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SUMMARY OF KEY FINDINGS 

 

This report follows and builds on research undertaken for the Housing Market 

Renewal Pathfinder organisation Bridging NewcastleGateshead (BNG) during the 

summer and autumn of 2007 on ‘Modelling Future Markets’. A report on this work 

was published at the beginning of 2008. During 2009-10 an exercise has been 

undertaken entailing both an update to the previous model forecasts and some further 

development of the models.  

There were a number of reasons for undertaking an update and development of the 

study 

a) The severity of the economic recession and market downturn following the 

Credit Crunch 

b) Changes and clarification of specific development &  regeneration proposals 

in Newcastle and Gateshead 

c) ‘Growth Point’ proposals were under consideration a the time of the previous 

study but these have now taken more definite shape 

d) Refinements had been made to the models used, for example in research for 

another subregional housing partnership (West of England), and scope for 

further refinements could be identified. 

e) There was a possibility of generating additional useful output and analyses 

(e.g. on the issues of affordability and development viability) 

s.2   Key Findings on Wider Market Forecast 

Assumptions for future economic performance are that the North East region will 

continue to perform below the UK average but that Newcastle-Gateshead will 

perform somewhat better than the region, although not as strongly as in the early-mid 

2000s. The credit crunch and recession are reflected in a period of very low and 

negative income growth and a sharp rise and slower fallback in unemployment. 

Future supply of land for housing is assumed to reflect growth aspirations but actual 

output is modelled and likely net additions will fall well short of ‘Growth Point’ 

aspirations, although recovering to levels above those of the recent past. 

The model suggests some fall in prices from the peak in 2007 to 2009 and 2011, 

although the magnitude of this fall may be somewhat less than in some other regions. 

Future price growth from 2011 is expected to be below the national rate, albeit 

slightly higher in Newcastle than in Gateshead and some other regions.  

Affordability is expected not to change very much, with Newcastle relatively less 

affordable.  

Net migration to Newcastle-Gateshead may be expected to fall from a peak in 2007 

and to be mainly negative in the coming period. Nevertheless household formation 

is expected to be fairly buoyant , so that the two authorities’ household numbers 
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exceed official projection numbers even though average household size will be 
small and total population is unlikely to exceed 475,000.  

Social housing relets turnover will have fallen sharply since 2004, and may fall a little 

further to 2016 before increasing somewhat to 2021. 

Implications for BNG and partners’ policies and programmes include 

• not to plan in a way which relies critically on an immediate upturn in house 

prices and market activity 

• similarly, not to rely on a future rate of house price appreciation comparable 

with that experienced in the period 2000-2007 

• to plan for a credible range of future housing numbers, rather than a wholly 

aspirational level of growth which is unlikely to be approached 

s.3    Key Findings on Wider Market Scenarios 

Higher economic growth in the city region and the surrounding region would raise 

house prices, by c. 10% by 2021, with equal and opposite effect for lower economic 

growth, but only a small effect on affordability and vacancies. Higher growth would 

see more new private building and new household formation  in the city region, 

although not apparently more net in-migration.  

Varying the supply of housing through the planned release of more or less land 

requires a large change in planning permissions to get a modest change in 
completions. For example, reducing planning permissions flow by 50% would reduce 

output by 6-12% in Newcastle –Gateshead (but varying amounts in other districts), 

which would raise prices by about 3.5%. Reduced supply would reduce future 

household numbers. 

Systematic changes in the balance of planning policy for housing supply between core 

cities and peripheral areas were tested across a number of regions. Newcastle-

Gateshead city region is at one end of a spectrum, where it is difficult to change the 

stock of outstanding permissions dramatically by turning on or off the tap of new 

permissions. The effects of this simulation are partly in line with expectations, 

although there are some counter-intuitive findings, particularly that higher supply in 

the periphery may also boost core supply and core household numbers. However, 
the scale of the effects are relatively moderate.  

Changes in the quality of core city housing and environment leads to a marked 

improvement in net migration balance and household numbers in the core cities. 

Alternative national scenarios and slight modifications to the model were explored in 

the light of comparisons with the CLG Affordability Model and prospective policy 

developments. These revised forecasts show somewhat lower new building and higher 

price growth in the future in all areas, but particularly in the south. 

Composite optimistic and pessimistic scenarios constructed around this revised 

central forecast reflect a mixture of economic, supply and environmental factors. The 
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optimistic scenario shows slightly higher prices (2-3%), 10-18% more 

housebuilding, and 2.3-2.0% more household numbers by 2026. The pessimistic 

scenario shows a bigger shortfall in prices (9-10% in 2016) but smaller negative 

impacts on new build and households.  

Implications of these scenarios for policies and programmes include the following 

• plans related to the central scenarios should be robust to a range of variation in 

economic performance of the region 

• it is quite difficult to change the balance of new supply between core and 

periphery in the North East because of the extent of committed supply 

• reducing supply in the periphery could have some marginal benefits for 

markets in the core, but the extent of these impacts is limited 

• it is clearly worth continuing to improve the environment in the urban core 

areas to bring about more favourable demographic and market scenarios 

• uncertainties about the future course of planning for housing policies 

nationally will have more impact on outcomes in the south than in the north. 

• an optimistic scenario could see more new housing investment and more 

households in the core urban areas, without much penalty in terms of higher 

prices and worse affordability 

• however, there is a tangible risk of a more negative outcome in terms of house 

prices 

s.4   Key Findings on Neighbourhood Level Prospects 

New build rates rose in the early 2000s in many deprived and urban areas, although 

these areas are now sharing in the general cutback. In the next decade new build is 

expected to expand first in some areas then in others, although not all BNG areas are 

expected to see expanded output. Nevertheless there is a general spatial association 

between new build rates and BNG Growth Areas. 

While overall social renting will gradually decline and private renting increase 

significantly, with owner occupation stalled, in BNG’s areas of major intervention 

there will be a more rapid fall in social renting and a rise in owner occupation.  

Overall poverty will rise somewhat to 2011 before continuing its longer term 

decline. The larger reductions in poverty will be in BNG areas subject to more 

new/redevelopment.  

Vacancies are expected to decline overall, with a convergence of previously high 

neithbourhood rates closer to a norm, although some inner city areas will continue to 

have somewhat higher rates of vacancy. 

House prices tend always to be lower in deprived areas, with differentials narrowing 

in downswings, and widening in upswings, with deprived/urban areas ‘catching up’ 



 4 

later in the boom periods. Newcastle prices are more widely-spread and more 

volatile than Gateshead prices, with some areas of very high prices near the city 

centre and favoured suburban areas.  

Although there are some local variations, the broad trend in the forecast is for 

higher priced areas to show more price growth in the future.  

Implications for policies and programmes 

• it is not unrealistic to plan in the medium term for BNG Growth Areas to take 

a substantial share of new build activity, although in some weaker areas 

viability problems may limit activity in the near future 

• it should not be assumed that there will be a continued overall growth of 

owner occupation, with falls in social renting balanced more by rises in the 

share of private renting 

• nevertheless in BNG areas there is the prospect and potential of greater shifts 

to owner occupation 

• while BNG areas will remain relatively poor, the gap in terms of poverty rates 

will narrow and with households less likely to be struggling there may be 

better prospects for local businesses and for the performance of local services 

like schools 

• the problem of managing large numbers of vacancies may be less than in the 

past, although city centre areas will still need rather more management of 

vacancies and turnover 

• the varying level of prices, as well as their greater volatility, in Newcastle may 

pose some more challenges in terms of affordability of offer in some of the 

BNG areas in Newcastle 

s.5  Key Findings on Local Scenarios 

Significant changes at neighbourhood level in factors such as school performance 

and housing/environmental improvement may be expected to impact on the 

popularity and value of housing. 

Exploration of optimistic and pessimistic scenarios suggested that the downside 

risks to house prices could be considerable.  

Some areas seem likely to be more sensitive to better or worse scenarios, 

particularly Bensham-Teams, Scotswood-Benwell and Elswick Discovery.  

While more optimistic scenarios would reduce poverty more, and see more relative 

shift from social renting to owning as well as more new building, there would 

probably be an effect on increasing vacancies. 

Viability problems appear likely to affect some BNG areas in the shorter term, and 

although price rises by 2016 should bring these back into viability, the general 
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imposition of higher costs (e.g. for low carbon homes) would bring viability 
problems back into the picture, particularly on the more pessimistic scenario. 

Implications for policies and programmes 

• Measures to support and reinforce enhanced school performance in BNG and 

neighbouring areas could bring valuable secondary benefits in terms of area 

popularity and reputation, and the performance of the housing market 

including viability considerations. There would be a virtuous circle of 

improvement in schools and housing given changes in the tenure balance and 

more stability of family populations.  

• Improvement of poor quality housing and its immediate environment could 

also contribute to a similar virtuous circle.  

• For those BNG areas shown to have more sensitive prices then specific 

schemes should be adequately tested for viability and robustness marketing 

approach in the face of varying conditions 

• Paradoxically, vacancies may be somewhat higher under more optimistic 

scenarios, so overall performance should be assessed against a basket of 

indicators 

• There is a general tradeoff between development viability in the weaker BNG 

areas and the speed and level of environmental/energy/low carbon standards 

introduction. This tradeoff is more difficult in more pessimistic scenarios 

S6. Key Findings  on Viability 

The analysis demonstrates that economic viability differs greatly on a site by site 
basis. Within the area of Newcastle-Gateshead the viability of individual sites will 

differ according to: 

• the location of a site and the strength of the housing submarket it is situated in; 

• the density of a site and the specific mix of dwellings; 

• and, the costs associated with developing the site 

Additional development costs, such as building to CSH level 4 or 6, or providing a 

percentage of units as affordable housing, will lower residual values on all sites. 
However, because of the differences outlined above, the implications those factors 

have on a site’s variability will vary. 

In higher value markets, high house prices absorb development costs without 

significantly affecting viability. It is also likely that house prices will rise faster in 
areas which are in high demand. As house prices rise, higher development costs can 

be endured. This is demonstrated by the Newcastle Great Park site. 

In lower value markets residential development struggles to be viable even with 
100% market housing. The viability of lower value sites, such as Walker Rd. is 

highly dependent on the value of the land on which the site is developed. For any 

affordable housing to be provided on a site like Walker Rd. grant funding will be 

needed.  
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While sites in middle value markets such as Felling, Benwell and Bensham perform 

well with 100% market housing, their viability is acutely affected by increased costs. 
The ability of sites in these markets to cope with increased development costs in 

future will be highly dependent on the rate of market uplift. In middle value markets 

some aspirations are achievable, but not all. On these sites it is the cumulative impact 

of costs which poses a problem for viability. This could suggest a need for 

prioritisation 

Implications for policies and programmes. 

• Some prioritisation of areas and schemes will be necessary given market 

conditions 

• The most favoured Growth Areas are likely to be viable under all conditions, 

and these areas could accommodate some social/affordable housing without 

subsidy 

• Some of the weakest areas may not be early priorities for investment given  

limits on the public subsidy likely to be necessary 

• Inclusion of social housing within new build in the weaker areas may be 

questionable, both on viability grounds and in terms of changing the social 

mix in the wider area 

• Inclusion of LCHO within new schemes in BNG Growth areas seems 

appropriate as a way of stretching limited subsidy, widening affordability in 

some cases, and getting more stability and family home ownership presence in 

these areas 

• Policy on the implementation timescale for the Code for Sustainable Homes is 

a national matter. However, one may anticipate some debate about the level 

and timing of this commitment given the public spending situation, and the 

arguments that existing stock is more important for achieving emissions 

reduction (this in turn may provide some pointer to future activities for 

housing renewal teams). 

s.7  Key Findings on Affordability 

Newcastle has the lowest affordability in the North East, but this is similar to the 
England average, with 38% able to buy in 2007. Gateshead has easier affordability at 

45%, although still somewhat lower than the region. 

Only 23% of families could buy a 3-bed home in Newcastle, and only 26% in 

Gateshead, compared with 33% in the region.  

Relative unaffordability does not necessarily mean a high need for new social 

housing, given the existing supply, but it helps to account for continuing movement 

of households (especially households) out of the core cities.  

Private renting is much more affordable than buying, with over 50% in Newcastle 

and 63% in Gateshead able to rent. In this circumstance the continued growth of the 

sector may be expected.  

New build homes in BNG areas are unlikely to be the most affordable option in the 

wider local market. LCHO could provide an affordable offer on medium density 

schemes. Some BNG areas are relatively cheap places to live and the challenge may 

be to find a positive way of marketing this.  
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Implications for policies and programmes. 

• Affordability of home ownership is an issue, particularly for families and in 

Newcastle. However, that does not necessarily make a case for more social 

housing provision, given existing supply. 

• There is some case for LCHO provision in BNG areas, on grounds of 

affordability, population mix and stability 

• Creating attractive environments with affordable, good value housing products 

for families within the urban area can help Newcastle & Gateshead improve 

their retention of these groups, improving the overall household and 

population growth and helping indirectly to deliver better services such as 

schools. 

• The private rented sector has increased and looks set to increase its role 

further, not least in BNG Growth Areas. The Councils with BNG should 

monitor conditions and behaviour in the sector, pursue voluntary accreditation 

and enhanced regulatory enforcement where appropriate,  to ensure no 

deterimental effects on quality of life for other residents. 
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1. INTRODUCTION 

 

1.1 The Project 

This report follows and builds on research undertaken for the Housing Market 

Renewal Pathfinder organisation Bridging NewcastleGateshead (BNG) during the 

summer and autumn of 2007 on ‘Modelling Future Markets’. A report on this work 

was published at the beginning of 2008, key findings from which are summarised in 

Box 1 below. During 2009 an exercise has been undertaken entailing both an update 

to the previous model forecasts and some further development of the models. This 

report covers both the update and some developments in the modelling, for example 

around improvements in the social and physical environment, and some additional 

substantive issues, particularly development viability and affordability.   

The research was carried out primarily by Glen Bramley, Sotirios Thanos and David 

Watkins at the School of the Built Environment, Heriot-Watt University. The 

Viability analysis in Chapter 6 was undertaken by Kathleen Dunmore and Catherine 

Gilbert of Three Dragons. In this study we have been assisted by BNG staff, 

particularly Karen Anderson and Andrew Sloan, and by members of an advisory 

group drawn from partner organisations.  

This introductory chapter proceeds by discussing the reasons for doing the update in 

terms of major changes in the market since 2007, some developments in housing and 

planning policies, and the issues arising. It also briefly outlines the models used and 

the ways these have been enhanced. 

Box 1  Key Points from Previous (2007) Study 

• House prices will rise more moderately in the coming period than they did in the period up to 2006 

• NewcastleGateshead will continue to grow in terms of household numbers, while still seeing some 

relative loss of older households to surrounding areas 

• Housing vacancies should fall somewhat from their current levels, partly helped by continuing 

demolitions of obsolete stock 

• Higher economic growth would increase prices, without worsening affordability, but would not 

necessarily attract more households to the cities 

• Increased land supply would increase new building and reduce prices, improving affordability, 

whilst also increasing household numbers 

• A comprehensive renewal package would further increase migration and household growth for 

NewcastleGateshead while only raising prices slightly 

• New development will be concentrated in certain neighbourhoods, including some central 

locations, and these areas will see the greatest change and transformation 

• BNG ‘areas of change’ will see substantially more home ownership, less poverty, less flats and 

less vacant housing by 2018 

• A larger programme of comprehensive renewal would increase the extent of these changes, whilst 

a lack of future investment in market renewal would leave these areas in something much close to 

their current state.  
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1.2 Reasons for Update 

There were a number of reasons for undertaking an update relatively soon after the 

original report. 

a) The severity of the economic recession and probable market downturn 

following the Credit Crunch (initial problems in the banking sector were 

apparent at the time of the previous study, but the major crisis of late 2008 had 

not developed) 

b) Changes and clarification of specific development &  regeneration proposals 

in Newcastle and Gateshead 

c) ‘Growth Point’ proposals were under consideration a the time of the previous 

study but these have now taken more definite shape 

d) Refinements had been made to the models used, for example in research for 

another subregional housing partnership (West of England), and scope for 

further refinements could be identified. 

e) There was a possibility of generating additional useful output and analyses 

(e.g. on the issues of affordability and development viability) 

The aim was to undertake a basic update first and to report on this, and then to address 

possible additional elements as mentioned in e) above. Inevitably, the process of 

updating data and agreeing key assumptions about economic scenarios took longer 

than anticipated. In practice, updating has been accompanied by further model testing 

and improvement. In the process it has been possible to present evidence on some of 

these further issues, particularly development viability, which are of particular interest 

to BNG and its partners.  

1.3  The Models 

The research has involved adapting and refining existing market models, originally 

developed in previous projects, and then applying these to the NewcastleGateshead 

context. Two distinct, but linked, models are used.  

The first is a ‘Housing Market Area’ (HMA) level model which predicts key market 

variables (new build, prices, affordability, migration, household growth, vacancies, 

turnover) for larger spatial units on an annual basis for a period of 26 years (2000-

2026). This is a refinement and adaptation of an existing model which has been 

developed over a number of years. Chapter 2 in the previous report describes this 

model, and explains the ways in which we modified it for this exercise. Chapter 2 of 

this report presents a baseline HMA-level forecast using this model, which places 

Newcastle and Gateshead in their wider regional and national context. Chapter 3 

reports on the outcomes from using this HMA-level model to explore a number of 

alternative scenarios, relating to a. the performance of the local and regional 

economies, b. the amount and location of new housing supply provided for through 

the planning system, and c. the extent of environmental improvement effected by 

HMR and other intervention in NewcastleGateshead and similar cities.  



 10 

The second model forecasts Changes at Ward Level associated with the higher level 

market forecasts from the first model. This model was newly developed for the 

previous BNG project, although it makes some use of calibrated relationships between 

changes in key variables over medium time periods derived from a previous research 

project (JRF Transforming Places) study. Like the first model, it is run for all areas in 

England (about 7,800 wards), and thus can in principle be applied to other subregional 

areas. However, for wards within NewcastleGateshead additional specific data inputs 

and assumptions have been incorporated, based on discussions with BNG and local 

data generated by BNG and partner organisations. This model forecasts changes to 

target dates (2009, 2011, 2016 and 2021) and compares with base period values 

(2005/06/07/08 as available). Variables forecast include new build, mix, tenure, 

prices, vacancies, and poverty rates. Chapter 4 describes the model, including some 

improvements, and its baseline forecasts in detail, highlighting in particular the 

implications for BNG ‘Areas of Change’ and ‘Growth Points’ (matched 

approximately to wards). Chapter 5 reports the results of comparing scenarios with 

different planning policies/interventions, at this neighbourhood scale.  

Figure 1 provides a schematic picture of how the two levels of model work together.  

We believe that this two-level modelling structure is an appropriate way to analyse 

local housing markets. Our previous work has demonstrated that the factors which 

influence change at the market area level can differ somewhat from those which 

influence neighbourhood level change. At the same time, neighbourhood markets are 

part of wider markets and it is essential that these lower level forecasts are consistent 

with higher level estimates. It is a particular feature and strength of our approach that, 

by running the two levels of model in tandem and linking their results, such 

consistency can be guaranteed. In the process, the models provide information about 

the potential interactions and spillovers between what is happening in a locality and 

what is happening in wider market areas. The need to recognise such interactions is 

central to the philosophy underpinning both the HMR programme and the new 

approach to Strategic Housing Market Assessment ushered in by the CLG Guidance 

document published in 2007.  

Figure 1: Schematic View of Housing Market Models 
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2.  Market Area Model and Baseline Scenario 

2.1  Improvements to the Model  

Most of the improvements to the higher level market area forecasting model were 

carried out when adapting it for use in the Strategic Housing Market Assessment 

(SHMA) for the West of England Housing Partnership ( group of six local authorities 

in representing the Bristol city region). However, some further improvements have 

been identified and incorporated in this BNG update.  

• The model runs further forward, to 2026 rather than 2018 

• Key values, particularly house prices, are controlled for approximate 

consistency with observed actual value up to 2008 

• Key economic data (e.g. job growth) reflects actual local performance up to 

2006 

• Effects of ‘credit rationing’ on prices, supply, household formation and other 

factors included for years after 2008 (gradually wearing off)   

• More detailed and up-to-date information on land available with planning 

permission for housing have been incorporated, for the the whole country 

based on the Emap-Glenigan database and for areas in the Nortth East based 

and South West based on local SHLAAs and Growth point analyses 

• The way the model estimates job growth and unemployment has been revised 

2.2  Central Economic Scenario 

The national economy has experience a dramatic and largely unanticipated turnaround 

since 1997. This has resulted from the unprecedented turmoil in the financial markets, 

particularly following the collapse of Lehman Brothers in 2008. The housing and 

property sector has been severely affected by what might be termed a ‘mortgage or 

credit famine’. The rest of the economy has been affected to varying degrees by this 

and by the consequential effects on world trade of similar downturns in the other 

major economies. At the time of writing there are some signs of a stabilisation or 

modest upturn following a period of severe downturn. Our advice, and that of other 

economic commentators, would be to urge considerable caution about the economic 

prospects for the coming period. Financial markets are still fragile and lending has not 

fully recovered. Unemployment will almost certainly continue to rise for some time.  

Despite these uncertainties, we still need to make some forecasts or assumptions 

about economic conditions in the coming period. The assumptions made have been 

subject to discussion at several successive advisory groups with local and regional 

officials, particularly those with a responsibility for economic and demographic 

statistics and forecasts
1
. The following elements of our approach are important:  

                                                 
1
 The economic scenarios were signed off by the Research Steering Group, that included the Regional 

Development Agency and Tyne and Wear Research Institute  
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• We use the latest average of independent macro economic forecasts for 

medium term (2009-2013) published by H M Treasury 

• Recent job growth reflects actual (ABI 2002-06), but future job growth 

reflects general perspective of each scenario overlaid on past performance (for 

rest of country, partly based on recent regional performance, partly based on 

longer term performance distinguishing more and less ‘urban’ parts of broad 

regions.  

• Severe recession anticipated, with GDP down by -3.9% in 2009, only up by 

0.2% in 2010,  1.9% in 2011, and 2.4% in 2012 

• Unemployment roughly doubles by 2010 and takes 5 years or more to come 

town towards former levels. 

• Future job & income growth generally reflect longer term past patterns x 

broad region & urban/rural 

• As before, we assume that  Newcastle and Gateshead (N&G) will do a bit 

better than the rest of the NE region, but a bit worse than England (except in 

most favourable scenario.  

Table 1 sets out the effects of these assumptions, as worked through the model, in the 

baseline forecast.  

Table 1: Implications of Key Economic Assumptions in Baseline Forecast 

 

Job 

Grwth 

Job 

Grwth 

Job 

Grwth Unemp Unemp Unemp 

Area % pa % pa % pa % 30-44 % 30-44 % 30-44 

  2003-06 2008-11 2013-16 2006 2011 2016 

Newc&Gates 1.63 0.41 1.41 4.42 8.53 4.19 

RoNE 0.84 -0.38 0.62 4.51 8.54 4.28 

England 0.47 -0.16 0.84 3.70 6.71 3.35 

       

 Hhd Inc Hhd Inc Hhd Inc GVA GVA GVA 

 % pa % pa % pa % pa % pa % pa 

  2006-11 2011-16 2016-21 2006-11 2011-16 2016-21 

Newc&Gates -0.52 1.92 1.42 0.52 2.02 1.88 

RoNE -0.67 1.77 1.27 0.00 1.93 1.81 

England -0.46 1.99 1.50 0.39 2.40 2.36 

 

Job growth in N&G was well above regional and national rates in the early 2000s. 

