	[bookmark: _GoBack]
FORECAST 2017 18 19 

WELSH HOUSING REVIEW
Briefing paper to:
South Wales construction company:
Select Build
	
                                       Housing growth 
                                                                        Source (Homes & Property Lizzie Rivera, 2017)
[image: ]

	

Llwyd Elms 
15/12/2017
	









[bookmark: _Toc500078729]SUMMARY

This briefing to Welsh SME construction company, Select Build, investigates the current state of the Welsh housing market, identifies trends, and recognises the major factors that influence change in the market.
A PESTEL analysis of the current market environment was completed with the results used to perform a company SWOT analysis to identify development opportunities to move the business forward.

[bookmark: _Toc500078730]RECOMMENDATIONS are to:

Win Social Housing contracts, to develop on behalf of Housing Associations, to help enable the Welsh Government’s target of 20,000 new affordable homes to be met;
Investigate Extra Care Housing (ECH) projects for the elderly, significantly funded by government that provide for a relatively safe financial investment;
Develop sites tailored to one or two person households to satisfy a focussed shortfall in the current market supply;
Investigate site development in South East Wales in anticipation of the increased demand of the abolished Severn Tolls and road improvements to the M4 around Newport; 
Investigate possible small scale sites of bespoke executive housing that give high profit and quick turnaround times;
Investigate the Welsh Housing Quality Standards (WHQS) improvement scheme which requires all 220,000 council owned / social homes be brought up to a specific set of standards by 2020;
Consider moving into innovative models of housing and the Passivhaus market; 
Bid for land around the new economic hubs where increased employment opportunities will increase demand for local housing; and
To take advantage of the of financial support announced for house building in the UK Government’s 2017 budget look for new business on the English side of the border.
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1. [bookmark: _Toc500078734]INTRODUCTION



The aim of the briefing was to investigate the current state of the economy, assess the implications for the Welsh housing market over the next two years, and provide recommendations to the management of Select Build on the direction their business should take in the forthcoming period.  
The objective of the brief was to:
· Investigate factors that influence house prices;
· Complete a PESTEL analysis of the market environment to highlight potential growth or decline likely to influence the company’s performance;
· Carry out a SWOT analysis to identify the  company’s strengths, weaknesses, opportunities and threats based on the results of the PESTEL findings; and
· Make recommendations for inclusion in the business strategy to enable the company to thrive through the next two years of the UK economic uncertainty.


2. [bookmark: _Toc500078735]FACTORS INFLUENCING THE HOUSING MARKET

[bookmark: _Toc500078736]2.1 Interest rates determine the cost of monthly mortgage repayments. 

When rates are high, the higher repayment costs result in less people looking to buy houses. Rates in the UK have been at an all time low for a long period but with the uncertainty around BREXIT, inflation has started to rise which can be related to an increase in interest rates.

[bookmark: _Toc500078737]2.2 Economic growth directly affects people’s income which consequently determines how much money they have available to spend on property.

When growth is high, incomes are high and demand for houses is high. Since the BREXIT referendum UK “economic growth has fallen from 3.1% in 2014 to an anticipated 1% in 2018” (CIH Chartered Institute of Housing, 2017). Construction output has fallen slightly for the fifth consecutive month in September 2017 (ONS, 2017). 

[bookmark: _Toc500078738]2.3 Household numbers are increasing but the number of people per household is dropping.

Contributing factors include higher divorce and separation rates and an increase in the number of the older generation living longer, has lead to an increased housing demand. The number of households in Wales is predicted to increase by 10% from 2014 to 2039, with one person households becoming the most common category, up from 31% to 36% (Welsh Government, 2017).




[bookmark: _Toc500078739]2.4 Availability of suitable mortgages is determined largely by the size of the deposit required and the interest rate charged.

Up until the financial crisis of 2008, 90%+ mortgages were available, requiring only a 10% deposit. In the initial period after the crash deposit levels rose to 20% to 25% making property much less affordable with people having to save for many years to raise the necessary capital. Lower deposit level mortgages are slowly becoming available again which will increase affordability. A typical UK mortgage has a repayment rate of 3.7% to 4.8% after an initial low interest lead in period. (Money.co.uk, 2017)

[bookmark: _Toc500078740]2.5 Affordability of housing is primarily linked to the ratio of how much is earned to the cost of the property.

Lenders will usually cap what can be borrowed to typically four to five times the salary level. Help to buy schemes, require only a 5% deposit, which have increased affordability for fist time buyers. According to Stats Wales the average gross earnings in Wales is approximately £30,000 (£24.000 net). The Principality building society has listed the average Welsh house price at £176,000 giving an affordability ratio of approximately 1:7.


