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The purpose of this briefing paper is to provide PESTLE and SWOT analysis around a number of different issues concerning the Welsh Housing Market.
We have NOT made any recommendations for your company as to whether to proceed with developing homes in Wales, as we have not been provided with information on your proposed developments.
There are too many ‘variables’ around developments that need to be considered:
· Location (area of Wales)
· Funding (private funding, Government funding)
· Type of property (detached, semi, terrace)
· Target Audience (renting, first time buyers, social housing)
· Demographics (retirement homes, first time buyers, potential value)
However, we have analysed some of the key points for consideration to give you a ‘background’ feel to how the Welsh Housing Market operates, as well as providing some key issues.
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1.0 Political 


1.1 Brexit
A deadline has been set for the UK to leave the European Union (EU) on 29th March 2019. This has been ‘predicted’ by many people to have a major detriment on the UK construction industry with concerns around skills shortage, import and export on material costs, as well as changes in regulations and standards (Designing Buildings Wiki, 2017). Unfortunately nobody has a ‘crystal ball’ to forecast what is likely to happen upon leaving the EU, with only Greenland in 1982 being the only Country to ever leave previously. Some apparent experts have predicted doom and gloom whilst others believe the UK construction industry will thrive after Brexit, but since the referendum results on Brexit, the Economy has grown at around 1.8% in both 2016 and 2017 (Hunt A and Wheeler B, December 2017). 

1.2 Political Stability
The UK has been under Conservative Party leadership since 7th May 2015. The next General Election is not due until May 5th 2022. Therefore current policies put in place should remain unchanged and political stability should be expected until this date.


1.3 Infrastructure
The existing Conservative Government recognises that Infrastructure is the foundation on which our economy is built and is determined to deliver better Infrastructure to continue to grow the economy and create opportunities for people. The Government has committed to invest £100 billion in infrastructure by 2020-21 (Infrastructure and Projects Authority, 2016). This will bring the overall spend to £600bn over the next 10 years. 

1.4 The Budget
On 22nd November 2017, the latest budget was released. The Government aim to put more money into the construction industry and some of the key figures are given below:
· £44bn over the next 5 years for the housing market
· £1.1bn for new settlements and urban regeneration schemes
· £8bn to support private house building
· £630m small sites fund to deliver 40,000 homes 
· £1.5bn Home Building Fund to help SME deliver houses (Construction Manager, November 2017)
The Welsh Government Budget for 2018-2019 has been set at £15.3bn with £800m earmarked for Infrastructure and the Economy. 


2.0 Economic

2.1 Interest/Mortgage Rates
The Bank of England raised its Base Rates from 0.25% to 0.50% on November 2nd 2017 which was the first raise since July 2007. It has been suggested that there will be two further increases over the next 3 years, bringing the BEBR to 1% (Morris B, Nov 2017). This will see a significant rise in costs for home owners who have high Loan-To-Value mortgages on Variable Interest Rates. This could also see First Time Buyers requiring bigger deposits to get onto the property ladder. 

2.2 House Prices
House prices can vary significantly across Wales. The Principality House Price Index for Wales has the average house price in Wales at £176,316, an increase of £5,889 or 3.5% over the past 12 months (Pyke C, 2017). Whilst the national average price has increased, some areas of Wales have seen house prices fall. Land Transaction Tax (LTT) will also change from April 2018, in Wales. This could see buyers paying as much as 10% extra to buy houses over £751,000 or nothing on properties under £150,000 (Deans D, Oct 2017).  This can affect the saleability of any house that you plan to build.

2.3 Construction Costs
As with section 2.1, a rise in Interest Rates may lead to a rise in construction costs depending on whether your development is a Private Funded Initiative or Government funded project. Private Investors may be dissuaded by an increase in rates as this will reduce profitability.  

2.4 Materials
Since the vote to leave the EU (section 1.1), the Pound has remained around 15% down on the value of the Euro. After Brexit, duties and limitations could be placed on materials imported to the UK for construction materials by the EU. This could lead to a significant rise in material prices as well as shortages of materials. It was estimated in 2010 that 63% of the UKs construction materials were imported from the EU (Designing Buildings Wiki, 2017). The ‘All Work’ construction material price index increased by 4.7% in June 2017 compared to June 2016 with the biggest rises being in wood and structural steel (The Construction Index, August 2017).

