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1. The policy issueg some stylized facts
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Stylized fact 1

A House values in Englangparticularly in London and SE
¢ are amongst highest imvorld

Mean price of single detached house (all transactions in 2008):
o Kensington: 4.3M £

o Richmond 1.2M £ (greenish London suburb)

o Hackney 770k £ (rather distresseldondon borough

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

A Buying price per square metreecond highest in the
world (topped only by Monacd

Sources? Land Registrny? Globalpropertyguide.com (last accessed 3/2013) 4
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Real house price growth in %,

average 19702006

Source: Bank for International Settlements (BIS)
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Stylized fact 2

A House prices in UK (and particularly Englanc
are also extremely volatile

o UKas a whole substantially more volatile than
single most volatile market @S

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

A UK: +83% /-38%7)
A Los Angeles: +67% /-33%?

SourcesY Nationwide;? Glaeseet al. (2008)
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Stylized fact 3
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Stylized fact

A Housing units in UK are nainly extremely
expensiveand volatile butalso extremely
small by internationald G I Y Rl NR & X

o Anew-build house in UK [38% smallethan
in densely populated Germanhyy R X

o 40% smallethan inthe evenmore densely
populatedNetherlands

A And there are very few new dzA f R K 2

Source: StatisticSweden (2005)
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Stylized fact 4 (cont.)
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Stylized fact 5

A Not just housingg office space in UK is also
extremely expensive (and volatile)

o Total office occupatiogostsper n¥ in
Birmingham in 2004: 44% higher than
In Manhattan NYKingSturge2004)

g Construction costs about half
(Cheshire &lilber, 2008)

e

E How can we make sense of this?
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Derived research questions

A What factorscausethe high level
and volatility of prices and
corresponding spacshortage?

A Might the British system of land
use requlationbe a (the main
culprit?
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Some background:

The British system of land use regulatic

A Supply constraints and Greenbelts have
long history...origin dates back until at least
1580

o Subjects of Queen Elizabeth | were commanded to
& RS a A farébarefrigrkR any new building odiny
house ortenement within three miles of any of the
JFGSaé¢ 2F OGOKS [/ A0eée 2F [ 2\
0SSY 1VYy26YyE

o But was never fully enforced and disappeared
following Fire of London in 1666
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Some backgroun(tont.)

At2RIéQa LI FYyyYyAy3I aeéa
1947 throughTownand Country Planning
Act

A Key features

o eXxpropriated development rights of land
owners

o 5Sé)\5l>fl;i'JSRAlszé§£} Of I &
2 ¥ Wdza Sdeveldinerdzom®Bl a
permission(granted at local level)

ol AY A4 WRSOUSt2LIYSyda O

14
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v AT, London’s Green Belt
o ,/’ High density housing
7// ‘\ High density employment
~ Green Belt
SOUI’CG B(a r ne y (0] Railways(outside London)
o © Ordnance Survey 2013, ONS Census 2011

(http://barneystringer.wordpress.com/2013/11/21/londons-green-balt) Map by @barneystringer

N — v D i )\ barneystringer.wordpress.com 16
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Source: Echeniquge (2009)
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Who decides in UK?

A Local Planning Authorities (LPAS) grant or reject
planning applications

o Problem: Since 194irtually no fiscal incentiveat
local level to permitlevelopment (costs far exceed

benefits)
o D2OSNYYSYld NBEF2NXa airAyos

A Underlying causes?

o UK = hi%hly centralized country, virtually no fiscal
power at local level

o Political power tilted towards homeowners (NIMBYs
or better: BANANASs

E Local longNHzy” & dzLJLJX & OdzNBS y S
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How to test?

A Hilber and Vermeulen (2010, 2013)

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

o |nteract supply constraints with demand
shifters (local earnings)

o Use instrumental variable technique to
identify causaleffect of local supply
constraints measures on local house prices
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Source: Hilber and Vermeulen (20132? .
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Main findings

A Tight local planning constraintin parts of
England(in conjunction with strong
demand) are to a good extent responsible
for extraordinarily high house prices

A Local scarcity of developable landatters
but very nonlinearly (only in most
developed locations)

A Topographymatters in statistical sense but
OSNE fAGUES AY SO2y?2

23
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Quantitative effects

(based on IV witlall instruments)

A If planningwere completely relaxed
In averagelLPA

o House prices iaverageLPA-35%

A anddevelopable land were abundant:
o House prices iaveragelLPA-45% (=-10%)

A and LPA were completely flat:
o House prices iaveragelPA -48% H=-3%)

Note: These are likely lower bound estimates for a number of reasons 24
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What would house prices In
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North Easwvs.South East &
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Evidence from another country _
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And another example

Los Angeles

Chattanooga, TN-GA
(elastic supply)
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