projected to see an average output growth of 1.7% annually according to the CSN 2017 to 2021 forecast (see Appendix A). A more optimistic view than what was predicted soon after the EU referendum in the Brexit CSN Report. Nevertheless this is down from the 2016 to 2020 forecast, which predicted 2.5%. 

Slower growth predictions likely reflect global uncertainties relating to Brexit and recent U.S elections, which are expected to affect consumer spending and business investment (CITB, 2017a, p.8). According to the RICS (2017a) financial constraints are reported to be the most significant factor limiting building activity, which perhaps reflects more caution by banks. 

Despite this the RICS revealed a net balance of 22% of surveyors, who participated in the Q3 2017 Construction and Infrastructure Market Survey, reported a rise in their workloads relative to the previous quarter. Growth was reported to have improved in public and private housing, from 6% and 29% to 12% and 33% respectively, whilst remaining similar in other sectors (see Appendix B). What’s more is growth in housing has been encouraging in terms of the amount of new home registrations. The NHBC (2017a) reported the highest registrations in the UK during quarter three since the recession (see Appendix C). 

[bookmark: _Toc374913230]3.1.2 Wales 

Construction output in Wales was estimated to have grown in 2016 for the fourth consecutive year (see Appendix D), reaching 4.8bn, and is forecast to grow faster than any other UK region in the next five years (CITB, 2017a, p.1). Wales is predicted to see an annual average output growth of 6.2% according to the CSN 2017 to 2020 forecast (see Appendix A). Similarly to the UK this has decreased from the 2016 to 2020 forecast. 

According to the CITB (2017a) expansion in output growth is driven largely by the infrastructure sector, which is projected to average nearly 16% annually. Decent growth is expected in other sectors including housing (see Appendix E). The CITB (2017a, p.10) project private and social housing output to grow at the same rate of 3.2% over the next two years. Contributing to this are several projects on site or being planned, including the Hendrefoilan Student Village site in Swansea where there are plans to build up to 300 homes. 

[bookmark: _Toc374913231]3.2 Inflation and Interest Rates 

The September 2017 RICS UK Residential Market Survey revealed house demand and sales continuing to fall at the national level, with contributors citing the interest rate shift (from 0.25% to 0.50%) as a contributor to buyer caution. The October survey saw a further fall but regionally, Wales saw an increase in agreed sales (from 35% to almost 40%) and respondents were optimistic regarding sales expectations over the next three months. 

Traditionally, increasing interest rates result in decreasing house prices. Although this has been reported in the October survey by some UK regions including London, the RICS (2017b) report prices in other regions including Wales have remained firm. Looking ahead, over the next three months a net balance of over 30% of respondents are anticipating increased prices in Wales. 

According to the RICS (2017c), the BCIS PHCPI increased 0.5% in second quarter 2017 and is expected to rise a further 0.5% in the third quarter. The RICS (2017c) reported over 60% of respondents indicated costs had risen and, of those, 73% reported increased material costs. If construction cost inflation correlates with projected house price rises, there is potential for the contractor to make profit. Furthermore, the rise has been matched with a rise in the TPI (see Appendix F).  
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[bookmark: _Toc374913233]4.1 Labour and Skills Shortage 

Respondents to the latest RICS UK Q3 survey reported shortage of labour as a significant factor (at 62%) limiting building activity. Inevitably such shortages will restrict growth in the housing sector and act as an obstacle in delivering housing targets. What’s more, the shortage may minimise growth in profit margins. Indeed, the RICS (2017c) report 67% of contributors to the BCIS PHCPI survey reported rising labour costs in second quarter 2017.

According to the RICS (2017a), a shortage of bricklayers remains ahead of other trades, whilst there is a lack of QSs compared to other professionals in the UK. Similarly, 77% of Welsh surveyors reported shortages of bricklayers, whilst 72% reported shortages of QSs (RICS, 2017d).

Farmer (2016) highlighted an ageing workforce and low levels of new entrants as contributors to the labour shortage, as more workers are projected to leave the industry in comparison to new entrants (see Appendix G). Farmer (2016) suggests poor public perception of the industry is “influencing the career decisions of the next generation of potential workers”. Media coverage of ‘cowboy-builders’ and lack of promotion from participants in the industry and involvement from schools have contributed to this (Farmer, 2016). Furthermore, Farmer (2016, p.33) highlighted the likely effect Brexit will have on reducing new migrant labour flows and the uncertainty it will cause to retaining current migrant workers in the industry. 

