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Arrested Development: Are we 
building houses in the right places?

Tom Aldred
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Executive summary

The UK’s housing problem has become an economic problem.  New supply 
has been weak even where local economies are thriving and house prices are 
rising dramatically.  This prevents our most successful cities from expanding, 
shuts people out from job opportunities and stifles national economic growth. 

The problem is that too little land has been allocated for new housing, despite 
soaring demand.  In the long housing boom from 1995 to 2008, the real price 
of residential land rose 260 percent, while its supply fell by 19 percent.  The 
result was higher prices and smaller houses.  

Contrary to public perceptions, 87 percent of England remains open space and 
domestic buildings cover just 1.1 percent.  Housing land is scarce because of a policy 
cocktail that combines over-regulation at the national level with a local government 
finance system that fails to reward local authorities that promote development.  

The Labour government has tried to deliver more housing through regional 
planning and local targets, but with only limited success.  The Conservatives are 
right to focus on increasing local rewards, but their proposals are unlikely to make 
a significant difference.  Our programme for the next government is threefold:

National leadership

• Make the case for more housing land in the areas of highest demand, 
including on green belt where appropriate

Real local incentives for development

• Pilot land auctions in a small number of local authorities, to boost the 
local incentives for development

• Increase the amount of local taxation that is locally raised

Relax national constraints on land development

• Abandon the national brownfield target, the benefits of which no longer 
justify its costs

• Devolve responsibility for the protection of green belt
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“Radical reform is 

required if we are 

to make housing 

more affordable, 

more responsive 

to labour market 

opportunities and 

more supportive 

of national 

prosperity”

Arrested development

This report explains why Britain’s housing is expensive, small and why 
much of it is being built in the wrong places.  The economic crisis has hit the 
housing industry hard, with new construction stalling as the flow of credit 
has dried up.  Looking ahead, financial constraints will ease as the economy 
recovers and other barriers to housing supply will re-emerge.  

This report is about overcoming the long-term barriers to housing delivery, 
which will be vital if we are to make housing more affordable, more responsive 
to labour market opportunities and more supportive of national prosperity.1  

Housing is too expensive

UK house prices have been susceptible to booms and busts, but over the long-
term these can be seen as fluctuations around an upward trend (Figure 1).    

Figure 1: Real average house prices in the UK (at 2009 prices)

Source: Nationwide

Historical data shows that since 1959 the average house price has grown by 
273 percent in real terms.  This is a huge increase – if the price of eggs had 
risen at the same rate, a dozen would now cost over £18.2  

More recently, the Labour government has presided over a doubling in real prices 
since 1997.  Over the same period, earnings have grown 28 percent after inflation.3    

Although newspaper headlines often suggest otherwise, it should be obvious 
that higher prices are undesirable, just as they are for clothes or computers.  
A high price level ensures that fewer households can afford their own home, 
while rapid increases encourage wasteful speculation and mean that even 
existing owners find it more expensive to trade up.  

1. The paper focuses on privately-built housing, rather than the provision or subsidisation of housing for the most 
vulnerable people in society.  However, the under-supply of private housing increases the burden on the state to 
provide housing for those who cannot afford it.
2. Calculated from O’Donoghue J, McDonnell C & Placek M (2006) Consumer price inflation, 1947-2004. Economic Trends 626
3. Annual Survey of Hours and Earnings and Consumer Price Index, ONS.
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“Easy access 

to credit 

undoubtedly 

stoked up 

housing demand, 

but high house 

prices cannot be 

dismissed as an 

unsustainable 

bubble”

High prices also increase the cost to the exchequer of supporting those who 
cannot afford to buy or rent, either through direct provision (social housing) 
or through subsidy (housing benefit).  And since the only winners have been 
those able to trade-down to smaller properties, rising house prices has shifted 
wealth from younger generations to their parents.

It’s more than a bubble: there is a long-term supply problem

In the years before the financial crisis broke, easy access to credit undoubtedly 
stoked up housing demand, but high house prices cannot be dismissed as an 
unsustainable bubble.  First, the rise in prices has been a sustained phenomenon 
over decades.  Second, the recent rebound of prices – up nine percent over the 
last year – has occurred at a time of severe credit rationing and following a huge 
shock to confidence.4  Both suggest that prices rest on firmer foundations.  

House prices are inherently volatile because demand can fluctuate much more 
rapidly than supply.  Housing is an investment as well as a place to live and its 
desirability as an asset is influenced by the availability of credit, the return on 
alternative investments and by changes in sentiment.  Because supply is largely fixed 
in the short-run, any changes in demand translate directly into price movements.  

Over the long-run, the rise in house prices can be moderated if supply is 
sufficiently responsive.  Over the last 35 years, British house prices have risen 
faster than in any other developed country, which is powerful evidence that 
supply has not been responsive enough.5

New housing in the UK is not only expensive, but relatively small and often 
fails to meet aspirations.  Our new houses are the second smallest in the EU, 
25 percent smaller than the EU average and 40 percent smaller than Germany 
or the Netherlands.6  The European trend is for new houses to be significantly 
larger than the existing stock, but British homes are getting smaller – and half 
of all new dwellings are flats.7

These changes run contrary to consumer demands, with only three percent 
of the population wishing to live in a flat as their first choice.8  Clearly not 
everyone can live in the home of their dreams, but new housing should be 
shaped by people’s preferences. 