2.5 Consumer Prices Index
The current inflation rate in the UK is 2.9% and is at its highest since June 2013. One of the key factors behind this has been the rise in costs of import due to the fall in the value of the pound since the Brexit referendum. Higher inflation often weakens businesses opportunities to invest (Economy, Infrastructure and Skills Committee, July 2017). Unfortunately, wage growth has only increased by 2.1% meaning the cost of living is increasing for the majority of people.



3.0 Social Cultural

3.1 Housing Shortage and Social Housing
The UK Government recognises there is a housing shortage and has set targets of building 300,000 homes a year until the mid-20’s to bridge the gap. Wales is estimated to need 14,000 new homes a year by 2020 to tackle its housing crisis (Denholm-Hall R, January 2015). The demand for houses has come as a result of population increase, the number of second homes as well as the Right to Buy scheme. In 2016, the UK produced 217,350 new homes (Hammond P, November 2017) which is still significantly short of the numbers required/expected.


3.2 Location Factor
The location of the development could have a significant bearing on its profitability (see 2.2). Labour rates can also vary significantly across Wales with higher wage rates expected around areas of high population and more affluent areas. As with section 2.2, we recommend checking average house prices for the area in which you aim to develop. 


3.3 Demographics
An ageing workforce and a current foreign workforce are seen as a threat to the house building industry. Research suggests that 19% of the UK construction industry (over 400,000 workers) are aged 55+ and are set to retire within the next 5-10 years (CITB, 2013). On top of this, further research suggests that 53% of the current house building workforce in London and 19.7% nationally are non UK citizens (GCR Staff, December 2017). This could lead to a lot of contractors leaving Wales and heading to other areas, which offer better wage and labour rates. Funding has been made available and training initiatives have been put in place to tackle the potential future shortage but this pipeline activity can take years to mature. From start to finish, an NVQ level 2 in a construction trade can take up to 2 years and NVQ level 3’s a further year on top. There is potential to access this funding through the CITB in order to take on trainees/apprentices but this would depend on your current resources and workforce requirements.


3.4 Skills Shortage
There is currently a shortage of skilled labour within the UK with demand outweighing supply of not just key trades such as carpenters/bricklayers, but also trades including electricians, plasterers and roofers. A recent Purchasing Managers Index (PMI) shows that the percentage of skilled workers is at the lowest level since 2013 (Ensch B and Sindall M, November 2017). A recent survey has discovered that firms have reported a 44% shortage of trades on site, as well as 64% of firms lacking Quantity Surveyors and 52% of firms lacking other building professionals (Construction Enquirer, November 2017). 8% of the current workforce is made up of immigrants too and it has been suggested that they may continue to work here post-brexit providing they meet certain criteria (Williams L, November 2017).
4.0 Technological


4.1 Building Information Modelling
This is a requirement of all Government procured contracts that use Central Government Funding for non-domestic projects. There is currently no requirement for BIM on housing projects although Housing Associations and Local Authorities are more likely to request the use of it for rented properties (RIBA, 2017). The use of this is however, a great opportunity to bench mark data (cost, time, designs, schedules, labour etc.) of the development, for future analysis on any other projects of the same nature.


4.2 Offsite Construction
This has been recognised by many house building firms, along with Government, as the future of house building. By 2019, the Government will prioritise modern methods of construction (MMC) and off site manufacturing which will aim to reduce cost, improve productivity and increase the speed of construction (Construction Manager, November 2017). ‘’Social housing should be a big supporter of offsite manufacturing. Where there’s central grant funding for social housing, the government could stipulate that there must be an offsite solution’’ (Farmer M, October 2017). At present, only 15,000 modular homes are produced in the UK each year due to factory constraints. However, this method of construction can lower costs by 44%, take 65% less time to construct and reduce defects by 73% (Pinsent Masons, February 2017).


4.3 Modelling Forecast
Historic data from tools including the Building Cost Information Service (BCIS) can be used to try and forecast the future in many cases. The BCIS in particular can give information on Tender Price Indices, Location Factors and various other data to enable bench marking of past/future projects. 