[bookmark: _Toc500078741]2.6 Housing supply is determined by the number of houses being built and the number being sold.

When there is a surplus of housing, prices fall, but when there is a shortage, as there is at present, prices rise. An anomaly exists in that, as the price of the limited stock available has risen it has become unaffordable to a large percentage of the population that wish to buy. This begs the question, not if there is a shortage of houses, but, is there a shortage of affordable houses. In Wales only 2513 of the cheaper one and two bedroom dwellings were completed of a total 6833 during 2016-17 (Welsh Government, 2017) which does not address the severe shortage in this sector.









	Figure 1: Factors determining house prices
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	Source: (Economics Help Tejvan Pettinger, 2017)




































3. [bookmark: _Toc500078742]IDENTIFYING MARKET OPPORTUNITIES

The four major players in the UK housing sector are Taylor Wimpey, Barratt, Persimmon and the Berkley group. A medium sized company such as Select Build cannot hope to compete with these companies on the larger scale developments as the buying power and specialist personnel of these top companies make construction considerably cheaper to build per unit. Select Build has to identify its target market by identifying areas of potential market growth or decline through a PESTEL analysis with the results being used to perform a SWOT analysis of the current company position.
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4. [bookmark: _Toc500078743]PESTEL ANALYSIS    
[bookmark: _Toc500078744]4.1 Figure 2: Factors considered: Political Economic Social Technological Environmental Legal
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5. [bookmark: _Toc498877629][bookmark: _Toc500078745]SWOT ANALYSIS
[bookmark: _Toc498877630][bookmark: _Toc500078746]5.1 Company strengths
The RICS October 2017: UK Residential Market Survey showed that although house sales across the UK have been fairly stagnant the trend in Wales has been for both increased sales and increased prices in recent months. 
	Figure 3: Regional newly agreed sales – Past month
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	Source: (RICS, 2017)



	Figure 4: Regional prices – Past three months
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	Source: (RICS, 2017)


The company is therefore placed in a geographically favourable location in respect of a strong performing market.

[bookmark: _Toc498877631][bookmark: _Toc500078747]5.2 Company weaknesses

The inability to complete with the ‘big four’ construction companies on larger developments due to the larger companies greater purchasing power pushing their material costs down, and with having specialist land acquisition and planning teams giving them the advantage in bringing a site to development stage. Select Build would be less able to withstand the financial cash flow pressures of the long turnover times associated with the larger sites.

[bookmark: _Toc498877632][bookmark: _Toc500078748]5.3 Company opportunities

Countrywide, one of the UK’s biggest estate agents predicts that property values in all British regions will rise above this year's figures by 2019, with Wales seeing growth of 0.5% in 2017 followed by 2% in both 2018 and 2019. (Countrywide, 2017)

	Figure 5: Housing growth across Britain
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	Source (Homes & Property Lizzie Rivera, 2017)



The company’s geographical location is an advantage being located in a region of comparative price/sales growth. Select Build is in a very good position to bid for housing association contracts focused on the Welsh Government’s commitment to build 20,000 affordable homes between 2016 and 2021. 
The Welsh Housing Quality Standard (WHQS) requires all 220,000 housing association or council owned homes in Wales to be brought up to a specific set of standards by 2020 which includes up to date interiors and high levels of insulation.(Caerphilly Observer, 2017), (Inside Housing Peter Apps, 2016). As of March 2016 there were 40,088 social homes in Wales that did not comply with this standard. Caerphilly council alone has a budget of approximately £220 million to meet the WHQS and has spent nearly £110 million from 2013 to 2017. (Wales Audit Office, 2017)

Extra Care Housing, which allows the elderly to live independently but also, provides care and support close to hand, currently has an estimated under capacity of 2,159 units in Wales. The majority of these units are funded from the social housing grant and are developed by social landlords. (Welsh Government, 2017)
The imminent reduction/abolishment of the Severn Crossing Tolls will present development opportunity on the Welsh side of the river Severn as the reduction in commuting costs will improve the desirability, and therefore profitability, of the area, with many people already moving out of Bristol to escape rapidly increasing property prices.  (ITV Wales News, 2017)
The Welsh Government announced its intention to boost economic development in the Valleys by creating seven strategic hubs, the first five being at Pontypridd, Caerphilly, Cwmbran, Merthyr Tydfil and Neath, followed by Ebbw Vale and Bridgend. Increased employment opportunity will increase demand for local housing presenting new development opportunities, provided sites are viable, or refurbishment work on run down or abandoned existing housing stock.  (WalesOnline Chris Kelsey, 2017)