This is expected to fall to a lower level in 2008-11, but still positive, and hence better 

than RoNE and England. Job growth recovers by 2013-16, but less in NE & N&G 

than in England. 
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Unemployment rises from 4.4% in 2006 to 8.5% in 2011, but falls back to 4.2% by 

2016. N&G are similar to RoNE on this indiscator, butr remain worse than England.  

Household incomes are expected to fall in real terms over the period 2006 to 2011, 

while growing at nearly 2.% pa from 2011-16 slightly slower again (1.4%) after 2016. 

N&G see slightly higher growth than RoNE  but slightly lower than England. 

Gross Value Added (GVA) growth is related, but also combines real income with the 

effect of household growth. In the  period 2006-11 N&G growth is similar or slightly 

better than England at 0.5% pa. However, after 2011 the growth rate in N&G is 

expected to fall short of the national rate (c. 2.4%) by about 0.4%, with RoNE 

performing slightly more poorly than N&G.  

2.3  Baseline Housing Supply 

Our broad approach to the supply side is to take the post-July 2007 Government 

aspiration for total output, that it should rise to a level of around 240,000 net additions 

per year around 2016. The starting point was RSS numbers as they were before this, 

with scaling up by a variable proportion depending on the region (more in the south 

than the north). In the North East for this run we have tried to make it broadly pro rata 

the Regional Spatial Strategy (RSS) as revised (upwards) in 2008.  

It is very important to understand that the model does not feed in a new build supply 

number, but rather it feeds in varying flows of new planning permissions. These add 

to the existing stock of outstanding permissions, and interact with a lot of other 

factors in the econometric model to predict private completions. This approach is 

intended to reflect reality, but it means we cannot stipulate a precise new build figure.  

Modifications have been made to the model to try to incorporate the impact of the 

Credit Crunch. These include sharp reductions in the flow of new planning 

applications and hence permissions, a temporary increase in effective construction 

cost due to the availability, terms and cost of credit. In addition, prices are forecast to 

fall, because of corresponding and wider factors on the demand side, and this 

reinforces the downward pressure on construction output. Figure 2 shows forecast 

new housebuilding rates. 
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Figure 2 

New Private Housebuilding Output Rate 2000-2026
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As a result of these factors, a sharp drop in new building in 2008-09 is forecast. This 

seems realistic and unavoidable.  In this forecast, new build is shown to recover to 

previous levels rather quickly, before growing more slowly towards the government’s 

aspirational level. The speed of recovery generated here may be on the over-

optimistic side, if it is believed that the disruption of the industry is serious. A more 

optimistic view might be that the current portfolio of sites exist and could be started 

again quickly if viable.  

However, the question of viability is important, and considered more fully below. The 

evidence presented there on viability would suggest that the downside risks are quite 

significant here.   

The chart shows a broadly similar pattern between the different areas. In general, 

N&G, and is surrounding areas, have lower private housebuilding rates than England, 

and that is forecast to continue to be the case. Newcastle is expected to increase its 

rate relative to the early 2000s, more than Gateshead. One other region is shown for 

comparison, the North West. Generally the NE areas are expected to build at a higher 

rate than the NW in the future.  

Table 2 shows the absolute gross completion numbers generated by the model, 

combining private and social. Average rates for various periods are compared with 

RSS numbers from the 2007 and 2008 versions. Apart from the dip in 2008-09, 

numbers are on an upward trajectory, particularly in Newcastle but to some extent in 

all of the areas shown. 

The Table appears to show that Gateshead numbers for the whole period exceed 2007 

RSS but equal 2008 RSS, while for Newcastle although whole-period numbers fall a 

bit short by 2016-26 numbers would equal RSS 2008. Similar comments apply to the 

Rest of Tyne & Wear (RoTW) and the Rest of the North East (RoNE). 
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However, this is actually misleading, because the output numbers are gross 

completions, not net additions. 

 

Table 2: Gross New Housing Supply Completions and Regional Spatial Strategy 

(RSS) comparison by Area 2000-2026 

Year Gateshead Newcastle RoTW RoNE England 

2000 591 452 1,375 3,752 157,807 

2002 469 432 1,462 3,322 145,259 

2004 589 516 1,442 3,445 154,262 

2006 601 604 1,262 3,650 159,302 

2007 590 745 1,400 2,171 168,259 

2008 209 569 483 920 118,805 

2009 166 409 280 599 81,156 

2011 610 678 1,524 3,595 181,078 

2013 689 833 1,740 4,063 206,337 

2016 727 919 1,916 4,376 217,127 

2018 700 845 1,765 4,176 210,588 

2021 725 866 1,759 4,368 221,464 

2026 792 939 1,858 4,689 245,179 

Ave’06-26 581 741 1,399 3,261 180,930 

Ave 11-16 675 810 1,727 4,011 201514 

Ave 16-26 717 877 1,814 4,307 216393 

RSS 2007 435 790 1,510 3,840  

RSS 2008 580 880 1,760 4,360   

 

Planning numbers for housing are typically expressed in terms of net additions. This 

number adjusts completions for demolitions (negative) and conversions (positive for 

gains from non-residential and subdividing conversions, negative from conversions of 

bedsitters or flats back to houses). Table 3 below shows figures for Newcastle & 

Gateshead combined with a column to the right for net additions, adjusting for 

demolitions. 

The net additions figures are clearly lower, because demolitions are significant in 

N&G and indeed elsewhere in the regions. BNG are involved in some areas where 

demolition is part of the strategy. We discuss later the potential implications of this 

for quality issues and vacancy outcomes.  

Table 3 shows that net output levels do indeed fall considerably short of the RSS 

planning numbers. It also contains a column with figures for the ‘Growth Points 

Trajectory’, which represents a more aspirational level of output, very much higher 

than recent historical levels.  

It is clear that the forecast outputs do therefore fall short of both the recent planning 

numbers, and by a wider margin short of the aspirational levels. This may be seen as 

‘disappointing’ but we would argue that our forecast is realistic – indeed, in the period 
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2011-13 or so it may be a bit optimistic. It is now unavoidable that there will be 

significant dip in output during the post-Credit Crunch period. This pulls the overall 

average numbers down further.  

Table 3: Comparison of Modelled Gross Completions, RSS, Growth Point 

Trajectory and Net Additions*  for Newcastle and Gateshead 

 New Completions Grwth Pnt 
Net 
Add- 

Year Model RSS Trajectory  itions 

  N&G N&G N&G  N&G 

2000 1,043 700   

2002 901 700 1,237  

2004 1,105 1,135 1,553 597 

2006 1,206 1,135 1,450 363 

2007 1,335 1,135 1,495 658 

2008 778 1,135 985 266 

2009 574 1,135 820 62 

2011 1,288 1,525 2,160 773 

2013 1,522 1,525 2,635 1003 

2016 1,646 1,845 2,445 1119 

2018 1,545 1,845  1014 

2021 1,591 1,845  1052 

2026 1,731 1,845   1179 

Ave 06-26 1,322 1,460 1,199 749 

Ave 11-16 1,485 1,525 2,413 965 

Ave 16-26 1,594 1,845   1,061 

* Note: Net additions deduct demolitions from gross completions; we are unable to 

estimate any adjustment for conversions.  

We would argue that it is appropriate to have a central forecast which is realistic 

rather than aspirational. Although we can run scenarios with higher inputs of land 

release and (to some extent) social or subsidized housing output, it is doubtful 

whether even these would generate forecasts at the aspirational level.  

This raises policy issues about the role and presentation of the aspirational figures. 

They should probably not be treated as a likely outcome. They may still have a 

justification in planning terms, as a basis for site search and preparatory infrastructure 

planning, as this will give the industry a chance to be more responsive as and when 

demand is there (Barker 2004 emphasized the importance of providing a more 

responsive supply side, although this argument is probably more important for the 

southern regions).  

 

2.4  Prices and Affordability 

Figure 3 and Table 4 present the higher market area level forecasts for house prices in 

real terms over the full study period. The Figure shows that house prices rose up to 

2007 in all areas, although the rise in our study area was less than for England as a 
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whole. There is then a substantial price correction downwards to 2011. After that, 

price growth is resumed but at a more moderate rate, with increases in N&G and the 

NE at a lower rate than nationally.These forecasts are driven by the economic and 

supply scenarios described above, but also take account of transitory effects of the 

Credit Crunch using various devices in the model including the terms for Buy to Let, 

which is quite sensitive. 

 

Figure 3 

Real House Price Simulation 2000-2026
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The Figure shows that Newcastle prices are above those for other areas in the region. 

Gateshead prices are rather similar in their path to those for RoTW.  

Table 4 shows price changes from ‘peak to trough’ (2007-11). This indicates a real 

terms fall of 16% in N&G, similar in RoNE but slightly greater in RoTW. However, 

these falls are less than the national average fall of 29%. The model is indicating that 

prices were more over-inflated up to 2007 in other parts of the country.  

After 2011, the growth rates in the study area are lower than those forecast for 

England, but slightly higher in Newcastle than in Gateshead, RoTW and RoNE.  
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Table 4: Real House Price Forecast by Area 2000-2026 

Real HOUSE PRICES Real @2004 price levels  

Year Gateshead Newcastle RoTW RoNE 

Nth 

West England 

2000 54,572 61,920 56,165 56,425 62,787 81,400 

2002 63,462 73,822 64,011 66,736 75,345 99,454 

2004 91,765 117,961 92,622 93,678 103,192 124,903 

2006 92,912 117,488 99,564 102,571 110,211 157,235 

2007 94,789 117,504 100,761 105,393 112,004 179,230 

2008 77,458 93,703 81,534 85,047 90,719 152,428 

2009 89,567 105,388 88,552 96,745 104,839 138,225 

2011 79,436 98,190 79,070 89,122 97,756 127,216 

2013 87,624 109,412 85,538 98,065 106,625 140,561 

2016 94,098 119,911 91,876 103,877 112,782 154,328 

2018 90,945 116,156 89,030 99,774 109,590 153,580 

2021 93,679 120,409 91,808 103,332 113,732 165,250 

2026 107,845 139,353 106,216 119,770 131,203 195,216 

% Peak-trough -16.2 -16.4 -21.5 -15.4 -12.7 -29.0 

Pricegro04 3.8 4.5 3.3 4.3 4.7 5.1 

Pricegro0611 -3.1 -3.5 -4.5 -2.8 -2.4 -4.1 

Pricegro1118 1.7 2.1 1.5 1.5 1.5 2.7 

Pricegro0626 0.7 0.9 0.3 0.8 0.9 1.1 

Note: Price of a Nationwide ‘Type 3’ house; values for years up to 2008 are partially 

controlled to actual observed prices.  

Figure 4 shows the forecast trajectory for ‘affordability’, using a relatively crude 

measure, the average price over the average household income. This chart suggests 

that affordability will improve somewhat by 2011, compared with 2007, although not 

to the levels of the early 2000s. Thereafter, it will be relatively static although 

fluctuating a bit (up to 2016, down to 2021, up a bit to 2026). Newcastle will remain 

less affordable than other areas in NE, with Gateshead relatively more affordable.  

In our proposal we discussed the possibility of providing more sophisticated 

affordability measures as part of the enhancement to this study. This part of the work 

is reported in the final section 7.  
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Figure 4 

House Price: Income Ratio 2000-2021
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2.5 Migration and Household Formation  

Forecast household growth depends on new household formation and migration. 

Although we use official household projections as part of the basis for our forecast, 

we allow household numbers to vary in response to economic and market conditions. 

These affect both migration and household formation. 

We have reduced (international) migration slightly during slump; then it returns to 

previous ‘middle’ assumption (similar to 2002-03). There are clearly many 

uncertainties about future international migration, and later we comment on a test of a 

different assumption. Within-UK migration is forecast through econometric models 

which generate estimates for gross in- and out-migration. These models concentrate 

on core age group aged 30-44; migration by other age groups is assumed to be a 

constant markup on this (a possible limitation of the model).  

Figure 5 appears to suggest that positive in-migation to N&G peaked in 2007 and may 

be expected to fall significantly into the negative zone and remain there in the later 

period of the forecast. RoTW shows a similar fall. RoNE migration, by contrast, 

would fall less and then hover in the low positive area. This fall in migration balance 

for N&G is greater, in this latest forecast, than in earlier versions. We are not quite 

clear why this should be so.  

Household formation is affected by affordability (HPIR), now adjusted for credit 

rationing; this leads to a fall in period 2008-13, followed by a partial recovery, as 

shown in Figure 6. This chart shows gross household formation rates – the number of 

new households formed over a year which were not separate households at the 

beginning of the year, as a percentage of all households. However, the household 

formation story for N&G is consistently more positive than the national picture and 

also more positive than RoTW or RoNE. This helps to boost absolute household 

numbers, and to some extent offsets the negative picture from migration. N&G have 

higher household formation partly because of their central city function, attracting 
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young early household forming people. A corollary is a relatively low average 

household size, falling to only 2.06 persons by 2026.  

Household formation rates are relatively high in N&G, certainly compared with some 

areas in the south, particularly London and the SW, where household formation 

through the forecast period is suppressed by more difficult affordability. Household 

growth also affects the relationship between household income growth and GVA 

growth, as mentioned above. 

Figure 5 

Net Migration Rate (All) 2000-2026
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Figure 6 

Gross New Household Formation Rates by Area 2004-2026
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The overall effects of these factors on total household numbers is shown in Table 5. 

Notwithstanding the migration trends, the story on overall household numbers is 

positive for N&G. Forecast household numbers exceed the projection
2
 numbers for 

most of the period. By 2021, for example, Gateshead would have 2,500 more 

households than in the projection while Newcastle would have 3,500 more. By 

contrast, in 2021 RoTW is forecast to have 8,000 less household than projected, and 

RoNE 12,500 less. In 2026, N&G together would have 228,000 households, 

compared with 196,500 in 2000.  

For England as a whole, the model is forecasting a substantial shortfall between 

households forecast and households projected, reaching 1 million in 2021 (but falling 

a bit after that). The reason is sheer arithmetic – the likely number of new building 

additions is not enough to accommodate all these potential households – and the 

working through of affordability constraints on household formation, particularly in 

the south.  

Table 5: Projected and Forecast Household Numbers by Area 2000-2026 

Basis & Household Numbers      

 Year Gateshead Newcastle RoTW RoNE Nth West England 

Shortfall 

(Eng) 

Base2000 84,614 111,926 267,586 597,483 2,799,596 20,343,722  

 N&G 196,539      

Proj2006 86,000 115,000 276,000 629,000 2,940,000 21,518,000  

Fcst2006 86,633 115,856 275,227 636,569 2,948,424 21,528,660 10,660 

 N&G 202,489      

Proj2016 90,000 119,000 293,000 674,000 3,215,000 23,836,000  

Fcst2016 91,882 122,414 283,975 664,624 3,082,645 22,908,175 -927,825 

 N&G 214,296      

Proj2021 92,000 121,000 299,000 695,000 3,345,000 24,973,000  

Fcst2021 94,426 124,554 290,725 682,561 3,157,811 23,896,565 -1,076,435 

 N&G 218,980      

Proj2026 93,000 122,000 304,000 710,000 3,455,000 25,975,000  

Fcst2026 98,663 129,358 302,314 713,630 3,290,427 25,341,464 -633,536 

  N&G 228,020           

 

BNG and its partners may have population targets as well as household targets. Given 

the low and falling household size, these may be more difficult to achieve. The model 

suggests that population would not go much above 475,000 from 2016 onwards.  

 

                                                 
2
 References to ‘the projection’ refer to the previous 2004-based household projections, not the latest 

2006-based projections. There are some grounds for regarding 2006-based as being on the high side, 

because of the migration numbers being based on a period of unusually high international in-migration.  
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2.6  Other Market Outcomes  

The model can also predict other housing market outcomes, several of which are quite 

important for Housing Market Renewal. 

Figure 7 shows the predicted levels for housing vacancies in the private sector. In the 

recent past, Newcastle in particular has had relatively high vacancy rates. In the first 

period of the forecast, to 2013, vacancy rates are expected to fall and to converge 

somewhat on national rates, although these are also falling. The fall is partly an 

inevitable consequence of the fall in supply, as household growth runs ahead of 

dwelling stock. Vacancies are also reduced as a result of demolitions, although this is 

mainly significant at neighbourhood level. As output rises in the later period, 

household growth does not match this; therefore there is some rise in vacancies and 

moderation of price growth. 

Figure 7 

Private Vacancy Rate 2000-2026
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Figure 8 

Net Relet Rate 2004-2018
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Figure 8 presents the forecast net relet (turnover) rate for social rented housing. This 

is based on an statistical model fitted to data for the whole of England over the period 

1984-2004. The forecast matches observed trends of falling relets in the early 2000s, 

as the market tightened up to 2007. The fall was particularly marked, from a 

previously high level, in Newcastle and RoTW. There is a slight rise to 2010, then a 

further fall to 2016, a rise to 2021 and a fall again to 2026. In this later period N&G 

will be similar, higher than England rates but lower than RoTW and some other 

regions such as North West.  

s.2   Key Findings on Wider Market Forecast 

Assumptions for future economic performance are that the North East region will 

continue to perform below the UK average but that Newcastle-Gateshead will 

perform somewhat better than the region, although not as strongly as in the early-mid 

2000s. The credit crunch and recession are reflected in a period of very low and 

negative income growth and a sharp rise and slower fallback in unemployment. 

Future supply of land for housing is assumed to reflect growth aspirations but actual 

output is modelled and likely net additions will fall well short of ‘Growth Point’ 

aspirations, although recovering to levels above those of the recent past. 

The model suggests some fall in prices from the peak in 2007 to 2009 and 2011, 

although the magnitude of this fall may be somewhat less than in some other regions. 

Future price growth from 2011 is expected to be below the national rate, albeit 

slightly higher in Newcastle than in Gateshead and some other regions.  

Affordability is expected not to change very much, with Newcastle relatively less 

affordable.  

Net migration to Newcastle-Gateshead may be expected to fall from a peak in 2007 

and to be mainly negative in the coming period. Nevertheless household formation is 

expected to be fairly buoyant , so that the cities’ household numbers exceed official 
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projection numbers even though average household size will be small and total 

population is unlikely to exceed 475,000.  

Social housing relets turnover will have fallen sharply since 2004, and may fall a little 

further to 2016 before increasing somewhat to 2021. 

Implications for BNG and partners’ policies and programmes include 

• not to plan in a way which relies critically on an immediate upturn in house 

prices and market activity 

• similarly, not to rely on a future rate of house price appreciation comparable 

with that experienced in the period 2000-2007 

• to plan for a credible range of future housing numbers, rather than a wholly 

aspirational level of growth which is unlikely to be approached 
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3.  Regional and Market Area Scenarios 

3.1  Regional Economic Growth Scenarios 

The nature of different scenarios for economic growth was discussed with the 

Advisory Group, and in the light of these discussions we have constructed two 

scenarios for ‘high’ and ‘low’ economic growth in the North East region, with a 

particular emphasis on Newcastle & Gateshead  In other words, we are mainly 

interested in what would happen if the region’s relative economic performance was 

either better or worse than in the baseline. Traditionally, the NE has underperformed 

relative to England, and some continuing underperformance is embodied in the 

baseline. Our high growth variant is effectively equivalent to assuming growth in the 

NE at around the same rate as nationally, while our low growth variant is assuming a 

rather worse performance gap.  

Table 6 sets out the differences in key economic measures under these two scenarios, 

compared with the baseline set out in Table 1. Broadly speaking, the differences from 

baseline in the later period amount to a difference in GVA growth of plus or minus 

0.5% pa. There are corresponding differences in household income, job growth and 

unemployment. We have slightly amplified the differences for N&G vs RoTW/RoNE, 

to reflect the particular focus of this study on N&G and a view that the performance 

of the region’s leading city is critical to the wider regional performance. 

Although the differences are largely symmetrical, we reflect the discussions with the 

Advisory Group by assuming, in the lower growth case, that the labour market 

recovery from the recession is slower. Therefore the unemployment differences are 

not completely symmetrical, with persistence of higher unemployment in the NE 

affecting 2021 in particular.  
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Table 6: Differences in Economic Variables under High and Low Regional Growth 

Scenario 

DIFFERENCES HIGH GROWTH    

 

Job 

Grwth 

Job 

Grwth 

Job 

Grwth Unemp Unemp Unemp 

Area % pa % pa % pa % 30-44 % 30-44 % 30-44 

  

2003-

06 

2008-

11 

2013-

16 2006 2011 2016 

Newc&Gates 0.00 0.67 0.67 0.00 -0.22 -0.22 

RoNE 0.00 0.30 0.30 0.00 -0.10 -0.10 

England 0.00 0.02 0.02 0.00 -0.01 -0.01 

       

 Hhd Inc Hhd Inc Hhd Inc GVA GVA GVA 

 % pa % pa % pa % pa % pa % pa 

  

2006-

11 

2011-

16 

2016-

21 2006-11 2011-16 2016-21 

Newc&Gates 0.55 0.55 0.55 0.56 0.59 0.59 

RoNE 0.45 0.45 0.45 0.45 0.55 0.48 

England 0.02 0.02 0.02 0.02 0.03 0.03 

       

DIFFERENCES LOW GROWTH    

 

Job 

Grwth 

Job 

Grwth 

Job 

Grwth Unemp Unemp Unemp 

Area % pa % pa % pa % 30-44 % 30-44 % 30-44 

  

2003-

06 

2008-

11 

2013-

16 2006 2011 2016 

Newc&Gates 0.00 -0.67 -0.67 0.00 0.22 1.51 

RoNE 0.00 -0.30 -0.30 0.00 0.10 1.36 

England 0.00 -0.02 -0.02 0.00 0.01 0.99 

       

 Hhd Inc Hhd Inc Hhd Inc GVA GVA GVA 

 % pa % pa % pa % pa % pa % pa 

  

2006-

11 

2011-

16 

2016-

21 2006-11 2011-16 2016-21 

Newc&Gates -0.55 -0.55 -0.55 -0.55 -0.57 -0.63 

RoNE -0.45 -0.45 -0.45 -0.45 -0.54 -0.51 

England -0.02 -0.02 -0.02 -0.02 -0.01 -0.05 

 

The impact of these economic scenarios on housing market outcomes are shown in 

Tables 7a-7b and 8a-8b below, referring to years 2016 and 2021 for each block of 

indicators.  

Higher growth would lead to higher house prices in the North East, with the highest 

impact in Newcastle and the lowest in Cleveland. There would be very small price 

effects in the other regions. By 2016, prices would be 7.4% higher in Newcastle and 

6.9% higher in Gateshead; by 2021 prices would be nearly 12% higher in Newcastle 
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and 11% higher in Gateshead. Lower economic growth would have the opposite 

effect, with prices up to 10% lower in both years.  

Higher growth and prices would lead to higher private housebuilding output, which 

would be 3-5% higher in 2016 and 7-8% higher in 2021. However, in the latter year 

there would be more differentiation within the region, with output down slightly or 

not increasing much in Sunderland and Cleveland. (Tees Valley). The downside effect 

of lower growth and prices on output would be greater in 2016, 8-9% lower, but this 

impact would moderate slightly (about -6% for N&G).  

