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Summary of key findings 
This summary note, by Cebr on behalf of the National Housing Federation, considers the role that 
housebuilding can play in times of economic uncertainty. It draws out the key findings of a more detailed 
analysis that examines how investment in new housing can support the wider economy as it moves 
through its market cycles.  

Background and context  

Given the economic uncertainty arising from the vote to leave the EU, NHF is of the view that it will be 
challenging to meet the current housebuilding spending targets when they are so narrowly defined, as 
follows:  

• A £2.3 billion fund to support the delivery of up to 60,000 starter homes between 2016-17 and 2020-
2. (A further £1.2 billion commitment was made in January 2016 to build 30,000 affordable ‘starter 
homes’ on underused brownfield land in the next 5 years.) 

• A £4.7 billion fund to invest in shared and retained ownership housing. 

A key issue is the speed and flexibility with which the broader housing industry (incl. the private sector) 
can act and the fact that Housing Associations have greater flexibility to move more rapidly, not least due 
to their sustainable business models. Having Housing Associations assume a greater role in supply during 
the period of uncertainty would also help prevent the loss of momentum in the delivery of new homes 
that has been built up since the Great Recession. The financing of further investment could be assisted 
by any underspend on infrastructure projects.   

The vote for ‘Brexit’ has already had a significant impact on the UK in the weeks following the 
referendum result. But most of the medium and longer term impacts are difficult to forecast given the 
existing uncertainty surrounding the UK’s future outside the EU. Cebr has already downgraded its 
economic growth forecasts for 2016 and 2017 and has highlighted that most of the risks are on the 
downside – in other words, things could get worse than we are currently predicting.  

Purpose of the report 

This report presents an interim analysis of how the assumption by Housing Associations of a more 
significant role in the supply of new housing could provide a welcome boost to the economy if the 
situation deteriorates significantly. Specifically, the report presents the results of a quantitative analysis 
of how investment in housebuilding, particularly by Housing Associations, could help stabilise an 
uncertain post-EU referendum economy. This could be achieved by, for example, providing more access 
for Housing Associations to the aforementioned funds that have been earmarked to support 
homebuilding. 

Such a policy would also help alleviate or, as least, keep at bay, the well-known problems in the UK 
housing market, particularly in London. Housing remains in short supply and prices have increased 
rapidly in recent years, to the extent that affordability is now a serious problem, particularly for first-time 
buyers. Given the magnitude of the shortage that has accumulated, these problems are unlikely to 
dissipate in the short or even medium term.     
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Early indicators of economic turbulence: Great Recession vs. post-EU vote 

We examined a range of metrics that are used as an immediate measure of economic activity. More 
specifically we compared the signals suggested by these indicators over the last economic recession – 
the Great Recession – against the trends exhibited in the weeks since the UK voted to leave the EU.  

The exchange rate 

After the Brexit vote, sterling dropped to a 30-year low against the dollar, falling slightly below $1.29 
during the first week of July 2016. In addition to the uncertainty regarding the UK’s relationship with the 
EU, this market reaction was a response to the political chaos that ensued, with the resignation of a 
Prime Minister and an Opposition in chaos with several shadow cabinet resignations, a vote of no 
confidence in the party leader and now a leadership challenge.  

Figure 1: USD per GBP exchange rate, $ 

 
Source: Macrobond 

The day before the referendum, the pound had achieved a recent high of $1.4798. By close the day after, 
sterling’s value had dropped by 8% and by close the following Monday by 11%. The nadir of the fall was 6 
July, by which time sterling had dropped to 1.2885 against the dollar. Things have recovered slightly 
since, with the currency now standing roughly 10% lower than the pre-EU vote value. The appointment 
of the new Prime Minister has no doubt helped to stabilise the currency markets. 

Just before the financial crisis, on 17 July 2008, the pound reached a recent high of $2.0069. After the 
crash and, with the onset of recession, the £ reached a low against the $ of 1.3774 on 11 March 2009, a 
drop of over 31% from the 17 July high. Six months later, the £ stood only 17% lower than the July 2008 
high. This is not surprising given that the UK was still deemed to be a safe haven for investment by 
international business and high net worth individuals. But 17% was still a significant drop on what was a 
significantly higher base valuation to start with. 

The financial markets 

Since the Brexit vote, the FTSE 100 and the FTSE 250 (which constitutes more UK-owned firms) have not 
experienced dips anything like as low as to those experienced during the deepest year of the financial 
crisis in 2009 (see Figure 2).  
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This could be explained by the more global nature of the financial crisis, which would more likely have 
affected multinational firms listed on the FTSE Index. By comparison, the UK’s exit from the EU is unlikely 
to have as dramatic an impact on global businesses with closer trade links to the US or Asia relative to 
their links with the EU.  

Figure 2: FTSE 100 index and FTSE 250 index, £ price return at close 

 Source: 
Macrobond 

Figure 3 illustrates the trends in the share prices of a selection of major listed construction companies. 
Between 2008 and 2009, these businesses saw their share prices drop dramatically, with the value of 
shares in, for example, Taylor Wimpey and Barratt Developments falling well below £1, from pre-
recession highs of roughly £5 and £8 respectively. Since the Brexit-vote, these large construction firms 
have witnessed declines in the value of their shares, although not on the scale experienced during the 
financial crisis.  

