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[bookmark: _Toc500878674][bookmark: _Toc500878750]Summary
It is quite clear that there is a need for new homes to be built in Wales. However, consideration needs to be given to the location and the demograpic target market. The planned abolition of the toll on the Severn crossing is attracting large developers, such as Taylor Wimpey. However land within this area is expensive and possibly not viable for independent medium sized building contractors. In order to compete with large companies such as Taylor Wimpey a recommendation was for smaller companies such as T. Richard Jones, to consider forming temporary partnerships and sharing resources, thus decreasing building costs by amalgamating and purchasing materials in bulk.
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[bookmark: _Hlk500879943]Intro
[bookmark: _Hlk500858134]A.P. Surveyors were approached in November 2017 by Owain Jones of T Richard Jones (Betws) Ltd, to ascertain the outlook for the Welsh housing market over the next two years. A.P. Surveyors agreed to access the current state of the economy and produce a briefing paper for the company’s management advising them on the likely outlook during the next 24 months. The following report identifies the trends and drivers behind the following recommendations. T Richard Jones (Betws) Ltd are a medium sized building contractor, based in Ammanford, West Wales.
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[bookmark: _Toc500879097]Figure 1 - Housing - Dwellings by Tenure (online, n.d.)
As the above pie chart indicates, owned housing is still the largest section of the market, even with the soaring prices. Local authority and privately run social housing combined coming second, with privately rented properties being the minority. This could be as the government’s introduction of the new help to buy scheme, where they help towards the cost of a percentage of the property making it more affordable for people to buy their own property and cheaper than the cost of rent (Gov.UK, 2017). There are also 100% mortgages now available, and people can purchase homes without having to acquire a sizable percentage of the property value in a deposit (Money.co.uk, 2017). 





[bookmark: _MV3TD_PT8H00M00S_14][bookmark: BRANCH_4][bookmark: _Toc500878678][bookmark: _Toc500878754][bookmark: _Toc500880594][bookmark: _MV3BS_4]Criteria for Investment
As the UK is facing another acute housing shortage, the demand for housing is going to keep growing. Supply is not meeting demand and there’s a huge gap in the market, even with soaring house prices, people are still battling to get on the property ladder. More than twice as much council housing has been built since 2010 (Gov.UK, 2017), more than 50% in the previous thirteen years, investing in social housing projects are also getting popular, as this is a guaranteed return. 
They government has planned for five new garden towns to be built in England, none have been announced in Wales. The Welsh government are more than likely to follow suit and it would be a promising investment opportunity, Wales has a substantial proportion of greenfield areas and land is cheaper than in most of England.  The only concerns would be transport links, but this can be easily remedied in the future.













[bookmark: _MV3TD_PT8H00M00S_17][bookmark: BRANCH_5][bookmark: _Toc500878679][bookmark: _Toc500878755][bookmark: _Toc500880595][bookmark: _MV3BS_5]Housing Market Outlook
[bookmark: _MV3TD_PT8H00M00S_20][bookmark: BRANCH_6][bookmark: _Toc500878680][bookmark: _Toc500878756][bookmark: _Toc500880596][bookmark: _MV3BS_6]Job Figures
[bookmark: _MV3TD_PT8H00M00S_23]In the November 2017 budget, the Government pledged £204 million of funding for innovation and skills in the construction sector, including training a workforce to build new homes, and £34 million to scale up innovative training models across the country. This is a positive step forward and vital for industry capacity, which cannot be stretched any further, and it is a good signal of intent to fight the growing skills gap (Robinson, 2017). 

[bookmark: BRANCH_7][bookmark: _Toc500878681][bookmark: _Toc500878757][bookmark: _Toc500880597][bookmark: _MV3BS_7]Average Income
[bookmark: _MV3TD_PT8H00M00S_26]The difference between real wages and house prices between 1989 and 1995 was shrinking, the trend has now reversed. House prices gradually rose to just above twice the average salary, before the colossal leap by early 2015 to five times the average annual wage. Whilst housing prices have rapidly risen, UK real wages have dramatically dropped, falling 10.4% following the financial crisis, a decline that is on par with the failing Greek economy.

[bookmark: BRANCH_8][bookmark: _Toc500878682][bookmark: _Toc500878758][bookmark: _Toc500880598][bookmark: _MV3BS_8]Chancellors Budget
[bookmark: _MV3TD_PT8H00M00S_29]The Chancellor stated that £44 billion would be committed in Government support to boost construction, in order to meet a new target of 300,000 new homes a year by the 2025.
But as ever, the devil is in the detail. The Government has not been able to deliver 300,000 new homes a year since the 1970s. One way to go about meeting this target is to increase the level of council and housing association building, alongside the private house-builders, but at the moment finance is still too much of a stumbling block.
A good start has been made by lifting the Housing Revenue Account (HRA) cap in high demand areas, giving councils better access to finance and the ability to build more affordable homes. However, the Government could go further and lift the HRA cap for all authorities (Robinson, 2017).