Higher growth would lead to higher vacancies, partly because of the higher output. 

But vacancies would be only about 3% higher in 2021. Lower growth would lower 

vacancies, but by a smaller amount, and this effect would be weaker, particularly in 

2016.  

Higher growth would have only a small impact on affordability (HPIR), because of 

the offsetting effects of higher incomes and higher prices. This ratio would be slightly 

lower in 2016 and slightly higher in 2021, but the differences are of the order of +/- 

1%. Lower growth would have slightly more effect, lowering the affordability ratio by 

3-4% in 2016, but this effect would be less in 2021.  

Higher growth would lead to more household numbers in N&G and the NE, but the 

differences would not be massive; 0.18% in 2016, 0.37% in 2021, 0.66% in 2026 

(1,500 more households). Low growth would lead to slightly less households, of a 

broadly similar order of magnitude.  

These differences in household numbers would result from positive effects on 

household formation, which would be about 3% higher in 2016 and 2021. Lower 

growth would have a similar but negative effect, which would be slightly larger in 

magnitude in 2021.  

Perhaps surprisingly, but accounting for the modest household impacts overall, is the 

finding that net migration would be slightly lower as a result of higher economic 

growth in the region, and vice versa. The differences are of the order of 0.03 to 0.06 

% points. From previous experience with this model and its predecessors, we can 

observe that migration is influenced in complex ways, so that the net effects are not 

always as might be expected. The negative relationship with growth probably reflects 

two points: firstly, the tendency for out-migration to be more stimulated by economic 

performance than in-migration; and secondly the effect of higher house prices. 

Lastly, the model suggests that higher economic growth would have a negative effect 

on net relet rates. Again, the effect is quite small in magnitude (2% in 2016, 3% in 

2021). This is probably due to the higher house prices.  

To sum up overall, the effects of relative economic performance of the region on 

housing market outcomes are quite modest. The most notable effects are a positive 

impact on house prices and on private housebuilding output, but with affordability not 

much affected.  
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Table 7a: Differences in Prices, Output, Vacancies and Affordability under High and Low Economic Growth in North East Region 2016 

DIFFERENCES Price  
Priv 
Outp  

Priv 
Vacs  HPIR  

2016 Diff %  Diff %  Diff %  Diff %  

Area Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro 

Gateshead 6.88 -8.60 5.43 -8.14 2.39 -0.70 -0.95 -3.45 

Newcastle 7.38 -9.48 5.36 -8.87 2.21 -0.43 -0.49 -4.38 

North Tyneside 6.58 -8.64 4.58 -7.52 3.17 -1.18 -0.06 -4.63 

South Tyneside 6.42 -9.15 4.80 -9.84 2.41 -0.45 -0.21 -5.17 

Sunderland 6.17 -8.15 3.60 -7.53 2.68 -1.03 -0.45 -4.12 

Cleveland 4.13 -6.31 4.50 -8.45 2.45 0.47 -2.36 -2.20 

Durham 5.04 -6.53 4.12 -5.91 2.87 -1.07 -1.51 -2.43 

Northumberland 6.05 -7.59 4.27 -6.11 3.29 -1.54 -0.56 -3.53 

Yorks & Humb 0.37 -2.37 0.59 -2.63 0.54 1.04 -0.71 -3.42 

North West 0.33 -2.57 0.71 -3.35 0.49 1.03 -0.75 -3.68 

East Mids 0.25 -1.95 0.49 -1.74 0.59 1.14 -0.82 -3.00 

West Mids 0.20 -2.67 0.54 -2.96 0.51 1.42 -0.88 -3.80 

South West 0.20 -1.30 0.48 -1.01 0.58 1.00 -0.88 -2.36 

East Eng 0.33 -1.87 0.50 -1.33 0.52 0.90 -0.76 -2.93 

South East 0.29 -1.72 0.52 -1.09 0.58 1.00 -0.79 -2.79 

London 0.42 -3.19 1.25 -4.68 -0.20 0.79 -0.67 -4.31 

Total 0.50 -2.50 0.79 -2.39 0.50 0.94 -0.78 -3.38 
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Table 7b: Differences in Prices, Output, Vacancies and Affordability under High and Low Economic Growth in North East Region 2021 

DIFFERENCES Price  
Priv 
Outp  

Priv 
Vacs  HPIR  

2021 Diff %  Diff %  Diff %  Diff %  

Area Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro 

Gateshead 10.98 -9.13 7.69 -6.08 3.09 -2.38 0.11 -1.36 

Newcastle 11.67 -9.73 8.31 -6.59 3.03 -2.24 0.72 -2.01 

North Tyneside 10.52 -8.81 6.81 -5.26 3.64 -2.94 1.36 -2.66 

South Tyneside 10.34 -8.76 6.76 -5.27 3.02 -2.26 1.19 -2.61 

Sunderland 10.36 -8.60 -0.75 0.93 1.46 -1.12 1.22 -2.44 

Cleveland 6.89 -5.41 1.05 -4.86 1.47 -1.58 -1.97 0.96 

Durham 8.11 -6.64 5.66 -4.30 2.74 -2.20 -0.85 -0.35 

Northumberland 9.62 -7.97 6.26 -4.74 3.72 -3.05 0.54 -1.77 

Yorks & Humb 0.66 -0.10 0.75 0.54 0.24 0.18 -0.43 -1.16 

North West 0.60 -0.06 0.88 0.61 0.20 0.17 -0.49 -1.14 

East Mids 0.46 0.17 0.62 0.55 0.23 0.27 -0.62 -0.91 

West Mids 0.37 0.14 0.65 0.58 0.17 0.35 -0.71 -0.95 

South West 0.39 0.34 0.61 0.59 0.23 0.22 -0.69 -0.74 

East Eng 0.52 0.36 0.61 0.58 0.20 0.21 -0.57 -0.73 

South East 0.49 0.40 0.63 0.60 0.25 0.23 -0.60 -0.69 

London 0.66 0.44 1.04 1.01 -0.36 -0.19 -0.43 -0.66 

Total 0.81 0.05 0.89 0.40 0.22 0.05 -0.53 -0.83 
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Table 8a: Differences in Household Numbers, Household Formation, Net Migration and Net Relets under High and Low Economic Growth 

in North East, 2016 

DIFFERENCES NHHd  Hhd Formn 
Net 
Migrn  NetRelet  

2016 Diff %  Diff %  Diff % pt  Diff %  

Area Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro 

Gateshead 0.16 -0.07 3.04 -2.55 -0.04 0.03 -2.00 4.42 

Newcastle 0.20 -0.11 3.45 -3.19 -0.05 0.04 -2.19 5.30 

North Tyneside 0.11 -0.06 5.92 -6.06 -0.02 0.03 -1.72 4.48 

South Tyneside 0.11 -0.03 1.97 -1.79 -0.02 0.02 -1.50 4.56 

Sunderland 0.12 -0.04 2.21 -1.67 -0.03 0.02 -1.36 3.63 

Cleveland 0.13 -0.06 3.66 -3.64 -0.03 0.03 -0.75 3.66 

Durham 0.13 -0.05 2.93 -2.31 -0.03 0.02 -1.07 3.09 

Northumberland 0.12 -0.04 2.60 -2.00 -0.03 0.02 -1.39 3.52 

Yorks & Humb 0.04 0.04 0.43 0.17 0.00 0.00 0.15 2.06 

North West 0.04 0.04 0.41 0.17 0.00 0.00 0.14 1.97 

East Mids 0.04 0.04 0.38 0.28 0.00 0.00 0.22 1.87 

West Mids 0.04 0.04 0.38 0.10 0.00 0.00 0.22 2.31 

South West 0.04 0.04 0.46 0.51 0.00 0.00 0.34 1.79 

East Eng 0.04 0.05 0.36 0.48 0.00 -0.01 0.23 2.08 

South East 0.03 0.04 0.31 0.51 0.00 0.00 0.33 2.15 

London 0.04 0.04 0.75 -0.13 0.00 0.00 -0.09 4.57 

Total 0.04 0.04 0.58 0.10 0.00 0.00 0.10 2.41 
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Table 8b: Differences in Household Numbers, Household Formation, Net Migration and Net Relets under High and Low Economic Growth 

in North East, 2021 

DIFFERENCES NHHd  Hhd Formn 
Net 
Migrn  NetRelet  

2021 Diff %  Diff %  Diff % pt  Diff %  

Area Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro Hi Gro Lo Gro 

Gateshead 0.35 -0.41 2.80 -3.90 -0.05 0.06 -3.06 3.14 

Newcastle 0.39 -0.51 3.09 -4.52 -0.06 0.08 -3.25 3.43 

North Tyneside 0.31 -0.37 4.20 -6.02 -0.04 0.04 -2.85 2.95 

South Tyneside 0.29 -0.45 1.85 -3.60 -0.03 0.05 -2.60 2.74 

Sunderland 0.14 -0.23 1.41 -2.64 -0.06 0.06 -2.65 2.66 

Cleveland 0.25 -0.39 2.62 -4.57 -0.05 0.04 -1.49 1.46 

Durham 0.29 -0.31 2.36 -3.35 -0.04 0.03 -1.86 1.88 

Northumberland 0.30 -0.33 2.41 -3.39 -0.04 0.04 -2.35 2.42 

Yorks & Humb 0.08 -0.11 0.04 -1.22 0.00 0.00 -0.08 0.19 

North West 0.08 -0.12 0.03 -1.23 0.00 0.00 -0.06 0.18 

East Mids 0.08 -0.09 0.04 -0.95 0.00 -0.01 0.02 0.12 

West Mids 0.07 -0.13 0.02 -1.39 0.00 0.00 0.04 0.14 

South West 0.08 -0.04 0.05 -0.73 0.01 -0.01 0.08 0.06 

East Eng 0.08 -0.06 0.06 -0.81 0.00 -0.01 0.00 0.04 

South East 0.08 -0.05 0.03 -0.76 0.01 -0.01 0.08 0.08 

London 0.09 -0.14 0.23 -1.90 0.00 0.00 -0.36 -0.19 

Total 0.09 -0.10 0.20 -1.27 0.00 0.00 -0.17 0.23 
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3.2   Regional Housing Supply Scenarios 

We now turn to scenarios involving the supply of housing as effected through changes 

in the land released for housing through the planning system. The first such scenario 

considered is one where the supply of land is reduced evenly across the whole of our 

study region, the NE, while supply is unchanged in the rest of the country. The 

rationale for looking at the regional level here is partly for consistency with the 

economic growth scenarios just considered, and partly because the effects of housing 

supply on the market tend to be diffused across adjacent areas by the way the market 

works, including the effects of migration. In general, policies to affect housing 

affordability through changes in supply work best if undertaken as concerted changes 

across wider regions.  

This particular scenario was run in August 2009 using a version of the model which is 

marginally different from the current version. It is not believed that this has any 

significance for the substantive results. Table 9 shows selected impacts of a reduced 

land supply scenario by year 2016. The basis of this scenario was to reduce the flow 

of new planning permissions in the whole region by 50%, as can be seen in the final 

column. Higher and lower supply scenarios are roughly symmetrical, so we do not 

show both to save space. 

Table 9: Low Regional Housing Land Supply Scenario – Selected Impacts at 2016 

LOW SUPPLY Price 

Priv 

Outp HPIR NHHd NetRelet 

Plg 

Perm 

2016 Diff Diff Diff Diff Diff 

Flow 

diff 

  % % % % % % 

Gateshead 3.49 -5.82 3.49 -0.46 -3.00 -50.2 

Newcastle 3.54 -12.38 3.54 -0.77 -2.08 -50.4 

North Tyneside 2.81 -3.84 2.81 -0.36 -2.93 -50.2 

South Tyneside 3.70 -6.18 3.70 -0.40 -2.80 -50.2 

Sunderland 5.96 -36.97 5.96 -1.37 -4.57 -50.7 

Cleveland 3.21 -21.76 3.21 -0.67 -3.10 -50.3 

Durham 2.76 -4.32 2.76 -0.28 -2.61 -50.1 

Northumberland 2.52 -3.58 2.52 -0.30 -2.08 -50.2 

Yorks & Humb 0.32 0.02 0.32 0.03 -0.31 0.0 

North West 0.32 -0.18 0.32 0.01 -0.30 -2.2 

East Mids 0.22 0.09 0.22 0.04 -0.26 0.0 

West Mids 0.19 0.10 0.19 0.04 -0.24 0.0 

South West 0.19 0.09 0.19 0.04 -0.37 0.0 

East Eng 0.19 0.09 0.19 0.04 -0.32 0.0 

South East 0.19 0.09 0.19 0.04 -0.40 0.0 

London 0.18 0.07 0.18 0.04 -0.53 0.0 

Total 0.30 -0.48 0.33 0.00 -0.50 -1.7 

 

Reducing the flow of permissions does not have anything like a one-for-one effect on 

output, because only some of the existing permissions are taken up immediately, 

while most building will take place on land which already has permission. Other 

variables also affect the level of new build. So for N&G, 50% less permissions would 
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lead to 6-12% lower completions in 2016. The figures for other simulation years are 

similar but generally a bit lower. 

A particularly interesting finding in Table 9 is that the impact on housebuilding output 

varies a lot (e.g. -4% to -37%) between areas. This is mainly due to variations in the 

existing stock of permissions, although interactions with prices and other factors play 

a part. Although as noted output would be 6-12% down in N&G, the biggest impacts 

would be in Sunderland (-37%) and Tees Valley (-22%), while the smallest would be 

in North Tyneside, Durham and Northumberland (-3% to -4%). This is potentially 

quite a significant finding, because the latter areas are in practice the main alternative 

residential locations for people originating from or considering moving to N&G. It 

suggest that it may be quite difficult in practice to change the housing supply in these 

areas. We return to this point below, when we discuss Core-Periphery issues.  

The impact of this lower supply on on house prices is around +3.5% in 2016, varying 

a bit with supply variation but more even across the region than that shown by supply. 

Typically the price effect is about one- to two- thirds of the output effect, in 

percentage terms. The price impact is at its greatest in 2016, and tends to fade a little 

in the later years
3
..  

The impact on affordability (HPIR) is effectively the same as the house price effect, 

because in this scenario incomes are not changed.  

Net relet rates would also fall, by about 2-3%, further worsening social supply-

demand balance (a bit). This scenario has relatively small impacts on vacancies 

Household numbers would be lower, by -0.5-0.8% in 2016 or 1-1.5% (c.3,000 

households in N&G) by 2026. The impact on household numbers is in the direction 

expected. Indeed, the reduction in households is about 84% of the reduction in 

cumulative new housing supply.  

3.3  ‘Core-Periphery’ Scenario 

The current Government, commentators and NHPAU urge local and regional planning 

bodies to plan/release more land for housebuilding, to promote affordability, with 

wider economic and  social benefits.  

However to release a lot more land probably means especially releasing more in 

peripheral (peri-urban and rural) areas rather than in the urban core. After a decade or 

more of urban-regeneration oriented policies, and prioritisation of brownfield sites, 

the scope for further increases in urban locations is pretty limited in many areas of the 

country. There are also increasingly apparent problems of excessive density, ‘town 

cramming’, and the oversupply of city centre flats.  

The idea of  releasing more greenfield land in the ‘periphery’ of city regions conflicts 

with traditional British planning ‘containment’ concept and also the equation of  

                                                 
3
 It is probably worth noting that this model has slightly different characteristics in this respect than the 

‘Reading’ or CLG Affordability model; that model shows a slow but progressively enlarging impact on 

price levels from an increase in supply, whereas our model shows and earlier and larger initial impact 

but with some tendency to fade slightly rather than build up progressively in the long term. That is 

because our model is more based on flows whilst the Reading model is mainly a long run stock model.  
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‘urban renaissance’ and ’compact cities’ with ‘sustainability’. Further, planners and 

policymakers also often believe land release in peripheral areas is bad for the 

prospects of urban regeneration in core urban areas.  For example, this view is quite 

widely held in the West Midlands, North East, and North West of England, and 

frequently expressed through planning inquiries.  

Yet there is a lack of evidence about nature or extent of such impacts or interactions 

via the housing market. We therefore thought it might be useful to explore this using 

the market area model. The ward level model could provide supplementary and finer 

grained evidence on outcomes of such scenarios [but currently some technical 

difficulties with this aspect of the application] 

To test this issue we made a crude division of English HMA ‘zones’ into ‘core cities’, 

‘other urban’ and ‘periphery’. Core cities in this test comprise 6 ‘metropolitan’ area 

core cities plus Bristol and Nottingham. So, for the NE, the core comprised N&G, 

other urban comprises RoTW, and the periphery is Durham & Northumberland. 

London & South East/ East is ignored/unchanged in this test, which is focussed on 

provincial cities.  

As before, the policy parameter varied was ‘flow’ of new planning permissions for 

private housing. It is quite hard to induce large changes in supply through this route. 

In this instance we varied the supply by +/- 90% and in the table below we compare 

high peripheral supply with low peripheral supply. To get a larger change in supply, 

either a relatively  abnormal block release of land (e.g. creation of a new settlement or 

urban extension) or, at the extreme, extinguishing lots of previous permissions and de-

allocating that land, would be required.  

This test confirms that the situation for the Tyneside conurbation is at one end of a 

spectrum in this respect. Looking at the final column of Table 11 below, it appears 

that this quite drastic change in the flow supply of permissions would only change the 

stock of available permissions in 2016 by 23%, the lowest of any of the city regions 

examined. For the other northern-midland city-regions, the change in stock of 

permissions in the periphery ranges from 33% to 59%. For the Avon-West of England 

case, it is 85%. This further underlines that, for Tyneside in particular, the level of 

outstanding permissions/allocations in the periphery is very high and policies 

referring to the balance of supply between core and periphery will be have little effect 

unless more draconian steps are taken, as suggested in the previous paragraph.  

However, considering the evidence on other outcomes from the scenario calls into 

question whether this is such a big issue anyway. The effects in Table 10-11 are 

similar between the Tyneside case and the other city regions, but with generally 

weaker effects in Tyneside for the reasons just given. So, output in the periphery 

would rise by 11%, but it would also rise, not fall, in the core, although only by a 

small amount. Prices would fall slightly in the periphery, while rising slightly in the 

core, with equivalent movements in HPIR. The number of households in the periphery 

would rise, but the number in the core would also rise sligthtly, not fall as one might 

expect. Again, one sees slightly counter-intuitive effects in terms of net migration, 

serving to underline again the complexity of the determinants of migration flows. The 

household number effect is actually more affected by household formation, which 

would increase markedly in the periphery. Private vacancies would rise in the 

periphery but fall in the core. Net relets would fall in all areas.  
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The impression from this brief review of the impacts in the case of N&G core vs 

periphery is that (a) the effects are more benign, from the viewpoint of regenerating 

the core, than expected, but (b) the size of the effects is generally small.  

Table 12 attempts to summarise the exercise more widely, looking across all of the 

city regions examined. It sets out what we would have expected from prior reasoning 

(but without considering all the complex interactions), and then what the model 

actually forecast.  The direction of effects in line with expectations in the majority of 

instances, but with several significant exceptions 

 - increasing output in the periphery induces a small increase, not decrease, in output 

in the core 

 - …and a small decrease in net migration for periphery  

 - ….and a small increase in households in the core 

The effects on the core are bigger, and more in line with expectations, in higher 

demand southern region (Bristol) than in lower demand northern cases. The effects 

change over time, some cumulating/strengthening, others fading 

In short, these results appear to suggest that some of the fears of core urban areas, 

concerning peripheral housing growth,  are misplaced or exaggerated 
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Table 10: Differences in Price, Output, Affordability and Households  Between 

High And Low Periphery Supply 

2016 Price Priv Outp HPIR NHHd 

Area Diff Diff Diff Diff 

  % % % % 

Newcastle-Gates 0.49 1.29 0.49 0.19 

NE Oth Urb 0.16 2.46 0.16 0.26 

NE Periph -0.07 11.35 -0.08 1.16 

Sheffield-Brad-Leeds 0.23 1.99 0.22 0.25 

YH Oth Urb 0.29 1.33 0.28 0.20 

YH Periph -1.80 32.49 -1.86 2.08 

Manch-Salf-Liverpl 0.46 1.54 0.46 0.23 

NW Oth Urb 0.29 2.17 0.29 0.20 

NW Periph -0.32 19.95 -0.33 1.27 

Nottinghams -0.24 5.22 -0.24 0.62 

EM Periph -1.56 38.06 -1.55 3.29 

Birmingham 0.19 3.81 0.19 0.41 

WM Oth Urb 0.02 3.01 0.05 0.22 

WM Periph -1.04 32.25 -1.03 3.17 

Bristol-Avon -1.42 8.81 -1.42 0.59 

SW Peninsula -0.07 3.44 -0.06 0.41 

SW_N Periph -1.74 37.57 -1.75 3.72 

EE All 0.22 1.68 0.18 0.22 

SE All 0.45 1.24 0.47 0.17 

GL All 0.88 0.50 0.88 0.15 

Total 0.13 8.79 0.09 0.79 
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Table 11: Differences in Relets, Migration, Vacancies and Planning Permissions  

Between High And Low Periphery Supply 

2016 NetRelet NetMigrn PrivVacs 
Stock 
PP 

 

Area Diff Diff Diff Diff  

  % % pt % %  

Newcastle-Gates -0.50 0.024 -0.64 -0.3  

NE Oth Urb -0.18 0.004 0.11 -1.4  

NE Periph -0.89 -0.005 2.90 22.8  

Sheffield-Brad-Leeds -0.25 0.007 -0.12 -0.3  

YH Oth Urb -0.29 0.017 -0.31 -0.1  

YH Periph -0.49 -0.025 11.55 40.5  

Manch-Salf-Liverpl -0.49 0.015 -0.52 0.0  

NW Oth Urb -0.23 0.013 -0.08 -0.6  

NW Periph -1.05 0.012 3.99 33.4  

Nottinghams 0.21 -0.057 1.66 -0.9  

EM Periph -2.67 -0.053 13.76 58.9  

Birmingham -0.21 -0.025 0.02 -0.6  

WM Oth Urb -0.02 0.001 0.69 -1.5  

WM Periph -1.86 -0.103 10.48 59.2  

Bristol-Avon 2.01 -0.096 6.79 -3.7  

SW Peninsula 0.01 -0.024 0.75 -0.7  

SW_N Periph -2.90 -0.077 13.81 84.8  

EE All -0.15 0.016 0.27 -0.3  

SE All -0.46 0.013 -0.18 -0.4  

GL All -1.34 0.022 -1.01 0.1  

Total -0.70 -0.005 2.03 12.6  
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Table 12: Expected and Forecast Impact of High vs Low Peripheral Supply 

1.4 to 5.3% rise (ave 2.5%)
0.1 to 0.9% rise (ave 0.3%)

Moderate increase 
Slight fall

Number 
Households

0.5 to 31% rise (ave 9.3%)
-1 to +12% chg (ave 1.8%)

Moderate increase 
Slight increase

Private Vacancies

-3.7 to +7.5% (ave -
0.1%)
-0.5 to +6% (ave
+0.8%)

Moderate 
increase 
Slight increase

Net Relets (SR 
turnover

-1 to -6% fall (ave -2.5%)
+0.5 to -2.0% chg (-4.7%)

Moderate increase 
Moderate fall

Migration

-1 to -6% fall (ave -1.8%)
+0.5 to -2.0% (ave -0.9%)

