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Stylized fact 1 

4 

Á House values in England ς particularly in London and SE 
ς are amongst highest in world 
 

Mean price of single detached house (all transactions in 2008): 1) 

¤ Kensington:  4.3M £  

¤ Richmond:  1.2M £ (greenish London suburb) 

¤ Hackney :  770k £ (rather distressed London borough) 

¤ Cotswold:  470k £ (rural West of England) 
 

Á Buying price per square metre second highest in the 
world (topped only by Monaco) 2) 
 

 

Sources: 1) Land Registry; 2) Globalpropertyguide.com (last accessed 3/2013) 
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Real house price growth in %, 
average 1970 - 2006 
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Stylized fact 2 

ÁHouse prices in UK (and particularly England) 
are also extremely volatile 
 

¤ UK as a whole substantially more volatile than 
single most volatile market in US 

 

¤ 1980s/90s cycle: boom/bust in real terms  

Á UK:   +83% / -38% 1) 

Á Los Angeles:  +67% / -33% 2) 

 

Sources: 1) Nationwide; 2) Glaeser et al. (2008) 
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Stylized fact 3 
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Á±ƻƭŀǘƛƭƛǘȅ Ƙŀǎ ƛƴŎǊŜŀǎŜŘ ƛƴ ǊŜŎŜƴǘ ŘŜŎŀŘŜǎΧ 
 

 

 

 

 

 

 

 

 
 

 

 

 

 

Source: Cheshire (2009) 

 

Real Land & House Price Indices (1975 = 100)

0

100

200

300

400

500

600

1892
1896

1900
1904

1908
1912

1916
1920

1924
1928

1932
1936

1940
1944

1948
1952

1956
1960

1964
1968

1972
1976

1980
1984

1988
1992

1996

2000
.A

2004
.J

u

2008
.J

u

 Land Price Index House Price Index
Note: House and Land data for war years are interpolated.

Intro ς Stylized Facts                    Features of British system                    Empirical evidence                    Conclusions 



!ƴŘ ǘƘŜǊŜ ƛǎ ǎǇŀǘƛŀƭ ǾŀǊƛŀǘƛƻƴ ƛƴ ǾƻƭŀǘƛƭƛǘȅΧ 
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Stylized fact 4 
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ÁHousing units in UK are not only extremely 
expensive and volatile but also extremely 
small by international ǎǘŀƴŘŀǊŘǎΧ 

¤ A new-build house in UK is 38% smaller than 
in densely populated Germany ŀƴŘΧ 

¤ 40% smaller than in the even more densely 
populated Netherlands 

ÁAnd there are very few new-ōǳƛƭŘ ƘƻƳŜǎΧ 
 

Source: Statistics Sweden (2005) 
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Stylized fact 4 (cont.) 
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Stylized fact 5 
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ÁNot just housing ς office space in UK is also 
extremely expensive (and volatile) 

¤ Total office occupation costs per m2 in 
Birmingham in 2004: 44% higher than  
in Manhattan NY (KingSturge, 2004) 

¤ Construction costs about half  
(Cheshire & Hilber, 2008) 

 

ĔHow can we make sense of this? 
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Derived research questions 
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ÁWhat factors cause the high level 
and volatility of prices and 
corresponding space shortage? 

 

ÁMight the British system of land 
use regulation be a (the main) 
culprit? 
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Some background:  
The British system of land use regulation 
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ÁSupply constraints and Greenbelts have 
long history...origin dates back until at least 
1580 

¤ Subjects of Queen Elizabeth I were commanded to 
άŘŜǎƛǎǘ ŀƴŘ forebare from any new building of any 
house or tenement within three miles of any of the 
ƎŀǘŜǎέ ƻŦ ǘƘŜ /ƛǘȅ ƻŦ [ƻƴŘƻƴ άǿƘŜǊŜ ƴƻ ƘƻǳǎŜ ƘŀǘƘ 
ōŜŜƴ ƪƴƻǿƴέ 

¤ But was never fully enforced and disappeared 
following Fire of London in 1666 
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Some background (cont.) 
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Á¢ƻŘŀȅΩǎ ǇƭŀƴƴƛƴƎ ǎȅǎǘŜƳ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ 
1947 through Town and Country Planning 
Act 

ÁKey features 

¤ expropriated development rights of land 
owners 

¤5ŜǎƛƎƴŀǘŜŘ ΨǳǎŜΩ ŎƭŀǎǎŜǎΣ ǿƘŜǊŜŀǎ ŀƴȅ ŎƘŀƴƎŜ 
ƻŦ ΨǳǎŜΩ ǊŜǉǳƛǊŜǎ development control 
permission (granted at local level) 