[bookmark: BRANCH_9][bookmark: _Toc500878683][bookmark: _Toc500878759][bookmark: _Toc500880599][bookmark: _MV3BS_9]Inflation
[bookmark: _MV3TD_PT8H00M00S_32]Brexit may not have slowed down the need for houses to be built and bought, but with it and inflation, the cost of importing materials for construction has soared. Not only are materials costs a problem, but the skilled worker shortage could worsen and add to project costs with the lack of cheaper foreign migrant labour. This would have an immense effect on the governments targets. Driving up the cost and increase in construction of the new homes and the housing market, further declining house building thus deepening the housing crisis, forcing global investors out of the UK. As well as the free movement of people with skilled labour, membership of free movement of goods within the EU, eliminating duties and other restrictions that benefit construction, it was estimated that 64% of materials used within construction in the UK where imported from the EU (Gov.UK, 2015).
[bookmark: BRANCH_10][bookmark: _Toc500878684][bookmark: _Toc500878760][bookmark: _Toc500880600][bookmark: _MV3BS_10]House prices
[bookmark: _MV3TD_PT8H00M00S_35]House prices have rocketed over 80% in the last decade, rising from £2.1 trillion to almost £4 trillion. The equivalent to nearly £70,000 per household. Seeing house prices going up by 33% in the last ten years. Even in the tough economic climate first time buyers are battling to get on the property ladder (O'Grady, 2012).

Even with the unknown circumstances that Brexit will bring, it has not stopped the onward march of the housing market and the increase of house prices. In August 2017 house prices increased by 0.6%. Low levels of supply and an increased volume of demand are some of the key factors driving up the prices. Annual growth increased from 5.2% in July 2017 to 5.6% in August 2017.The last decade has seen house prices rise over 50%, costing over £200,000 for an average home (Ough, 2016).
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[bookmark: _MV3TD_PT8H00M00S_38][bookmark: BRANCH_12][bookmark: _Toc500878686][bookmark: _Toc500878762][bookmark: _Toc500880602][bookmark: _MV3BS_12]Social Housing
[bookmark: _MV3TD_PT8H00M00S_41]More than 20% of people aged between 36 to 40 lived in privately rented accommodation in 2014, this is a significant increase when compared to the figure of 12.6% in 2008. The increase in the private rental sector is due to the older generation of Council tenants purchasing their properties and Councils ceasing building programmes. Although the overall share of people who own their own home outright has increased from 23.7% in 1986 to 31.2% in 2014, this increase is partly explained by the comparative fall in the rates of council home tenancy (Ough, 2016).

With the housing supply not meeting the high demand, social housing is becoming more and more essential. So much so, that in the Autumn 2017 budget the chancellor put a "pay to stay" rule on social housing tenants. It was stated that any household with a combined income of thirty-one thousand pounds and above, or forty thousand pounds in London, will be placed in a higher income bracket. For some tenants, rents will increase as much as an extra 19% per month. Up until this new ruling, tenants enjoyed rents that were nearly £4,000 cheaper a year than the average market rates. It is claimed that more than three hundred and fifty thousand tenants are in the higher earning bracket. (DAVIDSON, 2016).
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[bookmark: _Toc500879098]Figure 2 - Total number of households (EconomicsOnline.co.uk, 2017)
As the above graph indicates the number of households increased steadily until it levels off in 2014. Due to housing construction slowing down. As the population is rapidly increasing this number of the number of newly constructed homes needs to increase in line with it.

[bookmark: BRANCH_13][bookmark: _Toc500878687][bookmark: _Toc500878763][bookmark: _Toc500880603][bookmark: _MV3BS_13]Domestic Sprinklers
[bookmark: _MV3TD_PT8H00M00S_44]2013 saw in Wales a change in legislation, any new houses, flats built on or after January 2016 would require the installation of a sprinkler system. Hostels, student halls of residence, care homes and other high risk new builds would require sprinkler systems from April 2014 (Ltd, 2015)