Moderate fall 
Slight fall

House Price
(& Affordability)

10-30% increase (ave 22%)
1 to 7% increase! (ave
2.5%)

Increase in periph
Decrease in core

Housebuilding
Output

Forecast ImpactExpected 
Impact

Outcome

 

 

3.5  Environmental and Housing Quality Improvement 

As in the previous study, we have also compared a scenario entailing more 

environmental and housing quality improvements. In this instance we apply these 

improvements to all of the core cities. The way we express these improvements is 

much the same as in the previous study  

• raise share of brownfield land for housing where possible (i.e. where it is not 

already very high) 

• reduce indicator of public sector stock in poor condition by half, bringing it 

close to the national average  

• reduce indicator of private sector stock condition by about 20%, bringing it 

closer to values in South East  

• halve proportion of housing stock with no central heating from c.10% to c.5%  

• reduce proportion of terraced housing stock by 5% points  

• reduce vacant and derelict land by about one-third  

The results for this scenario are shown in Table 13, using a similar format to Tables 

10-11.  
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Table 13:Differences Resulting from Environmental & Housing Quality 

Improvement in Core Cities at 2021 

2021 Price 
Priv 
Outp HPIR NHHd 

  Areas Diff Diff Diff Diff 

  % % % % 

Newcastle-Gates -0.96 4.12 -0.96 0.52 

NE Oth Urb -0.42 -0.09 -0.42 -0.04 

NE Periph -0.42 -0.02 -0.42 -0.04 

Sheffield-Brad-Leeds -0.85 3.85 -0.85 0.51 

YH Oth Urb -0.42 -0.05 -0.42 -0.05 

YH Periph -0.38 -0.14 -0.38 -0.06 

Manch-Salf-Liverpl -0.77 4.85 -0.76 0.53 

NW Oth Urb -0.32 0.01 -0.32 -0.02 

NW Periph -0.32 -0.08 -0.32 -0.04 

Nottinghams -0.88 3.27 -0.88 0.48 

EM Periph -0.30 -0.11 -0.30 -0.05 

Birmingham -0.62 4.73 -0.62 0.51 

WM Oth Urb -0.20 -0.01 -0.20 -0.03 

WM Periph -0.21 -0.09 -0.21 -0.04 

Bristol-Avon -0.65 3.12 -0.65 0.51 

SW Peninsula -0.29 -0.20 -0.29 -0.08 

SW_N Periph -0.24 -0.03 -0.24 -0.03 

EE All -0.14 -0.13 -0.14 -0.04 

SE All -0.16 -0.13 -0.16 -0.04 

GL All -0.17 -0.18 -0.17 -0.05 

Total -0.26 0.34 -0.28 0.02 

2021 NetRelet NetMigrn PrivVacs PlgPerms 

  Areas Diff Diff Diff Diff 

  % % pt % % 

Newcastle-Gates 4.36 0.678 19.08 0.5 

NE Oth Urb 0.68 -0.126 2.10 0.0 

NE Periph 0.70 -0.117 2.27 0.0 

Sheffield-Brad-Leeds 3.96 0.635 16.58 0.5 

YH Oth Urb 0.69 -0.114 1.96 0.0 

YH Periph 0.70 -0.152 1.68 -0.1 

Manch-Salf-Liverpl 4.14 0.648 14.11 0.5 

NW Oth Urb 0.53 -0.082 1.76 0.0 

NW Periph 0.56 -0.112 1.55 0.0 

Nottinghams 3.86 0.637 18.68 0.5 

EM Periph 0.63 -0.117 1.62 -0.1 

Birmingham 3.62 0.645 14.89 0.5 

WM Oth Urb 0.47 -0.080 1.45 0.0 

WM Periph 0.51 -0.091 1.30 0.0 

Bristol-Avon 4.55 0.634 18.72 0.5 

SW Peninsula 0.78 -0.131 1.11 -0.1 

SW_N Periph 0.67 -0.080 1.43 0.0 

EE All 0.48 -0.079 0.79 0.0 

SE All 0.55 -0.077 0.83 0.0 

GL All 0.75 -0.078 0.68 0.0 

Total 1.10 -0.001 3.24 0.0 
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The main headline finding is that this improvement in the quality of the core city 

housing and environment leads to a marked improvement in the net migration balance 

for these areas. This is partially at the expense of both the periphery and the adjacent 

‘other urban’, but partly at the expense of the rest of the country. As a consequence of 

this, the number of households living in the core cities rises. 

There would be a modest increase in private housebuilding output in the core, and a 

very small reduction in house prices and affordability ratios. Vacancies and net relets 

would rise a bit in the core cities.  

This test indicates that these effects would be similar across all of the city regions 

considered.  

3.6 CLG Affordability Model and Price Response in BNG Model  

One additional piece of work identified during this update exercise was  to compare 

our higher level model with other key national and regional models where possible, 

particularly in respect of the key house price variable. Probably the most important 

relevant model, because it is medium and longer term in scope and addresses 

planning/land supply at regional level, is the CLG (Reading) Affordability Model, 

referred to in section 3.3. (footnote 2) above and elsewhere. The lead author has some 

experience with and knowledge of this model through involvement in NHPAU and 

through another recent research project for CLG on housing needs. 

Before considering a detailed comparison with the CLG model, we may briefly 

review recent evidence on general economic growth and house price forecasts. 

Looking at HM Treasury summary average of independent medium term forecasts for 

the British economy (Feb 2010), we find that GDP growth is expected to rise from 

1.0% in 2010 to 2.0% in 2011, 2.7% in 2012, 2.5% in 2013 and 2.3% in 2014. This 

may be compared with our baseline model figures of 0.39% for 2006-11 and 2.4% for 

2011-16. It would appear therefore that our forecast scenario for GDP is consistent 

with these recent forecasts. Our assumptions for unemployment may entail a sharper 

rise than has actually been seen, followed by a sharper fall than is currently forecast. 

However, income is probably the key variable for the housing market. 

When we initially compared our baseline forecast with a standard version of the CLG 

Affordability model, we identified that the models seemed to be diverging quite 

considerably in terms of future growth in house prices and associated measures such 

as the price: income ratio. Further investigation suggested that these model runs were 

not in fact comparable, particularly in relation to the levels of earnings and income 

growth assumed. We therefore made adjustments to the CLG model to make it more 

comparable with our BNG baseline. In particular, we reduced the rate of earnings 

growth so that, in the crucial medium term period it was similar (around 1.5% pa in 

real terms). We also noted that the CLG model has a feature whereby London house 

prices respond strongly to growth in the FTSE share index, which itself was expected 

to growth significantly above general earnings levels. We reduced this factor to a 

more conservative level.  

These changes brought the two models closer together, but did not completely 

eliminate the difference. We therefore considered factors within the BNG model 

which are significant for medium term price growth, where our baseline assumptions 
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may have been conservative. Two factors were adjusted. One of these is the 

sensitivity of house prices to the indicator of total vacancies/sharing, which is broadly 

equivalent to a key factor in the long run CLG model, the ratio of households to 

dwelling stock. We increased the size of this sensitivity in the BNG model. The other 

factor adjusted was the assumed future change in Buy To Let activity, which we know 

from previous tests is quite a sensitive factor in the BNG model. We increased this in 

the  medium term so that by 2016 activity was assumed to be 50% above base (2004) 

levels, rather than 20% above. We also reduced the land supply (and hence new build 

levels) in the southern regions, reflecting an anticipated effect of likely planning 

policies in these regions being less supportive of growth. We then ran this modified 

version of the BNG baseline model and compared the results with the modified 

version of the CLG model. The results for house prices are shown in Table 16 below.  

For England as a whole, this BNG model forecast has real house prices at 81% of 

2007 levels in 2009, compared with 86% in the CLG model (Table 14). In 2011 the 

gap widens slightly to 79% vs 88%. The gap widens further to 2013  and a bit further 

to 2016 (99 vs 116). However, after that the gap remains constant to 2021 as prices 

rise (to 105 and 125). Finally, by 2026 the BNG model has caught up considerably, 

with a narrower gap (136 to 141).  

Table 14: Comparison of price forecasts in ‘comparable’ versions of BNG and CLG 

(Reading) models, England and North East, 2007-26  

England 

Real 

Price Index Index 

Real 

Price 

Year 

BNG-

Eng 2007=100 

CLG-

Rdg 

CLG-

Rdg 

2006 158,373 87     

2007 182,299 100 100 164,799 

2008 156,111 86    

2009 148,024 81 86 141,306 

2011 143,205 79 88 144,547 

2013 171,685 94 104 171,039 

2016 180,803 99 116 191,617 

2018 182,360 100 118 194,480 

2021 190,506 105 125 205,309 

2026 247,393 136 141 231,826 

         

North 

East 

Real 

Price Index Index 

Real 

Price 

Year BNG 2007=100 

CLG-

Rdg 

CLG-

Rdg 

2006 101,533 97     

2007 104,356 100 100 113,539 

2008 84,979 81    

2009 100,186 96 83 94,488 

2011 95,820 92 83 94,796 

2013 112,170 107 96 108,564 

2016 114,293 110 102 116,358 

2018 110,537 106 102 115,691 

2021 112,097 107 106 120,906 

2026 140,628 135 118 133,837 
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For the North East region the story is a bit different. The BNG model shows prices 

fluctuating below 2007 levels to 2011, when they stand at 92%, whilst the CLG model 

has them falling to 83% of 2007 levels. They then rise in both cases to 2016, but with 

the BNG model still ahead of CLG by about 8%. The gap is eliminated (107 vs 106) 

in 2021. However, in the final period to 2026, the BNG model has the North East 

moving ahead more than the CLG model (135 vs 118).  

Clearly, there still are considerable differences between the models, which could be 

due to many factors. The CLG model generally tends to predict higher price growth in 

London and the South, but rather poorer performance in the north including the North 

East. We think that one reason for the latter finding is that the economic assumptions 

we have made for the North East are for some improvement on past performance, 

whereas the CLG model builds in (through endogenous labour market forecasts) a 

worse economic performance. It should be noted that the two model runs are similar 

in terms of new build output. Another possible area of difference is in the scenarios 

for migration, which our model suggests would be more negative, particularly in the 

earlier part of the period.  

The ‘bottom line’ from this comparison of two models, which have many detailed 

differences, is that for the North East region, which is our main concern in this study, 

and taking a medium term perspective to 2021, house price forecasts from the two 

models converge to a very similar level. That perhaps provides us with some 

reassurance that the BNG model is a reasonably robust tool for its main purposes. At 

the same time, we cannot and do not pretend that forecasting of housing markets over 

this kind of period is a very  precise science. 

The modified BNG model as described above is used as the baseline for a final set of 

scenarios, described below, which are also used as the base for the final set of ward 

level forecasts. We use this modified forecast because, in the light of the above 

comparisons, we think it is more realistic than the previous baseline. The main 

differences are that new build output and household growth are lower, particularly in 

the southern regions, and that future prices are higher, again more so in the south. 

Overall prices are 17% higher in 2016, 15% higher in 2021 and 27% higher in 2026. 

For the North East these price differences are smaller, while for the East and South 

East they are higher. 

3.7  Combined Optimistic and Pessimistic Scenarios 

We can combine sets of assumptions as analysed separately above, and run scenarios 

for overall combinations, which we characterise as ‘optimistic’ and ‘pessimistic’. The 

optimistic combination includes the higher regional economic growth scenario with 

higher supply in N&G, some shift of supply emphasis from the periphery to the core 

and environmental improvement in the core cities. The pessimistic scenario entails 

lower economic growth in the region with slower recovery, lower supply in the 

region, no change in the core-periphery balance of supply and no environmental 

improvement. The main purpose of this combined scenario is to provide a base for 

comparing neighbourhood outcomes, but the results are summarised in Table 15-16 

below (looking at 2016, the year of generally greatest impact). 
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Table 15: Impact of Optimistic and Pessimistic Combined Scenarios on Prices, 

Output, Vacancies and Affordability in 2016 

DIFF's Price  Priv Outp Priv Vacs HPIR  

2016 Diff %  Diff %  Diff %  Diff %  

Area Opt Pess Opt Pess Opt Pess Opt Pess 

Gateshead 2.80 -9.01 9.65 -6.37 22.06 -3.47 -1.45 0.54 

Newcastle 2.60 -9.52 17.64 -6.95 20.95 -3.35 -1.63 -0.02 

N Tyneside 1.30 -9.53 2.20 -6.82 3.46 -4.89 0.04 0.57 

S Tyneside 1.49 -9.32 2.61 -6.38 3.14 -3.57 0.23 0.81 

Sunderland 1.44 -9.55 -1.21 5.22 2.51 -2.14 0.18 0.55 

Cleveland 0.33 -6.39 -0.36 -6.80 1.63 -3.90 -0.92 4.06 

Durham 0.82 -7.62 -1.92 -5.75 1.76 -4.32 -0.43 2.70 

Northumb 1.16 -8.85 -1.24 -6.39 2.85 -5.09 0.09 1.50 

Yorks & H -0.30 -0.58 -1.81 -0.69 6.88 -0.49 -0.30 0.52 

North West -0.34 -0.51 -2.03 -0.84 3.95 -0.44 -0.34 0.58 

East Mids -0.27 -0.37 -5.96 -0.56 4.74 -0.51 -0.26 0.72 

West Mids -0.37 -0.28 -2.44 -0.62 4.28 -0.42 -0.37 0.81 

Sth West -0.79 -0.15 -2.17 -0.60 4.59 -0.71 -0.81 0.93 

East Eng -0.59 -0.38 -0.33 -0.27 1.14 -0.36 -0.58 0.70 

South East -0.72 -0.36 -0.14 -0.29 1.22 -0.43 -0.72 0.72 

London -0.76 -0.36 -0.27 -0.79 1.03 -0.35 -0.76 0.72 

Total -0.55 -0.62 -1.51 -0.76 3.25 -0.60 -0.58 0.76 

 

 Table 16: Impact of Optimistic and Pessimistic Combined Scenarios on Household 

Numbers, Formation, Migration and Relets in 2016 

DIFF's NHHd  Hhd Formn Net Migrn NetRelet 

2016 Diff %  Diff %  Diff % pt Diff %  

Area Opt Pess Opt Pess Opt Pess Opt Pess 

Gateshead 0.92 -0.18 -15.88 -3.23 0.57 0.03 2.39 3.04 

Newcastle 1.25 -0.25 -14.54 -3.90 0.60 0.05 1.75 3.33 

N Tyneside -0.06 -0.17 8.61 -9.54 -0.09 0.04 0.30 2.76 

S Tyneside -0.01 -0.16 2.46 -3.03 -0.05 0.03 0.20 2.40 

Sunderland -0.11 0.01 3.30 -2.44 -0.10 0.07 0.11 2.42 

Cleveland -0.23 -0.18 8.01 -5.42 -0.16 0.05 0.46 1.31 

Durham -0.36 -0.18 4.54 -4.47 -0.13 0.04 0.60 1.80 

Northumb -0.43 -0.17 2.26 -4.12 -0.07 0.05 0.66 2.22 

Yorks & H -0.10 -0.06 -6.53 -0.37 0.12 0.00 2.04 -0.02 

North West -0.14 -0.05 -1.29 -0.32 0.02 0.00 1.33 -0.03 

East Mids -0.55 -0.06 -5.47 -0.31 0.08 0.00 2.38 -0.13 

West Mids -0.26 -0.05 -3.58 -0.31 0.06 0.00 1.49 -0.14 
South 
West -0.31 -0.16 -4.86 -2.27 0.06 0.00 2.42 -0.41 

East Eng -0.12 -0.04 3.04 -0.13 -0.08 0.00 0.89 -0.24 

South East -0.12 -0.04 3.53 -0.13 -0.08 -0.01 1.05 -0.34 

London -0.12 -0.04 7.03 -0.32 -0.08 -0.01 1.47 -0.37 

Total -0.19 -0.07 -0.61 -0.68 0.00 0.00 1.53 -0.05 

 

House prices would be 2-3% higher in N&G,  and marginally higher in surrounding 

areas, under the optimistic scenario, but 9-10% lower in the pessimistic case. 

However, affordability would be marginally easier in the optimistic case, and very 
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slightly worse in the pessimistic scenario (although not in Newcastle itself). 

Housebuilding rates would be 18% higher in Newcastle and about 10% higher in 

Gateshead with the optimistic scenario, with 6-7% reductions in the pessimistic case. 

There are also impacts on output in adjacent areas, which are larger in the downside 

scenario. Vacancies would be noticeably higher in the optimistic scenario, one slightly 

adverse effect of higher output. 

The demographic picture for N&G improves with the optimistic scenario, as 

migration increases by nearly 0.6% pa and household numbers rise progressively (0.9-

1.25% higher in 2016, as shown in Table 17b,  and 1.3-2.1% higher by 2026), 

although gross household formation rates appear to fall under either scenario. The 

pessimistic scenario appears to have little impact on net migration, and as a result the 

impacts on household growth, although negative, are smaller than those of the 

optimistic scenario.  Net relets would be little changed in the optimistic scenario, but 

slightly higher in the pessimistic case. 

s.3    Key Findings on Wider Market Scenarios 

Higher economic growth in the city region and the surrounding region would raise 

house prices, by c. 10% by 2021, with equal and opposite effect for lower economic 

growth, but only a small effect on vacancies and affordability. Higher growth would 

see more private housebuilding and new household formation in the city region, 

although not apparently more net in-migration.  

Varying the supply of housing through the planned release of more or less land 

requires a large change in planning permissions to get a modest change in 
completions. For example, reducing planning permissions flow by 50% would reduce 

output by 6-12% in Newcastle–Gateshead (but varying amounts in other districts), 

which would raise prices by about 3.5%. Reduced supply would reduce future 

household numbers. 

Systematic changes in the balance of planning policy for housing supply between core 

cities and peripheral areas were tested across a number of regions. Newcastle-

Gateshead city region is at one end of a spectrum, where it is difficult to change the 

stock of outstanding permissions dramatically by turning on or off the tap of new 

permissions. The effects of this simulation are partly in line with expectations, 

although there are some counter-intuitive findings, particularly that higher supply in 

the periphery may also boost core supply and core household numbers. However, 

the scale of the effects are relatively moderate.  

Changes in the quality of core city housing and environment leads to a marked 
improvement in net migration balance and household numbers in the core cities. 

Alternative national scenarios and slight modifications to the model were explored in 

the light of comparisons with the CLG Affordability Model and prospective policy 

developments. These revised forecasts show somewhat lower new building and higher 

price growth in the future in all areas, but particularly in the south. 

Composite optimistic and pessimistic scenarios constructed around this revised central 

forecast reflect a mixture of economic, supply and environmental factors. The 

optimistic scenario shows slightly higher prices (2-3%), 10-18% more 
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housebuilding, and 2.3-2.0% more household numbers by 2026. The pessimistic 

scenario shows a bigger shortfall in prices (9-10% in 2016) but smaller negative 

impacts on new build and households.  

Implications of these scenarios for policies and programmes include the following 

• plans related to the central scenarios should be robust to a range of variation in 

economic performance of the region 

• it is quite difficult to change the balance of new supply between core and 

periphery in the North East because of the extent of committed supply 

• reducing supply in the periphery could have some marginal benefits for 

markets in the core, but the extent of these impacts is limited 

• it is clearly worth continuing to improve the environment in the urban core 

areas to bring about more favourable demographic and market scenarios 

• uncertainties about the future course of planning for housing policies 

nationally will have more impact on outcomes in the south than in the north. 

• an optimistic scenario could see more new housing investment and more 

households in the core urban areas, without much penalty in terms of higher 

prices and worse affordability 

• however, there is a tangible risk of a more negative outcome in terms of house 

prices 
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4  Ward Level Model and Baseline Forecasts 

4.1  Updating and Refining the Model 

The model was considerably enhanced in the recent West of England (WOE) SHMA 

study. For example, it. now goes forward  to 2021 and includes the 2008-09 ‘dip’ in 

the market following the Credit Crunch.  

The model forecasts changes to target dates (2006, 2009, 2011, 2016, 2021) in a quite 

a lot of variables, as shown in Figure 1. Some of these ‘forecasts’ are mechanistic 

extrapolations; others are based on regression analyses fitted to previous changes, 

mainly over the period 1991-2001. These regressions attempt to capture the 

measurable effects of key ‘drivers of change’ in neighbourhood housing markets. 

Some of the forecasts also include new information from post-2001 sources e.g. from 

the Annual Population Survey (APS, formerly LFS), Regulated Mortgage Survey 

(RMS, formerly SML), and Land Registry (LR) house price and sales data.  

Key values are controlled to HMA-level outputs from the market area level model. 

This means that the two models are consistent and, insofar as the results from the 

higher level model are regarded as reasonable and sensible, then so also should the 

ward level results be regarded as reasonable and sensible, at least on average.  

This model runs on 2004 ‘statistical wards’ for the whole of England. Statistical 

wards (2004)  are generally the same as 2001 Census wards. This is the base used for 

the study by Bramley et al (2007) Transforming Places: housing investment and 

neighbourhood market change; a database of approaching 2000 variables was 

available from this project for the full set of c.7,900 wards in England. This provides 

the main base for the ward-level model, although we are able to supplement this with 

some more recent data as noted above, particularly on house prices and land available 

with planning permission.  

Some additional, more detailed data are incorporated for our study areas (N&G in this 

case, WoE areas in the previous application). This applies to particularly to 

information about housing sites: capacity, area, location and other characteristics. For 

the rest of the country the model works on the basis of the cruder ‘default’ 

information base.  

In this study we can only approximate measures and forecast values for BNG ‘Areas 

of Change’ (AoCs) and ‘Growth Areas’ (GAs). This is done on a ‘best fit ward’ basis. 

Each ward is allocated to one of the AoCs or one of the GAs on the basis of 

whichever AoC/GA accounts for the largest proportion of that ward’s number of 

addresses. The mean scores are then the mean scores for these wards so allocated, 

weighted by their total number of households within the growth area.  

Sites input (location, capacity) for BNG now includes information from a new sites 

database which includese Growth Points/Growth Area codes. The information 

provided on  phasing unclear was not fully consistent between the two authorities, but 

this information is still usable as a partial basis for forecasting output. Data were also 

provided on expected densities and share of flats for growth area development and 

these are now incorporated.  
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New build rates are forecast partly on the basis of a simple statistical model fitted to 

previous data, but with modifications for N&G to reflect additional information 

received as above. In the light of the viability work, discussed further below, there is a 

case for modifying supply where viability is poor. Thus the current version of the 

ward forecasting model reduces the rate of output for those wards which are indicated 

as ‘not viable’ in a particular year by one-half. Viability for this purpose is assessed 

‘ex ante’ using a formularised approach and base period prices rolled forward based 

on the higher level model (i.e. by a uniform amount across wards within each 

authority). After the full ward forecast is completed, viability is reeestimated taking 

account of differential price changes as forecast.  

It is assumed that some output could still occur in ‘non-viable’ wards due to the 

following factors: 

• any errors or biases in the cost models or price data underlying the viability 

assessment 

• particular developers promoting schemes whose qualities and characteristics 

differ from those in the assumed model schemes 

• developers taking a different view about future prospects for house prices and 

development profitability.  

• overt or implicit subsidies from public authorities or other related 

developments 

[Map 1 on following page shows adjustments to Growth Areas, Sept 2009] 
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4.2  Housebuilding Rates and Mix 

New housebuilding rates at ward level are forecast on a combination of past observed 

rates, a statistical formula, and land available for building with indicative phasing. 