¤!ƛƳ ƛǎ ΨŘŜǾŜƭƻǇƳŜƴǘ ŎƻƴǘǊƻƭΩ ƻǊ ΨŎƻƴǘŀƛƴƳŜƴǘΩ 
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²Ƙŀǘ DǊŜŜƴōŜƭǘ ŎƻƴǘŀƛƴƳŜƴǘ ƭƻƻƪǎ ƭƛƪŜΧ 
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5km 

Reading ï 60km west of London 
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!ƴŘ ƛƴ [ƻƴŘƻƴΧ 

16 

Source: Barneyôs blog  

(http://barneystringer.wordpress.com/2013/11/21/londons-green-belt) 
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The planning system does affect  
urban ŦƻǊƳΧ 

17 

 
Dutch concentrated dispersal 

Wider South East 

green belt constraint 

Flemish region dispersal Source: Echenique (2009) 

Reading 

Á Similar densities 

Á Less restrictive 

planning 

associated with 

more sprawlé 
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Who decides in UK? 
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Á Local Planning Authorities (LPAs) grant or reject 
planning applications 

¤ Problem: Since 1947 virtually no fiscal incentives at 
local level to permit development (costs far exceed 
benefits) 

¤ DƻǾŜǊƴƳŜƴǘ ǊŜŦƻǊƳǎ ǎƛƴŎŜ нлмл ƴƻǘ όȅŜǘύ ΨōƛǘƛƴƎΩ 
 

Á Underlying causes?  
 

¤ UK = highly centralized country, virtually no fiscal 
power at local level 

¤ Political power tilted towards homeowners (NIMBYs 
or better: BANANAs) 
 

Ĕ Local long-Ǌǳƴ ǎǳǇǇƭȅ ŎǳǊǾŜ ƴŜŀǊƭȅ ǾŜǊǘƛŎŀƭΧ 
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¢ƘŜƻǊŜǘƛŎŀƭ ǇǊŜŘƛŎǘƛƻƴΧ 
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How to test? 
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ÁHilber and Vermeulen (2010, 2013) 

¤ Exploit spatial variation in three different 
types of supply constraints (regulatory, 
scarcity of developable land and topography) 

¤ Interact supply constraints with demand 
shifters (local earnings) 

¤ Use instrumental variable technique to 
identify causal effect of local supply 
constraints measures on local house prices 
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Average refusal rate 

(major residential 

projects) 1979-2008 

Share developable 

land developed, 

1990  

Elevation range 
  

Source: Hilber and Vermeulen (2013) 
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Main findings 
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ÁTight local planning constraints in parts of 
England (in conjunction with strong 
demand) are to a good extent responsible 
for extraordinarily high house prices  
 

ÁLocal scarcity of developable land matters 
but very non-linearly (only in most 
developed locations)  
 

ÁTopography matters in statistical sense but 
ǾŜǊȅ ƭƛǘǘƭŜ ƛƴ ŜŎƻƴƻƳƛŎ όǉǳŀƴǘƛǘŀǘƛǾŜύ ǎŜƴǎŜΧ 
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Quantitative effects  
(based on IV with all instruments) 
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Á If planning were completely relaxed  
in average LPA: 

¤ House prices in average LPA: -35% 

Áand developable land were abundant: 

¤ House prices in average LPA: -45% (ɲ= -10%) 

Áand LPA were completely flat: 

¤ House prices in average LPA: -48% (ɲ= -3%) 

 

 

Note: These are likely lower bound estimates for a number of reasons  
(see Hilber and Vermeulen 2010 and 2012 for details) 
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What would house prices in  
ŀǾŜǊŀƎŜ 9ƴƎƭƛǎƘ [t! ōŜ ƛŦΧ 
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North East vs. South East & 
90th vs. 10th percentile 
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Ĕ Had the SE the restrictiveness of the NE, 

house prices in the SE would be 25% lower! 
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.ǳǘ ƭŀǊƎŜ ǾŀǊƛŀǘƛƻƴ ŀŎǊƻǎǎ ƭƻŎŀǘƛƻƴǎΧ 
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Columbus, OH

Evidence from another country 
ǿƛǘƘ ǘƛƎƘǘƭȅ ŀƴŘ ƭƛǘǘƭŜ ǊŜƎǳƭŀǘŜŘ ŎƛǘƛŜǎΧ 
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San Francisco, CA 

(inelastic supply & volatile 
demand) 

 

Columbus, OH 

(elastic supply) 
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And another example 
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Chattanooga, TN-GA 

(elastic supply) 

Los Angeles 

(inelastic supply & volatile 

demand) 
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