
[image: Image result for wales stock map]

Campbell & Co

Darryl Campbell

P152218

Contents 

· Introduction
· The current structure of the Welsh and UK housing market  
· Mortgages 
· Economic growth
· The ripple affect 
· Interest rates 
· The welsh and UK housing market over the next 2 years (Economic risks)
· Supply side and the demand side of the market 
· Demand
· Supply 
· PESTLE analysis 
· SWOT analysis 
· Recommendations 
· Conclusion 
· Appendixes 
· References & Bibliography




Introduction 

Campbell & Co have been employed to offer their services to the medium sized welsh developer Salahs consultants. The report will be broken down into sections looking at factors of the UK and Wales. The current housing market and the economic risks will be exposed and analysed over the next couple of years. Recommendations will be stated and a PESTLE AND SWOT analysis will be taken.


The current structure of the Wales and UK housing market  

The Housing crisis is more than a shortage of houses, but there are too many buyers. A lot of places around the UK, London in particular face an unknown or insecure future because of the dysfunctional UK housing market. A lot of leasehold and freehold properties in Wales and around the UK are bought with the aid of a long term loan mortgage over a 25 year period. (Thersa.org, 2017)

Rapid fluctuations, instability distorts housing choices, increase risks, drives mortgage arrears and repossession rates in the housing market is currently an issue with home owners directly exposed.
Current house prices are to increase by 5.3% on average this year. Annual house price inflation is expected to rise to 5.7% running through to 2020. The housing stock grows gradually each year In the UK the current average property for buyers could be worth around £279,000, rising to around £360,000 by 2020. So a big rise, meaning less private housing sales on the economy. Challenging the macroeconomic environment in regards to inflation, the zero earnings growth from 2016 onwards is at its records low which could lead to stagnant mortgage lending. (Pwc.co.uk, 2017) Building more affordable homes will help fix the root cause of our broken housing market. 
(JRF, 2017) There is a national issue of challenges in the current UK housing market that young people face when trying to get on to the property ladder. (Natcen.ac.uk, 2017) There isn’t any stamp duty on primary properties in wales up to £150,000 this will help the economy by encouraging first time buyers to get onto the house buying market. (Pyke, 2017) There are a lot of variations in price across the current UK regions, London have a downward pressure on prices, whilst Wales with further price gains. (Rics.org, 2017) Seen in appendix 2 

Sprinkler systems are being installed in all new and converted houses in Wales from the 1st January 2016 which help save lives and enhance the safety of the occupants. (Gov.wales, 2017) They could be in the region of £3000-£9000 depending on system type. (Ultrasafe.org.uk, 2017)


Mortgages 

Mortgage rates could rise in monthly payments if the banks raise their interest rates. Mortgage approvals fell to their lowest figure since September 2016 with lenders tightening their credit taps. Fixed rate mortgages for a 2 year period are the most popular. (Chu, 2017) (Meadows, 2017) (Monaghan, 2017) Mortgage companies offer a 25 to 35 year policy for payments and very rarely offer life time mortgages. 

[bookmark: _GoBack]There are a range of schemes and incentives available by the government and by private housing developers to help first time buyers get on the housing ladder with just a 5% deposit.(T.Wimpy,2017)


Economic growth 

Since 2008 to current Wales has the third best growth GVA (growth value added) in the UK, but eight years on it has the lowest level recorded in modern times. (Anon, 2017)

Wales unemployment rates have dropped enormously, reducing it to the same as the UK average Welsh pensions, benefits and investments has significantly fallen. (BBC News, 2017)

The UK housing market is at its lowest it’s been in 5 years with rising inflation and weak wage growth. (Partington, 2017) The housing market is extremely important in the UK because changes in house prices can have effect on the rest of the economy creating positive or negative wealth effect in the form of a mortgage, effecting the equity. It represents a household’s biggest single purchase representing the largest single item of consumer wealth. Inflation growth is affecting the housing market currently (Antonakakis and Floros, 2016) 


The ripple affect 

The ripple effect in house prices has to be considered. House prices in the main economic region that is in South East England influence the prices in the other UK regions.” There are four economic interactions that lead to the observed pattern of the spill over”. (Tsai, 2014 pg69)
· Migration 
· Equity transfer 
· Spatial arbitrage 
· Spatial arbitrage 
These four reasons cause the ripple affect which changes the transaction in the regional housing market. (Tsai, 2014)


Interest rates

Interest rates are increasing due to inflation, which have effect on the UK economy by driving up borrowing rates. The banks decide to increase interest rates to reduce demand and to reduce economic growth, this can affect mortgage repayments. This decreases the demand for properties and also diminishes their prices. (Economicsonline.co.uk, 2017)

[image: ]
 (Economicshelp.org, 2017)