5.0 Legal

5.1 Building Regulations
Since 31st December 2011, Wales has had control of its own building regulations. Many of the regulations remain the same between England and Wales, but there are some differences that can add extra cost in both design and construction. Fire sprinkler systems were introduced in Wales on 1st January 2016 and must be applied in all new buildings. This can add anything from £1800 (average 2-3 bed property) to £5400 (large 6 bed property), to the cost of a house (radfiresprinklers, 2015). Lower U-Values for elements and lower carbon emissions from buildings under Part L in Wales, also mean that higher insulation levels and costs will be incurred as well as the installation of Renewable Energy sources, in some circumstances. Internal telephone points must also be installed under Part R of the Regulations.


5.2 Community Infrastructure Levy
All new build, private property developments are required to pay this. It is imposed by local authorities in England and Wales to help deliver infrastructure to the area around the development. Some social housing developments can be exempted subject to certain criteria. This charge is calculated on a £/m2 of gross internal floor area (DCLG, 2014).


5.3 Red Tape
Under Local Development Plans (LDP) access to green field and brown field sites to develop can be hard to come by, with many Local Authorities reluctant to extend the green belt beyond its current boundaries. Obtaining the relevant permissions can take considerable time although it has been suggested that the planning process has sped up with more and more Planning Applications being granted (de Castella T, January 2015). Land banking is another concern and the Government are aiming to introduce new plans where homes must be built within a certain time period or the Planning Permission will be withdrawn (Hope C, February 2017). 














6.0 Environmental


6.1 Climate Change
Wales has its own Climate Change Strategy which sets out aims to reduce long term carbon and green-house gas (GHG) emissions. These actions include:
· encouraging behavioral change to a lower carbon way of living
· encouraging organizations in Wales to sign up to our Sustainable Development Charter
· reducing energy and resource consumption
· increasing energy and resource efficiency
· encouraging small scale low carbon energy generation
· supporting transport investment that encourages a shift to low carbon types of transport
· seeking to influence UK decisions where they are relevant to emission reduction in Wales (Welsh Government, 2016).
This can impose more ‘red tape’ and consideration should be given to Welsh Legislation.


6.2 Transport and Logistics
As with section 3.2, the location of the development will have a significant impact on transport and logistics. This applies to both labour and materials. Rural developments could see longer ‘lead in’ times for material deliveries, as well as labour shortages in those areas. Reducing lost time will ultimately lead to lower costs.


6.3 Sustainability Factors
Wales is 1 of only 3 Countries in the World to have Sustainability as part of its constitution and was the first Country in the World to incorporate the United Nations (UN) Sustainable Development Goals into its legislation. This led to the introduction of The Wellbeing of Future Generations Act which aims to improve the social, economic, environmental and cultural wellbeing of Wales (Scott M, May 2016). Sustainability ‘schemes’ including Code for Sustainable Homes or Home Quality Mark (both run by BRE) may be imposed on your development, leading to extra costs.





7.0 SWOT Analysis
The following table analyses the previous sections and identifies whether they are Strengths, Weaknesses, Opportunities, Threats or combinations of these.

	Section
	Strength
	Weakness
	Opportunity
	Threat
	Why?

	1.1
	Yes
	Yes
	Yes
	Yes
	Nobody can forecast the future beyond Brexit and the industry will just have to ‘cross that bridge’ when it comes.

	1.2
	Yes
	
	
	
	With no political changes likely, the industry can assume a ‘business as usual’ approach.

	1.3
	Yes
	
	Yes
	
	Government commitment and money available to deliver projects.

	1.4
	Yes
	
	Yes
	Yes
	Larger budgets and investment from Government will create opportunities. Competition from larger companies could be a threat.

	2.1
	
	Yes
	
	Yes
	Further rises in interest rates can lead to unsaleable properties as well as increases in project costs.

	2.2
	Yes
	
	
	Yes
	As house prices increase, profitability will go up. However, a saturation of new properties could lead to house prices falling in the area of development.

	2.3
	
	Yes
	Yes
	Yes
	Rising construction costs can reduce profitability. However, innovation and off site development can create opportunities to think ‘outside the box’ and reduce overall costs.