Housing demand will continue to grow

There are two drivers of long-run housing demand – the number of 
households and their incomes.  Both are expected to rise significantly in 
the years ahead.  We should be cautious about putting excessive weight on 
household projections because they are highly sensitive to assumptions, 
particularly about migration flows. 

4. Nationwide UK House Price Index, year to February 2010
5. International comparisons from the Bank of International Settlements
6. EU Housing Statistics, Table 2.1
7. CLG Live Table 254
8. Evans A & Unsworth R (2008) Densities and Consumer Choice. CLG Housing Markets and Planning Expert Analysis 
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“Rising incomes 

are a far more 

important driver 

of house prices 

than increasing 

household 

numbers”

The current forecast – which could be revisited by a Conservative government 
– is that an additional 290,000 households will form every year for the next 20 
years, a cumulative total of more than 6 million by 2031.9  Net in-migration 
accounts for about 40 percent of the increase, with the remainder due to 
natural population growth and declining household size.10    

As we get richer, we want bigger houses and bigger gardens.  This has a strong 
impact on the demand for housing space since on historical trends, average 
earnings double every 35 years or so.  Academic research suggests that rising 
incomes are a far more important driver of house prices than increasing 
household numbers, implying that the rate of house-building will need to 
outpace household formation in order to prevent affordability getting worse.11  
Even this means prices will continue to rise in real terms.

Supply is unresponsive to demand

The financial crisis induced a collapse in new construction.  Only 163,000 new 
homes were completed in the year to June 2009, the slowest rate since the war.  
Even prior to the crisis, housing supply was failing to keep up with household 
formation and was unresponsive to rising prices (Figure 2).  

Figure 2: New dwellings in the UK 1949-2008

Source: CLG Live Table 241

Supply was edging upwards, reaching a high of 224,000 in 2007, though by 
this time household formation was rising at over 260,000 a year.12  In the 
midst of a massive house price boom, this is a striking failure and a direct 
result of restrictions on new development.  The most recent international 
comparisons reveal that the UK is building fewer new houses per head than 
every EU-15 country except Italy and 30 below the median rate for the EU-15.  
France’s rate of new building has not been matched by the UK since 1972.13

9. CLG Live Table 401. 
10. CLG (2009) Updating Communities and Local Government’s household estimates and projections to a 2006 base. 
Final Report
11. Cheshire P (2009) Urban Containment, Housing Affordability and Price Stability – Irreconcilable Goals. SERC policy paper 4
12. Household formation data is for Great Britain in 2006, calculated from CLG Table 401; House-building data is for 
UK, from CLG table 241
13. International comparisons based on EU Housing Statistics 2005/06. Does not include data for Greece.
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“The affordability 

crisis is much 

more severe in 

the south”

Houses are being built in the wrong places

New construction has also proven to be insensitive to Britain’s economic 
geography.  This matters because the economy is not evenly spread across the 
country, with average earnings varying from £354 per week in Hull to £559/wk 
in Reading and £626/wk in London.  

There are large and persistent differences in the ability of cities to generate 
private sector jobs and building more houses in the most successful would enable 
greater labour mobility, boosting national rates of employment and productivity.

Over more than fifty years, economic and technological forces have shifted the 
UK’s centre of economic gravity.  The direction of travel has been southwards, 
and most markedly away from northern industrial and port towns.14  As jobs 
have shifted southwards, so has the demand for housing to access them.  

Because housing supply has failed to respond fully, the disparities in house 
prices have increased.  As a result, the affordability crisis is much more severe 
in the south.  New research by Glen Bramley and Steve Wilcox estimates the 
proportion of young families in each local authority that can afford a two-bed 
home, which ranges from 12 percent in Kensington to 80 percent in Rutland.15  
The sixty-five local authorities with the biggest affordability problems are all 
in England’s southern regions, while the sixty-four most affordable districts 
are all in the north or midlands.

Median house prices range from £87,000 in Hull and £110,000 in Doncaster 
to £250,000 in Cambridge and Oxford and £290,000 in London.16  High house 
prices have three effects on a city’s economy.  First, the city’s housing will 
become more crowded as households trade off housing space against cost.  
Second, some people will commute in from cheaper areas in the city’s 
hinterland and from nearby cities.  Third, some people will be priced out of the 
city’s labour market altogether.  

Restrictive housing policies can hold back cities outside southern England too.  
The prospects of attracting high-skilled workers would be enhanced by providing 
more housing in the high-demand areas of the city region, such as Trafford in 
Greater Manchester and Solihull in the Birmingham city region, rather than 
focusing development on city centres, or trying to achieve ‘balanced growth’.17  

If the housing market was working well, more houses would be built in areas 
where prices are higher because developers would seek to maximise their 
profits.  However, in the recent past there has been no correlation at all.  This 
is illustrated in Figure 3, which represents every English local authority in 
terms of the median price (average 1997-2007) and the number of privately-
built new dwellings constructed per head of population (1999/00 to 2006/07). 