The Wales and UK housing market over the next 2 years (Economic risks)

The social housing sector is going to lose £2.3bn over the next four years due to welfare Reform and Work Act 2016. Social housing providers are to reduce their rent charges by 1% over the next four years, this will have a knock-on effect that will occur a loss affecting the social housing provider’s ability to construct new housing stock in the next 2-4 years. (Duvier et al., 2017) 

Data quality collection can be an issue and it can be unclear causing financial difficulties for the social housing providers to be able to afford to invest in the area. The costs of assuring and improving data affect data quality costs the most, bad data in service organisations and typical organisations can increase the expenses up to 40-60% and revenue costs can also be increased by 8-12%.(Duvier et al., 2017)

Wales is projected to see house price growth by around 2.5% as seen in appendix 1 and weekly rental rates to increase on average from £134-164 over the next 2-3 years as part of a general pattern of increased convergence across the UK regions. Seen in appendix 3 (Naea.co.uk,2017) 


A lot more Private housing building sectors are holding back constructing in the near future due to the 2008 credit crisis, skill and material shortage is at it all time high. (Naea.co.uk,2017) The UK leaving Europe Brexit has affected the housing market substantially, but this will vary by region over the next couple of years. 


In Wales the Welsh housing quality standard will help to improve the social housing stock by 2020, all social housing landlords will have to comply with the standard to ensure good quality homes. (Gov.wales, 2017)

Many firms are forced to offer wage increases due to the skill shortage supply, this will cause a greater challenge going forward 

At least 300,000 houses would need to be built a year in the UK to meet the growth of demand. Availability of land and lack of infrastructure would be a cause of concern. A million homes by 2020 was the target set in 2015, a considerable increase in the next 3 years would need to take place in order to achieve that figure.  (Ft.com, 2017) (BBC News, 2017) A scheme of 20,000 affordable houses are to be built by 2021 in wales with an additional budget of £30million taking it to £100million. This is an agreement set by the welsh government working with councils and housing associations. (Shipton, 2017)


Supply side and the demand side of the market 

In the typical housing market, the housing demand is mainly determined by income of households, house prices, population and user cost of housing, whereas housing supply is influenced by the cost of the new construction and the house price.

The static equilibrium of the UK housing market can be derived by letting the demand function equal to the supply function. The UK housing market will grow dramatically by 2020 and will be demanded by supply side developments. (Naea.co.uk,2017) 


Demand 

Demand in housing has outstripped supply in Wales and across the UK for many years. Incomes are rising which means that people can spend more on houses so the demand will be greater. The increased Welsh life expectancy is growing and also divorce rates and an increase in single parent families are becoming more. (Economicshelp.org, 2017)

Household numbers are increasing rapidly, in 2017 there were 19 million families in the UK compared to 1996 where there were 16.6 million this is a 15% increase that is growing daily. (Horscroft and Horscroft, 2017) Wales estimated private household population has been estimated around 9,000 over the past year. 19 to 22 Welsh local authorities were increased by households.

Banks are much stronger and more resilient in lending markets so they will be able to function and satisfy demand more. (Countrywide.co.uk, 2017)

October 2017 RICS residential market shows demand and sales to be softening at the national level. 


Supply 

Not constructing enough housing can affect the supply side, as well as planning restrictions and also issues with being able to construct on green belt land. House prices that fall can lead to a restriction in supply. (Economicshelp.org, 2017) The lack of supply in growing households will support the level of prices, even with the slowdown of growth. (Colson, 2017) The housing supply in the UK is one of the lowest in Europe, the focus is on improving the supply so that housing building is more responsive to changes in the market demand. (tutor2u, 2017)


PESTLE analysis 

Pestle analysis are used for business analysis by companies to track the environment they are operating in or if they are planning on a new project. Certain questions need to be asked to give an idea of what aspects to think of during the process. Campbell & Co are going to carry out a PESTLE analysis on the housing market for the Welsh medium sized developer salah’s consultants. (PESTLE Analysis, 2017)

	
	Pestle analysis 

	Political 
	A lot of land and stock supply is awaiting planning permission from local authorities this can be a long and political process with different arguments and opinions in order for it to be granted. This can have a knock on affect to the housing supply. 
Political uncertainty of tax changes low sale activity and price growth are hindering the UK housing market. (Collinson, 2017)

	Economic 
	Changes in economic growth can impact on the housing market, as well as lower availability of mortgages, continuous increases in interest rates can lead to increase in mortgages, which can cause financial struggles in times of economic hardship.