Past rates can be estimated from LR new build sales and (for social housing) CORE 

first lets. It is of some interest to look back at retrospective rates of development, as in 

Figures 9a and 9b. In general, new private build rates were higher in more affluent 

and more rural areas. However, in the period 2001-06, they rose markedly in more 

deprived and urban areas. Many of the BNG Growth Areas exhibited this pattern, 

albeit with fluctuations from year to year, including most of the Gateshead areas and, 

in Newcastle, Elswick Discovery, Newcastle Great Park and (at the end of the period) 

Walker. However, the post-Credit Crunch downturn is expected to reduce output in all 

areas. After that, across the north more generally, the previous pecking order is 

expected to re-assert itself to some extent, partly because of viability issues.  

Table 17 shows the forward forecast for new build by Growth Area
4
. In the short term 

(2011) build rates are generally low, but higher in Elswick-Discovery, Newcatle Great 

Park, Byker-Ouseburn and Bensham-Teams. In the medium term (2016), the highest 

build rates are expected in most of the same areas but also Metro & Dunston 

Riverside, Birtley Northside, Walker and Scotswood-Benwell. Later (2021) output 

rises in Bleach Green & Stella, Bensham & Teams, while remaining high in some of 

the above areas. Lower or falling rates are forecast for Felling & Deckham, Birtley 

Northside, North Central and City Centre.  

Map 2 following Table 18 shows the pattern in 2016. This shows that there is a fair 

association between higher build rates and BNG Growth Areas. Spatially, the main 

concentrations are along either side of the river, with one spike in the northern edge of 

the city.  

Table 18 itself looks at the mix of dwelling types. Generally speaking there is a 

reduction in the share of flats in most of the BNG Growth Areas, particularly some 

areas where this proportion was formerly very high (e.g. Elswick-Discovery). There is 

expected to be an increase in the share of detached houses, overall and in most areas. 

The share of terraced houses may rise in some areas but fall in others. ‘Flats’ here 

includes ‘Tyneside Flats’. Generally speaking, these shifts could be interpreted as a 

move towards a better quality type mix.  

                                                 
4
 In all this set of tables, Gateshead Town Centre does not appear as a Growth Area because for no 

individual ward is this the largest overlapping GA. It can be seen in Tables by ‘Areas of Change’.   
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Figure 9a 

Retrrospective New Build Rates - Gateshead GAs
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Figure 9b 

Retrrospective New Build Rates - Newcastle GAs
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Table 17: New Private Housebuilding Rates by Growth Area 2003-2021 

Priv New Build Rate %      Increase 

GANum 2003 2006 2009 2011 2016 2021 

2006-21 

% 

Bleach Green & Stella 0.22 0.27 0.01 0.06 0.69 1.15 321 

Bensham & Teams 0.42 0.65 0.10 0.88 0.93 2.37 262 

Felling & Deckham 0.75 0.51 0.04 0.30 0.50 0.47 -7 

Birtley Northside 0.76 0.82 0.09 0.67 1.17 0.05 -93 

Metro & Dunston Riv 0.75 0.33 0.02 0.05 4.17 4.91 1378 

Chopwell 0.24 0.26 0.01 0.04 0.32 0.80 208 

Walker 0.00 0.93 0.40 0.57 1.62 1.52 64 

Byker Ouseburn 0.00 0.90 0.70 1.10 1.86 2.01 125 

Scotswood-Benwell 0.02 0.17 0.27 0.47 1.39 1.87 991 

North Central 0.15 0.32 0.16 0.23 0.35 0.13 -59 

Newcastle Great Park 2.39 2.00 1.14 1.66 2.70 5.44 172 

Elswick Discovery 2.35 2.81 1.45 2.00 5.55 4.76 70 

City Centre 0.32 0.26 0.15 0.23 0.76 0.20 -22 

Other Gateshead 0.13 0.19 0.01 0.09 0.11 -0.05 -128 

Other Newcastle 0.13 0.23 0.08 0.08 0.19 0.15 -37 

Total 0.35 0.45 0.16 0.33 0.77 0.86 93 

 

Table 18: House Type Mix and Forecast Changes to 2021.  

 Flats % % Change 

Detached 

% % Change 

Terraced 

% % Change 

New Growth Areas 2001 2001-21 2001 2001-21 2001 2001-21 

GANum pflatoa pchflat0121 pdetoa pchdet21 pteroa pchter21 

Bleach Green & Stella 8.7 -0.7 17.0 5.9 31.7 2.9 

Bensham & Teams 30.2 -4.5 7.5 2.1 30.4 5.7 

Felling & Deckham 26.8 -2.5 10.0 7.9 26.4 0.6 

Birtley Northside 6.7 -0.7 21.9 12.5 34.0 -10.2 

Metro & Dunston Riv 18.6 -0.3 9.8 3.2 37.5 10.5 

Chopwell 1.4 0.0 25.8 10.2 39.7 -7.6 

Walker 23.6 -6.7 4.0 2.4 37.5 -11.3 

Byker Ouseburn 42.6 0.9 1.4 -1.9 44.8 -3.5 

Scotswood-Benwell 16.6 -0.6 6.4 -2.6 11.5 -3.4 

North Central 12.8 -0.1 14.2 4.2 18.6 -5.6 

Newcastle Great Park 5.7 1.1 13.7 0.6 22.8 2.1 

Elswick Discovery 81.1 -11.6 1.8 10.1 14.2 -1.3 

City Centre 59.1 2.7 1.5 -2.4 34.0 5.8 

Other Gateshead 11.9 -0.2 15.2 3.9 24.5 1.3 

Other Newcastle 25.4 -0.2 9.1 2.7 28.7 2.1 

Total 22.2 -1.0 11.0 3.8 27.3 -0.1 
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4.3.  Tenure and Poverty  

Table 19 shows change in tenure, comparing previous changes over the 1990s with 

prospective changes to 2021. Overall, social renting is expected to continue its 

gradual decline, but at a slightly slower rate; private renting is expected to grow more 

significantly; owner occupation is expected to decline slightly (reflecting likely 

national trends). 

The decline in social renting will be much more substantial in certain areas of 

significant intervention, including Walker, Byker-Ouseburn and Elswick-Discovery. 

These areas will also see major increases in home ownership. The rise in private 

renting will be more marked in some of these and other areas where there will be 

substantial new building, including Newcastle Great Park 

Table 19: Changes in Tenure Retrospective and Prospective by Growth Area (% 

point) 

Tenure Change 

% 

Change 

% 

Change 

% 

Change 

% 

Change 

% 

Change 

% 

Change 

 Social Social PrivRent PrivRent OwnOcc OwnOcc 

Growth Area 

1991-

2001 

2006-

2021 

1991-

2001 

2006-

2021 

1991-

2001 

2006-

2021 

Bleach Green & Stella -4.6 -3.3 -0.2 6.3 4.8 -3.0 

Bensham & Teams -2.9 -6.3 -1.5 6.5 4.4 -0.2 

Felling & Deckham -5.9 -5.5 -0.7 5.6 6.5 -0.1 

Birtley Northside -7.1 -5.0 -0.1 3.6 7.2 1.4 

Metro & Dunston Riv -6.3 -7.1 -0.4 13.8 6.8 -6.7 

Chopwell -2.5 -5.1 2.2 2.6 0.3 2.6 

Walker -3.1 -23.1 0.0 13.0 3.1 10.1 

Byker Ouseburn -9.1 -14.5 1.1 12.6 7.9 1.8 

Scotswood-Benwell -3.9 -6.1 -1.8 8.2 5.8 -2.1 

North Central -6.7 -3.3 1.2 4.7 5.4 -1.4 

Newcastle Great Park -1.9 -2.6 -0.2 11.2 2.0 -8.6 

Elswick Discovery -15.8 -21.2 6.8 11.6 9.1 9.6 

City Centre -5.4 -3.7 6.8 0.5 -1.3 3.2 

Other Gateshead -4.0 -2.2 -0.3 3.4 4.4 -1.2 

Other Newcastle -1.8 -1.5 1.6 2.0 0.1 -0.5 

Total -4.5 -4.8 0.8 5.1 3.7 -0.3 

 

The maps 3-4 overleaf give a spatial picture of tenure change. Owner occupation will 

grow more in the central and inner city, while shrinking a bit in some suburbs. Private 

renting will grow in some middle ring areas to the east and south west, and in some 

northern outer suburbs, while declining in its traditional core (‘student’) area.  
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Table 20: Changes in Low Income Poverty Rates by Growth Area 2002-21 

Poverty Rate       % pt chng 

% Low Income Poor 2002 2006 2009 2011 2016 2021 % pt chng 

Growth Area       2002-21  

Bleach Green & Stel 15.1 14.0 15.2 15.9 14.2 12.6 -2.5 

Bensham & Teams 26.2 23.9 24.4 24.7 21.9 19.3 -6.9 

Felling & Deckham 22.6 20.7 21.4 21.9 19.5 17.2 -5.5 

Birtley Northside 18.7 17.1 18.0 18.5 16.4 14.6 -4.1 

Metro & Dunston Riv 15.4 13.8 14.9 15.7 12.7 10.6 -4.9 

Chopwell 14.9 14.2 15.1 15.7 14.2 12.8 -2.1 

Walker 41.2 38.4 37.5 37.0 31.8 28.0 -13.2 

Byker Ouseburn 31.0 28.8 29.0 29.1 25.3 22.2 -8.9 

Scotswood-Benwell 27.8 24.6 25.2 25.5 22.5 19.9 -7.9 

North Central 16.1 14.5 15.7 16.6 15.1 13.7 -2.3 

Newcastle Gt Pk 7.2 6.8 8.0 8.9 7.3 6.7 -0.6 

Elswick Discovery 32.0 26.1 26.0 25.9 20.7 17.3 -14.7 

City Centre 14.0 11.4 12.5 13.3 11.3 9.7 -4.4 

Other Gateshead 11.2 10.4 11.7 12.6 11.5 10.3 -0.9 

Other Newcastle 12.6 11.6 12.9 13.8 12.4 11.1 -1.5 

Total 17.8 16.2 17.2 17.8 15.8 14.0 -3.8 

 

Tenure change is quite connected with changes in poverty, although other factors like 

changes in employment are also significant. Overall, poverty declined a bit to 2006, 

will rise a bit to 2011, before falling back to a lower level by 2021 (Table 20). These 

generally favourable trends are seen to apply to varying degrees across all areas. The 

biggest reductions tend to be in those areas which were formerly dominated by social 

renting and where there is expected to be a lot of new build/redevelopment (e.g. 

Walker, Elswick Discovery). Smaller reductions are seen in areas with lower initial 

levels, notably Newcastle Great Park but also North Central.  

4.4  Vacancies  

Table 21 shows forecast vacancy rates by Growth Area. Generally the story in the 

vacancy forecast is one of rates which are falling and converging. This is driven by 

the results of the market area forecast. However, in some wards this process seems to 

be taken to extremes (e.g. Walker).  This is probably one area where the model needs 

further refinement.  In relatively few areas are vacancies expected to persist at 

significantly higher rates, but Elswick Discovery is one such example.  
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Table 21: Private Vacancy Rates by Growth Area 2001-21 

Private Vacancy %       

Growth Area 2001 2006 2009 2011 2016 2021 

Bleach Green & Stella 2.4 5.2 2.7 2.2 2.1 2.4 

Bensham & Teams 7.1 7.1 4.1 3.6 3.2 3.4 

Felling & Deckham 4.2 6.1 3.5 3.0 2.7 2.9 

Birtley Northside 4.6 4.0 2.5 2.3 2.4 2.8 

Metro & Dunston Riv 3.5 5.1 3.0 2.7 2.6 2.8 

Chopwell 3.8 3.3 1.0 0.3 0.3 0.3 

Walker 10.5 5.7 2.2 0.8 0.6 0.7 

Byker Ouseburn 8.9 6.2 4.6 3.9 3.4 3.3 

Scotswood-Benwell 8.3 11.5 6.6 4.6 3.9 3.9 

North Central 3.2 3.5 2.5 2.1 2.2 2.4 

Newcastle Great Park 2.0 2.8 2.3 2.1 2.5 2.9 

Elswick Discovery 14.3 10.6 7.5 6.2 5.0 4.7 

City Centre 5.9 4.7 3.6 3.2 3.2 3.6 

Other Gateshead 2.0 3.1 1.9 1.8 2.0 2.4 

Other Newcastle 4.0 4.2 3.1 2.6 2.7 3.0 

Total 4.5 5.0 3.1 2.6 2.5 2.8 

 

 

4.5  House Prices  

Before discussing house price patterns in BNG it is worth putting this in context of 

trends and cycles observed more broadly across England since 1989. Figure 10a 

shows the pattern of real terraced house prices at ward level by deprivation banding 

for the whole of the north and midlands. Prices are always lower in more deprived 

areas, but there was a clear pattern of a narrowing of differentials in the last 

downswing, followed by a widening in the early upswing. Later in the upswing prices 

in deprived areas made a late catching-up move, but a real narrowing is expected in 

the current downswing.  

Figure 10b shows the same thing against an urban-rural typology. A broadly similar 

pattern pertains, substituting ‘rural’ for ‘affluent’ and ‘urban’ for ‘deprived’, although 

northern city centres somewhat improved their relative position in this period.  

Figures 11a and 11b show a similar analysis for Growth Areas in Gateshead and 

Newcastle respectively. The picture is somewhat more confused, but generally.there 

was a widening in the late 80s and late 90s and a narrowing in the early-mid 90s and 

prospectively. Prices were more volatile and widely spread in Newcastle than in 

Gateshead. In Gateshead prices seemed to rise more to a peak in 2007 in Bensham-

Saltwell and Felling-Deckham. .In Newcastle, prices in the favoured City Centre, 

Newcastle Great Park and Elswick-Discovery areas seem to soar away, while, 

although increasing somewhat, prices in Walker, Byker-Ouseburn and Scotswood-

Benwell seem more obstinately stuck at a lower level. This suggests market renewal 

may be a tougher challenge in these areas.  
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Figure 10a 

Real House  Price by Deprivation in North & Midlands 1989-2011
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Figure 10b 

Real House Price by Urban Typology Midlands & North England
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Figure 11a 

Retrospective Real House Price Trends - Gateshead GAs
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Figure 11b 

Retrospective Real House Price trends - Newcastle GAs
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Table 22: Nominal Terraced House Price by Growth Area 2001-2021 

      Short- Medium 

Nominal Price Terrace      
Term 
% 

Term % 
real 

Growth Area 2001 2006 2011 2016 2021 
2006-
11 

2006-
21 

Bleach Green & Stel 53,858 85,145 108,959 164,545 193,173 -8.8 57.1 

Bensham & Teams 42,671 88,073 110,723 167,812 195,546 -9.4 53.8 

Felling & Deckham 53,411 80,486 100,697 152,924 178,600 -9.6 53.7 

Birtley Northside 48,918 84,198 104,232 153,410 172,200 -10.0 41.6 

Metro & Dunston R 44,558 78,797 97,901 157,709 189,980 -9.9 67.0 

Chopwell 31,248 94,400 130,310 196,024 230,710 -6.0 69.2 

Walker 31,611 69,260 87,187 152,051 170,804 -3.9 70.8 

Byker Ouseburn 65,466 89,091 105,098 184,651 221,129 -6.4 71.9 

Scotswood-Ben 38,275 89,446 113,617 189,403 229,400 -3.5 77.6 

North Central 57,568 109,770 138,674 229,202 276,875 -3.8 74.7 

Newcastle Gt Pk 81,440 145,725 188,708 316,871 379,773 -2.8 80.5 

Elswick Discov 91,764 172,202 208,456 372,100 445,206 -5.4 79.0 

City Centre 94,410 155,698 199,145 346,185 433,319 -3.3 92.7 

Oth Gateshead 53,871 89,824 117,285 179,413 213,502 -8.0 64.6 

Oth Newcastle 91,226 149,117 191,199 323,678 399,721 -3.2 85.6 

Total 63,639 109,882 139,885 228,781 276,047 -5.4 74.0 

 

Table 22 shows the forecast for terraced house prices (in nominal terms) to 2021. The 

marked difference in price level between the last three areas listed in Newcastle and 

all the other ‘Growth Areas’ is a notable feature. Secondly, different areas are more or 

less affected by the downturn, as shown by the column for ‘Short Term’ change. The 

largest falls in nominal prices are expected in parts of Gateshead (e.g. Birtley 

Northside, Metro & Dunston, Felling & Deckham) although these are not large drops 

from a broader national perspective. The smallest drops expected are in Newcastle 

Great park and City Centre.  

The final column shows forecast change in real terms over the medium term. Prices 

are expected to rise more in the ‘other’ remainder areas of Newcastle and Gateshead 

than in most of the specific Growth Areas. That is because of the normal effect of 

substantial extra housing supply in these areas on prices. However, among the Growth 

Areas price growth will be higher in Newcastle, especially Newcastle Great Park and 

City Centre, with the higher rises in Gateshead being in Metro-Dunston Riverside, 

and Chopwell.  

The maps 5-6 on the following page show the patterns of price level and forecast price 

growth. Currently prices are higher in Newcastle and highest in the city centre and an 

area of inner and middle north Newcastle. Price growth will tend to reinforce these 

differences.  
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s.4   Key Findings on Neighbourhood Level Prospects 

New build rates rose in the early 2000s in many deprived and urban areas, although 

these areas are now sharing in the general cutback. In the next decade new build is 

expected to expand first in some areas then in others, although not all BNG areas are 

expected to see expanded output. Nevertheless there is a general spatial association 

between new build rates and BNG Growth Areas. 

While overall social renting will gradually decline and private renting increase 

significantly, with owner occupation stalled, in BNG’s areas of major intervention 
there will be a more rapid fall in social renting and a rise in owner occupation.  

Overall poverty will rise somewhat to 2011 before continuing its longer term decline. 

The larger reductions in poverty will be in BNG areas subject to more 
new/redevelopment.  

Vacancies are expected to decline overall, with a convergence of previously high 

neithbourhood rates closer to a norm, although some inner city areas will continue to 

have somewhat higher rates of vacancy. 

House prices tend always to be lower in deprived areas, with differentials narrowing 

in downswings, and widening in upswings, with deprived/urban areas ‘catching up’ 

later in the boom periods. Newcastle prices are more widely-spread and more 

volatile than Gateshead prices, with some areas of very high prices near the city 
centre and favoured suburban areas.  

Although there are some local variations, the broad trend in the forecast is for 

higher priced areas to show more price growth in the future.  

Implications for policies and programmes 

• it is not unrealistic to plan in the medium term for BNG Growth Areas to take 

a substantial share of new build activity, although in some weaker areas 

viability problems may limit activity in the near future 

• it should not be assumed that there will be a continued overall growth of 

owner occupation, with falls in social renting balanced more by rises in the 

share of private renting 

• nevertheless in BNG areas there is the prospect and potential of greater shifts 

to owner occupation 

• while BNG areas will remain relatively poor, the gap in terms of poverty rates 

will narrow and with households less likely to be struggling there may be 

better prospects for local businesses and for the performance of local services 

like schools 

• the problem of managing large numbers of vacancies may be less than in the 

past, although city centre areas will still need rather more management of 

vacancies and turnover 



 65 

• the varying level of prices, as well as their greater volatility, in Newcastle may 

pose some more challenges in terms of affordability of offer in some of the 

BNG areas in Newcastle 
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5.  Scenario Impacts At Neighbourhood Scale 

5.1  Optimistic and Pessimistic Scenarios 

In principle it is possible to run the ward level model with many different scenarios 

derived from the market area level model. However, this could become rather 

repetitive, and not add much to the main messages reported at the local authority level 

above. However, it is worth showing at least a couple of alternative scenarios in terms 

to their forecast impact at the neighbourhood scale, again focusing on the BNG 

Growth Areas. The scenarios chosen here are the composite ‘optimistic’ and 

‘pessimistic’ ones described in section 3.6 above, but further adapted slightly at ward 

level. 

Education and Housing Improvements 

In seeking to refine the ward level model we took up the suggestions of trying to 

account for the impact of changes in (a) recent educational performance and (b) 

housing and environmental improvements associated with BNG activity. Table 23 

summarises the two key indicators derived for these changes by Growth Area. The 

educational attainment is the increase in Key Stage 4 (GCSE) pupils gaining 5+ A-C 

grades allocated to wards on the basis of nearest secondary school, over the period 

2005-2008. The housing improvement is represented by the proportion of the stock 

covered by scheduled BNG improvement activity up to 2015. 

The overall story on educational attainment is positive, but with considerable 

variation between schools and hence between areas. Larger improvements were seen 

in Chopwell,  Newcastle Great Park, North Central and Felling & Deckham. 

However, attainment fell back in Walker and Byker-Ouseburn, and  in Metro & 

Dunston Riveside. Housing improvement is most significant in Bensham & Teams, 

Scotswood-Benwell and Elswick-Discovery.  

The educational impacts are modelled indirectly, via employment rates and 

occupational mix, as well as directly on house prices. We adapted the hedonic house 

price model reported in Appendix 3 to take account of Key Stage 4 performance, and 

this showed a significant positive impact on house price levels. A more aggregated 

model at ward level showed a similar impact. These statistical models indicate that 

raising attainment by 50% would raise the price of a semi-detached house by between 

£20,000 and £27,500; an increase of 10% would be raise prices by £4,000-£5,500.. 

This degree of responsiveness is therefore included in the ward house price forecast.  

The effect of housing improvement cannot be directly estimated in a satisfactory way 

from the data available, and it is relatively early to assess its effects. We therefore use 

an indirect approach, by including a proxy for poor housing in the ward-level house 

price model (based on dwellings without central heating or lacking amenities in 

1991). This implies that 10% of poor housing in a ward would reduce prices by 

£10,000 (compared with a ward with no poor housing). We use the coefficient on this 

as a measure of the impact on future prices of a given amount of improvement. 
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Table 23: Recent and Prospective Changes in Educational Attainment and Housing 

Stock Improvement  

  Change Propn 

Growth Area Educn Stock 

GANum Attainment Improved 

Bleach Green & Stella 5.3 0.0 

Bensham & Teams 6.6 16.4 

Felling & Deckham 10.0 4.6 

Birtley Northside 8.5 0.0 

Metro & Dunston 

Riverside -14.0 0.0 

Chopwell 32.0 0.0 

Walker -16.0 8.8 

Byker Ouseburn -16.0 5.4 

Scotswood-Benwell 7.4 12.5 

North Central 15.2 0.0 

Newcastle Great Park 18.0 0.0 

Elswick Discovery 5.0 12.4 

City Centre 1.4 9.0 

Other Gateshead 17.0 0.0 

Other Newcastle 11.0 2.8 

Total 9.1 3.8 

 

5.2  Results of the scenarios 

It should be recalled that, in addition to these ward-level effects, the scenarios also 

incorporate broader level differences in the extent of environmental improvements, 

differences in economic performance, and differences in the level of new housing 

supply and the balance between the core cities and the peripheral areas.  