[bookmark: _Toc374913234]4.2 Overcoming the shortage 

The CITB have a role in attracting new entrants to the industry through incentives such as its ‘GO Construct’ website and levy system - which supports industry training and skills development through the provision of grants and apprenticeships. 

Government have stepped up recently as HM Treasury (2017b) announced the Chancellors Autumn budget allocated £34m to teaching construction skills. Furthermore, the budget supports the use of technology to boost the industry; perhaps indicating a greater focus on MMC to help bridge the skills gap. 




























[bookmark: _Toc374913235]5. Technological Changes 
[bookmark: _Toc374913236]5.1 Modern Methods of Construction

The Farmer Review recognised the construction industry has a poor level of productivity in comparison to other industries, including manufacturing ones, which have embraced and capitalised on technology. The Review acknowledged in light of the likely reduction in workforce over the years to come, MMC could help boost productivity in the industry and hence housing supply. 

This report focuses on off-site construction techniques, which according to the RICS (2017e) are regarded as mainstream and not modern in other countries. The CITB (2017b, P.5) report a survey of construction clients found that nearly half expect the use of off-site construction to increase in the UK over the next five years. What’s more, 42% of construction firms are expecting growth in off-site methods (see Appendix H) (CITB, 2017b, P.6).  

The CITB (2017b, P.4) suggest the housing sector will be the first to derive advantage from off-site construction, but an inadequately trained work force will limit the industry capitalising on such methods. According to Clack (2017, p.7), early adoption and recruitment of skilled workers is key – “there is no time for complacency”. 

Recently, off-site initiatives have increased. L&G has committed to building thousands of modular homes via its Yorkshire based factory and Laing O’Rourke are utilising factory-manufactured components on its residential projects. Welsh construction company T. Richard Jones are in the process of being awarded the Active Homes Development in Neath, for housing association Pobl Group. The development involves the use of off-site manufactured components including SIP panels, as well as innovative technology. Pobl (unknown) hope to “demonstrate the benefits of the latest technologies in affordable housing” and encourage its use in future projects. 

[bookmark: _Toc374913237]6. Conclusion 
To overcome the housing shortfall investment, time and a combined effort from the industry and Government is required. Following on from the Chancellors Autumn budget, the Government appear to recognise their role in modernising the industry and boosting housing development. Welsh Government is working with the industry, developing various schemes and allocating funds to encourage house building. Consequently, opportunities will arise in private and social housing for the organisation, as support for homebuyers should increase demand, whilst financial support for developers should increase supply. Construction output is projected to grow in Wales, including in the housing sector with many projects in the pipeline or on site, proving a positive outlook for the organisation. The Welsh housing market appears to be holding strong, with increasing sales and house prices, as well as the potential to make profit. This is despite uncertainties relating to Brexit and rising interest rates and inflation. However, recruitment of workers is crucial if the industry is to deliver the homes the country needs. The report highlights Wales is not immune to the shortage of skilled workers and investment in this area is key. What’s more, early investment in MMC and training staff in MMC is essential for the organisation to remain competitive; as such methods are becoming more prominent in the industry.  

[bookmark: _Toc374913238]7. Recommendations 

· Exploit Government housing schemes and funding.
· Invest in training and recruitment of new workers. 
· Utilise Governments training grants, funding and apprenticeship schemes. 
· Invest in up-and-coming technology. 
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Regional comparison 2017-2021 (CITB, 2017a)
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Comparison of sector workloads in quarters two and three (RICS, 2017a)
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New home registrations quarterly comparison (NHBC, 2017b) 
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Construction output in wales from 1999 to 2015 based on 2013 prices (CITB, 2017a)
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Welsh construction output growth projected from 2017-2021 across sectors (CITB, 2017a) 
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Graph to show house builders costs, tender prices and resource costs (RICS, 2017c) 
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New entrants and leavers projected for the house-building sector (Farmer, 2016)
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Types of off-site construction expected to be used over the next five years (CITB, 2017b)
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