14. Leunig T & Overman H (2005) ‘Spatial patterns of development and the British housing market’ Oxford Review of 
Economic Policy 24 (1)
15. Wilcox S & Bramley G (2010) Evaluating requirements for market and affordable housing. NHPAU. The measure 
used is the proportion of all households under 40 able to afford a two-bed home.
16. CLG Table 582. Prices are for Q3 2009, in cities measured by Primary Urban Areas. PUA prices are weighted by 
volume of transactions in each LA.
17. Overman H, Gibbons S & Tuccis A (2009). The case for agglomeration economies. Report for the Manchester 
Independent Economic Review
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“The reason that 

new housing is 

small, expensive 

and often in the 

wrong places is 

that insufficient 

land is provided 

for development 

in the areas where 

it is needed most”

Figure 3: Prices and new construction, by local authority district

Source: CLG
Note: Excludes local authorities that merged into new unitary authorities during this period

Our recent report, Cities Outlook 2010, ranks Cambridge as the best-performing 
city in the UK in terms of unemployment, high skills and concentration 
of knowledge-intensive jobs.18  Yet between 1999/00 and 2006/07, the city 
constructed fewer new dwellings per head than Doncaster, which ranks in 
the worst 10 cities for unemployment, high skills, earnings and knowledge-
intensive jobs.  This isn’t an isolated example.  Brighton’s building rate was 55 
percent below the national average, while more houses were built per head in 
Barnsley and Mansfield than in Reading.

Insufficient land has been provided for housing 

The reason that new housing is small, expensive and often in the wrong 
places is that insufficient land is provided for development in the areas 
where it is needed most.  This is not because of a shortage of land or because 
building new houses is intrinsically unprofitable, but because of a policy 
cocktail that combines over-regulation of land at the national level with a local 
government finance system that fails to reward local authorities for promoting 
development.
  
There are 24m hectares of land in the UK and 13m hectares in England.  In 
an average year, around 8,000 ha of undeveloped English land is converted 
into new development of all forms (with housing accounting for 40 percent of 
this total).19  Internationally-comparable land use data is hard to come by, but 
is available for Germany, a country with a similar population density to the 
UK.  There, around 42,000 ha is used for new settlements every year – around 
twice as much as a proportion of total land area.20  This could go some way to 
explaining why real house prices in Germany are 10 percent lower now than 
30 years ago. 

18. Centre for Cities (2010) Cities Outlook 2010. London: Centre for Cities
19. CLG Table P265. Relates to 1997 to 2006. Germany data is for 1997-2008
20. Ferber U, Grimski D, Glöckner S & Dosch S (2010) ‘Potentials of brownfields: flagships and patchwork’ In: Federal 
Institute for Research on Building, Urban Affairs and Spatial Development (BBSR, ed.) New approaches to brownfield 
recycling
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“Even after 

accounting for 

a major decline 

since the financial 

crisis, the real 

price of land has 

risen more than 

eight-fold”

Basic economics suggests that restricting the supply of something will 
increase its price and this is indeed what has happened in the case of 
residential land.  Prior to 1947, land owners were free to develop their land 
as they saw fit.  This changed with the Town and Country Planning Act of 
that year, which remains the foundation of the British planning system.  The 
Act gave a central role to local authorities in regulating new development, 
requiring their permission for changes in land use. 

Figure 4 shows the result – massive increases in the real price of residential 
land.  Even after accounting for a major decline since the financial crisis, the 
real price of land has risen more than eight-fold since the Act was introduced. 

Figure 4: The real price of land in England and Wales

Source: Data for 1892-1984 provided by Professor Paul Cheshire, LSE. 1984 to 2009 estimated from the VOA 
Property Market Report

The impact of regulation is also clear from comparing the pattern of 
development in a period when developers were relatively free to develop 
where the return was greatest, with the current, more constrained era.  
Despite the difficult economic circumstances, the inter-war period is regarded 
as a time of house-building boom.  New construction was particularly strong 
in the home counties, with Surrey, Kent and Essex alone accounting for 26,000 
privately built dwellings every year, 20 percent of the English total.    

By comparison, they provided around 12,000 new dwellings – or about nine 
percent of the English total – between 1999/00 and 2007/08 (Figure 5).  It 
seems highly unlikely that this relative decline has been driven by a change 
in demand conditions.  Strict regulation is a much more likely culprit, 
particularly since 275,000 hectares – 30 percent of the counties’ land area – is 
now protected as part of the green belt.  
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“Providing 

more affordable 

housing would 

not require 

concreting over 

the countryside”

Figure 5: Private house-building in the home countries

Source: CLG live table 253.  Historic data from Marshall J (1967) ‘The pattern of house-building in the interwar 
period’ Scottish Journal of Political Economy 16 (1)

Britain is less developed than you think

Government policy statements make much of the need to avoid ‘inefficient’ 
use of land.  This is a valid concern, but the idea that open space is scarce in 
the UK is a myth.  Over half of the public believe that more than 50 percent 
of the country is developed.21  In reality, less than 10 percent of all land in 
England is classified as ‘built up’, four-tenths of which consists of gardens.  
Just 1.1 percent of England, and 1.3 percent of the South East is covered by 
domestic buildings.22  

Providing more affordable housing would not require ‘concreting over the 
countryside’.  Converting just 1.6 percent of England’s undeveloped land could 
provide homes, gardens and community infrastructure for 7 million people, 
at current densities.23  The proportion of the country that is open space would 
fall from 87.4 to 85.8 percent.

