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Move over, investment banking. Now === g \ L/ =
housebuilding is the industry Britons love to hate. Even as many
people struggle with high housing costs, housebuilders are cashing
in. Last month Persimmon, Britain’s largest, posted profits of £1.1bn
($1.4bn) for 2018, its highest ever. Across the industry operating
margins are twice what they are in America. Dividends have jumped
and the firms’ cash piles point to big payouts in the future (see
chart). Stories of senior managers being paid investment-banker
salaries often hit the headlines.

Why are the builders enjoying a purple patch? One explanation is
that they are better managed than they once were. Before the
financial crisis in 2008-09 many were laden with debt. After the crisis
they raised capital and cut costs. Recently Barratt Developments
revealed a cunning plan which involved lowering the pitch of its
roofs, which should reduce the number of tiles required.
Housebuilders are also shifting more units. Last year Britain put up
200,000 dwellings, the most in a decade.

Policymakers have given housebuilders a helping hand, however.
“Help to Buy”, a mortgage-subsidy scheme launched in 2013, raises
the purchasing power of potential new-home buyers. It was supposed
to increase home-ownership rates among the young. Economists
dispute whether it actually has. But according to a forthcoming paper
from Felipe Carozzi, Christian Hilber and Xiaolun Yu of the London
School of Economics, the clearest impact of Help to Buy has been to
raise house prices, potentially by as much as 5%.

The builders’ juicy profits may also be a consequence of the changing
structure of the housing market. In the early 1980s small builders (ie,



those erecting up to 100 units a year) built almost half Britain’s
homes. Since then the market has become more concentrated. The
minnows’ share has fallen to a tenth, while the whales have boosted
theirs. The growing complexity of the planning system is in part to
blame. From the 1990s more obligations were placed on developers.
Builders must often rely on time-consuming appeals in order to get
approval for a project. Small firms rarely have the expertise and
resources to navigate the system.

The big builders’ market power expresses itself in different ways.
Stories abound of new houses which quickly develop mould and
damp. There is also evidence that big builders acquire large plots of
land in a local area, then put up houses deliberately slowly in order
to maintain the local market price. A recent official review by Sir
Oliver Letwin, a Conservative mp, found that “the larger the site, the
more likely it is to have a low build-out rate.”

Housebuilders’ power may find its purest expression in the market
for developable land. That market is opaque. Yet it appears that
homebuilders can bargain down the price at which they buy plots.
Robin Hardy of Shore Capital, an investment firm, says that whereas
in the mid-2000s five or six builders would compete for a plot of
land, one or two is now more common, which gives potential sellers
fewer options. A calculation by Neal Hudson of Resi Analysts, a
consultancy, suggests that residential-land prices are currently some
30% below what one would expect given their historical relationship
with house prices. With land prices held down, many builders have
seen rising margins on each house that they sell.

The industry needs new firms to enter the market and compete away
excess profits. To enable that, the government could lower barriers
to entry. Doling out smaller plots of developable land—something
that Transport for London, the capital’s transit authority and a big
landowner, is exploring—would help smaller builders. Publishing
more data on the land market could make it more efficient. Brexit
may also dent housebuilders’ profits, if prices fall or if dwindling
European immigration makes it harder to find labourers. Until then,
the fat profits enjoyed by the building firms look as safe as houses.