The extra cost of installing a fire sprinkler system can vary on the size, shape and design of the building concerned. For new houses the average price is around £10 to £15 per square meter, on this calculation the average modern three-bedroom house would have an extra cost of £2500 (sprinklers, 2017)
[bookmark: BRANCH_14][bookmark: _Toc500878688][bookmark: _Toc500878764][bookmark: _Toc500880604][bookmark: _MV3BS_14]Other Factors
[bookmark: _MV3TD_PT8H00M00S_47]Planning permission is a major setback, proving to be a slow process. The government introduced a simpler slimmed down national planning policy framework (NPPT). The government stated that the slow drawn out planning process is main reason for not hitting the set target of 200,000 new houses being built annually. But admits it can still be a stumbling block, with 150,000 plots with outline planning permission still stuck in the system waiting for detailed permission (Castella, 2015).
In the recent Autumn 2017 Budget, the Chancellor quashed stamp duty for first time buyers who are purchasing homes up to £300,000 (Milligan, 2017). But this means little to first time buyers in Wales where the average house cost is significantly less. (RightMove, 2017). In North Wales, semi-detached properties have an average sold price of £139,284 and terraced properties average at £120,602. North Wales, with an overall average price of £167,746, is similar in terms of sold prices to nearby West Wales (£162,710) and South Wales (£165,771), but is cheaper than Mid Wales (£194,400).The average first time buyer in Wales who is battling to get a foot on the property ladder spends on average, less than the £125,000 which is below the threshold that takes you into the stamp duty bracket (Houghton, 2016).
After conducting research, evidence shows that all the major construction companies, i.e. Taylor Wimpey have a lot of interest in the Newport area. Since the government unveiled its plans to remove the toll on the Severn crossing, Newport has become a prime location for the new housing market. It is located central to Cardiff, Swansea, Bristol, London on the M4 corridor, where they are also planning on a new relief road to ease the congestion around the Brynglas tunnels and even 


the Midlands on the M5 (Mosalski, 2017). House prices and land are a lot cheaper there and it would be a lot more sustainable to commute to the more expensive areas.
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[bookmark: _Toc500879099]Figure 3 - We Have a home for Everyone in South Wales (Wimpey, 2017)
Photo above showing the new housing sites in the up and coming area of Newport, after the toll charges being axed on the severn crossing and new relief road around the Brynglas tunnels, on M4.
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[bookmark: _Toc500879100]Figure 4 - UK Tender Price and Building Cost Indices (CostModelling.com, 2017)
As you can see in the above table, house building prices are up 11% from 2015 in the last quarter of this year, to 171%. And 71% from 100% in 2000, this means that there’s a 71% rise in building cost in the last seventeen years and it also shows a projected forecast of an additional rise of another 7% in the next two years.











[bookmark: _Toc500878689][bookmark: _Toc500878765][bookmark: _Toc500880605][bookmark: _MV3BS_15]Conclusion
[bookmark: _MV3TD_PT8H00M00S_50]Housing studies in Wales indicate that there is a need for around twelve thousand homes to be constructed annually. Approximately seven to eight thousand homes per annum are currently being constructed. From these figures it is evident that there is an approximate construction shortfall of four to five thousand new homes per annum. The key driver behind this need for new homes is complex and not as one would assume, purely due to a possible increase in population. Household sizes are falling due to an ageing population, modern family dynamics impact on the number of homes a family need i.e. divorced family with children now require two homes, whereas in the past divorce was less popular and the family would live in one home. The increased demand in suburban areas i.e. St Thomas in Swansea, for student accommodation is another factor that is placing pressure on private housing stock. The migrant numbers Wales have been running at a record level for a decade and this has also had an impact on housing needs.
The consequences of this have been rising house prices and rents, worsening affordability, people living in smaller spaces and growing homelessness. Right to buy sales have been reducing the stock of affordable housing and the delivery of new affordable housing has been too low. That has meant a greater reliance on the private rented sector to meet the needs of households on low incomes. In 2014 the Welsh Government introduced Landlord registration in a bid to manage the quality of rental properties and manage rogue landlords. The impact of this has seen many landlords cashing in and selling to private buyers, thus decreasing the availability of property for rent. The landlords who have remained in the market, have simply increased the rent to cover the costs of implementing the new legislation and licencing without necessarily improving the quality of the housing stock.

On the other side, welfare reform has reduced the amount of money that low-income households can receive and tax reforms have reduced the incentive to be a private landlord. Therefore, there has been a reduction in the number of dwellings available to benefit claimants. This has led to greater homelessness and more people staying at home longer with their parents.

These trends are likely to continue for the next 2 years. We can expect to see no improvements in affordability and as a result higher levels of recorded homelessness and further increases in adult children at home. Brexit is still a great unknown, if interest rates rise, pressure will be put on owner occupiers, so we may see more mortgage defaults. Any reductions in migration will reduce the pressure on the housing market. The student market has also seen a big growth in numbers in recent years, but will that continue past Brexit? Older people will continue to grow in numbers and that will put pressure on the social care budget and a higher number of adaptations will be required.
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appendix a
[bookmark: _GoBack]Attached here, is a copy of a map of the proposed works at the new M4 relief road nearby the Newport area.
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