72 percent of England’s land is farmland.  Its abundance means that its 
marginal value is low, at between £5,000 and £20,000 per hectare.  By contrast, 
the scarcity of land on which housing is permitted has driven up its price, 
reaching £5m per hectare in high demand areas like Oxford.24  This vast price 
difference illustrates the inefficiency with which land is used and shows 
the scope for developers to earn a good return if only permission could be 
obtained. 

Developers have little incentive to restrict supply themselves, except where 
they are flooding small local markets with particular types of property.  Typical 
houses last a long time, so that new supply is only ever a small fraction of 
total stock.  

21. Gilg A (2009) Perceptions about land use. Land Use Policy 26S
22. Generalised Land Use Database – data for 2005 
23. Current densities calculated for England by dividing total developed land by population
24. Valuation Office Agency. Property Market Report July 2009
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“Developers have 

little incentive to 

restrict supply 

themselves, 

except where they 

are flooding small 

local markets with 

particular types of 

property”

  

Table 1: Land Use in England

Land Use type % of total    
   land area  

All agriculture, of which: 72.3%

Grasses & rough grazing 37.1%

Crops & fallow 30.0%

Other agriculture 5.1% 

Forestry & Woodland 8.6%

Other green space 6.9%

Water 2.6%

Developed, of which: 10.0% 

Housing  1.1%

Gardens 4.3%

Non-domestic buildings 0.7%   

Roads  2.2%

Other 1.7% 

Source: Land Use Futures

As a result, the price of housing is set by the second hand market, and an 
increase in new supply will only bring prices down gradually (unless a policy 
change also affects future expectations).  Much is made of the land-banks 
held by developers, but this is a rational response to the uncertainty generated 
by the planning system, as argued in the government-sponsored reviews of 
both Kate Barker and John Calcutt.25 

The brownfield-first policy has run its course

On first glance, a brownfield-first policy is highly attractive – derelict sites are 
redeveloped and open space is protected.  It is also popular with the general 
public, who haven’t been made aware of its negative effects.  A specific target 
for brownfield land was first established by the 1995 housing white paper, 
which aspired to 50 percent of all new dwellings being built on brownfield 
land.  In 1998 the incoming Labour government increased the target to 60 
percent. 26  

The target has been a remarkable success on its own terms, with the 
proportion rising from 56 percent in 1997 to 80 percent in 2008.27  Its popular 
appeal has meant that the target has been exceeded in many places that 
simply don’t have a brownfield ‘problem’, such as Cambridge, where the 
proportion has risen from 78 to 94 percent. 28  

The consequences have been unfortunate, though hardly unforeseeable.  
Councils have met the target by restricting development on non-brownfield sites.  

25. Calcutt J (2007) The Calcutt Review of House-building Delivery
26. Bramley et al (2010) The implications of housing type/size mix and density for the affordability and viability of 
new housing supply. NHPAU
27. CLG Live Table P211
28. CLG Table P213.  Time period considered is 1993/96 to 2005/08
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“After fifteen 

years of 

brownfield-

first policy, the 

most suitable 

brownfield sites 

for housing have 

been developed”

As a result, the total supply of land for housing fell between 1995 and 2007, 
despite an increase in land prices of over 250 percent (Figure 6).  High land 
prices led to more expensive housing and to smaller dwellings too, as 
developers economised on their most expensive input, land.

Figure 6: Trough-to-peak changes in prices and supply

Source: VOA (land price); CLG (house price, housing supply, land supply). Data is for England only, except land 
prices which are for England and Wales. 

After fifteen years of brownfield-first policy, the most suitable brownfield sites 
for housing have been developed.  Pressure has also increased on sites that can 
qualify as brownfield but are cheaper to develop, such as gardens and playing 
fields.  In order for brownfield redevelopment to remain viable, prices will have 
to rise even higher.  The brownfield target is not a sensible housing policy.

Most brownfield land is located in places without strong demand.  Just 11 
percent of vacant and derelict land is in London and the South East, rising to 
21 percent when all brownfield is considered.29  Reaching the brownfield target 
at the national level implies restricting the growth of our most successful 
cities.  The brownfield target is not a sensible economic policy either.  

Cleaning up derelict sites that blight the local community should remain a priority, 
but in some cases a greening strategy might be more appropriate.  The brownfield-
first policy is a very blunt and expensive way to deal with the brownfield problem. 
It has run its course and should be scrapped as a national target.

There is too much green belt

Green belt is another popular, but misunderstood and expensive policy.  The 
government has an important role in protecting land with major social and 
environmental value, including the UK’s 15 National Parks and habitats important 
for biodiversity.  Over half of all English land is protected from development 
including 1.6 m ha of green belt – 13 percent of England’s land area.  To put this in 
perspective, the land given over to green belt is one-third larger than that used for 
all forms of urban development and ten times that taken up by houses alone.  