Figure 3: Share price of selected LSE- listed construction companies, price return at close, £ 

 

Source: Macrobond 
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The decline in share prices are an early indication of the loss of investor confidence in the UK 
construction sector and in the UK property market as an investment prospect. The sector is itself an 
important source of demand for its supply chains and the various retailers and food service 
establishments that serve its workers, so a loss of confidence in the construction sector can significantly 
impact a wide range of other sectors across the economy.  

While these early indicators point to a less severe economic downturn as a result of the Brexit vote than 
the last great shock, the future remains highly uncertain and the risks are on the downside. The medium- 
to long-term economic implications will depend critically on how EU-UK negotiations evolve. The 
reaction of the markets would seem to suggest them pricing in a confrontational exit from the EU. This 
would result in weaker trade and investment ties with Europe and other countries that use the UK to 
access the single market. This could ultimately feed into lower UK growth.  

Housing as an economic lever in uncertain times 
We present the results of new analysis that examines the role that more investment in new housing 
could play in boosting the economy following the disruption caused by the UK’s exit from the EU. To 
place our analysis in context, we begin by assessing the output and employment trends of the UK 
construction sector.  

Economic output of the UK construction sector 

In 2006 Q1 the GVA generated by the UK construction sector was approximately £27.9 billion. The sector 
has yet to reach pre-financial crisis levels, after which output dipped to a low of £24.2 billion in Q2 2009, 
during the depth of the recession. Between 2008 and 2010, the GVA of the construction sector declined 
by 6%. While output picked up between 2010 and 2011, it remained well below pre-crisis levels, 
reflecting a prolonged lack of confidence as the wider economy also struggled to recover. 

Figure 4: GVA output of construction sector, 2006Q1 – 2015 Q4, (£ millions) 

 

Source: Cebr analysis 

Employment in the UK construction sector 

During the economic recovery period of 2012 – 2015, employment in the construction industry had yet 
to reach the peak levels witnessed before the financial crisis. Notably, Figure 5 illustrates somewhat of a 
lag in the size of the construction workforce reacting to the economic environment.  
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 Figure 5: Employment in the construction industry, 2006 – 2016, (millions) 

 

Source: Macrobond 

Following the 2008-09 financial crisis, employment in the construction industry only reached its lowest 
level in 2010 and dropped even lower as recently as mid-2013. The more recent expansion of the 
construction workforce also seems like a slow response to the pre-EU referendum economic recovery.  

This can be expected when there are projects that are already committed and nearing completion, which 
would sustain demand for construction workers despite the recession. Likewise, new projects at 
inception stage and motivated by economic recovery take time to get going, with the early conception 
and design phases being less labour-intensive than the build phase. This could explain the apparent lag 
between the post-Great Recession economic recovery and the expansion of the construction workforce.  

Perhaps some element is explained by a reluctance to downsize workforces, perhaps in the hope that the 
economy would pick up again soon. The slow increase following the recession could likewise reflect a 
reluctance by many businesses to hire again quickly.  

Housebuilding during the Great Recession 

This analysis presents the results of a quantitative analysis that examines the role that greater 
investment in house building could have played during the last economic downturn – the Great 
Recession. 

We first established a counterfactual, which reflects the situation as it happened in respect of the rate of 
new housing completions achieved in the aftermath of the Great Recession, specifically the years 2007 to 
2010. We then established a hypothetical alternative scenario of housebuilding growth, against which we 
compared the counterfactual to understand the implications for UK GDP had this hypothetical 
housebuilding scenario been realised. The alternative scenario assumes that housebuilding did not grow 
or decline from pre-recession levels, so completions would have remained at levels observed in 2007. 

The underlying housing completion growth assumptions underlying the counterfactual and alternative 
scenario are presented in Table 1.  
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Table 1: CAGR (percentage) of homes completed by tenure, counterfactual (reality) and alternative (pre-recession) scenario 

Scenario Time period 
Tenure 

Private Enterprise Housing Association Local Authority 

Reality 2007 -2010 -19% 2% 69% 

2007 Completion levels 2007 -2010 0% 0% 0% 

Source: DCLG, Cebr analysis 

Economic growth 

Figure 6 illustrates the results of our analysis. Between 2007 and 2010 the number of houses built by 
private companies fell by an average of 19% per annum while those supplied by housing associations 
increased by an average of 2% per annum over the three years. By contrast, the number of houses 
supplied by local authorities grew by a CAGR of 69% - reflecting the very low base level of social housing 
built in the early 2000s. In addition the UK economy shrank at a rate of 1.05% per annum.  

If the rate of growth of new completions in the private sector, housing associations and local authorities 
had remained unchanged during the Great Recession such that the number completing remained at 
2007 levels, we estimate that GDP could have grown by an annual 1.96%, rather than the negative 1.05% 
realised. By 2010, this would have translated to a £156 billion boost to GDP. 