Table 24 shows impacts on house prices in 2016. These indicate that the ‘downside 

risk’ for future house prices appears to be greater than the upside possibilities, with 

prices 14% lower in the pessimistic scenario, compared with 7% higher in the 

optimistic case. This difference is partly because of the greater supply in the 

optimistic scenario. The refined ward forecast shows differential outcomes between 

different Growth Areas. In the optimistic case, prices could be 12% higher in 

Bensham-Teams,10% higher in Scotswood-Benwell and Elswick-Discovery, but only 

5% higher in Bleach Green & Stella, Birtley Northside and Metro& Dunston 

Riverside, and 6% higher in North Central and Newcastle Great Park. In the 

pessimistic case prices would be at least 12% lower in all areas, but as much as 17% 

lower in Bensham-Teams,  Scotswood-Benwell and Elswick-Discovery. The impacts 

on house prices would be generally greater by 2021 than those shown here for 2016. 

Vacancies will be 21% higher in the optimistic case, with only small variation 

between areas. They would be only 2-3% lower in the pessimistic case. Private new 

build rates would be 18% higher in the optimistic case, with higher figures generally 

in Newcastle, particularly North Central and Newcastle Great Park, but only 10-12% 
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higher across Gateshead. The pessimistic scenario shows new build 10% lower 

overall, with particularly large drops in Bleach Green & Stella and in Walker – the 

reason for this is these areas tending to drop below viability thresholds.  

Table 25 looks at tenure and poverty. Social renting is expected to fall as a share of 

households in all areas in the baseline, and the ‘optimistic’ scenario would see this fall 

be greater, by between 1.0%  and 3.6% points. The pessimistic scenario would see 

slight increases, in the range 0.3% to 2.2%.  

Private renting is expected to grow slightly more (0.3% points overall) in the 

pessimistic scenario, while being little changed overall in the optimistic one. In the 

former case, the PRS would grow most in North Central and Newcastle Great Park. In 

the latter case (optimistic), PRS would fall in Chopwell, but rise slightly in Walker, 

Byker-Ouseburn and Elswick-Discovery.  

The poverty rate is generally expected to fall, and to do so more in BNG intervention 

areas, under the optimistic scenario. The fall would be greater  (by 0.7% points on 

average) under the optimistic scenario, and vice versa (0.9% points more poverty). 

The impacts either way would be greater in City Centre, Newcastle Great Park and 

Elswick Discovery.  

These impacts on tenure and poverty would be generally greater by 2021 than the 

changes shown here to 2016. 
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Table 24: Impact of Optimistic and Pessimistic Scenarios on House Prices, 

Vacancies and New Build  by Growth Area 

Differences % 

House Price 

2016 Vacancies 2016 Private Build 2016 

GANum Optim Pess Optim Pess Optim Pess 

Bleach Green & St 5 -12 21 -2 11 -26 

Bensham & Teams 12 -17 21 -3 12 -8 

Felling & Deckham 8 -15 21 -2 12 -8 

Birtley Northside 5 -12 21 -2 12 -8 

Metro & Dunst Riv 5 -12 21 -3 10 -7 

Chopwell 9 -15 22 -3 11 -7 

Walker 8 -16 21 -3 22 -15 

Byker Ouseburn 7 -15 20 -2 21 -8 

Scotswood-Benwell 10 -17 21 -3 18 -7 

North Central 6 -14 20 -2 25 -9 

Newcastle Gt Pk 6 -14 21 -2 23 -8 

Elswick Discovery 10 -17 20 -2 21 -8 

City Centre 7 -15 20 -2 20 -8 

Other Gateshead 6 -13 21 -2 14 -9 

Other Newcastle 6 -14 21 -2 27 -14 

Total 7 -14 21 -2 18 -10 

 

Table 25: Impact of Optimistic and Pessimistic Scenarios on Rental Tenure Shares 

and Poverty in 2021 by Growth Area 

Differences % Social Rent 2016 Private Rent 2016 Poverty Rate 2016 

GANum Optim Pess Optim Pess Optim Pess 

Bleach Green & St -1.3 0.8 0.1 -0.8 -0.6 1.2 

Bensham & Teams -1.6 0.7 0.0 0.3 -0.5 0.6 

Felling & Deckham -1.4 0.5 0.0 0.6 -0.6 0.7 

Birtley Northside -1.3 0.6 0.1 0.7 -0.7 0.8 

Metro & Dunst Riv -1.4 0.4 0.2 0.1 -0.6 0.7 

Chopwell -1.0 0.3 -0.6 1.1 -0.7 1.0 

Walker -1.9 2.2 0.8 -0.7 -0.5 1.0 

Byker Ouseburn -2.4 1.0 0.7 0.0 -0.9 0.7 

Scotswood-Benwell -2.4 0.7 0.1 0.3 -0.6 0.6 

North Central -1.5 0.5 0.0 0.8 -0.8 0.9 

Newcastle Gt Pk -2.6 1.3 0.5 0.9 -2.2 2.6 

Elswick Discovery -3.6 1.6 0.5 0.1 -1.5 1.2 

City Centre -1.6 0.5 0.0 0.2 -1.0 1.1 

Other Gateshead -1.0 0.5 -0.5 1.4 -0.7 1.2 

Other Newcastle -1.4 0.5 -0.1 0.3 -0.6 1.0 

Total -1.6 0.7 0.0 0.3 -0.7 0.9 
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It would be possible to use the model to test more bespoke scenarios, entailing 

different levels and mixes of intervention in different areas (e.g. more or less 

demolitions, new build, flats vs houses), although it should be noted that there are 

limited ways of reflecting environmental factors when modelling change at the ward 

level.  

5.3  Impact of Scenarios on Viability  

The final part of this section anticipates the more detailed analysis of viability 

presented in the next section (6). Detailed discussion of the meaning, logic and 

calculation of viability for particular cases is deferred until then. However, it is 

possible to link a simplified formula for average viability, informed by that more 

detailed work, to the ward market forecast. This provides a picture of how 

development viability varies across the areas of interest within Newcastle and 

Gateshead, and how it may change over time. Table 26 presents this analysis based on 

the middle forecast at ward level. The measure of viability is the residual development 

value per hectare for housing developments at the likely density and mix for each 

area. Residual value is the difference between the prices realised on market sale (in 

this case assuming 100% market provision) and the cost of developing those houses. 

The values for five of these areas for 2009 may be compared with the specific site 

examples presented in the next section. Broadly the values in Table 26 are consistent 

with those, tending to be slightly higher in some cases, although lower in one case.  

Generally values and viability fell from 2006 to 2009 with the effects of the Credit 

Crunch and the recession, and there will be a further fall to 2011. Values then recover 

significantly to 2016
5
. We assume here that both 2011 and 2016 remain on the basis 

of Code for Sustainable Development level 4, to facilitate comparison. However, for 

2021 we assume the full implementation of CSH level 6, which accounts for the fall 

in values apparent then.  

In 2009, two Growth Areas appear non-viable from the figures in Table 26 – Walker 

and Byker Ouseburn. In addition another area, Birtley Northside, appears rather 

marginal, with a positive margin of only £276k, which as discussed in Section 6 might 

not be sufficient to motivate housing development relative to alternative uses (or 

allowing for risk). By 2011, this area also goes negative, and another area – Bleach 

Green and Stella, looks highly marginal. Ward level figures indicate that in 2011 part 

of Felling & Deckham, and some other wards elsewhere in Gateshead, could be non-

viable.  

In 2016, assuming CSH level 6 were not fully implemented by then, all areas would 

appear to be viable on this forecast. By 2021, however, with the full imposition of the 

extra costs of this code, viability would again be a problem in Bleach Green & Stella, 

Birtley Northside and Walker, and in parts of Bensham & Teams and Felling & 

Deckham, as well as some other Gateshead wards not in Growth Areas.  

                                                 
5
 This forecast is for somewhat greater price increases than those used in the analysis reported in 

Section 6.  
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Table 26: Average Formularised Viability Measured by Residual Value by Growth 

Area 2006-2021 – middle forecast 

Growth Area 2006 2009 2011 2016 2021 

Bleach Green & Stella 1,183,300 368,436 68,980 763,027 -150,196 

Bensham & Teams 2,262,200 1,551,200 1,017,200 2,343,000 1,015,100 

Felling & Deckham 2,236,600 1,063,800 569,515 1,760,200 434,423 

Birtley Northside 1,146,100 276,725 -49,215 518,969 -552,611 

Metro & Dunston 

Riverside 1,234,600 940,228 444,650 1,947,500 824,329 

Chopwell 122,017 2,284,300 1,891,900 3,447,300 2,219,900 

Walker 333,088 -15,864 -181,834 1,499,700 -55,260 

Byker Ouseburn 966,881 -377,777 -897,475 2,332,300 433,191 

Scotswood-Benwell 841,437 1,147,000 953,462 2,906,200 1,876,100 

North Central 2,466,100 2,284,600 2,029,800 4,404,800 3,440,900 

Newcastle Great Park 2,758,400 2,243,100 2,063,100 4,101,900 3,430,000 

Elswick Discovery 8,931,000 7,091,300 6,218,600 13,645,000 12,271,000 

City Centre 7,337,100 6,094,000 5,577,600 12,081,000 11,643,000 

Other Gateshead 1,960,200 1,074,400 705,017 1,793,400 819,488 

Other Newcastle 4,399,500 3,901,700 3,621,700 6,979,700 6,498,800 

Total 2,784,000 2,186,100 1,834,400 4,140,000 3,198,100 

Note: See section 6 for detailed discussion of viability and residual value. These 

values are based on middle ward forecast using simplified formula. 2011 and 2016 

assume Code for Sustainable Homes level 4 applies; 2021 assumes level 6 applies. 

It is probably most useful to report also on the impact of the ‘pessimistic’ scenario 

from the ward forecasts, as we showed above that the downside risks on house prices 

seemed to be more significant and this would impact substantially on viability. The 

main differences are as follows: 

• In 2011 Bleach Green & Stella would be definitely unviable and Felling & 

Deckham and Metro & Dunston Riverside would look marginal. 

• In 2016 Birtley Northside would be highly marginal. 

• In 2021, with full CSH level 6, all Growth Areas in Gateshead except 

Chopwell would be non-viable, Walker and Byker Ouseburn would be 

seriously negative, and Scotswood-Benwell would be highly marginal 

This analysis suggests that viability is a significant issue affecting the ability to see 

sites progressed in the short term in some of the areas of particular interest to BNG, 

without some additional subsidy. In the medium term, a relatively favourable middle 

scenario suggests all areas could become viable, unless significant extra costs are 

imposed, as with CSH level 6 or significant affordable housing requirements. 

However, assuming full implementation of CSH level 6 in the longer term, viability 

becomes a problem again in a number of areas. With the more pessimistic market 

scenario, the problem of viability would become rather widespread, especially in 

Gateshead.  
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s.5  Key Findings on Local Scenarios 

Significant changes at neighbourhood level in factors such as school performance 

and housing/environmental improvement may be expected to impact on the 

popularity and value of housing. 

Exploration of optimistic and pessimistic scenarios suggested that the downside 

risks to house prices could be considerable.  

Some areas seem likely to be more sensitive to better or worse scenarios, 

particularly Bensham-Teams, Scotswood-Benwell and Elswick Discovery.  

While more optimistic scenarios would reduce poverty more, and see more relative 

shift from social renting to owning as well as more new building, there would 

probably be an effect on increasing vacancies. 

Viability problems appear likely to affect some BNG areas in the shorter term, and 

although price rises by 2016 should bring these back into viability, the general 

imposition of higher costs (e.g. for low carbon homes) would bring viability 

problems back into the picture, particularly on the more pessimistic scenario. 

Implications for policies and programmes 

• Measures to support and reinforce enhanced school performance in BNG and 

neighbouring areas could bring valuable secondary benefits in terms of area 

popularity and reputation, and the performance of the housing market 

including viability considerations. There would be a virtuous circle of 

improvement in schools and housing given changes in the tenure balance and 

more stability of family populations.  

• Improvement of poor quality housing and its immediate environment could 

also contribute to a similar virtuous circle.  

• For those BNG areas shown to have more sensitive prices then specific 

schemes should be adequately tested for viability and robustness of marketing 

approach in the face of varying conditions 

• Paradoxically, vacancies may be somewhat higher under more optimistic 

scenarios, so overall performance should be assessed against a basket of 

indicators 

• There is a general trade-off between development viability in the weaker BNG 

areas and the speed and level of environmental/energy/low carbon standards 

introduction. This trade-off is more difficult in more pessimistic scenarios 
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6.  Development Viability 

6.1   Why viability matters 

Viability refers to the basic economics of housing development. With most new 

housing schemes involving private housing, either alone or in combination with 

affordable housing and/or other non-housing development, a critical condition for 

development to proceed is that the development should appear to sufficiently 

profitable for private development companies to decide to undertake it.  

All developers (even public or nonprofit ones) have to undertake financial appraisals 

to assess the cost of schemes, the financing to be secured, and the returns likely to be 

earned. For a typical private or mixed scheme, the key calculation is to determine the 

gross development profit, which can essentially be defined as the difference between 

the achieveable sales value of the houses and the cost of building them, including the 

costs incurred to make the site fit for development plus the cost of any obligations 

under planning or other agreements which may be involved. This calculation 

determines what developers will typically offer to pay for a site, and will be the 

normal basis for valuation of sites with planning permission for housing. Thus, this is 

commonly referred to as the ‘residual development value’. The ‘costs’ include the 

developer’s financing costs and all professional and other fees, and an allowance for 

‘normal’ (or minimum) profit to be earned on all activities. The revenues will be 

based on the expected sales values achieveable at the future time when the houses are 

actually released onto the market. This implies a degree of guesswork about the future 

course of the market, something which is always a matter of uncertainty, but is 

generally likely to be strongly influenced by current values achieved in the market.  

As local authorities have increasingly sought to impose additional obligations on 

developers through s.106 planning agreements relating to affordable housing and to 

infrastructure requirements, it has become clear that authorities need to be aware of 

viability, measured by residual development values, in order to determine what level 

of obligations may be reasonable. It is not just planning agreements, but also the types 

of development which are permitted, in terms of density and mix, encouraged by 

planning guidance (PPS3) which affect viability. Also, recent and prospective 

developments in the regulatory environment for housebuilding, particularly the Code 

for Sustainable Homes, are threatening to raise the cost base of new construction and 

further limit the viabilityof new development. This has led to the widespread use of 

tools to assess viability, such as the well-known Three Dragons Toolkit, originally 

developed for the Greater London Authority.  

The viability issue is clearly critical in the current climate. Following the Credit 

Crunch and the economic recession, house prices have fallen significantly and, even 

as mortgage availability improves, developments which previously looked profitable 

may no longer be so. This is particularly likely to be so in regions like the North East, 

where prices and residual values were never so high as in the south of England. And 

values are often low in those urban areas which are the focus of regeneration efforts, 

notably the areas where Housing Market Renewal is underway. The analysis of 

current and prospective market values for housing in the BNG intervention areas and 

other growth areas, discussed in the preceding section, underlines this problem. 
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Our initial approach to viability in this study for BNG rested on a relatively crude 

formulaic approach, linked to the ward forecasting model. However, in the most 

recent stage of the work we have involved Three Dragons in applying their toolkit 

approach to case studies within the BNG area. This builds on recent joint work for 

NHPAU, which focussed on the effects of mix and density on viability in different 

local contexts. While primary responsibility for the analysis described in the 

remainder of this section rests with Three Dragons, the Heriot-Watt part of the team 

provided the estimates of house prices used. These were based upon a mixture of 

statistical ‘hedonic’ price models, as described in more detail in Appendix 3, and 

simple descriptive data on recent prices by house type from the Land Registry. 

Appendix 1 provides a method statement for the 3D Toolkit approach to viability, 

while Appendix 2 provides further background information on the assumptions.   

6.2  Introduction to Viability Case Studies  

 

In this section we assess the economics of five development sites in Newcastle and 

Gateshead. The sites were selected from identified sites which had been built or 

proposed within areas of interest to BNG and to represent a range in terms of location 

and value.  

We model the sites using a residual valuation toolkit, which is the type of model 

developers use in determining a scheme’s economic viability. The output of the model 

is a residual land value. As different variables are applied to a site, the residual land 

value increases or decreases. Factors such as affordable housing and building to the 

Code for Sustainable Homes (CSH) lower residual value, while factors such as grant 

funding and a rise in house prices can increase residual value. Other factors, such as 

the density of a development and the specific mix of dwellings, can also have an 

impact on a site’s residual value. We compare the residual values produced in 

modelling the sites with average land values for the Newcastle and Gateshead sub-

region to help assess whether the sites could potentially come forward for residential 

development. We assess how different cost variables affect the viability of sites with 

different characteristics. 

We begin by modelling the five sites using build costs and house prices for 2009. 

Sites are tested at three different densities – 30 dph, 50 dph and 120 dph. Subsequent 

sensitivity tests are conducted at 50 dph, the density which produced the highest 

residual value on the majority of sites; this is also closer to likely proposals in most 

locations of interest to BNG than either the higher or lower density options.. At 50 

dph, the following scenarios are tested: 

• 15% affordable housing 

• building to CSH level 4 

• 15% affordable housing and CSH level 4 

• 15% affordable housing, with grant funding 

• 15% affordable housing and CSH level 4, with grant funding 

Finally, we look at the impact of Code for Sustainable Homes level 6. According to 

current legislation and national policy , from October 2016 all new homes will be 

required to meet CSH level 6. This will significantly add to development costs. By 

2016 house prices are likely to have risen, although housing market change will differ 
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by region and market. Using ward-level estimates of house price inflation, provided 

by Heriot Watt
6
, and build cost forecasts which look at the sub-region as a whole, we 

model the five sites at 2016. The outcomes are hypothetical, but they show the 

possible implications of higher development costs on the viability of development in 

different strength housing markets. 

 

6.3  Methodology and Key Assumptions 

 
We assess viability using a residual valuation model which compares revenue from 

completed properties with the overall costs of developing a scheme. Scheme costs 

include, but are not limited to, build costs, overheads, any costs related to the 

conditions of a planning permission and a return to the developer. Considering the 

ratio of returns to costs, the model produces a residual land value, which is the price a 

developer could reasonably pay for land. A detailed explanation of this methodology 

can be found in Appendix 1. 

The five illustrative sites used in this analysis are based on actual sites. The 

characteristics of each site will be discussed in the next section. Actual sites differed 

in size and density. In order to make comparisons, we model the sites at three 

densities – 30 dph, 50 dph and 120 dph. To achieve each density, we alter the number 

of units in the scheme, while maintaining the site size. On each site, at a given 

density, we assume the same mix of dwellings. At low density the mix consists 

entirely of family housing. In the highest density scenario, all units are flats. 

Development mixes for each density are shown in Appendix 2. While sites differed in 

size (hectares), residual values are reported per hectare for the purpose of comparison. 

Our first set of tests used 2009 average build costs
7
, taken from Building Cost 

Information Service data on housing tender prices which for the same product were 

found to be the same across the region
8
. We used 2009 house prices, generated by a 

combination of a statistical ‘hedonic’ model
9
 and actual recent prices by house type.  

Further details are provided in Appendix 3.   

Unlike build costs, house prices varied by location.  Schemes were tested at each 

density at 100% market housing, assuming a S106 obligation (for infrastructure, etc.)  

of £5,000 per unit. All units were assumed to comply with CSH level 3. This added a 

cost of £2,500 per unit to the general build costs. 

The highest residual value on the majority of sites was achieved at 50 dph. That 

density was, therefore, used to test the implications of a range of costs variables. 

Scenarios tested include the following: 

 

                                                 
6
 Owing to the timing of the various elements of the study, these inflation forecasts were not based on 

the final version of the ward forecasts, which was being developed in parallel. 
7
 BCIS Housing Tender Price Index indicates that, for flatted developments, build costs per m² increase 

by number of storeys. This is due to a step change in method of construction at 6 storeys. In the high 

density mix scenario we assumed all flatted developments to be under six storeys. 
8
 Build costs were averages  for Q2 and Q3 2009 taken from the BCIS Housing Tender Price Index 

adjusted by location factor. House prices were derived from the HW hedonic price model. 
9
 A ‘hedonic’ house price model is a statistical multiple regression model used to explain/predict 

variations in house prices depending upon the individual house type and size, and characteristics of the 

location and neighbourhood, including distance to city centre, density and urban form, and the socio-

economic characteristics of the local population. Further details are provided in Appendix 3. 
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• 15% affordable housing, split 70% social rented and 30% New Build 

Homebuy (assuming a 50% purchase).
10

 

• Building to CSH level 4 at an addition cost of £3,500 per unit (ie. a total cost 

of £6,000 per unit extra over development to Building Regulations standards. 

• The effect of grant funding. Grant was modelled at approximately £45,700 

per unit for social rented housing and approximately £21,800 per unit for low 

cost home ownership. These figures are based on regional averages of grant 

funding for different types of affordable housing for quarter three 2009.
11

 

The outcome of these tests will be reported below.. 

 

6.4 The Sites 

This analysis looks at five schemes with different characteristics. They are based on 

actual developments in Newcastle and Gateshead. Of the five actual schemes, three 

were in suburban locations and two were in town centres.  Actual schemes ranged in 

size from twelve to eighty-three dwellings with the majority being relatively small 

(under twenty dwellings). The lowest actual density for a scheme was 8.49 dph. The 

highest was for a development in Newcastle town centre which was 61.15 dph. 

Information on the actual density for each scheme has been supplied as a comparator. 

No information on actual affordable housing provision or developer contributions 

under S106 is available. 

 

Table 27: Viability Case Study Scenarios 

 

Site Location 

(LA) 

Urban 

Type 

Site Area 

in hectares 

Actual 

Number of 

Units 

Density 

(Dph) 

Acacia Rd, Nr 

Stadium 

Gateshead Near Centre 2.45 83 33.89 

Hawthorne 

Pub, Benwell 

Newcastle Inner 

Suburban 

1.41 12 8.49 

Walker Rd. Newcastle Inner 

Suburban 

0.46 28 61.15 

Hawthorn 

Farm 

Newcastle Outer 

Suburban 

1.57 14 8.91 

Social Club, 

Elysium 

Gateshead Inner 

Suburban 

0.34 19 56.69 

 
Outputs of the hedonic price model were used to model each scheme. House prices for 

the modelled schemes were assumed to differ based on scheme characteristics and 

location. For a 1 bed flat, the price used in modelling ranged from £36,155 on the 

Bensham (Social Club) site, to £87,597 at Newcastle Great Park (Hawthorn Farm). 

Prices for a 5 bed detached home ranged from £176,580 on Walker Rd. to £254,888 

on Hawthorn Farm.  

                                                 
10

Social rents are target rents for the districts for 2009 (Source Dataspring).  Home Buy rent on the 

unsold share was set at 2.75% 
11

 Homes and Communities Agency Investment Statement 2008-11: North East Region (October, 2009) 
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In addition to house type, prices varied according to the density of a scheme, based on 

the hedonic house price model described in Appendix 3. Higher density generally 

reduces prices for a given type of property, as does being in an area dominated by 

terraced houses. Socio-economic characteristics of the immediate neighbourhood also 

impact significantly on property values and these are also reflected in the model. 

However, the final prices used for the viability assessment were based on an average 

of the hedonic modelled prices and the actual recent observed prices by type at ward 

level.   