29. CLG (2008) Previously-developed land that may be available for Development: England 2007
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“Open space is an 

important social 

good, but a greater 

priority should 

be placed on 

protecting urban 

green space rather 

than on the city 

fringe”

Green belts impose a serious economic cost on the UK by driving up prices 
and preventing our most successful cities from expanding.  Their main effect 
on urban residents is to drive up house prices and encourage more crowded 
cities. The problem is particularly acute for London, which is surrounded by 
over half a million hectares of green belt.  

Green belts are supported by 85 percent of survey respondents, although 
most people mistakenly believe their function is to protect the environment 
and wildlife.30  In fact, there is no requirement for green belt land to be of a 
high environmental, aesthetic or any other value.  Neither is it required to be 
accessible.  While some parts of it are outstanding natural assets, even the 
Campaign for the Protection of Rural England, classify 18 percent (290,000 ha) 
as ‘neglected’.31  

The main objective of green belt policy is to prevent urban sprawl.  While 
suburban living is favoured by a majority of the public, it is bitterly opposed by 
some policy-makers, in part because of its perceived environmental costs.  A 
comprehensive five year study recently concluded that the small differences 
between future land use options were overwhelmed by long-term social and 
economic trends.  Allowing a more market-led approach to development 
would increase household and transport carbon emissions by two percent, 
offset by reduced over-crowding, lower house prices and less damage to bio-
diversity due to water run-off.32 

The point is not to promote sprawl, but to reserve protection for land which 
has real value.  Open space is an important social asset, but safeguarding 
farmland at the city fringe should not be a high priority.  Research conducted 
for the Barker Review found that the public was prepared to pay ten times 
as much to protect urban green spaces as they were to protect any form of 
agricultural land.33  To quote Alan Evans, the current policy risks “the destruction 
of the urban environment of the many to preserve the rural environment for a few”.34 

Incentives to allow new development are too weak

Local authorities get little financial reward for promoting development, so 
it is not surprising that they often resist it.  Once councils allocate land for 
housing as part of their plan, its value immediately rises.  Currently, there is 
no effective mechanism for accessing this ‘planning gain’.  

Since 1990, councils have been able to negotiate compensation from 
developers to mitigate the impacts of new development.  The value of these 
‘section 106’ (s106) agreements was approximately £4bn in 2005/06, including 
40,000 affordable housing units.35  This is an incentive, but s106 is a very 
inefficient process, requiring complex negotiations that eat up planning gain 
and delay delivery.  

30. Foresight (2010) Land Use Futures. Making the most of land in the 21st Century
31. Natural England and CPRE (2010) Green belts: a greener future
32. University of Cambridge, UCL and UWE (2009). SOLUTIONS Final Report. ESPRC
33. Barker K (2006) Review of Land Use Planning – Interim Report – Analysis. HM Treasury
34. Evans A (1991) ‘Rabbit Hutches on Postage Stamps’ Urban Studies 28 (6) pp 853-870
35. Crook A, Henneberry J, Rowley S, Smith R & Watkins C (2008) Valuing planning obligations in England: Update 
Study for 2005/06. CLG 
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“If authorities 

were prepared 

to open up 

agricultural 

land for new 

development, 

they might 

raise significant 

revenues”

Other policies also act to reduce the planning gain available.  First, brownfield 
land is more expensive to purchase and to prepare.  Second, constraining 
the ability of new developments to meet household aspirations reduces 
their market price.  Third, negotiations between planning authorities and 
developers drain away value through transaction costs.  Recent research 
estimated the cost of providing information to planning authorities at around 
£140,000 per development, rising to £180,000 for sensitive sites.36  

In April 2010, s106 will be partly replaced by the new Community Infrastructure 
Levy (CIL).  CIL will enable councils to charge a set fee to all developers on the 
basis of the new floorspace created and to use the proceeds for infrastructure.  
The Conservatives’ Open Source Planning document proposed replacing CIL with 
a ‘single unified tariff’, though it is not clear how this differs from government 
proposals.  Both have an advantage over current arrangements in that payments 
are more transparent and transaction costs are reduced.  Developers will also 
benefit from reduced uncertainty.  If authorities were prepared to open up 
agricultural land for new development, they might raise significant revenues.

Figure 7 shows a stylised example of how local authorities attempt to capture 
planning gain in the current system.  

Figure 7: Capturing planning gain in the current system

When housing is built on farmland (‘greenfield’ development), there is a large 
gap between the value of the land for housing and for its alternative use, 
typically much larger than for brownfield sites.  Part of this planning gain will 
be captured by councils through s106, but much will be shared between land 
owners (who may have bought the land speculatively in the hope that land 
would be zoned for housing) and developers.

36. Allmendinger P (2010) Transaction Costs, planning and housing supply. RICS Research Report
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A fundamental problem remains in the overall system of local government 
finance, which leaves councils with little stake in encouraging development.  
Only 17 percent of council revenues are locally-raised, compared to an OECD 
average of 55 percent.37  Business taxes are collected centrally, while the local 
government finance settlement effectively washes away any increases in 
council tax revenue.  There is little financial or political gain for councils from 
encouraging development – in fact they can incur a short-term cost.