Figure 6: Estimated annual GDP (£ trillions) between 2007 and 2010 counterfactual (i.e. reality) and pre-recession (2007 
completion level) scenario of house-building growth 

 

Source: Cebr analysis 

Employment 

Figure 7 illustrates how the house-building growth scenarios described in Table 1 could impact 
employment (or full-time equivalents (FTEs)) in the UK. We estimate that between 2007 and 2010, 
employment of FTEs across the economy decline at a rate of 0.51% per annum. We estimate that if the 
number of house building completions had remained at 2007 levels, employment could have dropped at 
a rate of only 0.23%% rather than the 0.51% decline realised. This is the equivalent of 210,000 more FTEs 
in employment by 2010 than there were.  
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Figure 7: Estimated FTE employment (thousands) between 2007 and 2010, counterfactual (i.e. reality) and pre-recession (2007 
completion level) scenario of house-building growth 

 
Source: Cebr analysis 

The obvious caveat around these results is whether there was sufficient capacity in the economy to have 
coped with the levels of housebuilding in our hypothetical scenario, but it is clear that the capacity was 
there in 2007 and that it would have been a case of remobilising it and diverting back into the 
construction of houses.  

The role that housebuilding could play in an uncertain post-Brexit environment 

The analysis that follows presents the results of an equivalent analysis that examines the role that 
greater investment in house building could play in light of the economic uncertainty introduced by the 
vote to leave the EU. 

We first established the counterfactual as a situation in which there is no growth in the number of 
houses completed, so completions remain at the levels observed in 2014. We then established a ‘worst-
case’ scenario of housebuilding growth, which reflects a situation in which houses built by private 
companies, housing associations and local authorities drop off at the rate experienced by private firms 
during the Great Recession.  

Based on data from DCLG, housing completions by the private sector declined at a CAGR of 18% between 
2008 and 2010. We compare this scenario against the counterfactual to understand the implications for 
UK GDP if this hypothetical scenario is realised. The underlying housing completion growth assumptions 
underlying the counterfactual and alternative scenario are presented in Table 2. 

Table 2: CAGR (percentage) of homes completed by tenure, by counterfactual and alternative scenario 

Scenario Time period 
Tenure 

Private Enterprise Housing Association Local Authority 

Steady-state (no growth) 2014 - 2026 0% 0% 0% 

Worst-case 2014 - 2026 -18% -18% -18% 

Source: DCLG, Cebr analysis 
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Economic growth 

Figure 8 illustrates the results of our analysis. We find that in the steady-state scenario of no growth in 
the number of new houses built, the UK economy is expected to grow at a rate of 1.5% per annum 
between 2014 and 2026, in line with Cebr’s revised post-Brexit economic forecasts. By contrast, if the 
rate of growth of new completions in the private sector, housing associations and local authorities 
dropped at the rate experienced by the private sector during the Great Recession, we estimate that GDP 
growth will only grow at a rate of 0.92% per annum, significantly lower than the annual 1.5% currently 
predicted.  

Figure 8 also suggests that an economy where our worst-case house-building scenario is realised, in 2026 
UK GDP will be an estimated £142.5 billion lower relative to the level of GDP achieved if build rates 
remained at 2014 levels. 

Figure 8: Expected annual GDP (£ trillions) between 2014 and 2026, counterfactual (i.e. steady state) and pre-recession (2007 
completion level) scenario of house-building growth 

 

Source: Cebr analysis 

Employment 

Figure 9 illustrates how the house-building growth scenarios described in Table 2 could impact 
employment (or full-time equivalents (FTEs)) in the UK. We estimate that in our steady-state scenario, 
the number of FTEs in the UK will grow at a CAGR of 0.58% between 2014 and 2026. We estimate that if 
the rate of growth of new completions in the private sector, housing associations and local authorities 
dropped at the rate experienced by private companies during the Great Recession, the number of FTEs 
economy would be expected to grow at a slower annual rate of 0.55%.  

Figure 9 also indicates that if our worst-case scenario for house-building is realised, employment of FTEs 
in 2026 be 119,000 lower relative to the number that would be employed if house building rates 
remained at 2014 levels. 
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Figure 9: Expected FTE employment (thousands) between 2015 and 2026, counterfactual (i.e. steady state) and pre-recession 
(2007 completion level) scenario of house-building growth 

 

Source: Cebr analysis 

Any job losses and loss of growth would only reach the levels we have estimated if there are no other 
activities in which businesses and workers can be deployed instead. This could well turn out to be the 
case if there was a significant downturn, in which case the growth rate in the counterfactual could be a 
lot worse than the 1.5% currently projected, and the fall-off in housebuilding would undoubtedly 
accentuate this.  

This initial analysis conducted by Cebr for the NHF indicates the greater role that could be played by 
Housing Associations in sustaining the increasing rates of housebuilding that have been observed since 
the Great Recession. Greater investment in the building of affordable homes by Housing Associations 
could support the economy through it market cycle – in particular during the dips – affording a 
countercyclical buffer against economic downturns.  
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