Table 28 presents the detailed price estimates for 2009. Figure 12 illustrates the 

variation in price within, and between, sites for two bed properties. 
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Table 28: House Price Estimates for Case Study Sites  by House Type and 

Mix/Density, 2009 

    Acacia Rd 

Hawthorne 

Pub Walker Rd 

Hawthorn 

Farm 

Social Club, 

Elysium 

Prices 

in  2009 nr Stadium Benwell Walker    

Newc'l Grt 

Park Bensham 

  

Adjusted  

with LR 

Gateshead 

NE10 0 

Newcastle 

NE15 6 

Newcastle 

NE6 3 

Newcastle 

NE13 9 

Gateshead 

NE8 2 

Density Type 1 4 5 6 7 

30 dph Sem3 130,217 123,640 109,816 172,638 135,478 

30 dph Det3 149,003 141,287 126,311 192,958 157,621 

30 dph Det4 180,111 170,511 153,625 226,608 194,288 

30 dph Det5 206,255 195,071 176,580 254,888 225,104 

30 dph Terr2 103,662 98,693 86,500 143,912 104,177 

30 dph Terr3 122,019 115,938 102,618 163,769 125,815 

              

50 dph Sem3 136,451 131,837 116,524 169,984 133,638 

50 dph Det3 156,930 151,405 134,762 190,646 156,483 

50 dph Terr2 107,502 104,176 90,743 140,777 101,344 

50 dph Terr3 127,514 123,297 108,564 160,967 123,668 

50 dph Flat2 82,818 80,589 68,759 115,872 73,808 

              

120 dph Flat1 53,657 46,025 41,073 87,597 36,155 

120 dph Flat2 81,610 69,158 65,789 113,432 67,470 

120 dph Flat3 107,304 90,422 88,506 137,178 96,255 

              

Note: prices were estimated by statistical hedonic regression model using Regulated 

Mortgage Survey data to 2007, then adjusted forward to 2009 using regional average 

change, then averaged with adjusted 1998 Land Registry price data by dwelling type. 

Details are provided in Appendix 3. 

 

Area 6 (Hawthorn Farm, Newcastle Great Park) stands out as having markedly higher 

prices than the other areas. This reflects its suburban location and environment and 

also the markedly more affluent socio-economic profile of existing residents of this 

part of the urban area. At the other end of the spectrum, Walker is the area with the 

lowest house prices (although prices for flats are pretty low in Bensham as well). 

Walker is geographically neither inner nor really suburban; its existing housing stock 

is almost entirely public sector and its history is that of serving traditional industries 

along the river, most of which have closed down. Its geographical location above the 

river makes for a sense of isolation and it is not particularly accessible to all parts of 

the conurbation.  
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Figure 12: House prices 2 bed properties 

 

 
 
 
Average build costs were assumed to be the same across the district, based on data 

from the BCIS housing tender price index. The average size of each type of property, 

in square meters, was also the same on each site. Therefore, on sites with higher house 

prices the ratio of revenue to development costs was better than on sites with low 

house prices. Figure 13 shows house prices per m² for different property types. While 

2 and 3 bed family properties produce the highest return per m² on the majority of 

sites, flats fetch a higher price per m² on the Hawthorn Farm site.  
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Figure 13: Property prices per square meter 

 

 
 
 

When property prices are high the net revenue is higher. This explains why similar 

developments in two different areas, or housing markets, will produce different 

residual values per hectare.  

 

6.5. Results: Modelling sites in 2009 

We modelled the five sites using build costs and house prices for 2009, assuming a 

S106 obligation package of £5,000 per unit and an extra-over cost per unit of £2,500 

for building to CSH level 3. The sites were modelled at  densities of 30, 50 and 120 

dph. 

Hawthorn Farm, based on an actual site in suburban Newcastle (part of Newcastle 

Great Park), was found to produce the highest residual land values, which were above 

£1,500,000 at all densities. Residual values were lowest on Walker Rd, which was 

based on a site in Newcastle inner suburbs dominated by public housing. The highest 

residual value achieved on that site was £311,400. 



 81 

 

Table 29:  Case Study Residual Values (highest value shown in bold) 
 

Case Location Urban 

Type 

Site Area 

in 

hectares 

Number 

of Units  

Density Residual 

value per 

hectare 

74 30 dph £ 594,000  

 

122 50 dph £ 986,400  

 

Acacia Rd, 

Nr 

Stadium 

Gateshead Central/ 

Inner 

2.45 

295  

(83) 

120 dph 

(33.89 

dph) 

-£ 397,100  

 

42 30 dph £ 421,000 

70 50 dph £ 826,000 

Hawthorne 

Pub, 

Benwell 

Newcastle Inner 

Suburban 

1.41 

169 

(12) 

120 dph  

(8.49 

dph) 

-£ 

1,779,800 

14 30 dph £ 96,300 

23 50 dph £ 311,400 

Walker 

Rd. 

Newcastle Inner 

Suburban 

0.46 

55 

(28) 

120 dph  

(61.15 

dph) 

-£ 

2,099,900 

47 30 dph £ 

1,566,900 

78 50 dph £ 

2,209,500 

Hawthorn 

Farm, 

Newcastle 

Great Park 

Newcastle Outer 

Suburban 

1.57 

188 

(14) 

120 dph  

(8.91) 
£ 

2,451,600 

10 30 dph £ 765,000 

17 50 dph £ 833,400 

Social 

Club, 

Elysium, 

Bensham 

Gateshead Inner 

Suburban 

0.34 

41 

(19) 

120 dph 

(56.69) 

-£ 

2,006,400 

 
Testing showed that: 

• On 4 of the 5 sites the 50 dph scenario produced the highest residual values, 

which ranged from £311,400 to £986,400 per hectare.  

• The low density (30 dph) scenario also produced viable residual values, 

ranging from just over £96,000 on site 5, the lowest value site, to over 

£1,500,000 on the highest value site.  

• At 120 dph residual values were negative on 4 of the 5 test sites. However, on 

site 6, the highest value site, 120 dph produced the highest residual value. 
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Figure 14: Residual Values with 100% market housing 

 

 
 
 

As the development mix scenario on actual sites is not known, it is difficult to say 

how the results from the modelled sites compare with the economics of the actual 

sites. The outcome of our initial tests shows that on the majority of sites, low and 

medium densities are most viable.  

On 4 of the 5 sites, the high density development scenario produced negative residual 

values. This is owing to a poor ratio of development costs to revenue. As outlined in 

Figure 12, flats were assumed to fetch a lower price compared to other two and three 

bed properties in Newcastle and Gateshead.
12

 Flats are also more costly to develop 

than other types of properties. According to data from the BCIS Housing Tender Price 

Index for mid to late 2009, flats cost almost £60 per m² more to develop than small 

houses. Low selling prices, coupled with high development costs, means that in low 

and medium value markets, flatted schemes are not generally viable. 

In higher value areas the average price for flats is higher, so the net return per units is 

greater than in lower value areas. On the Hawthorn Farm site, where the value of flats 

is high, flats outperform some low and medium density family housing in return per 

m² (see Figure 13). When net return is higher per unit, residual value will be highest 

when more units are added to a scheme. This explains why on the Hawthorn Farm site 

the high density mix scenario produced the highest overall residual value. 

                                                 
12

 According to the Hedonic Price Model and also values averaged with actual Land Register sales. 
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6.6  Sensitivity tests 

We tested the implication of additional costs variables on all schemes using the 50 

dph development mix scenario. We test at 50 dph as that is the density which 

produced the highest residual value on the majority of schemes, and which was also 

seen as a more realistic mix in practice. We assessed the following scenarios: 

• 15% affordable housing 

• Building to CSH level 4 

• 15% affordable housing and building to CSH level 4 

• 15% affordable housing, with grant funding 

• 15% affordable housing and building to CSH level 4, with grant funding. 

 

Figure 15): sensitivity tests showing the implications of CSH level 4, 15% affordable 
housing and grant funding on residual land value.  (The effect of combining factors is also 

shown) 

 
 
The findings may be summarised as follows: 

Adding 15% affordable housing to a scheme has a greater negative impact on residual 

value than building to CSH level 4.  

However, the lowest residual values are produced when CSH level 4 and 15% 

affordable housing are both added to a scheme. In that scenario residual values range 

from -£0.17 million on Walker Rd to over £1.5 million on Hawthorn Farm.  
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Grant funding improves the residual value of all schemes. However, it has a 

proportionally greater impact on the residual value of lower value schemes. On a 70 

unit scheme, such as that modelled for Hawthorne Pub, grant funding, at £45,700 per 

unit for social rent and £21,800 for low cost home ownership can add approximately 

£400,000 to residual site value. 

While grant funding improves viability, it does not guarantee that a site will be made 

viable. Even with grant funding, the residual value of the Walker Rd site remains 

below £300,000. At that value, the viability of the site becomes very much dependent 

on the alternative use value of the land on which it is being developed, and perhaps on 

developers’ attitudes to risk.  

 

Residual values compared with recorded land value 

We can assess whether a site could reasonably come forward for development by 

comparing the residual value produced by the model to average land values for the 

sub-region. Average prices for land vary by use. Residential sites tend to have a 

higher value than industrial or agricultural land.  A site can be considered to have 

potential for residential development if the residual value produced in modelling is 

significantly (approximately 25-30%) above the value of a piece of land in its current 

use (existing use) and its other possible uses (alternative use). However it should be 

noted that individual landowner’s expectations vary and this figure should be treated 

as indicative only.  

According to the Valuation Office’s Property Market Report for July 2009, Industrial 

and Warehouse land values for Newcastle range from £165,000 to £225,000 per 

hectare, with £195,000 per hectare being a typical value. If we assume a 20% to 30% 

uplift on industrial land value for a residential planning consent, a reasonable land 

value for a previous industrial site would be approximately £250,000.  

Average industrial land values for the Newcastle and Gateshead region are the lowest 

in England. Therefore, if we use industrial land value as an existing use value, all sites 

appear viable at 50 dph. All sites except the Walker Rd site are also viable at 30 dph. 

At 50 dph the majority of sites could be built to CSH level 4 and support 15% 

affordable housing. 

Average values for residential land in the region are considerably higher than 

industrial land, although it should be noted that there is considerable variation round 

the averages quoted. According to Property Market Report for July 2009, the average 

value of a small residential site is approximately £1,900,000. The value of bulk land 

(2ha or more) is lower, at £1,600,000. These values are higher than the residual value 

per hectare achieved with 100% market housing on all but the highest value scheme. 

But this does reflect the deliberate emphasis in this study on looking at BNG 

intervention areas which tend to have relatively low values reflecting their social 

composition and environmental qualities. 

Of the schemes modelled, most were brownfield sites. The exact nature of the actual 

sites, particularly possible alternative or existing use values, is not known. Therefore, 

our assumptions about the viability of specific sites are hypothetical. The analysis 

suggests that on formerly agricultural or industrial land, which has a low alternative 

use value, low and medium density schemes can achieve viable residual values even 

with higher development cost. However, on prime residential sites, all schemes 
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modelled, with the exception of the high value Hawthorn Farm scheme, would yield 

less than the current going rate for residential land in the sub-region, even with 100% 

market housing. This perhaps suggests that these sites would not be the first choice of 

private developers with a choice of options in a relatively slack market. 

 

6.7 2016 and the introduction of CSH level 6 

In October 2016 on current policies all new homes will be required to meet CSH level 

6. Code level 6 homes must be ‘zero carbon’ homes. Meeting the requirements of 

CSH level 6 will add significantly to development costs. To show the possible impact 

of CSH level 6 on viability, we model our five illustrative schemes in 2016. To bring 

the schemes forward to 2016 we make the following assumptions (assumptions are 

estimates only): 

House price projections for 2009 to 2016 have been provided by Heriot Watt, based 

on the ward forecasting model. It is assumed that house prices will rise in the 

immediate future and that uplift on specific sites will range from 19.6% to 46.9%. 

Table 30 shows assumed percent changes in house prices between 2009 and 2016. 

 

Table 30: Assumed price rises to 2016 on selected sites 

 

Site Notional Percent 

Change in House 

Prices 2009-

2016
13

 

Acacia Rd. 23.9 

Hawthorne Pub 39.4 

Walker Rd. 41.6 

Hawthorn Farm 46.9 

Social Club, Elysium 19.6 

{revised values 20  41  46 43  20  - ok] 

• Build costs are assumed to increase approximately 1.2% per annum.
14

  

• The costs of section 106 contributions is assumed to increase at the same rate 

as build costs. A section 106 contribution of £5,500 per unit is used in 

modelling sites in 2016. 

• Target rents are increased by 3% per annum, based on RPI plus 0.5% inflation. 

• Figures per unit for achieving CSH level 6 are based on Communities and 

Local Government estimates.
15

 Extra-over development costs are derived from 

Table 32 of Code for Sustainable Homes: A Cost Review. An average is taken 

for the highest and lowest estimate for each house type. A total cost for 

                                                 
13

 Assumption provided by Heriot Watt 
14

 Estimates for per annum percentage change in build costs are based on BCIS forecast to 2014. Three 

Dragons extrapolation to 2016 based on BCIS’ predicted trend. 
15

 CLG extra-over cost estimates for achieving CSH level 6 are for the present market ie. costs do not 

reflect general build cost inflation.   
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building to CSH level 6 for each site, at each density, is generated based on the 

specific development mix and number of units (see Table 31).
16

 

Table 31  Extra-over development costs per scheme for achieving CSH 6 

(calculations based on CLG cost estimates per unit by property type) 

 

Site  units Cost at 30 

dph 

units Cost at 50 

dph 

units Cost at 120 

dph 

Acacia Rd 74 2,645,389 122 4,032,100 295 6,808,600 

Hawthorne 

Pub 

42 1,501,437 70 2,313,500 169 3,900,520 

Walker Rd. 14 500,479 23 760,150 55 1,269,400 

Hawthorn 

Farm 

47 1,680,180 78 2,577,900 188 4,339,040 

Social Club, 

Elysium 

10 357,485 17 561,850 41 946,280 

Source: figures used in calculating total costs per scheme derived from CLG’s Code 

for Sustainable Homes: A Cost Review (2010) Table 32, p.57. 

 

The overall effect of introducing CSH level 6 is to lower residual values. Residual 

values fall even further when 15% affordable housing is also added to a site.  

However, as the market strength of each site differs, the implications of introducing 

higher development costs differ on each site. Figures 16 to 18 show residual values 

for each scheme built to CSH level 6 at low, medium and high density. 

 

Figure 16: Viability by Site at Low Density 

 

 
 

                                                 
16

 As CLG estimates by house type are limited to 2 bed flats, 2 bed terraces, 3 bed semi-detached and 4 

bed detached properties, the figure for 2 bed flats is also applied to 1 and 3 bed flats and the figure for 3 

bed semi-detached is applied to other 3 bed house-types. 
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Figure 17: Viability by Site at Medium Density 
 

 
 
 
 
 

Figure 18: Viability by Site at High Density 

 

 
 
 
 

On four of the five sites (Acacia Rd., Hawthorne Pub, Walker Rd. and Hawthorne      

Farm, the results for 2016 and CSH level 6 are broadly consistent with the results of       

testing at 2009 ie. the 50 dph scenario produces the highest residual values per       

hectare at Acacia Rd., Hawthorne Pub and Walker Rd. and the 120 dph scenario      

produces the highest residual value at Hawthorn Farm. 
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However, there are also important differences in the viability of each site, as well as 

each site’s comparative performance. Each site’s performance in 2016 is dependent 

on two factors: 

• The additional costs for achieving CSH level 6 on each site (depending on 

number of units and types of properties built) 

• How much house prices are assumed to rise between 2009 and 2016. 

The different ways in which the two factors can affect residual value is demonstrated 

on Acacia Rd. and Hawthorn Farm. 

The Acacia Rd. site has a large number of units, so build costs for the site rise by over 

£4 million when built to CSH level 6. House prices are only inflated 23.9%. As a 

result, the ratio of costs to returns on the site is poor. The Acacia Rd. site is, therefore, 

less viable in the 2016 scenario than in 2009. 

On Hawthorn Farm, the highest value site, house prices are increased by 46.9%. 

Because house prices for the site were already high for 2009, the net uplift, after 

applying the percent change, is greater than for a lower value site. Therefore, on 

Hawthorn Farm house prices are able to absorb the increased costs of building to CSH 

level 6. The increase in house prices is such that the site is actually more profitable in 

the 2016 scenario than in 2009.  

Changes to house prices and development costs can also affect the density at which a 

site is most viable. This is demonstrated on the Social Club site. Modelled in 2009, 

the highest residual value for that site was achieved at 50 dph. However, when 

modelled for 2016, 30 dph produces the highest residual value. This outcome is due to 

the value assumed for different property types on the site. The price of flats on the 

Social club site is the lowest of the five sites. However, the value of larger family 

properties for that site is medium to high compared to other sites. Applying a percent 

uplift to those values, to model the site in 2016, exacerbates the gap between the price 

for family homes and the price for flats. Because family homes fetch a higher price 

compared with flats, particularly in 2016, the lowest density scenario, which has the 

largest proportion of larger homes, produces the best ratio of costs to returns.  

These outcomes demonstrate the following: 

• The effect of CSH level 6 on the residual value of developments will differ 

considerably depending on the characteristics of a development and its 

location.  

• Viability will also depend on future house prices, which will differ by housing 

submarket (however, our forecasts of these changes are relatively uncertain) 

• On a high value site like Hawthorn Farm, development costs can be increased 

without significantly impacting viability.  

• Lower value sites, such as Walker Rd., will struggle to be viable, particularly 

with increased regulatory costs, even if house prices increase. 

 

S6. Key Findings  on Viability 

The analysis demonstrates that economic viability differs greatly on a site by site 
basis. Within the area of Newcastle-Gateshead the viability of individual sites will 

differ according to: 
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• the location of a site and the strength of the housing submarket it is situated in; 

• the density of a site and the specific mix of dwellings; 

• and, the costs associated with developing the site 

Additional development costs, such as building to CSH level 4 or 6, or providing a 

percentage of units as affordable housing, will lower residual values on all sites. 

However, because of the differences outlined above, the implications those factors 

have on a site’s variability will vary. 

In higher value markets, high house prices absorb development costs without 

significantly affecting viability. It is also likely that house prices will rise faster in 
areas which are in high demand. As house prices rise, higher development costs can 

be endured. This is demonstrated by the Newcastle Great Park site. 

In lower value markets residential development struggles to be viable even with 
100% market housing. The viability of lower value sites, such as Walker Rd. is 

highly dependent on the value of the land on which the site is developed. For any 

affordable housing to be provided on a site like Walker Rd. grant funding will be 

needed.  

While sites in middle value markets such as Felling, Benwell and Bensham perform 
well with 100% market housing, their viability is acutely affected by increased costs. 

The ability of sites in these markets to cope with increased development costs in 

future will be highly dependent on the rate of market uplift. In middle value markets 

some aspirations are achievable, but not all. On these sites it is the cumulative impact 

of costs which poses a problem for viability. This could suggest a need for 

prioritisation. 

Implications for policies and programmes. 

• Some prioritisation of areas and schemes will be necessary given market 

conditions 

• The most favoured Growth Areas are likely to be viable under all conditions, 

and these areas could accommodate some social/affordable housing without 

subsidy 

• Some of the weakest areas may not be early priorities for investment given  

limits on the public subsidy likely to be necessary 

• Inclusion of social housing within new build in the weaker areas may be 

questionable, both on viability grounds and in terms of changing the social 

mix in the wider area 

• Inclusion of LCHO within new schemes in BNG Growth areas seems 

appropriate as a way of stretching limited subsidy, widening affordability in 

some cases, and getting more stability and family home ownership presence in 

these areas 

• Policy on the implementation timescale for the Code for Sustainable Homes is 

a national matter. However, one may anticipate some debate about the level 

and timing of this commitment given the economic situation, and the 

arguments that existing stock is more important for achieving emissions 

reduction (this in turn may provide some pointer to future activities for 

housing renewal teams).
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7.   AFFORDABILITY  

7.1  Introduction and relevance 

It was proposed as part of the project to provide some evidence on measures of 

affordability for BNG areas and wider comparators, and to consider possible 

implications for affordable housing need and provision. The motivation for this part of 

the work included several considerations. Firstly, a Strategic Housing Market 

Assessment (SHMA) has recently been carried out, and this could provide an 

opportunity to provide some independent comparative information for BNG to use 

when engaging with this process. Secondly, it could help to inform the use of 

Affordable Housing targets and site-level requirements which may be promoted 

through the use of s.106 planning powers. Thirdly, it could show the contribution 

which developments on market renewal area sites in which BNG has an interest may 

make to affordable housing opportunities within Newcastle and Gateshead, both 

through market provision and through Low Cost Home Ownership (LCHO) 

provision. Such an analysis of affordability arguably complements the analysis of 

viability just presented, as both are relevant to decisions about affordable housing 

provision. 

This part of the report essentially ‘piggybacks’ on several recent parallel pieces of 

research which the authors have been involved with, drawing out findings of 

particular relevance to Newcastle and Gateshead. These parallel research studies 

include 

• The long-established ‘Bramley’ affordability-based needs model which has 

been applied over a number of years at local authority level across England 

(see for example Bramley & Karley 2005), as well as in Scotland (Bramley et 

al 2006).  

• A study by Wilcox and Bramley (published in early 2010) for the NHPAU 

looking at the requirements for affordable housing, which produced new 

estimates of local authority level income levels and patterns and the associated 

affordability of housing to buy and in the private rental market 

• A study by Bramley, Dunse, Thanos and Three Dragons (also published early 

2010), again for NHPAU, looking at the implications of mix and density of 

new housing provision for both affordability and viability 

• A study by Bramley & Watkins (2008) of rural affordability and needs, which 

explored more localised (ward level) measures of affordability. 

 

7.2  Affordability to Buy and Rent at Local Authority Level 

The first set of evidence presented comes from the Wilcox & Bramley (2010) study, 

and presents measures of the proportion of younger households (head aged under 40) 

with enough income to buy a home or rent privately in recent years (2007 and 2008). 

Table 32 presents key measures for Newcastle, Gateshead, the ‘best’ and ‘worst’ 

districts in the North East, the regional and national averages. A further comparative 

benchmark is provided in the final column based on the earlier Bramley affordability 

model. The measures in this table are for affordability to buy at normal lending 
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norms
17

 based on income alone; they do not take account of the possible requirement 

for deposits and whether people can access wealth from families to help with larger 

deposits.  

The initial estimates are for the year 2007, the last year of ‘normal’ market conditions 

before the credit crunch, and also the peak year for house prices and therefore the 

worst recent year for affordability as measured in this way. We focus on younger 

(under-40) households because these are representative of the main group trying to 

enter and become established in the housing market. The key estimate is for ability to 

buy a 2-bedroom home, on the grounds that as documented in the study most first 

time buyers do seek and buy at least a 2-bedroom unit. The ‘threshold’ house price is 

set at the mid-point between the lower quartile and the lower decile of prices for that 

size of accommodation, based on Regulated Mortgage Survey (RMS) data. The study 

rehearses the arguments for potentially using the lower decile vs the lower quartile as 

a threshold level. We also present figures for working households, and for 

larger/family households’ ability to buy a three-bedroom dwelling.  

