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Research context

= In decade to 2007/08, private housebuilders
oullt 88% of all new homes in England

= Domination of large firms — in 2006, 30
argest companies produce 83% of all private
nomes built

= Maximum one per week produced/sold from
each development is ‘rule of thumb’ or
(Calcutt) ‘article of faith’ in industry. WHY?

= Presentation will point to crucial role limited
land supply plays in slowing down production




i Specific research questions

When housebuilders estimate gross development
value, and hence decide how much to bid for land,

how do they determine eventual selling prices for
completed units?

2. What is the relationship between predicted sales

prices, sales rates, market capacity and construction
rates?

3. How do housebuilders react to change in market
demand once construction has begun?

4. Do planners have any influence over the speed at
which housebuilders develop approved sites?



i Research method

Survey of 18 of top 45
housebuilders

= 6 volume builders (each with
annual output of 2,000+ units)

= 7 medium-sized builders (each
with annual output of 501-2,000
units)

= 5 smaller builders (each with
annual output of 250-500 units)

= Companies in survey completed
52,290 new dwellings in 2005 -
equivalent to almost a third of
all new dwellings completed in
England that year




Information sources used In
setting selling prices

rowenual miormation source

Market research specifically commissioned by company
Recent sales experience on company’s own sites

Sales data about competing developments

Reports from, and discussion with local estate agents |
Online price databases, such as Hometrack

Information from lecal authority, e.g. on potential competing [

developments

Informal discussion with industry colleagues, including those in |

other companies ﬁ_‘—r}
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* Determining selllng prices

Do housebuilders ‘pitch-in’
slightly above or below prevailing
prices for similar second-hand
homes?

= No evidence is our research to
support contention that answer
related to relative quality

= Instead, depends critically on
extent & nature of competition
from other housebuilders

n  “Sites without immediate
competition have a distinct
advantage and compete only
with second hand market.”




Relationship between predicted sales
prices, sales rates, market capacity
and construction rates (1)

Developers trade off price
against sales speed.

To sell new homes faster, prices
must be more competitive

To obtain maximum possible
prices, more time must be
allowed to attract purchasers

Usual practice is to aim for
maximum possible price when
undertaking development
appraisal, as this helps win
bidding competition for land

Only possible because planning
system limits threat that
competitors will enter market &
undercut prices




Relationship between predicted sales
prices, sales rates, market capacity
and construction rates (2)

= Where builders know that future supply
of new homes limited by restrictive
planning policies, they feel both need &
confidence to bid up land price

= Planning system thus acts as gatekeeper
to success in housebuilding. Those
builders who succeed in competitive
land market can move on to housing
market, knowing that potential
competition there much reduced by
restricted availability of land

= ‘Market capacity’ is a context-specific
notion that has meaning only in relation
to particular set of institutional and
economic circumstances




What rates of sales do
ﬁ housebuilders consider best?
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How do builders react If
i market improves?
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“If sales are going well, we will look to increase the sales prices”




How do builders react If
i market deteriorates?
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Cutting production rate seen as last resort - recent action to ‘mothball’
developments crisis response to most extreme of market circumstances




Other strategies If market
i deteriorates
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i Answer to first question

When housebuilders
estimate gross
development value, and
hence decide how much
to bid for land, how do
they determine eventual
selling prices for
completed units?

We “pitch at maximum

price at the start and

then use incentives
(carpets, white goods
etc) If prices need to be
reduced.”

Presence or absence of
local competitive
pressures crucial to
price-setting



i Answer to second question

What is the
relationship
between
predicted sales
prices, sales
rates, market
capacity and
construction
rates?

= Ambitious bids viable only because

release of land restricted by
planning system, while release of
homes managed on site-by-site
basis by builders to achieve target
sales rates underpinning land bids

‘Market capacity’ needs to be
viewed as essentially ‘commercial
construct’ contingent on particular
set of relationships between state
and market that currently delineate
speculative housebuilding provision



i Answer to third question

How do =
housebulilders

react to change

INn market .
demand once
construction

has begun?

“If our pricing is wrong we will
aajust prices NOT reduce the
rate of construction.”

“Housebuilding a bit like a
machine that has been set to
work at a certain agreed pace
— once It's In operation, you
don’t want to interfere with the
machine’

Do not presume that quite
different structure of provision
will emerge out of recession
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