	2.4
	
	Yes
	
	Yes
	Industry is already reporting a shortage of common building materials including wood, steel and bricks/blocks. Import costs may continue to rise.

	2.5
	
	Yes
	
	Yes
	Inflation continues to rise leading to increased costs in labour and overall costs.

	3.1
	Yes
	
	Yes
	
	Recognition of a national shortage of houses is a major strength and the biggest ‘driver’ in industry. Industry is still falling short of target numbers creating opportunities to develop.

	3.2
	Yes
	Yes
	Yes
	Yes
	As house prices increase, profitability will go up. However, a saturation of new properties could lead to house prices falling in the area of development. Labour may also be unobtainable or require higher rates.

	3.3
	
	Yes
	Yes
	Yes
	Increasing labour shortages are both a weakness and a threat. There is an opportunity to train your own workforce.

	3.4
	
	Yes
	Yes
	Yes
	Increasing labour shortages are both a weakness and a threat. There is an opportunity to train your own workforce.

	4.1
	Yes
	Yes
	Yes
	Yes
	A weakness if your company is not already BIM compliant creating an opportunity to become BIM compliant and bench marking your projects. A threat from other BIM compliant companies working on Government projects. A major strength if already BIM compliant against other companies that are not.

	4.2
	Yes
	Yes
	Yes
	Yes
	Government backing creates strength. A weakness if currently using a ‘bricks and mortar’ approach to building. An opportunity to ‘innovate’ and produce off site homes. A threat from other companies and shortage of factories.

	4.3
	Yes
	
	
	
	Bench marking project forecasts against previous data and competing on an even playing field with other companies.

	5.1
	
	Yes
	
	
	An increase in overall construction costs to comply with Regulations in Wales.

	5.2
	
	Yes
	Yes
	
	An increase in overall construction costs to comply with Regulations in Wales. An opportunity to reduce these costs through section 106 agreements.

	5.3
	
	Yes
	
	Yes
	Time and costs incurred through obtaining relevant permissions as well as finding suitable sites.

	6.1
	
	Yes
	Yes
	
	A weakness from an industry perspective with enforced extra red tape. An opportunity to innovate and reduce carbon emissions from construction.

	6.2
	
	Yes
	
	
	A weakness in relation to material delivery times and labour access.

	6.3
	
	Yes
	
	
	More red tape imposed leading to potentially more costs involved.






8.0 Conclusions.

The construction industry can often be a confrontational, volatile and hostile environment in which to operate.
An analysis of the current market conditions shows that Brexit will have the single, biggest effect on the construction industries future. Without the benefit of hindsight, it is near impossible to try and predict what outcome this will have on all sections of the PESTLE and SWOT analysis previously conducted. 
Whilst many are predicting labour, skills and materials shortages post-Brexit, research shows that the industry has been operating in this way for many years, yet it still continues to endure. Productivity and economic growth continues to rise and we (as a Country) continue to build new homes at a level not seen since the 1950’s. An opportunity now exists to attract new people into the construction industry through funding/training initiatives and to reduce the current level of unemployment nationally (even though unemployment is at its lowest rate of 4.7% since the 70’s).
From a simple ‘supply and demand’ point of view, the Government recognises there is a national housing shortage and continue to invest money to meet the levels of demand. This provides an opportunity for SME’s to engage in delivering these new homes. 
However, threats still continue to arise through rises in interest rates and inflation. As inflation (2.9%) rises above the national wage growth (2.1%), this can have an adverse effect on the disposable income of many potential home buyers. The knock on effect of this and the rise in interest rates, is that many people may be ‘priced out’ of investing in privately/speculative property through requiring larger deposits or by failing many mortgage companies ‘affordability checks’. This can create an opportunity through a greater requirement on social/affordable housing from local authorities and housing associations.
Wales continues to push environmental issues and extra regulations on its new developments, leading to more ‘red tape’. These extra legislative requirements can again, lead to more costs. Many areas of Wales will be ‘off limits’ for new developments due to LDPs and Local Authorities unwillingness, to ‘open up’ their boundaries. New Building Regulations are currently being written for Wales and are likely to be introduced within the next 2 years.
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