Policies are biased towards existing home-owners 

Both local and central government policy has consistently favoured the 
interests of those who already own houses, at the expense of non-home 
owners and of the wider economy. 

The housing market is a classic application of what economists call the 
insider-outsider problem, where there is a clear conflict of interest between 
those who own houses (‘insiders’) and those who don’t (‘outsiders’). 

New development can be costly for local insiders, who object to additional 
congestion, loss of open space and reduced house values.  Lower prices bring 
gains which are much bigger in aggregate, but are widely distributed amongst 
outsiders living in connected housing markets.  Not only does this make an 
anti-development bias rational for home-owners, but also for local politicians.  
The political costs of development are concentrated amongst relatively 
few local voters, while many of the potential beneficiaries live elsewhere.  
Moreover, there is little or no financial reward to offset the political costs.  

An excellent illustration of how the insider-outsider tension plays out is given 
by the prosperous town of Guildford, nestled in Surrey’s green belt.  It has 
a thriving local economy, with excellent train links to London and Reading, 
and average house prices of £270,000, 50 percent above the national average. 
Technically speaking, Guildford could easily accommodate many more houses 
since 96 percent of the district is open space.  Despite this, building rates in 
the town are well below the national average.  Of the new homes built, 98 
percent have been squeezed into the town’s meagre stocks of brownfield land, 
while 24,000 hectares of local green belt sits untouched. 

The outcome is probably a true expression of local preferences, but 
unfortunately this – and other cases like it – generate serious problems for the 
UK economy, as well as for many local people.  We need more development in 
economically successful places to make housing more affordable, to generate 
more jobs and to boost growth.  National government must defend the 
interests of outsiders.

37. Blochliger H & Petzold O (2009) Taxes or Grants. What Revenue Source for Sub-Central Governments. OECD 
Working Paper No. 706
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No party is tackling all dimensions of the problem

The chronic inability of housing supply to meet demand arises from the four 
inter-related issues set out above:

•	 National restrictions on land development are too tight

•	 Incentives for local authorities to enable development are too small 

•	 Transaction costs in navigating the planning system are too big

•	 Housing policy has been dominated by the interests of existing owners

With an election imminent, the political parties have begun to clarify their 
housing policies.  There are some welcome proposals, but no party has a 
programme that will be sufficient to tackle all dimensions of the problem.

Labour

Following Kate Barker’s review, the Labour government correctly identified supply 
as the fundamental housing problem, but has lacked boldness in tackling it.  
Setting a reasonably ambitious target of 240,000 new dwellings a year was a step 
forward, but there was insufficient recognition of the importance of building these 
in the areas of highest demand.  As a result, resources were pumped into new 
development in low demand areas, while green belt was resolutely protected.38 

The community infrastructure levy will finally be introduced in April, although 
it may not survive a future Conservative government.  CIL is a potentially 
welcome, if much delayed, innovation, but the rest of the local finance system 
has far too much central control and far too little local reward.  The culture of 
local and regional targets, whilst cumbersome and bureaucratic, has at least 
provided some voice for those outside the housing market.

Conservatives

The Conservatives have released three green papers relevant to housing policy 
– “Control Shift”, “Strong Foundations” and most recently, “Open Source Planning”.  
The party professes that it is pro-development and correctly diagnoses the 
lack of local incentives as an important drag on house-building.  

A Conservative government would match the additional council tax that local 
authorities earn from new housing, for a period of six years.  In addition, 
councils would retain increases in the value of business rates – also for six 
years.  Both of these proposals are a welcome step in the right direction. 

The average Band D council tax is £1175, so a council would earn approximately 
£7,000 for each additional dwelling, over the whole six year period.  If 1,000 new 
local homes were built, this would translate into £7m.  Sharing this between the 
existing population (which averages 140,000 per LA), would amount to around 
£50 per person – or £8 per year.39  An incentive of this size may not be sufficient 
on its own to persuade reluctant councils, who will find their power to resist 
development greatly strengthened by the abolition of regional planning. 
 

38. CLG 12 March 2009. Blueprint for long-term East Midlands growth unveiled. 
39. Assumes local authority population of 140,000 and Band D council tax at £1175 
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Liberal Democrats

The Liberal Democrats have also pledged to abolish housing targets, but the 
party’s commitment to greater local control over revenues would provide 
councils with financial incentives to promote development.  The party’s 
Treasury spokesman Vince Cable has pointed to the large number of empty 
houses as a solution to housing needs.40  

Where it can be done cheaply this is highly desirable, but a quick look at the 
figures show that it cannot be more than a small part of the solution.  300,000 
homes in England have been empty for longer than six months, which is only 
around one year’s worth of the new supply we need.41  Searching for a house 
takes time, so it is inevitable that some homes will be vacant at any given 
moment.  As a share of all homes, there are far fewer vacancies in England 
than in most European countries, and rates are lowest in the high demand 
areas of London and the South East. 42

The solution starts with strong leadership

Constructing a successful housing policy will require strong leadership from 
the next government.  All political parties have been happy to say that we 
need more houses, but reluctant to state the obvious, but more politically 
explosive implication – that more land needs to be given over to housing, 
particularly in high demand areas.  This should be made an important part of 
the UK’s future economic strategy.  The next government needs to make this 
case explicitly and it should guide the direction of subsequent policy reforms.  