In the November 2017 UK budget the chancellor announced £44bn of capital funding to help build 300,000 homes per annum by mid-2020s. 
	Figure 6: Summary of financial support announced for house building.
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	Source: (HM Treasury, 2017)


The UK governments renewed commitment to increase house building will also provide Select Build with the opportunity to look for new business on the English side of the border. Grants have been made available to speed up building on small sites by providing money for remediation and infrastructure through the small sites fund. Money can also be borrowed from the £1.5bn homebuilders fund for SMEs to build new homes.
The £2.7bn housing infrastructure fund will provide money for local authorities to put infrastructure projects in place which will bring forward new sites for development.


[bookmark: _Toc498877633]

[bookmark: _Toc500078749]5.4 Company threats

Should inflation raise dramatically, the result in higher interest rates could hamper the company’s ability to borrow capital for new development and restrict buyer’s ability/ confidence to borrow on mortgages. 
Should immigration rates dramatically decrease after BREXIT, a resultant skill shortage could ensue, leading to higher wage bills. EU citizen migration was down 51,000 in year ending March 2017. (ONS, 2017)
A recent Welsh Federation of Master Builders survey identified “61% of construction SMEs are struggling to hire carpenters and joiners and 49% are struggling to hire site managers; Over half (58%) of construction SMEs expect salaries and wages to increase in the next six months.” (The Federation of Master Builders, 2017). 
The UK government’s commitment of £34m to train construction workers will help to alleviate this problem but new skilled workers will not suddenly become fully trained within the next two years.
The introduction of fire sprinklers and higher insulation standards will make marginal sites unviable. 
Reform caps on housing benefit (CIH Chartered Institute of Housing, 2017) will affect housing association incomes reducing re-investment in future new builds.




6. [bookmark: _Toc500078750]CONCLUSION

The latest 2018/19 Welsh budget allocates £340m to build 20,000 affordable homes in Wales between 2016 and 2021, with the Community Housing Cymru (CHC) estimating that this figure should be doubled. 
The vast majority of these dwellings will be built through housing associations with a smaller percentage being constructed by local authorities such as Flintshire. Building these properties through Community Infrastructure levy CIL or Section 106 agreements usually results in building at a loss which is recouped on the proportion of private builds constructed on the site. But if contracts to construct these projects directly for the housing associations could be agreed a higher return could be realised, subsidised through the Welsh Government’s Social Housing Grant. Although not as lucrative as a site of private builds, these projects would provide a steady low risk turnover, as the housing associations would layout for the land acquisition and planning consent, and the projects would be funded through government money. These developments could provide for a steady cash flow in a cautious, uncertain market while the BREXIT negotiations are completed.
The requirement for local authorities to bring all 220,000 housing association or council owned homes in Wales up to the Welsh Housing Quality Standard by 2020, offers the opportunity to move into the refurbishment sector. 
Due to the vast buying power of the big four construction companies it is unviable to compete for the large development sites of many hundreds of homes. Higher material purchase costs and insufficient specialist manpower to turn the site around quickly would tie up too much capital and risk insolvency. However, the larger companies like to build homes from a set of standard footprints, and are not usually interested in more labour intensive bespoke designs and this could provide a niche market of small scale sites of unique executive properties that have a high return. These smaller sites can be turned around relatively quickly releasing capital for further projects.
With such a large percentage of under 35 year olds still living with their parents, another possible opportunity would be to deliver one or two bedroom starter home projects, possibly as small apartment developments which would reduce the build cost and make the units more affordable. If land could be acquired close to public transport hubs, this would cater for working individuals or couples to commute from areas of lower development cost. This would be specifically targeted at a large proportion of the market that currently cannot get a foothold on the housing ladder.

Development of specialist centres of accommodation for the elderly, such as Extra Care Housing, is another under developed sector of the housing market that is of a suitable scale to match the company’s construction capabilities.
Potential project development on the Welsh side of the river Severn is worth investigating into in light of the abolition of bridge tolls by the end of 2018, and the proposed M4 improvements around Newport, making commuting to the English side far cheaper and more attractive.
The UK governments renewed commitment to increase house building will also provide Select Build with the opportunity to look for new business on the English side of the border.
The Welsh Government’s vision for housing “we want everyone to live in a home that meets their needs and supports a healthy, successful and prosperous life” bodes well for the future of the Welsh housing industry. 
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Political factors

Govemment policies have a major impact on a company’s strategy. In the first year of this current Welsh Govemment administration both the
‘right to buy’ and right to acquire’ were abolished. This impacted on levels of affordable housing and housing associations building strategies