 

Table 32: Income-based Affordability to Buy in 2007: Local Authority Level 

Comparisons within the Region and national benchmarks 

NHPAU Type 
% can 
buy   2007   Bramley 

Affordy by 
LAD Code U40 

U40 
Wkg 

U40 
Family can buy 

LA name bregtype pctbnm pctbnmw pctbnmf pctbinc 

            

Castle Morpeth 15 63.7 70.0 43.2 58.5 

          

NE Ave   49.8 57.7 33.4 47.6 

          

Gateshead 17 44.9 54.1 25.8 42.6 

          

Sunderland 17 42.5 51.3 27.3 38.7 

          
Newcastle 
Tyne 11 38.7 44.1 23.4 37.3 

          

England   37.8 42.3 23.6 38.5 

 

The bottom row of the table shows that the new estimate for all under-40 households 

is remarkably close to the comparable measure from the earlier Bramley affordability 

model. There is some variation in this comparison at the local level but the numbers 

are generally similar.  

Newcastle turns out to be the district in the North East with the ‘worst’ affordability, a 

corollary of its relatively high house prices. However, this puts it very close to the 

England average , with around 38% of all under 40 households able to buy in 2007. 

                                                 
17

 We assume a 95% mortgage with mortgage payments not to exceed 25% of gross income of core 

household, i.e. excluding other adults in complex households. 
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the proportion is higher for working households (44%, vs 42% in England). The ‘next 

worst’ district, as shown in the Table just above, is Sunderland, where 42.5% can buy. 

The ‘best’ affordability at former district level in the North East was in Castle 

Morpeth, where 64% of younger households could buy (70% of younger working 

households). Gateshead has somewhat worse affordability than the regional average, 

at 45%, but this is noticeably better than Newcastle. 

Ability to buy is much less favourable for families seeking three-bed accommodation, 

in this region as generally. In Newcastle only 23% of families cold afford to buy 

family-sized accommodation, again similar to England, and Gateshead is not a lot 

better off at 26%. Both authorities are significantly worse than the regional average 

(33%) and Castle Morpeth is again better off at 43%.  

The picture of relatively favourable affordability to buy, in most of the region, relative 

to England averages and especially southern regions, means that the need for 

additional affordable housing is likely to be relatively low or negative. This is 

reinforced by demographic factors (lower household growth) and by a relatively large 

stock of social rented housing with a relatively high relet rate. In all applications of 

the Bramley affordability model, the North East tends to come out as having 

negligible net need for additional affordable provision (Bramley & Karley 2005, 

Bramley & Watkins 2008, Bramley in Fitzpatrick & Stephens, 2008). 

There is another implication in the poorer affordability to buy in Newcastle compared 

with surrounding districts. This helps to account for the continuing exodus of 

households in the family and middle age groups, seeking opportunities to buy which 

are either more affordable or better value for money.  

Figure 19 presents the picture for the same indicators in 2008. On the face of it, 

income-based affordability improved significantly with the onset of the housing 

market downturn, and Newcastle improved rather more than Gateshead, reducing the 

difference between them. In pactice, in this recent period credit rationing has led to 

deposit constraints becoming a more significant barrier to purchase than income. 
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Figure 19 

 

 

Private Renting 

One of the striking features of the Wilcox & Bramley study results for 2007 is the 

much higher level of affordability of private renting at that time, as shown in Table 

33. During the 2000s, while house prices were rising steeply, private rents only grew 

slowly, no faster than earnings, and they have recently fallen somewhat. Various 

factors lie behind this, particularly the expanded supply of private lettings supported 

by Buy to Let lending.  

 Very many more households could afford private renting in 2007. For example, in 

Newcastle 51.5% of under-40 households could afford it, 13% points more than could 

afford to buy. For Gateshead, 63% could rent, 18% points higher than the proportion 

who could buy. Again, Gateshead is just below the regional average. But in Castle 

Morpeth nearly three-quarters could afford private rents.  
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Table 33: Affordability of Private Renting  in 2007: Local Authority Level 

Comparisons within the Region and national benchmarks 

 

Private Rental 
% 
afford priv rent    2007 Priv Rent 

Affordy by 
LAD U40 

U40 
Wkg 

U40 
Fam 

LQ 2b 
£pw 

  pctbnm pctbnmw pctbnmf tprent07a 

          

Castle Morpeth 73.2 83.8 65.0 101 

        

NE Ave 65.4 76.7 52.5 95 

        

Gateshead 62.9 75.8 49.0 95 

        

Sunderland 58.8 71.0 42.8 101 

        
Newcastle 
Tyne 51.5 61.8 36.5 110 

        

England 57.1 64.3 42.7 141 

 

The private rental thresholds (lower quartile, 2-bed) are shown in the final column of 

Table 33. The variation between localities is not so great, ranging from £95 pw in 

Gateshead (same as NE average) to £110 in Newcastle.  

As with buying, families seeking three-bed housing are markedly less likely to be able 

to afford this in the private rental market, although these figures are somewhat higher 

than for those able to buy. In Newcastle only 36.5% could afford private renting, 

whereas in Gateshead this rises to 49% (and in Castle Morpeth to 65%). Families may 

also find it more difficult to find satisfactory housing in this tenure and may be less 

happy with assured shorthold tenure as a longer term option.  

The much greater affordability of private renting has several implications. Firstly, it 

very much reinforces the argument that the North East is generally a region with 

relatively low ‘affordability-based’ needs for additional affordable housing provision. 

Secondly, it undermines much of the case for LCHO, because it is affordable by those 

households in the margin below ability to buy in the market. Thirdly, it helps to 

account for the considerable growth in private renting which appears to have occurred 

and which our forecast suggests will continue.  

 

7.3  Relative Affordability of New Build Schemes  

The next aspect of affordability considered is what contribution different kinds of  

new build schemes might make to affordable opportunities in different local contexts. 

This draws on the Bramley, Dunse et al (2010) study of mix/density issues for 

NHPAU, but it should be noted that this uses similar affordability threshold criteria to 

those used in the Wilcox & Bramley study. A simple way of measuring this is to look 

at the price of representative new build products relative to local threshold prices. If 

these ratios are less than 1.00, then these new build schemes are adding to the 
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affordable opportunities in the local market, whereas if they are significantly above 

1.00 then that indicates that new build prices are markedly above local secondhand 

market thresholds.  

Table 34 presents a set of measures of this kind, for cases in six city-region areas in 

England and for selected BNG areas within Newcastle-Gateshead. Comparisons are 

made for two-bed homes in three different mix/density combinations (the same ones 

as used in our viability analysis), and for three-bed houses in the low and medium 

density options. Prices for these hypothetical products are based on hedonic price 

models fitted to data for each city-region.  

 

Table 34: Relative Affordability of New Build Products at  Different Mix Densities 

by City and selected BNG areas  
(price relative to threshold price based on midpoint of lower quartile and lower decile 

of all sales 2007) 

    2-Bed     3-Bed Hs 

City Case Low  Medium High Low  Medium 

    Dense Dense Dense Dense Dense 

Leeds 7 1.22 0.97 0.91 1.11 0.89 

  8 1.00 0.80 0.76 0.94 0.75 

Nottingham 10 1.33 1.21 1.27 1.31 1.19 

  11 2.13 1.98 2.02 2.10 1.95 

Manchester 4 2.12 1.93 1.93 2.14 1.96 

  5 1.14 1.04 1.13 1.21 1.11 

Southampton 12 1.37 1.11 1.04 1.16 1.03 

London NE 3 0.96 0.61 0.67 0.84 0.79 

London SW 1 0.89 0.62 0.87 0.76 0.78 

  2 1.08 0.75 0.99 0.92 0.93 

Gateshead Felling 1.72 1.27 0.98 1.58 1.51 

  Bensham 1.59 1.15 0.86 1.48 1.42 

Newcastle Walker 1.56 1.15 0.88 1.48 1.42 

  

Newc Gt 

Pk 1.73 1.31 1.05 1.61 1.55 

 

The Table confirms that there are marked differences between city-regions and 

between localities within these. Those shaded in green are cases where new build 

products would be relatively affordable in a local context. In the London cases and in 

Leeds, many of the new build products are relatively affordable. This is mainly the 

case in high and medium density schemes, although only medium density would cater 

for families. In Nottingham, Manchester and Southampton cases, the new build 

products are not generally more affordable than the market threshold.  

The Newcastle-Gateshead cases are more like the latter group than the former. Only 

in the high density option would the new products be more affordable. But, as we saw 

in Section 6, these high density schemes would not be viable in Newcastle-Gateshead 

(except in Newcastle Great Park, where the relative price ratios are above 1.00). 

Generally, for medium density schemes new build products would be 15-30% above 
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local market thresholds in the 2-bed case and 42-55% above in the case of three-bed 

houses.  

This finding should not be too surprising, on reflection. In Newcastle-Gateshead and 

similar urban areas (e.g. Manchester, Nottingham), the price modelling shows that 

new housing has a significant price premium, whereas this is not necessarily the case 

in all areas, for example London. Another way of putting this is to say that there is a 

large tail of lower valued property available in the secondhand market.  

This evidence suggests that new private building in BNG growth areas, while it may 

contribute to regeneration goals in terms of housing upgrading, environmental 

improvement and social mix, cannot be said to be directly contributing to affordable 

opportunities. Secondly, it indicates that such development sites do not have a built-in 

advantage, in terms of competing for potential buyers,  in terms of being more 

affordable than housing elsewhere in the conurbation.  

We can extend this analysis a bit further by taking into account the possible inclusion 

of LCHO within the schemes. Figures 20 and 21 illustrate the difference LCHO 

makes for 2-bed and 3-bed accommodation, looking again at the different density 

options for the same four selected Growth Areas in Newcastle-Gatesehead. Figure 20 

shows that for two-bed homes LCHO can make the difference between providing 

affordable opportunities and not doing so. Both medium and higher density schemes 

in both authorities do extend the reach in terms of affordability beyond that offered by 

the existing market threshold. The medium density is probably more relevant as these 

schemes are more likely to be chosen, both on ‘sustainable regeneration’ and on 

viability grounds.  

 

Figure 20 

 

Affordability of 2 Bed New Homes vs Local Threshold with LCHO

0.0

10.0

20.0

30.0

40.0

50.0

60.0

70.0

80.0

G
at

es
he

ad 
 2

b T
hr

Fel
lin

g 
2b

 L
D

B
en

sh
am

 2
b 

LD

Fel
lin

g 
2b

 M
D

B
en

sh
am

 2
b 

M
D

Fel
lin

g 
2b

 H
D

B
en

sh
am

 2
b 

H
D

N
ew

ca
st
le
 2

b 
Thr

W
alk

er
 2

b L
D

N
 G

 P
 2

b L
D

W
alk

er
 2

b M
D

N
 G

 P
 2

b M
D

W
alk

er
 2

b H
D

N
 G

 P
 2

b H
D

Location

%
 o

f 
u

 4
0
 h

h
d

 a
ff

o
rd

LCHO 

Market



 97 

 

Figure 21 

 

 

Figure 21 shows a somewhat more limited achievement in the case of 3-bed family 

accommodation. In the medium density schemes the LCHO bar reaches marginally 

higher than the threshold bar in two of the four areas (Bensham, Walker. 

While the contribution of LCHO to affordability may be limited, both by the lower 

secondhand threshold  and by the previously-described high affordability of private 

renting, nevertheless there may still be wider reasons for supporting some provision of 

this form. Firstly, some households (especially families) may still have a marked 

preference for this form of tenure over private renting. Secondly, inclusion of LCHO 

may serve to help anchor some owner occupier families within market renewal areas, 

in a situation where there is a considerable risk of new market sale housing shifting 

into private rental tenure and thereby being associated with a more transient 

population. Thirdly, LCHO can be a solution for some former owners whose homes 

have been subject to clearance. Finally, of course, LCHO requires less subsidy, or less 

cross-subsidy from residual value, than social rented homes.  

 

7.4  Ward-level affordability measures 

The last part of this section considers the possible use and interpretation of 

affordability measures at the neighbourhood level. Hitherto, most measurement of 

affordability, including in the measures reported above, considers the local authority 

as a whole as the unit for which threshold prices and proportions of households able to 

afford these are calculated. This reflects the view that local authorities come closer to 

the concept of ‘housing market areas’ within which people can reasonably be 

expected to seek housing opportunities. Wards and similar neighbourhood units are 

not meaningful HMAs.  

Bramley & Watkins (2008) considered this issue, in the context of rural housing 

analysis, and came up with a suggested way forward, entailing the distinction between 

three kinds of measure at neighbourhood scale 

Affordability of New 3 Bed Homes for Families vs Local Threshold with LCHO
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• ‘Within-area affordability’ – the proportion of ward residents able to afford 

housing in that ward 

• ‘Outward affordability’ – the proportion of ward residents able to afford 

threshold priced homes across the district as a whole 

• ‘Inward affordability’ – the proportion of all district residents able t afford 

threshold priced homes within that particular ward 

This seems a more appropriate way of ‘squaring the circle’ of affordability at this 

spatial scale. Each measure provides different information. The first is a spot measure 

of people’s ability to buy in their existing neighbourhood. The second is an indicator 

of relative poverty or affluence of the local population against the wider market 

benchmark. The third is an indicator of the contribution which the neighbourhood 

might make to meeting affordable housing needs from across the wider district. 

The technical problem with implementing this conceptual approach is the lack of 

detailed income distribution information at ward level. However, it is possible to use 

various available proxy measures to make an approximate estimate. In this instance, 

we use the pilot ONS estimates of average household income for wards in England as 

a basis. Detailed affordability estimates are made at district level using the Bramley 

affordability model (or the newer NHPAU method could be used) based on detailed 

income distributions. Marginal affordability rates are calculated by varying house 

prices by a given amount, or using the affordability of Open Market 

Homebuy/Homebuy Direct. The ONS-based ward incomes are used to generate 

house-price income ratios for wards and for the district as a whole. The difference 

between the ward ratio and the average ratio is then combined with the marginal 

affordability rates to generate ward-specific affordability rates. This process can be 

done three times, using different combinations of ward and district prices and 

incomes, to yield the three affordability measures.  

The results of this exercise for BNG growth areas in 2006 are shown in Table 35 

below. Outward affordability, which highlights the relative affluence or poverty of 

different neighbourhoods, shows higher scores in Newcastle Great Park, Bleach 

Green & Stella, Chopwell, and Birtley Northside, and low scores in Byker-Ouseburn, 

Walker, Elswick Discovery and City Centre. Inward affordability, which highlights 

areas of opportunity for more affordable options, shows high scores in Walker, Byker-

Ouseburn, Scotswood-Benwell, Metro and Dunston Riverside, and Felling-Deckham.  

This analysis could be used to inform the finer grain of strategies for development in 

different parts of the city-region. In particular, inward affordability could provide a 

guide to where marketing of developments in particular areas might hope to attract 

new buyers from across the conurbation. The challenge is to persuade people to move 

to these areas, particularly if they have a legacy of being seen as run-down or 

sigmatised.  
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Table 35: Ward Level Affordability Measures in 2006 
(wealth adjusted ability of younger households to buy) 

Growth Area District Ward Outward Inward 

  Afford'y Afford'y Afford'y Afford'y 

Bleach Green & Stella 44.4 50.8 46.5 48.9 

Bensham & Teams 44.4 33.8 31.8 46.5 

Felling & Deckham 44.4 41.8 30.6 51.3 

Birtley Northside 44.4 48.3 43.4 49.3 

Metro & Dunston 

Riverside 44.4 48.6 41.0 51.4 

Chopwell 44.4 46.8 46.0 45.3 

Walker 40.7 46.6 18.8 58.2 

Byker Ouseburn 40.7 34.1 13.8 52.5 

Scotswood-Benwell 40.7 46.2 31.6 52.4 

North Central 40.7 44.8 38.9 46.1 

Newcastle Great Park 40.7 47.8 51.1 36.2 

Elswick Discovery 40.7 5.0 13.6 28.6 

City Centre 40.7 12.5 21.2 31.7 

Other Gateshead 44.4 47.8 45.6 46.6 

Other Newcastle 40.7 43.6 45.2 37.4 

Total 42.3 42.5 38.2 44.7 

 

 

s.7  Key Findings on Affordability 

Newcastle has the lowest affordability in the North East, but this is similar to the 
England average, with 38% able to buy in 2007. Gateshead has easier affordability at 

45%, although still somewhat lower than the region. 

Only 23% of families could buy a 3-bed home in Newcastle, and only 26% in 
Gateshead, compared with 33% in the region.  

Relative unaffordability does not necessarily mean a high need for new social 

housing, given the existing supply, but it helps to account for continuing movement 
of households (especially families) out of the core cities.  

Private renting is much more affordable than buying, with over 50% in Newcastle 

and 63% in Gateshead able to rent. In this circumstance the continued growth of the 

sector may be expected.  

New build homes in BNG areas are unlikely to be the most affordable option in the 

wider local market. LCHO could provide an affordable offer on medium density 

schemes. Some BNG areas are relatively cheap places to live and the challenge may 
be to find a positive way of marketing this.  

Implications for policies and programmes. 

• Affordability of home ownership is an issue, particularly for families and in 

Newcastle. However, that does not necessarily make a case for more social 

housing provision, given existing supply. 
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• There is some case for LCHO provision in BNG areas, on grounds of 

affordability, population mix and stability 

• Creating attractive environments with affordable, good value housing products 

for families within the urban area can help Newcastle & Gateshead improve 

their retention of these groups, improving the overall household and 

population growth and helping indirectly to deliver better services such as 

schools. 

• The private rented sector has increased and looks set to increase its role 

further, not least in BNG Growth Areas. The Councils with BNG should 

monitor conditions and behaviour in the sector, pursue voluntary accreditation 

and enhanced regulatory enforcement where appropriate,  to ensure no 

deterimental effects on quality of life for other residents. 
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APPENDICES 

 

Appendix 1 Three Dragons model: Method statement 

The Toolkit provides the user with an assessment of the economics of residential 

development.  It allows the user to test the economic implications of different types 

and amounts of planning obligation and, in particular, the amount and mix of 

affordable housing.  It uses a residual development appraisal approach which is the 

industry accepted approach in valuation practice. 

The Toolkit compares the potential revenue from a site with the potential costs of 

development before a payment for land is made. In estimating the potential revenue, 

the income from selling dwellings in the market and the income from producing 

specific forms of affordable housing are considered. The estimates involve (1) 

assumptions about how the development process and the subsidy system operate and 

(2) assumptions about the values for specific inputs such as house prices and building 

costs. These assumptions are made explicit in the guidance notes. If the user has 

reason to believe that reality in specific cases differs from the assumptions used, the 

user may either take account of this in interpreting the results or may use different 

assumptions.  

The main output of the Toolkit is the residual value.  In practice, as shown in the 

diagram below, there is a ‘gross’ residual value and a ‘net’ residual value.  The gross 

residual value is that value that a scheme generates before Section 106 is required.  

Once Section 106 contributions have been taken into account, the scheme then has a 

net residual value, which is effectively the land owner’s interest. 

 

 



 104 

Appendix 2 – Key Assumptions in Viability Modelling 

 

Table A2.1 Development mix 
 

Dwelling Type 30 dph 50 dph 120 dph 

1 bed flat   20% 

2 bed flat  10% 60% 

3 bed flat   20% 

2 bed terraced 10% 20%  

3 bed terraced 15% 30%  

3 bed semi-

detached 

25% 30%  

3 bed detached 15% 10%  

4 bed detached 25%   

5 bed detached 10%   

 

Table A2.2: Build Costs 

 

Build cost in £/m² 2009 2016 

Flats 6+ storeys 1190 1464 

Flats 1-5 storeys 852 1048 

Houses < 75m² 794 977 

Houses > 75m² 706 868 
Source: 2009 figures from BCIS Tender Price Index, adjusted for location, average of Q2 and 
Q3 2009, plus 15% uplift for external works. 2016 figures based on BCIS forecast to 2014. 
Extrapolation to 2016 by Three Dragons based on BCIS trend. 
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Table A2.3: Other Development Costs  

 

Professional Fees 12% of build costs 

Internal Overheads 5% of build costs (market units) 

Interest Rate (market) 6% of build costs (market units) 

Interest Rate 

(Affordable) 

6% of build costs (social rented and 

LCHO units) 

Marketing Fees 3% of market value (market units) 

Developer’s return 15% of market value (market units) 

Contractor’s return 6% of development costs (social 

rented and LCHO units) 

Land finance costs 10% of net residual land value 
 

 
Affordable Housing 
 

15% affordable housing split 70% social rented and 30% New Build Homebuy (50% 

purchased) 

 

RSL Oncosts: 4% 

 

Table A2.4 Grant: 
 

Per Social Rented Unit £45,700 

Per Low Cost Home Ownership 

Unit 

£21,800 

Source: Homes and Communities Agency Investment Statement 2008-11: North East 

Region (October, 2009) 
 

 
Table A2.5: Social Rents 
 

Newcastle Gateshead Number of 

Bedrooms 2009 2016 2009 2016 

1 £61.26 £75.34 £58.83 £72.35 

2 £66.63 £81.95 £67.39 £82.88 

3 £72.66 £89.36 £74.72 £91.90 

4 £79.26 £97.48 £84.44 £103.85 

5 £93.66 £115.19 £88.26 £108.55 
Source: 2009 target rents from Dataspring. Rents for 2016 based on 3% per annum uplift on 
2009 levels. 

 
Code for Sustainable Homes 
 

Extra-over costs for achieving Code for Sustainable Homes 

Level 3 - £2,500 per unit 

Level 4 - £6,000 per unit 
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Level 6 – costs were calculated for each scheme, based on development mix and 

number of units. Figures drawn from Table 32 of CLG’s Code for Sustainable 

Homes: A Cost Review 

 

Table A2.6: Upper and lower bound on overall Code extra-over cost 
 (assuming the energy strategy that gives the lowest overall compliance cost is selected in each 

development scenario) 

 

2-bed flat 2-bed terrace 3-bed semi 4-bed detached Code 

Leve

l 
Lower Upper Lower Upper Lower Upper Lower Upper 

1 £230 £320 £160 £350 £250 £430 £260 £320 

2 £1,550 £1,770 £1,490 £1,840 £890 £1,260 £810 £1,090 

3 £2,090 £2,760 £2,000 £2,420 £2,640 £3,020 £2,310 £2,680 

4 £4,290 £6,360 £6,200 £7,410 £6,580 £8,150 £5,860 £7,190 

5 £14,69

0 

£17,74

0 

£23,21

0 

£27,25

0 

£25,58

0 

£29,55

0 

£28,79

0 

£32,56

0 

6 £17,65

0 

£28,51

0 

£26,55

0 

£37,69

0 

£28,39

0 

£41,09

0 

£31,23

0 

£45,51

0 
Source: CLG, Code for Sustainable Homes: a Cost Review (2010). Table 32, p.57 

 

Table A2.7: Costs used in testing sites with CSH level 6 in 2016: 
 

Site  units Cost at 30 

dph 

units Cost at 50 

dph 

units Cost at 120 

dph 

Acacia Rd 74 £2,645,389 122 £4,032,100 295 £6,808,600 

Hawthorne 

Pub 

42 £1,501,437 70 £2,313,500 169 £3,900,520 

Walker Rd. 14 £500,479 23 £760,150 55 £1,269,400 

Hawthorn 

Farm 

47 £1,680,180 78 £2,577,900 188 £4,339,040 

Social Club, 

Elysium 

10 £357,485 17 £561,850 41 £946,280 

Source: calculations based on figures in CLG, Code for Sustainable Homes: a Cost Review 
(2010). Table 32, p.57  

 
Section 106 Obligations 

 
2009: £5,000 per unit 

2016: £5,500 per unit to reflect inflation of build costs. 
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Appendix 3: Hedonic House Price Models 

TO BE ADDED IF REQUIRED 
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