National restrictions on land use must be relaxed

National limits on land use are too restrictive and should be eased.  It is 
time to abandon the brownfield target and instead to actively encourage the 
conversion of agricultural land of little social or environmental consequence 
into highly-valued housing.  Local councils should be responsible for deciding 
on the importance of redeveloping brownfield sites where appropriate.  Where 
derelict sites impose real costs on communities, they should be cleared – and 
in some cases it might be more sensible to consider designating them for 
green uses rather than aiming for on redevelopment.  

The wholesale retention of green belt is no longer in the national interest.  
Protection should be reserved for sites of outstanding national and 
international value and if existing green belt matches these criteria, it should 
be reclassified as such.  Where it does not, national protection should be 
revoked and responsibility passed to local authorities, who after all are 
much better placed to judge on sites of local importance.  Simply devolving 
green belt protection and brownfield regulation to local authorities will 
not be enough to ensure that enough of the right land comes available for 
development.  This is why real incentives are so vital.  

40. Speech at Cities Outlook launch, 18 January 2010 
41. Empty Homes Agency. Empty Homes Figures England 2009
42. See EU Housing Statistics table 3.4
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Give local authorities an incentive to allow development

Local authorities control the supply of land and there are two strategic options 
for persuading them to unlock housing supply.  The first is to give them real 
incentives to do so; the second is to dramatically reduce their discretion over 
new development.  The first must be the preferred option, because of the 
importance of appropriate spatial planning.

Incentives should come both by ensuring that a greater share of planning gain 
goes to the community, and from increasing the share of local government 
revenue that is locally raised.  The bigger the incentives and the more closely 
aligned they are to the value of new development, the more responsive 
housing supply will be to the geography of demand.  This will ensure that 
our economically successful cities can expand.  Bigger incentives would also 
require less bureaucracy to persuade and monitor councils and to ‘predict and 
provide’ what new housing is needed.

Real rewards will change local attitudes towards development and encourage 
councils to reduce unnecessary burdens on developers.  Councils will be more 
likely to bring forward imaginative proposals for new development, which 
might range from small urban extensions to larger new settlements and 
perhaps the development of unattractive green belt land.  

In principle, taxing planning gain is highly attractive.  The uplift in value from 
converting farmland into houses is so vast that capturing a large chunk of it 
could raise a lot of money.  Even better, the money doesn’t need to come in the 
form of a central government grant or reward.  

Sadly, all previous attempts to capture planning gain have foundered, partly 
due to the difficulties in estimating its value.  Kate Barker’s proposal for a 
Planning Gain Supplement was eventually scrapped, in favour of the simpler 
Community Infrastructure Levy.  

Time to pilot land auctions

As a way of getting around this, the next government should introduce a 
much more radical method for capturing planning gain: land auctions (see 
box for more detail on how they would work).  Auctions combine a number of 
very attractive features. 

First, they offer a way of extracting more of the planning gain (see Figure 
8). The crucial difference under an auction proposal is that planning gain 
is extracted at the same time as land is zoned for development.  While 
developers will still make a profit from building houses, less money will be 
made purely from speculating on which land will be zoned for development.  
Land auctions would strengthen the voice of those outside the housing 
market, by enabling councils to make (and share) large gains from new 
housing – we estimate that they could raise £60-100,000 per dwelling in high 
demand areas (see box, page 18).  
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Figure 8: Capturing planning gain in an auction system

Second, local authorities would bring forward land that is appropriate for 
housing, since the money raised would relate directly to its suitability.  Third, 
councils would retain, through local plans, the ability to shape the way their 
area looks and develops.  Fourth, auctions would happen only every few 
years, making the potential benefits of development much clearer to local 
authorities and to their voters.  

Auctions have been used in other public policy contexts, including the sale 
of mobile phone licences in April 2000, through which the government raised 
£22 bn. However, they would be a radical change and therefore we propose 
that there should initially be a relatively small number of pilots rather than 
wholesale change at a national level.  Taking part in the pilot should be 
voluntary, but the group must include some high demand local authorities, 
such as Reading, Cambridge or Guildford.  Rural and low-demand authorities 
should also be able to take part.

Councils should earn a greater return from attracting both residents and 
economic activity.  The next government should commit to increasing the 
proportion of local taxation that is locally raised, for example by relocalising 
all business rate revenues.  In areas without land auctions, CIL or a similar 
impact fee should be retained for now, with councils able to spend the 
additional revenues on whatever they choose.  
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How a land auction proposal would work

Land auctions were first proposed by Tim Leunig of the London School of 
Economics.43  Kate Barker’s final report on the planning system suggested 
that a pilot should be considered, but the proposals have not been taken 
forward by the government.  A two-stage land auction would work as follows:

•		 The council announces a periodic land auction, perhaps once every 
five years.

•		 In the first stage of the auction, landowners are invited to offer land 
for development – and the price that they would accept.

•  The council decides which land will be allocated for development as 
part of the local plan.

•  In the second stage of the auction, the council offers this land, now 
approved for development, for sale to the highest bidder. 