‘The Welsh Govemment aim to construct 20,000 affordable homes during 2016-2021, which includes 6,000 Help to Buy homes funded by the
Social Housing Grant to help achieve its target. Some Welsh local authorities are pursuing council house construction with Flintshire council
planning to build 500 new homes by 2021. Stamp duty is due to be replaced with a land acquisition tax in April 2018. (Welsh Govemment: Land

Tax, 2017)

Economic factors

How the economy is performing has huge implications on
employment figures and public confidence which influences
their willingness to invest in a morgage When
‘unemployment and interest rates are high, affordability will be
a barer to people getting on the housing ladder hence
impacting on housing demand. Between April 2015 and
January 2016 the Welsh unemployment rate was higher than
the UK as a whole but since January 2016 the Welsh figure
has remained lower and the gap continues to widen, see
figure 2.1

Duiing July to September the Welsh unemployment
continied to be at a low level (4.1%) (Welsh
Govemment Economic stats, 2017) which will increase
affordability in the principality. This will also be aided by the
historically record low interest rates although it should be
noted that as inflation shows signs of increasing, interest
rates are likely to ise and people’s disposable income will
fall_“Wales is expected to see annual average output growth
of 6.2% over the five years to 2021, the strongest of any of
the English regions and devolved nations™ (CITB Cymm,
2017)

Unemployment rate
Percentage aged 16 and over, three month period

—UK = Wales

S e

Figure 2.1, Source: (BBC News Sarah Dickins, 2016)

“The number of people unemployed in Wales s 63,000, 10,000 fewerthan
three months earlier and down 35,000 for the same period a year ago.” (BBC
News Sarah Dickins, 2016)
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Social factors

Living pattems, relating to where people wantto live and in what style of property. dictates what the market needs to provide. Over 3.3 million
adults in the UK aged between 20 and 34 were living with a parent (NS, 2017) highlighting the need for smaller one or two bedroom more
affordable properties to allow the younger generation onto the housing ladder. The reduction of the Sevem Bridge Tolls in January 2018, to be
followed by their total abolishment by the end of 2018, (BBC News, 2017) will encourage people to commute from the Welsh border over to
England making development on the Welsh side more attractive and worth investing in

Technological and Environmental factors

‘The introduction of fire sprinkler systems into Welsh homes (Welsh Govemment: Fire Sprinklers, 2016) typically adds £1,500 to £3,000 to build
cost (TC Consult, 2017), but in hindsight of the Grenfell tragedy it is an essential cost to bear. Possible investment in the Passivhays building
methodology would produce highly energy efficient homes, reducing lifetime energy bills and help to meet govemment CO; reduction targets
Although having an increased initial build cost, this type of property might well be suited to the affordable home sector, which would recoup the

itial investment over their long rental tenure, and would help alleviate fuel poverty. The higher home insulation standard being introduced by
elsh Govemment willincrease initial build costs but willreduce future fuel usage and consequent energy bills

Legal factors

Legislation introducing sprinkler systems and higherinsulation standards have been discussed above and villinevitably have a cost implication
to the build as will enforcing the Development Quality Requirements (DQR) for all affordable homes as they require a larger footprint than a
standard building regulation home resulting in less properties per acre developed. The Welsh Govemment will take powers over the
Community Infrastructure Levy (CIL) in April 2018 with a likely change from its current non-negotiable approach to a more flexible negotiation
on infrastructure and affordable housing contribution within new developments.
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Regional Prices - Past three months
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Hover over each region to see the forecast house price growth for each area by 2019
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1. The Budget makes available over £15 billion of new financial support for house building over
‘the next five years, bringing total support for housing to at least £44 billion over this period. It
introduces planning reforms to ensure more land is available for housing and that the country
is maximising the potential of its towns and cities to build new homes.

Housing investment

Summary of new financial support for house building announced in the Budget

Measure Investment
Home Building Fund  loans to SMES to build homes £15 billion
Small Sites: infrastructure and remediation — grants for remediation and £630 mi

infrastructure to accelerate the building of homes on small and stalled sites

Local Authority house building: additional investment — more borrowing for | £1 billion
Councils to build new council homes

Housing Infrastructure Fund: extend — grants to local authorities for strategic £2.7 billion
infrastructure that unlocks new housing

Land Assembly Fund — assembling fragmented pieces of land into ready togo | £1.1billion
sites for developers to build homes on

Estate Regeneration — transform run-down estates and provide more housing | £400 mi

New financial guarantees — to support private sector house building £8 billion

TOTAL financial support £15.3 billion
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