	Social 
	Brownfield sites help the social regeneration of areas by allowing site for developing education buildings, leisure facilities and other services to help avoid future social problems. (Research-topics.blogspot.co.uk, 2017)

	Technological 
	Fast and new building materials and building methods such as pre fabrication increase the speed houses are built at. This can help increase the demand of property, but can affect the elasticity, supplying properties at the cheaper side of the market. (Economicsonline.co.uk, 2017)

	Legal 
	With interest rates getting higher this means mortgages are, this can affect consumer spending levels. New UK rules have tightened up lending regulations and will potentially increase taxes for UK based buyers of British property. (Wealth.barclays.com, 2017)

	Environmental 
	Thinking about the environment efficiently, availability of land also using it sensibly, protecting national parks and countryside from development, using brownfield sites more to save greenfield. An increase in land availability will shift the supply curve to the right. (Economicsonline.co.uk, 2017)












SWOT analysis 

Strengths, Weaknesses, Opportunities and Threats (SWOT) is a key factor to a business planning, and will help make the decision easier weather to move to forward. Campbell & Co are going to carry out a SWOT analysis on the housing market for the Welsh medium sized developers Salahs consultants.  
(Smartdraw.com, 2017)




	Strengths 
· National shelter program, housing and urban development framework in place.
· Disaster and risk reduction management (DRRM) put in place
· Scheme put into place to build 300,000 houses in UK and 20,000 in wales over the coming years.
· Wage increases. 
· Social housing programme in place.
· Community mortgage program for example the Welsh help to buy scheme. 



(Haley, 2017)
	Weaknesses 
· Shortage of affordable housing. 
· Over regulated environment for housing.
· Delays in obtaining certifications, licences and clearances.
· Poor land management policies. 
· Lack of available land.







(Documents-takomapark.s3.amazonaws.com, 2017)

	Opportunities
· Growing economy. 
· Growing housing supply. 
· More job and apprenticeship opportunities.
· More available homes for people. 
· Greater opportunity for banking, financial sector and lenders.




(CIOB, 2017)
	Threats 
· Less people are buying. 
· Mortgage and interest rates are on the rise.
· Wages are not rising as quickly as the economy is changing. 
· Increase in population and migration. 
· Climate change. 
· Ineffective housing development policies and programmes.
· Social housing sector low in return investment. 

 (Creba.ph, 2017)



RECOMMENDATIONS 

In regard to social housing the problems and issues arising from poor quality data, the missing data and the lack of consistency between the data storage systems make the task more challenging. According to (Gov.wales, 2017) there are 228,684 social housing units in wales. Additional extensive training will help raise awareness, App like tools for recording data will help staff going into properties, splitting the data into smaller more manageable chunks, making sure the new data entered is of a high quality, change the way the data is collected and the kind of data collected, these steps will help keep expenses to a minimum. (Duvier et al., 2017)

People around the UK and in wales would like to see bank raising interest rates slow down and reach more of a steady pace over the coming years (BBC News, 2017) Interest rates cut, or even negative interest rates this will encourage people to spend rather than save. (Owen, 2017)

Planning reform and tax cuts for first time buyers would encourage people to invest helping the demand on the housing market. (Ft.com, 2017)

The government needs to take action on supplying more land for the 300,000 new homes being built a year. Cracking down on land banking and underwriting loans to small home builders to get homes built more efficient and quicker. (Mail Online, 2017)


Conclusion 

The housing market over the next few years is set to expand in regards to housing and economic growth, statistics show that people especially younger people are holding back into getting onto the property ladder due to their financial situation and the slowdown in wage increase, the rise in interest and mortgage levels will surely have a knock on affect to the whole industry. The demand  of new homes in the UK and Wales  will help fix the broken housing market substantially but the question is are people willing to pay with the rise in valuation of properties over the coming years, this could cause people to be turning more to social housing aspect. The Welsh Governments help to buy scheme could increase the interest for young people to buy their first home but there could still be the issue of young people having to find that 5% of the overall total of the property. The skill supply shortage is a cause of concern going forward this will impact the construction industry. 
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Appendix 2  (Gov.uk 2017)


Appendix 3
[image: ]
(gov.uk 2017)
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Table 3.3: Regional house price inflation projections, baseline scenario
Region 2014 2015P 2016P 2017-2020P  PE ratio

average (2020)
Wales 1% 26% 3% 5.0% 69
Scotland ar% A% asw 5% 4
Northernlreland 138 46 155 198 65
North East 4.9% 2.4% 41% 5.3% 63
North West 4% sa%  sow s 20
Yorks & Humber 6% 2% 0% 2% 72
EastMidands 7% so%  sew  ssw s
West Midiands 59% 3% 6% 5.5% 8
East s se% ez so% 102
London 4% 5% 2% 5% 148
South East 09% 9% 1% 5% s
South West 6% 5.6% s6% 5% 07

UK 100% 5.3% 5.3% 5.4% 91

Saurce: ONS for 2014, PuC main scenario rojection for 2015 2020