•		 To provide reasonable certainty for developers, the council will need 
to specify what form of development will be acceptable, and what 
infrastructure will be provided by the developer or by public agencies.  

•		 Providing the reserve price is met, the highest bidder wins the right to 
develop the land, in accordance with the specification set out in the 
local plan.

•  The council earns the wedge between the sell price of the landowner at 
and the buy price of the developer.  Suppose a sell price of £100,000 per 
hectare (more than five times the market value of agricultural land), 
and a buy price of £2.4m/ha (the average price of residential land in the 
South East, as at July 2009).  At densities of 30 dwellings/ha, the council 
would earn £76k per dwelling.  At land prices of £3m/ha, as found in 
outer London boroughs, and several areas of the East and South East, 
this rises to £98k per dwelling.  Infrastructure costs might reduce this 
by £10k per dwelling, depending on the form of development.

•  These estimates compare to per dwelling revenue of around £7,000 
from Tory council tax proposals and £10,000 from the Community 
Infrastructure Levy. 

We would suggest a number of further rules:

•		 The duration of the pilots should be for at least ten years and should 
be established by legislation, to reduce any temptation for land 
owners to delay sales. 

•		 Auctions should operate over the same spatial level as plans are 
made – at the level of district and unitary authorities – so that 
financial rewards are linked directly to land release.  

•		 Councils should co-operate with other authorities in the same city 
region on the provision of shared infrastructure.

•		 CIL, s106 – or an impact tariff – would not operate in auction areas. 

•		 Auctions should cover land for both housing and commercial uses, but 
not those for nationally-important projects such as nuclear power.

43. Leunig T (2007) In My Backyard: unlocking the planning system. London: CentreForum
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Government needs to protect the interests of outsiders

Without big enough incentives, the only way to prevent insider-power from 
restricting land supply is to reduce the discretion that local authorities 
maintain over development.  For this reason, land auctions are our preferred 
option.  Below we explore three alternative options, all of which should be 
seen as second-best solutions.

The simplest option is targets, which could be made more binding by tying a 
failure to meet them to a reduction in the grant from central government.  The 
disadvantage of targets is not only that they can become highly bureaucratic, 
but also that they encourage strategic behaviour.  To meet housing targets at the 
lowest local political cost, local authorities might only allow high density housing 
in places that are not obviously attractive places to live (eg next to the railway line).  

A second option is to simply reduce the discretion of local authorities to prevent 
development taking place when demand is most intense.  This could take the 
form of a general presumption in favour of development that is triggered when 
the value of land for housing passes a certain threshold level.44  Authorities would 
still be able to prevent development when there is a reasonable argument that 
the land has high environmental value or is highly prized by the community. 

This is not the same as the Conservative proposal for a presumption in favour 
of sustainable development, since this only applies to developments that meet 
the local plan – in other words a system very much like that already in place.

There is also a strong argument for reducing local discretion over the form 
of new development beyond that set out in local plans and design codes.  
Negotiation over the form of development introduces delays, raises costs and 
acts as a barrier to market entry. 

A final option is to bypass existing local authorities entirely by setting up 
new towns in high demand regions.  Before being designated as a New Town 
in 1967, Milton Keynes was just a village.  It now has a vibrant city economy, 
with the second highest share of private sector employment and with a bigger 
concentration of knowledge-intensive industries than all cities except Oxford, 
Cambridge and Edinburgh.45  In contrast to most of our other successful cities, it is 
also a star housing performer.  Between 1999/00 and 2005/06, it built 120 percent 
more houses per head than the national average and is comfortably the most 
affordable local authority in the south east region. Compulsory purchase enabled it 
to bypass insider power and the authority was able to develop a pro-development 
culture.  There is no green belt and the council took a relaxed attitude towards 
greenfield development, which provides around three-quarters of new dwellings.  

None of these options are particularly appealing – targets are bureaucratic, new 
towns require costly infrastructure and a presumption in favour of development 
would radically reduce local discretion.  But without much bigger incentives for 
development, they are the only ways to prevent our housing crisis getting worse.

44. Cheshire P & Sheppard S (2005) ‘The introduction of price signals into land use planning decision-making: a 
proposal’ Urban Studies 42 (4) pp 647-663
45. Centre for Cities (2010) Cities Outlook 2010. London: Centre for CitiesCities Outlook 2010. London: Centre for Cities
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Summary

This paper has argued that more land needs to be allocated for housing, 
particularly in high demand areas.  This is important not just to make housing 
more affordable, but to support our future economic prosperity.

A successful housing policy requires the next government to make progress 
on three fronts:

National leadership

•	 Make the case for more land to be provided for housing in the areas of 
highest demand, including on green belt where appropriate.

Real local incentives for development

•		 Pilot land auctions in a small number of local authorities, to boost the 
local incentives for development.

•		 Increase the amount of local taxation that is locally raised, starting with 
the relocalisation of business rates.

Relax national constraints on land development

•		 Abandon the national brownfield target, the benefits of which no longer 
justify its costs.  Priority land for development should be determined by 
local authorities.

•		 Devolve responsibility for protection of green belt to local authorities.  
National protection should be reserved for areas that have outstanding 
environmental or social value.
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